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Foreword

This important study deals with the state and the fate of the Doha Develop-
ment Agenda—one of the most ambitious attempts at international coopera-
tion over the past decade. These multilateral negotiations, launched in Doha
in 2001, were intended to place developing countries at the centre for the first
time.

Since their launch, these negotiations have experienced considerable chal-
lenges. Meanwhile, outside the negotiations, many developing countries have
demonstrated how growth can be stimulated by taking advantage of export
market opportunities in areas consistent with their comparative advantage.
My own country, China, whose accession to the WTO was approved by the
same ministerial meeting that launched the Doha Agenda, has increased its
exports almost eightfold since 2001, and now employs around 85 million
people in labour-intensive manufactures. Developing countries more gener-
ally have contributed to a dramatic expansion in world trade, and their share
of that trade has risen sharply, from 23% to 35%.

As the negotiators attempted to reconcile the competing demands in a
rapidly changing world, they developed a negotiating framework of consid-
erable complexity. This complexity has created an important challenge, with
countries finding it difficult to evaluate the benefits that would flow to them
from an agreement, while being acutely aware of the political costs they would
incur in committing to further liberalisation.

This volume has three key objectives: to provide qualitative and quantitative
information about the implications of what is currently on the table; to
examine controversial areas where further progress might be made; and to
identify lessons that might be of use for future negotiations. To achieve these
objectives, this study brings together a team of 20 experts to analyze the draft
agreements and synthesises their findings. They use innovative approaches
developed specifically for this work.

To briefly summarise their findings, there is much in the proposals already
on the table; substantially more might be achieved in some key areas; and
there is a case for new approaches in future negotiations. I hope that the
findings of this volume will help to provide the stimulus needed to jolt the
negotiations back on track towards an outcome that will benefit all countries,
and particularly the developing countries.

Justin Yifu Lin
Senior Vice President and Chief Economist
The World Bank
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WILL MARTIN, AADITYA MATTOO AND DEBORAH WINKLER

1 INTRODUCTION

The Doha Development Agenda (DDA) is in limbo. After ten years of hard work
by skilled negotiators seeking to identify the interests of different participants
and to reconcile them into an overall agreement, no conclusion is in sight.
A Doha-weary world faces a difficult ‘trilemma’ over whether to implement
all or part of the draft agreements as they stand today, to modify them
substantially, or to dump Doha and start afresh. At this critical juncture, this
volume aims to provide a better empirical basis for an informed choice. It
addresses the questions that are relevant to each of the possible scenarios.
What benefits, precisely, does Doha currently offer individual participants and
what would be lost if Doha were abandoned? What are the implications of
the modifications proposed to the Doha drafts? If we did start afresh, what
have we learnt from Doha about how to negotiate and perhaps even what to
negotiate?

1.1 What Does Doha Offer?

One of the key impediments to reaching an agreement is widespread scep-
ticism about what the DDA will actually deliver in terms of market access.
The formal draft proposals (modalities) for the Doha negotiations have not
changed since late 2008, although negotiators have tried many approaches
to move beyond the current stalemate. The complex nature of the result-
ing proposals makes it difficult for members—especially developing-country
members—to evaluate the implications for access to markets, particularly
because the implications can only be established by predicting the actions of
more than 150 other World Trade Organisation (WTO) members. The literature
attempting to make a detailed assessment of the answers to these questions
is quite limited, apart from a few specific studies cited in IMF (2011) such as
Hufbauer et al (2010), Bouét and Laborde (2010a) and Decreux and Fontagné
(2009).

This book shows that the current Doha proposals, even after allowing
for flexibilities (such as sensitive and special products), would cut applied
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tariffs on agricultural market-access (AMA) and non-agricultural market-
access (NAMA) in goods by around 20%. The agricultural proposals also
include abolition of export subsidies and sharp reductions in maximum levels
of domestic support, especially in the EU and the United States. The global
gains are conservatively estimated to be around $160 billion per year from
AMA and NAMA agreements alone. The true gains would be larger because
the proposed cuts in bound tariffs (an average of 27% in agricultural and 46%
in non-agricultural goods) would reduce the uncertainty associated with the
current large gaps between applied and bound tariffs.

In services, current Doha offers improve on countries’ previous commit-
ments by about 10%, leaving them, on average, twice as restrictive as actual
policies. Even with highly probable additional offers in the closing stages of
negotiations, it seems likely that Doha will offer modest improvements in
security of market access rather than substantial new market access.

The negotiations attempt to ensure that the least-developed countries
(LDCs) benefit by granting them duty-free quota-free (DFQF) access on almost
all of their exports to industrial countries, and to some developing countries.
This would help the LDCs, but analysis in this volume finds that excluding
even 3% of tariff lines, as currently envisaged, would sharply reduce the value
of this market access.

The Trade Facilitation Agreement (TFA) focuses on trade-cost-increasing
administrative and regulatory measures whose reform could significantly
promote trade growth in developing countries. In parallel, the ‘aid-for-trade’
initiative would play a valuable catalytic role in mobilising trade-related assis-
tance directed at enhancing export capacity in poor countries. The evidence
reviewed makes a case for focusing aid-for-trade assistance in areas such as
customs administration, transparency, and government procurement, where
the returns appear to be much larger than if resources are spread across a
broader range of issues.

1.2 What About the Unresolved Issues?*

Standing in the way of disagreements on the current proposals is disagree-
ment over—among other things—whether there should be a movement to
free or freer trade in specific sectors, the design of a special safeguard
mechanism (SSM) in agriculture, and the practice of zeroing in anti-dumping
actions in the United States. This study presents evidence that if all of the
sectoral agreements that have been proposed were implemented, the trade
expansion from reforms in non-agricultural trade would more than double. In
agriculture, the evidence reviewed suggests that the proposed SSM envisaged
for developing countries, with quantity and price triggers, could both reduce
market access and increase the instability of world and domestic markets.

IThis section draws in part upon Hoekman et al (2010).
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Zeroing in U.S. anti-dumping has been the subject of more than 13% of
WTO panel investigations and almost 20% of WTO Appellate Body (AB) reports
between 1998 and 2010. While WTO litigation on zeroing has, to date, mainly
involved exporters from high-income economies, zeroing is also likely to be
important for developing-country exporters, with over 60% of the products
currently subject to U.S. anti-dumping exported by developing countries.

1.3 What Lessons for Future Negotiations?

The analysis in this book provides some suggestions for future negotiations,
whether they involve comprehensive renegotiation of issues covered under
the Doha Agenda, or entirely new negotiations. First, in negotiating cuts in
tariffs, top-down formulas with very sharp reductions in the highest tariffs
(as used in the Doha negotiations) are economically desirable. However, they
may generate political costs even more rapidly than economic efficiency gains,
leading to intense pressure for exceptions from the formula. Better outcomes
might be achieved through less aggressive top-down formulas—even propor-
tional cuts—especially if combined with a requirement that countries ‘pay’
for any exceptions.

Second, in agriculture, the limited disciplines on export restrictions hurt
the confidence of importers that world markets are a reliable source of
food supplies. Negotiating disciplines on import and export restrictions, and
dealing explicitly with food security and price insulation issues could lead
to a more desirable negotiated outcome. Third, in services, market-access
negotiations have floundered, in large part due to the inadequate attention
being given to the regulatory context in which any liberalisation must take
place. Greater progress might be made by addressing regulatory weaknesses
in developing countries and promoting international regulatory cooperation,
especially in areas like financial services and labour mobility (mode 4).

Finally, this volume identifies several critical trade-related matters that lie
outside the DDA, such as the trade and trade policy implications of climate
change mitigation, exchange rate management, food security, and energy
security. Reaching closure on Doha is important, not just because of the
benefits it offers, but also to create the space for some of these issues that
require multilateral cooperation, though not necessarily in the WTO alone.

Section 2 of this chapter revisits the main benefits of Doha, namely,
improved market access in agriculture and manufacturing, greater security
of market access, and the mobilisation of resources to deal with the trade
problems of LDCs. In Section 3 we focus on particularly contentious issues:
the desire for further liberalisation of certain sectors, the design of an SSM
in agriculture, and the practice of zeroing in the United States. In Section 4
we draw lessons from Doha and focus on three main areas: agriculture,
services, and trade facilitation and aid for trade. Section 5 identifies areas
for multilateral cooperation on critical policy matters that lie outside the
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DDA, the most urgent of which are the trade policy implications of climate
change mitigation, although other threats to security are considered. Section 6
concludes.

2 REVISITING WHAT IS ON THE TABLE

The proposals on the table for the Doha negotiations in December 2008
implied three key benefits: new market access in agriculture and manufac-
turing; greater security of market access in agriculture, manufacturing and
services; and expanded opportunities for LDCs.

2.1 Reductions in Tariffs on Goods

In Chapters 2 and 3, David Laborde and Will Martin estimate the impact of
the December 2008 modalities on AMA and NAMA. The key implications of
the Doha Agenda negotiations for the tariffs levied by four major groups of
countries are presented in Table 1.1. These are given for total trade, for AMA,
and for NAMA. The first three columns refer to the applied rates that influence
actual market outcomes. The last three show the WTO bound rates. In each
set of three columns, the first (‘Base’) refers to the base rates in the absence of
a round; the second (‘Formula’) shows the rate if the market-access formulas
being negotiated are implemented without exceptions; the third (‘Formula
plus flex’) shows the rate after allowing for country and product flexibilities
such as those for LDCs and for sensitive and special products in agriculture.

In agriculture, tariffs are much higher than the average tariff rates for all
non-agricultural goods, partly reflecting the fact that this is only the second
multilateral round in which agricultural tariffs have been negotiated. The
proposals under discussion would reduce the world average bound tariff from
40% to 30% for agricultural products, and from 10% to 5% for non-agricultural
goods (see Table 1.1). The tiered formula for liberalisation in agriculture
involves larger cuts in the higher tariffs, and would, if implemented without
exceptions, cut average bound tariffs almost in half, from 40.3% (base) to 20.7%
(formula). But exceptions for ‘sensitive’ and ‘special’ products allow many
higher tariffs to be subjected to smaller cuts. For most developing countries,
bound rates would, on average, still be much higher than currently applied
rates. For example, in agriculture, developing countries would still have an
average margin of more than 28 percentage points (compared with the actual
tariff of 13%) to deal with any unexpected consequences of liberalisation.
In manufacturing, this margin would be 8%, slightly higher than the actual
average tariff.

One key feature of the potential agreement is its impact on the tariffs
that countries face and, hence, their access to foreign markets. Today’s
legal tariff ceilings are, in many cases, much higher than applied levels of
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protection, so even drastic cuts in bound rates frequently only result in
modest cuts in applied protection. Despite this, there are likely to be some real
benefits for developing-country exporters, as estimated by Laborde et al in
Chapters 2 and 3. Accounting for flexibilities, the average farm tariffs faced by
developing-country exporters would fall from 14.3% to 11.5%, and the tariffs
on their exports of manufactures would fall from 2.9% to 2.1%. Exporters of
agricultural products from high-income countries would see the tariffs they
face fall from 15.1% to 12.3%. Tariffs facing high-income-country exporters of
non-agricultural products would fall from 3% to 2.4%.

While only some of the reductions in bound tariffs translate into reductions
in applied rates, the entire reduction has value in constraining potential
future increases in tariffs (Francois and Martin 2004). Although applied tariffs
are now low by historical standards, and have fallen particularly sharply in
developing countries, historical studies by Gardner and Kimbrough (1989) and
Rama (1992) show that reductions in applied protection that are not locked in
through international agreements are frequently reversed. This suggests that
the reductions in bound rates may have substantial long-run value, even in
cases where the bound rates are above current applied rates.

These cuts in average applied tariffs substantially understate what is on
the table for highly protected products like textiles and clothing, since the
formulas used for both agricultural and non-agricultural tariffs would bring
peak tariffs down much more. For example, peak tariffs of the type frequently
applied by industrial countries against developing-country exports of clothing
would be sharply reduced, with 30% tariffs dropping to 6.3%, and 20% tariffs
dropping to 5.7%. The progressive nature of these tariff cuts is important from
a welfare perspective, as the social cost of protection rises with the square of
the tariff. Furthermore, it is important for many developing countries since
many tariff peaks in the industrial countries are concentrated in products in
which they have a comparative advantage, such as agriculture, clothing and
footwear.

Besides tariff cuts, the modalities propose to sharply reduce the use of the
current agricultural special safeguard (SSG), which currently permits many
developed countries to impose duties above their Uruguay Round bindings.
Use of this measure has increased over time, and it has been used to provide
sustained protection for some commodities (Hallaert 2005). Its elimination
should increase access and reduce the extent to which domestic prices in the
industrial countries are insulated from world market prices, thereby reducing
the instability of world market prices. As discussed by Jason Grant and
Karl Meilke in Chapter 7, however, a new SSM with both price and quantity
triggers is envisaged for developing countries to provide protection and
insulation to domestic markets. This safeguard could reduce market access
and increase the instability of world markets if used by importers accounting
for a significant fraction of imports. The SSM is one of the contentious issues
discussed in Section 3.
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Moreover, agricultural negotiations envisage substantial reforms in export
subsidies and domestic support. First, agricultural export subsidies in the
industrial countries—a longstanding concern of developing countries—would
be banned. This prohibition is important because it rules out the re-emergence
of wasteful and price-depressing export subsidies in the future. The reimpo-
sition of export subsidies in mid 2009 for dairy products by the EU and the
United States illustrates the continuing relevance of a ban on export subsidies.

Second, the proposed rules on domestic agricultural subsidies involve
sharp reductions in the maximum allowed levels of support, by 70% in the EU
and 60% in the United States. As David Blandford and Tim Josling conclude
in Chapter 4, these constraints on the domestic policies of the EU and the
United States might not lead to significant cuts in actual subsidies, which are
likely to remain at low levels if commodity prices remain substantially above
those prevailing in the late 1990s and early 2000s. But the proposed rules are
likely to constrain industrial country subsidies, especially for products such
as cotton, peanuts and sugar, which are of particular export importance for
many developing countries.

2.2 ‘Quantifying’ the Value of Doha Market Access

Much of the discussion and debate about the ‘value’ of Doha has centred on
the results of global modelling exercises. A serious problem with any effort
to assess the value of what is on the table using the large-scale empirical
models available today is that such attempts can only assess the implications
of proposed agreements for applied levels of protection. Thus, they ignore
the benefits of new policy disciplines and the effects of additional policy
bindings. As a result, discussions of the value of the DDA that are based on
typical numerical models will, by definition, be missing a key benefit of Doha
(Hoekman et al 2010; Handley and Limdo 2011). Given this very important
caveat, it is nonetheless useful to briefly discuss what the available empirical
studies suggest will be the impact of what is on the table in terms of average
levels of applied protection in trade in merchandise.

In Chapter 10, David Laborde, Will Martin and Dominique van der Mens-
brugghe suggest that overall global gains would be up to $160 billion for
the agricultural and non-agricultural market-access agreements alone, even
after allowing for exceptions for sensitive and special products. The authors
apply new methodological approaches that allow much more disaggregated
trade data to be used in the general equilibrium simulation models used for
such studies (some 5,100 tariff lines/product categories). Compared with the
approach used in other recent studies, the central estimates of the gains
are about 65% higher for developed countries and some 100% higher for
developing countries as a group. Such disaggregation is important because
the welfare cost of protection goes up with the square of the tariff, an effect
not captured when average tariffs are used. The estimates of real income gains
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reported in this study remain very conservative by not counting the gains from
reduced barriers to trade in services, from increases in the range of varieties
consumed (see Broda et al 2006), and by omitting gains from trade facilitation
and reduced trade costs (see Hoekman and Nicita forthcoming).

To put this result in perspective, Decreux and Fontagné (2009) identify a
$57 billion world gross domestic product (GDP) gain from implementing what
was on the table in July 2008 in terms of liberalising trade in merchandise,
based on the modalities that had emerged and again including the likely
exceptions and the differentiated nature of the commitments that would be
made by different groups of countries. In another recent paper, Hufbauer
et al (2010) use a different approach to quantify the market-access impacts
of what is on the table, taking into account the estimated tariff revenue effects
of applying the July negotiating modalities to the trade of the 22 largest
WTO members and applying GDP multipliers. Overall, they estimate that the
associated increase in global exports would raise real GDP by some $63 billion
annually.

The model results demonstrate that, even if the focus is limited to reduc-
tions in applied levels of trade restrictions, even taking into account likely
exclusions for sensitive and special products, the associated real income
gains are non-trivial. Decreux and Fontagné (2009) and Adler et al (2009)
also estimate the non-market-access parts of the DDA. Quantifying these
is extremely difficult, but their estimates suggest substantial additional real
income gains from improved trade facilitation. These results indicate that
there is significant scope to generate trade over and above what is on the table
in narrow market-access terms, especially for many developing countries.2

2.3 Greater Security of Market Access
More Secure Market Access in Goods

Under the Doha proposals, WTO members would sharply reduce their legally
bound levels of protection on goods and services. While the benefits of
reductions in bindings can be formally evaluated in specific circumstances
(see Francois and Martin 2004), this is difficult to do for the global models
now used to evaluate the impacts of global trade reforms. In this volume, we
use two alternative approaches to provide insight into the extent to which
these cuts in tariff bindings would limit the scope for future imposition of
restrictive measures. The first is to take into account the possibility of a shift
towards protectionism, perhaps of the kind experienced in earlier economic

2Hoekman and Nicita (2010, forthcoming) show that only a marginal reduction in trade
costs would expand trade by more than what could be expected even from a relatively
ambitious Doha Round outcome in terms of market access, narrowly defined to span only
reductions in average applied levels of protection. Everything else being equal, improving
the logistics performance of low-income countries to the level observed in middle-income
countries would increase their trade flows by more than 50%.
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downturns. The second is to take into account the fact that protection that is
not subject to tariff bindings under the WTO can evolve in ways that involve
greatly increased costs relative to the initial rate of protection.

In Chapter 12 Antoine Bouét and David Laborde take the first approach
in order to show that the implementation of the DDA agreements would
reinforce current commitments and sharply reduce existing bound duties.
Their analysis shows that the reductions in the cost of permitted tariff
increases could be very substantial. If (perhaps in the context of a trade
war) countries raised their protection on goods up to the limits currently
allowed by their WTO bindings, the cost in terms of lost exports and lost
real income would be around $1300 billion and $300 billion, respectively.
Following Doha, these potential losses would shrink to $110 billion and $40
billion, respectively.

Another important question is what protection rates would apply in the
future in the absence of a negotiated agreement. The conventional approach
of assuming that current rates will apply in the future in the absence of an
agreement can be extremely misleading: this approach to evaluation would
have placed a zero value on a binding of 60% for rice when Japan joined
the General Agreement on Tariffs and Trade (GATT) in 1955, yet such a
binding would have been extremely valuable by ruling out the subsequent,
highly costly increases in protection to around 1000%. In Chapter 13, Kym
Anderson and Signe Nelgen generate a set of agricultural price distortions
for the world in 2030, drawing on the World Bank’s agricultural distortions
database for 75 countries (Anderson 2009), political-economy theory, a set of
political-econometric equations for the most important agricultural products,
and knowledge of current WTO-bound tariffs. The authors then insert these
alternative price distortions into a global-economy-wide model and compare
the welfare effects with a scenario assuming no change in farm policies over
the next two decades. The key finding is that the contribution of farm policies
to the estimated welfare cost of trade-distorting policies by 2030 is likely to
be much higher, even if it is only in developing countries that agricultural
protection grows, and even if those countries’ farm tariffs remain within their
current bound rates. In that scenario the welfare cost of developing countries’
agricultural policies would be more than one-quarter higher than if rates of
protection did not change over those two decades.

Enhanced Security of Market Access in Services

Services are a puzzling aspect of Doha. In principle, the stakes are huge
for the key protagonists. Some 80% of GDP in the United States and the EU
originates in services. Together, these two economies account for over 60%
of world services exports. The business services exports of major developing
countries such as India, China and Brazil have grown by well over 10% every
year for the last decade, and India may soon export more services than
goods. Exports of services are also important for a wide range of developing
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countries. In practice, however, negotiating attention has been focused mostly
on agriculture and manufactured goods rather than on services (Hoekman
et al 2010).

Most services liberalisation has been undertaken unilaterally. In Chapter 5,
Ingo Borchert, Batshur Gootiiz and Aaditya Mattoo find that, in all regions
of the world, actual policy is substantially more liberal than the policy
commitments (bindings) made by WTO members in the General Agreement on
Trade in Services (GATS) during the Uruguay Round. The latter are, on average,
2.3 times more restrictive than currently applied policies, ie countries could
more than double their average levels of restrictiveness without violating
their commitments. As they stand today, the Doha offers do not provide
any liberalisation of actual policy.? Furthermore, two of the currently most
protected areas, cross-border transport and the movement of individual
professionals, are either not being negotiated at all, or not with any degree of
seriousness.

Given that services liberalisation is essentially not on the table, the question
is whether the current Doha offers involve any greater security of market
access than the Uruguay Round commitments under the GATS. Doha offers
improve on GATS commitments, but at this stage the gap between offers
and actual policy is still large: the best offers submitted so far improve on
current GATS commitments by about 10%, but remain on average 2.3 times
more restrictive than actual policies (see Figure 1.1). At present, Doha does
not offer greater access to markets, but rather offers a weak assurance that
access will not get worse. A report on the status of the services negotiations
noted that further discussion was needed on issues relating to participants’
level of ambition, their willingness to bind existing and improved levels of
market access, and national treatment, especially in modes of supply of export
interest to developing countries. In 2008, the chair of the Trade Negotiations
Committee also held a ‘signalling exercise’ among a group of ministers,
at the time that ‘modalities’ in AMA and NAMA were being discussed. At
the signalling exercise, participating ministers indicated that they might
significantly improve their services offers.

2.4 Expanded Opportunities for Least-Developed Countries

The LDCs are in an unusual situation in the Doha Agenda negotiations in
that they are not being required to reduce their own applied tariffs. As
a consequence, the economic impacts of these negotiations on the LDCs
will depend more on what other countries do than on economic reforms
undertaken in the LDCs. Key elements of the Doha Round from a development

3Borchert, Gootiiz and Mattoo (Chapter 5) examine, in some detail, the Doha offers on
a range of services sectors and modes of supply and compare these with existing GATS
commitments.
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Figure 1.1: Existing commitments, Doha offers and actual policy (by region).

If countries have not made a Doha offer, existing commitments are used. Source:
Borchert, Gootiiz and Mattoo, Chapter 5.

perspective are: enhanced market access for LDCs, actions to facilitate trade
(lower trade transactions costs), and the aid-for-trade initiative.

Enhanced Market Access for Least-Developed Countries

In Chapter 6, Antoine Bouét and David Laborde assess the implications of the
proposed DDA agreements for LDCs. For most developing countries, reduc-
tions in their trading partners’ trade barriers would likely bring about gains
through improvements in market access. The LDCs are in a more vulnerable
position for three reasons. First, they already have tariff preferences in a
number of their trading partners, especially in the EU. Second, many LDCs are
net importers of agricultural products, whose prices might be expected to rise
slightly as a consequence of global trade liberalisation in agriculture. Third,
LDCs are not committed to any reform of their own trade policies and, hence,
cannot count on efficiency reductions from moving to lower-cost sources of
supply.

Where LDCs face preferential tariffs in a particular market, reductions in
most-favoured-nation (MFN) tariffs may lower the barriers facing non-LDC
members, causing the LDCs to suffer from preference erosion. Where LDCs
do not have complete duty-free access, this preference erosion can frequently
be overcome by increasing the depth of their preferences in that market.
Recognising this, the WTO has proposed a broadening of these preferences
for LDCs to cover all developed-country markets and the locking in of these
preferences under the DFQF proposal (WTO 2005, 2008c).
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The proposed DFQF initiative will improve existing access to foreign mar-
kets for LDCs. But the initiative will add significantly to existing access only
if industrial and more advanced developing countries do not exclude vital
products such as garments or agricultural products. In most of the potential
major markets that do not already offer 100% DFQF access, limiting such
access to 97% of tariff lines, as permitted in the 2005 Hong Kong Ministerial
declaration, implies that a large share of important exports may continue to
be subjected to restrictions.*

Laborde (2008) shows that, in most developed countries, 3% of tariff lines
cover 90-98% of exports from LDCs. For example, over 70% of Bangladesh’s
exports to the United States are covered by only 70 tariff lines, which together
account for less than 1% of all U.S. tariff lines.> Only 39 tariff lines account
for 76% of Cambodia’s exports to the United States. Nonetheless, Carrere and
de Melo (2009) estimate that if the United States were to apply DFQF access
for 97% of lines, LDCs could expand exports by 10%, or $1 billion (Hoekman
etal 2010).5

Another direct trade policy option that might reduce the market-access
barriers facing LDCs is to reduce the restrictiveness and costs associated with
rules of origin, something that is encouraged in proposals for the LDCs (WTO
2008c). The utility of preferential access depends significantly on the rules of
origin that are applied by the importing jurisdiction. Experience has shown
that liberal rules of origin—those that allow for cumulation and significant
use of imported inputs sourced from third countries—are frequently a critical
determinant of a large export supply response by firms located in LDCs. Such
rules are not on the negotiating table, and would remain at the discretion
of importing economies. Recent initiatives by the United States and the

4Australia, the EU (as of the end of 2009), New Zealand, Norway and Switzerland (as of
the end of 2009) offer 100% DFQF access. Canada’s DFQF programme for LDCs spans 99% of
products, excluding some sensitive agricultural products (dairy, poultry and eggs); Japan’s
offers about 98% product coverage, with exclusions for fish, footwear, rice and sugar. The
Republic of Korea offers duty-free access for LDCs for some 75% of tariff lines. The United
States does not currently have a programme specifically targeting LDCs. Although many
African LDCs have duty-free access to the United States under the African Growth and
Opportunity Act, LDCs such as Bangladesh and Cambodia do not. In 2006, the combined
$800 million tariff bill on imports from these two countries was seven times larger than
the U.S. aid these countries received, and roughly the same as the amount collected on
exports from the United Kingdom and France (Elliott and Soderquist 2009; Hoekman et al
2009).

5The total number of tariff lines at the eight-digit level is 10,500. The calculation was
done at the eight-digit level.

6In Chapter 6, Bouét and Laborde show that either participation by large developing-
country importers or expansion of the import coverage to 100% is needed for the LDCs
to be obtain real income gains. If these are combined, the gains to LDC exports and trade
could be worthwhile.
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EU demonstrate a willingness to address this constraint and to offer an
opportunity to make a specific commitment to the LDCs in this area.

Of particular importance for LDC exporters of cotton is that the complete
removal of tariffs and quantitative restrictions on their exports be comple-
mented by deeper cuts in trade-distorting support programmes maintained
by high-income countries than for agricultural support more generally, and
that this is implemented in a more expedient way (Baffes 2005). This is widely
regarded as a litmus test for whether the Doha Development Agenda can live
up to its name. Global support to the cotton industry, including direct subsi-
dies, border protection, crop insurance subsidies, and minimum support price
mechanisms have risen more than twofold, from $2.7 billion in 2007-8 to an
estimated $5.9 billion in 2008-9, more than half of which will be provided
by the United States (International Cotton Advisory Committee 2009).” The
recent increase in support again illustrates the value of commitments to bind
(cap) permitted levels of support: lower levels of permitted subsidies and
other forms of support would have constrained the ability of governments to
increase assistance levels (Hoekman et al 2010).

Trade Facilitation

The TFA is important for leveraging the market-access dimensions of the DDA.
If a focus on the trade-costs agenda stimulated by a Doha agreement catalyses
a reform programme in this area, it could have large positive trade effects, as
shown by Benjamin Taylor and John Wilson in Chapter 8. Pursuit of trade
facilitation is particularly important for lower-income countries, especially
LDCs that otherwise may not benefit significantly from the Doha market-
access negotiations, because they have DFQF access to major markets and
will not be asked to reform their own trade policies (Hoekman et al 2010).
The various TFA proposals focus on areas of trade facilitation reform
that, according to recent research by Helble et al (2009), have the highest
returns to investment and are relatively easy to implement in terms of both
cost and time, including regulatory, administrative, and institutional reforms.
This study finds that ‘narrow trade facilitation’ focusing on trade policy and
regulation only has a rate of return that is more than 139 times as great as

“Subsidies averaging 14 cents per pound were provided by some ten countries in
2008-9, up from an average 8 cents in 2007-8. The share of global cotton production
receiving support rose from an average of 55% during the period from 1997-8 to 2007-8
to an estimated 84% in 2008-9. Total direct U.S. support for cotton production, including
crop insurance, increased from $888 million in 2007-8 to $3.1 billion in 2008-9, or an
equivalent of 50 cents per pound of production. The 2008 farm bill extended counter-
cyclical payments and marketing loans while only marginally lowering the target price for
upland cotton and creating a new cotton-user payment of 4 cents per pound. Although
the latter applies to cotton of any origin, given that the U.S. imports very little, in practice
most payments will accrue to domestically sourced cotton (Schnepf 2008).
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the rate of return for ‘broad trade facilitation’ focusing on trade development
and economic infrastructure.

Negotiations on a TFA have been progressing well. An agreement offers
prospects for real income gains: indeed, analysis suggests that this is an
area where the potential gains for developing countries are higher than what
might emerge from any other part of the DDA. The reason for this is that
domestic trade costs in many countries constitute a major tax on firms
(Djankov et al 2006). The TFA is of particular importance to landlocked
developing countries, as their trade costs depend critically on the efficiency
and cost of transit through neighbouring states. Wilson et al (2005) find that
improvements in trade facilitation, similar to those proposed through the
TFA, could increase exports in some developing regions by as much as 40%.
Adler et al (2009) estimate that developing countries could gain $47.3 billion
in exports and $84 billion in imports from proposed measures currently on
the table.

Aid for Trade

For many low-income countries, the key constraint to export growth is a lack
of competitiveness. This makes it particularly important that DFQF access be
associated with liberal rules of origin in order to allow firms to use imported
inputs from the lowest cost source of supply anywhere in the world. But,
more generally, what is now increasingly recognised is that competitiveness
is a function of the domestic business environment in the exporting countries
(Hoekman et al 2010). This is the major driver behind the aid-for-trade
initiative, described by Bernard Hoekman in Chapter 9, which is playing a
valuable catalytic role in mobilising trade-related assistance.

Hoekman argues that the concept of aid for trade reflects the recognition of
the WTO membership that trade liberalisation (market access and rules) alone
is not enough to benefit poor countries, and that promises to provide technical
assistance are an inadequate response to concerns regarding adjustment and
implementation costs of trade agreements. Moreover, the emergence of aid for
trade signals that the development community is giving greater importance
to the role that trade can play in fostering higher growth rates in low-income
countries.

Such aid has already increased: according to WTO/OECD figures and def-
initions, aid for trade grew by more than 10% in real terms in both 2006
and 2007, with total new commitments from bilateral and multilateral donors
reaching $25.4 billion, with an additional $27.3 billion in non-concessional
trade-related financing.® Realism suggests that aid budgets will come under

8These numbers are large because they include investments in infrastructure and span
both low- and middle-income countries. However, even if a much more narrow definition
of aid for trade is used, such assistance approximately doubled between 2002-5 and 2008
(World Bank 2009).
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increasing pressure as OECD governments seek to reduce expenditures fol-
lowing the fiscal expansion of the last 18 months. While aid for trade is not
formally linked to the DDA, concluding the round could help to translate the
aid-for-trade commitments into additional resource transfers.

3 CONTENTIOUS ISSUES ON THE TABLE

Much has already been tentatively agreed in the Doha negotiations, most
notably the structure of the modalities to reduce tariff bindings for agricul-
tural and non-agricultural tariff lines for different groups of WTO members.
Standing in the way of the substantial benefits from Doha are disagreements
over, among other things, at least three broad issues:?

1. divergence of views on the extent of actual liberalisation commitments
for merchandise trade, notably whether there should be a movement to
free or freer trade in specific sectors;

2. disagreements about the design of an SSM in agriculture;

3. the U.S. use of zeroing in its anti-dumping procedures.

In what follows, we argue that members need to make two broad judgments.
First, they should judge how best to strike a balance between liberalisation and
security of market access, ie how far to push for additional market-opening
(eg via sectoral negotiations) rather than to be content with legally binding
existing market access. Second, they should judge how best to achieve security
of market access, ie how far and under what conditions to allow contingent
protection (eg via safeguard type of action) in return for tighter and more
comprehensive bindings.

3.1 Sectorals

A perception that the formula-based market-access negotiating modalities
would not generate ‘enough’ actual liberalisation of applied tariffs has gen-
erated a push for sectoral deals in specific sectors by some WTO members.
Much of this concern is based on the belief that exceptions have excessively
hollowed out the liberalising effects of the negotiating formulas. Chapters 2
and 3 show that the situation is, in fact, more nuanced. While the flexibilities

90f course, many other issues, such as the coverage of additional services policy com-
mitments, reductions in support to cotton production, EU banana tariffs, and extensions/
amendments to the agreement on Trade-Related Aspects of Intellectual Property Rights
(TRIPS) concerning geographical indications and biological diversity also remain highly
sensitive. We focus here on areas that have proven to be particularly controversial and
that are of significance for the WTO membership generally (and that matter ‘systemically’).
While contentious, the outlines of a possible agreement on many of the other issues that
must be settled is relatively clear: see, for example, Hoekman and Kostecki (2009).



16 Unfinished Business? The WTO’s Doha Agenda

for sensitive and special products do substantially reduce the market-access
gains in agriculture, this is not the case in non-agricultural products.

What would be the implications of agreeing to sectorals? In Chapter 11,
David Laborde compares a baseline scenario (agricultural and non-agricultural
market-access modalities allowing for exceptions for sensitive and special
products) with scenarios in which tariffs are reduced more sharply in selected
sectors. The tariff reductions are made to zero duties for those products
entering the industrial countries, and to zero with some exceptions in
developing countries. While the range of exceptions permitted varies by
sector, it is generally quite limited. In the most important of these sectors,
electronic products, the exceptions are limited to allowing tariffs of up to
5% on 5% of tariff lines accounting for no more than 5% of imports. The
sectoral initiatives are considered for 14 product groups where a range of
countries have indicated an interest in undertaking such initiatives. If all of
the 14 initiatives listed in the December 2008 modalities were included, the
estimated overall real income gains from the round would roughly double,
while the associated trade expansion would more than double.

More realistically, if only the seven sectoral initiatives for which the core
countries supporting the initiative account for more than 33% of world
imports—chemicals, electronics and electric equipment, industrial machin-
ery, enhanced health care, forest products, gems and jewelry, and sports
equipment—were included, the real income and trade gains would both
increase by roughly two-thirds. Adler et al (2009) come to a very similar
conclusion: sectoral deals on chemicals, electronic and electrical goods, and
environmental goods would double the trade and real income gains for their
sample of 22 large countries.

Laborde (Chapter 11) also estimates the impact by income group and shows
that the implementation of all sectoral initiatives would double welfare gains
for both developing and developed countries. Moreover, the initial losses
for LDCs from Doha with flexibilities (as shown in Chapter 6) would be
lowered by 40%. These simulations suggest that sectoral agreements could be
important in increasing the incentives of the relevant export industries to sup-
port multilateral trade negotiations. Zero-for-zero and sectoral agreements
were a feature of the Uruguay Round. Examples of such agreements—under
which subsets of (mostly) OECD countries agreed to eliminate tariffs, either
immediately or following a transition path—included deals on agricultural,
construction and medical equipment; beer; furniture; paper; pharmaceuticals;
and toys (Mann and Liu 2009).

In principle, agreement among the major traders to negotiate future sec-
toral agreements could be part of a Doha deal, with the critical mass of
countries committing to engage in talks that would start after conclusion of
the DDA. As argued by, among others, Gallagher and Stoler (2009), Harbinson
(2009) and Abbott (2009), an explicit shift towards ‘critical mass’ negotiations
that aim at agreements that are applied on an MEN basis would move the WTO
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back towards a negotiating modality that has been able to deliver substantial
benefits in a number of important cases (Hoekman et al 2010).

3.2 Special Safeguard Mechanism

As was widely reported at the time, the proximate cause of the July 2008
breakdown of the Doha negotiations was disagreement between members
on the specifics of an SSM for agricultural imports. Exporters argued that
there was no need for a new SSM because tariff bindings on many of the most
important agricultural products in developing countries would not be reduced
substantially because of provisions such as those for special products. They
also objected to the specifics of the SSM proposal, arguing that it made it
too easy to raise levels of protection (Hoekman et al 2010). A particularly
contentious issue was the extent to which a country could raise its tariffs
and duties above its pre-Doha bound levels when the SSM is applied (Grant
and Meilke 2009). On the importing side, many developing countries took the
view that the SSM was needed to protect their farmers from sharp declines in
import prices or increases in imports.

Whatever the specifics of an SSM for agricultural products, the principle of
safeguard mechanisms is firmly embedded in the WTO (and trade agreements
more generally). Safeguards are a common element of trade agreements,
frequently seen as the price of getting agreement on tariff bindings and other
policy commitments. The trade policy responses to the recent global economic
recession have largely taken the form of instruments that were included
in the WTO to allow governments to temporarily assist domestic-import-
competing industries. While the purported rationales for these instruments
differ, the major ones all serve the same purpose: to provide a safety valve
for protectionist pressure that is tied to import surges generated by external
shocks or structural changes in the world economy (Hoekman et al 2010).

In Chapter 7, Jason Grant and Karl Meilke review the qualitative and
quantitative literature dealing with the SSM. They note that the price-based
measure reflects a response to external events and, hence, is understandable
from the point of view of individual countries attempting to stabilise their
domestic markets. However, they raise questions about the quantity-based
measure, which is more likely to be triggered by domestic events, such as
bad harvests. Using the case of wheat, Hertel et al (2010) find that a volume-
trigger-based SSM, if used, would likely contract world trade and destabilise,
rather than stabilise, domestic prices in developing countries by reducing
imports when domestic output declines, and, indirectly, by increasing the
volatility of international prices. While a price-based safeguard can clearly
be stabilising for an individual country, it does not necessarily make sense
to incorporate this type of price insulation into the trading system because
of the collective-action problem identified by Martin and Anderson (2011).
Attempts by countries to reduce the volatility of their domestic prices in this
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way are a beggar-thy-neighbour policy that increases the volatility of prices
in other countries, and attempts by all countries to stabilise their domestic
prices in this way are completely ineffective.

Grant and Meilke also conclude that, while it is difficult to provide a concise
and objective evaluation of the effectiveness of the SSM, research has shown
that the SSM will sometimes trigger action when it is not needed, and fail to
trigger action when it is seen to be needed (Finger 2009; Montemayor 2008).
Other studies show that the suggested combination of price and quantity
triggers to invoke the mechanism is unlikely to achieve the objective of food
security (Finger 2009; Hufbauer and Adler 2008). Ivanic and Martin (2011)
point out that the quantity-based safeguard that has been a major focus of the
negotiations would be likely to destabilise domestic markets by raising prices
when domestic production declines because of shocks such as bad seasonal
conditions. While such a rise in prices might be seen as compensating farmers
for the decline in output that they have experienced, most poor farmers in
poor countries turn out to be net buyers of food, and hence to have their real
income losses from lower production compounded by having to pay higher
prices to meet their consumption needs.

A key question is whether the SSM is likely to be used to anything like the
extent to which it is permitted. In fact, it seems likely that the proposed SSM
would be used much less frequently than its rules permit because, as shown
by Finger (2009), the proposed criteria would frequently permit protection
when it is unlikely to be sought after by policymakers, such as when imports
‘surge’ because of a harvest failure, or prices fall from very high to normal
levels.

3.3 Zeroing in Anti-dumping

In what follows we focus on contingent protection of a different type: anti-
dumping. The practice of zeroing, used only by the United States, has been
deemed to be inconsistent with the Anti-dumping Agreement (ADA) by the
WTO AB, and has been a high-profile source of heated debate in the Doha
Round. Chad Bown and Thomas Prusa conclude in Chapter 14 that U.S. use
of zeroing in its anti-dumping procedures has become a political flashpoint
that has risen to such a level that it threatens some of the legitimacy of the
WTO’s critically important dispute settlement system.

Zeroing refers to the practice of replacing dumping margins on particular
transactions that have a negative estimated value with a value of zero prior
to the final calculation of a weighted-average margin of dumping on all
transactions. As zeroing drops transactions that have negative estimated
margins, it creates an upward bias in the estimated dumping margins and the
resulting size of the applied anti-dumping duties. The basic statistical error
involved in zeroing, which results in positive estimated margins when there is
no dumping, makes it more difficult for firms exporting to the United States
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to avoid dumping—perhaps doubling the number of anti-dumping actions—
and, of course, makes it highly attractive to import-competing industries in
the United States.

Several indicators identified by Bown and Prusa confirm that zeroing is a
major trade issue for developing countries. First, the number of products
affected by U.S. anti-dumping measures between 1990 and 2009 has consid-
erably increased from less than 100 to more than 400. Second, the scope of
countries being affected increasingly includes developing countries. Between
2006 and 2009, over 60% of all U.S. anti-dumping measures were imposed
against developing countries. Moreover, the large number of WTO disputes
involving zeroing and of countries complaining about this practice is another
indicator of its relevance. Finally, Bown and Prusa provide evidence that the
elimination of zeroing would remove a significant number of anti-dumping
measures and reduce the duties in other cases (Bown and Prusa, Chapter 14).

As the scope of countries and the number of products affected by U.S.
anti-dumping measures is rising, developing countries are likely to file more
WTO complaints over the U.S. use of zeroing for the following reasons. First,
chances are high that developing countries will prevail in such disputes
against the United States. During the past decade, the WTO AB has found,
in each dispute involving zeroing, that the practice violates the WTO ADA.
Second, stopping zeroing would significantly reduce the anti-dumping margin
and, thus, lead to potentially large economic returns. Third, zeroing is as
likely to impact the size of U.S. anti-dumping duties applied on developing-
country exports as the size imposed on developed country exports. Fourth, it
is unclear at the moment that the United States is willing to stop zeroing, at
least with respect to administrative reviews.

On the other hand, zeroing has not been an issue in more than half of
the caseload of anti-dumping challenges that were appealed to the WTO, and
most of these were concerned with countries other than the United States.
Moreover, zeroing seems only to affect a relatively small value of trade. Finally,
zeroing is most likely to be disputed in a subset of cases where dumping
margins are low. In these low-duty cases, zeroing is the only reason why anti-
dumping margins exist and, thus, there is a considerable incentive to eliminate
zeroing. In the cases that have gone to dispute settlement, the average U.S.
anti-dumping duty imposed on EU and Japanese firms was 12%, compared
with an average of some 75% for all U.S. anti-dumping actions (including those
against the EU and Japan).'? Nye (2008) estimates that zeroing accounts for
2.5 percentage points of an average 47% anti-dumping duty imposed by the
United States in a sample of cases.

This is not to say that zeroing is innocuous. If many countries were to use
zeroing, the discipline created by multilateral rules would be eroded, and the
rules appear to have played a role in constraining the use of trade remedies

10These data were provided by Chad Bown.
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during the recent global recession. More important, however, is the threat to
gaining the benefits from what is on the table by the difficulties faced by the
WTO in resolving the zeroing issue. At the same time, the growing number
of similar unenforced decisions against the United States, a prominent and
powerful member, challenges the stature of the institution.

4 LESSONS FROM DOHA FOR FUTURE NEGOTIATIONS

Even if the Doha Round should fail, a key question will remain: what have we
learnt from Doha about which approaches work and which do not for market-
access negotiations in goods and services?

4.1 Agriculture and Non-agricultural Market Access

Negotiations on agriculture have multiple goals, including increasing effi-
ciency, increasing market access, and increasing food security. Agricultural
trade barriers account for a large share of the potential benefits from reform-
ing merchandise trade, even though agricultural trade accounts for just 6%
of world trade and barely 3% of global GDP (Anderson and Martin 2006).
These barriers also add to inequality and poverty between high-income and
developing countries, and also within developing countries (Anderson et al
2010, 2011).

An important question is whether it makes sense to focus on approaches
that involve large cuts in the highest tariffs. Approaches such as the tiered
formula, or the Swiss formula used in NAMA, are highly desirable from the
point of view of generating efficiency gains, because the cost of any given
tariff rises with the square of the tariff rate, making the highest tariffs far
more economically costly than lower tariff rates. However, these high tariffs
tend to have the strongest political support, and cuts in the highest tariffs
seem to cause the political costs of reform to increase even more rapidly
than the economic benefits (Jean et al 2011). When negotiators have only
a limited amount of political support for their efforts—perhaps obtained
from the market-access gains that they generate through the negotiations—it
appears that less aggressive tariff-cutting formulas than the tiered or Swiss
formulas may yield more economic benefit per unit of political support than
the more aggressive formulas used in the Doha proposals. While Falconer
(2008) considered a move from the tiered formula to an average-cut formula,
Jean et al (2011) conclude that an approach such as a proportional cut
formula, which is less aggressive than the Swiss formula but not flaccid like an
average-cut rule, may yield greater efficiency gains per unit of political cost.

Another potentially important point emphasised by Schwab (2011) and
Falconer (2008) is that top-down tariff-cutting formulas involving deep cuts in
the highest and most politically sensitive tariffs are likely to lead to extreme
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pressure for exceptions that undermine both the negotiating process and the
outcome. The damage to the process from obscuring each country’s view of
what might be obtained in terms of market access—a perspective that was
central to the argument for using formula approaches rather than request
and offer (Baldwin 1986)—appears to have been particularly serious in the
Doha negotiations. In particular, it appears to have encouraging a damaging
focus on defensive interests and resistance to lowering its own barriers. A
move to less aggressive formulas, as suggested above, seems likely to reduce
the intensity of this problem.

Another important consideration seems likely to be to more systematically
incorporate a ‘price’ on exceptions. One such possibility, as suggested by
Schwab (2011), would be to develop a framework in which countries begin
with a proposed set of post-cut tariffs obtained using a formula and then
compensate their partners for any exceptions from the formula, an approach
analogous to that used for tariff renegotiations under the WTO. As noted
by Jean et al (2010), the approach of allowing exceptions for a particular
number of tariff lines provides no coherent discipline on exceptions, since
the importance of tariff lines is so different and only a small number of tariff
lines typically ‘matter’. Even moving to a system (such as that used in the
Doha negotiations on manufactures) in which flexibilities are permitted up to
a limited share of trade, rather than of tariff lines, can, as shown in Chapter 3,
greatly reduce the damage to market access brought about by flexibilities.

There is also a much more prosaic concern regarding the use of tariffs that
reduce the tariffs on the highest products the most. If the most important
barriers facing a country are relatively low tariffs on a wide range of products,
then a tariff that reduces the highest tariffs by the most may have relatively
modest impacts on the market-access opportunities. The results presented in
Chapter 2 suggest that this, rather than the flexibilities provided to developing
countries, was the primary cause of the relatively small tariff reductions in the
tariffs on non-agricultural goods facing the United States.

A third key lesson from the Doha negotiations is the need to explicitly
deal with food security and price insulation issues that are of particular
importance to developing countries. A key feature of agricultural trade
regimes in many countries is a policy of varying protection rates in such a
way as to insulate domestic prices from fluctuations in world prices. From the
viewpoint of an individual country, this can be an efficient way to reduce the
fluctuations in domestic agricultural prices that can cause serious problems
for the poor. From the perspective of the trading system, however, this policy
is a failure. If all countries seek to insulate their prices to the same degree,
the effect is merely to increase the volatility of world prices, leaving the
volatility of domestic prices unchanged, while increasing the volatility of the
redistributions between countries associated with changes in the terms of
trade (Martin and Anderson 2011).
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While price-insulating policies cannot reduce domestic volatility for all
countries, they can redistribute it, with the countries that insulate most
effectively exporting some of their volatility to other countries. Using the
example of a demand shock in the wheat sector, Bouét and Laborde (2010b)
show that net wheat importers’ real income is negatively affected by export
taxes. Martin and Anderson (2011) show that some of the poorest countries
in the world were least successful in insulating themselves against the large
increases in world prices in the 2005-8 period. In the Uruguay Round, the
problems associated with price insulation were recognised, and successful
attempts were made to reduce its prevalence in the industrial countries
through measures such as bans on variable import levies. The issue was rarely
addressed explicitly in the Doha Agenda, and the price-based SSM proposal
involves insulating domestic markets against up to 85% of changes in world
prices, an approach that would, if followed by all countries, magnify the
impact of any shock on the international price by a factor of 6.7, and the
variance of world prices by a factor of 44.

It seems highly desirable to identify approaches that can deal with the very
real concerns of poor countries regarding volatility in world prices (see Ivanic
et al 2011). Ideally this would involve identifying cooperative approaches—
such as those involving diversification and/or increased storage—that could
reduce the very real concerns of developing countries regarding food price
volatility, and coupling these with policies that reduce the extent to which
beggar-thy-neighbour policies such as export restrictions are used in agricul-
tural markets. This approach may well build on the research undertaken by
Gouel and Jean (2011) on optimal policies for individual small countries.

During the 2008 world food price crisis and in the period following
it, many countries imposed export restrictions in order to keep domestic
supplies high and to damp the increases in domestic prices. Many importing
countries reduced their tariffs on imported food, helping to lower the cost
of food domestically, but stimulating demand for imported food and placing
upward pressure on world food prices. Current WTO rules were of little help
because they permit taxes and quantitative restrictions on food exports in
this situation, and permit reductions in import duties at any time. The lack of
disciplines upon export restrictions has very important consequences for the
trading system by reducing the confidence of importers that world markets
will be a reliable source of food supplies. In this context, they are likely
to be tempted to increase self-sufficiency, even though protecting domestic
production is likely to increase poverty and to reduce the food security of the
most vulnerable members of the population (Ivanic and Martin 2011).

Another threat to food security has emerged from biofuel policies. In the
United States, the combination of ethanol mandates, tax credits for ethanol
producers, and duties on imported ethanol have diverted land—especially
from wheat and soybean production—to corn production for biofuel, with
around half of the U.S. corn output now going to ethanol production. Other
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industrial countries, and some developing countries, have introduced biofuel
policies that have the potential to use substantial amounts of food for fuel.

Even as food prices have soared and import barriers have declined, the
Doha talks continued to focus on traditional forms of agricultural protection,
such as production subsidies and import safeguards, which have become less
relevant. The trade agenda needs to be enlarged to include a discussion of
all trade barriers—on imports and exports—and biofuel policies, including
tariffs on imports.

4.2 Services

Trade in services still has a mountain to climb. In both high-income and
developing countries, the barriers to trade and restrictions on investment in
the services sector are far higher than for the goods sector. The discrepancy is
even more severe in emerging markets. The costs of such policies are signifi-
cant. The productivity and competitiveness of firms depends on access to low-
cost and high-quality producer services such as telecommunications, trans-
port, finance and distribution. An expanding body of research, as surveyed
in Francois and Hoekman (2010), has documented the positive association
between open service markets, foreign direct investment in services and the
performance of downstream domestic firms, including on exports.

As we have seen, services are on the table in the current WTO Doha Round
negotiations, but little progress has been made to enhance the contestabil-
ity of services markets. Why the limited traction? Governments have been
reluctant to commit multilaterally for three reasons. Firstly, it will deprive
them of the freedom to regulate (eg cross-border flows of financial and data
services and activities such as cross-border gambling services); secondly, their
regulators (especially in the smaller developing countries and especially in
financial services) are unprepared for unrestricted entry and competition;
and finally, there are inadequate mechanisms for the international regula-
tory cooperation (between financial regulators, competition authorities and
immigration authorities) that would be needed to reap the full benefits of
liberalisation.

WTO-based services trade liberalisation faces three more ‘headwinds’. Busi-
ness interest has been limited because industrial country services markets are
mostly open, except for a few hardened pockets of protection (eg in transport
and labour mobility), and developing countries are unilaterally liberalising
their markets. Growing mutual interdependence—with developing countries
increasingly acting as suppliers of outsourced services to OECD nations that
are the source of investment and know-how in sectors such as transport,
telecom and finance—is creating a self-enforcing equilibrium of openness
with a reduced likelihood of policy reversal. Past experiences with services
negotiations have created a sense of pessimism in the business community
about whether they can deliver greater openness or even greater security
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of access in a way that is meaningful to their operations, in part because
regulatory policies are not the focus of attention.

Hoekman and Mattoo (2010) develop two proposals that could significantly
enhance the prospects of negotiating meaningful commitments on services
trade and improving regulatory policies affecting services markets. The first
is to recognise regulation matters and to expand regulatory cooperation and
dialogue.

The focus in the services trade negotiations to date has been on market
access rather than on domestic regulation. Governments are free to regulate
as long as this does not discriminate against foreign suppliers. Although
it makes sense to limit trade agreements on the removal of discriminatory
policies, the ‘benign neglect’ of domestic regulation implies that there are
no assurances that liberalisation will increase national welfare. The WTO
does nothing to help governments to determine whether they have adequate
national regulation in place and whether there is a downside risk associated
with liberalisation. In general, improved prudential and pro-competitive reg-
ulation will be necessary to deliver the full benefits of liberalisation in sectors
such as financial services, basic telecommunications and other network-based
services.

Mattoo (2005) and Feketekuty (2010) have suggested that the negotiating
process needs to be complemented by other approaches. The first proposal
is to create mechanisms to address the regulatory dimensions of enhancing
the performance of services industries. There are two elements to this: one
domestic (country-specific) and one international. The first is the need, in
many developing countries, to strengthen regulatory institutions and to iden-
tify, design and implement policies that address market failures and to ensure
wider access to services. ‘Services knowledge platforms’ that bring together
sectoral regulators, trade officials and stakeholders to assess current policies
and to identify beneficial reforms could help to establish the preconditions for
future liberalisation commitments (Hoekman and Mattoo 2010). Participation
in such mechanisms would be voluntary and not linked to negotiations
in the WTO. Implementation of priority reforms could be assisted by the
development community under the aid-for-trade initiative.

The second dimension is international cooperation to address regulatory
externalities. There are many such externalities: prudential regulation prob-
lems arising from differences in regulatory standards, dangers that liberalisa-
tion gain will be appropriated by international oligopolies (eg transport and
information services), and cooperation between host and source countries
with regard to temporary labour mobility. Both dimensions of regulatory
cooperation are needed to enable progress to be made on services trade
liberalisation, whether in the current Doha Round, in future WTO talks or
through unilateral reforms. The premise is that all countries would participate
more meaningfully in negotiations if they had greater certainty regarding the
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payoffs from making binding policy commitments and assurance that the
regulatory preconditions for benefiting from such commitments were in place.

The second proposal is to take a bolder approach to liberalising services
trade. Significant movements to liberalise services trade will not be possible
for many countries in the near term given the great diversity in regulation and
regulatory capacity. The required process of learning, policy and regulatory
reform, and strengthening of capacity will take many years. It therefore fol-
lows that any Doha package should include an acceptance that liberalisation
of services markets is a long-term endeavour, one that is conditional on an
appropriate regulatory and competition framework being in place.

In future, however, greater ambition will be required on the market-access
dimension of services negotiations. A package negotiated among a subset
(critical mass) of the 25 or so major players on services—which together
account for over 90% of global output and trade—could span the following
three elements. A standstill is a pledge not to impose any new restrictions,
especially on cross-border trade and investment, by inscribing binding lan-
guage to this effect in the schedules of specific commitments in the GATS.
Secondly, pre-commitments to liberalise are inscribed in each country’s spe-
cific commitments to implement reforms by a certain date (to be negotiated)
in the future in order to liberalise trade in services, especially on foreign
direct investment and in the air and maritime transport sector (currently often
excluded from WTO commitments). Finally, temporary movement of suppliers
is an agreement to expand the scope for temporary movement of services
suppliers, conditional on a set of source-country obligations and transparent
criteria relating to host-country economic conditions.

The first element would send a signal that there is a willingness to use the
WTO to substantially reduce uncertainty for service suppliers and users by
locking in current policies. The second and third elements would demonstrate
that the major players are also ready to open service markets gradually,
subject to a defined timetable to allow appropriate regulatory reforms to be
implemented, including by source countries to meet the conditions required
to supply services in importing economies.

Negotiating the liberalisation of services is complicated. Adequate national
regulation and international regulatory cooperation will often be necessary. A
concerted effort is needed to help countries to strengthen and improve service
sector regulation and implementing institutions, as well as to cooperate with
each other where there are significant regulatory externalities.

Although comprehensive liberalisation of service markets in all 153 mem-
bers in the Doha Round is neither possible nor, at this point in time, desirable,
the largest services economies (a ‘G25’) can and should go further. But the
larger players may also need to pursue domestic regulatory reforms before
opening up some services sectors to foreign competition, and will need to
strengthen regulatory cooperation to facilitate trade in some services. A pre-
commitment approach will allow such conditions to be put in place and to
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ensure that there is an agreed timetable to open markets to greater compe-
tition. Explicitly recognising that services liberalisation cannot, and should
not be, divorced from services regulation will do much to help harness the
potential that trade agreements have to expand services trade and investment.

4.3 Trade Facilitation and Aid for Trade

The international development community has aggressively taken on the
challenge of building trade capacity in developing countries through the
global aid-for-trade agenda. This is evident not only in the large increases
in the amount of trade-related assistance supplied to developing countries,
but also in the increased policy attention that trade facilitation receives from
the donor community and other multilateral forums. Perhaps the largest
hurdle to a successful conclusion of a TFA remains the issue of whether
the implementation mechanism for some reforms should include obligated
assistance from developed members.

Proposals to build obligated assistance into the TFA ignore the scope
of these efforts by trying to subsume portions of the aid-for-trade agenda
into the WTQO’s framework. Given the Organization’s central instrument of
multilaterally applicable legal obligation, this has taken the form of binding
implementation to provision of assistance on a case-by-case, or reform-by-
reform, basis. This approach is highly problematic. It not only creates a myriad
of logistical issues that would further complicate TFA negotiations, but it
also has the potential to stifle the larger development-driven trade facilitation
agenda by ignoring its positive-sum nature.

Going forward, members should strive to more creatively address issues
that span outside the WTQ'’s traditional realm while maintaining legally bind-
ing obligations, the WTO’s primary comparative advantage. In the case of the
current TFA negotiations this could, for example, include an implementation
mechanism that allows for the consideration of aid supplied by outside
actors, ie bilateral and multilateral donors. Such a mechanism could maintain
full conditionality of implementation, thereby addressing the concerns of
developing members, but allow aid demand to be met through existing donor
channels, thereby recognising their comparative advantage in integrating
specific reforms into developing members’ broader development strategies.

5 SPACE FOR MULTILATERAL COOPERATION OUTSIDE DOHA

Apart from the benefits of the DDA itself, an important reason for con-
cluding the negotiations is to create space for multilateral cooperation on
critical policy matters outside of the current negotiating agenda. In particular,
the lack of agreement on the Doha Round could crowd out the prospects
for cooperation on initiatives that address large cross-border spillovers. In
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Chapter 15, Aaditya Mattoo and Arvind Subramanian identify several areas
of critical international policy for which the global policy frameworks are
currently inadequate, including climate change, oil and energy security, and
financial security. Progress on these issues is likely to require changes in the
international trade architecture as well as reforms in other areas, and yet the
stalemate over the Doha Agenda makes it difficult for the WTO to address
these challenges.

5.1 Environmental Protection

Climate change, widely regarded as the gravest danger to humanity, is the
subject of an ongoing process of international negotiations under the auspices
of the United Nations. In recent years there has been talk of using trade
as an instrument for furthering environmental objectives. In the absence
of a coordinated multilateral response to climate change,!! the pressure
for trade restrictions in particular sectors is likely to increase. The WTO is
therefore likely to need to define its role in future arbitration of carbon-
related trade disputes (Jackson and McGoldrick 2010). This might require the
WTO to ‘provide a framework within which countries could impose border
adjustments, and would greatly reduce the likelihood of the imposition of
climate-change-justified border adjustments degenerating into a trade war’
(Garnaut 2008, p. 233).

5.2 Oil and Energy Security

There has been a dramatic rise in the price of oil since 2002, with prices
peaking in 2008, declining during the subsequent global slowdown and
returning to high levels in 2011. Uncertainty about available supplies and
increased demand from emerging economies such as China and India has
contributed to fears about energy security and price increases. But another
important influence may be the cartelisation of oil markets by oil-exporting
countries. Although oil is the world’s most important traded commodity, a
striking feature of the global trading system is the absence of any formal
rules on collusion by oil-producing countries.

Rising oil prices have prompted a number of unilateral responses. Many
oil-importing states have attempted to provide a cushion for consumers
against price increases by subsidising gasoline and heating fuel, especially
for poorer households. In the process, they have contributed to higher world

11The Copenhagen Accord was negotiated by a representative group of 29 heads of
government, and although the Accord was not formally accepted due to the resistance of a
small number of countries, around 100 industrial and developing countries have formally
associated themselves with it since then.
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prices by dampening incentives to reduce consumption. In Chapter 15 Mattoo
and Subramanian argue that new multilateral trade rules are needed. They
advocate bringing together the world’s oil producers (both Organization of
Petroleum Exporting Countries (OPEC) members and non-members such as
the Russian Federation) and its oil consumers (represented, for example, by
an expanded International Energy Agency) to draft a new set of rules on global
trade in energy, and particularly for oil.

5.3 Financial Security

Seismic changes shook the world financial system in 2008, with many of the
icons of financial capitalism either disappearing or falling under government
control. This crisis has led to a re-examination of national policies and inter-
national rules. Lax regulation, a bubble psychology and perverse incentives
for managers and rating agencies that profited from overestimating the value
of complex financial instruments were all factors. The problems emerging
in Greece and other European countries since 2010 have highlighted the
seriousness and the scope of the potential international spillovers. National
regulatory reform is under way in some countries, but there is a concern
that financial institutions may resort to regulatory arbitrage, ie relocate to
jurisdictions with relatively light regulation.

In Chapter 15, Mattoo and Subramanian argue that a major problem is the
fact that, although finance has become global, its regulation has remained
national. Some form of multilateral cooperation to coordinate national regu-
lation seems necessary and desirable. It would also ensure that, as countries
open themselves to financial flows, they have the regulatory capacity to
manage them.

6 CONCLUSION

The analysis presented in this volume suggests that, despite many weak-
nesses and exceptions, the current Doha proposals could generate worthwhile
and much-needed liberalisation of world markets that could generate over
$160 billion per year in readily quantifiable economic benefits. This liberal-
ization is particularly important in the current economic context, as it would
provide a boost to world demand during a period in which many governments
will be seeking to reduce fiscal stimulus measures (Hoekman et al 2010).
As we have argued in this introduction, these quantifiable economic benefits
are probably only the tip of a much larger proverbial iceberg. As argued by
Bouét and Laborde in this volume, the more-difficult-to-quantify benefits from
increased security resulting from increases in coverage and more effective
bindings are likely to be substantially greater.
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What is now on the table will achieve less than many developing countries
would like to achieve. For example, the inability to agree on providing 100%
DFQF access implies that the market-access gains for LDCs would be substan-
tially less than they could otherwise be. Deeper cuts in agricultural production
support by rich countries would be better than the 60-70% reduction in
permitted support that is now on the table. Agreement to refrain from
agricultural export restrictions would have enhanced the benefits for net-
food-importing countries. While there are clearly important ‘gaps’ between
what would be desirable from a development perspective and what is feasible,
an outcome that is largely centred on what is currently on the table would
nevertheless be a step forward for developing countries.

Whether or not the Doha Agenda succeeds, its negotiating process and
draft agreement allow identification of some potentially enormously valuable
insights for future negotiations. Some of these are as follows. First, the
approach of using tariff-cutting formulas with deep cuts on the highest tariff,
while economically highly desirable, may have contributed to strong political
resistance and the emergence of pressures for damaging flexibilities and
exceptions. Second, the form of these exceptions, particularly in agriculture,
restricted only by the near-ineffective constraint of the number of tariff
lines, further compounds these problems. Finally, the negotiating approach
in services also appears to have created too little momentum for meaningful
liberalisation.

Apart from the benefits of the DDA itself, an important reason for con-
cluding the negotiations is to create space for multilateral cooperation on
critical policy matters outside the current negotiating agenda, as argued by
Mattoo and Subramanian in Chapter 15. In particular, the lack of agreement
on the Doha Round could crowd out the prospects for cooperating on
initiatives that address large cross-border spillovers. Climate change is the
most obvious example where there is an urgent need for governments to
consider the implications for the trading system of concerted action to reduce
carbon emissions and greenhouse gas emissions. Other areas for potential
multilateral cooperation include agriculture and food security; oil and energy
security; and financial security.
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Agricultural Market Access

DAVID LABORDE AND WILL MARTIN

1 INTRODUCTION

The modalities on AMA (WTO 2008) reflect the enormous amount of nego-
tiating effort that has been made since the launch of this negotiating round
in 2001 to identify the interests and sensitivities of the more than 150 WTO
members. The draft texts build on the negotiating framework of 2004 (WTO
2004) studied in Anderson and Martin (2006), but are much more specific and
detailed. While some key parameters remain undecided, the potential range
of choices is much narrower than it was in the framework or in earlier draft
versions of the modalities.

Despite, or perhaps because of, their detailed nature, it remains very diffi-
cult to assess the implications of these modalities for developing countries.
While the negotiations involve line-by-line tariff-cutting formulas, there is an
enormous range of exceptions and flexibilities. While countries can work out
the implications of these flexibilities upon what they need to do themselves,
working out the ‘gain’ side of the deal, in terms of their market access, is
much more difficult. This information asymmetry has, we fear, contributed to
a situation where members have focused on minimising the ‘pain’ associated
with their own liberalisation, rather than paying equal attention to both the
‘pain’ and ‘gain’ sides of the ledger.

Some key questions include the following. What are the implications of
the current formulas for tariffs levied by WT'O members, and for the tariffs
they face? What would the potential effects of such a proposal be if the
formulas on which it is based were adopted without exception? How would
these benefits be affected by changes in particular parameters, such as
those for the flexibilities for developed and developing countries, and in
preferences to be given to the LDCs? Some argue that the current proposals
are not sufficiently ambitious in liberalising trade. Others feel that they are
too aggressive. Quantifying the extent of liberalisation is clearly of critical
importance if informed decisions are to be taken regarding next steps with
the negotiations.
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As we will see, the modalities involve deep cuts in bound agricultural tariffs.
However, the large gaps between bound and applied rates greatly reduce the
implications for applied rates, and hence for market access. The provisions for
flexibility for particular groups of countries, or for products where members
are able to apply smaller-than-formula cuts, further reduce the reductions in
applied rates.

The negotiations on agriculture have three pillars: market access, domestic
support and export competition. Earlier work suggests that increasing AMA
has much more potential to generate welfare gains than liberalisation under
either or both of the other pillars of the negotiation (Anderson et al 2006).
Furthermore, our conventional approaches to measuring the real income
gains resulting from liberalisation fail to account for the benefits of limits
that are above current levels of support, which, as Blandford and Josling
show in Chapter 4, is likely to be the case for domestic support. Given that
export subsidies have been used to a minuscule extent in recent years, the
proposed abolition of these measures also has little measurable benefit, even
though it has important systemic benefits in terms of ruling out their re-
emergence in the future. In this chapter we focus solely on market access. This
is partly because these are complex proposals whose impact requires careful
evaluation if it is to be accurately assessed. It is also because WTO members’
assessments of these agreements will be an important determinant of whether
it is possible to obtain a broader agreement. Acceptance of something like
these proposals is a necessary, but far from sufficient, condition for a broader
agreement being reached.

We begin by examining the key features of the modalities for liberalising
AMA. We first consider the impacts of the negotiating formulas on average
tariffs, and then assess the implications of the flexibilities for different
members and commodities permitted under the modalities. Throughout most
of the chapter we focus on the impacts on the weighted-average tariff rates
applied by, and facing, individual countries and groups of countries. While
these are imperfect measures, they provide a well-understood indication of
the effects of the agreement. We use more sophisticated approaches (see
Laborde et al 2011) that take into account the fact that the weights on
individual tariffs change as tariffs change in our evaluation of the likely
implications of the agreement in Chapters 6, 10, 11 and 12.

2 PROPOSED REFORMS IN AGRICULTURAL MARKET ACCESS

A central feature of the proposed agreement is a tiered formula for cutting
agricultural tariffs, which provides for larger proportional cuts to higher tariff
rates. An approach of this type, with larger cuts in the higher tariffs (which
typically generate the largest economic costs) is economically desirable but
may result in considerable political resistance and pressure for exceptions
(Falconer 2008; Jean et al 2011; Schwab 2011).
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Table 2.1: The tiered formula for cuts in agricultural tariff bindings.

Deve}oped Develpping
Band Range (%) Cut (%) Range (%) Cut (%)
A to =20 50 to =30 33.3
B 20 < tp =50 57 30 < top =80 38
C 50<ty=75 64 80 < tp =130 42.7
D to > 75 70 to > 130 46.7
Average cut  Minimum 54 Maximum 36

Key features of the tiered formula, such as the depth of cut in each band,
that were undetermined in the WTO’s 2004 framework (WTO 2004) considered
by Jean et al (2006) and Anderson and Martin (2006) have now been resolved.
The draft modalities propose four bands in each case, with the boundaries
for developed and developing countries given in Table 2.1, together with the
proportional cuts to be made in bound agricultural tariffs in each band.

The cuts proposed are to be implemented in equal annual cuts over 5 years
in the industrial countries and over 11 years in developing countries. The cuts
are smaller for developing countries because of the long-standing view in the
WTO that special and differential treatment (SDT) for developing countries
implies smaller tariff cuts for them than for the industrial countries. The
bands for developing countries are wider partly for this reason, and partly
because the higher average tariffs in developing countries mean that they
might otherwise face larger average cuts in their tariffs than the industrial
countries.

Unlike the Swiss formula used in the non-agricultural market-access nego-
tiations, this formula does not provide a smooth mapping from initial to
final tariffs. The larger cuts applying to tariffs in the higher bands mean
that tariffs just above the boundaries between the bands end up somewhat
lower than some tariffs in the next lower band. This results in the saw-
tooth relationship between tariffs before and after implementation of the cuts
depicted in Figure 2.1.

Since the size of the cut applied to each tariff depends on its ad valorem
level, the tiered formula requires tariffs to be available as a percentage of
the value of imported goods. This conversion into ad valorem form always
involves an element of discretion because of the variations in the price of
imported goods. For the most sensitive agricultural goods, industrial coun-
tries provide tariff-rate quotas (TRQs) for which unit values of imports are
inflated by the quota rents: in this case, using an importer-specific unit value
leads to an underestimation of the trade ad valorem equivalent. A consistent
method for the evaluation of ad valorem equivalents has been agreed upon
for the negotiations (WTO 2006, Annex A) and this methodology is used in
assessing the bands in which tariffs are placed, and, hence, the tariff cuts
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Figure 2.1: The pattern of tariff cuts under the tiered formula: developed countries (in
percent).

required. We use our best available estimate of the ad valorem equivalents
of the tariffs to assess their protective effect, rather than the estimate based
on the agreed negotiating compromise, which is likely to be somewhat biased
downwards from the true value. However, we use the negotiating compromise
to decide the tier for each tariff, and hence the cut rate to be used.

As is evident from Table 2.1, the tariff-cutting formula is very aggressive,
particularly relative to the approach used in the Uruguay Round negotiations,
where industrial countries were expected to cut their agricultural tariffs by an
average of 36%, and developing countries by an average of 24%. The difference
is even greater than it might appear because the average-cut procedure
encouraged members to make larger cuts in their smaller tariffs, and hence to
make the resulting average-cut measures larger than the more economically
meaningful cuts in the average. The Doha tariff-cutting formulas have the
economically desirable feature of making larger cuts in the higher (and
hence more economically costly) tariffs. In line with long-standing practice,
developing-country cuts in each band are two-thirds the size of those of the
industrial countries. The bands are also wider in developing countries, partly
to allow for the fact that many developing countries would otherwise have
more tariffs included in the higher bands.

Special provisions apply for tariff-escalation products in a set of specified
processing chains. The general principle here is that processed products
subject to tariffs higher than their raw or intermediate product counterparts
are moved into the next highest band. If they are in the highest band, the
cut imposed is 6 percentage points higher than the formula cut for the
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highest band. If the gap between the processed and unprocessed product
is less than 5 percentage points, then the tariff-escalation procedure is not
used, reducing the risk that the tariff-cutting process will bring the tariff
on the processed product below the tariff on the intermediates used in its
production.

Alist of ‘tropical’ and diversification products are to be subjected to deeper-
than-formula cuts to provide greater opportunities to the many developing
countries that export these products. Two alternative treatments have been
proposed for these products. Under the first option, tariffs below 25% would
be reduced to zero, with no sensitive product treatment being permitted.
Under the second alternative, tariffs below 10% would be reduced to zero,
while higher tariffs would be reduced by the 70% cut agreed for the top
tier of the formula, except for products already in the top tier, which is to
be cut by the agreed cut in the top tier plus 8 percentage points. Under
the second alternative, sensitive product treatment would not be ruled out.
The cuts for these products are quite deep, so key issues include the scope
of the list and whether sensitive product treatment is allowed on these
products. One version of the list includes highly sensitive products such as
rice, sugar and bananas (see Appendix G of the agricultural modalities). The
alternative, Uruguay Round, list is more narrowly defined. In this analysis
we used the Uruguay Round list of products and did not allow for sensitive
products.

Several groups of developing-country members are allowed smaller tariff
reductions. Least developed countries are not required to make any reduc-
tions. Small and vulnerable economies! can make reductions 10% smaller
in each band than other developing members, or may make an average cut
of 24%. Recently acceded members are permitted to: make cuts reduced by
8 percentage points; to make zero cuts in tariffs below 10%; to delay their
reduction commitments until one year after completion of their accession
commitments; and to have one-tenth more special products with cuts 2 per-
centage points smaller. A group of very recently acceded members (VRAMs)
and transition economies is not required to make any cuts.

All countries are permitted to make smaller cuts on ‘sensitive’ products.
The modalities include a limit on the number of sensitive products, and
provisions for increases in market access under TRQs for products where
smaller-than-formula cuts are made. In industrial countries 4% of tariff lines
can be classified as sensitive, except for countries with over 30% of bindings
in the top band, or with tariffs scheduled at the six-digit level, in which
case this percentage can be increased by 2 percentage points. If the formula
cut is reduced by two-thirds, then TRQ access must be increased by 4% of
domestic consumption. If the reduction is by half, then the TRQ increase can

1 Defined in general as countries with less than 0.1% of world trade, with some larger
countries such as Congo, Cote d’Ivoire and Nigeria treated on the same basis in agriculture.
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be 1 percentage point less. If the reduction is by one-third, then the TRQ
increase is 0.5 percentage points less. Developing countries have the right to
one-third more sensitive products than developed countries.

Developing countries would be able to self-designate a set of special
products intended to promote food security, livelihood security and rural
development. Up to 12% of agricultural tariff lines can be designated in this
category, with an average cut in these tariffs of 11% and with up to 5% exempt
from cuts.? The selection of these products is to be guided by indicators, some
of which relate closely to food security issues (such as whether the product
is a staple food), while others allow almost all products3 to be designated as
special products.

Several countries have ‘expressed reservations’ concerning the number of
sensitive and special products in the draft modalities and have requested
an increased number of tariff lines. Other countries are concerned that the
current provisions for sensitive and special products result in an agreement
that provides insufficient gains in market access to make the negotiated
outcome worthwhile. Clearly, a careful analysis is required to balance these
competing claims.

Sensitive products are likely to be selected from an agreed list of products
nominated by members intending to use this type of flexibility, a process
that means the list of products will not constrain the choice of products
unless a country wishes to add a product after the list has been finalised.
Special products are self-designated guided by a set of indicators. These
indicators cover a range of issues such as importance as a staple food,
the proportion of demand met from domestic production, importance in
employment, the share of output processed, and productivity levels. It seems
likely that these indicators will allow countries considerable freedom to self-
designate products.

As noted in the last row of Table 2.1, an average-cut principle is to be
used as an auxiliary constraint on the tariff-cutting rule. If application of
the formula to bound tariffs in an industrial country results in less than a
54% average cut in tariffs, after taking sensitive products into account, then
the cuts in each band are to be increased until this target is reached. In
developing countries, the average cut appears as a maximum constraint. If
the formula, and the choice of sensitive products, results in an average cut
of more than 36%, then the member may make equiproportionate reductions
across the tariff bands. Given the progressive nature of the tiered formula,

2Recently acceded members are entitled to declare 13% of tariff lines as special products
with an average cut of 10%.

3Indicators allowing a product to be classified as ‘special’ if any WTO member has
declared any distorting domestic support for that product, or if productivity in any part
of a developing country is below world average levels (WTO 2008, pp. 55-6), would seem
to fall into the latter category.



Agricultural Market Access 41

the average-cut measure for larger tariff cuts on higher tariffs has com-
pletely different implications from those under the Uruguay Round. Under
the Uruguay Round, it overestimated the implications for liberalisation by
counting large cuts in small tariffs equally with large cuts in higher tariffs.
Under the Doha proposals, with the larger cuts concentrated on products with
high tariffs, the average-cut measure would underestimate the true extent of
liberalisation.

A key question when forming an ex ante assessment of the implications of
these flexibilities for tariff reductions and market access is how the sensitive
and special products are to be chosen. Some studies have assumed that
the products likely to be chosen for smaller or zero cuts would be those
with the highest bound tariffs (Sharma 2006), some have assumed that they
would be those with the highest applied tariffs (Vanzetti and Peters 2008;
Hufbauer et al 2010) and others have used a tariff-revenue-loss criterion under
which the products selected tend to be large imports subject to large cuts
in applied tariffs (Jean et al 2006). None of these approaches has any firm
conceptual basis and Jean et al (2010, 2011) show that an approach that takes
policymakers’ preferences into account should try to reduce the tariff cuts
on products that are important shares of total imports, products that have
high initial applied tariffs, and products that would face large cuts under the
formula. They also show that the consequences of sensitive products selected
on this basis are likely to be similar to those of the tariff-revenue-loss rule, ie
even small numbers of tariff lines are likely to cause large reductions in the
cuts in average tariffs achieved.

The modalities reflect an agreement to eliminate or to sharply reduce
the use of the SSG that currently allows countries that converted non-tariff
barriers into tariffs by ‘tariffication’ in the Uruguay Round (mostly developed
countries) to impose duties above their Uruguay Round bindings. There is an
agreement to include a new SSM for developing countries that would allow
members to impose tariffs above their Doha Agenda bindings and possibly
above their Uruguay Round bindings. Two quite different models are pre-
sented as potential approaches to implementing these measures. The extent
to which the SSM leads to higher average tariffs and insulation in developing
countries—and hence increases in average tariffs and in the volatility of world
prices—will depend on the specific parameters chosen. The way that these
policies are implemented will also be particularly important. Research by
Hertel et al (2010) reviewed in Chapter 7 shows that if these policies were
implemented mechanically, they could increase both the volatility of producer
prices in developing countries, and the volatility of international prices. Ivanic
and Martin (2011) show that considerable caution is needed in the application
of the quantity safeguard. If it is used when domestic output is reduced by
drought or other adverse seasonal conditions, this duty is more likely than
usual to increase poverty because more farmers than usual are net buyers of
food.
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Table 2.2: Key elements of the agricultural tariff cuts used in the analysis.

Developed Developing LDCs SVEs RAMs

Bands 0/20/50/75 0/30/80/130 No cuts No cuts
Proportional cut 50/57/64/70 33.3/38/42.7/46.7

Scaled proportionately if the 8% points

average cut (including sensitive, less than

tropical and tariff-escalation tiered

products) is <54% in industrial formula

countries; or >36% in developing

countries

Sensitive products 5% of lines 6.7% of lines

If >30% of lines in top tier, 2
percentage points more

Special products 14% lines; 40% no cut
and 60% with a 15% cut

Tariff escalation Cut from next higher tier applied;

products in top tier add 6 percentage points
to the cut

Tropical products t < 10, cut to zero; 1 <t < 75, 70%
cut; t > 75, 78% cut

Cotton Duty-free access by developed and
those developing countries able to
do so to LDCs

Republic of Korea is treated as a developing country for agriculture. Least-developed countries are
identified in the UN list of least developed countries. Economies treated as small and vulnerable
(SVE) were: Antigua and Barbuda, Barbados, Belize, Bolivia, Botswana, Brunei Darussalam, Cameroon,
Congo, Cote d’Ivoire, Cuba, Dominica, Dominican Republic, Ecuador, El Salvador, Fiji, Gabon, Georgia,
Ghana, Grenada, Guatemala, Guyana, Honduras, Jamaica, Jordan, Kenya, Macau, Mauritius, Mongolia,
Namibia, Nicaragua, Nigeria, Panama, Papua New Guinea, Paraguay, Saint Kitts and Nevis, Saint Lucia,
Saint Vincent and the Grenadines, Sri Lanka, Trinidad and Tobago, Uruguay and Zimbabwe. Recently
acceded members treatment are China, Croatia, Ecuador, Jordan, Mongolia, Oman, Panama, and
Chinese Taipei. Very recently acceded members (no cuts) are Albania, Armenia, Georgia, Kyrgyz
Republic, Moldova, Former Yugoslav Republic of Macedonia, Saudi Arabia, Tonga, Ukraine and
Vietnam. The special product percentages are higher than in the December 2008 modalities because
of the ‘serious objections’ of some developing countries.

3 SPECIFYING CUTS IN TARIFFS

While WTO negotiations are based on bound tariff rates, their implications
for market access and for economic welfare mainly depend on their effects
on applied rates. To provide a preliminary assessment of the implications
upon the modalities for the applied protection, we begin with the MAcMap-
HS6 version 2.1 database (Boumellassa et al 2009) for 2004 together with a set
of bound tariff rates for which ad valorem equivalents have been calculated
on the same basis. We first cut the bound tariff rates using the approaches
considered in the modalities, then assess their implications for applied rates.
The specific choices of parameters used are set out in Table 2.2. In this analysis
we use the conventional assumption that applied rates are not reduced unless
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the new bound rate falls below the initial applied rate* (assumed to be the
applied rate in the MAcMap-HS6 version 2.1 data set, which is for 2004).

The tariff-reduction formulas and the flexibilities are intertwined in the
sense that countries are frequently willing to consider more ambitious for-
mulas when they have the flexibility to make smaller cuts for some products
(see Jean et al 2010). A major problem for negotiators in this situation is that
the ‘price’ paid for the flexibilities, in terms of efficiency and market access,
is difficult to evaluate. In our analysis, we make a distinction between cuts
without flexibility and those resulting from the formula with flexibility. This
decomposition is useful in order to allow some estimate to be made of the
implications of the flexibilities, as long as it is recognised that agreement on
the particular formulas was almost certainly contingent on the presence of
flexibilities.

A number of categorisations had to be made before the tariff-cutting
formulas could be applied. Countries with more than 30% of agricultural
tariffs in the highest band had to be identified® to allow for the additional
sensitive products permitted to these countries. Products subject to special
treatment such as tariff-escalation products, and tropical and diversification
products also had to be specified.

A few simple cases can be identified, including the LDCs, that are not
required to make any cuts. Initial investigation led us to conclude that
the only small and vulnerable economy (SVE) required to undertake cuts
in applied rates would be Gabon.® In most cases it was necessary to take
account of the flexibility options before the cuts to applied rates could be
determined. In some cases, such as agricultural products in the industrial
countries, the choice of sensitive products is independent of the coefficients
so that the selection of sensitive products can be undertaken in one pass,
although the minimum average-cut requirement may necessitate a second-
round calculation of the tariff rate cuts.

In many cases, the selection of products to be accorded flexibility was
a multistage process. For example, we assumed that developing countries
would use special products (with their smaller tariff cut requirements) for
the products with the strongest political support. Only when all of these
flexibilities were used up would they begin to use sensitive products.”

4This assumption neglects the important value that can arise from bindings above
current applied rates, by ruling out incidents of higher tariffs in the future (Francois and
Martin 2004).

SThese countries were Bangladesh, Iceland, India, Lesotho, Myanmar, Nigeria, Norway,
Switzerland, Tunisia and Zimbabwe.

6Gabon may renegotiate some of its bound tariffs since it is a member of the central
Africa Custom Union, CEMAC, of which some other members are LDCs.

"Beginning with sensitive products with a 25% deviation and no TRQ creation.
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We could not explicitly represent the TRQ increases that are associated with
sensitive product designation in the industrial countries. While these can have
some liberalising effect, the record of success appears to be relatively limited
(de Gorter and Kliauga 2006). We anticipate that most users of TRQs will
adopt the option that allows them to reduce the formula cut by two-thirds,
and that requires TRQ expansion equal to 4% of initial consumption. Given
the finding by de Gorter and Kliauga (2006, p. 155) that TRQ expansion of the
type envisaged under the Doha agreement would have about one-third the
impact of the envisaged tariff cuts, we treated this combination of tariff cuts
and TRQ expansions for sensitive products as equivalent to a tariff cut that
is one-third less than the formula.

The scenarios for which we provide results are as follows.

(0) Applied tariffs in 2002 adjusted for any internationally binding commit-
ments for further cuts. Due to its importance (Bureau and Gohin 2006),
the EU’s sugar reform has been integrated in terms of its impact on EU
applied tariffs.

(B) Tariffs following implementation of the DDA formula without flexibili-
ties.

(C) Tariffs following implementation of the formula with country excep-
tions, such as those for LDCs, SVEs and RAMs.

(D) Tariffs after the tariff-cutting formulas with flexibilities for countries
and products

(D7) with flexibility in developing countries only,
(D) with flexibility in developed countries only.

4 IMPLICATIONS FOR TARIFFS LEVIED AND FACED

In this section we consider the implications of the formulas and scenarios
discussed above for weighted-average tariffs levied and faced by different
countries. As shown by Anderson and Neary (2007) and evaluated for agri-
cultural sensitive products in Jean et al (2011), this standard measure of
tariff reduction is incomplete as a measure of market access and of economic
welfare. However, it provides an initial indication and a widely understood
general indication of the direct effects. We first consider the impacts of the
formulas on members’ bound tariffs, and then we consider the applied rates
that they actually levy. In doing so, we assume that the applied rate will be
reduced only if the new bound rate is below the initial applied rate. Finally,
we turn to the tariffs that each country faces on its exports.®

8Details of the tariff-cutting scenarios and results at the Global Trade Analysis Project
(GTAP) commodity level are given at http://gatt.ifpri.info/dda0.
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4.1 Agricultural Bound Tariffs

Because the formula cuts and exceptions apply to members’ tariffs as bound
at the WTO, it is useful to first consider the direct impacts of these formulas
on the bound rates. This is a necessary precursor for determining their impact
on applied rates. In this analysis, we assume that applied rates are reduced
only in those cases where the bound tariff is reduced below the initial applied
rate. The bound rates allow an assessment of the extent of the gap between
bound and applied rates (the binding overhang), which determines the extent
to which WTO bindings provide security of market access by ruling out future
increases in bound rates (see Bouét and Laborde in Chapter 12). We follow
the usual rule of thumb in this type of analysis: the applied rate is not
reduced unless the new bound rate lies below the initial applied rate. As
shown by Francois and Martin (2004), this may understate the benefits of
binding reductions. Reductions in bound rates may have substantial value,
even when the binding is below the initial applied rate by ruling out costly
increases in applied rates in subsequent years.

One clear finding from the table is that the agricultural tariff-cutting formu-
las being applied in this study would bring about very substantial reductions
in bound tariffs. On average, agricultural bound tariffs would almost halve
under scenario B, falling from 40.3% to 20.7%. The cut in average tariffs in
the industrial countries would be even larger, at 61%. Even in developing
(low- and middle-income) countries, the cut would be a very substantial 38%.
The exceptions for countries and products included in scenario D reduce the
average extent of tariff reduction substantially, but still leave a worthwhile
overall reduction of 26% in world average bound tariffs. In the industrial
countries, the reduction in agricultural bound rates is still over 40%, from
30.9% to 18.4%.

In some of the most important markets such as the EU and the United States,
there are substantial cuts in bound tariffs, even after allowing for exceptions
such as those for sensitive products. The average bound tariff in Europe would
fall by more than half, from 23.8% to 11.8%. In the United States, the weighted
average would fall from 8.0% to 4.5%. For developing countries as a whole,
the weighted-average bound rate would fall from 53% to 45.4%, a decline of
almost 15%. As noted in the discussion of the modalities, many developing
countries would be required to make essentially no reductions to their bound
tariffs.

In developing countries, the cuts in agricultural bound tariffs are typically
smaller as a percentage of the original tariff than in the industrial countries. In
Brazil and India, for example, the formula would cut the average bound tariff
by around a third of its original level. This reflects two key design features
of SDT: that the cuts in each band are smaller and that the bands are wider
for developing countries, to ensure that the resulting tariff cuts are smaller
than for the industrial countries, even though developing-country tariffs are
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higher. The provisions for sensitive and special products frequently allow
bound tariffs to end up substantially above the outcome of the formula. For
Korea and Taiwan (China), for example, the resulting tariffs are 65% higher
than they would be in the absence of these flexibilities. The ‘round for free’
provisions ensure that there are no reductions in bound tariffs in LDCs like
Bangladesh.

4.2 Applied Agricultural Tariffs Levied

In Table 2.4 we can see that the formulas applied without exceptions (sce-
nario B) would result in a decline from 14.6% to 9% in average applied
agricultural tariffs worldwide. In the WTO developed countries, the result is
a cut of over 50% in applied rates, from 15.4% to 7.0%. In WTO developing
countries other than the LDCs, the reduction is from 13.7% to 11.2%, a smaller
cut than in the industrial countries partly because of key features of the
formula—the smaller cuts and higher tier boundaries laid out in Table 2.1—
and the greater binding overhang in many developing countries.

Without exceptions, the cut in the EU27 applied agricultural tariff is from
15.9% to 6.6%: a cut of almost 60% of its initial value. In the United States,
the corresponding cut is from 4.8% to 2.1%: a reduction of 56% from its
initial value. The cut in Japan’s average applied agricultural tariff is almost
16 percentage points, from 29.8% to 14%: a reduction of over 50%. In Canada,
the cut would be from 10.7% to 5.1%: a reduction of more than 53%.

The impact of the basic developing-country formula on applied rates differs
considerably according to the initial level of binding overhang. In India, the
formula would reduce average tariffs by almost 8% of their initial level, while
in China, the reduction would be from 7.8% to 5.3%: a cut of 32%. By contrast,
in many former GATT contracting parties, such as Brazil and Nigeria, binding
overhang means that the full formula, without exceptions, would result in
very small cuts in average applied rates.

The country flexibilities for members such as SVEs, RAMs and VRAMs
included in scenario C are important for some countries and groups such as
China and the Central Asian region. The overall effect of these flexibilities on
the global average tariff rate is, however, quite small, with this rate increasing
from 9.0 to 9.2 following the introduction of these flexibilities. Even for the
non-LDC WTO developing countries, the impact on the overall average is
relatively small, increasing it from 11.2% to 11.6%.

The flexibilities for commodities (sensitive and special products) included
in scenario D more than halve the worldwide cut in tariffs, from 5.4% with
country flexibilities to 2.7% with country and commodity flexibilities. Interest-
ingly, it is in the industrial countries that the cut in applied tariffs is reduced
the most, with the tariff after flexibilities declining from 7.4 percentage
points to 5 percentage points. In low- and middle-income non-LDC countries,
these flexibilities reduce the cut from 1.6 to 0.1 percentage points: a larger



Agricultural Market Access 47

proportional reduction in the cut than for high-income countries, but a
smaller one in percentage-point terms. This difference is particularly striking
in individual cases, such as India, where use of both sensitive and special
products under scenario D allows the applied tariff to rise by only 8% of
its post-formula level. By contrast, the less extensive flexibilities available to
Canada allow the average agricultural tariff there to rise by 68% of its post-
formula level.

4.3 Relationship between Bound and Applied Rates

A comparison of Tables 2.3 and 2.4 provides an indication of the extent
of binding overhang before and after implementation of the modalities. A
striking feature of the current agricultural trade regime is that the global
average bound tariff, at 40.3%, is almost three times as high as the average
applied tariff rate. In the industrial countries, the average bound rate, at 31%,
is almost exactly twice the applied rate. In developing countries, the average
applied rate of 13.3% is lower than in the industrial countries, but the average
bound rate of 53% is substantially higher, and four times the applied rate.
Binding overhang is substantial, even in the major industrial countries such
as the United States and the EU once allowance is made for the prevalence
of in-quota trade and preferential trade. Binding overhang is substantial in
almost all developing regions, with the gap between bound and applied rates
exceeding 100 percentage points in countries such as Bangladesh, Nigeria
and India. One important country with relatively low binding overhang is
China, where the average bound agricultural tariff is 17.2% and the applied
rate is 7.8%.

The proposed cuts in bindings would substantially reduce binding over-
hang. It would essentially be eliminated in the United States and the EU,
and sharply reduced in almost all of the industrial countries, even after the
flexibilities for sensitive products are taken into account. The elimination
of this binding overhang will likely have substantial benefits of the type
identified by Francois and Martin (2004) that are not accounted for in static,
large-scale calculations of the type reported in this volume or by Hufbauer
et al (2010). There would also be potentially very substantial benefits from
reductions in the volatility of world commodity prices of the type identified
by Tyers and Anderson (1992).

In developing countries, the reductions in tariff-binding overhang are much
smaller than in the industrial countries. In most cases this is because there
are very small reductions in bound tariff rates. In some cases where there
would be significant reductions in bound tariff rates, as in India, the binding
overhang remains substantial simply because the pre-cut binding overhang is
so substantial. The very small reductions in bound tariffs appear to reflect
a reluctance to make binding commitments on agricultural protection in
developing countries. While this is likely to substantially reduce the benefits



48 Unfinished Business? The WTO’s Doha Agenda

Table 2.3: Average bound tariffs on WTO agricultural products by scenario (in percent,
trade-weighted averages).

Scen?rios
Regions 0 B C D D: D>

Australia and New Zealand 13.4 5.0 5.0 5.6 5.0 5.6
Bangladesh 163.8 104.4 163.8 163.8 163.8 163.8
Brazil 41.8 26.7 26.7 34.9 34.9 26.7
Canada 20.4 6.8 6.8 10.6 6.8 10.6
Chile 26.4 17.3 17.3 24.8 24.8 17.3
China 17.2 11.0 13.0 16.1 16.1 13.0
Egypt, Arab Rep. of 43.5 25.0 25.0 40.3 40.3 25.0
EU27 23.8 7.6 7.6 11.8 7.6 11.8
Hong Kong (China) 51.7 28.0 28.0 29.1 29.1 28.0
and Singapore

India 161.3 100.3 100.3 128.3 128.3 100.3
Indonesia 57.7 35.5 35.5 51.9 51.9 35.5
Japan 48.6 15.4 15.4 25.9 15.4 25.9
Korea, Rep. of 70.7 41.6 43.1 71.0 71.0 43.1

and Taiwan (China)
Middle East and North Africa 81.0 50.6 50.6 63.7 63.7 50.6

Mexico 52.9 32.7 32.7 41.2 41.2 32.7
Nigeria 150.0 81.2 96.0 100.9 100.9 96.0
Pakistan 107.0 67.0 67.0 101.5 101.5 67.0
Rest of Europe 81.1 24.2 24.2 35.5 24.2 35.5
Rest of Latin America 58.7 35.6 38.9 50.9 50.9 39.0
and the Caribbean

Rest of Southeast Asia 48.4 30.9 38.0 49.2 49.2 38.0
South Africa 57.3 34.5 34.5 43.3 43.3 34.5
Sub-Saharan Africa 73.0 44.7 62.5 70.5 70.5 62.5
Thailand 50.3 29.9 29.9 34.5 34.5 29.9
Turkey 52.5 31.5 31.5 34.3 34.3 31.5
United States 8.0 3.1 3.1 4.5 3.1 4.5
World Bank classification

All countries 40.3 20.7 22.6 29.9 27.4 25.1
Low- and middle-income 53.0 33.0 35.6 45.4 45.4 35.6
countries (non-LDCs)

High-income countries 30.9 12.1 12.2 18.4 14.4 16.3
LDCs 94.1 59.3 93.7 93.7 93.7 93.7
WTO classification

Developed WTO 26.0 8.4 8.4 13.1 8.4 13.1
Developing WTO non-LDCs 54.8 33.5 35.8 46.8 46.8 35.8
Normal developing WTO 66.5 39.8 39.8 54.4 54.4 39.8
RAM WTO 75.5 43.6 50.9 62.5 62.5 51.0
SVE WTO 19.0 14.5 20.1 22.4 22.4 20.1

from trade reform in developing countries under these modalities, it is a
pattern that was certainly observed among the industrial countries in earlier
rounds of multilateral trade negotiations. It appears that one reason that
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Table 2.4: Average applied tariffs levied on WTO agricultural products by scenario (in
percent, trade-weighted averages).

Scengrios

Regions 0 B C D D: D>
Australia and New Zealand 2.5 1.5 1.5 1.9 1.5 1.9
Bangladesh 164 164 164 164 164 164
Brazil 4.8 4.7 4.7 4.8 4.8 4.7
Canada 10.7 5.1 5.1 8.6 5.1 8.6
Chile 1.7 1.7 1.7 1.7 1.7 1.7
China 7.8 5.3 6.3 7.5 7.5 6.3
Egypt, Arab Rep. of 15.7 14.8 148 15.7 15.7 148
EU27 15.9 6.6 6.6 10.2 6.6 10.2
Hong Kong (China) and Singapore 0.2 0.2 0.2 0.2 0.2 0.2
India 59.2 54.6 54.6 59.2 592 546
Indonesia 7.6 7.0 7.0 7.6 7.6 7.0
Japan 29.8 14.0 140 204 140 204
Korea, Rep. of and Taiwan (China) 27.8 18.5 19.8 27.1 27.1 19.8
Middle East and North Africa 36.9 304 304 36.5 36,5 304
Mexico 3.9 3.3 3.3 3.9 3.9 3.3
Nigeria 24.0 24.0 240 24.0 24.0 24.0
Pakistan 20.9 20.7 20.7 209 209 207
Rest of Europe 374 195 195 282 195 282
Rest of Latin America 9.8 9.4 9.5 9.8 9.8 9.5
and the Caribbean
Rest of Southeast Asia 16.1 123 13.1 16.0 16.0 13.1
South Africa 5.9 5.3 5.3 5.9 5.9 5.3
Sub-Saharan Africa 13.3 128 13.1 13.3 13.3 13.1
Thailand 20.6 153 153 19.6 196 15.3
Turkey 136 109 109 13.2 132 109
United States 4.8 2.1 2.1 3.0 2.1 3.0
World Bank classification
All countries 14.6 9.0 9.2 119 10.0 11.0
Low- and middle-income 13.3 11.3 11.7 13.2 13.2 11.7
countries (non-LDC)
High-income countries 15.5 7.5 7.6 11.1 8.1 10.5
LDCs 12.5 12.2 12.5 12.5 12.5 12.5
WTO classification
Developed WTO 15.4 7.0 7.0 104 7.0 104
Developing WTO non-LDCs 13.7 112 116 13.6 13.6 11.6
Normal developing WTO 151 123 123 150 15.0 123
RAM WTO 134 128 13.0 134 134 13.0
SVE WTO 10.7 7.8 9.5 10.5 10.5 9.5

many developing countries have sought to retain higher bindings is to allow
them to adjust their applied rates in order to stabilise domestic prices. While
understandable from the point of view of an individual country, the fact
that most countries use this flexibility, and the fact that price insulation
of this type merely redistributes volatility means that it is not effective in
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reducing overall volatility in developing countries. In the 2008 price surge,
price insulation appears to have redistributed price volatility towards some
of the poorest developing countries (Martin and Anderson 2011).

4.4 Applied Tariffs Faced

As previously noted, estimates of the implications of the modalities formulas
for the tariffs facing individual members are probably more important for
meeting policymakers’ needs than estimates of the tariffs levied. This is
because evaluating the former is quite straightforward for an individual
country, while estimating the implications for barriers faced requires an
assessment for over 150 other WTO members.

Table 2.5 reveals some quite substantial reductions in the tariffs facing WTO
members. Table 2.5 shows that the average applied tariff facing agricultural
exporters would decline by more than one-third—from 14.6% to 9.0%—
through the application of the formula without exceptions (scenario B). The
reduction in the tariff facing industrial countries would be quite similar to that
facing developing countries: 5.8 percentage points in the former and 5.7 in the
latter. Even in the LDCs, for whom preference erosion imposes constraints on
the gains from market access, the average tariff barrier faced falls from 7.4% to
6.5%. Under this scenario, the RAMs and SVEs would benefit from particularly
large reductions in the unusually high tariff barriers that they face. In some
specific cases, such as Australia, Brazil, China, Pakistan and Thailand, the
benefits from reductions in tariffs faced would be even larger. For Thailand,
the reduction in agricultural tariffs faced would be over 10 percentage points.

The country flexibilities included under scenario C would only slightly
reduce these gains in AMA. This is due to several factors. Since the LDCs
and SVEs that are central to these country flexibilities are relatively small, the
overall impact on market access is also relatively small. Most of the VRAMs
for which zero cuts are required are also relatively small. Finally, the RAMs
group, which includes some much larger economies, is still required to make
some tariff reductions.

In scenario D, where flexibilities for commodities are incorporated along
with those for countries, the reductions in tariffs faced are much smaller,
with the reduction in global agricultural tariffs declining from a potential 5.6
(scenario B) to 2.7 percentage points. Part of this reduction in the tariff cut
comes from the sensitive- and special-product flexibilities used by developing
countries. Scenario D; shows the post-cut tariff rising from 9.2% to 10.0%
as these flexibilities are incorporated. However, use of the sensitive-product
flexibilities by the industrial countries in scenario D, takes the final tariff
faced from 9.2% to 11.0%. While these flexibilities are more constrained in their
application than developing-country flexibilities such as special products
and require increases in market access through TRQ expansion, they are
superimposed on a situation in which the industrial country formula is more
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Table 2.5: Average tariffs facing exports of agricultural products (in percent, trade-
weighted averages).

Scengrios

Regions 0 B C D D: D>
Australia and New Zealand 173 102 104 139 11.6 12.7
Bangladesh 14.7 126 126 144 142 129
Brazil 18.8 9.8 100 13.7 106 13.0
Canada 9.0 5.2 5.2 6.8 5.5 6.5
Chile 8.7 5.2 5.3 6.4 5.5 6.2
China 16.8 9.7 9.8 13.8 119 11.7
Egypt, Arab Rep. of 8.0 5.6 5.6 6.7 6.0 6.3
EU27 166 10.6 109 13.6 11.8 12.7
Hong Kong (China) and Singapore 184 12.7 14,5 172 16.6 15.2
India 10.1 7.2 74 8.9 8.1 8.2
Indonesia 21.5 194 196 204 20.2 19.7
Japan 14.0 99 10.7 12.7 125 10.9
Korea, Rep. of and Taiwan (China) 16.0 10.8 11.2 12.8 11.8 12.3
Middle East and North Africa 16.3 8.6 8.7 10.7 8.7 10.6
Mexico 4.2 2.3 2.3 3.1 2.4 3.1
Nigeria 2.6 2.4 2.4 2.5 2.5 2.4
Pakistan 13.2 8.5 85 11.8 10.0 104
Rest of Europe 204 119 120 159 143 13.6
Rest of Latin America 13.4 6.7 6.8 10.1 7.2 9.6
and the Caribbean
Rest of Southeast Asia 15.2 11.7 119 139 13.0 128
South Africa 15.5 9.7 9.9 125 102 122
Sub-Saharan Africa 6.6 4.5 4.5 6.1 4.7 5.9
Thailand 23.7 133 13.8 192 153 17.8
Turkey 9.1 5.7 5.8 7.1 6.4 6.5
United States 14.0 8.5 8.7 113 9.5 10.5
World Bank classification
All countries 14.6 9.0 9.2 119 10.0 11.0
Low- and middle-income 14.3 8.6 8.8 11.5 9.6 10.8
countries (non-LDC)
High-income countries 15.1 9.3 9.6 123 105 113
LDCs 74 6.5 6.5 7.1 6.9 6.7
WTO classification
Developed WTO 15.0 9.2 94 121 103 11.2
Developing WTO non-LDCs 14.4 8.8 9.0 11.7 9.8 109
Normal developing WTO 13.9 9.0 9.2 11.3 9.8 10.7
RAM WTO 11.8 5.9 5.9 9.7 6.2 9.4
SVE WTO 185 103 10.6 15.0 125 13.1

demanding and the industrial countries have much less binding overhang.
The ‘pain’ in terms of lost market access from all the flexibilities considered
is spread between the industrial and developing countries, with the average
tariff facing the developing countries rising by 2.9 percentage points from
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the post-formula tariff and that facing the industrial countries rising by
3 percentage points.

5 CONCLUDING COMMENTS

In this initial assessment, we first considered the features of the current draft
modalities. On the basis of our reading of these texts and predictions of the
likely implications of flexibilities, we assessed the consequences for applied
tariffs. Finally, we considered the implications of reform for economic welfare.

When considering the tariffs levied by individual countries, we found that
the formulas discussed in the modalities would, in the absence of flexibilities,
result in substantial reductions in bound tariffs in both industrial and devel-
oping countries, but particularly in the industrial countries. In the industrial
countries, these tariffs would frequently be cut by two-thirds of their original
levels. In developing countries, the cuts are frequently around one-third of the
original level, with the smaller cuts and wider bands more than compensating
for the higher initial levels of bound tariffs and consequent larger cuts in
bound rates. The flexibility provisions allow substantial increases in the
post-formula tariffs in industrial countries such as Canada, where there are
substantial numbers of products with very high tariff bindings. The resulting
increases in developing countries tend to result in smaller proportional tariff
increases than in the industrial countries.

Turning to applied tariffs, we find that the tiered formula would sub-
stantially lower applied agricultural tariffs in the industrial countries. In
agriculture, the reduction in WTO developed-country tariffs would be by a
factor of more than two, from 15.4% to 7.0%. While they may be needed to
secure an agreement, the sensitive product provisions appear to result in a
substantially smaller cut in these tariffs, and result in a final tariff of 10.4%:
the resulting reduction in market-access opportunities considerably reduces
the political capital available to ‘sell’ the overall agreement.

In developing countries, the cut in applied agricultural tariffs implied by
the formula is much smaller, with the average falling from 13.7% to 11.2%.
When flexibilities for particular country groups and for special and sensitive
products are included, the average post-cut tariff is 13.6%, almost eliminating
any improvement in market access to these countries.

In terms of tariffs faced, it seems that most countries would see significant
reductions in the agricultural tariffs that they face if the formulas were
implemented without exceptions. Worldwide, the average agricultural tariff
would fall from 14.6% to 9.0%. Allowing for exceptions results in a final tariff
of 11.9%. Most of this increase in the final tariff rate is accounted for by the
sensitive product flexibilities for industrial countries, rather than by the more
comprehensive flexibilities allowed to developing countries. The flexibilities
for the industrial countries have more impact because they are implemented
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in a context where the industrial countries face deeper formula cuts. Most
countries see reasonably significant reductions in the tariffs that they face,
despite the dramatic reduction in the cuts on tariffs resulting from exceptions
for countries and for sensitive and special product treatment. The smallest
reductions in tariffs faced occur in groups of countries such as the LDCs that
currently benefit from preferences in the industrial countries, and see small
tariff reductions in their developing-country partners. This suggests that the
DFQF initiative discussed in Chapter 6 could be quite important as a means
of delivering real market-access gains for these countries.
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Non-agricultural Market Access

DAVID LABORDE AND WILL MARTIN

1 INTRODUCTION

Liberalisation of market access in NAMA is the traditional core of multilateral
trade negotiations. Prior to the Uruguay Round, developing countries played
a very small role in negotiations, hoping to obtain some benefits in terms of
increased market access without having to make substantial commitments
to lower their own tariffs. The Uruguay Round agreement was the first in
which developing countries made substantial commitments to subject their
tariffs to binding maximum levels, and to begin to make reductions in their
own tariffs. The coverage of NAMA imports into developing countries rose
from 13% to 61% under the Uruguay Round, with tariffs on 32% of imports
being subject to reduction (Abreu 1996). Despite the change in the role of
developing countries in the Uruguay Round, most developing countries are
concerned to retain elements of the traditional policies of SDT under which
they are required to make smaller commitments to reduce their tariffs, and
to have a longer period over which to make these reductions.

The traditional approach to multilateral liberalisation under the GATT
involved bilateral negotiations on a request-and-offer basis, the results of
which were multilateralised by extending the best offer to any partner to all
members (Baldwin 1986, 1987). This bilateral approach proved to be unable
to generate sufficient incentives for reform and was replaced by a multilateral
formula-based approach in the Kennedy Round (1963-7). A key advantage of
this approach, if it is implemented with a minimum of exceptions, is that
the benefits of the agreement to exporters become more transparent and the
ability of industry lobbyists to avoid liberalisation is reduced.

However, as noted by Hufbauer et al (2010), a feature of the Doha negoti-
ations is the complexity and consequent non-transparency of the proposals
for liberalisation under discussion. While the NAMA proposals are less prone
to exceptions than those for agriculture, the formulas used to cut tariffs
are complex, and there are many exceptions to these formulas for country
groups and individual countries, and choices of regime with different depths
of cut and ranges of flexibility. While countries can relatively easily assess the
implications of the formulas and the exceptions that apply to them, they have
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much greater difficulty assessing the implications of the overall modalities for
the market access that they face, and hence for the overall value to them of the
negotiations. Politically, this is particularly important, since it is the prospect
of increasing market access that motivates countries to undertake politically
painful reforms at home.

A key purpose of this chapter is to form a rough assessment of the impli-
cations of the proposals for liberalisation of non-agricultural commodities on
key countries and regions in the negotiations. To do this, we first survey the
key features of the proposals for reform, and then assess the impacts at a
detailed level on the tariffs levied by WTO members and facing them in other
members. We summarise these results using easily communicated average
tariffs levied by, and faced by, key countries and country groups. The detailed
databases of tariffs and trade underlying these averages are then used for the
investigation of the welfare impacts of reform in subsequent chapters.

2 MODALITIES FOR NON-AGRICULTURAL MARKET-ACCESS IMPROVEMENTS

The central feature of the modalities for NAMA (WTO 2008) is the use of a
non-linear tariff-cutting formula. The formula is applied on base rates equal to
existing bound tariffs or average applied MFN rates (period 1999-2001) plus
25% for currently unbound tariff lines. The tariff formula in this case is the
highly non-linear Swiss formula, which reduces the highest tariffs the most.
The Swiss formula requires tariffs in ad valorem terms, and all tariffs are to
be converted to ad valorem and bound in those terms.
The Swiss formula is defined as

a;i -ty

t =
ai + to

(3.1)
where t; is the tariff after application of the formula, t is the tariff rate before
application of the formula, and a; is a coefficient for group i, which differs
between developed and developing countries, and according to the decisions
made by each developing country regarding the number of products it would
like to subject to smaller tariff cuts.

The operation of the formula is perhaps most easily viewed graphically, as
in Figure 3.1. This figure shows the tariff after application of the formula on
the vertical axis relative to the tariff before the formula. The dotted line on the
graph shows the tariff after application of a formula with a coefficient of 20%,
while the solid black line shows the results of the formula with a coefficient
of 8%. As is clear from the figure, the Swiss formula cuts the highest tariffs
the most, with tariffs of 100% being cut to 16.7% when using the coefficient of
20%, and to 7.4% when using a coefficient of 8%. By contrast, tariffs of 1% are
barely cut under either of these formulas. Since the highest tariffs generate the
largest economic costs, this top-down feature of the Swiss formula is highly
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desirable from an economic efficiency viewpoint. Politically, however, it is
much more difficult to convince policymakers of its merits, since it involves
cutting high tariffs on important products substantially, and it is on these
products that policymakers receive the strongest support for protection (Jean
et al 2011). When it was used in the Tokyo Round of the GATT (1974-9), it
proved difficult to avoid substantial numbers of exceptions (Baldwin 1986), a
problem that has recurred for developing countries in the Doha negotiations
(Falconer 2008; Schwab 2011), although the industrial countries have been
willing to consider its use without exceptions in NAMA.

The draft modalities provide for a single value of a; of 8% for industrial
countries, and three different choices for developing countries: 20%, 22% or
25%. Members using a coefficient of 20% could choose to keep unbound, or to
not apply, formula cuts on 6.5% of tariff lines as long as these products cover
less than 7.5% of imports. Alternatively, they could choose to make half-of-
formula cuts on 14% of lines as long as those products cover no more than
16% of imports. With a coefficient of 22%, 5% of tariff lines would be allowed
no cuts as long as these lines accounted for no more than 5% of imports, or
10% of lines allowed half-of-formula cuts as long as they do not exceed 10%.
With a coefficient of 25%, no flexibilities would be available.

While the formulas were originally intended to apply to all developing
countries, many exceptions were made with the result that only around
22 developing countries will actually apply the formula. Least developed
countries would not be required to make reductions, but are expected to
increase their levels of binding coverage. Countries with binding coverage
below 35%! are exempt from formula cuts but are required to bind 75% of
lines if their binding coverage is currently below 15%, and to bind 80% of their
tariffs if their coverage rate is higher. Another set of exceptions applies to
SVEs. Small and vulnerable economies are divided into three groups. The first
group, with average bound tariffs of 50% or higher, is to bind at an average
level not exceeding 30%. The second group, with an average bound tariff
between 30% and 50%, is to bind at 27% or to reduce average bound tariffs
by 30%. A third group, with average bound tariffs below 30% but above 20%, is
to bind at an average level of 18%. The last group (average bound tariff below
20%) should apply a line-by-line reduction of 5% on 95% of tariffs bound at
the overall average that would result from such a line-by-line reduction.

Recently acceded members receive a grace period of three years and an
extended implementation period of three years. In contrast with the case
of agriculture, they do not receive smaller cuts in tariffs. However, very
recent acceded members benefit from tariff-reduction exemption.? The NAMA

IThese are frequently called paragraph 6 countries because of the paragraph in the
2004 Framework Agreement that introduced this provision.

2Georgia is not included in the VRAM list for the NAMA negotiation, although it is in
the AMA case.
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Figure 3.1: Results of the Swiss formula for tariff cutting (in percent).

proposal includes provision for sectoral initiatives, for which participation is
not mandatory, but agreement is to be reached when 90% of world trade is
included. In most proposals of this kind, the intention is to move to zero tariffs
on all products in the industrial countries, with a relatively small number of
exceptions permitted to developing countries (see Chapter 11).

3 SPECIFYING CUTS IN TARIFFS

As in the case of the agricultural modalities, the negotiated cuts in tariffs are
based on bound tariff rates, while their implications for market access and
for economic welfare depend largely on their implications for applied rates.
Also, as with the agricultural tariff cuts, we use the MAcMap-HS6 version 2.1
database (Boumellassa et al 2009) for 2004 together with a set of bound tariff
rates for which ad valorem equivalents have been calculated on the same
basis. We first cut the bound tariff rates using the approaches considered in
the modalities, then assess their implications for applied rates. In those cases
where the modalities involve a range, we generally use the mid-point of that
range. The specific choices of parameters used are set out in Table 2.2. In
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this analysis, we use the conventional assumption that applied rates are not
reduced unless the new bound rate falls below the initial applied rate.?

The tariff-reduction formulas and the flexibilities are intertwined in the
sense that countries are frequently willing to consider more ambitious formu-
las when they have the flexibility to make smaller cuts for some products (see
Jean et al 2010, 2011). A major problem for negotiators in this situation is that
the ‘price’ paid for the flexibilities, in terms of efficiency and market access,
is difficult to evaluate. In our analysis, we make a distinction between the cuts
without flexibility and those resulting from the formula with flexibility. This
decomposition is useful in order to allow some estimate to be made of the
implications of the flexibilities, as long as it is recognised that agreement on
the particular formulas was almost certainly contingent on the presence of
flexibilities.

For the industrial countries, the NAMA formula can simply be applied to the
bound tariffs because there are no exceptions. Since the gaps between bound
and applied rates are typically small in today’s industrial countries—many of
whom have been through eight previous rounds of multilateral negotiations—
the formula cuts frequently translate directly into cuts in applied rates.
Other simple cases include the LDCs, who are not required to make any
cuts. Initial investigations led us to conclude that the only SVE required to
undertake cuts in applied rates would be Gabon.# For the cases where the
formula is to be applied, the selection of products to be accorded flexibility
was a multistage process, and it was necessary to examine the full range of
choices available before the regime involving the least political cost could
be identified. This was done in the manner of Jean et al (2010, 2011) by
identifying a policymaker’s objective function that explains the initial choice
of tariffs, then seeking the choice of tariffs consistent with the constraints of
the tariff-cutting rule that would minimise the loss of policymaker’s welfare,
assuming a constant elasticity of substitution demand system.

The political welfare gains associated with each of the potential five choices
of regime were evaluated subject to the constraints identified in Table 3.1 for
each of the 22 developing countries undertaking tariff reductions with the
Swiss formula. This table also presents estimates of the initial and final bound
tariffs for these countries. An interesting feature of the results presented
in the table is the wide range of likely choices. For members with low and
uniform tariffs such as Chile, Hong Kong (China) and Singapore, a choice of
the highest coefficient with no flexibilities is likely to yield the lowest political

3This assumption neglects the important value that can arise from bindings above
current applied rates, ruling out incidents of higher tariffs in the future (Francois and
Martin 2004).

4Gabon may need to renegotiate some of its bound tariff commitments since it is a
member of the central Africa Custom Union, CEMAC, other members of which are either
LDCs or developing countries with low binding coverage and therefore exempt from any
requirement to change their applied tariffs.



60 Unfinished Business? The WTO’s Doha Agenda

Table 3.1: Tariff-cutting formula menu for the NAMA negotiations.

Paragraph
Developed Developing LDCs SVEs 6
Formula Swiss 8 20 (i) no cuts on 6.5%/7.5% of  No cuts No cuts No cuts

Flexibility None lines/imports; 20 (ii) % cuts on
14%/16% of lines/imports;
22 (i) no cuts on 5%/5% of
lines/imports; 22 (ii) % cuts
on 10%/10% of lines/imports;
25 no flexibilities

Unbound MEN 2001 + 25%

Members self-select developing or developed country status. Members likely selecting developed-
country status include the 27 members of the EU, plus Australia, Canada, Iceland, New Zealand, Nor-
way, Switzerland and the United States. The Republic of Korea is a developed country for NAMA. Least
developed countries are as identified in the UN list. Economies treated as SVEs for NAMA were Antigua
and Barbuda, Barbados, Belize, Bolivia, Botswana, Brunei Darussalam, Cameroon, Cuba, Dominica,
Dominican Republic, Ecuador, El Salvador, Fiji, Gabon, Georgia, Ghana, Grenada, Guatemala, Guyana,
Honduras, Jamaica, Jordan, Kenya, Macau, Mauritius, Mongolia, Namibia, Nicaragua, Panama, Papua
New Guinea, Paraguay, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Sri Lanka,
Trinidad and Tobago, Uruguay and Zimbabwe. Paragraph 6 economies (those with less than 35% of
tariffs bound) were identified as Cameroon, Congo, Cuba, Ghana, Kenya, Macau, China, Mauritius,
Nigeria, Sri Lanka, Suriname and Zimbabwe. The following VRAMs are not required to make any tariff
cuts beyond their accession commitments: Albania, Armenia, Cape Verde, Former Yugoslav Republic
of Macedonia, Kyrgyz Republic, Moldova, Mongolia, Saudi Arabia, Tonga, Vietham and Ukraine.

‘pain’. For countries with higher and less uniform applied tariffs, the choice
is less obvious. Using our methodology, which takes into account the value of
trade and the squared reduction in the price of each good, we find that twelve
countries are likely to opt for the lowest coefficient, 20%. Of these, most would
likely choose half-formula cuts on no more than 14% of tariff lines and 16% of
trade. An additional seven members are assumed to opt for 22%, with all but
one electing for no cuts on no more than 5% of tariff lines and 5% of trade.
The tariff scenarios reported are as follows.

(0) Tariffs that would apply in the absence of a DDA agreement in 2025.
Based on tariffs in 2004, with adjustments for internationally binding
commitments to reform. The Japanese generalised system of prefer-
ences (GSP) for LDCs has been updated based on 2007 improvements.

(B) Tariffs following implementation of the DDA formula without flexibili-
ties.

(C) Tariffs following implementation of the formula with country excep-
tions, such as those for LDCs, SVEs and RAMSs.

(D) Tariffs after the tariff-cutting formulas with flexibilities for countries
and products
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Table 3.2: Choice of flexibility regime by developing countries using the Swiss formula.

Initial Final
average average
Coefficient/  bound bound

flexibility tariff tariff
Argentina 22 (i) 31.5 15.0
Brazil 22 (i) 29.9 14.0
Chile 25 25.0 12.4
Colombia 22 (i) 35.2 14.7
Costa Rica 22 (i) 33.8 12.3
Egypt, Arab Rep. of 20 (i) 24.7 11.7
Hong Kong (China) 25 11.2 5.5
India 22 (ii) 32.2 13.3
Indonesia 22 (i) 35.1 14.2
Israel 20 (ii) 16.8 8.0
Malaysia 20 (ii) 12.5 7.7
Mexico 22 (i) 35.1 14.7
Morocco 20 (i) 40.2 15.5
Peru 20 () 30.0 12.5
Philippines 20 (i) 15.3 7.1
Singapore 25 9.1 5.0
Thailand 20 (i) 23.3 11.4
Macedonia, FYR 20 (ii) 11.0 11.0
Tunisia 20 (i) 42.6 16.1
Turkey 20 (ii) 20.6 10.3
United Arab Emirates 20 () 13.9 8.8
Venezuela 22 (i) 33.1 14.3

4 IMPLICATIONS FOR TARIFF BARRIERS LEVIED AND FACED

The tariff-cutting formulas are applied to bound tariffs, rather than to applied
tariffs, and hence it is useful to first examine the implications of the formula
and exceptions for the level of bound tariffs. We use the standard assumption
in this literature that the applied rate at the finest available level is cut only
when, and to the extent that, the new bound tariff falls below the initial applied
tariff rate. We first present estimates of the average bound rates resulting from
application of the formulas, and then turn to the average applied rates.

Bound Tariffs Levied on NAMA Products

Table 3.3 presents results for the tariffs used as a basis for cutting NAMA
tariffs under the proposed agreement. For the industrial countries, these are
generally bound tariffs currently scheduled at the WTO, although industrial
countries do still have a few unbound tariffs, frequently on products such
as oil. For developing countries, many non-agricultural tariffs are currently
unbound and the tariffs used as a basis for cutting are the applied MFN tariff
plus 25 percentage points.
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The ‘bound’ tariff rates used in the analysis are presented in Table 3.3 for
the baseline tariffs and the tariffs resulting after application of the formulas
and exceptions. A comparison of the base column with column B reveals that
application of the tariff-cutting formulas without exceptions would result in
very sharp reductions in average bound tariffs. Globally, the average NAMA
bound tariff would fall by 53%, from 9.9% to 4.7%. In developing countries,
the reduction resulting from the formula would be broadly similar, at 51%,
with the smaller cuts associated with the higher Swiss formula coefficients
being balanced by the larger cuts imposed on the generally higher tariffs in
developing countries.

In the industrial countries, the formula cut brings about substantial per-
centage cuts in all cases and, in the absence of flexibilities, the formula-
cut outcome in column B is the final outcome. While this is not shown, the
nature of the Swiss formula means that tariff escalation and the prevalence of
tariff peaks are dramatically reduced. In developing countries, the flexibilities
mean that the reductions in average tariffs, and the reductions in tariff
dispersion, are reduced to some degree once flexibilities are considered. For
developing countries as a group, the trade-weighted-average tariff decline is
from 22.3% to 12.3% when flexibilities are taken into account, instead of 10.9%
without flexibilities. For LDCs and SVEs, the flexibilities make a very large
difference, replacing the requirement to reduce bound tariffs with increases
in the coverage of tariff bindings.

4.1 Applied Tariffs Levied

Moving to the reductions in applied tariff rates in Table 3.4, we see that, if
the formulas were applied without exceptions,® average applied tariffs would
fall from 2.9% to 2.0%. In the high-income countries, the reduction is from
1.6% to 1.0%, a reduction of 0.6 percentage points. In non-LDC low- and
middle-income countries, the reduction is estimated to be from 6.1% to 4.6%,
or 2.5 percentage points: a cut of four-tenths of the original tariff. In some
developing countries, such as Bangladesh,6 Pakistan and Thailand, application
of the formula without exceptions would appear to result in substantial cuts
in average tariffs. When we consider the group of countries that would apply
the standard developing-country formula, the reduction in tariffs is from 3.9%
to 3.1%, a cut of 0.8 percentage points: a much smaller cut than would apply
were this formula applied to the RAMs and SVEs.

The exceptions for country groups such as LDCs, SVEs and RAMs included
in scenario C reduce the cut in the weighted-average NAMA tariff in developing

SUnder this no-flexibility scenario, a coefficient of 25 is chosen for all developing
countries.

61n this scenario, no DFQF initiative for LDCs is considered.



Non-agricultural Market Access 63

Table 3.3: Average (trade-weighted) bound tariffs levied on WTO non-agricultural
products by scenario (in percent).

Scenprios
Regions 0 B C D

Australia and New Zealand 10.7 3.2 3.2 3.2
Bangladesh 43.8 15.4 43.8 43.8
Brazil 29.9 13.2 13.2 14.0
Canada 4.8 2.3 2.3 2.3
Chile 25.0 124 12.4 12.4
China 5.7 3.9 3.9 4.4
Egypt, Arab Rep. of 24.7 10.8 10.8 11.7
EU27 3.1 1.6 1.6 1.6
Hong Kong (China) and Singapore 10.4 5.3 5.3 5.3
India 32.2 12.8 12.8 13.3
Indonesia 35.1 13.7 13.7 14.2
Japan 4.6 1.5 1.5 1.5
Korea, Rep. of and Taiwan (China) 8.1 3.2 3.2 3.4
Middle East and North Africa 41.2 15.0 15.0 15.7
Mexico 35.1 14.4 14.4 14.7
Nigeria 47.3 28.5 28.5 28.5
Pakistan 41.5 23.0 23.0 23.0
Rest of Europe 4.0 1.7 1.7 1.7
Rest of Latin America 32.1 18.4 18.4 18.6
and the Caribbean

Rest of Southeast Asia 18.5 8.9 12.8 13.8
South Africa 17.8 9.4 9.4 10.3
Sub-Saharan Africa 40.0 20.3 36.9 36.9
Thailand 23.3 10.0 10.0 11.4
Turkey 20.6 10.2 10.2 10.3
United States 2.5 1.3 1.3 1.3
World Bank classification

All countries 9.9 4.7 5.2 5.3
Low- and middle-income countries 22.3 10.9 11.8 12.3
High-income countries 4.6 2.1 2.1 2.1
LDCs 40.9 14.3 40.9 40.9
WTO classification

Developed WTO 3.9 1.7 1.7 1.7
Developing WTO non-LDCs 18.7 9.3 9.9 10.3
Normal developing WTO 21.2 9.4 9.4 9.9
RAM WTO 40.7 24.9 25.0 25.0
SVE WTO 8.8 5.4 7.3 7.7

countries as a group. With these exceptions, the average tariff is 5.0% after the
cut, rather than 4.6%, implying a reduction of 0.4% in the average for non-LDC
developing countries. The introduction of product flexibilities in scenario D
requires that countries choose a coefficient from the sliding scale or menu
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of options between degrees of flexibility and coefficient values. Choosing
greater flexibility means choosing a lower coefficient, introducing a ‘price’
for using flexibilities through larger cuts on other tariffs, and results in quite
different choices between countries, as noted in the discussion of Table 3.3.
Implementing these exceptions is found to reduce the size of the cut for
developing countries as a group by 0.3 percentage points, as well as allowing
countries the flexibility to choose a pattern of tariffs that is more consistent
with their policy preferences.

4.2 Applied Tariffs Faced

In NAMA, the average tariff barrier falls from 2.9% to 2.0% for the world as a
whole when the formulas are implemented without exceptions. For the high-
income countries, this reduction is 0.9 percentage points, from 3.0% to 2.1%,
while the reduction for non-LDC developing countries as a group is 1%. For
LDCs, which face tariff peaks despite preferences, the reduction in the tariff
that they face is larger, at 1.3 percentage points. Pakistan also benefits from
a particularly large reduction in the average tariff that it faces, from 6.5%
to 3.8%.

Partly because the industrial countries have no flexibilities, and partly
because the flexibilities for developing countries are subject to meaningful
disciplines, the increases in NAMA tariffs faced when flexibilities are intro-
duced are more modest than in the case of agriculture. For the high-income
countries, the tariff faced after application of the formula increases from
2.1% to 2.4%, but remains far below its original level of 3.0%. For developing
countries, the tariff faced declines from 2.9% to 2.1%, a substantially larger
cut than for the industrial countries. The flexibilities increase the tariff faced
by only 0.2%, much less than for the high-income countries. While flexibilities
result in higher tariffs faced, these remain much lower than before imple-
mentation. In addition, developed countries exporting to emerging markets
in Asia will suffer significantly from the flexibility in NAMA: the average faced
by exporters of industrial products will jump from a potential 3.0% to 3.5%
for Japan, and from 2.0% to 2.6% for Australia and New Zealand.

In many cases, it is the nature of the tariff-cutting formula, rather than the
flexibilities, that primarily accounts for the modest size of the cuts in tariffs
facing some countries. For the United States, the average NAMA tariff faced
declines from 1.8% to 1.4% when the formula is applied without exceptions, a
decline of 22% from its initial level. Allowing for flexibilities increases the final
tariff to 1.5%, leaving a still worthwhile 17% cut from the initial tariff level. Had
the tariffs facing the United States fallen by the same proportion as average
NAMA cuts, the cuts would have been 31% from the formula, and 21% from the
formula with flexibilities. The smaller cut in U.S. tariffs mainly results from
the structure of the tariffs facing the United States—with relatively low tariff's
(and hence small Swiss-formula cuts)—on many important exports. The case
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Table 3.4: Average (trade-weighted) applied tariffs levied on WTO non-agricultural
products by scenario (in percent).

Scenprios
Regions 0 B C D

Australia and New Zealand 3.6 2.4 2.4 2.4
Bangladesh 18.3 12.5 18.3 18.3
Brazil 8.5 74 74 7.8
Canada 0.9 0.5 0.5 0.5
Chile 1.9 1.9 1.9 1.9
China 5.6 3.9 3.9 4.4
Egypt, Arab Rep. of 8.2 6.3 6.3 7.6
EU27 1.8 1.0 1.0 1.0
Hong Kong (China) and Singapore 0.0 0.0 0.0 0.0
India 12.9 11.7 11.7 12.0
Indonesia 3.9 3.5 3.5 3.9
Japan 1.3 0.7 0.7 0.7
Korea, Rep. of and Taiwan (China) 4.0 2.8 2.8 3.1
Middle East and North Africa 16.2 9.3 9.3 9.9
Mexico 3.0 2.5 2.5 2.5
Nigeria 21.4 13.0 21.4 21.4
Pakistan 15.3 11.0 15.3 15.3
Rest of Europe 0.2 0.1 0.1 0.1
Rest of Latin America 7.6 6.5 6.7 6.9
and the Caribbean

Rest of Southeast Asia 5.7 3.6 4.6 5.4
South Africa 4.6 3.2 3.2 4.2
Sub-Saharan Africa 9.9 7.5 9.9 9.9
Thailand 8.1 5.4 5.4 6.7
Turkey 1.0 0.6 0.6 0.7
United States 1.5 0.8 0.8 0.8
World Bank classification

All countries 2.9 2.0 2.2 2.3
Low- and middle-income countries 6.1 4.6 5.0 5.3
High-income countries 1.6 1.0 1.0 1.0
LDCs 10.9 8.0 10.9 10.9
WTO classification

Developed WTO 1.7 1.0 1.0 1.0
Developing WTO non-LDCs 4.8 3.6 3.8 4.2
Normal developing WTO 3.9 3.1 3.1 3.4
RAM WTO 9.5 7.1 9.5 9.5
SVE WTO 5.3 3.9 4.0 4.4

of Bangladesh is quite the opposite, with the average applied tariff falling by
roughly half because of the frequency of high tariffs on exports of textiles and
clothing. Again, however, the result is not greatly affected by the introduction
of the NAMA flexibilities.
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Table 3.5: Average (trade-weighted) applied tariffs facing exporters of non-agricultural
goods (in percent).

Scengrios

Regions 0 B C D
Australia and New Zealand 2.9 2.0 2.1 2.6
Bangladesh 3.7 1.7 1.7 1.8
Brazil 2.6 1.9 2.0 2.2
Canada 0.4 0.3 0.3 0.3
Chile 1.7 1.4 1.4 1.5
China 3.8 2.3 2.4 2.5
Egypt, Arab Rep. of 2.7 2.0 2.1 2.1
EU27 3.6 2.7 2.8 3.0
Hong Kong (China) and Singapore 3.7 2.5 2.7 2.8
India 4.6 3.1 3.5 3.6
Indonesia 3.4 2.2 2.4 2.5
Japan 4.5 3.0 3.1 3.5
Korea, Rep. of and Taiwan (China) 3.8 2.6 2.7 2.9
Middle East and North Africa 1.2 0.8 1.0 1.1
Mexico 0.3 0.3 0.3 0.3
Nigeria 1.4 1.4 1.4 1.4
Pakistan 6.5 3.8 4.2 4.2
Rest of Europe 1.2 1.0 1.0 1.0
Rest of Latin America 2.6 1.9 1.9 2.0
and the Caribbean
Rest of Southeast Asia 2.4 1.4 1.5 1.5
South Africa 2.9 2.3 2.6 2.7
Sub-Saharan Africa 2.1 1.4 2.0 2.0
Thailand 3.4 2.2 2.4 2.5
Turkey 2.1 1.3 1.4 1.5
United States 1.8 1.4 1.4 1.5
World Bank classification
All countries 2.9 2.0 2.2 2.3
Low- and middle-income 2.9 1.9 2.1 2.1
countries (non-LDC)
High-income countries 3.0 2.1 2.2 2.4
LDCs 2.8 1.5 1.7 1.8
WTO classification
Developed WTO 2.9 2.1 2.2 2.4
Developing WTO non-LDCs 3.0 2.0 2.1 2.2
Normal developing WTO 2.4 1.7 1.8 1.9
RAM WTO 3.4 2.1 2.4 2.4
SVE WTO 3.6 2.3 2.5 2.5

5 CONCLUDING COMMENTS

This assessment of the proposed NAMA agreement finds much to commend
it. The formulas used would bring about substantial reductions in the highest
tariffs on non-agricultural goods. The simple weighted-average measures of
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tariff reduction used in this chapter result in significant reductions in the
average applied tariffs faced by exporting countries, and hence expansions in
their market access from the use of these formulas. While these benefits are
reduced to some degree by the flexibilities available to developing countries,
the extent of the reduction appears to be within manageable limits. This
is partly because these flexibilities—unlike those in the draft agreement on
agriculture—take into account the importance of the goods being allowed
flexibilities, rather than merely the number of tariff lines affected.

If the formulas were implemented without exceptions, most countries
would see substantial reductions in the tariffs that they face, with the
worldwide average tariff falling from 2.9% to 2.0%. In this case, flexibilities
are confined to developing countries, and result in the final global-average
tariff increasing from 2.0% to 2.3%. A number of developing countries, such as
Pakistan, India, China and Bangladesh, face substantially higher initial tariffs
and experience larger improvements in market access. The average tariff
measures used in this chapter do not take into account a key desirable feature
of the NAMA liberalisation: that the reductions in tariffs are largest on the
products with the highest initial tariffs, and that these products are likely to
become substantially more important as exports as the tariffs on them decline.
These features of the liberalisation are taken into account in subsequent
chapters, including Chapter 10, where optimal weighting approaches are used
to take into account the impact of changes in the product weights as tariffs
are reduced.

An interesting and important finding is that the flexibilities proposed for
NAMA do much less damage to market-access opportunities than is the case
for agriculture. For the United States, for example, the flexibilities increase
the average NAMA tariff faced by only 0.1 percentage points relative to
the formula without exceptions. For Europe, the loss is slightly larger, at
0.3 percentage points. These flexibilities unfortunately do much more damage
to countries and regions more heavily dependent on exports to developing
countries, such as sub-Saharan Africa or the LDCs. While the overall cut in
the NAMA tariffs facing the United States is only one-sixth of its initial level,
the reason for this small cut is mainly the interaction between the pattern
of tariffs facing the United States and the Swiss formula, rather than being a
consequence of exceptions.
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The WTO Agricultural Modalities Proposals
and Their Impact on Domestic Support
in the EU and the United States

DAVID BLANDFORD AND TIM JOSLING!

1 DRAFT MODALITIES FOR AGRICULTURE

The WTO Doha negotiations on agriculture are premised on the notion that
constraints introduced on domestic and trade policies in the Uruguay Round,
though useful in themselves, need to be strengthened if the trading system
is to become fully responsive to the needs of the global marketplace. One
aspect is the enhancement of existing disciplines on domestic support, in
particular to encourage countries to shift to less trade-disruptive policy
instruments. The negotiations have made substantial progress in identifying
ways in which domestic support that threatens to distort trade can be further
constrained. Among the improvements is the introduction of a measure of
the ‘overall trade-distorting support’ (OTDS) to complement the aggregate
measurement of support (AMS) that was developed and constrained in the
Uruguay Round.? The AMS would be strengthened through product-specific
limits. The blue box, currently encompassing policies that are linked to supply
control, would be expanded to embrace payments made on a fixed area
and vyield (or the equivalent for livestock) without requiring supply control.
Total blue-box payments would also be limited and product-specific blue-

lwe would like to acknowledge our thanks to our colleagues in the International
Food Policy Research Institute project on domestic support (Orden et al 2011), and in
particular to David Orden and Alan Swinbank who were our co-authors on the U.S. and EU
chapters, respectively, in that book. The financial support of the World Bank is gratefully
acknowledged.

2The base period OTDS is defined as the sum of the ‘final bound’ total AMS from the
Uruguay Round agreement, 10% of the value of production in the 1995-2000 base period
(to match the current product-specific and non-product-specific de minimis amounts that
are excluded from the total AMS), and the larger of the blue-box support in the base period,
or 5% of the base period value of production.
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box caps would be introduced. The amount of de minimis support excluded
from the notified current total AMS under the Uruguay Round Agreement on
Agriculture (URAA) would be reduced, and certain provisions in the green box
would be modified.

The United States and the EU are the most important economies in any dis-
cussion of domestic support measures, partly because their domestic support
is so much larger than other countries, partly because of the symbolism of
these domestic ‘subsidies’, and partly because no other major economies are
likely to be disciplined (Hart and Beghin 2006). Given the complexity of the
proposals, and the policies, a key question is whether expanded disciplines
will have a marked effect on the conduct of domestic farm policy in the United
States and the EU. If the actual level of payments is below the new caps, the
DDA requirements would serve to reduce policy flexibility rather than forcing
change per se, although constraints above the average rate of protection can
be expected to reduce its average level, its variance and the cost of protection
(Francois and Martin 2004). The impact of WTO rules will depend upon the
evolution of domestic policy in relation to the new constraints and on future
world market conditions. Assessing whether or not there is likely to be a
‘real’ impact on farm policy in the EU and the United States is the primary
motivation for this chapter.

The long-standing chairman of the negotiating committee for agriculture,
Crawford Falconer, issued periodic assessments of where a future Doha
agreement may lie, including the depth of cuts and changes in the rules
regarding domestic support (the ‘modalities’ of an agreement). The latest
draft ‘modalities’ document was issued on 6 December 2008 and is the fourth
revision. The aim in distributing the ‘Rev. 4’ document was to capture the
progress made in intensive negotiations that took place prior to and during a
meeting of several trade ministers in July 2008. The hope that agreement on
the agricultural modalities could have been reached in time for the round
to be concluded by the end of 2008 proved optimistic, but the range of
unresolved issues was narrowed. Talks have continued in Geneva. There has
been substantial progress on technical issues, so discussion of draft schedules
could be expected to proceed rapidly if a final agreement can be reached on
modalities.

One important factor for the translation of the provisions of the DDA into
constraints on individual countries is that, unlike the rules introduced in the
URAA, some of the disciplines envisaged are applied on a country-specific
basis. This is manifested in two ways. Required reductions in the elements
of domestic support are differentiated by ‘tiers’ related to existing URAA
bound levels (in the case of the AMS) or new base period levels (in the case of
the OTDS). Since countries fall into specific categories on the basis of these
measures, the reductions differ. Indeed, the tiers were chosen specifically to
encompass particular countries without the need to name them (a sensitive
issue in a multilateral negotiation). However, initial values and reductions in
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product-specific AMS and blue-box support do indeed cross that line, with
the United States named in paragraphs 23 and 42 for separate, albeit parallel
treatment. For the blue-box limits, the draft modalities actually includes an
annex specifically devoted to the U.S. situation.

Reflecting this differing treatment, the main disciplines suggested in the
draft modalities are shown in Tables 4.1 and 4.2 for the United States and the
EU, respectively. The proposals would place a limit on OTDS in each country.
The proposed reduction from the base level OTDS is higher for the EU. For
the United States, the base period OTDS would comprise the final bound total
AMS from the URAA, 10% of the 1995-2000 value of agricultural production
(the current de minimis allowances), and an additional 5% of the value of
production to accommodate future blue-box payments (to correspond to the
price-based counter-cyclical payments (CCPs) introduced in the 2002 Farm
Act).? The difference for the EU is that the base OTDS would include the actual
average blue-box payments in the base period, since they exceeded 5% of the
value of agricultural production.

The OTDS limit would be subject to a reduction of 70% over the implemen-
tation period of the agreement for the United States, with an initial reduction
of one-third. The EU OTDS would also be reduced initially by one-third and
by 80% in total. There would be a phased reduction of 60% in the final bound
total AMS for the United States and 70% for the EU, with an initial reduction
of 25% in both cases. Product-specific limits would be imposed on the AMS,
binding these at base period levels. Reductions in the de minimis percentages
(both product-specific and non-product-specific) would be 50% from current
allowances (ie reduced to a maximum percentage of 2.5% of the relevant
production value) effective from the first day of the implementation period.
The blue box would have a limit, based on 2.5% of the value of production in
the base period. In addition, there would be a limit on product-specific blue-
box support on the basis of base period levels for the EU and determined
with respect to the legislated maximum of qualifying payments under the
2002 Farm Act for the United States.* The cotton AMS would be reduced
by a higher percentage (82% in the United States and 84% in the EU) than
for all commodities, and the cut would be more rapid. The implications of
these changes for the United States are shown in Table 4.3 and for the EU in
Table 4.4.

3These are currently notified to the WTO as non-product-specific support by the United
States.

4The calculation is described in paragraph 42 of the draft modalities. The blue-box limit
for each commodity would be based on either 110% or 120% of the amount obtained by
applying the share of the legislated maximum expenditure for each commodity to 2.5% of
the total value of production during the 1995-2000 base period.
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Table 4.1: Main domestic support provisions of the revised draft modalities (6 Decem-
ber 2008) as applied to the United States.

Item Initial values Reduction
OTDS Base OTDS = final bound total Total reduction of 70%. Immediate

AMS + 15% of the average value of  reduction of one-third at

domestic production for beginning of implementation

1995-2000 period; remaining reductions in
five equal steps

Total AMS Base level is final bound total AMS  Base level reduction of 60%.

(from Uruguay Round schedules) Immediate reduction of 25% at
beginning of implementation
period: remaining reductions in
equal steps over five years

Product- Derived by applying Implemented in full on first day of

specific product-specific AMS averages for  implementation period, except

AMS 1995-2004 to total when product-specific AMS in two
product-specific AMS average for most recent years is higher. Then

1995-20002 limits implemented in three equal
installments with starting point
being the lower of the two year
averages or 130% of the scheduled
limit

De minimis Current allowance of 5% of current Reduction of 50% effective on the
value of production first day of the implementation
period. Additional reduction if
necessary to satisfy the OTDS
binding in any given year during
the implementation period
Blue box Counter-cyclical payments based Capped at 2.5% of the average

on fixed and unchanging areas and
yields, and 85% of fixed and
unchanging base production
would qualify

value of production for 1995-2000
from the first day of the
implementation period

As indicated by Table 4.3 the U.S. base OTDS, from which reductions would
be measured, would be $48.2 billion. The final bound OTDS would be roughly
$14.5 billion. The total AMS limit would fall from $19.1 billion to $7.6 billion.
The United States would have a maximum blue-box entitlement of roughly
$4.9 billion. There would be a base value of $800 million for the AMS for
cotton.

The quantitative implications of the proposals for the EU are summarised in
Table 4.4. The base OTDS from which reductions would be measured would be
€119.1 billion (for the EU27) and the final bound OTDS would be €23.8 billion.
The AMS limit would be reduced from the current level of €72.2 billion to
€21.7 billion (again for the EU27), given reasonable assumptions about how
the 12 new members that have joined the EU since the inception of the WTO
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Table 4.1: Continued.

Item Initial values Reduction

Product- (110)/(120)% of amounts derived Scheduled limit can be increased
specific from applying proportionately with corresponding decrease in
blue box legislated maximum permissible product-specific AMS (two-to-one)

expenditure under 2002 Farm Act  ratio for cotton. Limit can be
to 2.5% average value of domestic  increased during the
production for 1995-2000; values implementation period subject to

as specified in the modalities overall blue-box limit being
respected
Additional AMS reduction of 82.22% over two
cotton years. Product-specific blue-box
provisions limit to be one-third of that

otherwise applicable

aQualifications apply if product-specific AMS amounts above de minimis levels have been introduced
since the base period (paragraph 24) or the product-specific AMS was below the de minimis level
during each year of the base period (paragraph 25). In the former case, an average of the two most
recent notified AMS values can be used as the base; in the latter case, the de minimis level for the
base period may be used.

Source: authors’ summary based on WTO (2008).

would affect the total reduction obligation.> However, the size of the cut could
lead to contention. If the pre-membership statuses of these new members
were considered relative to the draft modalities, they would be placed in the
lowest category of AMS countries, and thus would only be obliged to cut their
final bound total AMS by 45%. An aggregation of those amounts would give a
higher final bound total AMS than reported in the table.® This would imply a
slightly smaller cut for the EU27 than the full 70%.”

SMost of the 12 new members that have joined the EU since 1995 have themselves
notified support under the URAA. Ten new members joined the EU in May 2004 (Czech
Republic, Estonia, Cyprus, Latvia, Lithuania, Hungary, Malta, Poland, Slovenia and Slovakia).
Romania and Bulgaria joined in 2007. Of these 12 new members, 4 countries (Estonia,
Lithuania, Malta and Romania) have bound AMS ceilings at zero (Butault and Bureau 2006).
Poland, Hungary and the Czech Republic have significant AMS ceilings. Hungary is expected
to be able to modify its own AMS ceiling in order to account for inflation before that amount
is added to the EU limit. The choice of exchange rate for countries whose notifications are
not in euros could also affect the final figure.

6 A similar qualification should be made in the case of the base OTDS, as the final bound
total AMS is a component of that base level. If the base OTDS for the EU27 was calculated
from the aggregate of the EU15 and the base OTDS for each of the 12 new members, a
slightly different figure would result.

"The agreement on a higher reduction on the product-specific AMS for cotton, which
would result in a cut of 84% based on a general AMS cut of 70%, would marginally increase
the average AMS cut.
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Table 4.2: Main domestic support provisions of the revised draft modalities (6 Decem-
ber 2008) as applied to the EU.

Item Initial values Reduction

OTDS Base OTDS = final bound total Base level reduction of 80%.
AMS + 10% of the value of Immediate reduction of one-third
production in the base period at beginning of implementation
(1995-2000) + average blue-box period: remaining reductions in
payments in base period? five equal steps

Total AMS Base level is final bound total AMS Base level reduction of 70%.

(from Uruguay Round schedules) Immediate reduction of 25% at
beginning of implementation
period: remaining reductions in
equal steps over five years

Product- Base level is average of 1995-2000 Base period levels not to be

specific exceeded?

AMS

De minimis Base level is 5% of value of Reduction of 50% from the start of
production for the implementation period

non-product-specific support and
5% of the value of production of
products that receive
product-specific support

Blue box Capped at 2.5% of value of
production in base period
(1995-2000) applied from start of
implementation period

Product- Product-specific caps at average
specific value in 1995-2000 period©
blue box

Cotton AMS Reduced by 84.29% in two years,

with a 25% reduction at the start of
the implementation period

aBlue-box payments exceeded 5% of value of production in base period. PQualifications apply where
product-specific AMS amounts above de minimis levels have been introduced since the base period
(paragraph 21) and where the product-specific AMS was below the de minimis level during each year
of the base period (paragraph 25). In the former case, the two most recent (notified) AMS levels may
be taken as the base: in the latter case, the de minimis level may be used. “Qualifications apply when
blue-box support was not provided for the whole of the base period (paragraph 41) and where there
is a corresponding one-for-one reduction in the AMS for a product (paragraph 43). In the first case
the EU can use the average of three years’ blue-box payments and for the second the ‘transferred’
support may exceed the blue-box limit for that product.

Source: authors’ summary based on WTO (2008).

The revised draft modalities document is also specific with regard to the
timeframe for the implementation of the new disciplines, although obviously
the date at which the implementation would start is still uncertain. The
analysis assumed implementation starting in 2011. The (crop, budget or
calendar) year starting in 2011 would therefore be the ‘first year’ of the
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Table 4.3: Calculation of OTDS, total AMS and total blue-box commitments for the
United States.

URAA final bound total AMS ($ million) 19,103.3
Value of production (average 1995-2000) $ million 194,139.3
10% value of production (average 1995-2000) ($ million) 19,413.9
5% value of production (average 1995-2000) ($ million) 9,707.0
Base OTDS ($ million) 48,224.2
OTDS: 70% reduction ($ million) 14,467.3
DDA final bound total AMS: 60% reduction $ million 7,641.3
AMS/production 1995-2000 (%)? 5.4
Total blue box 2.5% value of production: 1995-2000 ($ million) 4,853.5
Base AMS for cotton ($ million) 800.5
Cotton AMS reduction: with 60% total AMS reduction (%)P 82.2

aTest for the application of paragraph 15 is less than 40%; additional effort does not apply.
b Application of the cotton reduction formula paragraph 55.

Source: authors’ calculations based on WTO notifications.

Table 4.4: Calculation of OTDS, total AMS and total blue-box commitments for the
EU27.

URAA final bound total AMS (€ million) for EU27 72,224
Value of production (€ million) for EU27 259,269
10% value of production: 1995-2000 (€ million) 25,927
5% value of production: 1995-2000 (€ million) 12,963
Blue box (in excess of 5% value of production)? 20,888
Base OTDS EU15 119,059
OTDS: 80% reduction (€ million) 23,812
DDA final bound total AMS: 70% reduction (€ million) 21,673
AMS/production 1995-2000 (%)P 18.7
Total blue box

2.5% value of production: 1995-2000 (€ million) 6,482
Average blue box relative to base OTDS (%)¢ 30.1
Cotton

Base AMS for cotton (€ million) 753
Cotton AMS reduction: assuming 70% total AMS reduction (%)d 84.3

aTest for paragraph 1 condition, picks up blue box when above 5% of production value. P Test for appli-
cation of paragraph 15, less than 40%, additional effort does not apply. Test for paragraph 39: less
than 40% so no phased reduction allowed. Application of cotton reduction formula, paragraph 55
for AMS.

Source: authors’ calculations based on WTO (2008) and WTO notifications.

agreement. The fifth year of the agreement would be 2015 and by that time
the cuts would have to be fully implemented. This proposed phase-in is shown
in Table 4.5 for the United States and in Table 4.6 for the EU.
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For both the United States and the EU, the OTDS limit would be cut by
more than half by the end of the second year of the agreement, and by three-
quarters in year four, if the higher reduction percentages are applied. The
AMS limit would be cut in half by year three.

In addition to the constraints on total AMS and blue-box support, as noted
above, the revised draft modalities document also proposes restrictions on
product-specific AMS and blue-box amounts. These constraints might well
be binding in specific instances. The revised draft suggests caps on product-
specific AMS payments at the 1995-2000 levels. The methods used to calculate
these caps differ for the United States and EU.

For the United States, the proposed starting point is the application of
product-specific AMS averages for 1995-2004 to the notified total product-
specific average for 1995-2000 (paragraph 23 of the draft modalities). The
product-specific AMS limits are imposed in full on the first day of the
implementation period, except when the product-specific AMS in the two
most recent notified years (currently 2007-8) is higher (paragraph 24). In that
case the limits are implemented with reductions in three equal installments,
with the starting point being the lower of the two-year average or 130% of
the average calculated as above. There are specific qualifications for cases
in which product-specific AMS amounts in excess of de minimis levels have
applied since the base period (1995-2004 for the United States). In that
case, the 2006-7 average can be used as a base (paragraph 25). In addition,
if support for a commodity was below de minimis throughout the period
1995-2000, the de minimis value for that period can be used (paragraph 26).
These rather complex conditions are highly significant for the United States.
Table 4.7 provides estimates of the product-specific AMS limits derived from
applying the rules. The first column indicates which of the relevant conditions
applies to each commodity.8

Overall, the application of the new rules preserves a considerable amount
of ‘policy space’ by setting product-specific AMS limits at historical levels
for virtually all important and minor U.S. agricultural commodities, even if
notified support for some of these has been very small. There are only two
commodities for which support has been notified by the United States that
would not be eligible for AMS payments. One of these is avocados, for which
a small amount of trade-adjustment assistance was notified to the WTO in
2005, but this does not qualify as establishing an AMS base. The commodity
aggregate of beef, cattle and sheep, for which a modest amount of support
was notified in 2006, also does not qualify, but support has been notified

81n deriving some of these estimates it was necessary to supplement the information
given in WTO notifications by other data, particularly on production values. The lack of
data in a few cases required that assumptions be employed. As a result, the numbers in
Table 4.7 should be viewed as estimates.
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separately for each of the commodities that compose the aggregate, so a zero
cap does not seem to be particularly significant.

As indicated by the final column of the table, the actual notified AMS in
2008 (the last year for which notifications had been provided by the United
States at the time of writing) exceeded the year-three bindings for only three
commodities (cotton, dairy and sugar). That year was one of particularly
high prices for many commodities and the level of support was low in most
cases. If prices were to decline to levels seen during the commodity slump of
1999-2001, for example, the product-specific limits could prove to be highly
significant, particularly for politically important commodities such as corn.

The situation for cotton is especially noteworthy. If the conditions in the
modalities were implemented, the cap applying to that commodity would
be substantially reduced. A base value that would otherwise be roughly
$1.5 billion is cut to $600 million in the first year of the implementation
period, and to a final bound value of just under $143 million by the second
year. That figure may be compared with an actual notified AMS for cotton of
over $1.1 billion in 2008.

One interesting aspect of product-specific caps is that, if the methodology
specified in the modalities is applied strictly, some commodities could be
covered by more than one AMS limit. One important case concerns subsidy
limits on livestock and on cattle and calves. The United States has notified
payments on both of these product categories in the past (as well as in the
beef, cattle and sheep category already discussed), so there may be some
flexibility in future notification decisions.? A second case concerns support
for ‘orchards and vineyards’ and its relationship to support for individual
commodities, such as apples and grapes, which have also been notified
separately.

The potential for ambiguity arises because of variations in the structure of
notifications from year to year. It may have been difficult to apportion the
support provided to a category of products (such as orchard and vineyard
crops) to individual products in a particular year, even though notifications
had been provided for those products in other years. However, the fact that
commodity definitions have not been applied in a consistent manner in the
notifications (presumably this was not challenged by other countries) and
the tendency for support programmes to change over time appears to have
opened up the possibility for the United States to create some additional
‘policy space’ in the AMS caps.

91t is not entirely apparent what payments were included in the ‘livestock’ category. The
historical value of production data from the National Agricultural Statistics Service does
not precisely match the value of production data for the livestock category notified to the
WTO, although data for cattle and calves (which has also been notified, though with zero
support values) from the two sources are of a similar magnitude.
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Table 4.7: Product-specific AMS limits: United States ($ million).

No blue-box trade-off Notified
- A AMS
Paragraphs Base Year1  Year?2 Year 3 2008

Apples 25 76.6 76.6 76.6 76.6 0.0
Apricots 25 1.8 1.8 1.8 1.8 0.0
Avocados N/A 0.0 0.0 0.0 0.0 0.0
Barley 23,26 27.4 27.4 27.4 27.4 0.0
Beef, cattle N/A 0.0 0.0 0.0 0.0 0.0
and sheep

Beef and veal 25 1,254.8 1,254.8 1,254.8 1,254.8 0.0
Blueberries, 25 1.8 1.8 1.8 1.8 0.0
wild

Cattle and 25 1,255.4 1,255.4 1,2554 11,2554 0.0
calves

Chickpeas 24 0.2 0.2 0.2 0.2 0.0
Corn 23,26 1,106.4 1,106.4 1,106.4 1,106.4 0.0
Cotton 23,26 1,136.1 600.4 142.5 142.5 1,130.0
Cranberries 25 10.7 10.7 10.7 10.7 0.0
Dairy 23,26 5,030.3 4,947.2 4,864.0 4,780.9 3,973.0
Dry peas 24 34.8 34.8 34.8 34.8 0.0
Grapes 25 131.2 131.2 131.2 131.2 0.0
Hogs and pigs 25 512.8 512.8 512.8 512.8 0.0
Honey 23 2.9 2.9 2.9 2.9 0.0
Lentils 24 6.1 6.1 6.1 6.1 0.0
Livestock 25 1,255.4 1,255.4 11,2554 1,255.4 0.0
Lychee 25 0.2 0.2 0.2 0.2 0.0
Minor oilseeds

Canola 23 15.1 15.1 15.1 15.1 0.0
Crambe 24 0.0 0.0 0.0 0.0 0.0
Flaxseed 24 0.0 0.0 0.0 0.0 0.0
Mustard seed 23 0.1 0.1 0.1 0.1 0.0
Rapeseed 23 0.0 0.0 0.0 0.0 0.0
Safflower 23 0.5 0.5 0.5 0.5 0.0
Sesame 23 0.0 0.0 0.0 0.0 0.0
Sunflower 23 35.5 35.5 35.5 35.5 0.0

Table 4.8 shows the implications of product-specific limits on the AMS for
the EU for 23 commodities where the base AMS was above €200 million. The
requirement that the 1995-2000 base period values should not be exceeded
clearly puts constraints on policy change. The table shows these constraints
relative to the 2007-8 notified levels (the most recent notification from
January 2011). The most recent notification does not exceed the proposed
base for any of the 23 products. For the significant items, the level of AMS
has been reduced by policy changes, including reforms in the sugar and
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Table 4.7: Continued.

No blue-box trade-off Notified
- AMS
Paragraphs Base  Yearl Year 2 Year 3 2008

Mohair 23 3.1 3.1 3.1 3.1 1.1
Oats 23 9.4 9.4 9.4 9.4 0.0
Olives 25 2.9 2.9 2.9 2.9 0.0
Onions 25 35.1 35.1 35.1 35.1 0.0
Orchards and 25 798.2 798.2 798.2 798.2 0.0
vineyards
Peaches 25 22.0 22.0 22.0 22.0 0.0
Peanuts 23 249.2 249.2 249.2 249.2 0.0
Pears 25 14.0 14.0 14.0 14.0 0.0
Pecan trees 25 11.7 11.7 11.7 11.7 0.0
Potatoes 25 133.4 133.4 133.4 133.4 0.0
Rice 23 313.7 313.7 313.7 313.7 0.0
Rye 25 1.4 1.4 1.4 1.4 0.0
Sheep and 24 7.0 7.0 7.0 7.0 0.0
lamb
Sorghum 23,26 42.6 42.6 42.6 42.6 0.0
Soybeans 23 1,123.7 1,123.7 1,123.7 1,123.7 0.0
Sugar 23,26 1,257.8 1,213.9 1,169.9 1,126.0  1,146.0
Tobacco 23 142.9 142.9 142.9 142.9 0.0
Tomatoes 25 86.2 86.2 86.2 86.2 0.0
Wheat 23 231.4 231.4 231.4 231.4 0.0
Wool 23 10.1 10.1 10.1 10.1 4.9
Total product- 16,392.3 15,729.5 15,144.5 15,0174 6,254.9
specific AMS

The effective binding for cotton is implied by the special reduction provisions.
Source: authors’ calculations based on U.S. notifications.

dairy regimes and, most significantly, changes in the policies for fruits and
vegetables. The reform of fresh fruit and vegetables markets is reflected in
the latest notification by the replacement of an equivalent measurement of
support based on an applied administered price by the payments to producer
organisations for market management. The market regime for processed
fruits and vegetables has also been reformed, although some continuing price
support is notified for processing plums, figs and potatoes. The implication
is that the product-specific AMS constraint is unlikely to be binding for any
products in the EU.

Blue-box limits at the product-specific level are also likely to have a rather
different impact on the EU and the United States. As noted earlier, the
proposed approach to deriving these allowable blue-box levels differs between
the United States and the EU. The U.S. limits are based on the maximum
potential expenditure (‘legislated maximum payments’) on CCPs under the
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Table 4.8: Product-specific AMS (and equivalent measure of support) limits, selected
commodities: EU (€ million).

Average Notified
AMS AMS
1995-2000 2007-8

Common wheat 2,783.6 1,648
Barley 2,509.1 1,948
Maize 904.9 0
Rye 297.3 0
Rice 463.7 0
White sugar 5,852.0 3,550
Skimmed milk powder 1,561.5 976
Butter 4,287.6 2,742
Beef 13,154.8 0
Dried fodder 304.7 0
Olive oil 1,909.9 0
Tobacco 962.4 386
Bananas 226.0 0
Apples 2,155.0 0
Pears 622.2 0
Peaches/nectarines 439.5 0
Table grapes 247.1 0
Lemons 359.2 0
Oranges 389.5 0
Cucumbers 567.7 0
Tomatoes 3,146.4 0
Cotton 752.7 0
Tomatoes for processing 340.5 230
Other products 3,588.4 872

Total product-specific AMS 47,825.5 12,353

Source: authors’ calculations based on EU notifications.

2002 Farm Act. The draft modalities include a year-by-year calculation of these
amounts and the average for 2002-7 (see Table 4.9).1° The summary table in
the WTO draft modalities paper does not take into account the additional
restriction on blue-box cotton payments. The numbers in Table 4.9 reflect
that restriction.

The lower total of the blue-box cap (using 110% of the amount calculated
from the application of the proportional maximum CCPs to 2.5% of the value
of production) would permit expenditure on CCPs equivalent to roughly 61%

10The calculations exclude some minor oilseeds (such as canola and sunflower) that
were also eligible for such payments. However, these only accounted for roughly 0.2% of
the legislated maximum payments for 2002-7. It is unclear whether the numbers in the
draft modalities will be the ones that would be finally adopted, but if so it would appear
that CCPs provided for minor oilseeds would have to be notified as non-product-specific
AMS, as in earlier notifications.
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Table 4.9: Product-specific blue-box limits under two options: United States ($ million).

110% 120%

Barley 32.0 34.9
Corn 2,359.8 2,574.3
Cotton 336.3 366.9
Oats 5.3 5.8
Peanuts 149.5 163.1
Rice 234.9 256.3

Sorghum 106.8 116.5
Soybeans 400.4 436.8
Wheat 1,041.1 1,135.7

Total 4,666.1  5,090.3

The figures for cotton are adjusted values implied by paragraph 55, rather than the unadjusted figures
in the revised draft modalities.

Source: WTO (2008) and authors’ calculations.

of the legislated maximum under the 2002 Farm Act. The higher limit (120%)
would allow 66% of the legislated maximum to be made. The maximum
permitted expenditure under the blue box would be $4,835 million (see
Table 4.3). This implies that it would only be possible to use the full ‘allowance’
provided by the individual blue-box caps under the lower binding (110%). If
the binding were at 120% of the calculated amount, the absolute limit on
blue-box spending would, in effect, further constrain blue-box expenditures
on individual commodities.

Product-specific blue-box limits for the EU are grouped by programmes that
are broadly linked to individual products, but with less precision than for
the AMS. Table 4.10 shows the relationship between the blue-box limit (the
average for 1995-2000) and the notification for 2007-8. Blue-box spending
declined significantly between the base period and the latest notification,
leading to the conclusion that the introduction of product-specific constraints
will not be onerous. The average level of blue-box payments in the base period
was €20.9 billion, while the 2007-8 notification identified €5.2 billion under
blue-box programmes. The effect of the 2003 reforms (the introduction of
the single farm payment system) has been to transfer much of the spending
previously classified as blue to the green box.

Despite this, product-specific blue-box constraints will serve to ‘lock in’
Common Agricultural Policy (CAP) reforms. Although total blue-box spending
is falling, the product-specific limits mean that subsidies under individual
programmes cannot be increased to make use of the ‘slack’. Moreover, for any
payments that are currently tied to fixed yields, area and heads of livestock,
the restriction implies that there is no possibility of a re-basing that would
violate the limits.
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Table 4.10: Product-specific blue-box limits: EU (€ million).

Notified
Average blue box
1995-2000  2007-8

Payments: fixed area and yields

Maize payments 1,206 0
Other cereals 9,404 0
Oilseeds payments 2,126 0
Pulses payments 548 0
Flaxseeds payments 147 0
Set-aside compensation 1,640 0
Durum supplements 1,020 127
Voluntary set-aside payments 0 0
Silage payments 10 0
Rice payments 60 169
Total crop payments 16,161 2,891
Livestock payments: fixed number of heads

Suckler cow premium 1,876 1,244
Special beef and veal premium 1,352 111
Slaughter premium 494 348
Beef supplemental payments 25 0
De-seasonalisation premium 22 0
Ewe and goat premium 1,370 404
Total livestock payments 4,727 2,275
Total blue (notified) 20,888 5,166

Source: authors’ calculations based on EU notifications.

The draft modalities include a provision that allows countries to shift
allowable support from the AMS (thereby lowering the product-specific AMS
binding) to the blue box (and, hence, increasing allowable blue-box subsidies).
The notion is that a shift such as this would be help to reduce the most trade-
distorting types of support; without this provision, countries may not have
the ability to switch support from the AMS to the blue box.

This is particularly important for the United States, where the new definition
of the blue box allows for the notification of CCPs in that category. Table 4.11
analyses the feasibility of reallocating U.S. support in order to increase the
product-specific bindings for each commodity to the legislated maximum
for payments under the 2002 Farm Act. The calculations show that this
type of box-shifting could allow payments to be increased to legal limits
for all commodities except cotton and wheat. For those commodities the
AMS binding is too low to achieve the desired result. However, it should
be borne in mind that the sum of the individual product bindings is only
below the total blue-box cap under the 110% figure. That yields a total of
$4,666 million in potential blue-box payments, compared with a total blue-
box cap of $4,835. Consequently, there is only limited scope for box-shifting
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for individual commodities if the United States is to remain within its overall
blue-box constraint.

Despite this, the switch from AMS to blue-box payments might be possible
for the politically important crop of cotton. Suppose, for example, that the
United States could allocate all of its available blue box (under the 110%
condition) to cotton. If that were possible, the blue-box binding would rise by
46% (from $336 million to $505 million). That would require a $338 million
reduction in the cotton AMS. However, if the reduction had to be applied to
the final cotton AMS of $143 million (Table 4.3), this would not be feasible.
The maximum increase possible in the blue-box limit would be roughly
$72 million ($143 million/2). If, on the other hand, the United States chose
to increase the blue-box limit on wheat (the other commodity for which it
is not possible to achieve the full increase to the legislated maximum), a
maximum of $231 million could be shifted from the AMS to the blue-box
cap. That would vyield a cap of roughly $1,272 million, or roughly 90% of the
legislated maximum expenditure on CCPs.

For the EU, with the general movement of subsidies from the AMS to the
blue box in the 1990s and, more recently, a shift from blue- to green-box
payments, the ability to transfer eligible subsidies from the AMS to the blue
box is unlikely to be of any practical importance. However, there could be
some individual products for which such flexibility could be useful.

2 RECENT NOTIFICATIONS OF DOMESTIC SUPPORT

To put the significance of the new disciplines on domestic support into
perspective, it is necessary to consider recent levels of support notified to the
WTO by the United States and the EU. To do this we use the actual notifications
for the United States up to and including 2008 and the official notifications
by the EU up to and including the 2007-8 marketing year.

The U.S. and EU notifications on domestic support indicate the changing
balance between the boxes. Figures 4.1 and 4.2 show the composition of
support since 1995. The first year of the U.S. notifications covered the last
year of the 1990 Farm Act. The United States still had deficiency payments
with acreage idling provisions, and this is reflected in the blue-box component
of the notification. Crop prices were relatively high and so the notified total
AMS and de minimis were both small. With the passage of the 1996 Farm Act,
direct income support payments were introduced to replace the deficiency
payments; the direct payments were notified in the green box. Support from
the AMS remained low until crop prices started to deteriorate in 1998. From
that time until the passage of the 2002 Act, production-linked ‘emergency’
payments were authorised that increased AMS support and its share of total
support. During the life of the 2002 Act, AMS support has generally remained
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