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Foreword

The Danish government launched in 2000 a research project with the objective of closely
surveying, analysing, and discussing the economic effects of EU and US agricultura poli-
cies on developing countries. The project will consider both existing domestic policies in
the EU and likely scenarios of policy reforms as part of the upcoming trade negotiations.
Traditional trade issues as well as other trade related issues concerning agricultural and
food policy are also to be addressed. Furthermore, it is the aim to develop an economic and
guantitative ‘tool box’ with which it is possible to quickly shed light on actual negotiation
positions and compromise proposals throughout the round.

The research project is conducted by the Agricultural Policy Research Division in collabo-
ration with the International Food Policy Research Institute (IFPRI) in Washington DC that
will take charge of parallel studies of agricultural policies of the US and developing coun-
tries.

As part of the output from the programme, a number of issue papers will be produced. The
issue papers will serve the purpose of clearly identifying the specific interests and problems
of developing countries in relation to the Millennium Round of Trade Negotiations in the
WTO. In particular, interest in a number of developing countries has focused on issues re-
lated to experience with implementation of the previous Uruguay Round agreement on agri-
culture and hence an ‘unfinished agenda’ .

This report focuses on the European Union’s agricultural and trade policies, and the impacts
of the CAP on the trade with developing countries. In this connection the experiences
gained from implementing the Uruguay Round Agreement and the unfinished agenda and
policy issues related to adjustment of the CAP are discussed, and the perspectives for fur-
ther reforms of the CAP are evaluated in the light of pressures arising from the new round
of negotiationsin WTO and the prospective enlargement of the EU.

The report is written by Aage Walter-Jargensen, who has been assisted by Trine Vig Jensen
in the collection of data and statistical analyses. Research Director Sgren E. Frandsen, Agri-
cultural Policy Research Division, has acted as sparring partner and edited the report.

The authors wish to thank Sherman Robinson and Eugenio Diaz-Bonilla, IFPRI, Washing-
ton DC, and the Advisory Group for the WTO Research Project, for comments on an earlier
draft of the report.

Danish Institute of Agricultural and Fisheries Economics, May 2001.
Ole P. Kristensen

Available at: http://projectweb.s/fi.dk/project.asp? (look for publications/reports).






Executive summary

The Uruguay Round Agreement on Agriculture (URAA) was seen as afirst step towards a
progressive reduction in tariffs and other trade barriers and elimination of discriminatory
treatment of trade in international markets for agricultural products. However, alarge unfin-
ished agenda remains. Barriers to trade in agricultural markets are still high in many coun-
tries, notably in high-income countries. From the developing countries point of view it is
therefore important that the international trade negotiations continue with a close focus on
the problems of developing countries.

The new round of trade negotiation follows the line of policy established in the URAA, giv-
ing emphasis to reduction of trade barriers, restrictions of export subsidies, and reduction of
domestic support. In addition, the so-called “new-trade-agenda’, covering non-trade con-
cerns such as environmental considerations, product standards, competition laws, etc., has
become an important issue in the negotiations. Some Members are strongly in favour of
including the multifunctional role of agricultural in the negotiations, whereas others have
expressed scepticism with regard to such an approach, emphasizing that attention should
focus on the trade-impeding effects of such policies as they can effectively distort domestic
and world markets, even if applied on a non-discriminatory basis.

Country positionsin the negotiations

The new agenda has a sharp focus on export support as a trade distorting measure. Member
States generally agree that such support should gradually be phased out. Some developing
countries take a very strong stand on this. The EU is stressing the need for treating all
measures of export promotion equally, whereas the US proposes to put an end to the use of
government funds for such purposes, and eliminate state trading.

The positions of Member countries are more divergent when it comes to market access
where conflicts of interests among high-income countries as well as between developed and
developing countries come into play. Most developing countries are strongly in favour of
reducing import tariffs in the developed countries in order to allow for a more fair trade
with the developing world, while advocating differential treatment applied to developing
countries. Although in favour of a progressive reduction of trade barriers, the EU and the
US take opposite positions as to the speed and the conditions for such reduction. The EU
argues that “soft” issues such as product quality and product origin should be considered
whereas the US goes for a straight liberalisation of trade.
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Domestic support is becoming a central issue in the negotiations focusing on “blue box”
and “green box” measures, both being under attack from developing countries for not being
production neutral. Because of the cost to the public, many developing countries consider
domestic support to be out of reach. High-income member countries are divided on thisis
sue, with net-food importing countries being in favour of domestic support for agriculture,
and net-exporting countries emphasizing the importance of non-trade-distorting support
measures. The US has proposed to bring domestic support into two groups. minimal trade
distorting exempt support for which reduction is not required and trade distorting non-
exempt support being committed to reduction and to which the “blue-box” measures could
be assigned. The proposal is received with reservation by, among others, the EU who criti-
cises the proposal for placing the main burden of adjustment on those countries having
higher trade barriers than the US.

Developed countries in general are committed to special and differential treatment of devel-
oping countries. The US recommends that special consideration be given to the least-
developed countries when reducing tariffs and that support measures necessary for the de-
velopment of these countries should be exempted from reductions. The EU emphasi zes that
the most developed among the developing countries should participate in this process by
providing access for imports from the least-devel oped countries.

Food security is an important issue for many developing countries who argue that they
should be allowed to support their domestic agriculture for that purpose. Some high-income
net-food importing countries being in favour of supporting their own agriculture have ex-
pressed their support for such policy. The US recommends that food security be tackled by
improving the functioning of markets and by international food aid and credit programmes.
The EU advocates that food aid should be given in full grant form and in ways that do not
damage local production.

Tariff Rate Quotas

As part of the URAA, Member countries are permitted to use import quotas (Tariff Rate
Quotas). The purpose of introducing Tariff Rate Quotas (TRQs) was to exert pressure on
Members to expand imports of agricultural products by giving market access for limited
guantities at preferential terms. Originally it was intended that the exporting country should
get the benefit (quota rent) from imports at preferential terms, however, depending on who
get the right to import (holders of import licences), the benefit may fall on importersin the
importing country or exporters in the exporting country. Furthermore, for reasons described
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in the report, the TRQ system appears not aways to have been successful in providing the
expected market access.

The analysis reveals that the preferential import quotas have not been fully utilised for sev-
era products. In the EU, for example, the fill rate has been highest for sugar, dairy prod-
ucts, and meat of bovine animals, whereas it has been low for pork and poultry and for a
number of vegetable products. It has been claimed that low fill rates may be due to abuse of
the system, but a low fill rate could also be the result of sound economic reasoning. The fill
rate is a function of the quota rent and, hence, the difference between over-quota and in-
quota tariffs. In-quota tariffs have not been reduced, and the difference between over- and
In-quota tariffs might therefore have been too small to cover the extra (administrative) cost
associated with in-quota imports. This also explains why there may be a substantial over-
guotaimport without the in-quota being filled.

The US and the EU are both in favour of applying TRQs as the main instrument for reduc-
tion of tariffs. However, taking into account the uncertainty about who gets the benefit from
the system, the lack of transparency, and the amount of resources spend on administrating
the system, the TRQ system may be questioned in regard of its efficiency in providing bet-
ter market access for exports from developing countries. Some developing countries hold
the view that the TRQ system ought to be demolished, abolishing the room for strategic
play concerning the distribution of quota, etc.

Adjustments of the EU Common Agricultural Policy

With an eye to longer-term developments and the continuation of the trade negotiations in
WTO, the EU in 1999 agreed on a new agricultural strategy comprising a coherent policy
framework for agriculture and regional development (Agenda 2000 reform). The reform is
aimed at ensuring competitiveness of EU agriculture on both domestic and internal markets,
upgrading of rural development as a pillar in the CAP; and division of functions between
the Commission and the Member State concerning direct payments to farmers and rural de-
velopment measures.

As part of the reform, the EU has established a new rural development policy, aiming at a
sustainable and integrated development in rural areas. The instruments applied for this pur-
pose include among others support for investment in agriculture, improvement of process-
ing and marketing channels, promotion of a sustainable agricultural land use, investment in
forests, the promotion of early retirement schemes for farmers, vocational training, and
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support for the protection of the environment. Some of these instruments have only a minor
impact on production and management decisions, whereas others provide incentives for
increasing production. Nevertheless, the instruments are intented for the WTO “green box”,
covering domestic policy measures exempted from reduction commitments. So far, the EU
has notified domestic support in the WTO up to the end of 1998, meaning that the Agenda
2000 reform measures are still awaiting approva by the WTO system.

As for market policies of the CAP, the Agenda 2000 reform follows the principle laid down
in the McSharry reform. The reform involved reduction of price guarantees for a number of
agricultural products and introduction of direct support linked to land use or to heads of
animals as income compensation to farmers, a principle which has become a guideline for
changes in the CAP. The conversion of price support to income support took place after the
base period (1986-88), but before the implementation of the URAA, and is therefore not
reflected in the base tariffs. The compensatory payments were placed in the WTO “blue
box”, which includes specific measures that are exempted from reduction.

The introduction of acreage and headage support was a compromise between the EU and
the US in the Uruguay Round negotiations alowing the two members to continue support
for their agriculture. The conversion of price support to income support is reflected in a de-
clining share of market price support in total support for EU agriculture but, taking com-
pensatory payments and other forms of support into account, the overall level of support is
today higher than before the implementation of the URAA. Since the compensatory pay-
ments are not production independent, omission of this kind of support from reduction
commitments in the URAA is felt as an obstacle to the provision of a more fair market ac-
cess by developing countries.

EU imports of agricultural products from developing countries tend to be concentrated on
products like fruits & vegetables, oil seeds, and vegetable oils & fats that are subject to rela-
tively low or no border protection. Nursery plants & flowers, coffee, tea, and spices are
other important items that also benefit from relatively low levels of border protection in the
EU. Beef & veal, and dairy products, on the other hand, are subject to high protection lev-
els, but imports of these products come for a large part from high-income countries or from
middle-income developing countries often on preferential terms. Sugar and rice being sub-
ject to very high protection are imported from a number of developing countries mainly on
preferential terms.

The crucia question is whether developing countries actually will be capable of exhausting
the benefit from improved market access. As many developing countries already benefit
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from preferential trade agreements with the EU, a general reduction of trade barriersin the
EU might result in stronger competition from other exporting countries. Comparative ad-
vantage by nature is important here, but equally important are the access to new technology
and management resources and the implementation of policies to help build up production
capacity in the developing countries.

The CAP under pressurefor further reforms

The EU is under pressure from various sources to reduce agricultural support. In the inter-
national trade negotiations in WTO, developing countries together with the US, and coun-
tries belonging to the CAIRNS groups, are arguing strongly for better market access and for
reduction of export support. The EU is even more isolated when it comes to reduction of
domestic support, where the EU is reluctant to commit itself to reductions, notably with
regard to the “blue box” measures. At the same time, the prospects for increasing budgetary
expenses in connection with enlargement of the EU with Central and Eastern European
Countries are exerting pressure internally in the EU for further reforms of the CAP.

Investigations of the costs of extending the CAP to the prospective new member of the EU
show that the level of CAP related expenditures (“blue box” measures) could increase by as
much as one-third, if the new Members of the EU were given privileges in line with old
Member countries. The costs would have to be borne by the old Member countries. Al-
though the costs may be considered tolerable to the present EU members, taking into ac-
count the benefit accruing to the new members, it is enhancing the pressure for further re-
forms of the CAP. Furthermore, it is a question whether enlargement of the EU with the
existing CAP is acceptable to the international community. Most of the new members are
also member of the WTO and have by their membership been committed not to increase the
level of support. As the new members in general provide less support for agriculture than
the EU, the EU will be under pressure for further reforms of the CAP before an enlargement
can be enforced.

Following the line of the Agenda 2000 reform, a relevant strategy might therefore be to re-
move price guarantees for highly protected lines of production in the EU (such as sugar,
dairy products, and beef), to adjust compensatory amounts (“blue box” measures), and sub-
sequently to reduce the support over a fixed period of time. Such a strategy would improve
the efficiency of the policy, make Tariff Rate Quotas abundant and ease the administrative
burdens to the benefit of consumers and producers in both developed and devel oping coun-
tries.
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1. Introduction

1.1 Background and delimitation

The specific problems and concerns of developing countries have become a central issuein
the new round of trade negotiations in the World Trade Organisation (WTQO). Whereas rela-
tively few developing countries were represented in the previous round of trade negotia-
tions, the number has increased rapidly after the establishment of the WTO in 1995. This
reflects a general trend towards closer international integration and also the fact that trade in
agricultural products was included in the Uruguay Round of negotiations much more exten-
sively than before. Agriculture plays a fundamentally important role in the economy of the
vast mgjority of developing countries. It is therefore crucia to these countries that they can
export their products without being met by trade barriers and unfair competition from sub-
sidised agricultural commodities produced in the richer countries.

The main focus of developing countries is on improving access to the agricultural markets
of developed countries where much of their key exports are currently met by high tariff bar-
riers, notably for temperate products for which their products can be a substitute. However,
developing countries are also concerned about the continued use of export subsidies and
domestic support measures in developed countries. Although the Uruguay Round Agree-
ment on Agriculture (URAA) has restricted the use of such support, it is still seen as being
unfair that developed countries are alowed to provide export subsidies and domestic sup-
port for agriculture at all. Such support enhances the competitive position of agriculture in
the rich countries and makes it even more difficult for farmers in poor countries to compete
on world markets or on their domestic markets.

As a mgor trading partner of the developing countries, the European Union (EU) is cen-
trally situated in this debate. The EU maintains high protection of its agricultural markets
and is also criticised for subsidising exports and providing high domestic support for agri-
culture. It is therefore important for governments of developing countries to understand the
functioning of the Common Agricultural Policy (CAP) of the EU and the possible impacts
on trade of changes in the policy. How does the CAP in its current form affect developing
countries' exports to the EU market? Will EU continue to subsidise exports of surplus pro-
duction that make it difficult for developing countries to compete on the world market?
What will the future domestic support regime look like? Will the measures be decoupled
from production, or will the EU continue to support farmers in a manner that distorts do-
mestic and international markets by providing production enhancing support? These are
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essential questions for governments of developing countries to address in order to find their
positions in the international trade negotiations.

Trade is, however, also affected by other factors. The EU has entered trade agreements with
a number of developing countries allowing for imports on preferential terms. The content
and implications of these agreements will be analysed and discussed in a separate report
from the institute but, where relevant, the issue will be discussed peripherally here. Fur-
thermore, trade in agricultural products is subject to a wide range of non-tariff measures
such as sanitary and phytosanitary regulations, quality standards, and labelling require-
ments. The economic and trade impact of such regulations are treated elsewhere in the
overall project and will not be discussed in this report.

Another key issue is the legitimacy of non-trade concerns in agriculture involving issues
such as environment protection, rural development, landscape amenities, and food security.
Developing countries are cautious about the introduction of such concerns in the negotia-
tions because it will be increasingly difficult to determine what are legitimate trade barriers,
and what are hidden protectionism. Furthermore, key non-trade concerns of developing
countries such as poverty alleviation, sustainable rural development, and food security, are
qualitatively quite different from those asserted by the richer countries. The multifunction-
ality of agriculture has been analysed (in Danish) in last year's report on the Economy of
Danish Agriculture (SJFI, 2000a) and will not be investigated further in this report. Finally,
the EU’s trade with developing countries is analysed in a separate working paper, the output
of which is part of the basic information for this report.

1.2 Objectives and content

It is the objective of this report to describe the EU’s Common Agricultural Policy, to dis-
cuss the possible development of the CAP in the light of the international trade negotiations
under the WTO, and to review the potential impact of such changes on trade with develop-
ing countries. This report provides information on the experience gained from implement-
ing the URAA and the “unfinished agenda” in order to set the scene for a discussion of the
problems of adjusting the CAP taking into account the pressure for changes arising from the
new trade negotiations in the WTO, and from the prospective enlargement of the EU. Fi-
nally, it isthe aim to stimulate a discussion of the prospects for improved market access and
afairer competition on world markets for developing countries agricultural exports with a
view towards clarifying the needs for further information and analyses of these issues.
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The report is organised as follows. Chapter 2 describes the current international framework
for trade. Trade with developing countries is an important issue in the international trade
negotiations in the WTO, and to understand the specific problems and challenges facing the
developing countries it is important to be acquainted with the positions and concerns of
both developed and developing countries. The chapter provides an overview of the so-
called “unfinished agenda’ following the URAA, and sets the stage for a discussion of ac-
tual and potential issues related to trade with developing countries. For that purpose, the
chapter provides information on the positions of the Member Countries relating to export
competition, market access, domestic support, and special and differential treatment of de-
veloping countries - the main issues of concern for the present analysis.

Having defined the international trade framework, Chapter 3 provides an overview of the
CAP in order to (@) to present an updated description of the CAP that can be used as back-
ground information in the discussion of matters related to trade with developing countries;
(b) to provide information on the functioning of the CAP to be used by researchers in the
project; and (c) to provide background information for an assessment of the CAP. The
chapter analyses in detail the functioning of Tariff Rate Quotas, the level of border protec-
tion for groups of products, the fill rate of import quotas, and the distributional impact of
different administration procedures. Finally the chapter provides a brief overview of the
structure of trade with developing countries, and the perspectives for enlargement of the EU
based on relevant literature. The latter is included as background for the assessment in
chapter 4 of the need for further reforms of the CAP.

Chapter 4 summarises the main findings and discusses the impact of the CAP as well as the
issues and problems involved in providing improved market access for developing coun-
tries exports to the EU. The need for further reforms of the CAP is discussed taking into
account the pressure for better market access in the international trade negotiations, and the
need for adjustment arising from the prospective enlargement of the EU. In this respect, the
analysis draws on a study of direct support to agriculture in the EU, the result of which will
be published in a separate publication from the project.
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2. Theinternational trade framework (WTO)

Members of GATT concluded the Uruguay Round of Trade Negotiations in 1994 including
for the first time domestic support policies in regard of agriculture. The previous rounds
were concentrated primarily on trade in industrial products where progress on trade liberali-
sation was achieved years before. At the same time, Members agreed to replace GATT by
the World Trade Organisation (WTO) that came into being in 1995. The WTO is a perma-
nent international organisation where agreements on trade rules are juridical binding for
Member States. In case of disagreements, the WTO has a dispute settlement procedure
which is binding for members.

With the establishment of the WTO, the former GATT Agreement was brought together
with two new agreements, the General Agreement of Trade in Service (GATS) and Agree-
ment on Trade-Related Aspects of Intellectual Property Rights (TRIPs). The main objective
of the WTO is to promote mutual trade arrangements aimed at a progressive and consider-
able reduction in tariffs and other trade barriers, and to eliminate discriminatory treatment
of trade in international markets,

At the conclusion of the GATT Agreement in 1994 relatively few Developing Countries
were represented in the organisation but, since the establishment of the WTO, the number
has increased rapidly. By the end of November 2000 about three-quarters of the 140 mem-
bers of WTO were developing countries or transition economies (WTO, 2000a). Trade with
developing countries is therefore more and more becoming subject to WTO regulations.

2.1 The Uruguay Round Agreement on Agriculture

The Uruguay Round negotiations resulted in three main agreements; the Agreement on Ag-
riculture (URAA); the Agreement on Sanitary and Phytosanitary Measures; and the Minis-
terial Decision concerning Least-Developed and Net Food-Importing Developing countries.
In the present context we are dealing only with the first agreement. The URAA committed
Members to reduce border protection and to lower export subsidies and domestic support
for agriculture. The commitments should be fully enforced by developed countries in 2000
and by developing countriesin 2004 at the latest (Box 1).

The URAA covers three main areas of concern to agricultural trade: markets access, export
competition, and domestic support. Market access has to do with import restrictions where
non-tariff barriers (variable levies, quantitative regulations, and other restrictions on im-
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ports) should be converted into tariffs and reduced by 36%. Existing tariffs should be re-
duced by the same percent. Developing countries are committed to reduce import tariffs by
24% relative to the support level in 1986-88, whereas |east-developed countries are free to
maintain import restrictions at the level in 1986-88. In addition Members are committed to
open for successive increases in imports of farm products on preferential terms to a level
corresponding to 5% of internal consumption in 2000.

Box 1
Uruguay Round Agreement on Agriculture (URAA)

1994

Market access:

- Non-tariff border measures are replaced by tariffs that provide substantially the same level of pro-
tection (“tariffication”). The tariffs, aswell as other tariffs on agricultural products, are reduced by
an average 36% in the case of developed countries and 24% for developing countries based on the
average tariff rates in 1986-88. Reductions are undertaken over six years in developed countries
(1995-2000) and over ten years in developing countries. Least-developed countries are not re-
quired to reduce their tariffs.

- Establishment of minimum access quotas (at reduced-tariff rates) where current assess is less than
3% of domestic consumption. Minimum access tariff quotas are expanded to 5% over the period
1995-2000. Special safeguard provisions will allow additional duties to be applied in case surging
imports are threatening domestic producers.

Export competition:

- The value of direct export subsidies are reduced to a level 36% below the 1986-88 base period
level over six years (1995-2000), and the quantity of subsidised exports by 21% during the same
period. For developing countries, the rates of reduction are two-thirds those of developed coun-
tries over ten years. No reduction is required for the least-devel oped countries.

- Where subsidised exports have increased since the 1986-90 base period, 1991-92 may be used as
the beginning point of reduction although the end-point remains the same.

Domestic support: (see also Box 2)
Domestic policies that have, at most, a minimal impact on trade (research, disease control, in-
vestment in infrastructure food security and others) are excluded from reduction commitments.

- Direct payments under production-limiting programmes and assistance to agricultural and rural
development in developing countries which make up only a low proportion of production (5% in
developed and 10% in developing countries) are excluded from reduction.

- Total domestic support provided on either a product-specific or non-product-specific basis that
does not qualify for exemption is reduced by 20% over the period 1995-2000. For developing
countries, the rate of reduction is 13.3%. L east-devel oped countries are exempted from reduction.

Source: WTO (2000g).
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Box 2
The URAA groupings of domestic support

Amber box: Domestic support to be reduced by 20% over a 6-year period (1995-2000)
- Product specific support (based on administrative prices, direct transfers etc.
- Non-product specific support (support for capital and factor use, insurance etc.)

Blue box: Domestic support for which reduction is not required
- Deficiency payment
- Acreage and headage support

Green box: Permitted domestic support (public support not involving transfers from consumers or price
support)
- Service and control, research, education, investments in infrastructure
- Storage for food security purposes
- Nationa food aid
- Production independent income support
- Compensation for crop failures
- Reduction of labour input and factor use (retirement programmes)

- Structural adjustment by way of investment support
- Support for environmental protection
- Support for regional development

Developing countries are given special and deferential treatment through policy exemptions and by lower
reduction commitments that are implemented over a longer period of time. “Least developed countries’ are
not required to commit to support reductions.

De minimisrule: Small level of support (less than 5 percent of the value of production in developed coun-
tries and 10 percent in other countries) do not have to be disciplined under the rules of URAA.

! According to the World Bank definition, Developing Countries are defined as countries belonging to low-
and middle-income economies, whereas the concept of Least Developed Countries is based on a multitude
of criteriaas defined by UNCTAD (see Walter-Jargensen and Jensen (2001).

Source: WTO (2000b) and USDA (1999).

Export competition covers export subsidies and other forms of export promotion. The value
of such support should be reduced by 36% and the quantity of supported exports by 21%,
relative to the respective levels of support in 1986-88. For developing countries, the com-
mitments are two-thirds of the reductions undertaken by developed countries. No reduction
Isrequired for least-developed countries.

Domestic support is divided into three groups (Box 2): General government expenditures on
programmes that have, at most, a minimal impact on trade (“green box” measures); Direct
compensation payments in connection with production-limiting programmes such as the EU
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acreage and headage payments (“blue box” measures); and Others (“amber box” measures)
for which total support should be reduced by 20%. For developing countries the rate of re-
duction is 13.3%. No reduction is required for |east-developed countries.

2.2 The measurement of support

The reduction of support builds on a common measure — The Aggregate Measure of Sup-
port (AMS) — which was established in connection with the URAA in order to identify the
level of support and the reduction commitments by Member states.

The most important type of support is price support that can be provided either through ad-
ministered prices (involving transfer from consumers) or through certain types of direct
payment from governments. Price support is measured as the gap between the applied ad-
ministered price and a specified fixed external reference price (“world market price”) mul-
tiplied by the quantity of production eligible to receive the administrative price as indicated
for wheat in Table 1. For each product, the implicit subsidy of price support measures is
added to other product-specific subsidies (exemplified in Table 1 by deficiency payment for
barley and fertiliser subsidy for oilseeds), and the total current AMS-commitment for reduc-
tion is calculated. Only support exceeding the de minimis level (5% of production value) is
included in the AMS.

In regard of market access, the total AMS-commitments for tariff reduction by developed
countries are indicated in Annex Table 1, showing that tropical products in general are sub-
ject to the highest tariff reductions. The figures cover all Members of WTO at the introduc-
tion of the URAA. Members must notify the WTO Committee on Agriculture on the pro-
gress of tariff reduction, the notification subsequently being subject to the approval by the
Committee. The EU has notified market price support to the end of 1999 (WTO, 2001c).

The total commitments for reduction in export support are shown in Annex Table 2. The
table provides information on expenditures on export support and subsidized quantities both
of which are subject to reduction. The figures relate to the initial phase of the URAA. The
EU has notified progress on reduction of export support in the WTO to the end of 1998
(WTO, 2001c).
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TABLE 1. AMS Calculations — Example

Product Unit Value
Wheat:

Intervention price for wheat US$/ton 255
Fixed external reference price (world market price) US$/ton 110
Value of domestic production (2 000 000 tons) 1000 US$ 510 000
AMS 1 (US$255 — US$110)* 2 000 000 tons 1000 US$ 290 000
De minimis level (5% of production value) 1000 US$ 25500
Barley:

Deficiency payments for barley 1000 US$ 3000
Value of barley production 1 000 US$ 100 000
AMS 2 (= deficiency payments) 1000 US$ 3000
De minimis level (5% of production value) 1000 US$ 5000
Oilseeds:

Deficiency payment for oilseeds 1000 US$ 13 000
Fertilizer subsidy 1000 US$ 1000
Value of oilseeds production 1000 US4 250 000
AMS 3 (= deficiency payments + fertilizer subsidy) 1 000 US$ 14 000
De minimis level (5% of production value) 1000 US$ 12 500
Non-product specific support:

Generally available interest rate subsidy 1 000 US$ 4000
Value of total agricultural production 1000 US$ 860 000
AMS 4 (= non-product specific support) 1000 US$ 4 000
De minimis level (5% of value of total agricultural production) 1000 US$ 43 000
Current Total AMS (AMS 1 + AMS 3) 1000 US$ 304 000

Source: WTO (2001a).

The development in domestic support in the EU is shown in Table 2, indicating the magni-
tude of “green box” and “blue box” measures together with the distribution of “amber box”
measures on different lines of productions in 1995 and 1996. The total commitment level is
presented at the bottom of the table indicating that the ceiling of “amber box” measures fell
from ECU78.67 hillion in 1995 to ECUG69.46 billion in 1999. The EU has notified domestic
support to the end of the marketing year 1998/99.

The utilisation of the “amber box” commitments by Member countries is shown in Annex
Table 3 for the years 1995 to 1998 based on WTO notifications of domestic support by
Members. The table indicates that some countries have considerable freedom to utilise pro-
duction-linked support whereas others are bound to restrict the use of such measures.
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TABLE 2. Aggregate Measure of Support, domestic support, EU, 1995-99, Million ECU

1995 1996 1997/98" 1998/99" 1999/00
Green box measures 18 779 22 139 18 167 19 168
Blue box measures 20 846 21521 20.443 20 504
Amber box measures:
Cereals 5919 6871 7 700 7 783
Sugar 8971 5896 5867 5811
Olive oil 1380 1873 2 268 1798
Dairy products 6 016 5870 5725 5718
Beef 13 962 13 787 13 525 13 375
Pork 18 - - -
Fruits and vegetables 11 100 10 826 10 036 7 423
Wine 1706 1937 1937 1828
Tobacco 1040 1 086 870 910
Others 3488 3332 2 266 2037
Total amber box 50 600 51 478 50 194 46 683
Total AMS commitments
level amber box 78 670 76 370 74 067 71 765 69 460

Note: Calculated as budgetary outlays and revenue foregone by governments or their agents at both the
national and sub-national levels.

! Source: WTO, Notification, G/AG/N/EEC/26, 21 June 2000, and G/AG/N/EEC/30, 22 March 2001.

Source: WTO (2000Kk).

2.3 Theunfinished agenda

The URAA was intended as a first step towards achieving a progressive and considerable
reduction in tariffs and other trade barriers and elimination of discriminatory treatment of
trade in international markets for agriculture. However, as the following analysis will re-
veal, alarge unfinished agenda remains. Hoekman & Anderson (1999) point to the fact that
the level of support for agriculture in high-income countries remains very high relative to
the barriers that are imposed on trade in other sectors. Conversely, farmers and rural com-
munities depending on agricultural production in developing countries are often subject to
much higher taxation and production disincentives than manufactures.

Developing countries have a keen interest in the outcome of the Millennium Round of
Trade Negotiations. One of the questions facing WTO members is whether the interests of
developing country exporters as a whole are better served through an extension of GATT
bound and protected, non-discriminatory, unconditional, access concessions or by an exten-
sion of preferential market access arrangements (WTO, 2000b). Krueger (1999) argues that
“- developing countries should seek across-the-board liberalization, rather than zero-for-
zero reductions that tend to favor the interest of developed countries and diminish the sup-
port for further cuts’. Governments of developing countries, on the other hand, are often in-
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clined to think that preferential market access provides the best security for their agricul-
ture.

It isimportant that also the developing countries participate in reduction of barriers to trade.
Binswanger & Lutz (1999, p. 13) hold the view that “- LDCs have to continue removing
domestic policy distortions across the board to reap the enormous benefits of reform”. The
argument is that distortions in need of reform have often included high protection of
manufactured goods and services, overvalued exchange rates, and direct taxation of
agriculture, and that removing them would improve the allocation of resources and increase
investment and profitability in agriculture.

Another item for negotiation arising from the URAA is the discriminatory effect on trade by
domestic support. It is stressed by several authors (Josling & Tangermann (1999), Swin-
bank (1999), Hoekman & Anderson (1999)) that domestic support for agriculture should be
decoupled from production, not only because it distorts domestic markets, but also because
it affects competition in the international markets. As described later, this is of particular
relevance to the EU, which has expanded its domestic support considerably after the
URAA.

In addition to determining how to proceed in further liberalisation of markets, WTO mem-
bers are also confronted with the question of the so-called “new trade agenda’ including
items such as product standards, environmental regulations, competition laws etc. Hoekman
& Anderson (op. cit.) argue that attention ought to focus on the trade-impeding effects of
such domestic regulatory regimes, as they can effectively distort competition, even if ap-
plied on a non-discriminatory basis.

The main headings of the Millennium Round of Trade Negotiations on agriculture are
(WTO, 2000b):

- Export subsidies and competition

- Market access

- Domestic support

- Developing countries

- Transition economies

- Non-trade concerns and ‘ multifunctionality’
- Animal welfare and food quality

- The peace clause
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Non-trade concerns have called for considerable debate where some members (Norway,
Switzerland, Japan, and others) argue that the multifunctional role of agriculture should be
integrated in the trade negotiations, whereas others (USA, Australia, New Zealand in par-
ticular) are opposed to such a suggestion. As background for the discussion of the CAP and
developing countries later in the report, the position on member states is briefly reviewed in
the following, concentrating on the first four items.

2.4 Member positionsin the Millennium Round of Trade Negotiations
Export competition

Member States generally agree that export subsidies should be gradually phased out. The
US together with the Cairns group and many developing countries, notably Egypt, take a
very firm stand on this, whereas the EU is stressing the need for treating all measures of ex-
port promotion equally (Table 3). The EU together with Japan calls for specific WTO rules

TABLE 3. Export competition, position by countries

Members Positions

EU

Export subsidies Ready for further reduction provided all forms are treated equal
Export credit Calling for specific WTO rules and disciplines

State Trading

Mandatory notification of acquisition costs and export subsidies

us

Export subsidies
Export credit
Export taxes
State Trading

Reduce to zero the levels of budgetary outlays and quantity commitments
Eliminate the use of government funds or guarantees

Prohibit uses for competitive advantages and supply management purposes
End exclusive export rights to ensure private sector competition

Japan

Export subsidies
Export credit
Export taxes
State Trading

Reduce the amount and volume of subsidised export

Strengthen disciplines

Tariffy export prohibitions and restrictions and bind all export taxes
Notification of amounts and prices; prohibition of government assistance

Norway
Export subsidies

Need for stricter disciplines on export competition
All forms of export competition measures must be treated equally

Cairns group”
Export subsidies

Elimination and prohibition of all forms of export subsidies for all agricultural
products.
Special and differential treatment provisions for developing countries

India
Export subsidies

Export subsidies on agricultural products should be eliminated
All form of export subsidies should be treated equally
Special and differential treatment for developing countries should continue

Egypt
Export subsidies

All forms of export subsidies should be phased out

1. Argentina, Australia, Bolivia, Brazil, Canada, Chile, Colombia, Costa Rica, Fiji, Guatemala, Indonesia,
Malaysia, New Zealand, Paraguay, Philippines, South Africa, Thailand and Uruguay.
Sources: WTO/EC (2000a); WTO/US (2000a); WTO/Japan (2000); WTO/Norway (2001); WTO/Cairns
(2000); WTO/India (2001); WTO/Egypt (2001).
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and disciplines on export credits, whereas the US wants all use of government funds or
guarantees for such purposes eliminated. The US proposes also to put and end to state trad-
ing to ensure private sector competition, whereas Japan and the EU are less strict on this,
suggesting notification of acquisition costs and government assi stance.

Export support is an important instrument to maintain minimum prices or to sustain high
domestic prices to producers in net-exporting countries. In the absence of an effective sup-
ply control, a persistent reduction in export support would put pressure on the internal mar-
ket as stocks pile up, leaving governments in the longer term with no aternatives but to
store or to restrict supply.

Market access

The position of Members is more divergent when it comes to market access where conflict-
ing interests of developed and devel oping countries come into play. Many devel oping coun-
tries, represented in Table 4 by ASEAN-countries and India, strongly recommend that tar-
iffs be reduced in developed countries whereas they advocate differential treatment applied
to developing countries. Egypt wants developed countries to reduce applied tariffs and rec-
ommends that trade distorting measures in general and the use of Special Safeguard
Clauses’ should be abolished. Turkey also favours elimination of the Special Safeguard
Clause.

Among developed countries, the US is advocating a general reduction in over-quota tariffs
and elimination of tariff disparities among countries.? The US also suggests that disciplines
for TRQs should be established to avoid administrative blockages of quota fill. It is pro-
posed that reduction of in-quota duties should be linked to historical quota fill, so that the
lower the historical TRQ fill, the greater the reduction in the in-quota duty (WTO/US,
2000c). The US envisages an automatic trigger mechanism that reduces in-quota duties
when TRQ fill is low. Furthermore, the US proposes that TRQ quantities are increased. Po-
land seconds these proposals. The US wants the Special Safeguard Clause eliminated.

The EU proposes that bound tariffs should be subject to an overall average reduction and
that rules and disciplines should be defined to increase transparency of the TRQ system.

! Article XIX of the General Agreement allows a WTO member to take a “safeguard” action to protect a
specific domestic industry from an unforeseen increase of imports of any products which is causing, or
which islikely to cause, serious injury to the industry.

% The Tariff Rate Quota system is described and discussed in Chapter 3.
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TABLE 4. Market access, position by countries

Members Positions
EU
TRQs Bound tariffs should be subject to an overall average reduction

Clause of origin

Safeguard Clause

Rules and disciplines should be defined to increase transparency

Appropriate provision should be implemented to a) protect against usurpation of
names for agricultural products and foodstuffs; b) rights to use geographical
indications or designation of origin; and c) guarantee consumer protection and
fair competition through regulation of labelling

Continue the use of Special Safeguard Clause or similar instrument

us
TRQs

Safeguard Clause
State trading

Establish disciplines for TRQs to avoid administrative blockage

Reduce in-quota duties based on historical performance of fill rates
Reduce disparities in tariffs among countries and increase TRQ quantities
To trigger automatically reduction of in-quota duties when TRQ fill is low
To reduce substantially over-quota duties

Eliminate the Special Safeguard Clause

End exclusive import rights to ensure private sector competition

Japan
TRQs
Tariff levels

Safeguard Clause

Administration of TRQs should be transparent and impartial

Tariffs should consider the individual country’s market situation taking into ac-
count differences between domestic and international prices as well as the pro-
gress of domestic agricultural policy reform and food security

When setting tariffs, agricultural multifunctionality should be considered

The Special Safeguard Clause should be maintained

Norway
TRQs
Tariff levels

Safeguard Clause

Administration of TRQs should be transparent and equitable

Members should be allowed limited tariff reductions on key products, giving
attention to low rates of self-sufficiency.

The Special Safeguard Clause should continue

ASEAN'

TRQs Clarification and continuation of the use of TRQs
Reduce tariff disparities, commit developed countries to greater reductions
Developing countries must be allowed differential commitments

Egypt

TRQs Reduce tariffs; eliminate trade distorting measures

Safeguard Clause

Tariff reductions by developed countries should be made from applied rates
The Special Safeguard Clause should be eliminated

India
TRQs

Safeguard Clause

TRQs should eventually be abolished

Substantial reduction in all tariffs in developed countries
Developing countries exempted from minimum market access
Special safeguard provision for developing countries

Turkey
TRQs
Safeguard Clause

Administration of TRQs in developed countries should be made transparent
The Special Safeguard Mechanism should be eliminated

Poland
TRQs

Reduce bound rates and increase quotas
Reduce tariff rates by 50% for unused quotas

1

Brunei Darsm, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand and
Vietham.

Sources: WTO/EC (2000a); WTO/US (2000a); WTO/US (2000c); WTO/Japan (2000); WTO/Norway (2001);
WTO/ASEAN (2000); WTO/Egypt (2001); WTO/India (2001); WTO/Turkey (2001);WTO/Poland
(2001).
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The EU also speaks for provisions that can help control the quality of food and respect
product differentiation arising from their geographical origin, and the EU is in favour of
maintaining the Special Safeguard Clause. Japan and Norway support the EU on these
points, arguing that tariffs should respect national supply conditions, the multifunctional
role of agriculture, and food safety. Some developing countries (Turkey) have expressed
scepticism with regard to such an approach, indicating that the concept of multifunctionality
should in no case result in the introduction of any measures that can be used as an escape
clause by developed countries to avoid further liberalisation in export subsidies, domestic
supports and markets access.

Domestic support

Domestic support measures fall under the following headings. “green box” measures that
have, a most, a minimal impact on trade; “blue box” measures including direct payments
under production-limiting programmes; and “amber box” measures comprising product-
specific or non-product-specific support (see Box 2). According to the URAA, “green box”
measures are exempted from reduction commitments and so are “blue box” measures cover-
ing direct payments under production limiting programmes.® “Amber box” measures are
subject to reduction as described above.

Member countries can broadly be divided into two groups according to their position: net-
importing countries favouring domestic support for agriculture, and net-exporting countries
emphasizing the importance of reducing trade-distorting support measures. The EU favours
the maintenance of the “box system” but is ready to negotiate the content of the boxes (Ta-
ble 5). Poland follows the EU on this point. Japan together with Norway and Switzerland
are strongly in favour of maintaining domestic support and claim that the multifunctional
role of agriculture should be brought into the negotiations. Norway even argues that support
for production destined for domestic use should be allowed. Many developing countries,
represented here by India, are against domestic support and want such support brought
down below the de minimis* level in developed countries. According to India, however, de-
veloping countries should be exempted from such commitments.

%" Blue box” measures are sheltered from reduction commitments as long as support is not increased (Josling
& Tangermann, 1999 p. 377).

* Support not exceeding 5% of the production value (10% for developing countries) is exempted from reduc-
tion (see Box 2).
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TABLE 5. Domestic support, position by countries

Members

Positions

EU
Existing WTO-rules

Reduce total AMS®

Maintain “Blue box” concept

Revise “Green box” measures to ensure minimum trade distortion
Discipline “Amber box” compensation for variations in market prices

us
Proposal for new rules

De minimis provision®

Exempt support:

Criteria-based list of, at most, minimal distorting trade measures should be ac-
cepted by members

Non-exempt support:

To be reduced to a level equal to a fixed percentage of the member’s value of
agricultural production in a fixed base period

To be maintained in its current form

Canada
Existing WTO-rules

Pursue and develop an overall limit on the amount of support of all types (green,
blue and amber) provided to agriculture, so as to ensure that the reform pro-
gramme reduces inequities

Japan
Existing WTO-rules

Consideration should be given to the multifunctional role of agriculture
Requirements for de-coupled income support should reflect the real situation in
agriculture

Safety-net programs should be accepted

The “Blue box” measures should be maintained

The total AMS commitment levels should take account of progress in domestic
agricultural policy reforms

Switzerland
Existing WTO-rules

Progressive reduction in “Amber box” measures
“Blue box” and “Green box” measures should take account of non-trade con-
cerns (multifunctional role of agriculture)

Norway
Proposal for new rules

Existing WTO-rules

Support for production destined for domestic market should be maintained
Support for production destined for export markets should be reduced
Non-product specific support should be maintained

The “Blue box” should be maintained

The “Green box” should be maintained

Monetary domestic support should be adjusted according to inflation

India
Existing WTO-rules

The total domestic support should be brought down below the de minimis level
within three-years for developed countries and five years by developing coun-
tries. Measures aimed at poverty alleviation, rural development, rural employ-
ment and diversification of agriculture in developing countries should be ex-
empted from reduction commitments

Poland
Existing WTO-rules

Prepared to negotiate further reduction in the level of AMS
“Blue box” should be maintained

! Aggregate Measures of Support.
2 Support not exceeding 5% of the production value (10% for developing countries) is exempted from reduc-

tion.

Sources: WTO/EC (2000a); WTO/US (2000a); WTO/US (2000b); WTO/Canada (2000); WTO/Japan (2000);
WTO/Switzerland (2000); WTO/Norway (2001); WTO/India (2001); WTO/Poland (2001).
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The US proposes to bring domestic support measured into two groups (WTO/US, 2000b):

- Exempt support comprising criteria-based measures that are, at most, mini-
mal distorting production and trade, and

- Non-exempt support covering product-specific or non-product-specific sup-
port trade distorting measures

The first group that basically correspond to the present “Green box” measures should ad-
dress:

- Farm Income Safety-Net and Risk Management Tools
- Environmental and Natural Resource Protection

- Rural Development

- New Technologies

- Structural Adjustment

These measures should be exempted from reduction commitmentsin all countries.

The last group should be subject to reduction, starting from the fina bound Aggregate
Measure of Support in the URAA, to anew final bound level equal to afixed percentage of
the member’s value of total agricultural production in a fixed base period. The percentage
should be the same for all countries. The U.S. proposal is received with reservation by
among others the EU, who criticises the proposal for placing the main burden of adjustment
on those countries having higher tariffs than the US (WTO/EC, 2000b).

The EU would have serious difficulties adhering to such a proposal. Either the “blue-box”
measures would have to be converted into decoupled support so they could go into the
“green box”, a step that would require reformulation of basic principles of the CAP support,
or the measures would have to go into the “amber box” that is subject to reduction com-
mitments. According to Tangermann (1999) the latter would put the CAP in serious trouble
as “with blue box subsidies included in total domestic support, the EU would surpass its
level of commitment at the end of the current WTO implementation period”.> Furthermore,
domestic support would be even higher than commitments if the present round of negotia-

tions result in reductions.

® Seealso Table 2.
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Soecial and differential treatment (S& D)

Developed countries in general are committed to “special and differential treatment” of de-
veloping countries (DCs). The US recommends that WTO-members give specia considera
tion to the least-developed countries (LDCs) when reducing tariffs, and that support meas-
ures deemed essential to the development of DCs should be exempted from reductions (Ta-
ble 6).

The EU emphasises that the most developed countries among the DCs should participate in
this process by providing access for imports from LDCs on preferential terms. Norway goes
even further suggesting that developed countries and the most developed among the DCs
should open their borders for free imports from LDCs. It is also suggested that the de mini-
mis level for DCs should be increased and the special safeguard clause be extended to all
DCs.

Food security is an important issue for many developing countries.® The US recommends
that food security be tackled by improving the functioning of markets and that the negotia-
tions should give attention to the role of international food aid and credit programs. The US
iIsamajor contributor of food aid in kind (cereals). The EU advocates that food aid be given
in full grant form and in ways that do not damage the local production and market systems
of DCs.

Developing countries stress the need for special and different treatment of DCs in order to
improve food security. This includes exemption from reduction of support aimed at poverty
dleviation and rural development (India); larger flexibility to adjust support to domestic
needs (Egypt); preferential market access for small DCs (Swaziland and Mali); autonomy
on the choice of policy instruments to address food security (ASEAN-countries); and spe-
cial consideration for key staple crops (Republic of Korea). Cuba, together with a number
of DCsin Latin America, Africaand Asia, propose that a Development Box should be cre-
ated with policy instruments aimed at protecting and enhancing the food security of DCs.

The purposeisto (WTO/Cubaet al., 2000):

® Diaz-Bonillaet al. (2000) have investigated the classification of countries according to food security. They
conclude that the notion of food security has a very different meaning in developed and developing coun-
tries, and that the discussion of food security should be limited to the vulnerability of developing countries,
using a different terminology for developed countries.



-33-

TABLE 6. Developing countries (DC), position by countries

Members

Positions

EU
Market access

De minimis clause
Food aid

The wealthiest DCs should provide significant trade preferences to the LDCs".
Trade preferences should be rendered stable and predictable for investments in
agriculture and agri-food sectors

Flexibility to DCs should be addressed through a revision of this clause

Food aid to LDCs" and to Net Food-Importing DCs should be provided only in
fully grant form and in ways that do not damage local food supplies

us
Market access
Domestic support

Food security

WTO members give special consideration to LDCs when reduce tariffs

Create additional criteria for exempt support measures deemed essential to the
development of DCs

Negotiations should take account of the role of international food aid and credit
programs in providing for food import needs.

Norway
Market access

De minimis clause
Safeguard clause

Developed Countries and the most developed of DCs should grant duty-free
and guota-free market access for essential all products from LDCs

Increase de minimis level for DCs

The Special safeguard clause should be extended to all DCs

Cubaetal.”
Food security

A Development Box should be created with policy instruments aimed at protec-
tion and enhancement of DCs’ food security (see text)

India
Food security and rural
development

DCs should be exempted from reduction commitments for measures aimed at
food security, poverty alleviation and rural development etc. together with flexi-
bility to provide subsidies to key farm inputs

Egypt

Market access DCs should be allowed flexibility to re-evaluate and adjust tariffs
Investments Conditions for investments by Developed Countries should be improved
Domestic support DCs should be allowed flexibility to increase domestic support
Swaziland

Market access

Mali
Market access

Preferential market access for small DCs should be protected

Small DCs should be allowed to protect local agriculture against imports
Reduce tariff escalation to help exports of processed products from DCs
Reduction of support measures should consider the needs of small DCs

Duty-free admission of products from DCs.

ASEAN®
Development support

De minimis clause
Food security

Measures aimed at promoting development and diversification of agriculture
should be exempted from reduction commitments

The existing concept and thresholds must be continued

Autonomy on policy instruments to address food security concerns

Republic of Korea
Market access
Domestic support

Special consideration should be given for key staple crops
Alleviation of reduction commitments for DCs

! Least-developed Countries.
? Cuba, Dominican Republic, Honduras, Pakistan, Haiti, Nicaragua, Kenya, Uganda, Zimbabwe, Sri Lanka

and El Salvador.

% Brunei Darsm, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand and

Vietnam.

Sources: WTO/EC (2000a); WTO/US (2000a); WTO/Norway (2001); WTO/Cuba et al. (2000); WTO/India
(2001); WTO/Egypt (2001); WTO/Swaziland (2000); WTO/Mali (2001); WTO/ASEAN (2000);
WTO/Korea (2001).
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- protect and enhance developing countries domestic food production capac-
ity particularly in key staples

- increase food security and food accessibility for especially the poorest

- provide or at least sustain existing employment for the rural poor

- protect farmers which are already producing an adequate supply of key ag-
ricultural products from the onslaught of cheap imports

- alow flexibility to provide the necessary supports to small farmers expe-
cialy interms of increasing their production capacity and competitiveness

- stop the dumping of cheap, subsidised products on developing countries.

The instruments in the Food Security/Devel opment Box should allow DCsto:

- set up apositive list of products that should be subject to reduced support as
outlined in the URAA

- re-evaluate and adjust their tariff levels

- increase the de minimis level for DCs from 10% to 20%

- prohibit developed countries from the use of the Special Safeguard Clause

Furthermore, it is suggested that al forms of export subsidies (direct or indirect) by devel-
oped countries should be eliminated immediately.
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3. The Common Agricultural Policy

3.1 Main principles

The Common Agricultural policy (CAP) was established in 1962. At the outset, the CAP
focused solely on market regulation, but a common policy for restructuring agriculture was
launched in 1964 involving support for restructuring of processing and marketing of food
products. Along with reforms of the market policy (see below), the structural policy was
gradually expanded to include support for structural adjustment in primary agriculture. A
major reform was implemented in the beginning of the 1990s leading towards an integrated,
coordinated, and more focused effort to improve the conditions for rura life in the commu-
nity. This line of policy has been carried forward in the EU-reform Agenda 2000 that was
concluded in 1999 as a mgjor policy framework for the period 2000-2006.

Today, the main objectives of the CAP are (European Commission, 1999a):

» to ensure the competitiveness of the European Union agricultural sector, both on the
Community market and on growing export markets,

» to promote ways of farming that contribute to the maintenance and enhancement of
rural environment and landscape;

» to contribute to sustaining the livelihood of farmers while promoting the economic
development of the wider rural economy.

While pursuing these objectives, the CAP should also rise to the challenge of greater con-
sumer interests in food safety and quality, animal welfare, and the protection of the envi-
ronment.

The McSharry reform

In response to the GATT-negotiations leading to the Uruguay Round Agreement on Agri-
culture (URAA), the EU in 1993 implemented a reform of the CAP (The McSharry reform).
The reform involved two mgor elements: reduction of price guarantees for a number of
products and introduction of direct payment to producers as compensation for the lower
prices. The products involved were cereas, oilseeds, and protein crops for which producers
receive acreage support. A similar system based on direct payment per head of animal
(headage premiums) applies to the production of feeding cattle, sheep, lambs, and goats.
Introduction of support for compulsory land set-aside was also part of the reform.
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The introduction of acreage and headage support was a compromise between the US and
the EU in the Uruguay Round negotiations where the two parties agreed on reducing price
support and compensating farmers by direct support. In the US this involved replacement of
deficiency payments by acreage payments based on historical use of land’ whereas the EU-
payments are linked to the actual use of land or to the number of cattle. The US payment
scheme is therefore considered to have less impact on production than the EU scheme.®
Nevertheless, both schemes were placed in the URAA’s “blue box” for which there is no
commitment to reduce support (see chapter 2).

The Agenda 2000

In 1999, with an eye to longer-term developments and the continuation of the trade negotia-
tions in WTO, EU Heads of State reached agreement on a new agricultural strategy com-
prising a coherent policy framework for agriculture and regional development in the EU.
Covering the period 2000-2006, the strategy builds on the principles of the McSharry re-
form but includes also the development of a comprehensive strategy towards the wider
needs of Europe’srural communities.

The main guidelines for the reform are that (European Commission, 2001a):

» Continued competitiveness should be ensured by sufficiently large price cuts that
will guarantee growth of home-market outlets and increased participation by Com-
munity agriculture in the world market.

» Thereisto be anew division of functions between the Commission and the Member
States concerning compensation in the form of direct payments or rural development
measures.

» Simplification of rules, such as the new rural development regulation or the market-
management regulations, in particular on arable crops.

* Rural development becomes the second pillar of the CAP.

’ For adescription of The1996-Farm Act and itsimplications for the US field sector see Lin et al. (2000).
® Acreage payment linked to land use will raise land rent and thereby enhance the competitive position of the
supported crop.
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The following text provides an overview of the new rural development policy as basis for
evaluation of domestic support. Next the EU market policy of the CAP is reviewed giving
emphasis to import barriers, the use of Tariff Rate Quotas as defined in the Uruguay Round
Agreement on Agriculture, and the functioning of market regimes for individual products.

3.2 Thenew rural development policy

It is the objective of Agenda 2000 to introduce a sustainable and integrated rural develop-
ment policy governed by a single legal instrument to ensure better coherence between rural
development and the prices and market policy of the Common Agricultura Policy (CAP).
Furthermore, it is the aim to promote all aspects of rural development by encouraging the
participation of local actors.

In this spirit it is the am (European Commission, 2001a):

* toimprove agricultura holdings,

* to guarantee the safety and quality of foodstuffs,

e toensurefair and stable incomes for farmers,

* toensurethat environmental issues are taken into account,

» to develop complementary and alternative activities that generate employment, with
a view to slowing the depopulation of the countryside and strengthening the eco-
nomic and social fabric of rural areas,

» toimprove living and working conditions and equal opportunities.

The instruments applied to achieve these objectives are summarised in Table 7.

The accompanying measures comprise support programmes previously covered by the
Guarantee Section (market policy) of the European Guidance and Guarantee Fund
(EAGGF). These measures have been complemented by aid for less-favoured areas and ar-
eas whose development is lagging behind. The latter measures are covered by the Guidance
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TABLE 7. Support for rural development, EU Agenda 2000

Support schemes

| Aim

| Type of support

Accompanying measures of the 1992 reform®

Early retirement To help replace older farmers and reas- | Supplement to national re-
sign land to non-agricultural uses tirement pension
Agri-environmental measures Protection of the environment and main- | Support calculated on the

tenance of the countryside

basis of cost incurred

Less favoured areas and areas
subject to environmental con-
straints

To ensure continued and sustainable
agricultural land use, preservation of the
countryside, and the fulfilment of envi-
ronmental requirements.

Per hectare payment

Less favoured areas and areas subject to environmental constraints®

Investments in agricultural hold-
ings

Improve agricultural incomes and living

Investment support

Setting-up young farmers

To assist inter-generational transfers

Lump sum subsidy or interest
subsidy

Vocational training

To improve the occupational skill and
competence of persons involved in ag-
ricultural and forestry activities

Support for training activities

Improving processing and mar-
keting of agricultural products

To increase the competitiveness and
value of agricultural products

Investment support

Forestry

To promote sustainable management
and development of forestry

Per hectare support

Facilitating the development and
structural adjustment of rural
areas

To improve farming activities and the
development of rural areas

! Costs covered by the EAGGF Guarantee Section.

? Costs covered by the EAGGF Guidance Section or by the EAGGF Guarantee Section in regions not cov-
ered by Objective 1 (see text).
Source: European Commission (2001a).

Section (structural policy) of the EAGGF or by the Guarantee Section as specified in foot-
note 2 to Table 7.°

% In order to simplify the management of structural policy, 7 Objective areas have been reduced to 3 cover-
ing:

- Objective 1: Promotion of the development and structural adjustment of regions whose development is
lagging behind (formerly classified as Objectives 1 and 7). Objective 1 covers almost 20% of the Union’s
total population.

- Objective 2: Contributes to the economic and social conversion of regionsin structural difficulties other
than those €eligible for Objective 1 measures (formerly classified as Objectives 5(a) and 5(b)). No more
than 18% of the Union’s population will be covered by this Objective.

- Objective 3: Formerly classified as Objectives 3 and 4. Gathers together all the measures for human re-
source devel opment outside the regions eligible for Objective 1.
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Rural development measures must be compatible with Community law and coherent with
other Community policies, in particular CAP provisions on rural development, the common
market organisation, and measures on quality and health in agriculture. In addition, meas-
ures receiving financial assistance under the CAP rural policy schemes must not receive aid
under any other Community support scheme, and rural development aid granted by Member
States must comply with the Community rules on State aids and ceilings fixed by the EU
(European Community, 2001a). Thus:

» State aids for investments that exceed the percentages laid down for Community aid
are prohibited, except in the case of investments to improve the environment, hy-
giene and animal welfare in the general interest;

» Aid to compensate for natural handicaps must always comply with the Community
rules;

* Agri-environment aid must comply with the community conditions and limits, al-
though these may be exceeded where necessary to properly cover the loss of income,
additional costs, etc.

At its meeting in Berlin in March 1999, the European Council decided that EUR 4.3 hillion
should be allocated to rural development and accompanying measures each year from 2000
to 2006.

3.3 Themarket policy of the CAP
The EU market policy for agricultural products rests on three main principles (LFM, 1995):

- A common market and common prices for agricultural products in the Community;
- Preferentia treatment of internal production of agricultural products;
- Common financing of the cost of CAP.

These three mechanisms have set the framework for intervention in the EU market in agri-
cultural products since the establishment of the CAP in 1962.

A Common Mar ket

It isamajor objective of the EU that labour, capital, goods and services should be allowed
to move freely between member states in order to promote equal conditions for producers
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and fair competition in the market. This is pursued through the EU Custom Union that pro-
vides free trade among member states and common rules for external border protection.
Internal border control remained in existence right up to 1986 when the member states
agreed on common rules for the internal market but, in principle, trade of agricultural prod-
ucts between member states was made free with the establishment of the CAP. Internal
trade is subject to sanitary and phytosanitary regulations which are not reviewed in this re-
port.

Preferential treatment

The EU gives priority to EU-produced agricultural products over imported products. Thisis
pursued through a combination of external border protection and intervention in the internal
market based on a combination of politically determined target, intervention purchase and
export restitutions. Until the implementation of the GATT-agreement in 1995, EU-markets
for major agricultural products were protected by variable import levies that raised the price
of imported products to a predetermined level (reference or target price). Today import of
agricultural products is subject to custom tariffs as determined by the Uruguay Round
Agreement on Agriculture.

Common financing

The third pillar of the CAP isthe principle of common financing that implies sharing of the
cost of the policy by Member States. According to the European Commission (1999b), the
main sources of revenue for the EU are contributions from Member States and so called
Traditional Own Resources (TOR) consisting of customs duties, agricultural levies and a
Vaue Added Tax (VAT) based levy system. From 1958-70, the Community budget was
financed exclusively by contributions from the Member States based on GNP but, in 1971,
TOR was introduced in order to enhance the Community’s financial independence from
Member States' transfers. The maximum rate of call for the VAT resource was increased to
1.4 per cent in 1984 but, in 1988, a new own resource based on the Member States' GNP
was introduced. The total payments ceiling was set at 1.15 per cent progressively increasing
to 1.20 per cent by 1992. At the same time, the role of the VAT resource was limited by
reducing the basisfor the VAT-levy.

The 1988-reform set the stage for the present own resources system. The Edinburgh agree-
ment of December 1992 increased the overall ceiling of own resources from 1.20 to 1.27%
and, in addition, it introduced steps to decrease further the importance of the VAT in the



-41 -

financing of the budget. The major contributions come from the GNP and the VAT based
revenues that accounted for 82% of the total revenue in 1998. Customs duties amounted to
14% and levies on agricultural products to 2% of the total revenue (European Commission,
1999Dh). Recently, the EU has been able to respect the constraints imposed by its own re-
source ceiling without undermining financial discipline.

3.3.1Import barriersin the EU

In the context of the present analysis, it isin particular the market policy of the CAP that is
in focus, notably the impact of preferential treatment of the European Union agriculture on
trade with developing countries. A key element of this policy is the use of custom duties or
import tariffs that have the effect of elevating prices on the domestic market. The value to
domestic producers of such higher prices (market price support) is measured as the differ-
ence between the domestic price and the external price.

Figure 1 gives an indication of the development in market price support and total support in
EU agriculture. In 1999, the market price support corresponded to 31% of the sector’s value
of production. If we include public expenditures on other support measures for agriculture,
total support corresponded to 49% of the value of production in agriculture. Market price
support has accounted for a declining share of total support but, as indicated by the Figure,
the overall level of support was higher in 1999 than before the introduction of the Uruguay
Round Agreement in 1993. The fall in overall support in 1996 and 1997 is mainly explained
by high world market prices of cereals that led to the introduction of export taxes in the EU.
The calculation of PSE-data for market price support in Figure 1 is based on current world
market prices whereas the Aggregate Measures of Support (AMS) recorded in chapter 2 are
based on fixed world market prices in the base period (1986-88). For further description see
Annex Table 4.%°

% The PSE-measure of support presented in Figure 1 is influenced by variations in world market prices
whereas the AM S-measure being based on fixed world market pricesis not. The PSE-datawill probably be
a better indicator of the long-term development in the rate of protection than the AMS-measures as it re-
flects the impact of productivity increases on both internal and external product prices.
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FIGURE 1. Level of support in EU agriculture
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Note: Market price support is measured as the difference between internal price and
world market price. Other support elements are measured by budgetary expenditures.
As market price support is included in the value of production, the percentages are
calculated as follows:
Market price support % = (VMPS/(VP — VMPS + VTS))*100
Total support % = (VTS/(VP - VMPS + VTS))*100
Where VMPS = value of market price support; VP = Value of production (at farm gate);
and VTS = value of total support (= VMPS + government outlays on support schemes).
Source: OECD (2000a)

Table 8 gives an indication of the magnitude of import barriers in the EU for various pro-
duction sectors in agriculture measured as import tariffs in percent of the world market
price. The figures are based on over-quota tariffs (se below) and the analysis does not take
account of imports entering the EU at preferential terms. The figures indicate that the mar-
kets in dairy products, ruminant meat and sugar are highly protected whereas the EU alows
free import of oilseeds, plant-based fibres, and wool. The average rate of protection for
other meat (meat of pigs and poultry) and for fruits & vegetables were in the range of 30%
and 15%, respectively, measures relative to world market prices.
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TABLE 8. Import protection in the EU, 1997

Import tariffs, % of world market price*

Primary agricultural products:

- Wheat 16.6°
- Other grains 38.6
- Vegetables, fruit, nuts 145
- Oil seeds 0.0
- Plant-based fibres 0.0
- Wool 0.0
Processed agricultural products:

- Beef and veal, sheep meat 88.9
- Other meat 30.9
- Vegetable oils and fats 114
- Dairy products 87.7
- Processed rice 87.4
- Sugar 76.4

! Bound tariff rates for over-quota imports in per cent of world market price. The figures represent general
protection coefficients not reflecting trade agreements between the EU and thirds countries.

2 61.4% adjusted to applied tariff by use of the over-quota bound and applied rate for wheat (cf. Table 9). For
other products, bound tariffs are binding (see later).

Source: GTAP database version 5, prerelease 3: GTAP (2000b), AMAD-database (OECD, 2000b) and

TRAINS-database (UNCTAD, 2000a).

3.3.2 Tariff Rate Quotas (TRQSs)

The Tariff Rate Quota system evolved from the Uruguay Round Agreement on Agriculture,
committing Members of the GATT to open for certain quantities of import of agricultural
products at reduced tariffs. Hence, the TRQ system is an important element in border pro-
tection.

Figure 2 illustrates the principle of TRQs. The TRQ-regime allows a certain quantity of a
product (Q) to enter the market at preferential terms (in-quota tariff) with additional imports
being charged the “normal” tariff (over-quotatariff). Total import (M) is determined by the
intersection of the net import demand curve and the internal price P,. The shaded area repre-
sents the revenue (quota rent) gained by importers holding the right to import at the low
tariff. The beneficiaries may be exporters abroad or domestic importers depending on who
gets the licence to import (see later).

The basis for regulation is the bound tariff that sets the ceiling for what Member states can
apply of tariffs (Figure 3). The bound tariff is defined as the average applied tariff in 1986-
88 (also called base tariff) that is reduced successively over the period 1995-2000 (devel-
oped countries) or 1995-2004 (devel oping countries).
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The bound tariff may or may not be binding for the applied tariff. For various reasons the
base tariffs turned out to be rather high, allowing a certain free space for variation in ap-
plied rates (illustrated by the broken line hitting the ceiling late in the period 1995-2000 in
Figure 3). First, the base period 1986-88 was characterised by low world market prices re-
sulting in high base tariffs and subsequently high bound tariffs. Second, the conversion of
variable levies and other non-tariff border measures to tariffs gave ample opportunities to
raise the base tariff levels and thereby to reduce the impact of the reduction requirements
(so-called “dirty tariffication™). Swinbank (1999) gives examples of such problems in the
EU, but the same has been the case in many other countries. In the case of developing coun-
tries, governments were given the option of “ceiling bindings” with full discretion on the
level of tariff bindings, with the result that many developing countries established bound
tariffs significantly higher than the actual applied tariffs (Ingco, 1996). Third, in-quota tar-
iffs, in general, have been unaffected by the reduction in bound rates. As in-quota tariffs
often reflect preferential terms granted to developing countries prior to the URAA, the con-
ditions for such trade have not improved although the quantities of imports allowed on pref-
erential terms may have been increased.

Lack of “ceiling binding” may also be the result of deliberate reductions in applied tariffs.
This was for instance the case for reform crops such as cerealsin the EU in 1993, when the
guaranteed prices were reduced considerably as part of the McSharry reform. Thisis illus-
trated in Figure 3 by the reduced applied tariff indicating that the EU has been free to set the
over-quota tariff within certain limits.'* In-quota tariffs in general have not been subject to
reduction.

Table 9 shows examples of bound and applied import tariffs for agricultural commoditiesin
the EU. Tariffs may be quoted as ad valorem tariffs (measured in per cent of entrance
prices) or as ECU/ton. Where both measures are quoted, in general, the latter is used as an
additional tariff to shield against imports at particular low entrance prices. In addition, Spe-
cial Safeguard Clauses may be applied if low entrance prices are threatening domestic pro-
duction. Apart from sugar and bananas, bound tariffs for the products in Table 9 have been
reduced by 36%. The lower tariff reduction for sugar and bananas reflects that countries are
free to reduce tariffs as long as the tariffs on average are reduced by 36%.

™ In the case of cereals, entrance price plus tariffs are not allowed to exceed 155% of the intervention price.
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TABLE 9. Examples of tariff rate quotas, EU*

In-quota tariff Over-quota tariff

HSNo Description Bound rate  Applied rate Bound rate Applied rate
2000 1998 2000 1998

(AMAD) (TRAINS) (AMAD) (TRAINS)

10019099 Quality wheat 0 0 95 25.7
10059000 Maize 50 0 94 83.7
17011110 Cane or beet sugar2 0 0 339 367
07141091 Manioc 6% +0 6% +0 0% + 95 0% + 113
08030019 Fresh Bananas 75 75 680 737
04051050 Butter 948 948 1896 2251
04069021 Cheese (Cheddar)® 138 130 1671 1984
04021019 Skm. Milk powder 475 475 1188 1287
02013001 Meat of bovine animals 20% + 0 20% + 0 12.8% + 3034  15.2% + 3603
02044210 Meat of sheep or goats 0% +0 0% +0 12.8% + 902 15.2% + 1071
02031955 Cuts of domestic swine 250 250 869 1032
02071110 Chicken carcases 131 131 262 311
04070030 Poultry eggs 152 152 304 361

! Bound tariff rates are maximum tariffs to be implemented 1995-2000 (see text). Percentage figures are ad
valorem tariffs in per cent of world market price. Other figures are ECU/ton (see text).

> Raw sugar equivalent.

® Made from non-pasteurised milk.

Sources: AMAD-database: OECD (2000b); TRAINS-database: UNCTAD (2000a).

Table 9 refers to applied tariffs in 1998 and bound tariffs in 2000 that are identical for in-
quota imports, but differ for over-quota imports. The low applied tariff for wheat, relative to
the bound tariff, reflects the conversion of market support to direct support in connection
with the McSharry reform. In fact, the applied tariff for wheat in Table 9 was reduced by
83% from 149 ECU/ton in the base year (see Annex Table 5) to 25.7 ECU/ton in 1998. For
maize, the applied tariff is aso below the bound rate of tariff. For all other products the ap-
plied tariffs in 1998 are higher than the bound rates in 2000, indicating that these tariffs
have been subject to reduction after 1998. The figures presented here refer to a specific
quality of products which cannot be taken as representative for the overall product.

The EU has concluded trade agreements with a number of countries allowing for import of
certain products at reduced tariffs. Table 10 provides an overview of the conditions for such
trade using the products presented in Table 9 as example. The columns for MFN-rates
(Most Favoured Nations) are the “normal” applied tariffs for in- and over-quotas presented
in Table 9 whereas the remaining columns are preferential tariffs for trade with ACP-
countries, GSP-countries, and CEE-countries (see box 3). For some products, the preferen-
tial tariff rates are subject to a Clause of Origin requiring that the imported products have
origin in the exporting country. With the exception of sugar, the mentioned tariffs are not
subject to quantitative restrictions.
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Box 3
Tariffsand preferential trade, definitions

MFN (Most Favoured Nations treatment)

Defined in GATT, Article 1: Any advantage, favour, privilege or immunity granted by any contracting
party to any product originating in or destined for any other country shall be accorded immediately and
unconditionally to the like product originating in or destined for the territories of all other contracting
parties. Used her asthe “general tariff” applicable to non-preferential trade.

GSP (Generalized System of Preference)
The GSP system is administered under the UNCTAD Technical Co-operation Project on Market Access.
The GSP-EU system classifies products according to product sensitivity (UNCTAD, 2000e):

a) For very sensitive products, the GSP-rate is 85% of the most-favoured-nation (MFN) rate. The
products include a number of textile fabrics and agricultural products (e.g. dairy products, eggs,
meat of swine and some vegetables and fruits).

b) For sensitive products, the GSP-rate is 70% of the MFN rate. Among the products covered are meat
of bovine animals, wheat gluten and certain sugar products.

c) For semi-sensitive products, the GSP-rate is 35% of the MFN rate (citrus fruits).

d) For non-sensitive products, duty-free entry is granted including fish, meat of sheep and goats, ail
seeds and a number of vegetables and fruits (bananas).

The following countries have granted preferential access to devel oping countries under the GSP-system:
Australia, Canada, European Union, Japan, Norway, Poland, Slovak Republic, Switzerland, United
States of America and New Zealand (UNCTAD, 2000d).

ACP (Africa, Caribbean and Pacific)

The ACP Group comprises 71 countries from Africa, Caribbean and the Pacific. The Group’s objective
is to contribute to the development of greater and closer economic, social and cultural relations among
developing countries in general, and ACP States in particular, in a wide number of fields. In its relation
with the EU, the ACP Group has concluded a Partnership Agreement (The Lomé/Cotonou Agreement)
that provides a number of instruments for the ACP and the EU to engage in trade and economic
cooperation, political dialogue and development finance. The Lomé/Cotonou Agreement provides aid to
the ACP countries through preferential trade concessions on the EU market (WTO, 2001d).

CEE (Central and Eastern European Countries)

The EU has concluded Association Agreements (Europe Agreement) with ten countries of Central
Europe, allowing for preferential trade concessions on the EU market. The countries are Bulgaria, Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovak Republic and Slovenia.
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TABLE 10. MFN and preferential applied tariff rates in EU, 1998

HSNo Description Tariff (MFN) Tariff ACP- Tariff GSP-  Tariff CEE-

In-quota Over-quota countries countries countries
10019099  Quality wheat 0 26 13 7"
10059000 Maize 0 84 82 -
17011110 Cane or beet sugar 0 367 O*# -
07141091  Manioc 6%+0 0%+113 0%+0 -
08030019 Fresh Bananas 75 737 537  15% of over- -

quota-rate*

04051050 Butter 948 2251 1890* 450°
04069021 Cheese (Cheddar)® 138 1984 694 396°
04021019  Skm. Milk powder 475 1287 450 2572

02013001 Meat of bovine animals 20%+0 15.2%+3603 0%+3603* 30% of over- 3%+720*
quota-rate*
02044210 Meat of sheep or goats 0%+0 15.2%+1071 0%+1071 -

02031955 Cuts of domestic swine 250 1032 516 206°
02071110  Chicken carcasses 131 311 155 62°
04070030  Poultry eggs 152 361 303 72°

Note: Percentage figures are ad valorem tariffs in per cent of world market price. Other figures are ECU/ton.
*Product (or part of the products under this heading) is subject to Clause of Origin.

# Rate of tariff applicable to quota.

! preference for Hungary

> preference for Czech Republic and Poland

® Preference for Czech Republic, Hungary and Poland

* Preference for Czech Republic and Hungary

> Preference for Czech Republic, Poland and Slovak Republic

® Made from non-pasteurised milk.

Source: UNCTAD (2000a) (TRAINS-database).

In order to assess the rate of protection it is necessary to relate the mentioned tariffs to
world market prices. It is difficult to get aggregate figures for the mentioned groups of
products, but Table 11 provides examples of the level of protection rates for non-
preferential trade (MFN), preferentia trade with ACP-countries, and preferential trade with
Least Developed Countries. The basis for calculation is the average import price for spe-
cific tariff-lines and applied tariffs as indicated above, covering the possibility that some
imports may have entered on preferential terms and others on non-preferential terms. It is
therefore not possible from this information to detect under what circumstance imports ac-
tually have taken place, but the figures indicate that the rate of protection is subject to con-
Siderable variation. It should be noted that the indicated ranges of variation show differ-
ences between tariff-lines not within tariff-lines (see Annex Tables 6 to 18). A prohibitive
tariff means that the recorded tariff exceeds the difference between interna price and world
market price. As described below, tariffs may be prohibitive for imports even at lower lev-
els of protection.
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TABLE 11. Rate of protection (%) for selected tariff-lines (relative to entrance price), EU,

1998
MFN tariffs Preference ACP GSP for LDC
In-quota Over-quota In-quota Over-quota In-quota Over-quota
Wheat" 0 20 - 134 - 9-40 - -
Maize' - 202 - 356 - 189 — 328 - -
Sugar - 237 -P - 0 - -
Manioc 6 8-P - 0-P - -
Bananas 14 17-P 0 0-P 0 0
Butter 63 - 192 1077 -P - 332-P - 16-31
Cheese 4-56 1- 559 - 0-42 - -
Sk.milk powder 56 202-P - 51 - 127 - -
Beef 20 183-P - 145 - P - 27 - 65
Meat of sheep 0 298 - P - 246 - P - 0
Pork 19-31 52-126 - 21-39 - -
Chicken 0-21 56 - 89 - 22-30 - -
Eggs 21 9-68 - 8-51 - -

Note: P: prohibitive (tariff exceeds the difference between internal price and world market price).
! The range of variation is underestimated cf. Annex Tables 6 and 7.
Source: See Annex Tables 6-18.

For some products, the tariffs depend on the actual level of entrance price for the imported
products. This applies in particular to fruits and vegetables where, in addition, tariffs may
be subject to seasonal variation as illustrated for tomatoesin Table 12. The entrance priceis

TABLE 12. Example of tariffs and protection rates in the EU, tomatoes, first half of 2001

Tomatoes, fresh or chilled (HSNo. 070200.00)

Entrance price 1 January -31 1 April—30 April 1 May — 14 May 15 May — 31 May 1 June — 30 June
ECU/100 kg March

--------------------- Tariffs (MFN) percent or ECU/100 kg ---------=-=---------

112.6 and over 8.8 8.8 8.8 14.4% 14.4%
110.3-112.5 8.8% + 1.7 8.8% + 2.3 8.8% + 1.5 14.4% + 1.5 14.4% + 1.1
108.1 - 110.2 8.8% + 3.4 8.8% + 4.5 8.8% + 2.9 14.4% + 2.9 14.4% + 2.1
105.8 - 108.0 8.8% + 5.1 8.8% + 6.8 8.8% + 4.4 14.4% + 4.4 14.4% + 3.2
103.6 - 105.7 8.8% + 6.8 8.8% + 9.0 8.8% + 5.8 14.4% + 5.8 14.4% + 4.2
Below 103.6 8.8% + 29.8 8.8% + 29.8 8.8% + 29.8 14.4% .+ 29.8 14.4% + 29.8
———————————————————— Protection rate in percent of entrance pricel
112.6 and over 8.8 8.8 8.8 14.4 14.4
110.3-1125 10.5 11.1 10.3 16.0 15.5
108.1-110.2 12.3 135 11.8 17.5 16.6
105.8 - 108.0 14.3 16.2 135 19.3 17.9
103.6 - 105.7 16.4 19.0 15.2 21.1 19.2
Below 103.6 52.7° 52.7° 52.7° 60.6 60.6

' Ad valorem equivalent calculated on basis of the average entrance price in column 1.
? Entrance price equal to 103.6 ECU/I00 kg.
Source: UNCTAD (2000a); AMAD-database and Official Journal of the European Communities (2000).



-50 -

determined as the average of the representative cif import price calculated for each product
and each country of origin. In this case the tariffs consist of a fixed element (ad valorem
tariff rate) being subject to seasonal variation, and a variable element (ECU/100 kg) that
depends on the actual entrance price, but aso on the time of the year. Variable tariffs are
applied to a number of fruits & vegetables products such as cucumbers, artichoke, cour-
gettes, citrus fruits, grapes, apples, pears, apricots, cherries, peaches, nectarines and plums.

The figures for tomatoes in Table 12 refer to over-quota imports. There are no in-quota tar-
iffs defined for tomatoes whereas for products like oranges, tariffs are differentiated with
regard to in- and over-quota imports and preferential trade with ACP-countries, LDCs and
countries having trade agreements with the EU.

Fill rates of Tariff Rate Quotas

The purpose of introducing TRQs was to exert pressure on Member states to expand prefer-
ential imports. For various reasons, however, import quotas are not always filled. An analy-
sis of thefill rates by the WTO-secretariat (WTO, 2000f) shows that out of 87 TRQs in the
EU in 1997, only 38 were fully exhausted and 11 were utilised less than 10%. In the case of
the US, 10 out of 54 TRQs in 1997 were filled 100% and 14 TRQs were filled less than
10%. A similar picture isfound for other countries (Table 13).

The fill rate varies from product to product as shown in Table 14 for the EU. In three out of
four years the import quota for wheat has been filled but, because of high world market
prices in 1996-97, exports of wheat went to other markets in 1997. The fill-rate depends on
the quota rent and, hence, on the difference between over-quota and in-quota tariffs (cf.
Figure 2). In the case of cheese, the applied over-quota tariff in 1998 was fifteen times the
in-quota tariff (Table 9), making it profitable to fill the in-quota. For chicken the over-quota
tariff was only 2.4 times the size of the in-quota tariff leaving little profit to cover the extra
costs associated with in-quota imports. This also explains why countries can have a consid-
erable over-quota import without filling the in-quota for the same product.

High border protection may in itself make the quota redundant. Norway, for example, offers
free access for imports of a number of agricultural products at the bound in-quota tariff or
below. There is simply no need for a quota as the in-quota tariffs are high enough to restrict
imports. In such a case the tariff rate system takes the form of avariable levy system where
governments are free to vary its import tariffs, as long at the in-quota bound tariff is not
exceeded.
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TABLE 13. Distribution of Tariff Rate Quotas according to fill rate (FR), 1997

Number of TRQs

FR <10% 10% < R<100% FR = 100% n.a. Total
Australia 0 (0) 1 (50) 1 (50) 0 (0 2 (100)
United States 14 (26) 29 (54) 10 (19) 1 (1 54 (100)
European Union 11 (12) 38 (44) 38 (44) 0 (0 87 (100)
Japan 0 (0) 14 (70) 4 (20) 2 (10) 20 (100)
Norway 53 (23) 83 (36) 85 (36) 11 (5) 232 (100)

Note: Figures in parenthesis are percentages.
! Not available.
Source: WTO (2000f).

TABLE 14. Fill of Tariff Rate Quotas, selected agricultural products, EU

WTO ref. No.  Description Fill rate of quota %

1995 1996 1997 1998
356 Wheat 100 100 21 100
359 Maize 100 100 98 n.a.
314 Cane or beet sugar 100 100 100 n.a.
294 Manioc 56 57 61 52
298 Fresh bananas 100 100 100 100
349 Butter n.a. 100 99 n.a.
352 Cheddar cheese 100 99 99 n.a.
348 Skimmed milk powder 100 99 99 n.a.
329 High quality beef 100 100 100 n.a.
288 Meat of sheep or goats 80 90 88 81
335 Boneless loins & hams of swine 41 39 31 n.a.
339 Chicken carcasses n.a. 75 5 n.a.
345 Poultry eggs 0 1 0 n.a.

Note: The selected products may differ from the products presented in Tables 9 and 10.
Source: WTO (2000f).

Administration of TRQs

The provisions for application of Tariff Rate Quotas are formulated in administrative rules
and procedures reflecting the policy of the country. Box 4 outlines the principal administra-
tive methods (A) and additional conditions (B) applied to TRQs by Member States. The
government of an importing country may require that the produce has origin in the export-
ing country (d); that an upper limit is set on the share or quantity per allocation (1); that ex-
port certificates should be presented (x); or that the shares are distributed on the basis of
past trade performances (h) (see lower part of the Box).

The administration of TRQs is aso affecting the distribution of quota rent. In-quota imports
are subject to the issue of import licences, and it is the holders of an import licence that get
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the quota rent. Originally it was the intention that the exporting country should get the bene-
fit from imports on preferential terms, but - depending on the applied administrative proce-
dure - the result may well be that the benefit falls on importers in the importing country as
indicated below.

Under the applied tariffs method (AT), there are no import shares to allocate to importers.
Imports of the product concerned are allowed to enter in unlimited quantities at the in-quota
tariff rate or below, in effect there is no quota and therefore no quota rent to distribute. Im-
ports may or may not be subject to additional conditions such as domestic purchase re-
quirement or past trading performance. The AT-method is used by a large number of pri-
marily net-importing countries like Norway where high in-quota tariffs restrict imports thus
making quotas redundant. Out of a total of 1367 TRQs in 1997, 668 were administered by
this principle (Table 15).

TABLE 15. Principal administration methods, 1997

Number of TRQs

Australia us EU-15 Japan Norway All

AT  Applied tariffs 1 214 668
FC  First-come, first-served 32 21 148
LD  Licences on demand 59 12 1 325
AU  Auctioning 10 50
HI Historical importers 1 6 7 66
ST  State trading 4 21
PG  Producer groups 8
OT  Other methods 2 15
MX  Mixed methods 17 1 2 60
NS  Non-specified 5 6
All 2 54 87 20 232 1367

Source: WTO (2000f).

First-come, first-served method (FC). No import shares are allocated to importers. Imports
are permitted to enter at the in-quota tariff until the quota is filled, after which the higher
tariff automatically applies. Physical importation of the good determines the order and
hence the applicable tariff, and the quota rent falls upon the importer. The beneficiary may
by foreign importers or domestic importers depending on who comes first. The US uses the
FC-method for a mgjor share of its TRQs (Table 15), but the method is used also in Eastern
European Countries and in the EU, in particular for fruits and vegetables.
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Box 4
Categories of administration methods and additional conditions

A. Principal administrative methods

AT

- "applied tariffs’: No shares are allocated to importers. Imports of the products concerned are
allowed into the territory of the Member in unlimited quantities at the in-quota tariff rate or below.

FC

- “first-come, first-served”: No shares are allocated to importers. Imports are permitted entry at the
in-quota tariff rates until such atime as the tariff quotaisfilled; then the higher tariff automatically
applies. The physical importation of the good determines the order and hence the applicable tariff.

LD

- “licences on demand”: Importers' shares are generally allocated, or licences issued, in relation to
quantities demanded and often prior to the commencement of the period during which the physical
importation is to take place. This includes methods involving licencesissued on afirst-come, first-
served basis and those systems where licence requests are reduced pro rata where they exceed
available quantities.

AU

- “auctioning”: Importers’ shares are allocated, or licences issued, largely on the basis of an auc-
tioning or competitive bid system.

HI

- “historical importers’: Importers shares are allocated, or licences issued, principally in relation
to past imports of the product concerned.

- “imports undertaken by state trading entities’: Import shares are alocated entirely or mainly to a
state trading entity which imports (or has direct control of imports undertaken by intermediaries)
the product concerned.

- “producer groups or associations’: Import shares are allocated entirely or mainly to a producer
group or association which imports (or has direct control of imports undertaken by the relevant
Member) the product concerned.

oT

- “other”: Administration methods which do not clearly fall within any of the above categories.

MX

- “mixed allocation methods”: Administration methods involving a combination of the methods as
set out above with no one method being dominant.

NS

- “non-specified”: Tariff quotas for which no administration method has been notified.

B. Additional conditions

- “domestic purchase requirement”: An additional condition requiring the purchase or absorption
of domestic production of the product concerned in order to be eligible to secure a share of the
tariff quota

- “limits on tariff quota shares per allocation”: An additional condition involving the specification
of a maximum share or quantity of the tariff quotafor each importer or shipment.

- “export certificates’: An additional condition requiring the submission of an export certificate or
licence issued by the exporting country concerned in order to be eligible to secure a share of the
tariff quota.

- “past trading performance”: An additional condition limiting eligibility to secure a share of the
tariff quota to established importers of the product concerned athough allocations are not made in
proportion to past trade shares.

(0]

- “no other conditions’: None of the above were identified.

Note: Additional conditions builds on notification of policy instruments as submitted by the Member States.
Source: WTO (2000f).




Licence on demand (LD). Import licences are issued on demand. The licences may be re-
duced pro rata if they exceed available quantities. The beneficiaries are foreign or domestic
importers depending on who get the import licences. The LD-method is applied to a wide
number of products in many countries and is often linked to additional conditions. In the
EU, the LD-method is applied to cereals, meat, and dairy products for which licences are
often distributed according to past trading performance.

Auctioning (AU). Some countries distribute import licences by auctioning or by a competi-
tive bidding system setting indirectly the applicable tariff. The beneficiary is the domestic
licence-issuing agency that receives the revenue from the auction. The method is applied to
imports of meat and dairy products in Norway where it is supplemented by restrictions on
the quantity of the tariff quota allocated to each importer or shipment.

Historical importers (HI). Importers shares are allocated, or licences issued, principally in
relation to past imports of the product concerned. The quota rent may fall on foreign im-
porters or domestic importers depending on who gets the right to import. The method is
used by a considerable number of countries, notably developing countries, but aso by the
EU for imports of certain meat products originating from bovine animals.

Sate trading (ST). Import shares are allocated in part or entirely to state trading agencies
being in charge of imports or having control of imports undertaken by intermediaries. The
beneficiary is the State Trading Agency that is holding the right to import. State trade is
used in Korea, Japan and afew other Asian countries.

Producer groups or associations (PG). Import shares are allocated in part or entirely to a
producer group or association being in charge of imports or having control of imports un-
dertaken by intermediaries. The quota rent falls in this case on the domestic producer
groups or associations. Administration by producer groupsis found in Koreaand Thailand.

Mixed allocation methods (MX). Administration methods involving a combination of the
methods set out above are used quite extensively for dairy productsin the US.

I mpacts on market access

The URAA is afirst step towards a reduction in trade barriers and elimination of discrimi-
natory treatment of trade in agricultural products. As indicated by the previous analysis,
however, tariffs remain high in many countries, and the TRQ system in general does not
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stand up to expectations in regard of improved market access. As pointed out by Josling &
Tangermann (1999), the average level of the tariffsis only one aspect of the problem. Many
tariff peaks remain and tariff disperson may even be more pronounced than before the
URAA.

Two elements should be stressed in this context. One is the lack of tariff binding as de-
scribed above, or what has been called “water in the system”. Thisisillustrated in Figure 4
by the difference between the price (Pg) set by the bound rate, and the entrance price for

imports (Pg) set by the applied rate. A reduction in bound rate will in this case have no im-
mediate impact on the applied rate.

FIGURE 4. “Water” and prohibitive tariffs
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Another reason for lack of response may be that the applied tariff is prohibitive for imports
(indicated in Figure 4 by the entrance price (Pg) exceeding the level of internal price (P)).
This is typically the situation for products in which countries are net-exporters, and where
import tariffs merely has the role of preventing the market from being flooded by foreign
products, whereas export support is the main instrument for sustaining internal prices to
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producers. A good example is pork in the EU. A reduction in the applied tariff will there-
fore have little effect on imports as long as the entrance price is higher than the internal
market price.

For net-importing countries, however, it is import tariffs that set the internal price whereas
export restitutions may be applied, but normally to regulate the seasonal flow of supplies
only. A reduction of the applied tariff will in this case have a direct effect on imports.

It is important to keep these principles in mind when judging the impact of trade liberalisa-
tion. For product markets, in which the EU is net-exporter, reduction in export support will
result in increasing stocks that in turn will exert pressure on governments to lower support
or prices. A reduction of import tariffs will in this case have little impact on the interna
price level if the applied tariffs are prohibitive for imports. If the reduction of import tariffs
brings the entrance price below the internal price, the government budget will be under
pressure from re-export of imported products. A liberalisation strategy calls therefore for a
co-ordinated reduction in both import tariffs and export support.

3.3.3 Palicy regimes - individual EU-markets

The EU market policy is based on a system of border protection and market intervention as
indicated by Table 16. For some products, farmers are guaranteed a minimum price, the
price being guided by politically determined intervention prices. For other products, support
Is based on target prices. Direct production aid is applied to seeds, wine, tobacco and fruit
& vegetables. Quantitative restriction of production is used in a number of markets either in
the form of restrictions on the use of land, as production quotas, or as restriction on the
number of animals eligible for support. Public support for storage and exports may be ap-
plied to clear the market. Producers of arable crops receive acreage payments as compensa-
tion for reduction of prices following the McSharry reform and a similar system applies to
production of beef, sheep and lamb.

To be eligible for acreage support, farmers are committed to set-aside farmland (Box 5).*
The percentage of land to be set aside by producers is calculated as a proportion of their
area under arable crops (reform area). The total reform area and thereby the total budget for

2 Box 5 is based on a Working Document (CAP 2000) from the European Commission concerning the
Situation and Outlook for Cereals, Oilseeds and Protein Crops, and the rules have been subject to certain
changes after the publications. As mentioned in the footnote to the box, the extraordinary set-aside was
suspended in 1996 and finally cancelled in 2000 in connection with the Agenda 2000 reform.
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hectare premiums is fixed on a Member State basis. Expansion of the planted area beyond
the defined base area will therefore lead to a proportionate reduction in the premium per
hectare. This also applies to the premium for set-aside. From the 2000/2001 marketing year
up to the 2006/2007 marketing year, the reference rate of compulsory set-aside is 10% but
the percentage may be adjusted in case the supply situation changes (European Commis-
sion, 2001a). The set-aside system has been an important instrument to restrain production.

TABLE 16. Instruments applied by the CAP market policy

Minimum or
guidance  Production Quantitative Storage Export
price aid"  restrictions support support Direct support2

Cereals X x1° X X X'
Oilseeds X0 X
Protein crops X0 X'
White sugar X X' X X
Olive oil X X X X
Seeds x°
Wine X X0 X X
Tobacco X' X0
Fruit and vegetables x3 X8 X
Milk and dairy products x* Xt X X X'
Beef X X X
Sheep and lamb x> x° (X)
Pork X
Eggs X

! Direct support based on output.

2 Compensatory payments for reduction in product prices.
% Minimum price for certain processed fruit and vegetables.
* Intervention price for butter and skimmed milk powder.

® Basic price for fresh and chilled sheep carcasses.

® Flat rate production aid.

"Premium graduated by type of product.

8 Community withdrawal compensation.

° Premium per head of ewe.

19 Restrictions on land use.

!! Restrictions on output.

2 Acreage support.

% Headage support.

Source: Based on Europe Commission (2001b).

Table 17 shows the distribution of EU expenditures on market policies in 1998. About half
of the direct expenditures in 1998 (ECU 36 hillion) went for cereals, most of which was
direct support as compensation for price reductions. Expenditures on beef & veal amounted
to ECU 5.2 billion followed by dairy products (ECU 2.8 billion), olive oil (ECU 2.2 billion)
and sheep and goats (ECU 1.5 billion). Export refunds amounting to ECU 4.2 billion went
first and foremost to the dairy sector and to sugar and beef & veal.
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Box 5
Base areas and set-asidein the EU

The base area concept was included in the McSharry reform both as a budget stabiliser and a production
stabiliser. Member States have to divide their territory into one or several base regions, where they estab-
lish the average area devoted to cereals, oilseeds, protein crops (COP-area), and subsidised set-aside area
based on actual land use in 1989-1991.

The total EU base areais 53.5 Million ha

Every year, Member States compare each base area with the relevant areas for which aid has been re-
guested. If there is an overshoot:

- inthe current year, the aided area per producer is reduced proportionately;
- inthefollowing year, the region’ s producers participating in the general scheme have to undertake
an extraordinary set-aside according to the percentage of overshoot, without any compensation.*

The total Community base areas have never been overshot and overshooting of the total of national base
areas has also been rare.

Each producer who wishes to receive compensatory payments has to choose (every year) between a sim-
plified scheme and a general scheme.

Under the simplified scheme, his request may not exceed an area corresponding to 92t of cereals in his
yield region (i.e. 20 ha on EU average). He then has no set-aside obligation and gets the cereals payment
for all the eligible COP areas (i.e. a non crop-specific payment).

Under the general scheme, he has to set aside a defined percentage of his declared area and receives crop-
specific payments, including a set-aside compensatory payment.

The set aside rate is indicated in the following table for the years 1993/94 to 1998/99. The target for total

set-aside has been 17.5% (reference rate), but in practice the rate of set-aside may be altered as was the
case in 1996/97—1998/99 where a general shortage of cereals was prevailing.

Evolution of the nominal set-aside rates and effective average rate

1993/94 1994/95 1995/96 1996/97 1997/98 1998/99

Rotational set-aside 15 15 12 10 5 5
Non-rotational set-aside - 10 5 5
- Other than UK, DK 20 17

- UK, DK 18 15

Effective average rate 155 18.0 18.5 15.8

Farmers are allowed flexibility in the management of their set-aside obligation in connection with produc-
tion of non-food crops, permanent (20-years) set-aside, afforestation and voluntary set-aside. Producers
may be required to apply environmental measures appropriate to the specific situation of the land set aside.

Source: European Commission (1997).

! Suspended in 1996 and ultimately cancelled in 2000.
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TABLE 17. Breakdown of EU appropriations by sector, Mio. ECU, 1998

(@] c

cg % 22§ £ g8 s

25 5 8@y s £ 22 8E

oo h aAasE Ona e} D3 a3 it
Cereals 429 1084 280 0 0 0 16162 17955
Sugar 1266 350 151 0 13 0 0 1780
Olive oll 25 27 34 136 0 0 1994 2216
Dried fodder 0 0 70 0 0 0 307 377
Flax and hemp 0 0 0 0 0 0 870 870
Fruit & vegetables 58 0 607 0 0 138 312 1115
Wine 41 199 147 0 0 313 0 700
Tobacco 0 0 84 0 0 0 787 871
Other, crop products 50 62 0 0 96 0 147 355
Milk & dairy products 1427 141 6 1238 0 0 0 2812
Beef & veal 775 145 0 0 0 0 4 253 5173
Meat of sheep and goats 0 0 0 0 0 0 1535 1535
Pork 75 0 0 0 0 0 0 75
Eggs and poultry 91 0 0 0 0 0 0 91
Other, animal products 0 0 0 0 94 0 0 94
Total 4237 2 008 1379 1374 203 451 26367 36019

Source: European Commission (2001b).

Cereals

Wheat, barley, and maize are the most important cereals produced in the EU followed by
oats and rye. The EU is net exporter of cereals with arate of self-sufficiency in the range of
105% to 125% in recent years (Table 18). The EU accounted for 9% of global exports of
cereals in 1997 and for about 3% of global imports. The share of EU exports in global ex-
ports has been declining since the early 1990s whereas imports have increased.

TABLE 18. Production, trade and self-sufficiency in cereals, EU

Annual
1992/93  1993/94  1994/95 1995/96  1996/97 1997/98 change %

Production, 1000 ton 167772 163960 172848 176580 205936 205 881 5.1
Import, 1000 ton 3473 4391 6 595 7988 5213 6 220 10.9
Export, 1000 ton 36 997 32526 32047 24 526 29 694 22 854 -8.1
Self-sufficiency rate % 124 112 108 106 118 116 -

Source: European Commission (2001b)

The market regime for cereals covers whest, rye, barley, oats, maize, grain sorghum, buck-
wheat, millet, and canary seed. The regulation is based on border protection, public storage,
and export restitution to ensure guaranteed prices to producers. As the EU is a net-exporter
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of cereals, price guarantees to producers depend ultimately on administration of export res-
titutions. Producers receive acreage payments as compensation for price reduction follow-
ing the McSharry Reform. To be eligible for compensation payments, farmers must set-
aside a certain percentage of their productive land s described above. The set-aside scheme
has been an important policy instrument to restrict production.

The composition of price support and acreage support for wheat is illustrated by Figure 5,
indicating that market support fell considerably during the 1990s whereas acreage support
increased from nil in 1992 to 54 ECU per tonne in 1995. The negative market price support
in 1996-97 reflects a tax on exports in the EU following falling supplies and drastic in-
creases in the world market price for cereals.

FIGURE 5. Composition of support in EU, Wheat
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Note: Market price support is measured as the difference between internal price and
world market price. Other support elements are measured by budgetary expenditures.
As market price support is included in the value of production, the percentages are cal-
culated as follows:
Market price support % = (VMPS/(VP — VMPS + VTS))*100
Acreage support % = (AP/(VP — VMPS + VTS))*100
Where VMPS = value of market price support; VP = Value of production (at farm gate);
VTS = value of total support (= VMPS + government outlays on support schemes), and
AP = area based support.
Source: OECD (2000a)

According to the Agenda 2000 reform, the intervention prices for cereals will be reduced by
15% in two equal stages of 7.5% (in the 2000/2001 and 2001/2002 marketing years respec-
tively). As compensation, acreage payments are being increased, in two equal stages, from



-61-

54 to 63 EUR per tonne (European Commission, 2001a). To be eligible for acreage pay-
ments, farmers are committed to a tentative 10% set-aside.

Imports of cereals into the Community are subject to the presentation of an import licence,
issued by Member States. Imports are subject to a custom duty set by the Commission for
specified standards of the product. The price to be used for calculation of the import duty is
the average of the daily representative cif import prices at specified markets (EUR-Lex,
1996a and EUR-Lex 1999a). Imports for which the in-quota tariff is zero are subject to
quantitative restrictions (quotas). Import licences are issued on demand, giving preference
to past trading performance. Hence, the quota rent from imports at preferential terms may
fall on foreign or domestic importers depending on who gets the import licence. The issuing
of alicenceis conditional on the lodging of a security guaranteeing that importation will be
effected during the period of the licence. As indicated by Table 19, the import quota for
millet has been filled whereas import quotas for other ‘exotic’ cereals have not.

TABLE 19. Examples of Tariff Rate Quotas for “exotic” cereals, EU, 1998

Applied tariff ECU/ton Fill-rate %

Bound tariff Import-quota  1996-1998

HSNo Description ECU/ton In-quota Over-quota 1000 ton average

1) 2 3) 4 ®)

10011000 Durum 148.00 0.00 45.50 50.0 n.a.
10061400 Broken rice 128.00 0.00 152.00 1.0 44
10070090 Sorghum 94.00 - 98.75 300.0 85
10082000 Millet 56.00 7.00 66.30 13 100"

! 1996-97 average.

Sources: Columns (1) and (4): OECD (2000b) (AMAD-database)
Columns (2) and (3): UNCTAD (2000a) (TRAINS-database)
Column (5): WTO (2000f).

Oilseeds

Oilseeds comprise rapeseeds, seeds of sunflowers, and soybeans. The production of rape
and colza seeds has increased by nearly 10% per annum during the 1990s and exports have
expanded by more than 20% per year (Table 20). The EU-market in oilseeds has been open
to free import from third countries since before the McSharry reform in 1993, but producers
receive acreage payment as described in Box 4.
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TABLE 20. Production, trade and self-sufficiency in rape and colza (seeds), EU

Annual
1993/94  1994/95 1995/96  1996/97 1997/98  1998/99 change %

Production, 1000 ton 6 168 6 390 7 488 7 023 8 535 9 829 9.4
Import, 1000 ton 884 1400 882 397 340 957 -12.4
Export, 1000 ton 251 358 116 445 351 798 224
Self-sufficiency rate % 90 86 91 101 100 98 -

Source: European Commission (2001b)

As part of the Agenda 2000 reform, acreage payments are aligned progressively in two
equal steps to the level applied to cereals, reaching 63 EUR per tonne in 2002/2003. The
alignment will raise the limit on area grown with oilseeds under the Blair House Agreement
as from the 2002/2003 marketing year (European Commission, 2001a).

Protein crops

Protein crops (peas, field beans, sweet lupins for feeding) are part of the arable crops sector
eligible for acreage support. No trade barriers are applied to these crops but producers re-
ceive acreage payments that will be increased to 72.5 ECU per tonne from 2000 (European
Commission, 2001a).

Sugar

The EU is one of the biggest suppliers of sugar on a global scale (second only to Brazil),
and one of the largest net exporters of sugar to the world market. The production of sugar
has been quite stable during a number of years with the rate of self-sufficiency being in the
range of 113% to 115% in most years (Table 21).

The production of sugar in the EU is subject to high border protection, the price to consum-
ers being set by a politically determined intervention price. Producers are guaranteed mini-
mum prices for A- and B-quotas of sugar, subject to levies to cover costs of exports of A-
and B-sugar. Export of C-sugar (production in excess of A- and B-quotas) is paid the world
market price. The EU covers extra costs associated with re-export of sugar imported at
preferential terms.
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TABLE 21. Production, trade and self-sufficiency in sugarl, EU

Annual
1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 change %

Total production, 1000 ton 16 216 15 403 15 859 16 767 17 764 16 382 15
C-sugar for export, 1000 ton 2918 1991 1581 2 369 3148 2021 -0.2
Usable production, 1000 ton 13298 13412 14 278 14 398 14 616 14 361 1.9
Import, 1000 ton 2077 2154 2 200 2272 2181 2 316 1.8
Export, 1000 ton 3674 3679 3 600 3313 3720 3700 -0.1
Self-sufficiency rate % 114 106 114 113 115 113 -

! White sugar equivalent.
Source: European Commission (2001b)

Imports of sugar are subject to licensing issued on demand (Box 4). The beneficiaries of in-
guota imports may be foreign or domestic importers depending on who get the licences.
Exporters selling to the EU-market are requested to produce an export certificate issued by
the exporting country to document eligibility of securing a share of the tariff quota.

The Agenda 2000 reform brought no changes to the policy regime for sugar but, as part of
the Everything But Arms scheme in 2001, the EU has decided to open the market for free
imports of sugar from the world's 48 Least Developed Countries (European Commission,
2000d). The scheme, involving a transition period for sugar, rice, and bananas (Box 6), is
not affecting trade with other developing countries that is subject to the “normal” WTO
provisions.® The EU-sugar scheme will be investigated in a separate report from the pro-
ject.

Olive ail

Olive ail is produced in the Mediterranean region by a large number of primarily small pro-
ducers. Production has increased by more than 10% during the 1990s resulting in an in-
crease in exports of 7-8% and a similar fall in imports. The rate of self-sufficiency has in-
creased steadily during the same period (Table 22).

3 For bananas, a tariff-only system is scheduled to take effect on January 1, 2006. The European Commis-
sion will initiate the necessary procedures to expand access for Latin American bananas and to secure a
marketshare for a specific quantity of bananas of ACP origin. With the agreement, along-standing dispute
between the US and the EU over the EU regime for bananas has been resolved (European Commission
(2001¢)).
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Box 6
'Everything but arms' trade accessfor L east Developed Countries

EU eliminates quotas and duties on all products except arms imported from Least Developed Countries
with effect from 5 March 2001. The groups of L DCs comprise the world’ s 48 poorest countries.
For sugar, rice and bananas the full liberalisation will be phased in during a transition period.

Sugar: Duties will be reduced by 20% on 1 July 2006, by 50% on 1 July 2007 and by 80% on 1 July 2008
and eliminated at the latest by 2 July 2009.

Rice: Duties will be reduced by 20% on 1 September 2006, by 50% on 1 September 2007 and by 80% on
1 September 2008 and eliminated at the latest by 1 September 20009.

Bananas: Duties on fresh bananas will be reduced by 20% annually starting on 1 January 2002 and elimi-
nated at the latest on 1 January 2006.

Source: European Commission (2000c)

TABLE 22. Production, trade and self-sufficiency in olive oil, EU

Annual
1992/93  1993/94  1994/95 1995/96  1996/97 1997/98 change %

Production, 1000 ton 1379 1491 1463 1481 1930 2394 10.7
Import, 1000 ton 57 60 61 27 46 46 -7.4
Export, 1000 ton 162 100 75 135 150 188 7.6
Self-sufficiency rate % 93 98 99 103 120 136 -

Source: European Commission (2001b)

The market regime for olive oil is based on border protection, production aid, and export
restitutions. The policy was revised in 1998 resulting in the following changes (EUR-Lex,
2001):

a) The previous special scheme whereby small producers were paid on the basis of the
number of their trees and a fixed yield, is abolished; production aid is granted to al
olive growers on the basis of the quantity of olive oil they actually produce.

b) Consumption aid, the aim of which was to render olive oil more competitive with
seed oils, has been abolished.

c) The Community maximum guaranteed quantity of olive oil eligible for production
aid has been increased and production aid is apportioned among the Member States
in the form of national guaranteed quantities. The total guaranteed quantity has been
increased from 1.35 million tonnes to some 1.8 million tonnes and the production aid
rate has been reduced from 142.2 to 135.5 EUR per 100 kg of olive oil.
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From 1 November 2001, production aid will only be granted for oil obtained from olive
groves planted before 1 may 1998 (European Commission, 2001c).

Seeds

Producers of grass seeds receive aflat rate production aid graduated by the type of product.
The market in grass seeds is not subject to border protection and export restitutions are not
provided for exports of seeds.

Wine

The EU occupies a leading position on the world wine market, accounting for 45% of wine-
growing areas, 60% of production and consumption, and about 70% of global trade. Total
production of wine has been declining during the 1990s (Table 23) resulting in a consider-
able increase in imports. During the same period, the rate of self-sufficiency has varied be-
tween 133% and 108%. Table 24 indicates the distribution of imports by country.

TABLE 23. Production, trade and self-sufficiency in wine, EU

Annual
1992/93  1993/94  1994/95 1995/96  1996/97 1997/98 change %

Production, 1000 ton 197676 163913 155423 154696 169323 156 671 -3.0
Import, 1000 ton 3298 3497 3862 6 676 5725 6 169 15.9
Export, 1000 ton 9 592 12 668 12 498 9 663 13720 14 184 5.7
Self-sufficiency rate % 133 113 112 108 122 116 -

Source: European Commission (2001b)

TABLE 24. Distribution of imports of wine in EU by origin, per cent, 1998

HSNo  Product Australia us Chile S.Africa Bulgaria Hungary  Others Total

220421 Wine 28 22 14 11 5 4 16 100

Source: UNCTAD (2000a) (TRAINS-database).

The EU market regime for wine is based on border protection, intervention mechanisms to
support producer prices, and measures to reduce wine-growing areas. The market protection
has in periods resulted in considerable surpluses of wine, leading to the introduction of dis-
tillation schemes. The market regime distinguishes between quality wines and table wines,
the distillation scheme being applicable to the latter only. The market policy for wine was
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revised in 1999 giving further emphasis to market balance. This includes (European Com-
mission, 2001a):

- prohibition until 31 July 2010 on the planting of vine varieties classified as wine
grapes,

- restriction of new planting to 2% of the existing area;

- introduction of an abandonment premium for permanent abandonment of wine-
growing on particular areas; and

- support for private storage of table wine.

Oenological processes and practices are subject to strict regulations.

Imports of wine are subject to the presentation of an import licence, issued by the Member
States to any applicants. The beneficiaries of preferential import may be foreign or domestic
importers depending on who gets the licence. In-quota tariffs are nil and over-quota imports
are, in principle, charged the Common Customs Tariff (MFN-rate). In agreement with the
WTO rules, an additional import duty may be applied to prevent imports of certain products
having adverse effects on the market (European Commission, 2001a).

Tobacco

The EU accounts for about 4% of world production of tobacco, nearly 30% of all imports,
and around 10% of global exports. Greece and Italy are the major producing countriesin the
Community, accounting for about three-quarters of the total output of raw tobacco. The
market scheme for tobacco is based on a combination of import barriers, production quotas,
and a premium scheme allowing for production-based payments.

Fruit and vegetables

The EU is net exporter of vegetables but net importer of fruits (Table 25). Imports are com-
ing from a large number of countries, bananas being an example of products originating in
developing countries (Annex Table 19).

The market regime for fruit and vegetables builds on border protection, intervention pur-
chase of surplus production mainly for destruction, and export restitution. The EU also pro-
vides support for market organisation and clearance of orchards.
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TABLE 25. External trade with fresh fruit and vegetables, EU-15, 1998, 1000 ton

Vegetables Citrus Other fruits
Import 885 1721 2692
Export 1167 1156 1031
Net import -282 565 1661

Source: European Commission (2001b).

Intervention in the internal market is administered by producer organisations that can with-
hold products delivered by members and get support for alternative disposals. The support
Is paid on a per unit basis and is graduated among products. The intervention scheme was
revised in 1996, and the amount of products qualifying for such support has been falling
since. In 2002, intervention purchase will be restricted to 5% of market production of citrus
fruits, 8.5% of market production of apples and pears, and 10% of other products (Official
Journal of the European Communities, 1999). The products that are withheld can be used
for charitable purposes or they may go for destruction. In 1998, 13% of the market produc-
tion of applesin Greece went for destruction on this account. In Spain 4-5% of the produc-
tion of apples and pears was purchased for intervention and the same happened to a similar
percentage of the production of nectarinesin France (European Commission, 2001b).

Imports of fruits and vegetables are subject to different administrative procedures depend-
ing on the product. Imports of vegetables are allowed mainly on a ‘first-come, first served’
basis (WTO, 2000f) where no shares are alocated to importers. However, some imports
may be based on the issue of licence on demand, or licences may be granted to historical
importers. The beneficiaries of imports at preferential terms will be foreign or domestic im-
porters depending on who hold the right to import. For bananas, imports are conditioned on
the issue of both import licences and an export certificate issued by the exporting country to
guarantee sources of supplies.

The tariff quota system is mainly used to continue preferential trading arrangements estab-
lished previously under the Lomé Convention or to ensure import of speciality products
such as high quality oranges from the US. In quota tariffs in general are low. Historically,
the amount of fruit and vegetables imported on preferential terms has been sufficient to
comply with the minimum import requirements of the URAA.
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Dairy products

Total milk production in the EU has been quite stable since the introduction of milk quotas
in 1984, but the composition of processed dairy products has changed. The production of
fresh milk products and cheese has increased whereas production of milk powder has fallen
(Table 26). The EU is one of the biggest exporters of dairy products to the world market,
with 25% of the global export of butter, 30% of export of skimmed-milk powder, and more
than 40% of the global export of cheese in 1998 (European Commission, 2001b). The EU is
importing dairy products on a small scale, with New Zealand being the largest supplier of
butter to the EU. Important suppliers of cheese are Switzerland, New Zealand, Australia,
Canada, and Norway (whey cheese).

TABLE 26. Production of milk and dairy products, EU, 1000 ton

Annual

1993 1994 1995 1996 1997 1998 change %

Cow milk* 120058 120072 121765 121420 120595 120837 0.1
Butter 1837 1801 1872 1874 1853 1833 0.2
Cheese 5742 5970 6170 6 268 6 344 6 341 2.0
Milk powder 2294 2 263 2 265 2100 2 085 2 096 -2.2

! Delivery to dairies.
Source: European Commission (2001b)

The market regime for dairy products combines quantitative restrictions (quotas) on milk
production at the farm gate level with border protection and market intervention. The inter-
nal market in dairy products is heavily protected with protection coefficients in the range of
85-90 per cent of the world market price. Intervention in the internal market is based on
public storage of butter and skimmed-milk powder combined with export support.

As part of Agenda 2000, Member States have agreed to reduce the intervention prices for
butter and skimmed-milk powder by 15% in three stages from the 2005/06 marketing year
(European Commission, 2001a). In compensation, producers will receive direct payments
based on their individual quota within a total amount corresponding to the total quota of the
Member country in 1999/2000. The amount of direct payments per premium unit is to be
increased in four stages, starting in 2005, from 5.75 EUR per tonne to 17.24 EUR per tonne
in 2007. Member States will make additional payments to their producers on a yearly basis
in the form of cow premiums and/or area payments. The total amount of dairy cow pre-
mium and premium supplement must not exceed 13.90 EUR per tonne for the calendar year
2005, EUR 27.80 EUR/tonne for 2006 and 41.70 EUR/tonne for 2007. The total milk quota
IS to be raised by 2% (2.35 thousand tons) in four stages from 2001. Intervention in butter
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can take place when the market price for butter in one or more Member States is lower than
92% of the intervention price. Intervention in skimmed-milk powder is allowed at the inter-
vention price within atotal amount of 109,000 tonnes per year.

Imports of dairy products are subject to submission of an import licence. Import licences
has so far been issued mainly on demand based on past trading performance, and the bene-
ficiaries of imports at preferential terms has been foreign or domestic importers, depending
on who holds the right to import. In the case of imports from New Zealand, import licence
applications may be submitted only in the United Kingdom and such imports must bear an
indication of their New Zealand origin at all stages of marketing. The blending of New Zea-
land butter with Community butter for direct consumption may take place only in the
United Kingdom (EUR-Lex, 1998a). As indicated by Table 27, the bound tariffs are binding
and the quota for skimmed-milk powder has been amost filled. For the referred kind of
cheese, the quotawas filled in 1998 but unfilled in 1996 and 1997.

TABLE 27. Examples of Tariff Rate Quotas for dairy products, EU, 1998

Applied tariff ECU/ton Fill-rate %

Bound tariff Import-quota  1996-1998

HSNo Description ECU/ton In-quota Over-quota 1000 ton average
(1) (2) (3) (4) (5)

040500 Butter 1 896.00 868.80 2 251.00 76.7 n.a.

04069021 Cheese' 1671.00 130.00 1984.00 10.3 91

04021019  Skm.-milk powder 1188.00 475.00 1287.00 68.0 99°

! Cheddar produced from non-pasteurised milk.

? 1996-97 average.

Sources: Columns (1) and (4): OECD (2000b) (AMAD-database)
Columns (2) and (3): UNCTAD (2000a) (TRAINS-database)
Column (5): WTO (2000f).

Beef and veal

The EU is net-exporter of beef and veal but imports quality beef corresponding to about 5%
of consumption. The production of beef and veal has remained fairly constant during the
1990s, but both exports and imports have been falling (Table 28). Most imports come from
South America, South Africa, or the US (Table 29).

The production of beef and veal in the EU is mainly linked to milk production. Neverthe-
less, the market in these products has its own policy regime that builds on principles smilar
to that of dairy products. protection of external borders; intervention in the internal market,
and export restitution in order to maintain minimum prices to producers. In addition, pro-
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ducers of beef and veal are paid direct support (headage premiums) as compensation for
reduction of product prices in connection with the McSharry reform in 1993. Figure 6
shows the composition of market price support and direct support for beef and veal, indicat-
ing that total support in nominal terms has increased considerably in recent years.

TABLE 28. Production, trade and self-sufficiency in beef and veal, EU

Annual

1993 1994 1995 1996 1997 1998 change %

Production, 1000 ton 7744 7 371 7 964 7 950 7 889 7 624 0.4
Import, 1000 ton 419 456 377 364 392 353 -3.8

Export, 1000 ton 1085 1073 1006 965 971 694 -7.1
Self-sufficiency rate % 104 102 109 116 112 104 -

Source: European Commission (2001b)

Table 29. Distribution of EU-imports of selected meat products by origin, per cent, 1998

New  South
HSNo Description  Argentina Australia Brazil Zealand Africa Uruguay US Others Total
020130 Beef 45 8 11 1 15 10 6 4 100
020442 Sheep 11 88 1 100

Source: UNCTAD (2000a) (TRAINS-database).

The level of border protection is about the same as for milk, i.e. nearly 90% of the world
market price. The EU market for beef and veal has been affected by the BSE-disease and
most recently by foot-and-mouth disease notably in Great Britain. As part of the Agenda
2000 reform, Member States agreed to reduce the intervention price by 20% in three equal
steps from 2000 to 2002 and from 1 July 2002, the intervention price will effectively have
been reduced by 25%. In compensation, direct support to producers of bovine animals is
increased by way of extending various support schemes.

The production of beef and veal is subject to a variety of direct support programmes, some
of which are directly linked to production (special premium, suckler cow premium, slaugh-
ter premium and additional payments), whereas others are aimed at levelling seasonal varia-
tion in slaughtering or extensification of production (Table 30). Some of these programmes
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FIGURE 6. Composition of support, beef and veal
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Note: Market price support is measured as the difference between internal price and
world market price. Other support elements are measured by budgetary expenditures.
As market price support is included in the value of production, the percentages are cal-
culated as follows:
Market price support % = (VMPS/(VP — VMPS + VTS))*100
Headage support % = (HS/(VP — VMPS + VTS))*100
Where VMPS = value of market price support; VP = Value of production (at farm gate);
VTS = value of total support (= VMPS + government outlays on support schemes), and
HS = payments per head of animal.
Source: OECD (2000a)

have been in existence for quite a number of years but payments were enhanced as a com-
pensation for reduction in product prices in connection with the McSharry reform. Others
have been introduced at a later stage and are now part of the Agenda 2000 reform. The Ad-
ditional payments programme belongs to the so-called National Envelope Scheme where
Member States are allowed to allocate support at their discretion within common rules set
by the Commission.

Imports of beef and veal are subject to submission of an import licence and, for certain
products, an export certificate issued by the exporting country must be presented. Import
licenses are issued on demand, and the benefits of in-quota imports falls on domestic or for-
eign importers depending on the distribution of licences. As explained earlier, the EU is
applying a double tariff rate system for over-quota import of beef and veal: An ad valorem
duty measured in percent of the world market price and a tariff measured in ECU/ton. The
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TABLE 30. Direct payments to production of bovine animals, EU

EUR per
Conditions Calendar year/period animal
Special premium*
1. Bulls To be granted once: At the age 2000 160
of nine month 2001 185
2002 and subsequent years 210
2. Steers To be granted twice: At the age 2000 122
of nine months and after 21 2001 136
months 2002 and subsequent years 150
Seasonal premium High rate of slaughtering during  Slaughtering during:
the period 1 September to 30 Week 1-15 72
November of a given year Week 16-17 54
Week 18-21 36
Week 22-23 18
Suckler cow premium™?  Supply of milk from the farm 2000 163
must not exceed 120,000 kg 12 2001 182
months from application® 20002 and subsequent years 200
Slaughter premium*
1. Bulls, steers, cows and 2000 27
heifers from the age of 8 2001 53
months 2002 and subsequent years 80
2. Calves of more than one 2000 17
and less than seven months 2001 33
old 2002 and subsequent years 50
Extensification payment®  Stocking density less than 1.4 Per special premium 100
Applicable to producers re-  livestock units
ceiving the special premium Per suckler cow premium 100
and/or the suckler cow pre-
mium
Additional payments®
1. Headage payments for 2000 27
suckler cows, dairy cows Subject to a maximum number 2001 53
and heifer of animals or budget ceiling per 2002 and subsequent years 80
Member States
2. Acreage payments for 2000 210
permanent pasture 2001 280
2002 and subsequent years 350

! To be eligible for support, stocking density of the holding should be limited to two livestock units per hec-

tare.

> Member States may grant an additional national suckler cow premium, up to a maximum of EUR 50 per

animal.

* Additional requirements with regard to composition of stocks.

4 Subject to national ceiling on number of animals (based on 1995 slaughtering).
> May be granted on a yearly basis.
6 Subject to objective criteria concerning production structures and avoidance of market and competition

distortions.

Source: Official Journal of the European Communities (1999).
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latter is an additional duty imposed on imports in accordance with Article 300 of the URAA
Treaty to avoid disturbance of the Community market (EUR-Lex, 1999b). The import
prices to be taken into consideration for imposing an additional import duty are determined
on the basis of the cif import prices of the consignment under consideration. Export restitu-
tions are applied when deemed necessary to balance internal markets.

Sheep, lamb, and goats

The EU is the second largest producer of meat from sheep and goats measured on a global
scale and UK isthe largest producer in the EU followed by Spain, France and Greece in that
order. Yet, the EU is only 80 per cent self sufficient in these products, the largest share of
import coming from New Zealand and Australia (Table 29).

The market regime is based on border protection and market intervention to protect the
Community market against price fluctuations on the world market (EUR-Lex, 1998b). Pro-
ducers are granted a premium per head of ewe based on a politically determined basis price
for meat of sheep in the internal market. When fixing the basis price, account is taken of the
actual market situation, cost of production, and the prospects for development in production
and consumption. A similar system applies to producers of goat-meat in less-favoured ar-
eas. The level of market price support is lower for sheep, lamb and goats than for beef, ex-
plaining why import quotas have not been filled.** The direct payments, on the other hand,
are much higher for sheep than for beef relative to the price of the products.

Imports of meat of sheep, lamb and goats are subject to licensing, import licenses being is-
sued on demand. Hence, the beneficiaries of the TRQ system are foreign or domestic im-
porters depending on who gets the licences. Export certificates providing guarantees eligi-
bility to secure a share of the tariff quotaisrequired for certain products.

Pork

The EU accounts for about 20% of the global output of pork, second only to China with
45% in 1997. About 6 per cent of the production is exported to external markets, nearly half

“ The fill rate for HSNo 0204 (meat of sheep or goats, fresh chilled or frozen) has been in the range of 80-
90% since the introduction of the systemin 1995 (WTO, 2000f). The difference between the applied over-
guota and in-quota tariffs in 1998 was about 1,100 ECU/ton for sheep, lamb & goats as compared with
3,600 ECU/ton for beef.
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of which come from Denmark. Gross interna production has increased steadily during a
number of years resulting in an increase in exports of close to 4% per year from 1993 to
1998 (Table 31). The increase in imports after 1993 is partly explained by the URAA com-
mitting Members to expand preferential imports. The rate of self-sufficiency has been stable
at about 107% over a number of years.

TABLE 31. Production, trade and self-sufficiency in pork, EU

Annual

1993 1994 1995 1996 1997 1998 change %

Production, 1000 ton 15247 15233 16105 16368 16279 17581 2.7
Import, 1000 ton 21 25 83 95 62 44 20.6

Export, 1000 ton 841 908 772 861 949 1034 3.7
Self-sufficiency rate % 106 107 106 106 107 107 -

Source: European Commission (2001b)

The EU market regime is based on border protection and (occasionally) export restitutions.
No price guarantees are provided for the production of pork in the EU. Export restitutions
were formerly intended to compensate for the difference in the price of cereals at the inter-
nal market and at the world market. Thisis no longer the case. Today export restitutions are
administrated on an ad hoc basis as arelief help to farmersin periods of low products prices
(Figure 6).

The EU maintains quite high border protection for pork, with the overall rate of border pro-
tection being in the range of 30% of the world market price. The applied in-quota tariffs
rate is considerably lower, amounting to about one-quarter of the applied over-quota tariff
(Annex Table 5). Preferential import was previously non-existing but following the URAA,
the EU is obliged to allow for imports corresponding to 5 per cent of its internal consump-
tion. Part of this is allocated to preferential import from Eastern European Countries. Im-
ports are based in the issue of licences on demand giving preference to past trade perform-
ance. The benefit of in-quota imports falls on foreign or domestic importers depending on
who hold the import licences.

Figure 7 shows tariffs applied to over-quota imports of canned ham in Denmark in 1995
and 1999. The first two columns refer to the duty applied before and after ‘tariffication’ in
1995, whereas the last two columns represent the applied tariff in 1999 and the bound tariff
in 2000, respectively. The last two columns indicate that the bound tariff is binding for pig
production.
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FIGURE 7. Basic quotation and restitutions for pork, Denmark
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FIGURE 8. Over-quota import tariffs, canned ham, Denmark
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Source: Jensen (2000).

Poultry and eggs

The market regimes for poultry and eggs are identical. The EU does not provide price guar-
antees or direct support for production, but the internal market is protected by import tariffs.
Imports are subject to licensing issued on demand and taking past trade performance into
account (Box 3) The EU aso provides export restitutions on a restricted basis. The EU has
signed agreements with Eastern European Countries according to which the CEE-countries
are granted access to the EU-market on preferential terms for certain contingents. Imports
are subject to the presentation of an import licence issued on demand, giving preference to
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historical trade performance. The rent associated with in-quota imports falls on the holders
of import licences that may be foreign or domestic importers. The EU is self sufficient in
poultrymeat and eggs, but the quotas for preferential import were increased following the
URAA (Annex Table5).

3.4 EU trade with developing countries™

The composition of EU imports of agricultural products from developing countries (LDs) is
shown in Table 32. Fruits and vegetables is a magjor import item, a large part of the imports
from LDs coming from Turkey, South Africa, and Central America & the Caribbean. Other
important items are oilseeds, three-quarters of the imports from LDs coming from Brazil
and Argentina, and oils and fats coming largely from the same regions and from Indonesia
and South Africa. The latter groups of products are subject to low or no border protection in
the EU.

Nursery plants & flowers, coffee, tea, and spices (grouped under the heading “crops nec”)
are also important items that benefit from relatively low levels of border protection in the
EU. Nursery plants & flowers come for a large part from South America whereas coffee,
tea and spices come from a broad range of developing countries. Highly protected products
in the EU such as beef & veal are mainly imported on preferential terms from South Amer-
ica, whereas mutton comes almost entirely from New Zealand and Australia (not shown in
the table). The EU imports wheat on a small scale from among others Mexico and Argen-
tina. Other cereals, comprising “exotic” cereals as Sorghum and Millet, are imported mainly
from South Americaand China.

Least developed countries (LDCs), represented in the table by Maawi, Mozambique, Tan-
zania, Uganda, Zambia and Bangladesh, account for only a small share of the total imports
in the EU. Plant-based fibres is an important item (sisal and cotton) for which the EU has no
restriction on imports. Zambia, Malawi, and Tanzania export sugar on a small scale to the
EU on preferential terms. By far the largest part of imported sugar comes from other devel-
oping countries as Mauritius, South Africaand Guyana and from the Caribbean Islands.

> The analysis is based on the GTAP-database (GTAP, 2000b), covering 66 countries of which 27 are clas-
sified as developing countries. The data are consistent trade data generated for general equilibrium analy-
ses and may diverge from the official statistics. The figures cover only imports from devel oping countries.
For an extended analysis of trade relations see Walter-Jergensen and Jensen (2001).



TABLE 32 . Composition of EU imports of agricultural products from developing countries, by product, 1997, per cent.

Paddy
rice

Wheat

Other

grains

Veg. &

fruits

|
seeds

(e}

Plant-

based
fibres

Crops
c

Meat

cattle

sheep

Other
meat

&

Veg.
oil
fats

Dairy

prod-
ucts

Proc-

essed
rice

Sugar

Other
food
prod-
ucts

Total

Import Mio. US$

196

w

19

7751

1956

=

N

6

11606

1792

1089

4759

507

2274

10019

43549

Africa and Turkey

Malawi®

Mozambique®

Tanzania®

o|o|o

o|o|o

N(O|O

o|o|o

o|o|o

w|w|o

o|o|o

o|o|o

o|o|o

o|o|o

o|o|o

(ol

o|r|Oo

(ol

Rest of Sub-
Saharan Africa

[N

Uganda®

Zambia®

Zimbabwe

o|o|o|o

o|o|o|o

[l [=]{=]1\N]

[l [=]{=]{e]

o|Oo|o|w

W|O(N|N

W|O|W(H

hlO|O|O

[l [=]{e){e]

o|o|o|u

o|Oo|Oo(

o|Oo|o|w

RIN| Ol

o|Oo|o(N

=S

Rest of Southern
Africa

Morocco

INI)

»| O

o|o

(O

oo

Rest of Northern
Africa

[N

[N

Turkey

South Africa

Botswana

o|o|o|o

oO|O|=|un

OIN|N| A

o|r|r|r

o|Oo|o;|

o|r(N|O

N(00|O|O

o|N(o|o

[@]{=]] V] (o))

o|u1|o|w

o|o|o|o

N|©O|O|N

BN E2] N

R oN

South and
Central America

Rest of Andean Pact

o

o

o

[N

=

=

o

o

o

o

o

IN

N

Central America
and the Caribbean

IN

=

o

=
[&)]

[N

o

=
w

=

o

©

N
w

N
w

(&)]

©

Rest of South
America

[N

Colombia

[EnY

Peru

Venezuela

Mexico

Brazil

[e2]

i

N

Chile

Uruguay

Argentina

Oo|o|Oo|o|o|o|o|o|w

= a1
gN|Oo[o|Nv|(o|o|o|o

R=llql=l gl Hle]{e]

]

N[N |N(O| koo

[l (=il (=l[=][=]{=]bN]

=

N|O|O(N|R|O|r|O|o

P |O|O(O|N|O|R |k |Oo

QNN A~ | |O|w|O|o

[N

O|O|o|w|o|o|o|o|o

w

N
WIWININ|O|IN|FP [N~

o|o|o|o|o|o|o|o|~

O|O|O(w|r|O|O|O|wv

E =] EN BTN RN N (o]

OIR|IN|O|N|O|F| 01|

Asia

Vietnam

Bangladesh®

India

©o|Oo|o

Rest of South Asia

3

Indonesia

0

China

10

[N

Sri Lanka

0

Philippines

0

Thailand

17

=

w

=

Malaysia

1

Oo|o|o|o|o|o|r|uo|o|o

O|O|O(o|(k oMo

O |O(Oo|N(P|O|w(o|o

Oo|o|o(Oo|h|O|Oo|w|o|O

O|O|R | |O|FR N[O O

OO N~ O~ OIN

Oo|O|o|o|o|o|o|o|o|o

P |0|O(O||o|o|o|o|o

=
~N|O|IN(O|R |~ |O|INM( OO

Alw|wlOo|O|O|O|~|O|O

2=
RP(WIN[(O|O|[kr|w|o|O|O

O|R|O(Oo|r|oju|o|O|O

N OIN(O|U|W|FR W[k~

Total

100

100

100

100

100

100

100

100

100

100

100

100

100

=
o
o

Sl |a|r|o|w|w|k|s|of-

=
o

Selection criteria: Countries represented in the GTAP-database version 5, pre release 3. The countries are grouped according to GNP/Capita, 1999, (Atlas Method).

! Least developed countries. 2South Africa Custom Union excl. Botswana. Source: GTAP (2000b).

_LL_



TABLE 33. Composition of EU imports of agricultural products from developing countries, by country of origin, 1997, per cent.
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Africa and Turkey
Malawi® 238 0 0 0 0 0 88 0 0 0 0 0 11 0 100
Mozambique® 117 0 0 0 2 6 18 1 0 0 0 0 0 1 73 100
Tanzania 248 0 0 2 3 0 8 57 0 1 1 0 0 7 19 100
Rest of Sub-
Saharan Africa 5987 0 0 0 12 1 6 46 0 0 4 0 0 1 28 100
Uganda® 364 0 0 0 2 0 3 89 0 0 0 0 0 0 6 100
Zambia® 83 0 0 0 13 0 0 31 0 0 0 0 0 54 1 100
Zimbabwe 629 0 0 0 8 0 10 65 10 2 0 0 0 4 0 100
Rest of Southern
Africa 834 0 0 0 0 0 1 0 2 0 0 0 82 14 100
Morocco 1099 0 1 0 42 0 3 0 0 5 0 0 1 47 100
Rest of Northern
Africa 886 0 3 2 25 1 7 2 0 0 33 1 0 5 20 100
Turkey 2242 0 0 0 57 1 2 11 0 0 3 0 0 0 25 100
South Africa 1625 0 0 0 47 1 0 5 9 1 0 0 0 12 24 100
Botswana 240 0 0 0 34 0 0 0 12 2 0 0 0 18 33 100
South and Central
America
Rest of Andean Pact 1075 0 0 0 50 1 1 10 0 0 0 0 0 0 37 100
Central America
and the Caribbean 3859 0 0 0 31 0 0 38 0 0 0 0 3 13 14 100
Rest of South
America 508 11 0 0 7 28 0 2 3 0 1 0 4 42 3 100
Colombia 2000 0 0 0 21 0 0 65 0 0 1 0 0 0 12 100
Peru 624 0 0 0 6 0 1 22 0 5 0 0 0 0 64 100
Venezuela 138 0 0 0 22 3 0 17 0 0 1 1 0 0 55 100
Mexico 725 0 14 0 17 0 1 29 3 1 1 2 0 2 29 100
Brazil 6803 0 0 0 3 19 0 34 5 7 20 0 0 1 10 100
Chile 956 0 0 2 44 0 0 4 1 3 0 0 0 0 46 100
Uruguay 437 0 1 0 12 4 0 0 68 4 2 1 0 0 7 100
Argentina 3928 0 1 5 13 5 0 3 21 4 36 0 0 0 11 100
Asia
Vietnam 396 1 0 0 4 0 0 72 0 0 0 0 0 0 24 100
Bangladesh’ 164 0 0 0 5 0 3 1 0 0 0 0 1 0 90 100
India 1599 14 1 0 13 4 3 30 0 0 5 0 2 9 20 100
Rest of South Asia 302 5 0 0 7 1 4 2 0 0 1 0 4 34 41 100
Indonesia 1496 0 0 0 3 0 0 29 0 0 44 0 4 0 19 100
China 1227 4 1 2 14 6 0 14 0 7 3 1 4 1 42 100
Sri Lanka 176 1 0 0 16 0 4 51 0 1 2 0 1 1 24 100
Philippines 349 0 0 0 8 1 3 6 1 1 23 1 3 1 53 100
Thailand 1597 5 0 0 3 0 0 5 1 12 0 0 11 1 63 100
Malaysia 598 1 0 0 4 0 0 6 0 1 54 1 1 0 32 100
Total 43549 1 0 1 18 4 2 27 4 3 11 0 1 5 23 100

Selection criteria: Countries represented in the GTAP-database version 5, pre release 3. The countries are grouped according to GNP/Capita, 1999, (Atlas Method).
! Least developed countries. *South Africa Custom Union excl. Botswana. Source: GTAP (2000b).
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The composition of developing countries’ exports of agricultural commodities to the EU is
shown in Table 33. Fruits & vegetables are major items of exports in most developing coun-
tries together with “other food products’ (mainly processed food). Vegetable oil & fats ac-
count for more than half of Malaysia's export to the EU, 44% in Indonesia, 36% in Argen-
tina and one-fifth or more of the exports from Brazil and the Philippines. Beef is a major
export item in Uruguay and Argentina. Nearly all developing countries export products
classified under “crops nec”, including coffee, tea, spices and other exotic products. Nurs-
ery plants and flowers are also grouped under this heading. The Least Developed Countries
exports consist mainly of plant based fibres and the just mentioned products, for Uganda as
much as 89% in 1997, the largest single export item being coffee. Sugar takes the largest
share of exportsto the EU from Zambia, and from *Rest of Southern Africa’.

3.5 Enlargement of the EU

The European Union is an economic and political association of European States, at present
covering 15 countries. Since the establishment of the European Economic Community
(EEC) in 1957 by the six founding members (Belgium, France, Germany, Italy, Luxem-
bourg, and the Netherlands), the EU has undergone four successive enlargements. In 1973
Denmark, Ireland, and the United Kingdom became members, in 1981 Greece, in 1986 Por-
tugal and Spain, and in 1995 Austria, Finland, and Sweden entered the EU. The Treaty on
the European Union was signed in Maarstricht in 1992.

In March 1998, the EU formally launched the process that will make further enlargement
possible. It embraces the following thirteen applicant countries. Bulgaria, Cyprus, the
Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak
Republic, Slovenia and Turkey. During the 1990s, the European Community and its Mem-
ber States progressively concluded Association Agreements with the ten countries of Cen-
tral Europe. The agreements provide the legal basis for bilateral relations between these
countries and the EU. The European Community had already established similar agree-
ments with Turkey (1963), Malta (1970), and Cyprus (1972). In the case of Turkey, a Cus-
tom Union entered into force in December 1995 (European Commission, 2001f).

The accession will take place as soon as an applicant is able to assume the obligations of
membership by satisfying the economic and political conditions required, i.e. (European
Commission, 2001f):
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- stahbility of institutions guaranteeing democracy, the rule of law, human rights and
respect for and protection of minorities;

- the existence of a functioning market economy as well as the capacity to cope with
competitive pressure and market forces within the Union;

- the ability to take on the obligations of membership including adherence to the aims
of political, economic and monetary union.

At the Helsinki meeting in December 1999, the European Council decided that the EU insti-
tutional reform be in force by 2002 to allow the accession of the candidates that fulfil the
criteria

The enlargement of the European Union to include Central and Eastern European countries
(CEECs) will influence not only trade between the EU and the new members but also trade
with third countries. The main concern is that the enlargement could lead to extensive trade
diversion in the sense that the new member countries would replace EU imports from other
countries, making the EU an impenetrable fortress for exporting countries.

Frandsen et a. (2000) have investigated the implications of European enlargement for non-
member regions using a general equilibrium model including the EU(15) and CEECs as
separate regions together with 14 countries or regions covering the rest of the world. The
analysis sets focus on agricultural trade using a detailed commodity aggregation for agricul-
ture. The enlargement scenario assumes that the Central and Eastern European countries
enter the EU in the year 2005, that export subsidies as well as trade barriers between the EU
and the CEECs are abolished, and that all sectors in the CEECs are given the same level of
protection against third countries as is assumed in the EU at the time of accession. The ef-
fect of the enlargement is assessed against a base line scenario describing the CAP in 2005,
and including the impact of the URAA and the Agenda 2000 reform as described earlier.

The maor conclusion derived from the analysis is that the risk of extensive trade diversion
from EU enlargement is not as great a many had feared. It is found that it is primarily the
old member countries that would have to pay the costs of an extension of the CAP to cover
the CEECs. Accounting for less than 0.2% of national welfare, the authors found that these
costs are tolerable, in particular when taking into account that the gain accruing to new
members would be around 4% of GDP (Frandsen et al., 2000 p. 327). The analysis shows
also that the estimated losses of welfare to other countries were relatively insignificant, and
that some non-members would even gain. It is stressed that detrimental effects on trade
could be hidden in the crude country aggregation. For example US exports of grains, bovine
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meat products, and dairy products to the EU could be affected. ACP countries having pref-
erential access to the EU markets might also see their benefits diluted or handed over to
Central and Eastern European countries.

The economic impact of enlarging the EU with CEECs is further investigated by Frandsen
& Jensen (2000), using a similar analytical method to set focus on the distributional impact
of direct payments. The EU and the CEECs are also here treated as two regions. Three
enlargement scenarios are investigated ranging from a situation where no direct subsidies
are given to the new member countries, to a scenario where the farmers in the new member
states are given the same level of direct payments as under the existing CAP. A third sce-
nario investigates the effects of reducing the direct payment to two thirds of the existing
level of direct payments both in the new and in the old member countries.

It is found that the CEECs have a solid potential for increasing their agricultural production
and that the direct payments will have significant effect on the supply response in the
CEECs. It is shown that the maor force behind the crop supply response is due to very
large shifts in the use of agricultural land, assuming that there are no — in economic terms —
effective restrictions on the allocation of land. It is found that the incentives for overshoot-
ing the area eligible for acreage support is very high, given the existing value of hectare
premiums (Frandsen & Jensen, 2000). Finally, the analysis illustrates that enlarging the EU
with the existing CAP is an expensive option in budgetary terms as the level of CAP related
expenditures could increase by as much as one-third. In spite of a considerable increase in
the financia contributions by the ‘old’ member states, the enlargement of the EU would
lead to relatively small overall economic welfare losses for these countries, because the
welfare loss associated with the present CAP regime would be reduced.

The main question is, however, whether enlargement of the EU under the above conditions
would be acceptable to the international community. Most of the new members of the EU
are a'so member of the WTO and have by their membership committed themselves not to
increase the level of support. In principle this implies that all members of an enlarged EU
must assume a common tariff equal to that of the country with the lowest tariff. Frandsen et
al. (2000 p. 318) show that, focusing on agriculture, tariffs for some agricultural productsin
the CEECs are quite low. If imports into these countries were freely re-exported to the
existing EU members, the CAP in its present form could not be sustained. The enlargement
of the EU with Austria, Finland and Sweden in 1995 provides an example of adjustment of
trade barriers within established rules. However, the problems of getting an agreement ac-
cepted by the WTO could be much more difficult in this case as the level of support in
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CEECs in general is lower than was the level of support for agriculture in Austria, Finland
and Sweden before the accession.

The EU will therefore be under pressure not only from developing countries and from the
US to improve market access and to reduce export support and domestic support, but also
internally from political groups that want the process of enlargement of the EU accelerated.
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4. Discussion and per spectives

The purpose of this report is to describe the EU Common Agricultural Policy (CAP), to dis-
cuss the possible development of the CAP in light of the international trade negotiations in
WTO, and to review the impact of such changes on the trade between EU and developing
countries. The experience gained from implementing the Uruguay Round Agreement on
Agriculture, and hence the “unfinished agenda” is discussed and the problems of adjusting
the CAP are evaluated taking into account the pressure for changes arising from the new
trade negotiations in the WTO and from the prospective enlargement of the EU. Finaly, the
prospects for improved market access and more fair competition on world markets for de-
veloping countries agricultural exports are discussed with a view to clarifying the needs for
further information and analysis of these issues.

Many developing countries have a keen interest in understanding the impact of the Com-
mon Agricultural Policy. Key issues in this respect are market access, export competition
domestic support, and the perspectives for future reforms of the CAP. How does the CAP in
its current form affect developing countries’ exports to the EU market? Will the EU con-
tinue to subsidise exports of surplus production that make it difficult for developing coun-
tries to compete on world market? What will the future domestic support regime look like,
will the measures be decoupled from production, or will the EU aso in the coming years try
to improve the competitive position of their farmers by providing support linked to produc-
tion? These are essential questions for governments of developing countries to address in
order to find their positionsin the international trade negotiations.

4.1 Export competition

Export competition is a common outcome of various support measures aimed at enhancing
exports. The most direct method is export support where the government covers the cost
associated with exporting surplus production. Governments may also provide indirect sup-
port for exports through state trading agencies or by providing financial support to private
exporters. The EU uses export restitutions to help clear the market for surplus production.
In 1998, export restitutions accounted for around 12% of the total direct outlays of the EU
on agricultural market policy, the main share of the support being given to dairy products,
sugar, beef and veal, and cereals, in that order. By dumping surplus production on the inter-
national markets, export support measures tend to suppress world market prices, making it
more difficult for devel oping countries to compete.



As part of the Uruguay Round Agreement on Agriculture, members of WTO have been
committed to reducing their total expenditures on export support measures by 36%, and the
quantity of supported exports by 21%, relative to their respective levels during the reference
period 1986-88. In the new round of trade negotiations, member states generally agree that
export promotion should be gradually phased out; however, the position differs with regard
to how and how quickly this should be implemented.

The US proposes to reduce to zero the levels of scheduled budgetary outlays and quantity
commitments through progressive implementation of annual reduction commitments over a
fixed period, and to end exclusive export rights of State Trading Enterprises. The US aso
proposes to prohibit the use of export taxes for competitive advantage or supply manage-
ment purposes. India and also Egypt go even further, suggesting that export support should
be phased out over a shorter period. The EU believes that there is an urgent need for a more
level playing field in export competition and is therefore stressing the need for treating all
measures of export promotion equally. Moreover, the EU proposes to establish specific
WTO rules and disciplines in regard of the use of export credits, and that the operation of
State Trading Enterprises, cross-subsidisation, price-pooling, and other unfair trade prac-
tices in exports be abolished.

Export support is an important instrument in maintaining minimum prices or to sustain high
domestic prices to producers in net-exporting countries in the lack of adequate supply con-
trol or willingness to maintain large stocks. A persistent reduction in export support makes
it difficult to maintain minimum prices as stocks pile up, leaving governments in the longer
term with no alternatives but to restrain production. The ultimate result of such policy
would be that the producer price is reduced to the world market level. In the EU, the phas-
ing out of export support would in particular affect the markets in sugar, dairy products, and
beef & veal for which the internal price to producers is more than twice the world market
price. The effect would be less for cereals for which producer prices have been close to 20
percent higher than the world market price in recent years, but where the price wedge is
being narrowed with the Agenda 2000 reform. Pigs and poultry would not be affected.

4.2 M arket access

Market access relates to the level and structure of border protection. Countries support do-
mestic production by shielding off the market from foreign competition. This can be done
in various ways:. by taxation of imports, by application of import quotas, or smply by clos-
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ing borders to imports. The markets for agricultural products in the EU used to be protected
by variable import levies that raised import prices to predetermined target levels.

As part of the Uruguay Round Agreement on Agriculture, these measures have in principle
been converted into tariffs and reduced by 36% over the period 1995-2000. Since the same
percentage reduction requirement applies to al countries, little has been achieved in terms
of levelling differences in protection among countries. Furthermore, the reduction commit-
ment applies to the average for all products, meaning that the most vulnerable lines of pro-
duction might then well have been completely unaffected by the reductions. Hence, the is-
sue of tariff peaks seems not to have been adequately addressed.

Member countries are permitted to use Tariff Rate Quotas (TRQs) to provide market access
for limited quantities at preferential terms. The purpose of introducing TRQs was to exert
pressure on Member countries to expand preferential imports of agricultural products, the
incentive for imports being the quota rent accruing to whoever holds the right to import on
preferential terms. In the EU, the system is administrated through the issuing of import li-
cences. Thus, depending on who gets the import licence, the quota rent may accrue to trad-
ers in the exporting country or to importers in the EU. Similar systems apply to other coun-
tries, making the distribution of quota rent highly dependent on the choice of administrative
systems.

The existing literature indicates that, for a number of reasons, the use of TRQs might have
been less efficient in reducing border protection than anticipated. First, the base period
1986-88 was characterised by low world market prices resulting in high base tariffs and
subsequently high bound tariffs. Second, the conversion of variable levies and other non-
tariff border measures to tariffs gave ample opportunities to raise the base tariff levels and
thereby to reduce the impact of the reduction requirements (so-called “dirty tariffication™).
Third, in-quota tariffs, in general, have been unaffected by the reduction requirement. As
in-quota tariffs often reflect preferential terms granted to developing countries prior to the
URAA, the conditions for such trade have not improved although the quantities of import
allowed on preferential terms may have increased somewhat.

The analysis of the CAP also reveals that the preferential import quotas have not been fully
utilised for several products. The fill rate has been highest for sugar, dairy products, and
meat of bovine animals, whereas it has been low for pork and poultry and for a number of
vegetable products. It has been claimed that the low fill rate may be due to abuse of the sys-
tem, but the low fill rate might as well be the result of sound economic reasoning. The fill
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rate is a function of the quota rent and, hence, the difference between over-quota and in-
quota tariffs. Asin-quotatariffs have not been reduced, the difference between over- and in-
quota tariffs for many commodities is probably too small to cover the extra (administrative)
cost associated with in-quota imports. This also explains why there may be a substantial
over-quota import without the in-quota being filled.

Members of the WTO express divergent views with regard to further reduction of import
barriers. Most developing countries are strongly in favour of reducing import tariffs in the
developed countries in order to allow for what they see as a more fair trade with the devel-
oping world, while still advocating differential treatment of the developing countries. Al-
though in favour of a progressive reduction of trade barriers against developing countries,
the EU and the US take opposite positions as to the speed and conditions for such reduc-
tions. The US argues for a rapid and straight liberalisation of trade. The EU underlines its
full commitment to the continuation of the reform processes as defined in the URAA. How-
ever, the EU believes that in order to achieve public support for such goals, other concerns
must be met, notably the multifunctional role of agriculture covering the protection of the
environment and the sustainable development of rural communities, food safety, and other
consumer concernsincluding animal welfare.

Some developing countries argue that the trade negotiations should focus on applied tariffs
not on bound tariffs, and that both in- and over-quota tariffs should be included in the re-
duction requirements. Furthermore, it is argued that all tariff lines should be involved in
order to reduce the problems of tariff peaks on “sensitive” commodities. Expanding the im-
port quotas is another way to proceed. Y et, as the discussion of the quota fill above clearly
shows, such a step is no guarantee for imports on preferential terms actually being in-
creased.

The developed countries, with the US in the forefront, are strongly advocating that tariff
reductions should be administrated within the TRQ system. Taking into account the com-
plexity of the TRQ system, the lack of transparency, and the amount of resources spend on
administration of the system, it may however be difficult in particular for the Least Devel-
oped Countries to benefit from this system. Some developing countries hold the view that
the target must be to demolish the TRQ system, abolishing the room for strategic play con-
cerning the distribution of quotas, and who gets the benefits, etc. The most efficient way to
proceed on thisis to pursue a straight reduction of all tariffs.
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The most recent reform of the CAP, the Agenda 2000 reform, may give an indication as to
how far the EU iswilling to go in reducing trade barriers. For cereals, the intervention price
will be reduced by 15%, and compensatory payments will be increased by 17% over the
period 2000 to 2002. To be eligible for acreage payment, farmers are committed to set-aside
productive farming land (compensated by acreage payments). The actual level of set-aside
will depend on the supply situation, the preliminary target being 10%. For dairy products
the intervention price of butter and skim-milk powder will be reduced by a similar amount,
and producers will be compensated by direct payments, increasing from 5.75 EUR per
tonne of milk in 2005 to 17.24 EUR per tonne in 2007. Furthermore, the total milk quota
will be increased by 2%. For beef and veal, prices will be reduced by 20% in three steps
from 2000 to 2002 reducing the price of intervention effectively by 25%, and producers will
be compensated by direct support by way of extending various support schemes.

The Agenda 2000 reform brought no changes to the policy regime for sugar, for which the
EU maintains high border protection. With the acceptance of the Everything But Arms pro-
posal in March 2001, the EU has opened its markets to free imports of all products except
arms and munitions from the world's 48 Least Developed Countries (LDCs). For sugar and
rice there will be a transition period to 2009, and for bananas the transition period will end
on 1 January 2006. As imports of these products may already be subject to preferential trade
agreements, the scheme is expected to have only margina impacts on trade between the
parties involved.

The Agenda 2000 reform continues the line of policy established in the 1993 McSharry re-
form, providing direct payments to farmers linked to either land use or to the stock of ani-
mals as compensation for reductions in price support. The compensatory payments are
placed in the WTO “blue box” which is exempted from reduction. Being linked directly or
indirectly to production, however, the maintenance of such support is considered by devel-
oping countries to be a serious breach of the concept of improving market access and an
obstacle to amore level ground for competition on the world markets.

EU imports of agricultural products from developing countries tend to be concentrated on
products like fruits & vegetables, oil seeds, and vegetable oils & fats that are subject to rela-
tively low or no border protection. Nursery plants & flowers, coffee, tea, and spices are
other important items that also benefit from relatively low levels of border protection in the
EU. Beef & veal, and dairy products, on the other hand, are subject to high protection lev-
els, but imports of these products come for a large part from high-income countries or from
middle-income developing countries often on preferential terms. Sugar and rice, being sub-
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ject to very high protection, are imported from a number of developing countries mainly on
preferential terms.

Since many developing countries aready benefit from preferential trade agreements with
the EU, a general reduction of trade barriers in the EU could result in trade diversion as de-
veloping countries face stronger competition from other exporting countries. This raises the
question as to whether developing countries that are currently incapable of competing on
export markets will be able to compete if they obtain improved market access. Comparative
advantage by nature is important here, but equally important may be access to new technol-
ogy and management resources and the implementation of policies to help build up produc-
tion capacity in the developing countries.

4.3 Domestic support

Domestic support covers a broad range of policy instruments used to guide structural ad-
justment of the agricultural sector, to provide incentives for rural development and envi-
ronmental protection, and to help farm families adjust to changing conditions. In 1999 the
EU Member States agreed upon a new agricultural strategy comprising a coherent policy
framework for agriculture and regional development. The reform is aimed at ensuring com-
petitiveness of EU agriculture on both domestic and internal markets; upgrading the concept
of rural development as a pillar in the CAP; and establishing a division of functions be-
tween the Commission and the member states concerning direct payments to farmers and
rural development measures.

As part of the reform, the EU has established a new rural development policy, aiming at a
sustainable and integrated development in rural areas. The instruments applied for this pur-
pose include among others support for investment in agriculture, improvement of process-
ing and marketing channels, promotion of a sustainable agricultural land use, investment in
forests, the promotion of early retirement schemes for farmers, vocational training, and
support for the protection of the environment. Some of these instruments have only a minor
impact on production and management decisions, whereas others provide incentives for
increasing production. Nevertheless, all instruments are placed in the WTO “green box”
covering domestic policy measures exempted from reduction commitments.

Domestic support is becoming a central issue in the negotiations with focus placed on the
“blue box” and the “green box” measures. Both types of measure are under attack from de-
veloping countries for not being production-neutral, and for enhancing the competitiveness
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of the US and the EU agriculture at the expense of foreign imports. High-income member
countries are divided on this issue with net-food importing countries being in favour of do-
mestic support for agriculture; and net-exporting countries emphasising the importance of
using non-trade-distorting support measures.

The US has proposed to bring domestic support into two groups. exempt support compris-
ing criteria-based measures that are, at most, minimally trade distorting, and non-exempt
support covering product-specific or non-product-specific support measures that have trade
distorting effects. The first group will basically correspond to the present “green box”
measures that are exempt from reduction. It is suggested that the last group should be re-
duced, starting from the final bound Aggregate Measure of Support (AMS) inthe URAA, to
a new final bound level equal to afixed percentage of the member’s value of total agricul-
tural production in afixed base period. The US also proposes that the percentage should be
the same for all countries.

The US is silent as to the future of the “blue box”, nevertheless the division of domestic
measures into exempt and non-exempt support puts pressure on the maintenance of the
“blue box” measures as exempt support. The EU is opposed to this proposal. Either it would
require that the “blue box” measures be converted to de-coupled support so that they could
go into the “green box”, or the measures would have to go into the “amber box” being sub-
ject to reduction commitments. In the first case, it would require reformulation of basic
principles of the CAP support policy. In the latter it would put the CAP in a squeeze, as the
EU would surpass its total AMS limit of commitment for domestic support at the end of the
current WTO implementation period if “blue box” subsidies were included in total domestic
support. The problem would be even greater if further reduction commitments were to re-
sult from the new round of negotiations.

The main problem related to domestic support is that the support does not fulfil the criteria
of the “green box” of having “at most, aminimal impact on trade”. As shown in this report,
the “green box” measures introduced in connection with the EU Agenda 2000 reform may
not fulfil this objective, and the “blue box” measures are not production independent.
Hence, the developing countries have a strong case in arguing that such support should be
reduced.
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4.4 Further reformsof the CAP

The Agenda 2000 reform continues the line of policy established in the McSharry reform,
involving reductions of guaranteed prices for a number of agricultural products, and the
introduction of income compensation to farmers in the form of direct support. The Agenda
2000 will bring border protection in the EU close to the de minimis level for wheat, and also
reduce border protection for beef and veal, and for dairy products, although from a very
high level. A number of products are not affected by the Agenda 2000 reform, including
pork and poultrymeat, fruits & vegetables, and sugar, the latter being subject to very high
protection in the EU. The EU market is open for free imports of oilseeds, plant-based fibres
and wool, whereas the markets in olive oil, wine, and tobacco are subject to protection. The
overall level of support for agriculture is little affected by the reforms, the main effects be-
ing conversion of price support to direct support linked to land use or to the number of ani-
mals (“ blue box” measures).

As already mentioned, the “blue box” measures are criticised for not being production neu-
tral, and the EU is under pressure from both developing and developed countries in the
WTO negotiations to reduce this kind of support. Further reforms of the CAP aong the line
of the Agenda 2000 are therefore hardly conceivable without reduction of “blue box” meas-
ures in one form or the other. Furthermore, the endorsement of the plans for enlargement of
the EU with Central and Eastern European Countries (CEECs) will depend on whether an
agreement can be reached with regard to the common level of border protection for an
enlarged EU.

Most of the new members of the EU are member of the WTO and are committed not to in-
crease the level of support to agriculture. For products such as sugar, dairy products, and
beef &veal, for which border protection in the EU is considerably higher than in the
CEECs, it might therefore be difficult to extend the present level of protection in the EU to
the new member countries. Enlargement of the EU would aso increase the budgetary ex-
penditures of the CAP considerably, notably the “blue box” measures, the cost of which
will fall mainly on the present member states, enhancing the pressure for further reforms of
the CAP.

Following the line of the Agenda 2000, a relevant strategy for the EU seems to be to re-
move price guarantees for products in which the EU is still maintaining high border protec-
tion (sugar, dairy products, beef & veal in particular), to compensate farmers by increasing
the compensatory amounts (“blue box” measures), to fix the compensatory amounts under
the auspices of the WTO, and subsequently to reduce the support over a fixed period of
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time. Such a strategy would make it easier to comply with the rules of the WTO, lower the
cost of direct support to agriculture, and improve market access to the benefit of developing
and developed countries

4.5 Concluding remarks

The impact of the EU Common Agricultural Policy on trade with developing countries is a
complex matter. It has a country dimension in the sense that several countries are involved
in trade with the EU, some of which may have difficulties in competing in the world market
and others being highly competitive. The impact of the CAP on trade will therefore vary
from country to country depending on their natural endowments, economic structure, and
policy. There is a sector dimension in the sense that countries apply different policies to
different sectors. Support for agriculture remains high in high-income countries whereas
agriculture in developing countries is often subject to taxation and other production disin-
centives. To assess the impact of policy changes on the pattern of trade, changes in market
access for agricultural products can therefore not be judged in isolation. The impact on
other sectors must be taken into account as well.

The literature provides convincing evidence that the key to economic development liesin a
combination of internal and external factors and policies. The provision of better market
access is an important and necessary factor in this process. However, in order to benefit
fully from improved access to foreign markets, the domestic economic infrastructure and
policy regime must be restructured. Failing this, evidence shows that improved market ac-
cess has not always materialised in higher exports, simply because the supply response has
been too weak. Together with streamlining preferential market access, it is therefore impor-
tant to strengthen the capacity of governments in developing countries to formulate sector
and macroeconomic policies, and to co-ordinate such efforts with national and international
aid policies.
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ANNEX TABLE 1. Developed Country Imports and Tariff Reductions on Agricultural Prod-

ucts

Value of imports, Million US$ Percentage reduction

Product categories All sources Developing countries in tariffs
All agricultural products 84.240 38.030 37
Coffee, tea, cocoa, mate 9136 8116 35
Fruits and vegetables 14 575 8 887 36
Oilseeds, fast and oils 12 584 6 833 40
Other agricultural products 15 585 4233 48
Animals and products 9 596 2 690 32
Beverages and spirits 6 608 2012 38
Flowers, plants, vegetable materials 1945 1187 48
Tobacco 3086 1135 36
Spices and cereal preparations 2767 1134 35
Sugar 1730 1030 30
Grains 5310 725 39
Dairy products 1317 48 26
24 022 18 744 43

Tropical beverages 8 655 8041 46
Tropical nuts and fruits 4 340 3672 37
Certain oilseeds, oils 3443 2 546 40
Roots, rice, tobacco 4591 2 497 40
Spices, flowers and plants 2 992 1987 52

WTO (2001b)
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Subsidised quantities, thousand metric tons

Export subsidies, $US millions or % or %

CD§§G>)® = qé’ qéEEm CD% §0>)® = qé, qé,gam

No 000 n © C =L g No |00 © C =L g
Product 82 |288 £ | 6 |[6828| 83 |88 £ | 6 (6228
Wheat 3483| 5069 | 2235 -36 -56| 49612 | 61 452 | 40 360 -19 -34
Beef 2802| 2978| 1796 -36 -40 1583| 1753| 1270 -20 -28
Coarse grains 2258| 2579 1445 -36 -44 | 20581 | 21 236 | 16 260 -21 -23
Butter and
butteroil 1996| 2023| 1278 -36 -37 618 644 490 -21 -24
Other milk
products 1877| 1895| 1201 -36 -37 3326| 3396| 2744 -17 -19
Sugar 1731 nc| 1175 -32 nc 6 304 nc| 5070 -20 nc
Cheese 819 997 524 -36 -47 543 602 430 -21 -29
Fruits and
vegetables 800 804 519 -35 -35 9268| 9435| 7582 -18 -20
Skim milk
powder 746 750 477 -36 -36 578 609 457 -21 -25
Live animals 623 nc 394 -36 nc - - - - -
Pig meat 505 544 323 -36 -41 612 617 484 -21 -21
Poultry meat 323 327 207 -36 -36 726 828 583 -20 -30
Rice 230 244 165 -28 -32 604 874 503 -17 -42
Vegetables oils 199 238 130 -35 -45 1585| 2138| 1370 -17 -39
Oilseeds 130 nc 83 -36 nc 2 508 nc| 1982 -21 nc
Eggs 125 131 80 -36 -39 166 191 131 -21 -31
Wine 107 nc 69 -36 nc - - - - -
Tobacco 96 150 66 -32 -56 228 291 185 -19 -37
Cotton 85 nc 64 -24 nc 95 nc 82 -14 nc
Sheep meat 32 nc 21 -34 nc 30 nc 25 -17 nc
Oilcakes 7 nc 4 -34 nc 30 nc 25 -17 nc

Note: nc: no change: the "front-loading” provisions were not used for these products. Commitments con-
verted to US dollars using 1990-91 average exchange rates. Reduction commitments for export sub-
sidies and for subsidised quantities apply to individual product categories as defined in this table. As
products are expressed at different stages of processing in the Schedules, the totals given above can
only be considered indicative.

Source: WTO (2001b).
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ANNEX TABLE 3. Use of Total Aggregate Measures of Support (AMS) commitments by
Members, Amber Box measures, 1995-98, percent

1995 1996 1997" 1998"
Argentina 144 100
Australia 27 26 25 23
Brazil 28 35 30
Bulgaria n.r. n.r.
Canada 15 12
Colombia 15 1 4
Costa Rica 0 0 0
Cyprus 63 62 45 39
Czech Republic 7 11 7 7
EU 64 67
Hungary 51
Iceland 79 71 74 178
Israel 72 79 83
Japan 73 72 71
Jordan n.r. n.r. n.r. n.r.
Korea 95 91 95 80
Mexico 5
Morocco 12 32 12
New Zealand 0 0 0 0
Norway 71 79 82 88
Papua New Guinea n.r.
Poland 6 6 8 8
Slovak Republic 58 59 73 70
Slovenia 94 96 99 98
South Africa 67 82 97
Switzerland-Liecht 83 74 72 71
Thailand 72 60 79 78
Tunisia 87 77 81 94
United States 27 26 29
Venezuela 42 26 36

Note: Amber box measures are calculated as budgetary outlays and revenue foregone by governments or
their agents at both the national and sub-national levels. Empty cells indicate that notification is
still to be received by the WTO Secretariat. “n.r.” indicates that notification was not required be-
cause the country concerned was not member of the WTO in the period in question.

Source: WTO (2000k).
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ANNEX TABLE 4. Total Support Estimates for the European Community

Unit 1999

I. Value of production (at farm gate) ECU million 180 231.8
Il. Total value of consumption (at farm gate) ECU million 174 620.1
lll. Producer Support Estimate (PSE) ECU million 108 203.1
A. Market price support ECU million 68 174.7

B. Payments based on output ECU million 3538.6

C. Payments based on area planted/animal numbers ECU million 23 635.7

D. Payments based on historical entitements ECU million 38.9

E. Payments based on input use ECU million 8 348.1

F. Payments based on input constraints ECU million 3905.5

G. Payments based on overall farming income ECU million 0.0

H. Miscellaneous payments ECU million 561.6
Market price support in % of gross farm receipts (A/(I+1l -A))*100 % 31.0
Total support in % of gross farm receipts (I/(+11-A))*100 % 49.1

Note: Gross farm receipts is the sum of the value of production (measured at the farm gate) plus budgetary
payments. As market price support is included in the value of production, it is subtracted in the deno-
minator when calculating the percentage PSE. Market price support is an indicator for the annual
monetary value of gross transfers from consumers and taxpayers to agricultural producers arising
from policy measures creating a gap between domestic market prices and border prices of a specific
agricultural commodity measured at the farm-gate level. Other support measures are the annual

monetary value of gross transfers from taxpayers to agricultural producers.
Source: OECD (2000a) and own calculations.



ANNEX TABLE 5. Examples of market access data, EU

HSNo Description Base ad valorem rate Bound ad valorem rate % change Import quotas
% or ECU/ton % or ECU/ton over-quota 1000 ton

In-quota  Over-quota In-quota Over-quota tariffs Base Bound Change
10019099 Quality wheat 0 149 0 95 -36 300.0 300.0 0.0
10059000 Maize 50 147 50 94 -36 500.0 500.0 0.0
17011110 Cane or beet sugar 0 424 0 339 -20 1304.7 1304.7 0.0
07141091 Manioc 6% + 0 0% + 148 6% +0 0% + 95 -36 5500.0 5500.0 0.0
08030019 Fresh bananas 75 850 75 680 -20 2200.0 2200.0 0.0
04051050 Butter 948 2962 948 1896 -36 0 10.0 10.0
04069021 Cheese (Cheddar)1 138 2611 138 1671 -36 4.0 4.0 0.0
04021019 Skm. Milk powder 475 1485 475 1188 -36 40.4 68.0 27.6
02013001 Meat of bovine animals 20% +0 20% + 4740 20% + 0 12.8%+ 3034 -36 11.0 11.0 0.0
02044210 Meat of sheep or goats 0% +0 20% + 1409 0% +0 12.8%+ 902 -36 283.8 283.8 0.0
02031955 Cuts of domestic swine 250 1358 250 869 -36 0.0 55 55
02071110 Chicken carcases 131 410 131 262 -36 0.0 6.2 6.2
04070030 Poultry eggs 152 475 152 304 -36 70.3 135.0 64.7

Note: Base rates are tariffs established or used as basis for reduction of tariffs in the Uruguay Round. Bound rates are the final tariffs agreed on in the
Uruguay Round. Percentages are ad valorem tariffs measured in per cent of world market price. Adjustments of tariffs and quantities are sched-
uled to take place during the period 1995-2000.

! Made from unpasteurized milk.

Source: AMAD-database: OECD (2000b).
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ANNEX TABLE 6. Examples of tariffs and protection rates in the EU, cereals, 1998
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Spelt, common wheat etc.

Total | Special quality | Medium quality Low quality

wheat for proc- common common

essing wheat wheat

HSNo. 100190.99 100190.9911| 100190.9920| 100190.9930
Imports®

Mio.ECU” 385.5 n.a. n.a. n.a

1000 ton 2 465.5 n.a. n.a. n.a

Unit value, ECU/ton 156.4 n.a. n.a. n.a

Percent or ECUfton"

MFN Over-quota n.a. 25.73 69.22 89.40

MEN In-quota n.a. 0.00% - -

Preference ACP Over-quota n.a. 12.86 34.61 44.70

Preference ACP In-quota n.a. - - -

GSP for LDC Over-quota n.a. - - -

GSP for LDC In-quota n.a. - - -

Percent of entrance price

MFN Over-quota n.a. 19.7 79.4 133.6

MFN In-quota n.a. 0.0 - -

Preference ACP Over-quota n.a. 9.0 28.4 40.1

Preference ACP In-quota n.a. - - -

GSP for LDC Over-quota n.a. - - -

GSP for LDC In-quota n.a. - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
> Converted from US$ at the exchange rate of 1.09775 US$/ECU.
% Ad valorem equivalent calculated on basis of the unit value for total imports. The protection rate will over-

estimate the protection rate for high quality products and underestimate the protection rate for low quality

products. Hence, the variation in protection rate is larger than indicated by the table.
Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.




- 107 -

ANNEX TABLE 7. Examples of tariffs and protection rates in the EU, maize, 1998

Maize excl. seeds

Total Flint maize Other maize
HSNo. 100590.00 100590.0020 | 100590.0090
Imports”
Mio.ECU” 243.9 n.a. n.a.
1000 ton 1949.7 n.a. n.a.
Unit value, ECU/ton 125.1 n.a. n.a.

Percent or ECU/ton"
MFN Over-quota n.a. 83.67 97.67
MEN In-quota n.a. - -
Preference ACP Over-quota n.a. 81.86 95.86
Preference ACP In-quota n.a. - -
GSP for LDC Over-quota n.a. - -
GSP for LDC In-quota n.a. - -
Percent of entrance price

MEN Over-quota n.a. 202.0 356.1
MEN In-quota n.a. - -
Preference ACP Over-quota n.a. 189.3 327.9
Preference ACP In-quota n.a. - -
GSP for LDC Over-quota n.a. - -
GSP for LDC In-quota n.a. - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.

2 Converted from US$ at the exchange rate of 1.09775 US$/ECU.

% Ad valorem equivalent calculated on basis of the unit value for total imports. The protection rate will over-
estimate the protection rate for high quality products and underestimate the protection rate for low quality
products. Hence, the variation in protection rate is larger than indicated by the table.

Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.



ANNEX TABLE 8. Examples of tariffs and protection rates in the EU, sugar, 1998
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Sugar
Total Raw cane Raw cane White sugar
sugar for refin- sugar not for
ing refining

HSNo. 170111.10 170111.90 170199.10
Imports”
Mio.ECU’ n.a. 871.1 71.9 32.2
1000 ton n.a. 1669.7 114.0 69.6
Unit value, ECU/ton n.a. 521.7 630.7 462.5
Tariffs Percent or ECU/ton"
MFN Over-quota n.a. 367.0 454.0 454.0
MFEN In-quota n.a. - - -
Preference ACP Over-quota n.a. 0.0% 0.0% 0.0%
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a. - - -
GSP for LDC In-quota n.a. - - -
Protection rate® Percent of entrance price
MFEN Over-quota n.a. 237.2 256.9 5341.2
MFEN In-quota n.a. - - -
Preference ACP Over-quota n.a. 0.0 0.0 0.0
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a. - - -
GSP for LDC In-quota n.a. - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
? Converted from US$ at the exchange rate of 1.09775 US$/ECU.

* Ad valorem equivalent calculated on basis of the unit value.

Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.
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ANNEX TABLE 9. Examples of tariffs and protection rates in the EU, manioc, 1998

Manioc

Pellets of man-

ioc flour and | Fresh or whole

Total meal or frozen | Fresh or dried
HSNo. 071410 071410.10 071410.91 071410.99
Imports®
Mio.ECU’ n.a 0.018 3.4 208.3
1000 ton n.a 0.0119 5.0 2480.0
Unit value, ECU/ton n.a 1512.6 690.6 83.9
Tariffs Percent or ECU/ton"
MFN Over-quota n.a 113.0 113.0 113.0
MEN In-quota n.a. 6.0% 6.0% 6.0%
Preference ACP Over-quota n.a. 104.0 0.0% 106.0
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a. - - -
GSP for LDC In-quota n.a. - - -
Protection rate® Percent of entrance price
MEN Over-quota n.a. 8.0 19.6 Prohibitive
MEN In-quota n.a. 6.0 6.0 6.0
Preference ACP Over-quota n.a. 7.4 0.0 Prohibitive
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a. - - -
GSP for LDC In-quota n.a. - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
> Converted from US$ at the exchange rate of 1.09775 US$/ECU.

® Ad valorem equivalent calculated on basis of the unit value.

Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.
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ANNEX TABLE 10. Examples of tariffs and protection rates in the EU, bananas, 1998

Bananas

Total| Plantain fresh Others Dried
HSNo. 080300.1100| 080300.1900| 080300.9000
Imports®
Mio.ECU’ - 10.7 1727.2 2.7
1000 ton - 18.9 3035.6 1.3
Unit value, ECU/ton - 567.9 568.9 2080.0

Percent or ECU/ton*
MFN Over-quota n.a. 17.3% 737.0 17.3%
MEN In-quota n.a. - 75.0 -
Preference ACP Over-quota n.a. 0.0% 537.0 0.0%
Preference ACP In-quota n.a. 0.0% 0.0% 0.0%
GSP for LDC Over-quota n.a. 0.0% - 0.0%
GSP for LDC In-quota n.a. 0.0% - 0.0%
Percent of entrance price

MEN Over-quota n.a. 17.3 Prohibitive 17.3
MFEN In-quota n.a. - 13.7 -
Preference ACP Over-quota n.a. 0.0 1683.4 0.0
Preference ACP In-quota n.a. 0.0 0.0 0.0
GSP for LDC Over-quota n.a. 0.0 - 0.0
GSP for LDC In-quota n.a. 0.0 - 0.0

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
? Converted from US$ at the exchange rate of 1.09775 US$/ECU.
® Ad valorem equivalent calculated on basis of unit value.
Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.
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ANNEX TABLE 11. Protection rate and tariffs in the EU, butter, 1998

Butter
Recombined

Total Natural butter butter Whey butter
HSNo. 040510 040510.19 040510.30 040510.50
Imports®
Mio.ECU’ n.a. 182.8 1.08 0.372
1000 ton n.a. 82.8 0.4391 0.2578
Unit value, ECU/ton n.a. 2207.5 2460.0 1442.0

Percent or ECU/ton"
MFN Over-quota n.a. 2251.0 2251.0 2251.0
MEN In-quota n.a. 868.8 948.0 948.0
Preference ACP Over-quota n.a. 1890.0 1890.0 1890.0
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a.| 15.0 % of MFN | 15.0 % of MFN | 15.0 % of MFN
GSP for LDC In-quota n.a. - - -
Percent of entrance price

MEN Over-quota n.a. Prohibitive 1077.0 Prohibitive
MFEN In-quota n.a. 64.8 62.7 192.0
Preference ACP Over-quota n.a. 595.0 331.6 Prohibitive
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a. 18.0 15.9 30.6
GSP for LDC In-quota n.a. - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
> Converted from US$ at the exchange rate of 1.09775 US$/ECU.

® Ad valorem equivalent calculated on basis of the unit value.

Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.
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ANNEX TABLE 12. Examples of tariffs and protection rates in the EU, cheese, 1998

Cheese

Total Emmentaler Cheddar Gouda
HSNo. 040690 040690.03 040690.21 040690.78
Imports1
Mio.ECU’ n.a. 131.3 95.0 9.5
1000 ton n.a. 20.9 29.9 4.5
Unit value, ECU/ton n.a. 6284.2 3175.5 2114.7

Percent or ECU/ton"
MFN Over-quota n.a. 78.1 1984.0 1793.0
MEN In-quota n.a. - 130.0 755.0
Preference ACP Over-quota n.a. 27.0 694.0 627.0
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a. - - -
GSP for LDC In-quota n.a. - - -
Percent of entrance price

MEN Over-quota n.a. 1.2 166.5 558.5
MEN In-quota n.a. - 4.3 55.5
Preference ACP Over-quota n.a. 0.4 27.9 42.2
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a. - - -
GSP for LDC In-quota n.a. - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
2 Converted from US$ at the exchange rate of 1.09775 US$/ECU.

* Ad valorem equivalent calculated on basis of the unit value.

Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.




ANNEX TABLE 13.
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Examples of tariffs and protection rates in the EU, skim-milk powder,

1998
Milk

Milk, solid Milk, solid
Total Milk < 1% fat <1.5 % fat >11% fat
HSNo. 04 040110.90 040210.19 040221.19

Imports®
Mio.ECU? n.a. 0.503 87.3 11.6
1000 ton n.a. 2.2 65.9 7.4
Unit value, ECU/ton n.a. 228.6 1326.0 1578.0

Percent or ECU/ton"
MFN Over-quota n.a. 153.0 1287.0 1549.0
MEN In-quota n.a. - 475.0 -
Preference ACP Over-quota n.a. 128.0 450.0 542.0
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a. - - -
GSP for LDC In-quota n.a. - - -
Percent of entrance price

MEN Over-quota n.a. 202.4 3300.0 5341.0
MEN In-quota n.a. - 55.8 -
Preference ACP Over-quota n.a. 127.2 51.3 52.3
Preference ACP In-quota n.a. - - -
GSP for LDC Over-quota n.a. - - -
GSP for LDC In-quota n.a. - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
> Converted from US$ at the exchange rate of 1.09775 US$/ECU.

* Ad valorem equivalent calculated on basis of the unit value.

Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.




ANNEX TABLE 14. Examples of tariffs and protection rates in the EU, beef, 1998
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Meat of bovine animals
Fresh or Frozen bo- Hindquarters
chilled bovine | Frozen bovine vine fore- of bovine ani-
meat boned meat guarter mals
HSNo. 020130.00 020230.90 020230.10 020120.50
Imports1
Mio.ECU’ 428.3 289.0 5.1 24.1
1000 ton 70.4 85.4 2.3 8.1
Unit value, ECU/ton 6084.1 3383.7 2155.0 2975.9
Percent or ECU/ton"

MFN Over-quota 15.2% 15.2% 15.2% 15.2%

+ 3603.0 +3611.0 + 2625.0 + 2520.0
MFN In-quota 20.0% 20.0% 20.0% 20.0%
Preference ACP Over-quota 3603.0 3611.0 2625.0 2520.0
Preference ACP In-quota - - - -
GSP for LDC Over-quota 30.0% of | 30.0% of MFN 30.0% of | 30.0% of MFN

MFEN MFEN
GSP for LDC In-quota - - - -
Percent of entrance price

MEN Over-quota 182.5 Prohibitive Prohibitive 652.0
MEN In-quota 20.0 20.0 20.0 20.0
Preference ACP Over-quota 145.2 Prohibitive Prohibitive 552.7
Preference ACP In-quota - - - -
GSP for LDC Over-quota 27.1 53.8 64.8 42.2
GSP for LDC In-quota - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
> Converted from US$ at the exchange rate of 1.09775 US$/ECU.
® Ad valorem equivalent calculated on basis of the unit value for total imports:
Example: MFN over-quota protection rate:
Entrance price = ((6084.1 — 3603)/(1 + 0.152)) = 2153.7 ECU/ton
Protection rate = ((6084.1/2153.7) — 1)*100 = 182.5%
Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.
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ANNEX TABLE 15. Examples of tariffs and protection rates in the EU, meat of sheep, 1998

Meat of sheep

Frozen sheep Frozen lamb

Total legs| Meat of sheep carcasses

HSNo. 0204 020442.50 020443.90 020430.00
Imports”

Mio.ECU? n.a. 96.4 75.3 67.4

1000 ton n.a. 35.2 27.9 31.3

Unit value, ECU/ton n.a. 2739.4 2699.8 2153.0

Percent or ECU/ton*

MEN Over-quota n.a. 15.2 % + 15.2 % + 15.2 % +

1989.0 2785.0 1530.0

MEN In-quota n.a. 0.0% 0.0% 0.0%

Preference ACP Over-quota n.a. 1989.0 2785.0 1530.0

Preference ACP In-quota n.a. - - -

GSP for LDC Over-quota n.a. 0.0% 0.0% 0.0%

GSP for LDC In-quota n.a. - - -

Percent of entrance price

MFN Over-quota n.a. 320.7 Prohibitive 298.1

MEN In-quota n.a. 0.0 0.0 0.0

Preference ACP Over-quota n.a. 265.2 Prohibitive 245.6

Preference ACP In-quota n.a. - - -

GSP for LDC Over-quota n.a. 0.0 0.0 0.0

GSP for LDC In-quota n.a. - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
2 Converted from US$ at the exchange rate of 1.09775 US$/ECU.

* Ad valorem equivalent calculated on basis of the unit value.

Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.
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ANNEX TABLE 16. Examples of tariffs and protection rates in the EU, pork, 1998

Pork
Fresh or

Frozen hams chilled hams | Frozen boned

Total and cuts and cuts meat

HSNo. 0203 020322.11 020312.11 020329.55
Imports®

Mio.ECU’ n.a. 22.7 11.2 19.9

1000 ton n.a. 11.6 6.8 6.6

Unit value, ECU/ton n.a. 1958 1656.4 3025.5

Percent or ECU/ton’

MFN Over-quota n.a. 924.0 924.0 1032.0

MEN In-quota n.a. 389.0 389.0 250.0

Preference ACP Over-quota n.a. 462.0 462.0 516.0

Preference ACP In-quota n.a. - - -

GSP for LDC Over-quota n.a. - - -

GSP for LDC In-quota n.a. - - -

Percent of entrance price

MEN Over-quota n.a. 89.3 126.2 51.8

MEN In-quota n.a. 24.8 30.7 9.0

Preference ACP Over-quota n.a. 30.8 38.7 20.5

Preference ACP In-quota n.a. - - -

GSP for LDC Over-quota n.a. - - -

GSP for LDC In-quota n.a. - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.

! According to the AMAD-database.

? Converted from US$ at the exchange rate of 1.09775 US$/ECU.

® Ad valorem equivalent calculated on basis of the unit value.

Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.
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ANNEX TABLE 17. Examples of tariffs and protection rates in the EU, meat of chicken, 1998

Meat of chicken

Frozen un-

Fresh or chilled boned legs| Frozen bone-

Total | boneless cuts and cuts less cuts

HSNo. 0207 020713.10 020714.60 020714.10
Imports®

Mio.ECU’ n.a. 32.5 16.0 196.5

1000 ton n.a. 9.6 11.9 76.2

Unit value, ECU/ton n.a. 3390.7 1348.3 2578.7

Percent or ECU/ton’

MFN Over-quota n.a. 1216.0 550.0 1216.0

MEN In-quota n.a. 512.0 230.0 0.0%

Preference ACP Over-quota n.a. 608.0 275.0 608.0

Preference ACP In-quota n.a. - - -

GSP for LDC Over-quota n.a. - - -

GSP for LDC In-quota n.a. - - -

Percent of entrance price

MEN Over-quota n.a. 55.9 68.8 89.2

MEN In-quota n.a. 17.7 20.5 0.0

Preference ACP Over-quota n.a. 21.8 25.6 30.1

Preference ACP In-quota n.a. - - -

GSP for LDC Over-quota n.a. - - -

GSP for LDC In-quota n.a. - - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
? Converted from US$ at the exchange rate of 1.09775 US$/ECU.

® Ad valorem equivalent calculated on basis of the unit value.

Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.
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ANNEX TABLE 18. Examples of tariffs and protection rates in the EU, poultry eggs, 1998

Poultry eggs

Total Poultry eggs, Poultry eggs

fresh for hatching

HSNo. 040700 040700.30 040700.19
Imports”

Mio.ECU’ n.a. 4.0 10.3

1000 ton n.a. 4.5 2.1

Unit value, ECU/ton n.a. 894.6 4929.5

Percent or ECU/ton*

MFN Over-quota n.a. 361.0 420.0

MFEN In-quota n.a. 152.0 -

Preference ACP Over-quota n.a. 303.0 352.0

Preference ACP In-quota n.a. - -

GSP for LDC Over-quota n.a. - -

GSP for LDC In-quota n.a. - -

Percent of entrance price

MEN Over-quota n.a. 67.6 9.3

MEN In-quota n.a. 20.5 -

Preference ACP Over-quota n.a. 51.2 7.7

Preference ACP In-quota n.a. - -

GSP for LDC Over-gquota n.a. - -

GSP for LDC In-quota n.a. - -

Note: MFN (Most favoured nations) is applied to non-preferential trade.
! According to the AMAD-database.
2 Converted from US$ at the exchange rate of 1.09775 US$/ECU.

* Ad valorem equivalent calculated on basis of the unit value.
Source: TRAINS-database: UNCTAD (2000a); AMAD-database: OECD (2000b) and own calculations.




ANNEX TABLE 19. Distribution of EU-imports of selected fruit and vegetables by origin, 1998
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HSNo |Descripton |€E| 2 | 2 | & | S |5 |88 | 8| 8|2l |2 |2|2|8 |8 |2|vw|E|8|5|8 2
Vegetables, % of product categor
071410 | Manioc 9 97 3 100
070200 | Tomatoes 7 13 83 4 100
070310 | Onions 6| 24| 12 4 37 6 3 14 100
070820 | Beans 4 17 40| 16 27 100
Fruit, % of product category
080300 |Banana 25 20| 22 17 12 29 100
080810 | Apples 7] 12 22 33 21 12 100
080510 | Oranges 5 8 4 14 23 32 19 100
080212 | Almonds 5 98 2 100
080132 | Cash.nuts 2 10 75 9 6 100
081120 | Berries 2 20 27| 37 16 100

! Import value in per cent of total imports of vegetables and fruit, respectively.
Source: UNCTAD (2000a) (TRAINS-database).
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