Agriculture and the New Trade

Agenda in the WTO 2000

Negotiations: Interests and

Options for India

Ashok Gulati

DRAFT PAPER NOT FOR PUBLICATION

PROPERTY OF THE WORLD BANK

Paper prepared for:

The World Bank’s Integrated Program of 

Research and Capacity Building to 

Enhance Participation of Developing

Countries in the WTO 2000 Negotiations

Presented at: 

The S. Asia Workshop on Agriculture

and The New Trade Agenda in the

WTO 2000 Negotiations

January __, 2001

Delhi, India
DRAFT PAPER

Agriculture and the New Trade Agenda in the WTO 2000 Negotiations, Interests and Options for India

Ashok Gulati 

Backdrop:

The Uruguay Round Agreement on Agriculture (AOA), signed in Marrakesh on April 15, 1994 as a part of the overall agreement, had a built-in provision to review its progress before the end of 1999. It was considered necessary to do so as agriculture  was being brought into the world trading system through WTO for the first time, and it was expected that there would be hiccups in the implementation of this AOA. It is well known that the URA could not achieve any major break-through in streamlining large distortions in production and trading of agriculture, except bringing agriculture into the fold of global trading rules. The new round of trade negotiations is expected to bring greater discipline in agricultural production and trading policies. Hence, the Seattle meeting in November end, 1999, may have something important to discuss on agriculture. How far is India prepared for that? What are India’s interests and options with respect to AOA? And what should India put on the negotiating table with a view to maximise her gains and minimise pains? 

There is no doubt that this time India is better prepared for negotiations than was the case while signing the URA. There has been a debate in the country and the Ministry of Commerce has also interacted with the industry associations, especially CII, FICCI and ASSOCHAM, and some selected academic institutions, academics and bureaucrats. Unfortunately, none of the farmers’ organisations were involved in consultations, nor any special effort made to rope in agro-processors and exporters in any meaningful way to chalk out an agenda for negotiations on AOA.  Their representation through industry associations has been rather weak. Nevertheless, one can still put forward a credible agenda for negotiations starting with the Seattle meeting, provided the homework is done well. For this, one has to have a proper understanding of where does Indian agriculture stand vis-à-vis the commitments given under AOA, and also how the rest of world is adjusting its agriculture to the new set of rules.  

This paper is broadly divided into five sections. After the first introductory section, this paper takes up the issue of India’s present situation with respect to the main commitments under AOA in section II. This section is the core of the paper, and therefore, while analysing India’s situation, it also spells out a negotiating agenda that could be in India’s interest. Section III is devoted to the issue of food security, which is highly debated not only in large populous developing country like India but also in highly developed nations like Japan. Effort is made to spell out the potential risks to food security in an open economy environment, and what sort of corrective measures can help to avoid such risks. Section IV discusses very briefly some of the other issues like the issue of intellectual property rights (IPRs), including genetically modified organisms (GMOs), sanitary and phyto-sanitary (SPS) measures, the issue of state trading enterprises (STE),  etc. which are likely to be taken up during the millenium round. Finally, section V wraps up the entire paper with a broad message that in order to emerge globally competitive India would have to carry out major reforms in domestic policies that are compatible with WTO provisions as well as spur growth in agriculture and agro-based industry. It is only then that India can negotiate the millenium round with confidence and from a position of advantage.

Commitments under AOA and India’s status:

The three basic commitments under AOA are well known: market access (tariffication),  domestic support and export competition. Where does India stand vis-à-vis these three basic commitments?

Tariffication:

With regard to tariffication (and market access commitment) the AOA entailed conversion of all non-tariff barriers into equivalent tariff barriers, which was referred to as tariffication. Consequent to tariffication was envisaged a reduction in the base tariff under a time bound programme - by 24% over ten years in the case of developing countries and by 36% over 6 years for the developed countries. The least developed countries were exempt from these reductions. In addition to this, there was also a call to maintain current access opportunities and to the establishment of a minimum access tariff quota, where there was no binding of tariffs. The minimum access tariff quota was to be established at reduced tariff rates for those basic products where minimum access was less than 3% of domestic consumption in the base period 1986-88. Minimum access was to be gradually increased to 5% of base period consumption. Tariff-quotas at reasonable levels were to facilitate access; these tariff quotas would be established on a tariff-line-by-line basis. 

Where does India stand with respect to tariffication commitment?

In the Uruguay Round, India has agreed to make adjustment in tariff rates for 3373 commodities/commodity groups
 at 6-digit HS level or commodity sub-groups of 6-digit HS level
, including agriculture and non-agricultural commodities. The bound rates for all the commodities are ad valorem, except for two commodities (HS codes 080211, 080212) whose bound rates are committed in the form of specific amount in Rs/Kgm.  The committed commodities account for around 65 per cent of India's tariff lines (which are defined at 6-digit HS level).  

Out of this total of 3373 lines, agriculture accounts for only about 20 per cent (673 lines). Table 1 presents these agricultural lines committed by India at 6-digit, or sub-group of 6-digit, by different chapters of HS classification. One can notice that a large number of items, which have been committed in the Uruguay Round for Agriculture sector, belong to commodity groups (by different chapters of HS classification), like edible vegetables, animal or vegetable fats and oils; meat and edible meat, etc.

To understand the present state of the tariff rates of the commodities committed in the Uruguay Round, the UR bound rates should be compared with the present level of India's tariff Rates. The Government of India (GOI) levies two main types of custom duties on imported goods: Basic Custom Duty (BCD) and Additional Custom Duty (ACD). The Basic Custom Duty rates are also called 'Scheduled Rates of the Basic Custom Duty', which in-turn are known as 'Statutory Rates' in literature.  The ACD equals the excise duty on like articles produced in India.  There are two main categories of scheduled rates: the standard rates, and the preferential rates. In this paper we consider the  BCD called the standard rates (or MFN Rates).

The MFN Rates of India's Basic Custom Duty for 1999-2000 are generally ad valorem.  GOI has not announced ad valorem rates for total 11 commodities (including two from agricultural sector), but specific amount (in Rs) of custom duty per unit of quantity imported.

The GOI's budget for 1999-2000 has announced a Surcharge on Basic Custom Duty (SCD) to the tune of 10% of BCD, in addition to other duties, for all products. In the budget of 1998-99, a Special Additional Duty (SAD) was announced in addition to earlier announced categories of import duties.  The objective of SAD was to offset the sale tax on domestic goods, and the rate was 4 per cent.  However, the effect of this SAD will be more than 4 per cent, because SAD will be calculated at the aggregated value of the  imports, basic custom duty, surcharge and the additional duty.

The standard rates of duty defined in the schedules however do not determine the actual duty rates applicable on different products.  The BCD, ACD, SCD, SAD and various exemption notifications issued by Government determine the actual applicable duty rates called the effective duty rates. There are a large number of duty exemptions on BCD
 as per different notifications by the Government of India.  The exemptions may be use-specific, country-specific, commodity-specific, or value-specific.  It is not possible for us to take into account all these exemptions (particularly commodity-specific) in our analysis.  Nevertheless we have taken into consideration those exemptions, which apply to all items under a tariff heading at 6-digit HS code level.  These rates are, sometimes called Applied tariff rates in international literature.  In India, the applied tariff rates are generally lower than the corresponding statutory rates, for a large number of commodities
.

Table 2 presents the frequency distribution of number of UR committed products (or lines), based on the level of difference in India's MFN rates
 for 1999-2000 and UR final bound rates. The distribution clearly shows that the present levels of India's MFN tariff rates are significantly lower than that of final bound rates for large number of commodities. Out of 673 products
 belonging to Agriculture sector, the present level of MFN tariff rate in most of the commodities is significantly less than that of corresponding UR final bound rates.  The difference was more than 50 percentage points and above, for 556 commodities (82.6% of 673 commodities).  It implies that India has not only honored the commitments of UR bound rates, but has substantially reduced the level of MFN tariff rates unilaterally. 

Table 1: Tariff Commitment made by India in the Uruguay Round for Agriculture

Sector, by different Chapters of HS classification: Number of Lines

Chap.No
Description
No.of Lines

1
Live Animals
15

2
Meat and edible meat Offal
50

4
Dairy produce, Birds' Eggs; honey; 
25

5
Products of animal origin
17

6
Live trees and other plants
13

7
Edible vegetables
57

8
Edible fruit and nuts; peel of citrus
50

9
Coffee, tea, mate & spices
33

10
Cereals
17

11
Products of the milling inds.
34

12
Oil seeds & oleaginous fruits
44

13
Lac; gums, resins & other veg.
12

14
Vegetable plaiting materials;
11

15
Animal or veg. Fats & oils
51

16
Preparations of meat, fish
16

17
Sugar & sugar confectionery
15

18
Cocoa & cocoa preparation
11

19
Prep.of cereals, starch, milk
16

20
Prep.of veg., fruit, nut etc.
45

21
Miscellaneous edible prep.
15

22
Beverages, spirits & vinegar
21

23
Residues & wastes from food
24

24
Tobacco & manuf. Substitutes
9

29
Organic chemicals
2

33
Essential oil & resinoids
14

35
Albuminoidal substances
8

38
Miscellaneous chemical prd.
2

41
Raw hides & skins & leather
12

43
Furskins & artificial fur
9

50
Silk
4

51
Wool, fine or coarse animal hair
10

52
Cotton
5

53
Other veg. Textile fibres
6


Total
673





Notes:
(i)    Tariff lines at 6-digit HS. There were two lines which are defined as



        Sub-groups of 6-digit HS.



(ii)    Includes only Agricultural Products



(iii)  Based on final bound rates committed at the UR.






Sources of data: (i) WTO.



     (ii) G.O.I., Custom Tariff of India, 1999-2000.






Table 2: Difference in UR final bound rates and MFN tariff rates:

               Number of Lines by different range groups

Range (UR-TR)  percentage points
No.of  Lines

UR-TR>=75
401

50=<UR-TR<75 
155

25=<UR-TR<50 
29

10=<UR-TR<25 
39

0=<UR-TR<10 
41

UR-TR<0
8

Total
673

TR = MFN Tariff Rate (BCD) as announced in G.O.I., Budget 1999-2000.

UR= Uruguay Round final bound rates.

Notes: (i) Tariff lines at 6-digit HS or sub-groups of 6-digit HS.

            (ii) Includes only Agricultural products.

Sources of data: (I) WTO.

                           (ii) G.O.I., Custom Tariff of India, 1999-2000.



Table 3: Difference between MFN tariff rates (TR) for 1999-2000 and 

corresponding UR final  bound rates:  List of commodities with TR>UR

HS Code
Description
UR Bound

Rate
MFN Rate
(UR-TR)

080620
Dried, Grapes
100
120
-20

210690
Other, Food preparation not elsewhere specified
60
180
-120

220710
Undenatured ethyl alcohol of an alcoholic strength by volume of 80% vol or higher
150
230
-80

220820
Spirits obtained by distilling grapes wine or grape marc
150
230
-80

220830
Whiskies
150
230
-80

220840
Rum and Taffia
150
230
-80

220850
Gin and Geneva
150
230
-80

220890
Other, compound alcohols
150
230
-80

TR = MFN Tariff Rate (BCD) as announced in G.O.I., Budget 1999-2000.

UR = Uruguay Round Final Bound Rates.

Notes:  (i)   Tariff lines at 6-digit HS or sub-groups of 6-digit HS.
             (ii)   Includes Agricultural products.

Based on final bound rates.

Sources of Data: (i) W.T.O.

                              (ii)  G.O.I., Custom Tariff of India, 1999-2000.

Table 3 presents the list of the commodities whose present level of MFN tariff rates is higher than the corresponding UR final bound rates. There are only eight tariff lines, most of which belong to the beverages group, where the MFN tariff rates exceed the UR bound rates.  In six of these eight tariff lines, the difference is 80 percentage points, in one 20 percentage point and in another one (HS 210690; other food preparations not elsewhere specified) 120 percentage points. In this context it may be mentioned that the UR final bound rates taken in this paper are the ones which have to be committed by March 2004
. 

The analysis of above results are based on India's BCD, and the 10 per cent surcharge announced in the present budget of Government of India has not been included in the MFN tariff rates.  In case 10 percent surcharge (SCD) is also included in MFN tariff rates, the frequency distribution of (tariff rate - bound rate) will not change significantly.

QR Commitments

In the Uruguay Round, it was decided to remove all types of QRs or prohibitions (other than tariff), whether maintained through quota, import-export licenses. India had also agreed to phase out QRs on all commodities except for around 632 commodities for reasons related to security, religion, etc. (at 8-digit or 10-digit HS level). However, India maintains QRs on import of some more items (around 1482 tariff lines) under  provisions of Article XVIII:B of the WTO. This article recognizes that members whose economies can only support lower standard of living and are in the earlier stage of development may "apply quantitative restrictions for Balance of Payments Position….(and)….shall be free to deviate temporarily from the provisions of the other Articles of this Agreement." The provisions relating to BOP also provide that a member has to announce publicly time-schedules for the elimination of QRs. India presented a case of time-schedules for nine years for elimination of QRs. Although it was acceptable to most of developing countries, a number of developed economies had objection to phased-out period of even seven years. The US, EU, Canada, Australia, New Zealand and Switzerland (and Japan as third party) started the dispute settlement proceedings against India. India reached mutual agreements with all countries except the US. Under this agreement, India agreed to phase-out its QRs over time-schedule of six years period, i.e. 1997-2003. But the US filed a dispute against India. A panel was constituted in November 1997 to examine the US allegation that the continued maintenance of QRs on India's imports was inconsistent with India's obligations under the WTO agreement. In a recent report
 of the Appellate Body it is recommended that "India bring its balance-of-payments restrictions, which the Panel found to be inconsistent with Articles XI: 1 and XVIII: 11 of the GATT 1994, and with Article 4.2 of the Agreement on Agriculture, into conformity with its obligations under these agreements". Government of India is examining this report. It can go for either arbitration or has to remove all the QRs within 15 months, from the date of decision of appellate body (i.e. by the end of 2001).

Keeping the above factor in view, India has no option but to lift QRs under mutual agreement with US (or the decision of DSB of WTO) by the year 2003 (or 2001). It is worth noting here that India has already offered, unilaterally,  trade concessions to members of the South Asian Association of Regional Cooperation (SAARC) by withdrawing QRs on all commodities. Before lifting QRs for countries beyond the SAARC region, India may like to gauge the likely implications of such a move on its BOP position as well as on the domestic economy. It may therefore be useful to see the existing nature of controls on imports of commodities under QRs. 

It may be recalled that in the pre 1990s, India's import policy was quite complex,  with different categories of importers, various types of import licenses, and myriad ways of importing. A number of concrete steps have been taken during the 1990s to liberalize the import regime. The existing trade policy
 presents a negative list of commodities, which cannot be imported under Open General License (or Free). This negative list basically comprises of three main categories: (i) prohibited, (ii) restricted and (iii) canalised. The prohibited items are tallow, fat, ore, oil of animal origin, wild animal and ivory, etc. A large number of restricted items are consumer goods and their import is allowed against a license. To understand the present state of protection by different types of QRs, the import policy of different lines can be further categorized under following groups:

Restricted: Of which
· 1
Consumer Good: Items that are permitted to be imported against license or in accordance with public notice;

· 2
Actual User:
Imported commodities used by importers;

· 3
Special Import License (SIL): Select traders (exporters) freely trade these licenses in the Indian market. This is certainly a soft type of NTB, because it is easily available (in market), and importer has to pay a certain premium. The rate of  premium has varied from 1.5 per cent to around 3 per cent during last couple of months.

Canalised, of which the main one is SIL.

Based on the export-import policy for the year 1999-2000, only 2114 tariff lines, i.e, about 20% out of 10261 tariff lines, are now subject to any type of NTBs. Out of this total of 2114 lines under NTBs,  only about 29 per cent (606 lines) belong to agriculture (HS1-24). However, as a percentage of total agricultural tariff  lines (1398) in HS 1-24, those under NTBs (606) comprise 43 per cent, which is quite a sizeable number. But out of this 606 agricultural tariff lines under NTBs, only 344 (56.8%) are under NTBs due to BOP reasons, while the remaining 262 (43.2%) are under NTBs due to reasons related to security, religion, etc. Thus, with the lifting of BOP cover from QRs, effectively it is 344 tariff lines of agriculture that would be thrown open. Table 4 summarizes this import policy of all Indian agriculture products (HS 1-24), at 8-digit or 10-digit ITC-HS level for the 1999-2000. Of the total 1398 agricultural tariff lines (at 8 or 10 digit ITC-HS classification), 792 lines are totally free. Of the remaining 606 lines, 51 are prohibited, 518 restricted under consumer goods category or SIL, etc, and 37 are canalised. Out of these 37 canalised items, 8 can also be imported by acquiring SIL. The list of canalised agencies, which are authorised to import different agriculture products (HS 1-24) is given in Annexure I. Of the total 518 tariff lines restricted, 435 (84%) have bound their tariffs under URA. Similarly, all the 37 tariff lines that are canalised at present have bound their tariffs under URA.    

In case of all commodities, agricultural as well as non-agricultural, as mentioned earlier,  there are in total 2114 items at present which are subject to QRs; and India has agreed to phase out QRs on 1482 items as per agreements with WTO. These national lines are subject to one or another type of QRs due to BOP reasons. All these items (except around 632 items for security, religious, and other reasons) will be phased out by the year 2003 (or 2001). Table 5 summarises the present state of India's import policy for the products whose QRs will be phased out in near future. It shows that out of 1482 identified items, 738 (=730+8) can be imported through SIL. Hence, there are only 744 (=1482-738) lines subject to hard-core import policies of restricted items/canalised items. Out of these 744 items, most of them are 'restricted' under the import policy of consumer goods.

Table 6 presents the number of agricultural products by four commodity groups (i.e. HS sections I-IV), which are subject to any type of QR due to BOP reasons. As one can see, most of these products are evenly distributed among Sections I, II or IV; and are restricted due to the import policy of consumer goods. The detailed results of 344 agricultural products, still subject to QRs for BOP reasons, for 24 disaggregate commodity groups (Chapters 1-24 of HS classification), reveal that the frequency distributions of different types of QRs, by different commodity groups is evenly distributed. Some disaggregate commodity groups (HS Chapters), which have significant number of lines and subject to QRs for BOP reasons, belong to coffee, tea, etc.; meat and edible meat; beverages; meat preparations; etc.

Table 4: Different Types of NTBs imposed on India's Imports for Agriculture Sector*, 

              1999-2000: Number of Lines**

Types of NTBs or Free
Number of Lines


Total
UR-bound Tariff

Free
792

606

51

518

224

149

145

37

8

29

1398
435

206

85

144

37

8

29

NTBs



   PROHIBITED



   RESTRICTED



      Consumer Goods



      SIL



      Other



   CANALISED



      SIL



      Other







TOTAL



* HS 1-24

** National Lines at 8-digit or 10-digit ITC-HS Classification

Source: (i)   G.O. I., Export and Import Policy of India, April 1997-March 2002,

                      ITC (HS) Classifications of Export and Import items, August 1998.

              (ii)   G. O. I., Notifications issued on 31st March 1999 for amendments

                     In G.O. I.,  ibid.



Table 5: Different QRs for Products, still maintained for BOP Reasons

              during 1999-2000: Number of National Lines*



Type of QRs 
No. of National Lines
% Share

RESTRICTED
1471
99.26

  Consumer Goods
550
37.11

  Actual User
2
0.13

  SIL 
730
49.26

  Other
189
12.75





CANALISED
11
0.74

  SIL 
8
0.54

  Other
3
0.2





Total (QRs)
1482
100

At 8-digit at 10-digit ITC-HS Classification.

Sources of data: (i)   G.O.I., Export and Import Policy of India, April 1997- March 2002, ITC (HS) Classifications of Export and Import items, Aug. 1998.

                           (ii)  G.O.I., Notifications issued on 31st March 1999 for amendments in G.O.I.,  ibid.

Table 6: Different Types of QRs, for products, still maintained for BOP Reasons,

                by Commodity Groups (HS Sections I-IV) during 1999-2000:

                Number of Lines*

Section
Description

Restricted


Canalised
Total

No.

Consumer
Actual 
SIL
Other
SIL
Other
No. of items



Goods
Users






I
Live Animals: Animal Products
52
0
67
0
0
0
119

II
Vegetable Products
66
0
35
8
8
0
117

III
Animal or veg. fats & Oils
0
0
1
0
0
0
1

IV
Prep. Foodstuff; Beverages
64
0
40
3
0
0
107

Sources of data:  (i)   G.O.I., Export and Import Policy of India, April 1997-March 2002, ITC (HS)

                                  Classifications of Export and Import Items, August 1998.

                            (ii)  G.O.I., Notifications issues, on 31st March 1999 for amendments in G.O.I., ibid.

                            (iii) WTO.

To sum up, the above exhaustive analysis of Indian import policy reveals that  leaving apart some of the restrictive tariff lines, India has unilaterally gone ahead to reduce tariff barriers much below the bound rates of duty under URA. The biggest agricultural commodities like rice and milk (skimmed milk powder) are already committed at zero import duty. For wheat the bound rate of duty is 100 %, but roller flour mills are allowed to import at zero import duty. Similarly, for pulses the bound rate is 100%, but they are being imported under OGL at zero import duty. Sugar is bound at 150% import duty but is being imported under OGL at 25% duty. Similarly, edible oils, most of which are bound at 300% import duty, are open for imports at 15% duty. And so on.

Tariffication Agenda

Given the above analysis of present levels of tariffs , what sort of an agenda with respect to tariffication and market access would serve India’s interests? 

It appears quite sensible that India, along with similar developing countries, should negotiate for more liberal trade environment in the rest of the world too. This alone could ensure somewhat easier access to developed country markets, many of which have been highly protected. Accordingly, it seems logical that India should demand 

· Abolition of all quotas and quantitative restrictions on imports and exports around the world, except for those countries that have acute BOP problems (as covered under Article XVIIIB). In particular, the tariff-quotas that are widely applied by developed countries must be abolished and replaced by equivalent tariffs at the earliest.

· Replacing all specific rates of import duty by rates on ad-valorem basis.  

· Negotiate for ceiling on tariff bindings for any agricultural products at no higher than 50% for any country. 

Why should India have this agenda for negotiation on market access? 

The reason is that the developed world, most notably countries of the European Union and East Asia, are resisting to provide access to agricultural exports of developing world. Many of them have not gone for full tariffication  of agricultural products. Instead, they have opted for in-tariff quota system for several commodities, which is restricting the potential gains to developing world. It is well known that several developed countries, including Japan, United States and the European Union, have in place a system of tariff-quotas. The US tariff schedule, for example, includes as many as 192 tariff lines to administer product specific tariff quotas. Tariff quotas in the US are used particularly in case of beef, dairy products, sugar and some sugar products, peanuts and tobacco and cotton (WTO, 1997). Most countries have agreed to progressive reductions in the over-quota tariff rates; some have also agreed to lower the in-quota rates or raise the concessionary access level. But one is fully aware that quota system is essentially limiting the potential gains to the developing world, and therefore, abolition of quota systems should be the first item on India’s negotiation agenda.  

Next, developing countries like India have to be bold and aggressive and suggest a cap on maximum tariff binding at 50% on any agricultural commodity by any nation. Many negotiators in India may be somewhat surprised at this suggestion. They may feel that asking for 300% tariff is a great success in negotiations, but in reality it may not be so. Look at edible oils, India negotiated for 300% tariff binding and opened up at 65%, brought it down to 30% and then to 15%. There would hardly be any commodity in Indian agriculture, or for that matter in most of the developing countries, that would require 300% protection, and if any commodity does, it is worth working on it through non-price measures, like R&D, rather than accord such high levels of protection. The entire idea behind globalization of agriculture is to reduce price distortions and promote efficient use of resources. But when countries in the developing world like India ask for 300% protection, they really lose all the strength in their  negotiations with the developed world. How can then one say that a developed country, say like Japan, can not have 700% protection on their rice? And if that is the level of protection accorded to agriculture in the developed countries, where is the potential to gain for the developing world?  And that is what the actual situation is for many commodities in developed countries. To cite an example, one has to just look at the dairy sector.  For tariff line 40210 (milk powder, granules etc., fats <=1.5%), in 1998, the peak tariff rate in EU was 99%, in Japan 336%, in Canada 213%, in Korea 211%, as against zero in India. Further, for tariff line 40221 (milk powder, granules etc., fats>=1.5%, no sugar), the peak tariff rate in US was 58%, in EU 171%, in Japan 557%, in Canada 313%, in Korea 211%, as against zero in India for the same 1998 year. Still further, for the tariff line 40229 (other milk powder, granules, etc.) the peak tariff in US was 70%, in EU 199%, in Japan 988%, in Canada 313%, in Korea 211%, as against 35% in India. Similar examples can be found in other commodities as well, especially sugar, and even cereals. 

That is why it is suggested that the maximum tariff should not be more than 50% on any tariff line (of HS ten digit level) relating to agriculture. This will help in promoting true comparative advantage in the use of resources at global level, which often gets blurred due to huge subsidization of agriculture by the developed countries of East Asia, European Union, and also by Canada and the US. Only then one could hope that it would open up some potential for exports of developing countries even to the developed country markets, especially for goods like milk and milk products, grains, sugar, etc. As far as Indian agriculture is concerned, it has reasonably good comparative advantage in most of the products, which would emerge even more competitive once the import barriers in developed countries are reduced and distortions minimized (Gulati and Kelley, 1999; Gulati and Narayanan, 1999).
 Some countries, notably EU has started reducing the domestic support prices compared to world prices, but funneling subsidies through the  ‘blue box’. More on this is taken up in the section on domestic support. 

There is another reason also for suggesting a cap on 50% maximum tariff. It is widely known that the base period for tariffication was 1986-88. During this period world prices in agriculture were quite low. This meant that the tariff equivalent -calculated as the gap between the higher supported internal prices and low world prices was unusually large. The new tariffs that were based on this large tariff equivalent in 1986-88 offer high protection in other years when the world prices are normal. So the process of tariffication on the basis of 1986-88 prices was really “dirty tariffication” (Hathaway & Ingco, 1995). As a result, gradual reduction in these high tariffs, as agreed under AOA, really slows down the process of opening up on part of the developed world. Replacing this entire process by a maximum cap of 50% would be in the interest of India and other such developing countries. 

Another problem in the present agreement on tariffication has been that of uneven tariff cuts across products. Tariff cuts can be undertaken in a way that there is substantial reduction in tariffs of less protected products with negligible cuts in tariffs for the highly protected commodities. The result is continued high border protection for several commodities by many countries. In the European Union, for instance, products like meat, edible offal of animal origin milk and cream, some cheese, rice, wheat flour and bran continue to carry tariffs of over 120% (WTO,1997). The tendency to concentrate tariff reductions on products with relatively low protection levels, and to minimize reductions on sensitive items, such as dairy and sugar products, applies to basic and processed products alike. Consequently, the potential gains to a country like India remain elusive. India therefore must insist that the 50% cap is on each tariff line at HS ten digit level. 

On the issue of renegotiating for zero tariff binding, it may be recalled that under the AOA, India has basically bound its agricultural tariffs at 100% for raw commodities,  150% for processed agro-commodities and 300% for edible oils. But for a number of commodities,
 the binding rates were very low and in a few cases even zero. These were owing to commitments made by India in the earlier rounds of negotiations
. Many of these are sensitive products (like skimmed milk powder, rice, two of India’s biggest agro-commodities) and it is therefore important that India renegotiates these bound rates to take them to the ceiling of 50%, as suggested for all agricultural products.

To wrap up, India’s stand on the issue of tariffication could be two-fold. Firstly, India could strive to have the system of tariff quotas and other non-tariff barriers abolished. Such restrictions are inimical to India’s export interests and do not do justice to the commitment to increased market access. Secondly, along with complete tariffication, India could argue for rapid reduction in the levels of tariffs (in each tariff line rather than the average tariff levels). It is in India’s interest to negotiate for a maximum ceiling on tariff bindings at no more than 50%. This would naturally mean that India would also have to clamp down its tariffs to less than 50% on its agricultural imports. This, though contrary to popular opinion, should not be any cause for alarm. It is by now a well known fact that Indian agriculture is reasonably efficient and competitive, and would emerge so even more once the domestic support to agriculture in developed countries is reduced/abolished. 

Domestic Support:

Also agreed upon was a reduction in domestic support, being quantified through the Aggregate Measure of Support (AMS). Commitments with respect to domestic support are in terms of annual and final bound rates of Current Total Aggregate Measure of Support specified in the Member’s Schedule. The AMS is calculated on a product-specific basis for each basic agricultural product receiving market price support, non-exempt direct payments, or any other subsidy that is not exempted from the reduction commitment (“other non-exempt policies”). 
Market price support is computed as the gap between a fixed external reference price (based on years 1986-88, it is the average f.o.b
 unit value in a net exporting country and the average c.i.f
 unit value in a net importing country) in the base year period adjusted for quality differences and the applied administered price multiplied by the quantity of production eligible to receive the applied administered price. Budgetary payments made to maintain this gap, such as buying-in or storage costs are not be included in the AMS. Non-exempt direct payments which are dependent on a price gap is computed using the difference between the fixed reference price and the applied administered price multiplied by the quantity eligible to receive the administered price. Those non-exempt direct payments that are based on factors other than price are to be estimated using budgetary outlays. Other non-exempt measures like input subsidies, marketing cost reduction measures, etc. are measured using budget outlays. Where this does not reflect the full extent of the subsidy, it is calculated as the gap between the price of the subsidized good or service and its representative market price multiplied by the quantity of the good or service. Support which is non-product specific is totaled into one non-product-specific AMS in total monetary terms.

 Subsidies include both budgetary outlays and revenue foregone by governments or their agents. Supports at both national and sub-national levels are included. Specific agricultural levies or fees paid by agricultural producers are deducted from the AMS. For each basic agricultural product, a specific AMS is established expressed in total monetary value terms. The AMS is calculated as close as practicable to the point of first sale of the product concerned. Those measures that are directed at agricultural processors are included to the extent that such measures benefit the producers of the basic agricultural products. The AMS for the base period, calculated in the manner above, constitutes the base level for the implementation of the reduction commitment on domestic support. 


A country whose product specific and non-product specific AMS does not exceed 10% of the total value of agricultural product in the case of a developing country (5% for developed countries), is not subject to any reduction commitments. If, on the other hand, the AMS exceeds the de-minimis level, the country is committed to reduce domestic support: by 13.3% in case of a developing country over 10 years and 20% in case of a developed country over 6 years. It may be noted that the obligation is on total AMS and within that there is flexibility to choose products covered and extent of support measure and quantity of products that benefit from them. 

Ambiguous AMSiffication: 

The procedure for estimating AMS is not very fool proof. It has lot of ambiguities. For example, 

· should one take 1986-88 fixed external reference prices even for the years 1995-99? The legal text of the AOA seems to suggest this, but one does not see any economic logic in that calculation when the world prices have dramatically gone up especially during 1995-97 compared to 1986-88 period. Since the world prices during 1986-88 were quite low, the estimated AMS for that period turned out to be quite high. Reducing that by 20% by developed countries over 6 years does not really mean anything when world prices during mid 1990s went up. Pursell (19--) terms this process as “dirty AMSiffication”.  Obviously, the estimates of AMS would differ depending upon whether one uses a fixed (1986-88) external reference price or varying reference price.

· Developing countries like India have another problem in correctly estimating AMS because of the nature of exchange rate regime. During 1986-88, India followed fixed exchange rate system. The official exchange rate was about 15 to 20% below the ‘free exchange rate’. And such a situation existed in most of the developing countries suffering from chronic shortage of foreign exchange. Depending upon which exchange rate one uses, the estimates of AMS would differ.

· The legal text states that the fixed external reference price is cif if the country is a net importer and fob if it is net exporter. But what if the country was a net importer during 1986-88 but has turned out to be a net exporter during 1995-99? Should one keep using the cif price as the relevant reference price, or should one switch to fob price? If one switches to fob price, should it be of 1986-88 fob price or of 1995-99, when that country emerged as net exporter? Further, how sound is the assumption of taking each country as a price taker in the world market, especially when the country is large? 

· The AOA also states that the difference between external reference price and domestic support price should be multiplied by the ‘quantity of production eligible for support’ to estimate product-specific support. It is well known that in developing countries, a substantial portion of production is used for home consumption. In that case, should one use total production of the commodity as the relevant quantity or the marketed surplus or the quantity actually purchased by the government agency at the support price? Whichever the quantity one chooses to use in the numerator, it is important to keep in mind that the same quantity is used in the denominator, else the estimates of AMS would go haywire.

· In case of non-product-specific support, say for fertilizers, the issue is: should one use the budgetary support under the title ‘fertilizer subsidy’ or estimate it as the difference between external reference price (fixed or variable?) and domestic price paid by the farmers? This is important in India as almost half the fertilizer subsidy shown in the budget is given to fertilizer companies (on flat rate basis or through retention price scheme) to cover their high costs of production compared to the import parity prices (Gulati, 1999). Is the farmer being subsidized or the fertilizer industry? Similar problems arise in case of estimating non-product specific support through power supplies to agriculture, canal irrigation and rural credit. In case of power, for example, it is well known that consumption figures for agriculture sector are worked out on ‘residual basis’, and that these government estimates overestimate the real consumption by a wide margin, any where from 20% to 80%, depending upon the state. In case of canal irrigation, should one take the difference between only the O&M costs and recoveries or also include amortized capital costs on the cost side? In case of rural credit, should one take only the concession in the interest rates as the relevant subsidy or also include the likely bad debts? Even if on theory, one comes to an agreement on these issues, it is difficult to obtain accurate information on many of these in developing countries. So the estimates of AMS can vary widely depending upon what definition of non-product specific support one uses. The text of AOA seems to suggest using budgetary figures, but given the distortions in pricing, it may not be very correct on pure economic grounds.

· Finally, the AOA (article –6, para2) allows for exemption of support (investment subsidies as well as agricultural input subsidies) that are  generally given to ‘low income or resource poor producers’ in developing countries to encourage agricultural and rural development as an integral part of the overall development programmes. It clearly states that the “domestic support meeting the criteria of this paragraph shall not be required to be included in a Member’s calculation of its Current Total AMS”. This exemption clause raises a question: who is a ‘low income and resource poor producer’? In a country like India, can one say a  farmer cultivating less than 10 hectares or 4 hectares or 2 hectares is a resource poor producer? By global income standards, even a farmer with 10 hectares of land and Indian level of yields is perhaps a resource poor farmer.
 If this is accepted, 90% of India’s non-product specific support should be exempted from AMS calculations. However, even if one takes a very conservative estimate of low income and resource poor farmers in India, all those with 4 hectares or less land would fall in this category. This is the size of the holding in India  which can be considered as a minimum break-even size, which is necessary for a farm family to make both ends meet. Even on this conservative basis, almost 60% of the non-product specific support would be exempt from AMS calculations.

· The moral of the story is that AMS estimates are quite fragile depending upon the treatment given to the issues raised above. Our efforts to estimate AMS under alternative assumptions reveal that in almost all cases, in most of the years, the product-specific support to Indian agriculture is negative, the range is quite wide, anywhere from about minus (-) 10% to minus (-) 70% under different assumptions. The non-product specific support is of course positive and varies from about 1 to 10%. If one adds the product-specific and non-product specific supports, as the term ‘aggregate’ in AMS suggests, then Indian agriculture in most cases is having negative support or ‘implicit taxation’. 

Table-7 presents one of such estimates of AMS, worked out on the basis of fixed external reference prices (cif), assuming India as a net importer, and exempting 60% of the non-product specific support to account for ‘low income and resource poor farmers’. The product-specific support turns out to be in negative for most of the crops in most of the years, adding to a large negative sum, which fluctuated from about –32% of the value of agricultural commodities in 1987, touching the trough  at –69% in 1992,  and then recovering to –32% in 1997, and then again sliding to –42% in 1998.
  Non-product-specific support amounts to 2.25% of agricultural produce in 1986 and 4.12% in 1997. Sometimes, this negative product-specific support also raises an issue: should it be treated as negative or zero? New Zealand objected to India’s treating negative as negative. New Zealand wanted this negative product-specific support to be treated as zero. But this does not sound very appropriate as nowhere in the  AOA  is stated that the negative product-specific support is not to be added in working out  ‘Current Total AMS’. Moreover it does not sound very rational to treat negative as zero. The developing countries with large mass of poverty often want to keep prices of agricultural products suppressed with a view to keep food within reach of masses. But this results in lower incentives to cultivators. This then forces the governments to extend non-product specific support to farmers. This is somewhat built in the structure of the economy. Therefore there is no logic in counting only the positive and treating the negative as zero, unless the structure undergoes a dramatic change. 

The Trade Policy Review of India by WTO (1998) puts  its product-specific AMS for 19 commodities in 1995-96 at US$ 29518 million in the negative. As a proportion of value of production, this was –38.47%  (WTO, 1998), which is somewhat lower than reported in Table-7 presumably due to differences in commodity coverage. In  1995-96, with the exception of sugarcane the product specific support for all the products considered was in fact negative. This is mainly because domestic prices of most of these products are less than the corresponding international reference prices. India’s non product specific AMS is, on the other hand, was shown  positive to the extent of 7.52% of the total value of agricultural production (but less than the 10% de-minimis level for developing countries). This is somewhat higher than reported in Table-7 because it does not exclude the support to ‘low income and resource poor farmers’. If this adjustment is carried out, the resulting figure would be very close to what is presented in Table-7.

Table 7: Aggregate Measure of Support to Indian Agriculture (Selected Crops)

Year
Product Specific Support 

as % of value of  agricultural output (selected crops)
Non-Product Specific support

 As % of value of  agricultural output (selected crops) 
Total AMS 

 as % of value of  agricultural output (selected crops)

1986
-34.29
2.25
-32.04

1987
-32.08
3.20
-28.88

1988
-35.54
3.32
-32.22

1989
-36.97
3.39
-33.58

1990
-31.78
3.36
-28.42

1991
-62.23
3.60
-58.63

1992
-69.31
3.46
-65.85

1993
-54.75
3.14
-51.61

1994
-43.27
3.40
-39.87

1995
-44.09
3.90
-40.19

1996
-45.84
3.62
-42.22

1997
-32.16
4.12
-28.04

1998(P)  
-41.89
3.49
-38.40



Notes: (P) means provisional as it uses some  projected  values  of non-product-specific support due to lack of  actual data. 

(i) All figures are expressed as percentage of total value of production of selected commodities in Indian agriculture. Selected commodities include rice, wheat, maize, sorghum, bajra, gram, arhar, soyabean, rapeseed & mustard, groundnut, sunflower and cotton, which comprise roughly about 60% of the value of output in the Indian crop sector. The value of production is computed by multiplying quantity of production by applied administered price –procurement prices or minimum support prices as the case may be.

(ii) Product specific support is computed piece-wise as the difference between the applied administered price and a fixed external reference price (of the base period 1986-88) multiplied by the quantity of production. This is aggregated over the products to get total product specific support.  For estimating product specific support fixed external reference price are cif prices of the selected commodities.

(iii) Non-product specific support comprises subsidies on inputs like power, irrigation, fertilizer and credit.

Power subsidy per unit is the difference between the unit cost of power supplied to the economy  and the average tariff for agricultural consumers. Credit subsidy is the amount foregone on account of concessional rate of interest on lending to the agricultural sector. Irrigation subsidy is the difference between operating and maintenance expenses and the total direct receipts of major and medium irrigation works. The fertilizer subsidy is drawn from the budgetary outlays. The non-product specific support for the selected crops has been assumed to account for 0.45 of the total support of this kind to the agricultural sector (assuming that the crops considered account for 60% of the total value of crop sector output and that the crop sector itself accounts for 75% of the total value of agricultural output-the rest is dairy and livestock). Sixty per cent of  this is exempted under the provision of ‘low income and resource poor  producers’.. 

(iv) The exchange rate used in the comparison is the official exchange rate until 1992 and the FEDAI rates thereafter.

(v) Computations are for calendar year. Rabi crop production in a cropping year is included in the following calendar year whereas kharif production for a cropping year is included in the preceding calendar year. The former includes wheat, gram and rapeseed and mustard. All other crops fall in the latter category.

‘AMSiffication’ Agenda

Given that India’s domestic support to agriculture is negative, what could be in India’s interest to take to the negotiating table?

· The ceiling for total AMS should be 40%. For each product separately, the ceiling should be 30% in case of product-specific domestic support, and 10% for non-product-specific domestic support; 

· Reduction commitments on the domestic support ought not only be on the Total AMS but also on each product-specific support separately, as well as on non-product specific support. India should argue for faster reduction in individual product-specific domestic support than for non-product specific support.

· For estimation of total AMS, both product-specific and non-product-specific support should be added, which the current agreement states. India must ensure that this is done so even if the product-specific support is negative. (There are voices being raised that negative product-specific support should be treated as zero. India must ward off such voices.)

With respect to direct payments, a clear distinction has to be made between the Green Box and the Blue Box measures. Green Box measures (support to research and extension, environment, and  those on equity grounds, etc.) alone should be exempt from reduction commitments. The Blue Box measures, on the other hand, ought to be included in the calculation of AMS and subject to reduction commitments.

Why would this proposed agenda on domestic support be in India’s interest?

To see reasons behind the proposed agenda, one should know the level and structure of domestic support in India as well as in other countries. A review of this would automatically reveal why such a bold agenda is being proposed. 

As mentioned earlier, and presented in Table-7,  AMS for Indian agriculture remains negative, despite several ambiguities in the estimation of AMS. Since it is below the de-minimis 10% level, India has no reduction commitment whatsoever with regard to either total domestic support, product-specific or non-product specific support. 

It would therefore be in India’s interest to take a bold stand on the issue of Total AMS. Currently, reduction commitments are on total AMS, which is the aggregate of product-specific AMS for a number of commodities. This implies that a country can offer substantial domestic support to one or more commodities and yet have an overall total AMS that meets the commitment levels. Reduction commitments do not, therefore ensure that domestic support measures are free from trade distorting effects for all commodities. It has been observed for instance, that highly protected commodities like sugar, meat and milk show little or no liberalization. Whereas, oilseeds, fruits and vegetables, which were less protected, were further liberalized (Hathaway & Ingco, 1995). The implication is that for products that have high product-specific AMS, domestic support for that product is still a trade distorting measure. India should therefore press for reduction commitments on product-specific AMS rather total AMS, arguing for an upper ceiling of 30% on product-specific domestic support for any commodity.

It is also quite well known that most major industrial countries of the OECD pursued costly trade-distorting agricultural support policies right through the decade of the 80s. The level of support to agriculture increased sharply in 1986 when the Uruguay Round was launched and remained like that until the 90s. This increasing trend continued until 1995, when the implementation of AOA was to begin.  For instance, in 1986-88, the Producer Subsidy Equivalent
 (PSE) for the OECD countries as a whole was 39 per cent increasing to 41 in 1995. It has been declining ever since. The PSE declined to 34 per cent in 1996, remaining at that level in 1997. When the OECD (excluding Hungary, Poland, Czech Republic, Mexico and Korea) is considered, the PSE level has declined gradually but consistently from 45% in 1986-88 to 35% in 1996. It has remained at 35% in 1997 as well (Graph-1). 

Despite declines in protection and support to agriculture, it remains a fact that several developed countries have exceedingly high protection levels. Four broad groups of countries can be identified depending on the extent of protection offered to their agricultural sectors. One group comprises European countries- particularly the countries that belong to the European Union and the European Free Trade Agreement. The European Union has a level of support that is just above the OECD average. The percentage PSE has been significantly below the 1986-88 level only in the last two years. There has been a clear downward trend in market price support, especially since the early 1990s, which can be attributed in roughly equal parts to decreases in producer prices and increases in world prices expressed in ECUs. In 1997, just over half of support was in the form of market price support, as compared to more than three-quarters in 1986-88. Direct payments have increased four-fold and now account for nearly a third of all support (Graph-2). The countries belonging to the European Free Trade Association have among the highest PSEs in the world. The EFTA was established in 1958 with a view to removing tariffs on goods produced in and traded among member states. The current members comprise Iceland, Norway, Switzerland and Liechtenstein. High producer prices in these countries are maintained mainly by import restrictions and deficiency payments related to production.

Another group of countries that heavily protects its agriculture is the East Asian group comprising Japan, South Korea and Taiwan among others. These countries are essentially net importers of agricultural produce. Although there has been liberalization in some agricultural products in Japan, the basic food products continue to be highly protected. In fact agricultural transfers accounted for a greater proportion of GDP than that of agricultural GDP itself. The percentage of agricultural GDP to total GDP was 1.4% in 1995 (provisional), while, estimated share of transfers in total GDP was higher at 1.8%. Protection has merely encouraged inefficient farms. Unlike other major trading countries in Japan there is no discussion of fundamental reforms for the major commodities through steps to integrate Japanese agriculture with the world market. Liberalization had been restricted by 1990 to beef (which has been tariffied), apple juice, processed dairy products and other minor products. Japan’s PSE has fluctuated for most of the period since 1986-88, but has shown declines in 1996 and 1997. The average producer price has developed along a slow downward path and in 1997 was 10 per cent below its 1986-88 level. Around 85 per cent of support is market price support, and this share has been remarkably stable over the years. 

Yet another group of countries are those like the United States, the Visegrad (the Czech Republic, Hungary and Poland) countries and Canada, that have succeeded in reducing previously high PSEs (Canada, of course does protect certain sectors significantly). In the United States, for instance, the PSE has fallen by almost half since 1986-88. Recent developments have been marked by the shift from set-aside and deficiency payments for crops to degressive direct income payments. In 1997, domestic prices were on average 9 per cent above the world market level. Input subsidies have declined over the last decade, while expenditures on general services and sub-national expenditures have increased. Canada is a net exporter of agricultural produce and is pro-reform. However Canada, which is also a major importer, has a high PSE and has in place an extensive income support system for its heavily protected domestically oriented agricultural sector. Its protection to import competing products is particularly noteworthy. Despite this, Canada has striven to bring down its protection levels. This is reflected in the decline in its PSEs particularly after 1994. The downward trend in Canada’s PSE was further accentuated in 1997, as the compensation payments granted for the removal of the grain transportation programme came to an end. Canada’s 1997 percentage PSE is less than half that of 1986-88. The share of direct payments in total support has varied between 10 and 30 per cent over the last decade, reflecting a previous practice by the Canadian government to resort to ‘‘ad hoc’’ payments and temporary payment schemes. Expenditures by provincial governments account for a quarter of the PSE.

The fourth group of countries- consists of members of the net food-exporting countries of the Cairns Group
. These countries particularly Australia and New Zealand, have very low protection levels and strongly advocate free trade. New Zealand, with a PSE of 3 per cent, provides the lowest level of support of all the OECD countries. Moreover, support has been at the same low level since 1991. More than half of the support is in the form of budget-financed general services and the remainder is from market price support resulting from sanitary import restrictions for poultry and eggs. There is close alignment between domestic and world prices. In Australia, the PSE is the second lowest in the OECD area in 1997 – it has seen a gradual decline starting in the late 80s and into the 90s, particularly after 1995. Australia has liberalized most of its agricultural sector. Controls on wheat marketing and sugar imports have been lifted. The composition of Australia’s support to agriculture has changed little in the long run. Less than half of Australia’s PSE is from market price support, the remainder being provided in the form of input subsidies and expenditures on infrastructure and general services. More than one-third of support is provided at the sub-national level. 

This review clearly shows that it is important for India to seek reduction in high domestic support by the developed countries most notably the European and the East Asian countries.

Another important issue that India must raise in the forthcoming negotiations is that of the “Blue Box” measures. Part XIII of Annex 2 details the basis for exemption of a prescribed list of measures from reduction commitments. The exemptions are of two kinds: those that are referred to as the Green Box measures and those that are called the Blue Box measures.

The Green Box Measures essentially involve measures of the nature of  funding for research, pest and disease control, training services, extension and advisory services etc., payments under environmental programmes, payments under regional assistance programmes limited to producers in disadvantaged regions, payments(made either directly or by way of government financial participation in crop insurance schemes) for relief from natural disasters and similar forms of support.

The Blue Box measures refer to direct payments to producers like decoupled income support: payments not linked to production, structural adjustment assistance provided through investment aids to compensate for the structural disadvantage, structural adjustment assistance provided through resource retirement programmes, structural adjustment assistance provided through producer retirement programmes, government financial participation in income insurance and income safety-net programmes. These shall relate solely to income and not to either the level of production or to prices, domestic and international. 

Such a wide range of support measures that are exempt from reduction commitments thus offers enormous possibilities for member countries to alter their domestic support structure. It can be done in such a manner that there is apparent reduction in domestic support as measured by the AMS but a corresponding increase in exempt measures like direct payments of the sort mentioned above.

This is evident from the domestic support composition of the OECD countries. Market price support was the overwhelming form of support in 1997 as it was in 1986-88 followed by direct payments and other forms of support. There has, however been a significant change in magnitudes.  For the OECD overall, market price support accounted for 85% of all assistance. By 1997, its share was only 62%. In contrast to the trend in market price support, significantly, direct payments have been growing in importance (Graph-2). This essentially implies that market price support is being increasingly substituted for by direct payments.

Of the four groups of nations discussed above, it is the European Group of countries (the EU and the EFTA) that have marked movements towards direct payments. Declines in share of market price support have been matched by concomitant increase in the share of direct payments. In the practice of carrying out reforms, these countries have reduced support policies in terms of input subsidies and system of administered prices; but maintained support to agricultural producers through increased direct payments in forms exempt from reduction commitments. Despite a general tightening of government budgets in 1997, nearly half of the OECD countries continued to increase their direct payments in national currency terms, either through more funds for existing programmes or by introducing new payment measures. The growing use of direct payments supposedly implies a shift away from production-linked measures and towards direct income payments in providing support to farmers.
While almost all direct payment measures have taken place in the context of a decline in output-related price support and have therefore improved market orientation, they have not always reduced the dependency of the agricultural sector on support. Although in terms of resource allocation, these programmes are supposed to achieve dissociation from production and thereby weaken the policy incentive to increase agricultural production at the margin, they end up encouraging keep the farmers in the industry. What these Blue Box payments do is to cover the fixed costs of the farmer, leaving him to bear only the variable cost. This makes even the most inefficient farmers competitive. Increased production results in these countries exporting more at lower prices harming other competitors who may be more efficient producers of a commodity.

The fact that several European economies, notably the EFTA countries and the European Union, are disguising trade-distorting domestic support under the Blue Box canopy, therefore, is an issue that India must put forth in strong terms. 

Export Competition:

In the area of export competition, export subsidies were subject to reduction commitments although several kinds of direct payments were exempted. The export subsidy commitment is either in the form of budgetary outlay reduction commitments or in the form of export quantity reduction commitments. The budgetary outlays and the quantities benefiting from such subsidies at the conclusion of the implementation period are no greater than 64% and 79% of the 1986-90 base period levels respectively. For developing countries, these percentages are 76% and 86% respectively. 

Direct export subsidies are to be reduced by 36% below the 1986-88 level in the case of developed countries over the implementation period of 6 years. The quantity of subsidised exports by the developed countries is to be reduced by 21% in this period. For the developing countries, commitments involve a reduction of direct export subsidies by 24% and quantity of subsidized exports by 14%. This is to take place within the span of 10 years. The least developed countries, as before, are not subject to any reduction commitments.

The implications of export subsidies for India is easy to see. It restricts the ability of India’s exports to compete with those originating in developed countries. 

The export subsidies in the AOA (Part V, Article 9) that are subject to reduction commitments include direct subsidies to agricultural producers contingent on export performance; subsidies on agricultural products contingent on their incorporation in exported products;  provision on favorable terms of internal transport and freight charges on export shipments (developing countries are exempt from commitments on this form of subsidy provided that it is not used to circumvent reduction commitments), subsidies to reduce the cost of marketing exports of agricultural products excluding export promotion and advisory services (here again, developing countries are conditionally exempt from reduction commitments); sale or disposal for export of non-commercial stocks of agricultural products by the government or its agencies at a price lower than the comparable price charged for a like product by buyers in the domestic market; payments on the export of an agricultural product that are financed by virtue of governmental action whether or not a charge on the public account is involved , including payments that are financed from the proceeds of a levy imposed on the agricultural product concerned or on an agricultural product from which the exported product is derived.

Export subsidies not listed above (including export credits, export credit guarantees or insurance programs) can be used, but not in a manner that results in or threatens to lead to circumvention of reduction commitments nor shall non-commercial transactions be used to circumvent such commitments.

As far as India is concerned, agricultural exporters in India do not get any direct export subsidies. India provides income tax exemptions for profits from agricultural exports under Section HHC of the Income Tax Act. Apart from this there are subsidies on costs of freight on export shipments of floriculture exports as also of vegetables and fruits. Since these payments are exempt from reduction commitments for developing countries, India is not required to reduce these subsidies. India has however capped its export subsidies and is required to notify the WTO on its direct export subsidies once in two years. 

India’s concerns however lie elsewhere, namely the high level of export subsidisation by some of the developed countries. In the period 1986-90, the world’s top 5 users of export subsidies for any given major product account for almost the total of such subsidy in the world and for almost all commitments for reduction. For example, of the total export subsidies on wheat in the world, the share of the top 5 countries (United States, the European Union, Canada, Turkey and Hungary) was 95%. For rice the figure was 100% and the countries subsidizing their rice exports most were Indonesia, the European Union, Uruguay, the United States and Colombia). For most of the products, the European Union is the largest user of export subsidies particularly for sugar and dairy (Hathaway & Ingco, 1995). 

India’s proposed Agenda for Export Subsidies

· It would be in India’s interest to demand: 

· complete wiping out of export subsidies by the developed countries, particularly the European Union (the dairy sector in particular) and Eastern Europe; 

· If it can’t succeed in getting all export subsidies wiped out, India should press for line-by-line reduction commitment on export subsidies. At present, the chief drawback of the rules on export subsidy is that commitments are defined over commodity aggregates rather than individual lines.

· Savings in export subsidies of one, in monetary terms or quantity terms, must not be permitted to be carried over to the next year. 

Today, despite reduction commitments on export subsidies, several developed countries continue to make extensive use of export subsidies as has been in the past. 

Even though the high world prices during the past few years have made the export subsidy limits less constraining, especially for grains, a number of countries reached their permitted subsidy limits for certain commodities in 1997. In some cases, unused subsidy allowances from previous years were used to permit subsidized exports in excess of the annual limit. While carry-over is part of the agreement, it could reduce the effect of the discipline over the implementation period. The European Union exhausted the allowable volume (but not the budgetary) limits for subsidized exports of cheese, was close to them for beef, but remained well under the limits for butter and skimmed milk powder. Between 1996 and 1997 export refunds for processed cheese were reduced by 23% for processed cheese and between 14 and 45% for other types of cheese (OECD,1998). But refunds for butter were increased by 18.8%, 16.7% for skimmed milk powder and 4.6% for the whole-milk powder. Since August 1997 however export refunds for all dairy products were reduced by 5%. Export subsidy allowances for some commodities were rolled over from previous years, particularly for beef. As a result of lower world prices, the EU re-instated export subsidies for grains. In the United States, no export subsidies were paid for crops, but those for dairy products increased sharply. Export subsidies have been less important for processed than for basic agricultural products in the past. The export subsidy commitments under the URAA constrain exports of certain food products containing subsidized agricultural raw materials, such as those incorporating dairy components, sugar and cereals. Some countries have resorted to greater use of arrangements allowing duty-free entry of agricultural raw materials for processing if the final products are re-exported (OECD, 1998).

What does all this review of the three basic clauses of AOA tell in terms of a possible negotiating strategy for India during the Seattle round?

First, as a negotiating strategy for AOA, India should start from a position of strength as it is not distorting its agriculture to the extent the developed world is. Its agriculture is reasonable efficient in the global context, and if it could streamline its domestic policies it has potential to gain from the emerging world scenario. In terms of negotiating stand, India must demand removal of all distortions in agricultural policies ranging from quotas to domestic support, not only at product aggregate levels but also at product-specific levels of  ITC-HS 10 digit classification. This would expose the extremely high levels of protection on certain commodities accorded by the developed countries. The major thrust of tariffication or AMSiffication agenda should be to move from product aggregates to product-specifics, and putting a ceiling of no more than 50% in case of tariffs and 30% in case of AMS on any commodity.
Second, in terms of India’s allies, it appears that India’s interests would be closer to the overall interests of the Cairns group, and the ones that are in line with the basic spirit behind the WTO rules. From India’s standpoint, therefore, it would pay her to support/join the Cairns Group in this regard. It is interesting to see that the Indian sugar industry has seen this as an opportunity. Without the formal backing of the Government, it also declared that they would join hands with the members of the Cairns Group in demanding abolition of sugar quotas as well as subsidies being given in the developed countries (Economic Times, June 9, 1999).  It is for the first time that any industry has taken an independent stand in the context of negotiations. The sugar industry hopes that with the Cairns Group as a formidable fourth power (after the United States and the European Union), it can succeed in securing provisions that would unshackle and open up sugar markets in developed countries (the US and the EU, in particular). Similar views have been expressed by the Indian Dairy industry through industry associations. These are steps in the right direction and it is to India’s benefit to align with the Cairns Group and through greater bargaining power demand for genuine liberalization of agricultural markets.

Food Security and the New Trade Agenda:

Trade Liberalization and Food Security:

Trade Liberalization in agriculture is going to be slow, be it the case of Japan, European Union or India. Food is a sensitive item, and given an option, most of the countries would like to produce a major part of their needs at home, and trade only at the margin. In fact, most of the developed countries want to be self-sufficient and also net exporters, no matter what the costs are. It is this desire and pursuit of self-sufficiency in food that creates economic distortions in production of agricultural commodities around the world. As was seen in the preceding section, Switzerland, Norway, Japan, South Korea are countries that subsidize their agriculture heavily, by almost 70% of the value of agricultural produce in 1997. European Union subsidizes by more than 40%, Canada by 20% and USA by about 16%.  Trade liberalization under WTO, if it succeeds, aims to contain and cut these costs and promote more efficient use of resources at global level. Theoretically, given the revolutionary developments in information technology and transportation during the last couple of decades, it is feasible to do so. But, given the hangover of the past, many countries  may not be willing to trade food security, never mind the high costs of production or stocking. They would better tread with caution. Indian position on food security is no different. In fact several net importing countries, particularly the developing and the underdeveloped, have already voiced their concern over food security. The URA acknowledges this to be a legitimate concern stating that they “may experience negative effects in terms of the availability of adequate supplies of basic foodstuffs from external sources on reasonable terms and conditions, including short term difficulties in financing normal levels of commercial imports of basic foodstuffs”
. 

India’s Apprehensions:

What are India’s apprehensions with regard to liberalisation of agricultural trade, especially in foodgrains, and food security? First, India being a big country would disturb the world markets unduly. The world prices would shoot up on India’s entry as an importer, and dip when India exports. Second, spikes and troughs in world prices of basic foodgrains like rice and wheat, transcending to domestic markets, would hit the poor consumers and producers badly. Third, liberalization of trade in agriculture will induce the farmers to shift away from cereals to cash crops, and thereby may create scarcity of food in the country at a macro  scale, which is not desirable. 

So the prescription: don’t put much reliance on world markets for food, hold large stocks under government control, and ensure that farmers keep producing foodgrains in sufficient quantities. Driven by these apprehensions, an idea was floated in government circles that India should ask WTO or FAO to pay for the cost of holding food stocks in India for the sake of global food security. It also emphasized the need to insulate domestic food markets from world markets through canalization, by retaining the monopoly of Food Corporation of India to import foodgrains. Further,  a view  is also aired to ask for exclusion of domestic support to farmers in developing countries from any reduction commitments in order to ensure food security. In fact India has already raised concerns regarding food security through an informal paper (AIE /44) submitted to Analysis and Information Exchange process of WTO in November 1998. The  major suggestion made in the paper is that “the developing countries need to be allowed to provide domestic support in the agricultural sector to meet the challenges of food security and to be able to preserve the viability of rural employment, as different from trade distortive support and subsidies presently permitted by the Agreement” (AIE/44). 

On the face of it, many of these concerns and prescriptions appear legitimate, but a deeper probe reveals that these concerns are overtly cautious and involve huge costs, and therefore may not be worth pursuing. It may be better to look for alternative instruments that are more cost effective in protecting the interests of the poor than the existing instruments. 

Take for example the argument of big country. As far as wheat is concerned, the world market is about 100 million tonnes, and normally India imports/exports less than three million tonnes. It does not disturb the world market in any big way. Tomorrow, if India enters with a demand of 10 to 15 million tonnes of wheat imports, surely in the short run it would send the world market topsy turvey. But, if India stays in the market as a large and regular importer,  the supply response would come in the medium run, and markets would find a new equilibrium. Similarly in case of rice, where the world market is about 22 million tonnes, India’s entry with 5 million tonnes of imports or exports may create a big splash in the world market. But this argument is valid because India and China are not fully aligned with world rice markets as yet, their domestic prices being anywhere 20 to 40% below the world prices. Supposing that these two countries  gradually align their domestic markets with world markets, the small world market of 22 million tonnes today becomes a market of more than 200 million tonnes tomorrow. It is like a sea, and a few million tonnes of imports/exports would cause only ripples, which would be passed on with the ever running waves. Thus, integration of domestic markets with world markets is likely to contain the wild fluctuations by simply enlarging the size of market. Sugar is another case where freer trade would contain fluctuations in world prices compared to the situation that prevails at present. But sometimes, even in a sea there are high tides which may hit the large mass of poverty. And it is this concern, quite a legitimate one, that India needs to worry about. Is keeping huge stocks in the name of food security an answer to this problem? What is the cost of food security policies being followed today? Are there some other alternative instruments that are more cost effective in achieving  food security? In order to respond to these questions, it is essential to understand the framework within which India’s food security system operates. 

Modus Operandi of India’s Food Security System:

There are basically four dimensions of India’s food security system. These include 

Public procurement of foodgrains through fixing of a minimum support/procurement price. This provides some element of security to farmers and induces them to sustain production levels. 

A system of delivery of cheap food called the public distribution system (PDS) which is supposed to protect consumers against volatility of prices. For most of the period of its existence, since 1939, it never had the poor people as its target groups. Efforts are now on to target it. 

Storage and buffer stock operations. The Central Government maintains food stocks keeping with the requirements of a prescribed minimum norm for buffer stocking. This minimum stock is supposed to take care of food security in case of any drought etc, an operational stock required to feed the PDS and also a market intervention stock for release in the open market to help moderate the open market prices.

Regulation of trade in foodgrains etc. in the form of legal controls on hoarding and aspects of internal trade like zoning, levy etc. This is apart from the restrictions on external trade.

Both the Central and the State Governments participate in the procurement and distribution of foodgrain.  Direct interventions in the foodgrain market are through the parastatal organization –the Food Corporation of India (FCI) acting on behalf of the Central Government. The procurement operations of wheat, paddy and coarse grains are voluntary, at least in theory
. Farmers  sell grain to the FCI or State agencies at a Minimum Support Price fixed by the Government on the basis of yearly recommendations of the Commission for  Agricultural Costs and Prices (CACP). Rice is collected by way of statutory levies on rice millers and dealers. State Governments fix the percentage levy with the approval of the Central Government, which varies from 75% in Punjab and Haryana to 50% in Andhra and 25% in Karnataka.
 The procurement of rice depends therefore on the quantum of paddy milled by rice millers or dealers so that no targets for procurement can be fixed. Levies are used for sugar as well. Sugar is bought from the mills at a levy price less than the open market price at which the rest of the sugar is sold. The levy on sugar mills is 40%, with some relief for new mills.

The Food Corporation of India carries out the storage, movement and distribution of the procured output. Beside this, some States have food and civil supply corporations or co-operative marketing agencies that purchase and sell on behalf of the FCI. Most of the procured output is supplied to the States at a uniform issue price for their PDS. It is the FCI that issues foodgrains to the PDS based on Central Government-prescribed allocations. The State Governments draw on their quotas from the FCI godowns and distribute them to buyers through a network of fair price Shops (FPS). Foodgrains are also allocated from the Central pool as part of the wage to various employment programs (including those undertaken off-season) and relief works during times of drought and floods.  Therefore, apart from supplies to the PDS, the FCI also provides foodgrains to the States for anti-poverty programs such as the Jawahar Rozgar Yojana. 

Cost of present Food Security System:

Since food security is the motivation for India’s tightly controlled agricultural markets particularly for cereals, any discussion of the former is inextricably linked to the latter. It is therefore relevant to discuss cost of food security in terms of the costs of government intervention in agricultural markets.

The direct budgetary cost of this whole system of Governmental intervention in agricultural markets is measured as the food subsidy. Food Subsidy is essentially the gap between the economic cost of the FCI and the average realization by the FCI based on the issue prices of the PDS. The issue price of the FCI is usually less than the cost incurred by it and this  difference is met by the Central Government.

It is true that India’s food subsidy has been rising over the decades and this is a continuing trend even in the 90s (Table-9). The subsidy per quintal of rice has increased from Rs.139.11 in 1991-92 to as high as Rs.419.62 in 1998-99. The increase is even more dramatic for wheat - from Rs.131.46 per quintal to Rs.474.82 per quintal at present (Table-10). The increase has been substantial in the letter half of the 90s. The trend in food subsidy represents an increasing fiscal burden on the Government. Price controls ensure a basic floor price to the farmer but these have also been maintained to keep the Government’s food subsidy low. Since 1994-95, the government has been trying to align domestic prices of wheat and rice at least with their export parity levels. This has led to increases in the MSP. But not allowing commensurate increase in the issue prices has resulted in significant  increase in Government expenditure on food subsidy. It is doubtful whether this growing food subsidy can be sustained fiscally for too long.

Table -9 : FOODGRAIN SUBSIDY

Year
Subsidy  (Rs10 mill.) 

1991-92
2850

1992-93
2800*

1993-94
5537

1994-95
5100*

1995-96
5377*

1996-97
6066*

1997-98
7500

1998-99
9000

Source: Economic Survey 1998-99, 

Note:* includes sugar subsidy

Table-10: Subsidy on Rice and Wheat-FCI 


ECONOMIC COST 

(per quintal)
FCI’s AVERAGE SALES REALIZATION (per quintal)
CONSUMER SUBSIDY 

(per quintal)


RICE
WHEAT
RICE
WHEAT
RICE
WHEAT

1991-92
390.79
497.04
251.68
365.58
139.11
131.46

1992-93
504.1
585.27
279.63
442.40
224.74
142.87

1993-94
532.03
665.10
355.88
500.42
176.15
164.68

1994-95
551.17
694.71
407.89
600.75
143.28
93.96

1995-96
583.95
762.82
411.94
613.34
172.01
149.48

1996-97
640.16
847.69
433.20
610.57
206.96
237.12

1997-98
800.50
940.40
395.87
610.80
404.63
329.6

1998-99
807.95
1076.00
388.33
601.18
419.62
474.82

Source: Economic Survey 1998-99

Table -11:Central Foodgrain Stocks and Minimum Buffer Stock

NORMS
WHEAT
RICE

Beginning of the Month
Minimum
Actual
Minimum
Actual

July 1994
13.1
17.5
9.2
13.3

July 1995
13.1
19.2
9.2
16.4

July 1996
13.1
14.1
9.2
12.9

July 1997
13.1
11.4
9.2
11.0

July 1998
13.1
16.5
9.2
12.0

July 1999 (P)
14.3
22.5
9.2
11.0

Source: Economic Survey 1998-99

Note: (P) means provisional.

Table -12: Foodgrain Allocation and Offtake under the PDS and TPDS


WHEAT
RICE

Year
Allocation 
Offtake
Allocation
Offtake

1991-92
10.36
8.83
11.36
10.17

1992-93
9.25
7.85
11.48
9.69

1993-94
9.56
6.09
12.41
9.1

1994-95
10.91
5.11
13.32
8.01

1995-96
11.32
5.81
14.61
9.75

1996-97
10.71
9.35
15.10
12.04

1997-98
10.11
7.08
12.83
9.9

1998-99*
8.36
5.14
10.76
7.07

Source: Economic Survey 1998-99

Note: Figures are in million tonnes

Provisional allocation upto January 1999; 

Offtake upto November 1998.

Of particular importance to the growing costs of the FCI is the excessive build up of stocks. Indian policy makers have devised some norms, which vary from 18 million tonnes on October 1 to 24 million tonnes on July 1, for keeping  some minimum stock of foodgrains in the name of food security.
 These stocks feed the public distribution system  as well as keep a buffer for any emergency. The actual stocks with the government, however, on an average for the last five years, are about 50% higher than these norms (Table-11), entailing a cost of about Rs 90 billion in excess of the norms. This is a huge cost borne ultimately by the taxpayers for uneconomic management of food stock policy. It is this mismanagement of buffer stocking policy that leads to diseconomies of scale in the operations of Food Corporation of India (Gulati, et.al., 1996). Asking the WTO or FAO to bear such costs of inefficiency is being too naïve in negotiations. Such a policy leads to embarrassing  mountains of foodgrains on the one hand and stark poverty on the other. 

The build up of stocks is often linked to high procurement prices and rising issue prices. In fact, a comparison of the quantities of foodgrain allocation to the Public Distribution System and the Offtake (Table-12) reveals that the offtake from the PDS has been consistently below the allocated quantities right through the 1990s. The implications of excess stock is easy to see. The storage of these excess stocks unnecessarily increases the share of carrying costs. Of the total economic cost of the FCI, only 12.26% was accounted for by carrying costs in 1992-93. By 1994-95, it accounted for 44.09% of the total economic cost, and in later years it is likely to be even more. 

Cost-effectiveness of PDS vis-à-vis other safety net programs

When one considers the working of the public distribution system, there are serious inefficiencies here as well. Faulty targeting in terms of leakage to the non-poor, regional mis-targeting, leakage of supplies to the open market and the cost-ineffectiveness of the transfer of income through the PDS are issues that have been discussed by many
.  In terms of economic cost of this type of PDS to transfer income to the poor, it is one of the highest.  Studies have shown that in order to transfer one rupee worth of income support to the poor, it costs Rs 5.37 through PDS, Rs 6.35 through Andhra rice scheme, Rs 2.28 through Jawahar Rojgar Yojna, Rs 1.85 through Maharashtra’s Employment Guarantee Scheme, and Rs 1.80 through Integrated Child Development Services (Dev and Ranade, 1999). Given this cost profile of several programmes aimed to provide food security, it is worth rethinking on the present structure of PDS with a view to achieve food security in a cost effective manner.  

Trade Liberalisation, Crop Diversification and Food Security:

Food security in terms of producing cereals more than the effective demand is not going to be a problem in India, at least for the next ten years, even under liberalized agriculture. In fact it was under insulated agriculture in late 1980s and early 1990s, when very  high protection accorded to edible oils/oilseeds led to shifting of about 7 million hectares away from cereals and other crops to oilseeds, that problems emerged on cereal front. Starting with rationalisation of protection in edible oils in 1994-95, and carrying it through 1999, protection on edible oils has been largely removed. The  present import duty on edible oils being just 15%, with a notable exception of coconut oil. This has led to surge in imports of edible oils to the tune of about 3.5 million tonnes during the oil year 1998-99 (October-September), which is more than 30% of the domestic requirements.  On the other hand, during 1994-95 to 1998-99, wheat and rice prices have been given a sizeable lift to come near to their export parity levels. The result is that the relative incentive structure has been now corrected in favour of cereals. As a result, one expects that the expansion in oilseeds area would slow down and may partially revert back to cereals. Enhanced incentives to cereals are likely to give a fillip to cereal production, as is demonstrated by the 1998-1999 foodgrain production, which surpassed 200 million tonnes, highest ever in the history of this country, leading to bulging stocks with FCI. Thus, it appears that having largely removed the distortion in pricing of edible oils vi-a-vis cereals, India is now likely to remain comfortable on cereal front, provided reasonable investments keep flowing to the agricultural sector.
 

The real problem on food security front, however, is of economic access to food. And to solve that problem, the solution should be sought not in following a restrictive trade or price policy but well defined income support policy, be it employment generation programs, restructuring of the existing public distribution system targeted towards the poor, or introduction of inflation indexed food stamps. On trade front, introduction of futures markets, keeping exports and imports open, using tariffs whenever needed, allowing private sector to hold stocks and import/export freely in competition with the parastatal would better serve the purpose of food security, and economically more efficient than the existing system. The government intervention should be through the instrument of tariffs, and that too at the margin.   But most of these policy issues belong to the domestic domain, and may come increasingly in clash with external policies as globalisation of agriculture proceeds under WTO’s new rules of the game. We take up some of these in the last section.

Other Issues for the Millenium Round

The issues of tariffication (maket access), domestic support, export subsidy and food security are by no means the only issues that will come up in the Seattle meeting. There are several other issues like Sanitary and Phyto-sanitary measures, Intellectual Property Rights, the issue of State Trading Enterprises etc. that have powerful implications for Indian agriculture. These are just touched upon in this paper to remind the reader that these issues also need better preparation on the part of the negotiators. 

Sanitary and  Phyto-sanitary Measures

Sanitary and phyto-sanitary measures refer to any measures that are undertaken to protect the life or health of plants, animals and humans within the territory of a Member from risks that arise from the entry, establishment or spread of pests, diseases, disease-causing or disease-carrying organisms or to prevent or limit other damage within the territory of the Member from entry, establishment or spread of pests (Annex A, Legal Texts of the Uruguay Round,1994). Sanitary and phyto-sanitary measures includes all relevant laws, decrees, regulations, requirements and procedures including inter alia end product criteria, processes and methods of production, testing, inspection, certification and approval procedures, quarantine treatments including relevant requirements associated with the transport of animals and plants, risk assessment methods and procedures, packaging and labeling requirements directly related to food safety. 

RECENT POLICY DEVELOPMENTS IN OECD COUNTRIES

The Czech Republic, Hungary and Poland have begun to harmonise veterinary and hygiene standards as well as phyto-sanitary measures with EU legislation, although progress has been uneven across countries. Switzerland and the EU have moved towards mutual recognition of sanitary and phyto-sanitary inspection and control measures, and a mutual recognition agreement has also been concluded between Canada and the EU. Australia has lifted certain quarantine restrictions on imports of pig – and  poultry meat from some countries – and at the same time has increased its use of science-based risk analysis. In the European Union, the BSE crisis and continued concerns over the use of genetically modified organisms have fostered discussions about the role of scientific evidence in risk assessment, the role of the precautionary principle, possible ways of market segregation, and the impacts of food safety regulations on industry competitiveness. In response to the BSE crisis, computerized cattle tracing systems are being set up, and France has made labeling of beef mandatory. The EU has adopted a labeling scheme for genetically modified organisms, and a number of other countries are also examining the regulatory framework concerning such organisms.


Several countries, including Canada, Korea, Turkey, the United Kingdom and the United States have made or are currently introducing new institutional arrangements covering food safety issues. Canada has streamlined its inspection and quarantine services, arranging them under a single agency. The United Kingdom has decided to move responsibility for food safety issues to an independent agency, while Korea has granted the agriculture ministry sole responsibility for sanitary controls for livestock products. Turkey has set up a framework for food safety and quality inspection in recent years and in 1997 published a food codex, which should increase transparency for food trade. The new food safety system in the United States obliges the meat and poultry industry to carry out risk analysis at critical control points in the food chain.

SOURCE: OECD (1998)

According to the agreement (Article 2), Members have a right to take sanitary and phyto-sanitary measures deemed necessary for the protection of human, plant and animal life. These must be based on scientific principles and usually supported with scientific evidence. Such measures must not constitute a disguised restriction on international trade and must not discriminate between Members where similar conditions prevail, including between their own territory and that of other Members. The agreement also states that the Members shall harmonize their sanitary or phyto-sanitary measures in accordance with certain common international standards, guidelines and recommendations wherever possible. 

While there is a risk that trade liberalization could increase the spread of plant and animal diseases into other countries, which enhances the need for appropriate regulation, there is also a risk that necessary regulation for food safety or environmental purposes might act as non-tariff barriers. In order that this does not happen, the following steps need to be taken:

· Harmonization of regulations, as well as the protection of intellectual property rights and labels of origin.

· Alignment and simplification of regulations within countries would facilitate these efforts. Some of the new regulatory issues could also be addressed through industry-led quality schemes.

· Transparent and science-based risk analysis as the basis for regulation. 

This particular provision has important ramifications for India’s exports. The need of the hour is therefore to invest in infrastructure in food-processing and related industries and tighten laws to ensure that products meet international sanitary and phyto-sanitary standards, and to guard against its misuse by importing countries. It is ironical to note that the progress in this direction has been very slow in India. And it won’t be very long that many of India’s agro-exports start facing problems on this front. Already, this problem has surfaced in India’s horticultural products. India, which produces almost 60% of the world mango production, can not export mangoes to USA as USA demands vaporized  heat treatment of mangoes, and until recently India did not have this facility in the country. India’s grape exports often come under fire due to high pesticide residues. Even egg powder exports suffer from pesticide residues which are supposed to have traveled through maize feed. It won’t be a surprise if India’s dairy exports also receive similar complaints. Peanut exports in 1999 are said to have suffered immensely, compared to last year, primarily due to high degree of aflatoxin (APEDA, 1999). Solution of these problems requires a better understanding of the role of Codex Alimentarian Commission, upgrading of production and post-harvest technologies, keeping in mind the food safety standards that prevail at global level. This would require not only large investments but also education among producers, processors and exporters, and it is going to be a long drawn out effort on the part of developing world.   The developing countries may ask for a longer period for its implementation, but it is unlikely that lower standards of sanitary and phyto-sanitary measures would be acceptable to the developed world. A better option for the developing world would be ask for the technologies at concessional rates to help achieve these standards at an early date.       

Intellectual Property Rights

It is perhaps in this area that developing countries are most disadvantaged. This has been mainly due to the “patent illiteracy” of these countries when the TRIPS Agreement was formulated. It is crucial for India to ensure that developing country  interests are not adversely affected on account of lack of preparedness.

There are 8 sections of the IPR Agreement. They comprise copyright and related rights, trademarks geographical indications, industrial designs, patents, protection of undisclosed information, control of anti-competitive practices in contractual licences, layout-designs of integrated circuits. As far as the agricultural sector is concerned, of particular importance are the sections on geographical indications and patents.

Geographical indications are indications that identify a good as originating in the territory of a Member or a region or locality in that territory where a given quality, reputation or other characteristic of the good is essentially attributable to its geographical origin. Members shall provide the legal means for interested parties to prevent the use of any means in the designation or the presentation of a good that indicates or suggests that the good in question originates in a geographical area other than the true place of origin in a manner which misleads the public as to the geographical origin of the good (Article 22, Section 3).

Article 27 of the Agreement on Intellectual Property Rights states that patents shall be available for any inventions, whether products or processes, in all fields of technology, provided that they are new, involve an inventive step and are capable of industrial application. What can be excluded from patentability are diagnostic, therapeutic and surgical methods for the treatment of humans or animals; plants and animals other than micro-organisms and essentially biological processes for the production of plants or animals other than non-biological and micro-biological processes. But Members shall provide for the protection of plant varieties either by patents or by an effective sui generis system or by any combination thereof. Article 28 confers the owner of such patents the following exclusive rights. Where the patent is for a product, a patent-holder has the right to prevent third parties without the owners consent from making using, selling, offering for sale or importing for these purposes that product. Where the subject matter is a process, the holder has the right to prevent third parties without the owner’s consent from the acts of using, offering for sale, selling or importing for these purposes at least the product directly obtained by that process.

There are indications that these two clauses in the Agreement have powerful implications for developing countries like India. For instance, people in India and Pakistan were surprised when they found that a Texas based company got a patent to sell basmati rice in US. Since ages, the name basmati has been associated with the aromatic variety of rice grown in the foothills of Northern Uttar Pradesh, Punjab (in India and in Pakistan), and Haryana. So the patenting of US rice as basmati was in direct conflict with Article 22 of TRIPS, which gives the Members right to protect geographical indicators. But the argument alleged made by Rice Tec was that basmati is a generic name, leading to litigation. Similarly, a European multinational W R Grace and Co. got a patent for the “anti-fungal properties” of neem and was selling neem oil in Europe. A petition was filed against this patent saying that this property of neem is known in India for centuries and local people have been using neem as a cheap source of medicine. Similar cases are coming in light in case of tamarind, turmeric, bitter gourd, and even brinjal (egg plant). And more would come in the years to follow. 

This raises a fundamental question: can the developed countries patent produce of agriculture or their special properties, which are known and are being used in the developing world since ages but have not been recorded in any legal system?  While it would take years, if not decades, before this issue is appropriately settled, India’s immediate concern  with regard to TRIPS should be two-fold. On the one-hand India needs  to take stock of its indigenous plant knowledge, codify that and protect that through an appropriate domestic law to ensure that indigenous producers are adequately protected and no one pre-empts India in patenting what is due to producers in India. The other is to keep check on violations of provisions like geographical indications etc. so that India’s export potential is not undermined.

When it comes to framing laws to protect the plant varieties (or their medicinal uses), it becomes a challenging task for any developing country. The time frame given to developing countries to implement this is January 1, 2000. 

India seems to be heading towards a sui generis system to give protection to plant varieties as well as rights of farmers, communities and breeders. The proposed legislation may be brought to the Parliament before the end of 1999.  The basic guiding principles behind this legislation are likely to be the following:

· A variety can be protected/patented if it clears the “DUS testing”, i.e, it can be proved that the variety seeking protection is ‘distinct, uniform and stable’.

· For testing and registration of all such new varieties, a new organizational set up, say ‘Plant Varieties and Farmers’ Rights Protection Authority’,  may be created.  

· To ensure farmers’ rights, the legislation may give full freedom to farmers to save, use, exchange, share and sell their farm produce of the protected variety. The only restriction on the farmers is that they can not sell these seeds under any commercial brand in the market. Farmers’ right is likely to be given priority in Indian legislation, as it recognizes farmers contribution over centuries in saving, conserving and improving these seeds, which they would do even in future. 

· To recognize the contribution of communities and groups of farmers in conserving and improving plant varieties through the selection process, the Indian legislation may evolve some methods of sharing the benefits with communities.

· To recognize the contribution of researchers in the past as well as those still likely to come, it would give free access to researchers to use the protected varieties for further research.

· To reward the breeders in governmental research institutions, the legislation may come up with some `benefit sharing’ scheme between the breeders and the institutions.

· To ensure proper accounting, the legislation may propose compulsory licensing of all protected plant varieties with the proposed Authority. 

While it is expected that such a sui generis system would give enough incentives to breeders and private companies to do research, it would take a long time before this issue of TRIPs could be amicably settled. The coming years would witness attempts at bio-piracy and increased litigation. The developing world, which is bio-rich but resource poor, would have to be on the alert lest it is too late.

State Trading Enterprises.

State Trading Enterprises are understood to include “Governmental and non-governmental enterprises, including marketing boards, which have been granted exclusive or special rights or privileges, including statutory or constitutional powers, in the exercise of which they influence through their purchases or sales the level or direction of imports or exports” (Understanding on the Interpretation of Article XVII of the General Agreement on Tariffs and Trade 1994). 

To ensure transparency in the activity of such STEs Members are required to notify such enterprises to the Council for Trade in Goods for review by the working party to be set up on behalf of the Council for Trade in Goods. It has been recognized that STEs can be operated in a way that creates serious obstacles to trade; this demands that there be some sort of regulation and negotiation that are mutually advantageous to reduce these barriers to free international trade. Whenever a Member maintains State enterprise or grants exclusive or special privileges (formally or in effect) to any enterprise, the enterprise shall in its sale and purchase involving exports and imports act keeping up with the principle of non-discriminatory treatment. It shall act based on commercial considerations like price, quality, availability, marketability transportation and other conditions of sale and purchase and shall afford other enterprises adequate opportunity to compete for participation in such purchases or sales (Article XVII, GATT 1947). Imports of products for immediate or ultimate consumption by the Government and not otherwise for resale or use in the production of goods for sale are outside the purview of this agreement. A Member which may have reason to believe that its interest is being undermined by the operations of an STE in another Member country can request the latter to supply information about its operations related to the carrying out of the provisions of this Agreement.

Such State Trading Enterprises have played an important role in several developed countries. Formed as government-mandated commodity boards, such boards often hold a monopoly over exports and imports of agricultural commodities, including the administration of tariff-rate quotas. Australia, Canada and New Zealand have been reviewing their marketing boards with a view to enhancing their efficiency and accountability. Australia has begun to ease government involvement in its wheat and meat marketing arrangements. In Norway the share of private-sector imports of grains has increased since the abolition of the government import monopoly in 1995, and Switzerland has recently relinquished state control over imports of feed crops.

In India, the biggest concern in this regard is of Food Corporation of India, which has a monopoly on imports of foodgrains, and does not give equal opportunity to other competing parties in imports as well as in domestic procurement. The levies on rice and sugar are just two examples of violation of the principle of ‘equal opportunity to competing parties’.  Further, FCI does not really work on commercial principles. Its ‘economic losses’ get concealed under the title ‘food subsidy’. Given the provisions of WTO, modus operandi of FCI may come up for review one day.  Besides, as QRs on imports of foodgrains are abolished, and private parties allowed to import foodgrains, the operations of FCI would become increasingly incompatible with the  WTO provisions. It is better for India to start early action in this area to align its functioning on WTO provisions. This would help India to prune FCI, which is also in the interest of people of India, notwithstanding stiff opposition from the FCI employees. But to make FCI compatible with  WTO provisions, India would have to have a strategy for restructuring its safety net, especially PDS. As mentioned in the section on food security, it may be worth introducing food stamps in urban areas, and launching EGS in rural areas for constructing  infrastructure. Such measures would be more cost-effective in providing income support to the poor, and then it would be somewhat easier to trim the fat in FCI.

There are some other STEs also that may come for review one day. State Trading Corporation (STC), Mineral and Metals Trading Corporation (MMTC), NAFED, and some Commodity Boards, like Coffee Board, etc. India needs to undertake a thorough review of the functioning of these Commodity Boards to ensure that they are compatible in the new unfolding environment under WTO. 

First things First: Reform Domestic Policies for Smooth Transition: 

Agenda for domestic Policy Reform

· Ensure free movement of all agricultural commodities across the country. Abolish movement restrictions by the centre as well as by the states, often imposed under Essential Commodities Act;

· Abolish government levies on all agri-proudcts, be it rice, sugar or molasses;  

· Abolish Maharashtra’s cotton monopoly procurement scheme;

· Abolish stocking limits on private trade; allow and encourage investments by the private sector in creating modernized bulk handling and stocking facilities;

· Abolish all selective credit controls on private trade for stocking; 

· Abolish the ban on futures markets for the remaining agri-commodities (Introduction of futures markets in cotton and edible oils and oilseeds is a welcome step);

· Abolish/prune the Essential Commodities Act;

· Abolish the small scale industry reservation for all agro-proudcts (most notably in the edible oil industry);

· Abolish the remaining licensing controls on agro-processing industry, most notably Milk and Milk Products Order (MMPO) (De-licensing of sugar industry is highly welcome and bold step);

· Abolish the Retention Price Scheme in the Fertilizer industry;

· Restructure PDS to cater only to the poor; introduce food stamps in metropolitan areas;

· Resurrect and enlarge the Tariff Commission to encompass BICP, CACP, and anti-dumping cell. This would help in a smooth transition of  domestic price policy to take into account the global price matrix. 

· Ensure sanitary and phyto-sanitary standards in agricultural products; strengthen the legal framework for that and also its enforcement;

· Create and implement a legal framework to give due protection to IPR in agriculture research.

India, like many other developing countries, has had heavy government intervention in the functioning of the economy, including agriculture. Although agriculture has been the biggest private sector enterprise, it is also ridden with restrictive government policies, which are likely to become incompatible with the emerging scenario under WTO. If appropriate changes in domestic policies are not carried out well in time, it is likely to lead to higher economic costs and greater pains in restructuring. This section very briefly touches upon some of these policies that need urgent attention of policy makers with a view to minimize the pains of restructuring and maximize gains. An agenda to change many of these domestic policies is suggested based on the research work done earlier. It is the delay in undertaking domestic policy reforms that often leads to strong opposition to external liberalization. In this paper, it is presumed that globalization of agriculture is going to be a reality, though it would take some time, and may have quite a few hiccups. It is against this backdrop that the domestic policy contradictions are listed here, and some changes proposed. 

In conclusion, as far as India’s negotiating stand at Seattle is concerned, it is important to realize that it could negotiate from a position of strength. To this end, there must be a greater interaction between the Government and the industry, academics, etc. In order to maximize the benefits that India can get out of the forthcoming negotiations, India needs to be an active participant rather than a passive spectator as India has much more to gain than to lose, at least in agriculture. But strength of arguments in the negotiations depends upon how good a home work one has done, and how one lobbies with other countries with similar interests.
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� 	There is a one commodity group where the commitment is offered for a sub-group of HS 4-digit level.


� 	Tariff rates for India are defined at 6-digit HS level.


� 	Similarly the  ACD is subject to various exemption notifications.


� 	The level of applied tariff rates (if different from statutory rates) in most of other countries is higher than the corresponding level of statutory rates.


� 	Without taking ACD, ACD and SADC.


� 	In our analysis we could not consider few commodities as the definition of HS codes at 6-digit level has changed from pre-UR round period to post-UR period. 


� 	Except for those commodities which are subject to ceiling binding.


� 	WTO; India-Quantitative Restrictions on Imports of Agricultural, Textile, and Industrial Products: Report of the Appellate Body, WT/DS90/AB/R, August 23, 1999.





� The detail of India's import policy is published in G.O. I., ITC (HS) Classification of Export and Import items, at regular intervals. This document defines the import policy of all the products (or national lines) at 8-digit or 10-digit level of HS system of Indian Trade Classification. At present, the import policy is defined for around 10280 products� (or national lines).


� If one has any doubts on this, just look at the domestic prices in some of these countries at the beginning of URA. In South Korea, in 1995, the domestic prices for soybeans reigned at 720% higher than the world prices. For barley, the figure was 419%; maize and beef prices within Korea were 343% and 309% of the world prices and for rice the figure was 286% (WTO,1997). The situation is not very different even in 1999.


� The products for which tariffs are bound at 0% are Milk (in powder, granules or other solid forms, of a fat content, by weight, not exceeding 1.5%), milk (not  containing added sugar or other sweetening matter), spelt wheat, rice (in the husk, paddy or rough, husked-brown, semi-milled or wholly milled-, broken), grain sorghum and millet. 


� Zero tariff bindings for some commodities like rice, plums, fresh grapes, and dried skimmed milk were committed in 1947 (Geneva Protocol, 1947); maize, millet, spelt were bound at zero at the Torquay Protocol, 1951; sorghum at the Geneva Protocol in the Dillon Round,1962.


�  free on board



� cost, insurance, frieght 



� The average yield of foodgrains in India, which dominate the Indian cropping patterns, is less than 2 tonnes per hectare.  Assuming the average yield  to be 2 tonnes, and an  average price of Rs 5500 per tonne in 1999-2000,  and out of pocket expenses at about 50% of the gross revenue, the net income per hectare turns out to be Rs 5500. Given a crop intensity of 1.3, a 10 hectare plot can get an annual net income of Rs  71,500  (Rs 5500*1.3*10= Rs 71,500). Given an average family size of at least 5 in rural areas, this translates to a per capita income of Rs 14,300 or  just US $329 at the rate of Rs43.5 to a US$.


� If one assumes India as a net exporter of some commodities, especially say rice, the product specific support would be different (less negative) as the reference price would be fob and not cif. Nevertheless, it still remains negative, and on the whole the AMS also turns out to be negative.


�Producer Subsidy Equivalents (PSEs) are aggregate measures of support –they summarise the effects of different forms of governmental programs and intervention in a single number. This method is superior to other tools like nominal or effective rates of protection since these often account for only a small proportion of the transfers between the government and the producers of agricultural commodities.


PSEs can be represented in many forms depending on the sort of comparison one desires to make. Two in particular are appropriate and suitable for cross-country comparisons. The first measure divides the PSE by the value to the producers and is multiplied by 100 to get the percentage PSEs. It presents the PSEs relative to the size of the farmers’ gross revenue. The other is PSE per unit of output of a commodity where the PSE is divided by the level of production. This measure reflects the subsidies provided by the government for the production of a unit of output. For the purpose of this paper,  percentage PSEs are considered rather than PSE per unit of output. 


Symbolically, PSE can be defined as: 


	%age PSE	= Total Transfers/ Value to Producers


			= {Q * (Pd – Pw *X) + D + I}/ (Q * Pd + D)


	Q is the quantity produced


	Pd is the producer price in domestic currency units.


	Pw is the world price in world currency units.


	X is an exchange conversion factor


	D is direct government payments


I is indirect transfers through policies such as input subsidies, marketing assistance and exchange rate distortions.


The value of %age PSE could be negative or positive depending upon whether the domestic price is less tha or greater than the world reference price and whether other payments by the government are able to compensate the farmers for the ‘implicit tax’ in case domestic price is lower than the reference price. 


In interpreting the PSEs and analyzing the trends in the same a few points are to be noted. Firstly, it is important to note that changes in world prices, exchange rates or domestic production can alter the PSE even if the government policies were to remain the same. In particular, exchange rate fluctuations are rather pronounced for some countries and to interpret PSE changes disregarding exchange rate fluctuations would be erroneous. Moreover, all transfers do not have the same weight in the percentage PSE calculation. Transfers from price support programs (the effects of which are included in Pd) as well as direct payments (D) appear in both the numerator and the denominator. Indirect transfers (I) on the other hand appear only in the numerator. This implies that a country can lower the PSE without changing total transfers to producers merely by shifting transfers from indirect programs to price support programs or direct payments. 


� The Cairns Group consists of 14 developing and developed countries including Australia, New Zealand, Argentina, Brazil, Chile, Colombia, Uruguay, Malaysia, Indonesia, Thailand, Philippines, Fiji, Hungary and Canada.


� Para 2 of the ‘Decision on Measures Concerning the Possible Negative Effects of the Reform Programme on Least Developed Countries and Net Food-Importing Developing Countries’.


� In practice, however, in years of lower production, government often imposes movement restrictions in surplus states to ensure that the ‘open market’ price collapses to the floor price announced by the government. This enables the government to procure foodgrains for PDS. 


� Basmati rice in Punjab and Haryana is exempt from levy obligations.


� Earlier, these norms were between 41.5 million tonnes to 22.3 million tonnes.


� R.Radhakrishnan and K.Subbarao (1997), Bhagwati & Srinivasan (1993)


� If India wants to attain self-sufficiency in all agricultural products, or even in major ones, say foodgrains, oilseeds, cotton, sugarcane, etc., as many of the experts and policy makers in India strongly feel, the only way is to dramatically increase public/private  investments in agriculture, especially in having reliable irrigation source. India may attain self sufficiency in these products, and India may be more efficient in their production than imports, but still it would not be availing gains of  ‘comparative cost advantage’.  Given the nature of world trade at present, one need not jump to ‘zero-one’ situation, but could carve out its policy with due caution. Say in case of cereals,  India may  like to produce within plus-minus 10% of the domestic requirements, in case of pulses and sugar this margin could be plus-minus 15%, and  in case of edible oils and cotton say plus-minus 25% of the domestic requirements. This would give sufficient buffer to the domestic economy, and also try external trade at the margin to take advantage of the differences in comparative costs of production. 





0
48

