6
Enhancing Competitiveness.
| nternational Economic Policies

GrahamJ.L. Avery

The United Statesisthe world's leading exporter of agricultural and
food products. The European Community is the world's leading im-
porter of such products, and it isasooned the U.S farmers best cus
tomers. Even in fiscal 1984, with the strong dollar discouraging U.S
exports, the European Community bought $6.7 billion worth of U.S,
farm products and ran a farm trade deficit of $3.6 hillion with the
United States. It is proper, therefore, that a symposium devoted to the
world's agricultural marketplaceshould bring together representatives
from both sdesd the Atlantic to examine the present situation and
prospects.

Thispaper setsout somereflections, from the point of view of a Eu-
ropean, on the issuesthat face us. We both have a dynamic modern
agriculture, enjoying the benefits o technical progress that have
caused rapid increasesin production'in the last decades. Consequently
we are both moreand more dependent on exportsfor the marketingof
our production. But we both face severe difficultiesdf demand on
world markets, resulting principally from dow economicgrowthin the
importing countries. In the case o the devel opingcountries, the lack
of demand stemsnot fromalack of mouths hungry for food, but from
desperateproblemsad indebtednesson the external account andan in-
capacity to pay.

Itfollows, therefore, that the biggest con'tributionwecould maketo
thestimulationdf international demand for food productsis action on
ascalewider than agricultureto create a better economicorder by pro-
moting world devel opment. The prescriptionsd the Brandt report, in-
cludingacombinedeffort by therich countriestostep up devel opment
aid and a reform o the international financial system, remain unful-
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filled. Thisisachallengethat aboveal facesthe United States, Japan,
and the Europeans. We can never solve our problemsof agricultural
tradeby agricultural actionsa one. Weneed, on the part of our leaders,
amuchwider effort of politica will.

In Europe, weareconsciousd a historic precedent, created through
theforesight of the United States. From the ruinsof the war, in which
we Europeansexhausted oursalves politically and economically, the
Marshall Plan helped us recreate our productive capacity. It provided
conditionsin which at last the nation statesof Europe could embark
onthe path of political union—a path wearedtill treading, asin Janu-
ary 1986 Spainand Portugal join theexistingten membersdf the Euro-
pean Community (Germany,France, Itay, Britain, Holland, Belgium,
Luxembourg, Denmark, Ireland, and Greece). For the United States, it
was an act o enlightened sdlf-interest that permitted stability and
growth in Europe and laid the foundationsfor a transatlantic under-
standing that has hel ped us both to meke the world a safer place. It is
for similar reasonsthat, 40 years|ater, the rich countriesdf the North
need toaid our partnersof the South.

Thisreflectionof agloba natureisa necessary prefaceto an exami-
nation of the agricultural aspectsdf the international economicenvi-
ronment. The examinationis presented in this paper in two parts. The
paper itsdlf setsout someconsiderationsof an economicand political
nature concerning the international economicenvironment in which
agricultural trade takes place, the interaction of agricultural policies,
particularly of the United Statesand the European Community, and
possible future scenarios. This paper also containsan appendix of a
statistical and analytic nature concerning the development of world
agricultura trade in the 1970s and early 1980sand the prospectsfor
thefuture, taking account of recent studies, particularly of the cereals
sector.

Theinter national economicenvironment

Two important conclusions may be drawn from the experience of
the last decadein international agricultural affairs: agricultural poli-
cieshavebecome moreand moreopen toinfluencesdaf agenerd nature
and the traditional rulesfor handling international agricultural ques
tions have been lessand lessadequatefor coping with the problems.

Linkagesbetween agricultureand the general economy
Althoughagricultural trade hasincreased lessrapidly than tradein
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manufactures, it hascertainly expanded; and asin the manufacturing
sector, there has been increased specialization. The "mixed farming”
enterpriseis giving way to monocultureor specialized livestock units
with their economiesdf scale. Increased capitalization has involved
thefarm sector withfinancial institutions— tothe point wherein some
parts of the United Statesit is the banks that depend on the farms
rather than thefarmson the banks. The growing dependenceon world
marketsfor disposal of exportablesurpluses—and thishas been theex-
perienced both the United States and the European Community —
has brought agriculture up against the same problemsdf monetary
instability asconfront manufacturers. Findly, thelarge budgetary out-
lays that central government has devoted to support of agriculture
have brought agricultural policy directly into thefiring lineasfinance
ministers grapple with budget deficits.

Theselinkageshelp explain why in the 1970sand 1980sfarm poli-
cieson both sdesdf the Atlantic ran into turbulenceas monetary in-
stability, inflation, and high interest rates accompanied the
deceleration of growth in incomes and employment. The traditional
reaction,toisolatetheagricultural sector fromsuch undesirabl ef luctu-
ations, was neither appropriatenor possble.

O dl thesefactors, onemay perhapssingleout monetary instability
as the most pernicious, in the sense that it showed the policymakers
least abletofind arational solution. In the European Community, the
combination of a common price levd for agricultural support (ex-
pressed by thefixing of pricesin’units of account™)with sharp varia
tionsin thevalued the European currenciesagainst each other led to
thecreation of "monetary compensatory amounts' that act as taxesor
subsidies on farm trade. When these amounts reached the order o
more than 15 or 20 percent, they threatened to destroy the common
market. But thesuccessdf the European monetary systemsince 1979
increatingazonedt monetary stability within Europe—with periodic,
but limited, adjustmentsof our currenciesagainst the European Cur-
rency Unit (ECU)—has much reduced thescaledt the problem.

For the United States, monetary instability has had other effectson
farming in the 1980s. In the 1970s, therewasan enormousgrowth in
U.S agricultural exports, stimulated by awesk dollar. But then govern-
ment deficits, accompanied by the inflow o foreign money, drove up
the dollar, which had the consequences one might expect on trade,
making U.S farm exports lesscompetitive. On the largeshared U.S
farm productiongoingintoexport,it had theeffect of reducing volume
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and receipts. Fromthe point of view o an observer ontheother sded
the Atlantic, thisappeared to beaclassccased the Americansshoot-
ing themselvesin thefoot asregardsagricultural trade palicy. Now that
action has been taken to bring down the rate o the dollar—and this
was to some extent in response to representations from the
Europeans—one could wonder whether we have not done the same
trick.

Deficienciesof theinternational traderulesfor agriculture

The rulesdof the General Agreement on Trade and Tariffs (GATT)
governingagricultural tradecan becategorizedin two parts: rulescon-
cerningaccessfor importsand rulesconcerning competitionin export.

Access. With some risk of overamplification, one may say that
thereisa basicrule regarding access, to which thereisone basicexcep
tion. Thebasicruleisthat acountry can protect itself only by meansof
border tariffsand nothinge'se. The basic exceptionisthat, for agricul-
ture, agovernmentcan apply quotasinadditiontoor in placed tariffs,
on the condition that it restrict its production and import at least a
minimumquantity of goods. Now these conditionsare not difficult to
respect, since nobody has ever determined what exactly constitutesa
production restriction or a minimumquantity.

Furthermore, the biggest and most powerful trading partner in agri-
cultural goodsopted out of the rulesat the time they weredrawn up—
that is, the United States, which obtained a waiver on some o the
major rulesregardingimports. Thiswaiver or exception,although sup-
posedly temporary, wasintroduced in 1955 and still exigts.

Exports. Here again the ruleis fairly smple. Export subsidiesfor
agricultural productsare tolerated on condition that they do not result
in the country that appliesthem having morethan an equitableshare
o theworld market or in undercutting prices. Sincean equitableshare
for one country tendsto appear an inequitableshare for its competi-
tors, and prices by their nature fluctuate, irremediable differencesof
opinion havearisen asto theinterpretationd therule.

These remarks are not intended to decry the existence of GATT.
Winston Churchillsaid of democracy that it wastheworst formaf gov-
ernment, except for dl the alternatives; and so it probably is with
GATT. What isworrying isa Situation whereoneor the other partner
fedsincreasing frustration with its operationand is tempted to take
action to remedy grievancesoutside the multilateral context—in bilat-
eral or even unilateral actionsdamagingto theother partners, whowill
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subsequently and almost inevitably take further countermeasures.
Thisis plainly a reason for including agriculturein a future round of
trade negotiationsin GATT, with a view to making the rules opera
tional in waysthat are acceptabletodl parties.

Interactiond agricultural policies

It is not an exaggeration to state that, among the principa hal-
marksdf the government of an independent nation stateisitswish to
defenditsterritory and tofeed its people. From this basic and honor-
ableambitionflow directly the conceptsdf a defensepolicy and an ag-
ricultural policy that, by an inevitablelaw of economics, lead sooner
rather than later to taxation. To put it another way, thereis no deve-
oped country in the world that does not havean agricultural policy of
some kind, and in the body politicaf the nation, this particular ele
ment is usualy one of the more vital organs. From such a consider-
ationitfollowsthat, in designingand devel opingitsagricultural policy,
acountry generdly gives priority to theinterestsaf itsown people, in-
cluding bothitsconsumersand producersa farm products. Theinter-
estsdf other countriesfigurein asecondary place. Thisremark is not
intendedto be polemic;it isasmpleobservationdf what actually hap-
pens, particularly in democratic countries. Those of us who observe
the progressd the U.S Farm Bill do not serioudy expect it to be de-
signed in thefirst place to meet the needsdf other countries. In the
same way, the reform of the Common Agricultural Policy (CAP)on
whichthe Europeansareembarked must naturally respond to our own
political imperatives, and it would besurprisingif oneimagined other-
wise.

But thisis not to say that farm policy decisonson both Sdesd the
Atlantic are conducted in a crude beggar-my-neighbor fashion. It is
rather to say that trade policy considerations do not normally take
precedence over such objectives as the maintenanced stable prices
andfarmincomesor thelimitationof farm budget costs. It iscertainly
true that trade in agricultural productsis generaly affected more by
domesticgovernmental policiesthan tradein industrial products—not
only because o the specid nature of agricultural markets (variability
of supply and inelasticityof demand).

How then should we view the interaction of agricultural policiesin
theinternational environment?Perhapsthe most positivelined anal-
yssistoconsider what similarity of interestsexist between the princi-
pa actorson the sage—and in this context that means the United
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Statesand the European Community —soas to discern which o the
possible responsesto domestic political imperativesare likdy to frus-
trateor tofurther the shared objectives. One may supposethat suchan
approach ismorelikely to lead to satisfactory conclusionsthan an ap-
proach based on the ideathat the best way to deal with competitionis
totdl it togoaway. Thisapproachisnot unknownamongfarm organi-
zations, whether in Europe or the United States, that may too easily
convincethemselvesthat, if therearedifficultieswith exports, it is be
causetheforeignersare breaking the rules.

If one addressesthe questionsdf similarity of interest, it is rather
striking that the conduct of farm policy at the present time on both
Sdesd the Atlantic appears to be based on the objectivesof a more
market-oriented policy and a limitation of budgetary costs. These, at
least, are the themes that figure most often in public declarations,
though both sidesare faced with the delicate problem of reconciling
such objectiveswith the considerationsaf farm income.

US. agricultural policy

Itiswdl knownthat the Farm Bill currently before Congressfacesa
number of conflicting requirements. To meet budget constraintsand
remain competitive in export markets, support prices should be re
duced. But to avoid large-scale farm bankruptcies, income support
must be provided. Withinarather short spaced time, weshould know
whether the President will veto the package now emerging from the
deliberationsof the Houseand Senate—a package that iscertainly on
the high side in budgetary termsand could have an important influ-
enceontheU.S budget deficitinthe mediumterm. I nthelonger term,
we shall see what effect it has on U.S competitivenessin the world
marketplace through lower prices. Rather less, one suspects, than in
theadminigtration's original concept. But thereare two other consider-
ationsaf a moreshort-term naturethat are of concern to observersin
Europe.

Thefirstisthat, whatever happens, thislegidation will not take ef-
fect until 1986 and will not have much influenceon thedisposa o this
year's harvest. But this year's harvest isdf very immediate interest—
therearelargecarryover stocksand substantial new crops, in both Eu-
ropeand the United States, whilethe Soviet Unionisexpectinga better
harvest.

The second consideration is that, independently of the Farm Bill,
the United Statesisfaced with achoicedt whether to becomearegular
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subsidizerof farm exports. Theadministration's Export Enhancement
Programfor agriculturetook along timeto get off theground—much
tothefrustration of Congresswhichdemandedit—but now it appears
to bein full swing. It cannot be categorized as anything other than a
classcexportsubsidy program;and athoughit islimitedin time, expe
riencesuggeststhat thistyped measure, onceit is put into operation,
hasalot o staying power. Already thereare demandsto improveit by
theinclusondf additional target markets, such as the Soviet Union.
Already thereare demandsto attack not only the European Commu-
nity, but other exporters, such as Canada and Argentina. Already the
Russianshave used the programas an excusefor not buying the mini-
mum quantity of wheat specifiedin the U.S.-Soviet Union long-term
agreement. But theseare the details. The basic question iswhether the
United Statesintendsto continue with thistyped export subsidy and
whether it isfully awared the consegquences.

Thequestion posesitsdf, of course, not only in theagricultural sec-
tor but alsoin other sectorssuch asindustrial goods wherethe Export-
Import Bank is making itsfirst allocationsfrom the administration's
so-called war chest to help exportsof computers, transportation, and
power equipment.

Oned the consequencescertainly has been a downward pressure
on world prices, for the pricesoffered under the Export Enhancement
Program have effectively undercut the European Community in cer-
tain markets. Thisobliged the European Community to follow suit to
maintainitssales. Who benefits, therefore,from thiskind of measure?
And who pays?

Another conseguence has been to mobilize criticism of the United
States not only from the European Community, which wasoriginaly
the principal target competitor, but a sofrom other agricultural export-
ingcountries.-Thechairmanad the Australian\Wheat Board, for exam-
ple, has strongly attacked the United Statesfor its subsidized sale of
wheat to Audrdids number one wheat market, Egypt; he described
the U.S action as'economic lunacy; and said the United Stateswas
hypocritical in claiming to use the Export Enhancement Program to
justify attacking the European Community'sexport subsidies.

Finaly,the U.S. action largely underminesthe credibility of there
cent decisondf President Reagan toinitiate proceedingsunder GATT
against the European Community's whesat exports. It isnot surprising
that the reactionon the Europeanside has been astonishmentthat we
are reproached for having depressed world market prices for wheat,
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and the announcement of our own challengeto the'Export Enhance-
ment Program in GATT.

It isdl the more ironic that these developments come at a time
when analysts on the U.S side are increasingly pointing to factors
other than the European Community as principally responsiblefor the
declinein U.S exports. Eventhe U.S Wheat Associates, in recent testi-
mony tothe House AgricultureCommittee, listed thefollowingfactors
which it considered to havecaused thisdecline.

e Thevaued the US dallar.

 \World economicstagnation.

e Debt problemsin client countries.

¢ World wheat pricesbdow thosed the United States.

* U.S tradepolicy such asembargoesand import restraints.
e Cargo preference.

Common agricultural palicy of the European Community

It is not the object of this paper, however, to examine a catalog of
current United States/European Community disputesin the agricul-
tural sector. The bilateral questions concerning citrus, canned fruit,
wine, or pastaare—we hope— short-term problemsthat canfind dura:
blesol utionsthrough responsibledecisionson bothsides. For wine, the
International Trade Commission has recently defused the issue by re
jecting the complaint of producersagainst wineimportsfrom Europe.
For theanalysisdf the international economicenvironment in which
U.S agriculturehastolive, it is probably moreuseful to describesome
of theunderlyingdevelopmentson the Europeansidethat will havean
influenceon our farm palicy in the medium term.

The European Community has presided over a spectacular success
in the development of agricultural productivity in thelast 25 years. To
what extent thisexplosiondf production,at an annual rated theorder
o 2 percent, has been due to the decisonsaf politiciansor policyma-
kers isamatter of debate. It isprobably the backroom expertsin agri-
cultural researchand devel opment that have madea more profound, if
less publicized, contribution to thesurgedf production. However, it is
certainly thecasethat theframework of pricestability created by CAP
has permitted Europe's agricultureto develop its productive potential
repidly.

But meanwhile our demographicstructure in Europe, with a gen-
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eral declinein birth rates, leadstoan annual increased only about 0.5
percent in domesticconsumptionat best.

These divergent trends have brought CAP to a crisisthat has be
comeincreasingly severein the 1980s. On theone hand, the budgetary
costsof the farm palicy, borne by European Community funds, have
increased at a time when those same funds—the European Commu-
nity's ‘'own resources’—have reached the limits set in existing rules.
Ontheother hand, theincreasingshared the European Community's
production going into world markets has brought usinto conflict with
trading partners.

It has not been easy to persuade the European Community's
decision-making body —the Council of Minisers—to take effective
action to control the situation. The principle has been accepted in re
cent yearsthat, if production exceedsa certain level, then thefarmers
should participatein the cost of disposal o production beyond that
leve; in other words, that the unlimited price guarantees originaly
providediunder CA P should besubject to certaindisciplines. However,
the measures to be taken to apply these disciplines have not proved
essy to put into practice. Thiswas notably the casein 1985, when the
Council of Ministerswas unable to agree on how to apply the reduc-
tionin cereds pricesthat should haveautomatically resulted from the
‘guarantee threshold" for cerealsbeingexceeded. In theend, in theab-
senced adecision, the European Community's executive body —the
European Commisson—wasobliged to stepin to gpply on aninterim
basisa pricereductiond 1.8 percent.

Despitethese difficulties, the European Community has pursueda
restrictiveprice policy under CAP in recent years, with reductionsin
thelevd pricesupport in rea termsafter account istaken of inflation.
It hasal sointroduced a quotasystem for milk production, that ledtoa
declined 5 percentinsuppliesin thefirst year of application. Europe's
farm organizations have not easily accepted these measuresat a time
when milk productionin other countriesisincreasing; they note that
U.S exportsdf subsidized dairy products, especially milk powder, have
expanded rapidly. (Althoughrarely attaining 15 percent of world trade
up to 1982, they now account for morethan 25 percent, and thisgain
has been largely at the expensed the European Community.)

I'n July 1985, the European Commission published a'green  paper”
onthe pergpectivesfor CAPinwhichit underlined the needfor a more
market-oriented policy and set out some d the optionsfor achieving
this pdlicy. From the debate that has taken place on the bass o this
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consultative document —that coversa whole range of themes—two
pointsare worth mentioning.

First, at thelevd o the Council of Ministers—andin thiscase that
meansthe Ministersof Agriculture—thereisavirtual consensusthat
the development of CAP must takeaccount in the future o both the
international constraintsand of the domestic budgetary constraints.
Theexplicitacknowledgmentadf thesetwo elements, whichin the past
havetended to besidelinedin palicy discussions, isan important politi-
cal fact.

Second, at al leves, there is agreement that action is urgently
needed to reform the European Community's cereals policy, whichiis
runningintored problems. Evidently theaction to be takenon cereds
will have important consequencesin the medium and long term for
U.S./European Community relations. While the European Commu-
nity doesnot accept that itsrestitutionsor 'subsdies’ haveresultedin
itstakingan unfair shared world cereals markets, it is consciousthat
the divergence between trends of European cereals production (cur-
rently about 140 million tonsand risng at an average rate of 2 to 3
percent a year) and consumption (around 117 million tonsand rising
much lessrapidly)will lead toexportablesurplusesaf amagnitudethat
neither the world market nor the European Community budget could
realigtically be expected to bear.

The commission is likely to propose, therefore, a package o mea
suresfor cereds, drawingon theelementsaready outlinedin thegreen
paper. Theseincludea regtrictiveprice palicy,a morelimited used in-
tervention on the internal market, revised quality standardsto avoid
the arrival o quantitiesd feed wheat in public intervention stocks,
anda'co-responsbility levy" by which cerealsgrowerswould pay all or
part of the cost of disposal of surplusesbeyond acertain point.

Possiblescenariosfor thefuture

With the prospect of a major international trade negotiation in
GATT in 1986 and for which the preiminary discussonsare already
under way in Geneva, it isessential to look at the possible scenarios
that could evolve. At thisstage, noned the parties have worked out
their position on agriculturein detail. Indeed, in the short term there
are continuing disputes, not least between the United Statesand the
European Community, that are clouding the atmospherein the agri-
cultural sector and alsoin the caseof industrial goods, wherestedl isa
notableexample.
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Altogether, the United Statesand the European Community share
atwoway bilatera tradeflow of $100 billion. We are each other's big-
gest customers. Only a small proportion o this bilateral trade flow
givesriseto problems, and we must avoid asituation in which they spill
over intoour wider trading rel ationship, withal the damagethat could
be caused. Moreover, on both Sdesd the Atlantic, we know that our
economicwell-being dependson theexistence df open marketsfor our
exports. Togivein—especidly at thisstage—to the protectionist pres
surestowhichour publicauthoritiesare subjected would beadisaster.
It need hardly besaid that a wave o protectionism would be particu-
larly disastrousfor the U.S farm sector, dependent asit ison exports.

That iswhy the European Community has recently taken stepsto
accelerate the tariff reductionsagreed in the last multilateral negotia
tions. That is why we applaud the stand the U.S. administration has
taken against protectionist tendencies in Congress. Two further re
marks, which go wider than agriculture,arealsoin order.

e Progressin the monetary field should be sought in paraliel with
progress in the trade talks, to avoid disruptive currency move
ments that undermineor even negate achievementsin the trade
field. Thereisnot much point in seeking solutions by trade negoti-
ationsto problemswith root causesin the monetary and financial
fields.

e Infuture tradetalks, the cooperationdf the United Statesand the
European Community will continue to be crucia, but a specia
responsibility must fall to Japan, which must show a willingness
toassumeitsfair shared the burdenfor supportingthe open mul-
tilateral trading system, in line with the benefitswhich Japan has
drawnfromiit, particularlyfor manufactured exports.

On thesided the European Community area number of basicas

sumptionsthat are necessary in our approach to negotiationson agri-
cultural trade. Thesearethat they will:

e Maintain its position on world marketsfor import and export of
agricultural products. Wecannot enter a negotiation, for example,
on the basisthat our agricultural sector will be sacrificed in the
interest of other sectorsof economicactivity whichareimportant
for the trade balance.

e Retain a syslem o variableimport leviesand variable export re-
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fundsasamechanismfor stabilizingitsinternal agricultural mar-
ket. Thisdoes not excludeimprovementsand adjustments to the
mechanismsin theinterest of moreorderly world trade, but it does
mean that the European Community, which has paid with con-
cessionsin earlier negotiationsfor theright toapply these mecha
nisms, will defend its rights.

e Keep the concept of '‘Community preference” in the agricultural
sector, that is, thetransposition at the European Community level
of the priority givento domestic produceon national markets.

Within this framework, the European Community accepts very
well that itsexpandingrolein worldtradein agricultural productsgives
it a responsibility toward the world market. It has become the magjor
exporter of dairy produceand beef, the second exporter of cereadsand
sugar, and a leading exporter of wine, spirituous beverages,and proc-
essed products. As regards relations with the United States, however,
thiscallsfor two remarks.

¢ The European Community is not in fact a competitor for most
U.S farm products on export markets. Some 75 percent of U.S
farm exportsare products where competition from the European
Community is either nonexistent or indirect, for example, soy-
beans, cotton, and corn.

* Most U.S. farm exports enter the European Community free of
import charges. In 1984, despite having ample suppliesd itsown
cheap feed wheat, the European Community imported free of
levy or duty one-third of all U.S. soybean exportsand almost half
of al U.S soybean med salesoversess.

Exports

Itispart of the European Community's approach toreformingfarm
policy that our own agricultural producersmust participatein thecost
of disposal of production beyondacertain point. The practical implica
tionaf thisfor exportsof productsfor which wearea principal actor in
the world marketsis that there should be arrangements whereby pro-
ducers themselvescan take over export risks. Schematicaly, this ap-
proach can beexpressedin thefollowingways

¢ Restrictingthe priceand disposal guaranteesgranted by the Euro-
pean Community to specific quantities, beyond which disposal at
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world market priceswould betheresponsibility o producers. This
could beimplemented either by meansdf a quotaon production
or alevy paid by the producers. Although the European Commu-
nity already has production quotasfor sugar and milk;, it would
not be desirable to extend these types of physicd limitationsto
other sectors. Therefore, a levy pad by the producers to cover
someor dl o the export costs (co-responshbility levy) seems the
morelikely course.

¢ | nthelonger-term, fixing European Community support pricesat
levelscloser to thosedf other exporting countries. Thiswould be
logical, especialy for productswhere the world market accounts
foragignificant part of the European Community production.

I mports

When the European Community set up itsimport system 20 years
ago, it opted for a protection basad on variableimport leviesfor the
staplefarm productsand littleor no protectionfor productsfor which
at the timeit wasfar from salf-sufficient. It negotiated thissystem in
GATT, the concession of freedom toimposeimport chargeson certain
productsbeing offset by the reciprocal concession o low or nil protec-
tion "bound" in GATT for other products. Thus, there islittle or no
external protection against imports of vegetable fats, vegetable pro-
teins, and certainenergy productsfor animal feed. Thisnegotiatedsys
tem has had two main consegquencesfor the European Community.

e |t hashad to introducein itsarrangementsfor many productse-
ther consumptionaids(toenabl ethe European Community prod-
uct to compete with corresponding imports) or production aids
(deficiency paymentsto support the farmers incomes). This has
been the casefor oliveail, oilseeds, butter, skimmed milk powder
for animal feed, and certain processed fruitsand vegetables.

e Importsdf productssubject to low or zero protection, especially
variousfeed stuffs, have expanded considerably because o their
price advantageand havediscouraged the usedf European Com-
munity cerealsin animal feed. This, in turn, has contributed to
thesurplusesd livestock productsand ceredls.

Asagricultural output in the European Community hasincreased,
the subsidiesresultingfrom thesefactors have become moreand more
costly for the budget. The imbalancesin our external trade system
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have also contributed to the artificial maintenance of production
structuresand tradeflowsthat owetheir existencelargely to thediffer-
encein pricesfor competing products.

Is there a way of changing this situation? One approach under
GATT rulesmight bea tradeoff between high protection and low pro-
tection, without increasing theaverageleve o protectiond European
agriculture. Thiswould makeit possble to diversfy agricultural pro-
duction and uses o agricultural productsin the European Commu-
nity, achieve budget savings, and reorient the European Community's
price policy in a morerational way.

On the U.S sde, suchan approachal so deservesreflection. It isnot
always recognized that seriousimbalancesexist in the US externa
tradearrangements, which cause distortionswithin the U.S farm sec-
tor and spill-over effectson world agricultural markets. With the bene-
fit of the waiver in GATT concerning U.S imports, high rates of
effective protectionare maintained for severa products.

For example, there is an import quotafor sugar, whose protective
effect has been reinforced by the recent reductionsin the leve of the
guota. Meanwhile, the support for corn isrelatively moderate. Conse-
quently, under the umbrellad the high sugar protection, the produc-
tion of corn sweeteners has developed profitably and rapidly. Thishas
had consequenceson the external tradefront. U.S raw sugar imports
have been reduced from a high point of 5 million tonsat theend of the
1970s to less than 2 million tonsin 1985-86, leading to considerable
difficultieson the international sugar market, which has thus con-
tracted from about 20 million tonsto 17 million tons. There has also
been an increased production and export of corn gluten feed, which
profitsfrom the imbalancein the European Community's own trade
arrangements.

Another exampleisthe highlevd o support givento U.S. milk pro-
duction, combined with the rdatively low pricedf animal feed. This
state of affairs has consistently frustrated the administration's efforts
to control milk production and has led to the accumulation of very
large publicstocksdf dairy productsand subsidizedsaleshy the United
Statesin aworld market already sufferingfrom grave oversupply.

Theforegoingremarksarea long way from the philosophy of free
trade"that iscommonly believedin U.S circlesto bethesovereign rem-
edy for agricultural difficulties. The facts of international life are
rather different, notably becaused the domesticpolitical imperatives
that lead governmentsto intervene in agricultural markets. While it
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may be possibleto demonstratetheoretically that freetradeconditions
would lead to adjustments within agriculture that could yidd eco-
nomicadvantagesin thelong run, thereis noevidencethat democrati-
caly eected governmentsaf the developed countrieswish to makethe
sacrificesthat would be necessary in theshort and medium term.

Nevertheless, a better comprehension by the major agricultural
exporters—including the United States and the European
Community —of thoseobjectivesthey sharein their agricultural poli-
ciesmust lead to better cooperation. Theseobjectivesincludea better
control of production, particularly for productsin oversupply, the limi-
tation of budgetary expenditure, a morerational structured externa
protection, a more market-oriented price policy, and perhapsaboveall
the progressiveintegrationaf agricultureinto the general economy.

The prospect of a new multilateral round of trade negotiations—
against the backgroundd poor prospectsfor expansiond demand on
worldfood markets—mugt raisehopethat tradetensionsin agriculture
will be dleviated. The challengeisto make the trends, which aready
exist in domestic agricultura policies, converge internationally in
termsdf accepted policy aimsand procedures.

Appendix
Thedevelopment of world agricultural trade

I ntroduction

The spectacular progress of world trade has been one of the most
striking developments on the international scene in the last 25 years.
World trade increased in volume by afactor of 3.5 during the period
from 1960 to 1980, that is, at an annual rate of 8.2 percent. Agricul-
tural trade meanwhile increased at a rate of 4.6 percent a year, a rate
that although lessthan that of total tradewas nearly twicetheaverage
rate of increase of world agricultural production (2.5 percent a year)
during the period.

Tablelshowstherated growthin volumed world tradeinagricul-
tural products, broken down by product groups. Productsfor which
tradeincreased most rapidly were, for the most part, sourcesdf protein
for human consumption (meat and dairy products)or constituents of
animal feed (fodder cerealsand oilseeds).
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TABLE1

Rated Increasein Vdumein World Trade
of theMain Agricultural Products, 1960-80

Annual Rate

of Increase
er cent

M eat 6.8
Dairy products 5.4
Cerealsand cereal-based products

for human consumption 4.0
Cerealsfor animal feed 1.6
Oilseeds and derived products 1.3
Fruits 3.2
Vegetables 2.7
Sugar 25
Textilefibers 0.0
Total 4.6

Source: OECD figureshased on FAO statigtics

Table 2 shows the development of world agricultural trade in vol-
ume for the main groups of countries from 1967-69 to 1983. The
group of developed countries, particularly North Americaand West-
ern Europe, more than doubled their agricultural exports, whiletheir
imports grew by scarcely a third. A quite different devel opment took
placeinthecasedf thedevelopingcountries, whoseimports practically
tripled, while their exports increased by little more than a third. The
state-planned economies saw their imports more than double, while
their exports decreased.

Highlightsof the 1970sand theearly 1980s

In the 1970s, world agricultural trade increased more rapidly than
in the 1960s. But despitethisrapid expansion, agricultural marketsex-
perienced greater instability. In fact, five of theeight principal distur-
bances recorded since 1945 took place between 1972 and 1980.

I'naddition, the tradeflowspolarized around three principal linesof
devel opment.

* The increasingly dominant position of certain developed coun-
triesin worldexports, particularly North America. Between1970
and 1982, nearly two-thirds of the additional cereals entering



Developed countries
with market economy

North America

Western Europe
Centrally planned economies

Soviet Union

and Eastern Europe

Developingcountries

Africa

Latin America

Near East
Far East

Totdl

Source Based on FAO statistics

TABLE?2

Devdopmentin Vdume of World Agricultural Trade
Accordingto the Main Regions(1967-69 = 100)

Imports

1974-76 1978-80 1983
121 134 138"
112 116 116
122 137 142
161 216 232
165 205 224
144 225 271
146 241 298
149 248 267
206 337 476
121 156 188
130 161 176

Exports
1974-76 1978-80 1983

152 203 223
159 226 234
160 208 250
9 98 98
97 95 93
109 123 138
100 87 89
112 135 150
100 95 126
121 150 171

128 175
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world trade camefrom thisregion, morethan haf of theincrease
being attributable to the United States.

e Thegrowing dependence of the majority of developingcountries
onfood imported from elsewhere. Thedevel opingcountriesalone
absorbed more than 85 percent of the increasein world cereals
imports between 1972-73and 1982-83.

¢ Theappearance on world agricultural marketsfrom 1972 onward
of a new actor destined to play afundamental rolein theincrease
of trade but alsoin the instability of markets—that is, the Soviet
Union. Followinga seriesof disastrous harvests, the cerealsim-
ports of the Soviet Union went from 4 million tonsin 1971 to 16
million tonsin 1972 and to 24 million tonsin 1973, thenfell to 8
milliontonsin 1974 and increased to 17 million tonsin 1976.

Thisgrowing polarization of trade, particularly for cereals, also ap-
pearsin Table 3, which shows the main changes in the structure of
world trade in cerealsduring the last half-century. Before 1939, only
Western Europe imported more cereals than it exported. Today, West-
ern Europe is, with North Americaand Australia, a net exporter of
cereals. On the other hand, Africa, together with Eastern Europe and
the Soviet Union, who before World War IT were all self-sufficientor
even net exporters, has becomea net importer of increasingquantities.

Since 1960, the market for coarse grains has shown greater dyna:
mism than that for wheat, which evidently resultsfrom the spread of
animal feeding systemsbased on the useof concentrates. World trade
in coarsegrains, such asbarley and corn, has morethan quadrupled in
two decades, first with increased demand in Western Europe and Ja-
pan, and then from the mid-1970s with demand from the centrally
planned economiesand the developingcountries.

But since 1981-82, there has been a distinct dowing down of world
cerealstrade, affectingespecialy the devel opingcountriesand thecen-
trally planned economies. Thisslowing down hasbeen lessmarkedfor
wheat than for coarsegrains.

Another phenomenon of world agricultural trade in the 1970s has
been the considerable increase in imports of cereas, particularly
wheat, by China, especialy since1977. Becaused increased urban de-
mand and the appearance of grain deficitsin rural regions, Chinas ce
reals imports went from 4 million tons in 1975 to 9 million tons in
1980. Severd long-term agreementsfor the supply of cereal shave been
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concludedin recent yearsbetween Chinaand the exporting countries.
However, most obsarversbedievethat theincreasesinimportshby China
areunlikely tocontinue, and it ismore probablethat they will stabilize
around 10 to 15 million tons.

As regards the developing countries, their exports of agricultural
products have increased less rapidly, both in volume and value, and
since 1980 their agricultural trade bal ances have gone from surplusto
deficit. This has aggravated their balanceof-payments problems.
Among thedeve opingcountries, the rapid economicgrowthof OPEC
and the newly industrialized countries has made them the principal
new marketsfor agricultural exportsd the developed world. Thefood
deficit of the Arab region especialy has greatly increased during the
last two decades. In ten years, their cerealsimports have tripled, and
their importsdf oils, eggs, and meat haveincreased even morerapidly.
In thesecountries, the rapid popul ation growth, accel erated urbani za-
tion, and increased incomes have transformed food habits. Combined
with limited local agricultural production, thishasled to asuddenin-
creased imports.

While agricultural tradein the 1970s increased at a steady rate, it
dowed down in 1981 and 1982 with the world economicrecessionand
thestagnation of effectivedemand.

Meanwhile, the structural surplusesin the producing countries be
camelarger and morewidespread becaused thecontinued production
increases. Thus, competition between the main exporting countries
became more acute, which aggravated the depresson o prices on
world markets. Increased commercid aggressvity manifested itsdf in
the development of long-term agreementsoften based on specia mea:
suresfor credit, in the greater use of subsidies, and even in the use of
barter dedls.

Prospectsfor thefuture

Numerousstudies have been madein recent yearso thefuture de-
velopment of world production, consumption, and trade in agricul-
tural products. The following paragraphs mention some o the
principal studiesand summarizetheir resultsin broad quantitativeand
qualitativeterms.

Evidently, noforecast of agricultural trade can be madein isolation
from forecastsconcerning the development of the genera world eco-
nomicand demographi csituation, and the prediction of such macroec-
onomic variables is particularly hazardous in a period of world
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economicrecesson. Moreover, it must be emphasizedthat the results
o such projectionsor forecastsareby no means neutral from the politi-
cal and economicpoint of view. Insofar asthey indicatewhat will hap-
pen in the future if certain hypothesesare fulfilled or if past trends
continue, they can very wdl result in the political authorities taking
decisionsor initiativesthat will modify the resultsdf theforecasts.
Among the principal forecastsdf medium and long-term agricul-
tural developmentsarefour reportsthat aresummarizedin thefollow-

ing paragraphs.

Agriculture, Horizon 2000:  United Nations Food and Agriculture
Organization (FAO)
Thefirst verson of the FAO study wasmadein 1979, and after revi-
sionit was publishedin 1981. It focuses particularly on the devel oping
countriesand on threescenarios.

e A. Morerapid growth (optimisticscenario).
¢ B. Smal improvement in growth (lessoptimisticscenario).
e C. Continuation of present trends (pessmigticscenario).

For the developed countries, the annual ratesaf growthin agricul-
tural productionforecast in both ScenariosA and B arelower than the
trend (1.5 percent). The developing countries, on the other hand,
would haveratesd growthinagricultural productionin both scenarios
higher than the trend (2.8 percent). But these scenariosassumed rates
o growthof GNP in the developingcountries (ScenarioA: 7 percent
and ScenarioB: 5.7 percent), that now appear rather high compared
with the averageratein the 1970sof-5.3 percent.

Table4 showsthesdlf-aufficiency forecastsfor themainagricultural

TABLE4

Sdf-Sufficiency in Agricultural Products
inthe Year 2000 Accordingto the FAO
(net exports(+)or (- in milliontons)

Trend Scenario A Scenario B
Developed Developing Developing Developing
Countries Countries Countries Countries
Ceaeds +213 - 165 -81 -132
Sugar -135 +20.7 +20 +18
Vegetableoils -28 +6.0 18 +7
Meat +12.3 +30 -1 0

Milk +175 -250 na. n.a.
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productsin the year 2000 according to the different scenarios. The
continuation of the trend impliesan increasein surplusesfor severa
productsin the devel oped countries, despitetheincreasein the poten-
tial deficitof the developing countries. Meanwhile, in both Scenarios
A and B, thedeficitsaf thedevel oping countrieswould be much lower.
Asregardscereds, theforecast deficitsdf the devel oping countriesin
the year 2000 (trend: 165 milliontons, Scenario A: 81 milliontons, and
ScenarioB: 132 million tons)should becompared with the historicdef-
icits(1961-65: 17 milliontonsand 1978-79: 53 million tons).

Thegenera conclusiond the FAO study regardingthe cereal defi-
citsd the devel opingcountries—and particularly the most vulnerable
countries—isthat because of their lack of resourcesto financesuch
imports, only amassiveincreasein food aid would alow an increasein
consumptionand in levelsd nutrition.

Global 20000  Report to the President of the United States by the
Council of Environmental Quality and the Depart-
ment of State

The Global 2000 report, published in 1980, studied the long-term
consequencesd present policies. Theagricultural projections, derived
froma USDA mode, were based on three seriesdof hypotheses.

e Variant 1— Continuationd present trends.
e Variant 2—Optimigtic.
e Variant 3—Pessmidtic.

The main conclusion of the report is that the world has the eco-
nomicand physica capacity to producesufficientfood to meet the big
increasein demand by 2000. However, production would havetoin-
creaseat unprecedented ratesmerely to keep consumption per head at
theleve of theearly 1970s.This impliessubstantial productivity gains
and a pressureon natural resources.

As regards cereals, the volume o world trade in the year 2000
would be 220 million tons according to Variant 1, 178 million tons
according to Variant 2, and 240 million tonsaccording to Variant 3,
compared with theaveraged 114 million tonsin 1973-75.

Thereport concludesthat only the most prosperousdt the develop-
ing countries could satisfy their needsfrom the commercial market,
whilethe poorer oneswould rly moreand moreonfood aid.
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Interfutures: Organization for Economic Cooperation and Devel-
opment (OECD)

Thisreport, madein 1979, is based on six scenariosthat aim to de
finethe challengesfacing the member countriesd the OECD in the
year 2000. Asregardscereds, the OECD study forecastsadeclinein
therated increased demand in developed countriesand an increase
in developing countries—mainly as a result of population incresse.
Thereport isoptimisticconcerningthe resourcesavailableto meet the
need forecast for theend o the century, except for some developing
countriesand the OPEC countries. In the long term, the cultivated
areacould beincreased by 50 percent in the developed countries (ex-
cept for Japan and Western Europe) and doubled in the developing
countries(exceptfor South Asia). Theimpliedincreasein yidds(from
50 percent to 150 percent by the year 2000) would not be subject to
biologicd limits, even in Western Europe; the energy requirement
could be moderated by means of technologica progress, alowing
more efficient use, and suppliesdof natural fertilizerswould be suffic-
ient.

[ nternational Wheat Council (IWC)

In 1983, the IWC carried out an independent study of the long-
term prospectsfor world production, consumption, and tradein cere
als. It reckonsthat past trends no longer providea sure indication of
futuredevel opment, becauisetoo many factorsinfluencing production
and consumption have changed in recent years. Accordingto the hy-
potheses usad for popul ationgrowth, economic devel opment,and the
degreeto which different countriesattain their own objectives, world
consumption of wheat would increase by 50 percent in the next 20
years. It would reach 2,180 million tons by the end of the century,
compared with 1,451 million tons in 1980. This increase would be
much dower than in the last two decades. Contrary to past trends,
consumption of cerealsfor animal feed would increase less rapidly
thanfor human use.

Table5 showsthe IWC forecastsfor world trade in ceredls, which
would incresse in the next two decades at a rather dower rate than
recently, reachingaleve of 265 milliontons (27 percent morethanthe
1980levd).It should berecdled that between 1960and 1980t experi-
enced a spectacular legpof 1980 percent.
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TABLES

World Tradein CerealsAccordingto
theInternational Wheat Council

1980 2000
million million
tons percent tons percent
Exports
Six main exporters* 190 91 248 93
Others 19 9 17 7
Total exports 209 100 265 100
Imports
Developingcountries e 33 144 54
Low-incomecountries 23 11 64 24
Others 57 27 80 30
Centrally planned economies 68 33 52 2
Soviet Union, Eastern
Europe, Cuba 54 26 27 10
China, East Asa 14 7 25 10
Developed countries 60 33 52 10
Total exports 209 100 265 100

*United States, Argentina, Australia,Canada, European Community (tenmembers),and South Africa

According to the IWC, the sharesdf world trade taken by the vari-
ous groups Will probably changemarkedly. Contrary to recent trends,
theshared centrally planned economiescould fall from 33 percentin
1980 to 10 percent in 2000, while that of developed countries would
continue tofall, going from 29 percent to 26 percent. The imports of
devel opingcountries would practicaly double, with their sharereach-
ing 54 percent, compared with 38 percent in 1980. The low-income
countries would be largely responsible for thisincrease.

The IWC observesthat the expansion of world ceredstradecould
exceed 265 million tons, if economic growth is more rapid than as-
sumed, but could also be inhibited by other factors, particularly the
difficultiesthat devel opingcountries may encounter in financing their
imports.

The indebtednessd the developing countries is a problem whose
ramificationsgo wel beyond thefield of tradein cereals. Thegrant-
ing o credit facilitiesby the cered sexporting countries would con-
stitute at best a partial and temporary solution. Any significant
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increasein the price o cerealswould result in afurther burden on
the balance of payments of many developing countries. In red
terms, export pricesare now at their lowest levd since the 1930s.
Some exporting countries have taken stepsto reducetheir produc-
tion, which could result quitesoon inashortageof supply. Thecere
al seconomy would thuscommenceanother phaseinitscycle, going
fromsurplusto shortageand back again.

In 1984 the IWC held asymposiumin Ottawaon the prospectsfor
theworld cered stradeat which Professor D. Gale Johnsonaf the Uni-
versty of Chicagoexpressed himsdf pessmisticon the prospectfor the
long-term development of world tradein cereals”but not so pessimistic
asthe USDA or the|WC Secretariat." According to Professor Johnson,
theincreasein worldtradein cerealstothe year 2000is not likey to be
more than hdf o that recorded in the 1970s. The price of ceredson
the international market would continue to decline in red terms, as
supply would continue to increasemorerapidly than demand.

Conclusion

[tisevidentfrom thisrapidsurvey of different projectionsthat fore
castsd thedevelopment of world tradediffer accordingto the hypoth-
eses usad for population and incomes. For example, estimatesof the
ceredls import needs of developing countries by the year 2000 vary
from 30 million tons (Variant2 o the Global 2000 report) to 144 mil-
lion tons (IWC),while another set of forecasts (FAO) puts them be-
tween 81 and 132 million tonsaccordingto different scenarios. For the
centrally planned economies, estimatesvary from 10 milliontons (Var-
iant 20 the Global 2000 report)to 52 million tons (IWC).

Despite these wide differences, the forecastsshow, in general, that
therated increasein agricultural trade up to the year 2000islikely to
dow down, because of the dackening demand in the developed coun-
tries; at the sametime the variability in the food importsdf the cen-
trally planned economies is likely to continue, with destablizing
consequencesfor the agriculture-exporting countries.



