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Foreword

The Umuguay Round of ngotiations, conduded inApril 1994, brought aricultural trade moe fully under GAT/WTO disck
plines. Under the Wiguay RoundAgreement o\griculture (URAA), counties ayreed to impove access to their domestic
markets ly improving transpageng in the gplicaion of boder measwes and pviding minimum impot oppotunities. They
also areed to cp subsidies on domesticqutuction and xports, and to educe these amountges the implementan pei-
0d—1995-2000dr developed and 1995-20041f developing countes. Other impdant milestones of the Ugugy Round
relaed to griculture induded @reements on Sanitaand Pltosanitay Measues (SPS) andechnical Bariers toTrade
(TBT), as well as a dehition of stae trading actvities (Undestanding ofArticle XVII of GATT 1994).The SPS andBT
agreements fvide objectve framavorks of “sound scienceand“equivaleng” tha all importt measues elaed to pulic
health or ndonal standats should obsge. The WTO also equires membex to notify stée trading entgurises (STEs)a first
step towards dearer mles thaensue STEs a not used to aiumwent a countr's URAA commitments. Edcyear counties
provide informaion on commitmentsshanges in policiesand elaed information on their STEs.

The Euppean Union (EU) and courgs of Cental and Easter Euiope (CEE) nw find themseles in the thid year of Uuguay
Round implement#on. Three of the dfcles contained in thisears Europereport examine possile shot- and long-tem
impacts esulting fom the EUs commitments under the URAAhe first aticle exkamines hw the EUS maket access commit
ments—paticulady its taiff-rate quotas (TRQs)—#&dct the lgel and countr distibution of EU impots. Under the system of
TRQs,EU agricultural impots ae estiméed to e&pand ony 2 pecent wer total curent levels for a limited mmber of mehand
dairy products. Countes of Cental and Easter Euiope stand toa@n the most fsm these ng impoit oppotunities.

The second &icle examines whether the EW export subsig reduction commitments under theddugy Round will afect its
ability to export suipluses of gain and other commoditiesquiiing subsidies. Based ontdavailable so fr, it appeas the EU
could hae difficulty meeting 2000/01x@ort subsigy commitment lgels for cheesebeef olive oil, and other milk psducts.
High world prices in ecent yas have made EU xport subsig reductions ér grains easy to meebyt this could bang by
2000/01.

The thid aticle examines the implidéons of ppposed banges to the CAPdr grain pioduction and the E9’aility to meet
challengs posed pURAA commitments as &ll as EU enlagement to the East. Under CAP machfions as cuently pro-
posed ly the Commissionthe elimingion of set-aside will in@ase EU myduction of gains,resulting in ising gain suplus
es.A reduced intarention pice for grains should allw the EU to gport its whea without subsigt. However, because all
grains will be subject to a umd interention pice, the intenal EU baley price is expected to @main dove the vorld price.
Therefore, the EU will need to contire subsidizing its blay exports. It remains uniear whether ising batey suipluses under
the poposed CAP ltanges would push the EUlave its 2000/01 xport subsi¢y volume ceiling ér coase gains. 1995/96 oi-
ume of subsidied exports was ony 60 pecent of the 2000/01 ceiling

The poposed CAP ltanges also aim to deease the ldgetaly cost of enlagement to EasterEuope as wll as help an
enlaged EU leg within its URAA commitmentsThese issues could besohed by lowering CAP intevention pices and not
extending compensary payments to the CEEs.

A special aticle examines theale of stae trading in Cental and Easter Euiope Four of the CEEs—&land Slovenia,
Slovakia and the Gzth Repubic—have notifed theWTO of the &istence of stz trading entgorises (STEs)The STES noti
fied by these counies ae regulatory agencies thacary out intewention puchasing and administexgort subsidies. But
ambiguities pesist despite these natétions. There ae stae-ovned entgurises in other CEEs lvich meet thaVTO defnition
of an STE kit which havze not been noi&d. Among those STEs lich have been notiéd, a ladk of good daa males it difi-
cult to evaluae the full impact of ste trading

This year's Europereport also mises a amber of issues the EUust face in the comingound ofWTO negotiations on ari-
cultural trade scheduled to bgin a the end of 199%fter 2000/01, EU maket access opptumnities ae expected to @main
limited for some poducts,paticularly for pok and lutter, but also ggs and poulfr. OtherWTO membes mag demand fur
ther inceases in EU mket accessdr sud products. While proposed CAP ltanges mg increase the EW’ willingness to
agree to futher reductions in gport subsidies and miaet piice suppats, they are also likely to increase itseluctance to elimi
nae the Blue Bm, which exempts fom reduction pograms thaare pioduction-limiting and meet speifcriteria. The Blue
Box includes EU compensary payments br aigble crops and lestok. Howvever, someWTO membes will probably insist
not onl on futher ieductions in xport subsidies and miget piice suppat, but also on elimintéing the Blue B& exemptions.
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On the surdice it would gpear thaCEE stée trading institutions a not used to ailumwent the commitments made to the
WTO on impot taiiffs and &port subsidiesYet, stae trading will also be an issuerfthe n&t round not only for CEEs it
other counties. For one thingthe deinition of stde trading is \ague allowing some gvemments to notify th&V/TO tha they
have no stee trading when in fict thg do have institutions viich meet those @eria. Another major poblem is tha these
institutions in magy cases déct levels of impots and &ports in ways thd are not easyt measued Pubished taiff rates and
PSE calculaons based on jme ggaps do not tell the tole stoy.
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TRQs Have Little Impact on EU Market Access, While

CEEs May Benefit

Along with reducing domestic support and export subsidies, the Uruguay Round
Agreement on Agriculture (URAA) aimed at improving market access. This article esti-
mates the potential impact of the European Union’s (EU) new market access commit-
ments under the Uruguay Round on the overall level and the source of its agricultural
imports. The EU’s system of TRQs that are notified under the Uruguay Round will have
only a limited impact on the level of EU imports. In terms of their effects on EU import
source, countries of Central and Eastern Europe that concluded Europe Agreements
with the EU stand to gain a large share of the new imports created under the TRQs.

[Todd Morath]

Intr oduction

The EUS system of tdff-rate quotas (TRQ3)hat are notk
fied under the Urguay Round will hae only a limited
impact on the kel of EU impots. EU agricultural impotts
under its Unguay RoundTRQs ae estimé&d to incease
almost $1 billion |y 2000/01 the inal year of URAA
implement#on, representing bout 2 pecent of curent
agricultural impots. From this standpoinfhjew EU maket
access opptunities under the Wiguay Round ae limited
In terms of their effects on EU impdrsource, counties of
Cental and Easter Euope tha conduded Euope
Agreements with the EU (CEE-P®tand to gin a lage
shae of the n& imports cieaed under th@RQs.The CEE-
10 beneit from lower taiffs for most poducts,while the
EU counts impds under the EwpeAgreements gainst the
utilization of its Uuguay RoundTRQs.The CEE-10 &
expected to talx gedest adantage of nev EU maket
accessdr pok and lutter, whereas the beni$ of nev EU
market access will likly be spead among argaer rumber
of exporting counties for poultry, cheeseegg products,and
skimmed milk pavder. U.S. exporters ae most lilkely to be
competitve in the EUS TRQs br eygs, egg products,some
pork loins,and some leeses.

This aticle does not adtess the impact of Wguay Round
tanff reductions or thémargin of preference”arangement
for grains on EU impds. Additionally, it does not consider
the impact of non-téif measues tha restict imports sut
as tetinical bariers to tade (TBTSs) or sanitgrand ply-
tosanitay (SPS) meases.

1Reades who ae unamiliar with taiff-rate quotas shoulcefer to the bz
defining key tems related toTRQs.

2The CEE-10 a: Bulgaria, Czech Republic, Estonia,Hungary, Latvia,
Lithuania,Poland Romania Slovakia,and Sleenia.
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Why Market Access Under the Urugua y Round
Agreement on Agriculture: A Brief Over view

Market accessn shot, is the etent tha a county allows
the impotation of foreign poducts. Pior to the Uuguay
Round counties used both tédfs and non-taff mea
sures—sub as quotas ancavable levies—to egulae
imports of agyricultural gopods.The Uugugy Round
Agreement o\griculture (URAA) brought mag non-tar
iff measues in griculture undeWTO disciplinesso tha
since dily 1,1995,all import protection taks the érm of
ad-walorem taiffs (equal to a peentaye of the poducts
value) or speci€ taiiffs (per unit veight, volume by the
piece etc). Countres bound their téifs & maximum lev-
els and a reducing them er the implementan peiod
(36 pecent on merage between 1995/96 and 2000/04rf
developed countes). Taiff-rate quotas (TRQs) arnav
used to impdra fixed quantity of ppduct a a taiff below
the out-of-quota mos&¥ored-ndion (MFN) taiff. For the
EU, in mary cases MFN tafifs were detemined under the
process of taffication.

Why did the Uuguay Round eplace quotas and similar
measues (sub as wluntay restaint agreements) with
TRQs,which also distartrade?The piocess of taffication
involved cowerting non-taiff bariers (NTBS) into taiffs.
For mary counties like the EU protectionist NTBs \&re
thereby converted into equall protectionist taiffs. Although
it was not supposed tprotection potentiayl increased dr
some poducts though“dirty taiffication,” where counties
used the lwest aailable impott price and the highest inter
nal maket piice to overstae the base tdf. Therefore, coun
tries were required to estblish TRQs (1) to peseve maket
access Y ensuing tha histoiical quantities contimed to be
imported (“curent accessTRQs),and (2) as a means of
providing for adlitional impots under minimm accessa
guamntee thaat least some e quantities wuld be povid-
ed impot oppotunities under non-phibitive tarffs.

Economic Research Service/USDA



There ae two county-origin types of both out-of-quota and in-quotaftar Most-favored-ndion (MFN) and peferential:

* MEN tariffs are those pplied to all countes tha are sign&ories to the Uungugy Round Thein-quota MFN taiff is tha

Key Terms Relaed to Tariff-Rate Quotas (TRQSs)

Current acces§RQsare those thamaintain histacal impotts.

Minimum acces3RQscrede adlitional impot oppotunities br products peviously covered by a non-taiff barier (eg.,
import ban or high aiable levy) whose impats did not equaltdeast 5 pagent of domestic consumption in the 1986-48
base peod.

Out-of-quota taiffs are the higher tafifs goplying to impots outside &RQ quantity (once aRQ has been full utilized).
In-quota (TRQ) taiffs are the laver tarffs goplying to impots within the limitedTRQ quantity

for which all countres ae eligble within a fxed TRQ quantity The out-of-quota MFN taiff is the higher taff applicable
to all counties @aove the ixed TRQ quantity

Preferential tariffs are those taffs from which one or mag, but not all,counties bendf within the scope of the biler-
al, regional, or preferential tade greements (@., the EubpeAgreementsthe Eubpean Economiérea,the Lome
Corvention,the Genealized System of fferences)These taff preferences hee creaed rumeous dpartures flom the
MEN principle, namey tha WTO membes should pply the same t#if to impotts from otheWVTO membes. Thein-
quota peferential tarff is tha which the EU gants to spedi counties for a limited quantityAdditionally, under some
trade greements (inading the EuopeAgreements) speaif counties benef from taiff preferences outside their allaeg

ed TRQ quantities or m taiff preferences with no quantiige restiction: These a& out-of-quota peferential tariffs.

Wheras an out-of-quota gferential taiff is aways lowver than the coesponding out-of-quota MFN f{&f;, an in-quota

preferential taiff is not necessdy lower than the coesponding in-quota MFN t#f. This is because the EU bases its cd

culaions for in-quota peferential taiffs on a pezentagye of theout-of-quotaMFN taiiff, not the in-quota MFN téfif. For
most counties under the EopeAgreementsin-quota peferential taiffs ae curently equal to oneifth of the corespond
ing out-of-quota MFN taff. The CEE-10 do not beriefrom lower taiffs under the EwpeAgreementsdr someTRQ
products. Neerthelessjn-quota peferential taiffs for impots into the EU a usual lower than their caesponding in-
quota MFN taiffs.

EU tariff structurefor TRQ products

TYPE OF TARIFF

ELIGIBLE COUNTRY SOURCE Out-of-quota In-quota

(no quantitative restriction) (with quantitative restriction)
Most Favored Nation Bound tariff to be reduced 36% Lower tariff within fixed TRQ quantity.
(all WTO members) on average by 2000/01 Applies to minimum access TRQs as well

as some current access TRQs.

Preferential Normally calculated as percentage Also calculated as percentage of
(country-specific) of MFN out-of-quota tariff. MFN out-of-quota tariff, but
applicable only within country-
specific TRQ quantity. Asthey are
based on the out-of-quota tariff, may
be either more or |ess advantageous
than the MFN in-quota tariff.

Countiies esthlished“minimum accessTRQs br quanti From a political standpoinf,RQs also seed to meet the
ties of impots needed toead a ngotiated amountpften 5 concens of taditional &porters. Benetiaries of the old
percent of base-pard (1986-88) domestic consumptiday, county-specifc quotasyoluntar restaint agreementsand
the end of the implemerntan peiod. It is impotant to note similar shhemes wre intent on pgseving their pevious
that neither the cuent nor the minimm accesIRQs con accessThough contining the pactice of countr alloca
stitute a mininem purchase greementThey provide only tions (which occured in some bt not all cases) meant tha
the“opportunity” to impott under the aeantaye of a pefer- competition amongxorting counties would remain

ential or suspended ik resticted it would have been ery difficult as a mter of

Economic Research Service/lUSDA Europe/WRS-97-5/December 1997 5



policy to disupt histoical trade p&tems under ®isting
bilateral, regional, and peferential tade @areements.

From an economic pspectve, TRQs ae pieferable to que
tas because under tan conditions thg cause less distor
tion to trade fows.A quota sepusly distotts trade ly ban
ning impots @ove a fxed quantity Once the quota ceiling
is reahed market forces of suppgl and demand can plano
role. A TRQ mg cause lessade distation as it allevs for
imports—albeit & a higher out-of-quota tff—above the
fixed quantity ceilingHowever, aTRQ distots trade less
than a quota owlif its out-of-quota taff is not pohibitive-
ly high.

Additional beneits of the taiffication process intude moe
transpaeng in the gplicaion of boder measwes.The
bound taiffs andTRQs esulting fom this pocess nov
provide a sound basis in furirounds fom which to nego-
tiate further taiff reductions or in@asedlRQ impot
oppotunities.

In sum,current acces¥RQs enswe thd imports will be
provided access noavse than histacal levels while mini-
mum acces§RQs ceae the oppdunity for nev imports.

Urugua y Round TRQs Expand EU Impor ts 2
Percent by 2000/01

An anaysis of two types of URAA atangements—cuent
accesd'RQs and minimm acces§RQs—eeveals thatheir
combined impact on thevel of EU impots will be mini
mal. None of the EW4' curent acces$RQs under the
Urugugy Round will hare an impact on thevel or county
source of EU impots, other than ¥ putting access opptor
nities on aifmer footing By their \ery defnition and
designthe curent acces$RQs h&e no net d&ct on
imports as these mngements under the URAA s&r only
to maintain histacal impot levels. In adlition, the EUS
minimum acces3RQs tha are compendion for the
enlagements tAustia, Finland and Sveden (1995)as
well as fom the 1992 GAT dispute on oilseedshould be
excluded flom the analsis. These intude the mininam
accesSTRQs br 20,000 tons of beg15,500 tons of poulr

med, 500,000 tons of cor, and 300,000 tons of high quality

whed for the GAT oilseeds panel dispytas well as 700
tons of poulty med, 63,000 tons of semi-milled orhelly
milled rice, 20,000 tons of hugld (bown) rice, 50,000 tons
of duum whed, 21,000 tons of da, and 10,000 tons of
worked oas for the 1995 enlgement.

Therefore, only EU minimum access commitments tha
were not avarded as compensan will potentiall increase
imports. These a& the EUS minimum acces3RQs br pok
meds and poducts,some poully meds, butter, cheese
skimmed milk pavder, eggs and plks, and gg allumin.

6 Europe/WRS-97-5/December 1997

Uruguay Round TRQs Detemine Only 10
Percent of EUAgricultur al Imports

Based on quantities ndgfl by the EU to thaVTO and
using aerage impot prices,1996 EU impots under its
Uruguay RoundTRQs (curent access and minim
access combined) made upyofll pecent of its total
agricultural impots, while impoits under the minimmm
accessRQs alone accountedrfjust 1 pecent of the
total. The EU contimes to impdrmost of its gricultural
goods undefRQs and other pferential taiff arange-
ments thawere not induded in its URAA maket access
schedule or under elaively low MFN impott tatiffs
(most of which were low prior to the Uugugy Round).

Over the as, the EU has @anted mmeious impot
concessions under bial, regional, and peferential
trade @reementsmary of which were not induded in
the EUS Uuguay Round commitments. Some of these
EU impot concessions umlve peferential TRQs,while
othess involve taiff preferences not subject to quantita
tive restiction. Some of the merimpotant arange-
ments ae listed inAppendix 1.They include peferen
tial-tariff imports into the EU dr tropical oils,cocoa,
coffee tea,spicescheesefresh tomoes,citrus fuits,
fruit juices,prepared or peseved fruits and mits, olive
oil, prepared or peseved meés, and pet dod

Also, the EU gplies eldively low impott tatiffs on an
MFN basis br cetain pooducts thaare used as inputs
into animal €eding or ér processeddods. Impatant
examples intude sgbeanspil cakes,dried peas and
beanshoney, tobacco legfand nuts—in 1995jmports of
these 7 pducts alone made up@ut one-quder of total
EU agricultural impots. Fnally, EU impots indude spe
cialty products sule as alcoholic besrages tha, although
subject to high téifs, have estalished impotant nidhe
markets among ll-to-do EU consumer

These minimmm acces3RQs will hare only a limited
impact on EU impds (téble 1).Assuming thaall TRQs ae
fully utilized EU impotts ae epected to ina@ase bhout
780 million ECU ($950 million) ¥ 2000/01 roughly 2 per
cent of curent EU aricultural impotts (aound $50 billion
in 1996).The impot estimae involves the simplied
assumption thaaverage impot prices will remain the same
as those calculad duing 1995/96the frst year of URAA
implement#ion. It ignores ay changs in qualityexchange
rates,or inflation; average impot prices within eab product
group ae not tade-veighted

Europe Agreements Likel y To Affect EU Impor t
Source for Most Minim um Access TRQs

Under the Ungugy Round EU impots under the Ewpe
Agreements macount tavards utilizaion of its minirmum

Economic Research Service/USDA



Table 1--New EU-15 Import Opportunities Under Minimum Access
TRQs, 2000/01

Table 2--Minimum Access TRQ products. Average MFN and Europe
Agreement Tariffs, 1995/96

() ) B=D*? Minimum access Out-of-quota  In-quota  In-quota preferential
Minimum access Min. access Avg. import Estimated product MFEN MEN tariff: Europe
product TRQs, 2000/01  price, 1995/96 vaue Agreements 1/
(1,000tons) (1,000 Ecu/ton) (Mil. Ecu) -Percent-
Beef 209.0 16 32 2/

Pork meats 66.5 16 105 Pork meats 725 22 14
Prepared/preserved pork 91 59 54 Prepared/preserved pork  52.3 8 10 2
Poultry meats Poultry meats 436 11 9

Chicken carcass 6.2 15 9 Butter 123.6 39 25

Chicken cuts 1/ 4.0 2.6 10 Eggs/yolks 55.2 19 11

Turkey meats 35 2.8 10 Cheese 88.0 21 20
Butter 100 23 23 Skimmed milk powder 91.8 30 18
Eggs/yolks 142.0 13 188 Egg albumin 54.3 18 na
Ch_eese ) 83.4 3.0 253 1/ Average tariffs do not include those for the Baltics, which benefited from
Skimmed milk powder 68.0 1.6 106 only a60 percent reduction,
Egg albumin 2/ 7.8 2.7 21 2/ Preferentia tariffs under the Europe Agreements are calculated as a
Total 778

1/ Tariff headings 02071310/1320/1330/1340/1350/1360/1370/1420/1430/1440/1460.
2/ In egg abumin equivalent.

Sources: Eurostat, WTO schedule CXL (EU-15).
Minimum access TRQ quantities awarded as GATT compensation are not
included (this includes those for beef, some poultry cuts, and grains).

accesSIRQs br most pok products,poultry, cheese
skimmed milk pavder, and gg products (the aangement is
identical br U.S. impotts of some mducts fom Mexico
and Canada underA¥TA). The CEE-10 benéffrom a tar
iff preference br most of the minimm acces3RQs thais
lower than the in-quota MFN 1téf, and the CEE-10 arsig
nificant, low-cost supplies of most of the mducts con
cemed For these easonsthe CEE-10 stand toagn most
from the nev impotts creaed by the EUS mininum access

Figure 1

percentage of the out-of-quota MFN rate; for this reason, they may exceed
the corresponding in-quota MFN tariff.

Sources: Eurostat; Official Journal of the European Communities--
Taric; CAP Monitor.

Tariffs are expressed as simple averages across minimum access

TRQ tariff lines.

Tariffs are expressed in ad-valorem equivalents based on average import

pricesin 1995/96.

TRQs.The geagraphic pioximity of the CEE-10 pvides an
additional export advantaye.

Although under the EopeAgreements the CEE-10 beitef
from taiff preferences thiaare often laver than in-quota
MFN levels,they do so on} within limited quantities tha
vary considesbly by product caéegory. When compang

Europe Agreement TRQs Count Towards Utilization of the EU's Minimum Access TRQs
Europe Agreement TRQs Exceed Uruguay Round TRQs for Pork, Poultry, Butter

1,000 tons

100

80 -

60 -

40

.J

[ ] Minimum access TRQs
I Europe Agreement TRQs

]

Pork meat  Pork products Poultry meats

1/ TRQ notified in eggshell equivalent.

Sources: EU-15 market access schedule CXL; Europe Agreements; CAP Monitor.

Minimum access TRQs that were awarded as compensation are not included.
TRQ comparisons in 1996/97 for all products except 1997/98 for pork.
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Eggs/yolks

Skimmed milk Cheese Egg albuminl/

powder

Butter
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TRQ quantities under the Uguay Round and the Eape
Agreementsit becomes learer wha shae of the EUS
Uruguay RoundTRQs might be gatured by the CEE-10.

Pork meats and pr oducts

The CEE-10jn paticular Hungry, have histoically domi
naed EU impots of pok meds and poducts under the
minimum access t#f lines, with a shage exceeding 90 per
cent.With preferential taiffs maginally lower than the in-
quota MFN taiff, and with curentTRQ quantities under
the EubpeAgreements (92,700 tons) efrd/ exceeding the
EU’s URAA commitments in 2000/01 (75,600 torms)ch
of this pok is likely to be impoted under the Eope
Agreements and coungianst the EUWS Unugua Round
TRQs. Havever, U.S. exporters might be competite in cer
tain cuts suie as loins. One miniom acces3RQ povides
for zero-taiiff imports of 7,000 tons of &sh/tilled pok
loins and fozen belliesAccording to the EUS URAA
schedule imports under the E@mpeAgreements manot
count against utilizaion of this paticular TRQ.

Poultr y meats

Traditional &porters of poulty to the EU intudeArgentina,
Brazil, the CEE-10China,and counties of Southeagtsia.
EuropeAgreemenfTRQs br poultly meds also cuered
under the EW minimum acces§RQs curently total dout
55,000 tonsalmost bur times the EW final minimum
accesSRQ quantities under the Ugugy Round thawere

not avarded as aasult of the 1992 oilseeds panel dispute or

the EFRA enlagement (13,700 tons in 2000/01)prF
fresh/tilled poulty meas—11,200 tons of the Uguay
Round total—the CEE-10 beiitefrom pieferential taiffs
tha are maginally lower than the in-quota MFN fif.
These quantities ihede poducts br which the CEE-10 &
the EUS main supplieTherfore, we can &pect most of
the fresh/tilled quantities to be imptad under the Eope
Agreements and coungi@nst the Ungugy RoundTRQs.
For the emaining 2,500 tons ofdeen tukey, the CEE-10
do not hae a taiff advantaye vis-a-vis the ero pecent in-
quota MFN taiff. Therefore, all third counties hae the
same oppdunity to bendf from the mininum acces3RQs
for frozen tukey. Even if the United Stes can@sohe sani
tary issues thiacontirue to lock its poultly med exports to
the EU U.S. exporters mgy be dle to cain only a small por
tion of the EU fozen poulty med TRQs.

Cheese

EuropeAgreemenfTRQs br cheeses also wered under the
EU’s mininum acces3RQs ae curently fixed a 11,700
tons,about one-thid of the 1996/97 mininm acces3RQs.
However, because mferential taiffs under the Ewpe
Agreements & roughly equal to the coesponding in-quota
MFN taiiffs, all third countres hae the same potential to
beneit from the EUS minimum acces3RQs br cheese
Among thes&@'RQs,U.S. produces of piocessed leeese
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appear to be benigihg most. Heovever, in value tems US.
cheese ¥ports under the minimim acces3RQs vere small
at under $3 million in 1996.

Butter

EuropeAgreemenfTRQs br hutter ae curently fixed d
7,000 tonspr mote than thee times the EWY'1996/97 mini
mum acces3 RQ under the Urguay Round Although the
EU’s mininum acces3RQ for butter will increase to
10,000 tons ¥ 2000/01 EuropeAgreemenfTRQs ae also
likely to expand @er time As the EuopeAgreements gant
a taiff preference thais substantiayl greaer than the in-
guota MFN taiff, neaty all of the mininrum accesTRQ
for butter stands to be imped from the CEE-10.

Skimmed milk po wder

EuropeAgreemenfTRQs br skimmed milk pwder (SMP)
are curently equal to 17,000 tonspughly one-thid of the
EU’s mininum acces3RQ in 1996/97 (45,900 ton#s
the EupbpeAgreements @nt a taiff preference thais con
siderbly lower than the in-quota MFN fif, a sizdle shae
will probably be impoted from the CEE-10 and count
against the Unguay RoundTRQs. Euostd daa reveal tha
while the EUS SMP impats have inceased mar than 50
million ECU from 1992 to 1996he CEE shax of total
SMP impot value ose fom 8 pecent to 75 parent. In
1996,EU impotts from the CEE-10 totaled négithree
times the quantities under the BpeAgreementsso tha
CEE impots ae also enténg the EU under the lger mini
mum acces3 RQ. The high CEE-10 sharof EU skimmed
milk powder impots is due not oglto lower taiffs, but
also to CEE xport subsidies Wich fall within the scope of
their URAA commitments.

Eggs and eg g products

EuropeAgreemenfTRQs br eggs and gg products also
covered under the EWd’minimum acces3RQs ae curently
equal to 14,500 tonsnly 15 pecent of the minimm
accessRQs in 1996/97 (98,800 tong)he Euppe
Agreements @nt taiff preferences ér eggs and wlks tha
are maginally better than the in-quota MFN ifdr but grant
no taiff preference ér egg allbumin. The United Stees and
the CEE-10 a pesenty the main supplierin theseela
tively small impot matkets.All countries should be on an
equal boting (from an impotr taiff perspectve) to compete
for the lions shae, excluding the abrementioned quantities
under the EwopeAgreements. Hoever, thus fir the EU has
imported ony a small faction of its mininum acces3RQ
for poultly eggs. In the 1995/96 miaeting year, only 77
tons were impoted out of moe than 70,000 tons eilige for
the lover tarff of 152 Ecu per ton (17 psgnt ad-alorem
based on\aerage impot prices thayear).

In tems of maket shae, the mininum accesIRQs br yg
products and gg altumin ae ceaing oppotunities br U.S.
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Uruguay Round Requires Changs in EU Import Regime

The taiffication process equired the EU to substantiglmodify its impot policies. Most impdant was the eliminton of
the EUS system of ariable levies. Taiiffication under the Urguay RoundAgreement oi\griculture resulted in tw differ-
ent EU impot regimes br grains and non4gin pioducts.

For grains, the old EU system greended on a system of get (desied intenal maket) and theshold (mininum impot)
prices.To protect domestic mduces, the theshold pice was set considdbly higher thathe EU taget piice. As world
prices fuctuaed the EU used ariable impott levies to bing the pice of impots up to the theshold pice. Under the
Uruguay Round the EU @reed to maintain a mgin of preference br grains,so tha impoits of whed, batey, rye, com,
and soghum ae subject to tdfifs tha maintain the duty-paid impbprice & 155 pecent of the EU intetention pice. (The
price relaionship br rice is ixed a 180 pecent to 267 peent,depending on ariety. Ods ae not subject to the EBinter
vention system and thefore hare a bound tdfif.) Since the Wrgugy Round the EU haseaplaced its theshold and tget
prices with a system of evld (mainly U.S. maket) and domestic (EUference pices br ead of the dove gains.
Because the EU Commission adjusts i&mgimpot taiiffs every 2 weeks gainst dianges in US. maket pices,the meb-
anism vworks almost identicayi to a \ariable levy. However, an impotant diference is thigrains ae no lon@r subject to a
minimum hut rather a maximam impot price. Since this is aiXed pice and thex can no longr be quantitive restictions
on impots, the efect of the"margin of preference”on gain impots is moe similar to a bound téif than a warable levy.

For products other than gains, including animal poducts,oilseedsand hoticultural products,bound taiffs nav apply to
EU impotts. Howvever, tariffication only patly succeeded in making EU impaluties moe transpaent. While all taiffs ae
now bound the nev EU regime gplies taiffs on mag processed mducts thadepend on the content of ¢ain ingedi
ents,and taiffs on hoticultural products thaidepend on their impamprice and the seasoA.formula increases the téf for
processed mducts dpending on their content of ded sugr, flour, stach, or milk. The EU agues thaits piocessos ae
disadrantgged by higher input costs due to domesticcprsuppar for these basic imgdients and theefore require piotec
tion tha depends on the content of thesergdjents in impded gods.

In addition, the EU is pamitted under the Wiguay Round to pply higher taiffs on impots of some hdicultural products
that enter belw a fixed taget piice (“Entry Piice System”). By contilling the duty-paid impdrprice & a taget level, the
EU can insulte its domestic méets to a lage extent from world price fluctuaions.The Enty Piice System also ales the
EU to disciminate ayainst hieger impots. InApril 1996, for example sweet oanges with a pice éove 372 Ecu per ton
were subject to a 13 pegnt ad-alorem taiff, while those bely 372 Ecu per ton &re subject to the same ifdplus a spe
cific taniff of a maxinum 89 Ecu per ton.iRally, the EU contines to subject ctin died fruits (raisins,currants,and s
tanas) to a mininam impot price. This medhanism nust be eplaced ly 2000 to compl with the GA'T.

For all products,the special gricultural satguad dause (URAAArticle 5) povides a nothle depgation from the vle of
bound taiffs. Under this lause counties mg tempoarily apply extra duties ér products speciéd in their sbhedules of
concessions if impoprices shoulddll more than 10 peent belev a“trigger ptice” or if the quantity of impds rises too
quickly in relation to an &erage over the pevious thee yeas. Eat yeatr the EU Commission calcukss the tigger pice
for a commodity based on epresenttive world maket ptice and the cif imparprice. In the frst year of Uugugy Round
implementsion (1995/96)the EU notifed theWTO thd it invoked the saguaid dause to inogase impdrduties ory for
frozen bonelesshicken, sugar, and molasses.

expotts to the EUHowever, while the United Stas was the
leading &porter under thes&€RQs in 1996ijts exports of
eggs, yolks, and gg albumin to the EU accountedifa
combined total of less than $10 millicFhese a& ery
small rumbes reldive to total US. agricultural exports to
the EU of moe than $9 billion in 1996.

Summary

The EUSTRQs ae piojected to hee a limited impact on
the level of EU impots for a narow range of poducts—
pork, poultry, skimmed milk pavder, butter, cheeseand
eggs. EU impots under itsSTRQs ae piojected to inaease

Economic Research Service/USDA

less than $1 billiony2000/01. In tems of the counyr
source of EU impots, preferential taiffs under the Ewape
Agreements mbably mean thathe CEE-10 will gin the
largest shag of the EUs minimum acces3RQs br pok
and hutter and a substantial skaof the mininum access
TRQs br skimmed milk pavder and fesh/dilled poultry
meds. Based onecent tendsthe CEE-10 mpalso @in
EU impot shae for skimmed milk pader outside the
frameavork of the EuopeAgreements. fally, all third
counties hae an equal opptunity (from a taiff perspee
tive) to export egg products and leeese under the E&Jmin
imum acces3RQs. US. exporters ae most lilely to gain a
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shae of the EUS minimum acces§RQs br eggs, egg
products,some padk loins,and some lieeses.

Urugua y Round TRQs Will Help EU Reac h 5
Percent Market Access f or Some Pr oducts

What impact will the EUS mininum acces$RQs hae on
its impoits measwed as a sharof domestic consumption?
Under the Uagugy Round all counties ayreed to open ne
market access thavould rise to a ngotiated level—usualy
5 pecent of base p&rd domestic consumption—yb
2000/01. Havever, an impotant caea was made dimg the
Uruguay Round ngotiations:the 5 pecent taget was
rejected as a tglly binding commitmentThis means tha
under theVTO/URAA, the EU has to mnt“market access
oppotunities” only for those quantities contained in its
URAA schedule Her, the 5 pecent impot tamget is simpy
a useful od gainst which to measwe EU maket accessor
different poducts.

The EUS mininum acces3RQs should be sfifient to
read impot oppotunities of bughly 5 pecent of base péer
od consumptiondr skimmed milk pavder and heese (see
figure 2). On the other hanthe minimum acces¥RQs br
pork, poultry, butter, and ggs do not inaase impdroppor
tunities up to the 5-peent level. EU maket access is esti
mated to ead only 0.9 pecent of base pad domestic
consumptiondr pok, 3.5 pecent br hutter, 3.9 pecent br
eggs,and 4.1 parent Pr poulty. Using 5 petent of base
peliod consumption as a measwy rod and EU impds
between 1993 and 199&U impot oppotunities would
need to incease another 580,000 toms pok, 50,000 tons

Figure 2

for poultry, 35,000 tonsdr kutter, and 50,000 tonof eygs.

EU reductions in out-of-quota fiis under the Urguay

Round ma also incease impds of these mducts ly

2000/01 but further anajsis needs to be done on this subject.

Conclusions

On the ge of Uuguay Round implementian, EU maket
access aned considasbly acioss poducts.The Uuguy
RoundAgreement om\griculture began the pocess of liber
alizing ayricultural trade and impving maket accessdr a
range of poductsWhile the EUS curent acces$RQs
under the Unguay Round will hae no net d&ct on

imports, its minimum accesIRQs will potentialy increase
imports of a limited mmber of poducts. Using the impbr
target of 5 pecent of base pard consumption as a measur
ing rod, the EUS minimum access commitments should be
roughly suficient for skimmed milk pavder and heesebut
will not readh 5 pecent br pok, poultry, butter, or eggs.

Countiies of Cental and Easter Euope tha have condud-
ed EuopeAgreements with the EU aipiojected to gin a
sizéble shae of the tade under the miniom acces3RQs,
although the shanaries considably by product.While the
CEE-10 ae likely to tale geaest adantaye of theTRQs
for pok and hutter, the benafs of theTRQs br poultry,
cheeseegg products,and skimmed milk pader will likely
be spead among argaer rumber of &porting countres.

Further anaysis is needed on thefefts of taiffication to
gain a moe complete estinta of the Ungugy Rounds efect

EU Market Access Could Remain Most Restricted for Pork, Butter
Average EU Imports 1993-94 and Minimum Access TRQs as Percent of Base-Period Consumption

Percent of base period consumption

8

7 - | I Estimated import expansion (see table l))
6 | | ] Avg.imports 1993-94

5

4t

3L

2L

16

o —

Pork Poultry Butter

1/ Skimmed milk powder.
Data source for EU-15 imports and base period consumption: USDA, PS&D.

Cheese Eggs SMP 1/

Note: the 5 percent threshold is not binding under the Uruguay Round Agreement on Agriculture.
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EU AllocatesTRQs Like Old Quotas

The EU alloctes its nev taiiff-rate quotas to impaers like the old quotasjnder impor licensesThree pincipal methods
exist for impott license allocton: on a“first comefirst seved” basis,based on #ditional tede fows, and based on pr
pottion to the quantitiesequestedThese methodspaly both for curent and minimmm acces§RQs. Ony companies
estdlished in the EU maapply for a license to impor

The EU alloctes some of it$RQs to speci€ counties and otheron an MFN basis to all thircounties. To tale adrantaye

of aTRQ taiff preference aplying to a speci€ county, the impoter nust funish a celificate pioving its oigin. Cetificates
of origin are issued ¥ the ggvemment of the soge county. One diference betwen the allod#on of curent access and mini
mum acces3RQs elaes to vhich third counties ae eligble as the impdrsouce Because the EW’curent acces$RQs
cover impots under the old quota systetiney are allocaed mosy to speciic counties. On the other handhost of the EUS
minimum acces$RQs ae allocded on a non-countrspecifc basisas thg are not based on hisioal trade

One topic of considable intetest is the‘quota rents”that are associeed with the license to impbor export. The \alue of
the ent equals the imptad quantity mltiplied by the diference betwen the domestic and the duty-paid intjgice.
Because the EU allotss itsTRQs under impdricenses and oplcompanies estéished in the EU magpply for a license
to impott, nomally the quotaents acate lagely to EU impoters. Havever, for some poducts suk as ice, milk products,
and bananas special &port cettificate from the sowe county is required in oder to impot. This staes thathe impoter
has secwed a quantity of the sote county’s pioduct. Because thejeort cettificate is issued Ypthe exporting county, pat
of the quotaent is catured ty the county of origin. The issue offRQ rents has become a point of contention leetwthe
EU and some couri@is of Cental and Easter Euope tha are paties to the EwpeAgreementsbecause under thesgree
ments most of the quotants acane to EU impaters and not CEExporters.

Souce: Tariff-Rate Quotas in EC and GA Law, O’Connor and Co. (Brssels1997),pp.35- 38 pp.53-54.

on EU maket access. Reducedités over the implementa EU notification concening the use of special sgliad pro-
tion peiod mgy also hae a positre efect on EU impds. visions (G/AG/N/EEC/6).
Sources EU Common Custom§ariff Schedule (&ric) 1996,1997.
CAP Monitor.

EuropeAgreements.

EU Uruguayy RoundAgreement omgriculture shedules

CXL and LXXX. Eurostd trade déa, 1993-96.

EU notifications to theNTO concening the utilizéion of Official Joumal of the Evopean Commnities.

TR G/AG/N/EEC/4 br 1995/96 G/AG/N/EEC/7 b
199?6?.( r ' USDA PS&D ddabase
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Appendix 1--EU-15 Mar ket Access Arrangements Under the Uruguay Round

Grains

Oilseeds

Livestock / meats

Dairy

Horticultural products

Tropical products

Processed products

Out-of-quota
import regime

Variable tariffs, bound
bound by maintaining
relationship between
duty-paid import price
and internal EU price

Entry subject to low or
zero tariffs, no quantity
restrictions 1/

Bound tariffs

Bound tariffs

Bound tariffs subject to
an Entry Price System
(EPS) for severa
products

Bound tariffs

Bound tariffs plus added
tariffs varying with
content of added sugar,
flour, starch, or milk

Current access Minimum purchase 179,000 head cattle 76,667 t butter 62,660 t mushrooms 6.85 mt manioc and
TRQsunder Uruguay |agreements: 145,250 t beef 18,750t cheese 12,000t onions, dried other high-starch
Round - 2mt corn* 323,935 t sheep and 90,000 t almonds 3/ roots and tubers
-300,000 t sorghum* goats (carcasy/live 1,500 t frozen orange 10,000 t manioc starch
weight) juice 857,000 t bananas 4/
475,000 t brans and 605,000 t sweet 2.2 mt bananas 4/
sharps potatoes 1.39 mt refined/raw
120,000 t barley malt 4,000 t new potatoes** sugar
mixtures 1,200t carrots and 4,504 t fructose
2,800t animal feed turnips** 35,000 t oranges/
preparations** 1,100 t cucumbers** minneolas
1,000 t broken rice** 500 t sweet peppers** 10,000 t lemons
1,300 t millet** 6,900 t fresh non-citrus
fruits**
Minimum access 300,000 t food 20,000 t high quality 83,400 t cheese
TRQsunder Uruguay wheat*** beef *** 68,000 t skimmed milk
Round 500,000 t corn* 300 t beef** powder
50,000 t durum 75,600 t pork, 157,500 t eggs and egg
wheat** 29,900 t fresh, chilled, albumin
21,000t oats** or frozen poultry 10,000 t butter
10,000 t worked/ meats 2/
clipped oats**
83,000 t milled/
husked/broken
rice**

Reduced-tariff and

Rice from ACP, OCT

Olive oil from Maghreb

Live calves from CEE.

Cheese, skimmed milk

Fruit juices from Brazil,

Tropical fruits and

TRQ arrangements under Lome Convention |countries and Turkey |Prepared/preserved meats |powder from CEE. Argentina, and Thailand. |juices under
lying outside URAA; and Egypt under bilateral |under Mediterranean  [other than pork and pet Mediterranean
EU concessionsunder  |agreement. Agreements. food from CEE and GSP | Cheese from Prepared/preserved fruits |Agreements.
the General-ized countries (main suppliers |Switzerland, and nuts under GSP
System of Preferences [Wheat and coarse Thailand, South Africa, Lichtenstein, Norway. scheme and Tropical oils, cocoa,
(GSP) grains from CEE. China, and Hungary). Mediterranean coffee, tea, spices under
(selected) Agreements. L ome Convention.
Fresh tomatoes from
Canary Islands (Spain).
Notes Part of the cornimports 1/ Under Blair House |2/ Poultry TRQsinclude |Cheese TRQsinclude 3/ 45,000t of whichis 4/ Bananaimports are

may include corn gluten
feed and non-grain feed

ingredients such as
brewers' grains and
citrus pulp.

Agreement, US and EU
shall agree to consult
should imports exceed
base period levels.

15,500 tons awarded as
compensation for 1992
oilseeds panel dispute

5,000 t pizza cheese and
15,000 t cheddar.

compensation from 1995
enlargement.

subject to two separate
regimes under the
Banana Framework
Agreement.

Minimum access quantities are those applicable as of July 1, 2000. * As compensation for EU enlargement to Spain and Portugal. ** As compensation for 1995 EU enlargement.
**% As compensation for 1992 GATT oilseeds dispute.




EU Export Subsidy Commitments Not Yet Binding, But

Future Uncertain

Historically the European Union has relied on subsidies to export many of their agricul-
tural commodities. The World Trade Organization (WTO) has forced member countries
to reduce the volume and value of their subsidies annually until 2000/01. So far, the
annual subsidy reductions have not been a binding constraint due to high world prices,
which have reduced the need for subsidies. However, the EU may have difficulty meet-
ing 2000/01 subsidy commitment levels for cheese, beef, olive oil, and other milk prod-
ucts (commodities where 1995/96 subsidies were over the 2000/01 commitment lev-
els), unless they change current policies. [Susan Leetmaal

The Uugua RoundAgreement om\griculture (URAA)
imposed singent limits on member courms’ export subsi
dies.The mandtory reductions hee been of gea concen
to the Euopean Union (EU)because it dqeends on xport
subsidies toxport mary of its ayricultural commodities
under their CommoAgricultural Policy (CAP).Whether
the EU meets its commitmentmd hav it meets themis of
interest because the United &tswhich competes in man
of the same méets as the ELOnNly daa for the frst year
of the implemention pefod is available. However, these
data can povide some insight as tohere the EU is hang
a difficult time meeting the commitmentnd wher the
reductions hee not been a pblem.

Over the past 2gars, world prices hae been highdr mary
commodities thiathe EU has typicallrelied on subsidies to
export. As a lesult,subsidies hae dedined, and in cetain
casesthe EU has\een imposed xport taxes.These eents
were completgf unforseen aithe time the URAA s being
negotiated If world prices fll, meeting commitmentsf
these gods ma become max difficult in the futue.

Urugua y Round Agreement on Agriculture

The URAA indudes limits on port subsidies. Expoisubsi
dies allav counties to eport goods on the wrld maket & a
price lower than in their domestic naats.This lovers world
prices and distas makets ly alteting trade p&tems and com
petitiveness betaen poduces. Other gporters face moe
competition becausexport subsidies dve davn the pices
of their gpods. Countes tha can aford to subsidie exports
can tale makets avay from eficient, low cost poduces.
However, impotting counties bendt from eport subsidies
by being &le to puchase ma of a @od d a lower pice.

Historically the EU haselied on subsidies tokport grain.
Grain piices in the EU wre maintained laove world levels
primaiily through @vemment intevention puchases and
protection fom impots. This typically genested moe gain
than demanded in the ETo male EU gain competitie on
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world makets,and henceeduce siplus domestic supplies,
the EU ofered eport subsidies. Mostrgin exports were
subsidizd, and gvemment gpenditues on gport subsi
dies vere often quite lage (as can be seen lookingthe
URAA base pédod values).

Prior to the URAAthe United Stees and the EU ere the
two laigest uses of export subsidiesThe EU neededxport
subsidies toxport its commodities due to high inteal
price suppar. The United Stees dose to emplp export
subsidies inesponse to highxport subsidies ganted ly
other counties to their ppduces, mainly the Euopean
Union. Duing the lde 19805 the United Stas and EU
were actual engaged in a“‘subsidy war” where both coun
tries would taget subsidied whed exports to the same mar
kets,pattially offsetting eah other and dving ead others
subsidies higher and higher

The URAA forced deeloped countes,sud as the United
Staes and the Eopean Unionto reduce the kel of lud-
getay expenditue on eport subsidies ¥ 36 pecent and to
reduce the elume of subsidied eports by 21 pecent.
These eductions & to be made &m the 1986-1990 base
petiod level over the 1995/96-2000/01 niating year
implementgion pefod, on a poduct specit basis.
Developing counties ae also equired to educe their xport
subsidiesput they have a longr implemention pefod and
lower reductions. Member couis’ WTO export subsig
schedules specify va mary tons of eals commaodity can be
exported with subsig, and pemitted subsigl expenditues
for eath commodity

The text of the URAA povides someléxibility between
yeass in tems of subsig reductions. If a coungrexceeds its
commitments in anof the yeas two through fve, it must
reduce subsidlevels in the ngt year and assarthd the
total cumulative value of &port subsidies andolume of
subsidizd ports over the entie implemention pefod is
no geder than the totals thavould hare resulted fom full
compliance with its subsydschedules. Member courgs
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must meet their commitments in the lastay of the imple
mentdion pefod (2000/01).

In 1992 the EU intduced aeaform of its Common
Agricultural Policy (CAP). One objectie was to laver some
of the intenal suppar prices and compengapioduces

with direct pgments. In etum, famers had to educe their
planted aea ty a govemment-esthlished set-asideate.
Intemal EU gain piices were supposed to diae 30 per
cent,for which famers receved dilect pgments fom the
govemment as compensan. CAP eform theefore reduced
EU expenditues on gport subsidiesdr cetain commodi
ties. Havever, even the Eunpean Commission haskarow!-
edged tha intemal gain piices did notdll as nuch as
planned so tha fammers were ozercompensted At the same
time, the Commission contired to ely on subsidies to
export grains,though ludgetary expenditues were not as
large as pior to CAP eform.

EU Notifications to the WTO on Expor t Subsidies

WTO membes ae required to notify theNTO Committee
onAgriculture concening their wlume of subsidied
exports, their expenditues on &port subsidiesand the wvl-
ume of unsubsided ports, by commodity as speciéd in
the county schedulesTo dae, the EU has submitted natif
caion for the 1995/96 méeting year the frst year mem
bers were required to educe subsidies. &iisional notifca-
tion was eceved in mid-Mach and inal notification in lae
July 1997.Thus,notification for the 1996/97 méeting year
is not xpected until sometime in 1998.

According to Euopean Commission tlon ludgetary
expenditues,EU total expenditues on gport subsidies
have been ddming since 1991. Hweever, expenditues on
export subsidiesdr daily, beef and fiuits and egetables
have increased weer the same prd. The EUS oficial
export subsig notification to theWTO shavs thd the EU
contirued to educe its verall expenditues on &port subsi
dies in 1995/96.

EU Close to Volume Limits f or Some Commodities

AlthoughWTO membes rmust reduce the @lume of subsi
dized ports 21 pecent aver 1995/96-2000/01 pied from
1986-90 leels,the 1995/96 @lume commitments ar
roughly 20-30 pecent higher than theénfal 2000/01 com
mitment levels. Based on th&/TO notification for the
1995/96 maketing year the EU was just under its 1995/96
limit on subsidizd eport volume br cheesefresh fuits
and \egetables, other milk poducts,olive oil, poultry med,
and beef (fure 3). Havever, the EU vas wer the 2000/01
limit for those gods (fgure 4). Of these commodities,
those thaapplied eport subsidies to theutk of their
exports (geaer than 80 pe&ent) were olive oil, beef meg
other milk poducts,and teese (Gure 5). Ony 50 pecent
of the EUS poulty and feesh fuit and \egetable exports
were subsidied
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The commodities thaused the least of their subsieliz\ol-
ume commitments (less than 50 qart of their wlume
commitment)ér 1995/96 vere rapeseed (no subsidid
exports were reported to theVTO), whed, butter, and
coase gains.Typically the EU would have subsidied up to
their bound wlume br whea and coase gains. Havever,
global and EU tpin makets were tight and fces were
high duing the 1995/96 méeting year and the EU used
less than 50 peent of its alue commitmentdr whed and
coase gain. The EU did not need to subsidias nuch as it
had in the pastind in fict world prices were high enough
tha the EU tard ports of whed and baley for much of
the maketing year in oder to dive davn EU piices.

Figure 3
Percentage of 1995/96 Commitment Used
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Figure 5
Percentage of 1995/96 Exports Subsidized
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Value Limits Were Not Exceeded in 1995/96

In terms of expenditues on gport subsidiesthe EU vas
closest to its 1995/96 limibf processed anddsh fuits and
vegeteables, wine, poultry med, and beefOf thesethe
ECU/ton &port subsig for processed frits and egetables
was dove the aerage allovable ECU/ton leel if the total
allowed ependitue was diided ty the total allaved \ol-
ume (tdle 3). The port subsidies wre high patially due
to low processed pingmgple pices in thid countres and to a
small Hack currant havest tha increased EU mducer
prices.The arerage per ton gpenditue for most commodi
ties was less than thevarage pemitted for the year if the
pemitted \alues vere divided by pemitted \olumes.

In 1995/96 EU gport subsiy expenditues br cetain com
modities vere ety low. Less than 20 peent of the glue
allotted Dbr export subsidies &s useddr rapeseed (no
exports were subsidied),whed, butter and htter oil,and
coase gains. Subsig expenditues were urusualy low due
to high world grain and bitter pices.

Though aerage subsidies @re lower (in value tems) than
they could hae beenmary commodities still equired sub
sidies on the wk of their exports. The commaodities herre
more than 90 peent of &ports received some subsjdwere
skim milk pavder, coase gains,beef olive oil and litter
and lutter oil (figure 5).The EU has alays relied on &port
subsidies dr these prducts because their inted piices ae
usuallyy maintained thigher levels than verld prices.

EU Wants To Carry Over Un used Subsidies

The EU has typicall had to ely on eport subsidies to
export grain due to high pce suppats. Havever, duiing the
1995/96 maketing year world grain piices eated near
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recod highs due to tight global supplies amsinmg world
demandWorld grain piices were even higher than inteal
EU prices,prompting the EU to imposexport taxes on
whea and baley to non-EU countes for the frst time since
1974. Unlile previous yearss, only 25 pecent of vhed
exports were subsidied whereas 92 pexent of coase gain
exports were subsidied By the end of the 1995/96 nket-
ing year the EU had used less than 14qast of its subsi
dized whed export volume and 48 peent of its coase
grain eport volume In value tems,the EU had oyl used 5
and 19 perent of its &penditue commitment to subsidiz
whea and coase gains,respectiely.

Because the EU as far belav its commitments in 1995/96,
some in Eunpe hae agued thathe EU has thehdlity to
apply the adlitional amount not used in 1995/96 toyaf
the years up to 1999/00. In ters of subsidied eport vol-
ume this would mean thiathe EU could cay over 17.6
million tons of whed and 7 million tons of subsid:
coase gain epotts & 2.2 million ECU and 1.3 million
ECU respectiely. Othes, including the US,, argue tha
flexibility provisions in the greement a meant onf to
deal with situions where a county exceeds its limits and
has to pg bak—not as an opptunity for countres to
“bank” unused subsidies.

Second Year of Implementation, 1996/97

Though ve do not hee ary official daa for the 1996/97
marketing year which has endedof most commodities sub
ject to export subsig¢ reductionsONIC, the Fench gain
office, estimdes tha EU subsidied whea exports were
roughly 13.6 million tonsstill well belov the 1996/97 com
mitment level of 19.2 (bedre caryover). ONIC estimtes

for subsidied coase gain eports were less than 13 million
tons,also less than the E&J’13.1 million ton 1996 subsi
dized port volume commitmentThus,if the subsig car
ryover is pemissile, the EU still could subsidezroughly

an adlitional 23.2 million tons of Wwed exports and 7 mi
lion tons of coase gain eports eove its URAA commit
ment levels betveen nev and dine 30,2000.

Two major questions ee:Would the EU hee the caabili-
ty to export tha much adlitional gain, and could verld
markets dsorb it?The 1997/98 wrld whed crop ae fore-
cast to be ofecod siz, and tade is &pected to inarase
for the secondaar in a ow. The EU eintroduced vhed
export taxes in dily due to gprecidion of the dollar elaive
to Euopean cuencieswhich males EU gains moe com
petitive in tems of dollas per ton. Havever, the incease in
grain pioduction has atrad/ driven davn world prices,and
led the EU to eintroduce smallxport subsidies. If the del
lar remains sting, the EU is unlilely to exceed its 1997/98
subsig allocaion. Howvever, if prices contimie to &ll and
the dollar dereciaes,the EU will need to in@ase its
export subsidiesThis mg actualy limit the wlume tha
can be subsided since the EU hasppropriated a ixed
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Table 3--EU'sWTO Volume and Value Export Subsidy Commitments

Base Schedule EU Schedule Vaue EU value Permitted Actual
Volume commitment notification commitment commitment notification value/vol. value/vol.
Commodity 1986-90 1995/96 1995/96 2000/01 1995/96 1995/96 1995/96 1995/96
(@ (b) (9 (d) (e () (e)/(b) )/(©)
--Tons-- --Million ECU-- --ECU/ton--
Wheat and wheat flour 18,276,000 20,408,100 2,768,800 14,438,000 2,309.0 118.7 113 43
Coarse grains 13,725,600 13,690,200 6,596,400 10,843,200 1,605.7 303.4 117 46
Rice 168,900 163,000 88,600 133,400 54.6 30.3 335 342
Rapeseed 131,400 126,800 0 103,800 40.7 0.0 321 0
Oliveail 145,600 140,500 135,500 115,000 79.8 62.1 568 458
Sugar 1,612,000 1,555,600 856,300 1,273,500 733.1 379.0 471 443
Butter and butterail 505,500 487,800 146,400 399,300 1,392.1 256.2 2,854 1,750
Skim milk powder 344,900 335,000 241,200 272,500 406.2 140.9 1,213 584
Cheese 406,700 426,500 422,300 321,300 594.1 437.6 1,393 1,036
Other milk products 1,212,800 1,185,400 1,156,700 958,100 1,024.7 727.6 864 629
Beef meat 1,040,100 1,137,000 1,019,100 821,700 1,922.6 1,506.5 1,691 1,478
Pigmeat 561,400 541,800 378,200 443,500 288.8 100.5 533 266
Poultry meat 362,000 434,500 418,100 286,000 136.3 115.9 314 277
Eggs 125,000 126,100 95,100 98,800 60.7 129 481 136
Wine 2,917,400 2,851,400 2,161,000 2,304,700 57.5 51.1 20 24
Fruit and vegetables, fresh 953,700 920,300 909,500 753,400 77.6 70.4 84 77
Fruit and vegetables, processed 181,400 175,100 93,600 143,300 12.2 11.3 70 121
Raw tobacco 140,300 190,000 11,200 110,800 96.6 18.2 508 1,625
Alcohol 1,452,400 1,401,600 450,000 1,147,400 141.2 51.2 101 114

Source: EU WTO notification July, 1997

amount of its bdget tovard export subsidiesAdditionally,
the United Sttes has ol allocaed $150 million to the
Expott Enhancement Bgram for export subsidies ini§cal
1997/98 and has not usexpert subsidiesdr grains br
over 1 year

EU Has Implemented Component Subsidies

Cleaty, some of thexgport subsig¢ limits have been bind
ing. For example the EU has stéed to &port some
processedleese under the URAAport subsi¢y commit
ments 6r skim milk pavder and htter The EU ¢aims tha
this is possile through a modied \ersion of the‘Inward
Processing Reliéf(IPR) systemTraditionally under the
IPR, third county products vere impoted taiff-free
processed in the Eland then e-exported without subsiy
Neither fnished poduct nor components of thimithed
product benefed from an eport subsig. However, begin-
ning in Februaty 1997,new rules implementedybthe EU
recast taditional invard processing to alle the use of
export subsidiesdr components of pcessed lteese

The Commission gues tha“‘Inward Piocessing’increases
third county exports to the EUNon-subsidied components
from third counties (sub as Nev Zealand pwdered milk)
may in some instances also be usddverthelesscheese
marufactuers sut as Nev Zealand and the United 8ta kar
tha the EU will be &le to undecut their pices ly allocaing
its export subsidies this &y. Additionally, thete is the éar tha
an EU poliy of transkering subsidies ’m one poduct cée-
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gory to another could spad to othergricultural products,
sud as using igin eport subsidies to duce lev cost pou
try. This would wealen theWTO's eport subsigg commit
mentswhich dgpend on spedid commodity dehitions.

Future Pr ospects and Conc lusions

The EU will have to meet the URAA limits onxport subsi
dies ly 2000/01.The Commission has discussed some-poli
cy revisions thawould help it meet thesengls.There has
been talk of futher reducing some of the intaally suppot-

ed pices and pviding some diect pgments to poduces

to compendga them ér roughly half of the pice difference
This type of eform, provided tha intemal pices actuajl

fall, should educe gport subsiy expenditues.

It is difficult to assess ether the EU will belde to meet
its commitments in 2000/01 based onyoohe \ear of déa,
especialf a year sub as 1995/96 here world prices of
mary commodities \ere ety high. Based upon the 1995/96
notifications, projected vorld price levels and rchange
rates,the EU will have difficulty meeting 2000/01 subsid
commitment lgels for cheesebeef olive oil, and other milk
products (commodities here 1995/96 subsidiesese over
the 2000/01 commitmentyels),unless it bangs curent
policies.According to the dficial USDA baseline prjec
tions,the EU will be ale to export whea without subsig

by 2000/01. Because the EU is a majoBltompetitor in
mary maikets,whether it meets the commitmerasid hov

it does so bearwatching.
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EU Looks To Boost Competitiveness of Grain Sector,

Prepare for Next WTO Round

Projected grain surpluses, WTO-imposed constraints on domestic support and export
subsidies, and the looming costs of EU enlargement are causing EU policy makers to
consider modifications to the Common Agricultural Policy (CAP). Recent proposals
indicate moving away from market price support to increased income support, and
putting the mandatory set-aside at zero percent. If these changes are implemented,
grain production, exports, and compensatory payments are projected to rise relative to
an unchanged CAP scenario. Agenda 2000 may indicate the EU'’s willingness to make
further cuts in trade-distorting support in the next WTO round on agriculture, scheduled
to begin in 1999. [Sharon Sheffield, Susan Leetmaa, Mary Lisa Madell]

EU Consider s Possib le Reform
Of the CAP Cr op Regime

Recent poposals to modify the Commédsgricultural

Policy (CAP) arble crops ppogram ae focusing on shifting
suppot to produces from maket piice supparto geaer
use of diect pgments. Reasonsff these pposals to
reform the CAP intude pojected gain suplusesWTO-
imposed cons#ints on gport subsidies and domestic sup
port, and the futue membeship of Cental and Easter
European (CEE) couri@s.

The poposed hanges to the able crops egime, which
covers gains,oilseedsand potein cops (lggumes.etc),
include 1) lavering the intevention pice for all gains
(whea and coase gains) to a leel doser to the wrld
whea price, while protein cops would still receve a higher
payment,2) equalizing the compertsay payment ete for
all grains and oilseedsyhich would entail an in@ase in the
payment br grains and aeduction in the oilseeds yaent,
and 3) putting the compulsoset-asidewhich requires po-
duces to idle a set peentaye of land in oder to eceve
compenstry payments,at zero pecent.

Two questions can be ask concaring these possi®
changes to the able crops egime as it perins to gains.
First, wha effect will these prposals hee on gain poduc
tion and tade and secondwhat will be the coresponding
effect on domestic suppcand eport subsig outlays for
grains?A relaed issue is Wwether thesehanges will actual
ly resohe ary of the issues identédd @ove (gain suplus
es,subsig constaints,cost of enlagement).

ERS’European Economic Siatation Model (ESIM) vas
used to mad a peliminaly anaysis of the impact on the
EU-15 gain sector (Wed, baley, com, and other coae
grains) if these ltanges ae made to the able crops egime,
focusing on the paxd 2000/01-2005/06The baseline see
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naiio forecasts a based on contirgtion of the CAP in its
cumrent form. (It should be noted théhe model used to pr
duce baselineesults vas modifed for the puposes of this
anaysis,and theseasults ag not the same as those €on
tained in the dfcial USDA publication, International
Agricultural Baseline Pojections to 2006

The model vas then adjusted to ilutle the poposed
changes outlined bove: 1) the gain intevention pice was
lowered by 20 pecent,2) the compensary payment vas
increased to 66 ECU/toand 3) the set-asideas put &
zero, all beginning in maketing year (MY) 2000/01All
other \ariables were held constangnd it is assumed tha
restictions on oilseed aa,which were negyotiated duimg
the Unugugy Round (UR)remain in placeSince the ESIM
model does not a@r piotein cops,the efect of the po-
posed bangs on these commaodities is notlided in the
results. It should be noted ththe shag of piotein cops in
total agble crop aea is smalleldive to gains and oilseeds,
and omitting them tm the model shouldnhhave nuch
effect on the esults.

Proposed Chang es to CAP Lead to Increased
Grain Output and Expor ts

The emoval of the compulsgrset-aside has a sigieidint
effect on aea swn to gain. Compaed to the baseline sce
natio (which assumes a constant 12qman set-asidejhe
zero set-asideasults in a nety 10-pecent incease in son
area to gain in 2000/01with most of this gowth occuring
in whed area (fgure 6).The incease dbets the décts of a
projected deline in the ete of gowth in yields,which
slows slightly due to lever piices and input usso tha
grain pioduction rses elaive to the baseline scemar

While some of the inerase in psduction is adsorbed i

higher £ed use (due to thewer piices) and seed use (due
to increased sen ara),a pojected 33 million tons (60 per
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cent higher than the baseline scemjanf exportable grain
suplus iemainswhich rises to 43 million tons in 2005/06
(up 40 pecent flom baseline) {fure 7). It should be noted
tha some of this sylus could @ into intervention stoks
and someaports indicde tha the Commission ants to
hold higher stoks relative to curent levels.

In the eform scendb, whed compises nedy 80 pecent
of this eportable suplus in 2005/06compaed to aound
70 pecent in the baselingiven tha the intevention pice
for all gains under the moddd CAP scendo is supposed
to be pughly equal to the wrld price of whed, much of
this suplus ma not require export subsidiestherefore

Figure 6
Wheat, Barley Area Increases Under Modified CAP
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Figure 7
Under Modified CAP, Wheat Exports Rise
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reducing the ééct of WTO-imposed constints on &ports.
(The EU might still usexport subsidies to inerase compet
itiveness in aigen maket). Havever, the incease in
exportable suplus could also &éct other gporters (indud-
ing the United St@s),because EUx@orters will have to
find makets Pr their suplus gain, thus leading to highl
competitve maket conditions and possiblower world
prices. (This anaysis did not guge the effect of the modi
fied CAP on world makets,because the ESIMesults vere
not put into ERSLINKER program,which balances warld
suppl and demand and gduces equilibum world prices).

The situéion for batey is different because ieceves the
same interention pice as vined, which is higher than the
world price for batey, so tha exportable batey suipluses
will continue to equite export subsidies {fure 8). In oder
to remain withinWTO export subsig¢ limits, the EU inter
nal maket pice for batey falls relaive to the baseline sce
natio. The lover piice encouages inceased éed use inside
the EU and theefore exports would be laver than under
the baseline

Effect of Chang es to CAP on Subsid y
Commitments—Implications f  or the Ne xt Round?

As illustrated dove, the poposed hanges to the able
crops egime do not ppear to esole the poblem of gain
suiplusesas both gain poduction and xports increase &l-
ative to the baseline scemarWhile whed exportable sur
pluses wouldn't be constained ly WTO disciplines on
export subsidies (as long as the inv@ntion pice is oughly
equal to the warld price after MY 2000/01)bardey suipluses
would require export subsidiesThis is because EU intaal
baley prices emain higher than erld prices (especiall as
noted dove, the world prices used in the model do not

Figure 8
EU Barley Prices Remain Above World Levels
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reflect the incease in EU outputyhich would push werld
prices davn further).

In addition to export subsidiesthe EU is equired as a
member of th&V/TO to reduce the suppbprovided to its
produces. It is inteesting to &amine hav proposed
changes to the able crops egime could affect the leel of
suppot to gain produces by looking @ the domestic sup
port levels areed duing the Uugugy Round Identifying
reductions in suppbto produces of cetain commodities
may also povide some insight into the E&willingness to
male fuither cuts in domestic suppan the net round of
WTO neyotiations on ariculture.

Under the Unguay RoundAgreement o\griculture
(URAA), the reduction commitment p&ins to the total
value of domestic suppipleggregated acoss all commodi
ties, rather than on indidual commodities or commaodity
groups. Reductions ameasuwed aainst the total alue of
suppot in the base pérd (1986 to 1988)The total alue
of domestic suppois the sum of the suppdevels calcu
lated for all products,including, for the EY common
whed, durum whed, and baley. The two primary compe
nents of domestic suppgdo EU gain pioduces ae maket
price suppar (calculdaed as the ditrence betwen the
intervention pice and aiked reference pice, times the
quantity eligble for suppot), and diect income suppor
(compenstory payments).

A number of elements will ildence ha the EUS level of
domestic supporchangs:The diference betwen EU

Figure 9
Modified CAP Leads to Higher Compensatory Payments
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prices and theixed eference pice, the quantity of EU -
duction eligble for suppot, and the alue of the compen
saory payments.The 1992 CAPaform reduced the ap
between the EU and thimal reference pice signifcant
ly, and it would fall further still under the mposed hanges,
although a small posite pice gap (relaive to the eference
price) would still remain. Poduction would be considebly
higher in MY 2000 than in the base ek but maket pice
suppot would be nuch lower because of the sigizantly
smaller pice gap. However, the diect income suppbcom
ponent vould be signitantly higher because of the higher
compenstory payments. Compad with the cuent pa-
ment systemgompenstory payments or all gains ae fore-
cast to incease 50 peent flom the baseline scenay
because the ganent ate for grains is inceased in the med
ified CAP scendo and aea havested ises due to theezo
set-aside (§ure 9).

Under curently proposed CAP modiations,the epected
decease in ma&et piice supparfor grains could indicee
tha the EU mg be moe willing to male further cuts in the
aggregate level of suppoarin the ngt WTO round However,
this will depend on hav the EUS compendary payments,
which are nav exempt flom reduction under thAggregate
Measuement of Suppo{AMS) (see bw), are treaded An
additional consideation would be the leels of suppdrfor
commodities ér which no eal reductions hee been pr-
posed or adopteddif example daity products).

If compenstory payments ag not considerd exempt,for
reasons discussed in thexbthe EU ma be less willing to
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WT O Agricultur al Support Disciplines and the Ne&t Round

Under the Ungugy Round (UR)developed member coums areed to discipline &rde-distoting domestic suppbto agri-
culture by cgpping it & 1986-88 gerage levels,and educing it 20 perent aver 6 yeass (1995-2000)The aygregate mea
surement of suppor{AMS) was deeloped to quantify &de-distoting suppot, sud as maket piice suppar, input subsi
dies,and diect pgments. Duing ead year of the implementian pefod, membes nmust submit a cuent yearAMS, as
well as notify theNTO of ary new policies thaare introduced

Policies considexd to hae little or no tade-distating efect ae exempt flom aWTO members reduction commitment.
These a& often calledgreen ba” measues,and indude gneal sewrices tha beneft produces and theural comnunity
(sudh as eseath, extension,inspection pest/disease cowl etc) and diect pyments to ppduces tha meet speci€ poli-
cy criteria (geneally, all direct pgments cannot beetaed to poduction typevolume prices,or factos of pioduction in
ary year after the base ped). All green ba programs nust be pulicly funded and cannot gride piice suppa.

However, Article 6:5 of the URAA gempts fom reduction pograms thaare production-limiting and meet speitfcrite-
ria. Rekred to asblue b,” the citeria for these pygrams ae: 1) payments based orixed aea or yields; or 2) pa
ments made on 85 pmmt or less of the basevé of production; or 3) Westok payments made on axkd rumber of
head Examples of lue box policies ae U.S. deiciency payments (pe-FAIR Act, see belw) and the EWS aceage and
headge pgments.

The Hue b provision was pimaiily developed to accommotiathe EUS 1992 CAP eform, which lowered intewention
prices and intnduced a system of competws® payments based ofixied aea and yieldsdr eligble crops (gains,oilseeds,
protein ciops) and on aXed rumber of headdr cdtle and shegg/goas. Without the fue bok provision, these pgments
would hare been inluded in the totahMS and subject toeduction.The EU vas unwilling to modify itsecenty adopted
CAP reform, which did not povide for reductions in the compensay payments.

Marny obsevers belieze tha CAP reform was a lkey factor in detenining the tems (or limits) of gricultural liberalization
during the Unuguay Round Since CAP eform resulted in laver supparprices,it was easierdr the EU to mak changes to
border measwes,sud as cowerting variable levies to taiffs, and to discipline port subsidies. Hoever, other counties
paticipating in the Unguay Round had to makcompomises to gin the EUS supparfor the entie pakage, and in the
end disciplines on domestic suppavere diluted

For example initial proposals inluded eductions to commodity-speicifsuppot, not an ggregated level of suppat, as vwas
agreed to in theifal version of theAgreement. Reducing commodity-spéxguppot would hare been mch more difficult
for the EU and other courgs with high leels of suppdr(sud as dpan,Korea,and Norvay). Secondthe Hue bo provi-
sion endaled the EU (and the United $a) to @empt diect pyments,which ae trade-distating, from its overall reduc
tion commitmentAnother aea of compomise to gin EU suppdrwas the inlusion of the‘peace tause”(Article 13 of the
Agreement)which shields domestic suppdand eport subsidies) mvided in conbrmity with theAgreement fom coun
tervailing duties and othaVTO actions.

While it is not ¢ear if the poposed bangs to the CAP will be adoptethey may indicae the dgree to vhich the EU is
prepared to mak further pogress in libealizaion in the n&t round of gricultural negotiations, which ae sdeduled to
begin in 1999. Stengthening interal suppar disciplines will ppbably be a ley component of the wéround since mam
counties (especiajl those in the Cairs Goup) feel tha insuficient piogress vas made in this aa duing the UR. If these
proposals eflect the EUS limits on educing domestic suppother will likely be mag WTO membes who feel tha these
changes do not g far enough in tens of abieving greder libemlizaion. As a esult,these counies mg be less willing to
make compomisesas was done dung the lastound

Moreover, if the EU is one of theefv membes still using the lue box provision, there could be in@ased pFssue from
otherWTO membes to discipline this suppbas tade-distating. The United Stes,which notified its deiciency payment
system aslbe bo in its 1995 notitation, has eplaced these anents with decoupled pduction fexibility contract pa-
ments,which are consistent withrgen ba criteria. Under the mposed bangs the EU has outlineds compensary pay-
ments vould still be tied to prduction (because theare based on the actuakarplanted) and thefore would not &ll into
the geen ba.
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commit to futher eductions in domestic suppoResults of
the ESIM analsis were used to aive & a ough estimte of
EU levels of suppdrfor common vined, durum whed, and
batey in the year 2000. Because of fifences in ppduct
aggregation and countr coverage, the model esults ag not
precisel the same as the mination in the base pa&rd cat
culaion. For common wed, the reduction in maget piice
suppot is quite sieable, and the eduction in suppadyeven

if the compendary payments ae induded is greaer than
20 pecent. By contast,under both the baseline and CAP-
reform scenaps, the estimees br batey and duom whed
indicate thd the level of supporincluding the compensary
payments mg not dedine by the full 20 pecent. In the case
of batey, pat of the &plandion is tha the intevention

price remains signi€antly higher than thex¢emal reference
price, so tha the eduction in méket piice supparis not as
gred as br common whed.

Proposed Modifications to CAP Also Reflect Cost
Of Enlar gement

The cost of gpanding the EU to inade Cental and East
European countes has been mentioned asagon to mak
changes to the CARf no changes ae made to the CARNnd
assuming thacompenstory payments a¢ extended to
acceding CEE coun#rs (which may not hgopen br reasons
discussed belw), ERS has estintad tha accession of the
Visegrad Four (Poland Hungary, Czech Repubic, and
Slovakia) could cost an estirtgad $3 billion (aound 5-6
percent of the anmal CAP ludget) anmially just to coer the
costs of interention puchasescompenstory payments,
and &port subsidies withitWwTO limits (Se€'Enlargement
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to Transbrm EuiopeanAgriculture,” Europe Intenational
Agriculture andTrade Reort, Jaruary 1997).

In addition, extension of the CAP in its crent form to CEE
counties is brecast to esult in higher pyduction of most
commoditieswhich will be difficult to ésorb intenally
(within even an &panded EU)The incease in output will
put pressue on EU intemal piices,the hudget, and the EWS
ability to meet domestic andkport subsig reduction com
mitments.These issues could besohed if changs to the
CAP ae madesud as the ones aantly under discussion,
and compengary payments ag not etended to the CEEs
(on the basis thissince EU pices ae highernot lowver, than
CEE pices,CEE poduces ae not &pected to incur an
loss in income).

Sources
Agenda 2000.

Josling Tangemann,andWarley. Agriculture in the GAT,
1997.

USDA. Economic Reseah Sewice. Europe Intenational
Agriculture andTrade Reort, Jaruary 1997.

“The Eubpean Uniors PoposedAgenda 2000CAP
Reforms: A First Look] FAPRI Policy Working Paper 03-
97, October 281997.

Unpubished ERS stéfanalsis ofAgenda 2000 pmvisions.
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CEE State Trading: Questions Lurk Behind Notifications

Four of the CEEs—Poland, Slovenia, Slovakia, and the Czech Republic—have notified
the WTO of the existence of state trading enterprises (STEs). However, questions per-
sist despite these notifications. There are state-owned enterprises in other CEESs that
meet the WTO definition of an STE but that have not been notified. For STEs that have
been notified, a lack of good data makes it difficult to evaluate the full impact of state

trading. [Nancy Cochrane]

Since the corlasion of the Ungugy Round there has been
a gowing intelest in the issue of s@trading Regarded as
one piece of uiished lusinessstae trading is &pected to
be an issuedi the nat round Ther ae seeral reasonsdr
the inteest in this issueHrst, the deinition set brth in the
Uruguay Round is egue—thee is considable ongring
debate, for example as to vhether cemin counties ft the
definition of a stée trader Secondthere is some concer
that stae trading mg be used to caumwent the sict limits
on impot tariffs and &port subsidies laid out in th&TO
AgreementThird, since the signing of th&/TO Agreement,
several counties hae set up n@ stde trading enteprises
(STEs) to implement the iéfrrate quotas. ially, Russia
and China a nav neggotiating the tems of their accession,
and both countes male extensive use of STEs teegulae
their foreign tade

Most of the US. interest in stée trading bcuses on the lgr
er players in intenaional makets,sud as the Canadian and
AustralianWhed Boads and theapan FoodAgengy. But
the Cental and Easter Euopean (CEE) couriis ae also
of interest. Since the lginning of the tansition,mary of
them ha&e esthlished egulaory agencies thacary out
intervention puchasing and administexgort subsidies. In
most cases thesgencies hae been notiéd as stte trading
enteprises to thaVTO. In other CEESs the d&xovned br-
eign tmade oganizaions (FTOs),which had a monopwyl
before the tansition,have retained mich of their infuence
over impots and gports. While no one of the CEEs has a
gred influence on wrld makets,taken tayether they repre-
sent a lage potential mdeet for some commodities and sig
nificant potential competition in otteAnd because of still
undedeveloped makets and inbrmetion systemsthe STEs
in the CEEs hee considesble influence on domestic and
foreign makets thais still difficult to measue.

What Is State Trading?

STEs frst were recaynized as lgal entities under the 1947
Genenl Agreement oariffs andTrade (GAT). The 1947
GATT required tha STEs adhex to the gneal principles of
non-disciminatory treament andrecaynizing tha the oper
ations of STEs might impedeatle allowed for negotiation
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between GAT membes to educe sug impedimentsTo
clarify the types of entgrises th&can be defied as STEs,
an oficial defnition of stde trading entegrises vas adopted
in the Uugug Round:

Governmental and normyernmental entegrises,
including maketing boads, which have been ganted
exdusive or special ights or pivileges,including
stautory or constitutional paers, in the eercise of
which they influence though their puchases or sales
the level or direction of impats or eports.

Why Are STEs of Interest?

The eclusive or special prileges conéred on an STEige
it the paver to gedly influence the quantity andipe of
exports and impds. Its actvities can esult in signifcant
import barriers or de &cto eport subsidies.The actions of
an STE cannot eete non-taiff barriers to impots, and thg
cannot esult in eport subsidies thaexceed thaNTO limit.
A lack of transpagencg/ in mary STEs'pricing practices often
malkes it dificult to detemine if they are within GAI'T limits

Several types of STEs v been identiéd. The most com
mon in @riculture ae stautory maketing boads, which ae
govemment-sanctioned monopolies witkckisive contol
over functions sut as puchasing domestic pduction,con
ducting breign trade or setting poducer or consumer ipes.
Similar to those & regulaory maiketing boads, which,
while maintaining conti over impots and gports, do not
directly engage in foreign tiade lut contact with pivate
trading companies to agrout the actual opdions.Another
type is the dreign tade oganizaion, which used to be typi
cal of the centlly planned economie$he most commogl
staed objecties of STEs ar piice stdilization, export pro-
motion,income suppdrfor produces, and bod sectity. The
products most commonlregulaed ty these aganizaions
are gains (paticulady whed) and daiy products.

Previous work done & ERS deeloped a lassifcation

scheme thais helpful in undestanding the impact of STEs
on impots or &ports, as well as their potentialdr circunm:
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ventingWTO commitments. The key distinguishing bamac
teristics tha have been défied ae:

« Trade balancds the STE an impoior export-oriented
STE?

» Market regime: To wha extent does the STExert contiol
over a) eports or impots, (b) domestic maeting c)
commodity pocurement and d) pcessing?

« Policy regime: Which policy tools (export subsidiestariff
rate quotassuppl contiols, price suppar, marketing of
imported gods,etc) ar available to the STE.

» Ownesship: Govemment,producer goup,or otherwise;
» Products egulated

Expott-oriented STEs can suért WTO limits on eport sub
sidies though pice pooling andxxessiely disciminatory
pricing. An STE tha engages in prce pooling typicaly pays
produces a pecentae (perhas 80 perent) of the epected
final price on delery. The inal price paid to poduces is a
blended pice based on neererue from all sales in domes
tic and intenaional makets. Pice pooling can makit easi
er for an STE to erage in pice discimination, chaiging
high piices in domestic mkets vhile subsidizing eports.

STEs also h& the adantaye of lowver costs in thedrm of
govemment-baked cedit and lessisk. Dgpending on the
extent of its monopgl on puchasing an &port STE has an
assued suppy of raw product. Een if it is not a e
monopsoy, the availability of low cost-cedit ma give it an
advantaye oser other puchases. It can mak forward sales
at set pices without verrying éout suppf availability at
time of delvery. It thus fices a lover credit lisk than pivate
organizdions. It also hasrgaer freedom to mad export
sales commitments and has anadage in radting long
term agreements with impaing counties.

Import STEs infuence domestic pduction and pcing as
well as impots. Some impdrSTES age the sole impaders of
cettain pioducts; othes influence impats though contact
ing arangements or licensingsome estaish makups br
commodities impded undefTRQs,contol processing and
distribution of impoted gpods,and conduct quality and
sakty inspections. Impting STEs can use their per to
block imports ezen when a malet &ists in the couny,
raise the pce of impoted poducts ly limiting distribution
(kegping impoted poducts out of céain makets) or dis
criminate among supplisrfor political rasons. If a countr
allows an STEs opations to povide impot protection &
levels dove the bound téif rate, it can be consided to be
in violation of its GATT commitments.

3Ackeman,Karen, Praveen Dixit and Mak Simone “State Trading
Entemprises:Their Role inWorld Markets, Agricultural Outlook June
1997/A0-241,Economic Reseah Sevice, United Stées Deaitment of
Agriculture.
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It is by no means the case thal STEs ag violaing WTO
rules in these ays. The poblem is tha without gpod infor-
mation on pices paid ér impoits, makups br sales in
domestic mdeets,and aerage pioducer pices compagd to
average export prices,it is impossilte to judge whether the
rules ae being cicumwented

Do the CEEs Enga ge in State Trading?

According to the bove defnition of stae trading the two
criteria on which to assess theistence of st trading ae:

1) The oganizdion has a speciaight or pivilege.

2) In the eercise of theseights,the oganizdion influences
the level or direction of tade though its tading actiities.

Thete is hadly ary question thaduiing the Commnist
period all the CEEs eraged in st#e trading Virtually all
foreign tade vas caried out ly stae-owvned breign tade
organizdions (FTO), which genenlly had a monopglover
trade in gven commodities. Impts and &ports were con
trolled by the cental ggovemment though etensie use of
non-taiff bariers tha were often non-@nspaent.

After 1989,the monopo} staus of the FDs was dolished
as were most quantitive restictions on tade All firms,
private and stie were gven the ight to engge in foreign
trade and pivate companies o conduct an in&asing
shae of impots and &ports. Mary of the old FDs still
exist, but most no longr hare a monopgl and maw are in
various stges of pivatization.

While none of the CEEayemments contl foreign tiade to
the etent the did bebre 1989 stae trading ly the dove
definition does gist in most of the CEEs. In some cases the
old FTOs and other sta-avned entgorises etain nuch of
their former influence even though the are no longr
monopolies. Often these s#aenteprises eceve bendits
from the stte tha are not @ailable to other irms. In other
cases CEE@/emments hee creded egulaory agencies
responsite for administeing the gvemment intevention
programs.These gencies in most cases meet W&O cii-
teria for stde trading and hee been notiéd (identifed to
theWTO) as stie trading entgorises.While thee is no &i-
dence thathey have been used to cumwentWTO commit
mentsthese gencies hee signifcantly affected domestic

and intenational trade in the CEEs and could be used in this

way. The poblem is thainadequ#e dda and méket infor-
mation male it difficult to detemine the full impact of these
stae trading actiities on impots and &ports.

The Regulator y Ag encies Notified to WTO

By the two ciriteria, the \arious stée intervention @encies
tha have been eshlished in Pland the C2dc Repubic,
Slovakia,and Slaenia since the elgr1990s qualify as
STEs.These gencies intude theAgricultural Market
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Ageng/ (AMA) in Poland the Stée Funds ér Market
Reyuldion in the Cedh and Sleak Repubics, and the
Ageng for Commodity Resees in Sleenia (tdle 4).
These vere ceaed in esponse to the dstic detine in pro-
ducer income thteoccured immedigely following the
beginning of the tansition.Their pincipal wle is to estx
lish and suppdaminimum piices br key commodities and
stabilize piices of other commodities thugh intevention
purchasing However, to suppor minimum piices and eoid
buildup of excessve stoks, they are also irolved in subsi
dized ports. They are also esponsike for allocdion of
domestic quotas to comnuéal firms for intewention pur
chases andxport subsidies.

These gencies a involved in both impads and &ports,
except for Slorenias Ageng for Commodity Resees,
which only deals with impas. All are govemment evned
Through their actiities they can infuence all ur maket
actvities identifed inAckeman et al. (impds and gpotts,
domestic maeeting procurement,and pocessing). But the
do not hae 100 pecent contol over ary of these actities.
The instuments used arguaanteed minimm pices,inter-
vention puchasing and e&port subsidies.

These gencies do not ergge directly in foreign tiade tut
contract with commagial trading companies to undake

imports or ports on their behalfNone of them can be said

to have an &solute monopgl on foreign tiade and none of
them engge in piice pooling But thiough their intevention
purchasing they are heaily involved in domestic mrcure-
ment.The PlishAMA is also involved in ppcessingAll

Table 4--CEE State Trading Agencies as Notified to WTO

these gencies g their \ery naure enjy privileges not
granted to other &ding entities and to thaxtent conbrm
to the deihition of stde trading The pivileges ae for the
most par in the brm of direct ggvemment funding anday-
emment baked cedit. Because of these specialjeges,
the govemments of Bland Slovakia,and the Ced
Repulic have notifed theWTO of the a&istence of st&
trading in their counties.

Hungary maintains it has no satrading Decisions on
agricultural maket supparare made and implementeg b
theAgricultural Maiket Reime, which is an inter
Ministerial committee with epresenttives flom the
Agricultural, Foreign Trade and Fnance Ministres. This
committee maks decision on \els of ppducer suppdrand
subsidizd ports. The actual opetions ae caried out ly
commecial companies selected tugh tendes. The
Hungarians maintain thathis ofice is not a ste trading
enteprise because it is adgemment committee thaloes
not engge in commexial actvities.

Poland’'s AMA was frst estalished in 1991. Its pmary
function d tha time was to sthilize commodity masets
through intevention puchasing—Ilolying up stoks when
prices vere falling and eleasing them b&oonto the maset
when supplies @re tight. Its ole expanded in 1992 hen it
was dven authaity to set guaainteed minimam piices br
whed, rye, and daiy products,which it suppoted thiough
intervention puchasing Since 1992 itsale has gpanded

still further, and it is nav involved in the margement of the

Country STE Owner ship Commaodities Policy instruments
Poland Agricultural Market Agency  |Government Wheat 0 Sets minimum prices
Rye 0 Conducts intervention purchasing
Dairy products 0 Provides credit guarantees to authorized
Pork warehouse purchasing wheat at minimum price
Sugar 0 Provides 45 percent advance payment to
Wool producers who keep their wheat in storage
0 Authorizes subsidized exports
0 Buys and sells for strategic reserve
Czech Republic State Fund for Market Government Food wheat 0 Establishes minimum prices
Regulation Butter 0 Authorizes intervention purchasing on its
Skim milk powder behalf through tenders
Cheese o Administers export subsidies
Malt
Slovakia State Fund for Market Government Food wheat 0 Establishes minimum prices
Regulation Live cattle, Beef, 0 Authorizes intervention purchasing on its
Pork, Dairy products, behalf through tenders
Poultry and eggs, Sugar |0 Administers export subsidies
Potatoes, Starch
Slovenia Agency for Commodity Government Wheat 0 Establishes minimum price
Reserves Sugar 0 Conducts intervention purchasing
0 Authorizes import of duty free quota for wheat
0 Subsidizes sales to flour mills
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strategic reseve and in poviding preferential cedit to gain
produces and varehouses.

Currently, the AMA intervenes in gain makets in the 6l-
lowing ways:

« Direct intewention puchasing using funds pvided by
the stée tudget. This accountedadr 31 pecent of all
intervention puchases in 1995/96.

* Procurement though a netwrk of authorzed warehous
es.The warehouse grees to pwhase vhed at the inter
vention pice and in etum AMA provides guaantees dr
preferential cedit to the varehousesAfter 3 months,
petiod theAMA will pur chase the in & the inteven
tion price plus stoage, interest and handlingrhis
accounteddr 51 pecent of all intevention puchases in
1995/96.

» Advance pgment to selected pduces. Wheda produces
who ae willing to stoe & least 100 kilgrams of vihed
can eceve an adance pgment of 45 pearent of the
intervention pice. The poducer is obged to leae the
grain in stoege for 3 monthsAt the end of thiapeiiod,
the poducer can eitheepay the adance plus intest in
cash,or forfeit 45 pecent of the gain to theAgeng/ and
take ba& the emaining 55 p&ent,which can either be
used ond&m or sold on the open maat. This accounted
for 18 pecent of all intevention puchases in 1995/96.

TheAMA also sets and adminiseminimum piices br
dairy products and caies out intevention puchasing of
pork and sugr. It also peiodically engages in the impdr
and eport of these commodities; some of theerts have
been subsidied It does not dictly engage in trade but
contracts with commaeial companies to car out the tans
actions on its behalfn the edy yeass of its &istencethe
AMA had a substantial shain the breign tade of ceain
commodities. In&cent yars its shag in foreign tade has
been lover, but it still has the authdy to cary out foreign
trade diectly.

The AMA also maintains the sitegic reseves and péodi-
cally buys into or sells fsrm thd reseve. Not onl is the
size of the eseve kept secet, but theAMA also does not
divulge the sie of puchases or salesdm the eseve.

The Czd and Slovak Stae Funds ér Market Regyulation
(SFMR) were creaed on similar objectes as th&MA—to
stabilize piices and maintain pducer incomeBoth opeate
on similar pmciples.They regulae the maket for key com
modities though intevention puchasing or subsided
exports. Neither engges diectly in either domestic pahas
ing or foreign tiade but contact with commaerial compa
nies to act on its behalfhese companieseaselected
through tendes. Impot licenseswith the exception of
imports undefTRQs,are ganted autontially. However,
the Funds hae resticted eport licenses (paiculary for
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whea) in the inteest of leging suficient supplies within
the county. Licensesdr impots undefTRQs ae issued
the Czd customs authdy on a frst-come first-seved
basis.The Impot Licensing Dvision of the Slgak Ministry
of Econony on behalf of the Minisyr of Agriculture allo
caes impots under thdRQs.

The main diference betwen the tw countres is the om-
ber of commoditiesaegulated and the)dent of intevention.
The Czd Repubic only regulaes bod whed and daiy
products:whea through intevention puchasing and dayr
products though subsidied exports. Slovakia intewenes in
a bioader ange of poducts,including gain, live cdtle and
beef pork, dairy products,poultry and ggs, suar, potaoes,
and staeh.

Slovenia. The SlawenianAgeng/ for Commodity Resees
is a paticulary interesting casesince it @peas to hae a
far moe pewasie influence on tde of vhed and sugr
than ay of the @encies desdred &ove. The geng is the
only authoized puchaser of vaed, which it buys d a ety
high mininum piice set ly the govemment. It also con#cts
with commecial firms for the impot of a duty fee quota of
whed. TheAgeng then sells the thed to the four mills &
a pice tha is between the high intexal ptice and the impar
price. Other frms ae free to impot, but must pg the pub
lished taiff rate. Intervention in the sugr maket is quite
similar, except tha purchasing is cared out ly a commer
cial compag tha has a monopglon the Sleenian maket.

State Trading in Romania and Bulgria. Stae trading
takes a diferent form in Romania and Buégia. Neither has
an ageng/ analgous to theAMA in Poland and both gv-
emments hee notiied theWTO thd they have no stée
trading enteprises. Havever, the puchasing anddreign
trade of lmlk commodities in both courds contiies to be
heavily dominded ty stae-ovned companiesnd the gv-
emments hee played a majorale in manipuléing domestic
prices and leels of oreign tade But these actities hare
not geneeted nuch concen among gpotting countres
because their pnary impact has been testict exports
rather than to undeut export makets or impose hiten
import bariers. Moreover, both counties ae in a stée of
acceleated transition.They are under pessue from intena
tional lending institutions to speed up thévgiization
processallow greaer competitionand to allev the non-
viable stde enteprises to be shut dm.

In Romaniathe former Romcegal had a viual monopson
on the pocurement of vhed. Almost all maketed vhed
was puchased B Romceeal d prices thawere baely half
the world level. Romceeal did not engge directly in for-
eign tiade but contolled most stage and the suppland
prices dhamged to potentialxporters. In line 1995,
Romceeal was dismantledPart of it was eorganized as the
National Ageng for Agricultural Pioducts (ANR); the
remainder \as split into seeral commecial companies,
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called Comcezal. These companiesaerventualy to be pi-
vatized, but & the moment most amajoity stae-avned
Furthemore, the functions oANPA are rather boadly
defined to indude puchasing storage, and eseve mange-
ment. In the gar since theeomganizaion, virtually all the
Comceeal companiesamain majaity stae avned and
there does not@pear to hee been apincrease in competi
tion among puthases of whed.

More serously, all the gain silos & Romanias lagest pot
of Constanta & owvned ly a majoity stae ovned compay
Agroexport. The diector of this companhas consideble
power to contol the fow of exports out of the couryr thus
affecting the domestic mieat piice.

This situaion could h&e led to lev-priced eports tha
undecut the vorld maket, especialy in 1995/96 when
Romania had a ked sumplus of dose to 2 million tons. But
because of gremment policies intended to maintaintdéa
supplies of lav-priced bead combined with bottlends in
the local infastucture, the Romanians &re unale to tale
advantaye of their suplus. The cgacity of the pdrof
Constanta &s too lav, and tanspotation was inadequa to
move the gain to the pdr In 1996/97 thex was no
exportable suplus,the esult of a dastic detine in aea
planted and aeqy haish winter

There is no singlegenc in Bulgaria tha can dealy be
identified as a sta trader But much of the puchasing pro-
cessingand breign tiade paticularly of grains,contirues to
be caried out ly companies thaare still majoity stae-
owned These companiegceve benets from the stte tha
are not @ailable to pivate companies.df example after the
1997 havest,the Agricultural Minister made ailable ebout
260 billion leva (US$146 million) ér low interest loans to a
select goup of mills to enble them to pwhase the 1.1 mil
lion tons of vhea tha officials estiméed was necesswifor
the naion’s food supp}. Ministry of Agriculture oficials
have staed tha both stée and pivate mills could aply for
this cedit. Havever, it has hapened thiaall the cedit was
granted to ent@rises in vhich stde avnership was wer 50
percent.These intuded 27 st mills. The lagest,Zameni
Chrani, obtained the highest prirasing quota343,000 tons,
which males it nedly a monopa} on the gain maket.
Bulgaria has notied theWTO tha it has no st trading
enteprises,but these sta mills, paticulaly Zameni Chani,
appear to enjp some of the beniés of stde trades.

But both counies ae on the kink of major hanges.
Romania elected itsrét non-Commnist govemment last
year and the Bulgrian elections held last spg brought an
opposition victoy. Both govemments a& nav committed to
speeding up the miagt reform processmoving much more
rapidly to piivatize ailing stée-ovned frms and to gt the
govemment out of the siness of contlling domestic
prices.The Romanians a pledgd to pivatize all the
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Comceeal companiesand the Bulgrians intend to split up
Zameni Chani and pivatize the ner companies.

Issues f or the Ne xt Round

The key question ér the na&t round of tade ngotiations is
not so nuch the &istence of st& trading in Centl and
Easten Euiope but whether st trading is usedypthese
govemments to ctumwent the commitments made to the
WTO on impot taiiffs and &port subsidies. On the sade it
would gpear thathese st trading institutions a not used
in this way. While high,tariffs imposed f the CEEs do not
exceed the boundyels.As for export subsidiespnly
Hungary has &ceeded its commitmerdnd this cannot be
said to be due to statrading Calculdions ty OECD indicée
that aggregate Poducer Subsi Equivalents (PSEs) thugh

out the CEEs arquite lav relaive toWesten Euope?

Yet, there ae a umber of easons Wy this will be an issue
for the net round For one thingthe defition of stae trad
ing is \egue allowing some gvemments to notify th&/TO
tha they have no stée trading when in fict they do hare
institutions thameet those deria. Another major posblem
is tha these institutions in marcases déct levels of
imports and gports in ways thd are not easyt measued
Pubished taiff rates and PSE calculans based on e
gaps do not tell the hole stoy.

The defnition pr oblem. Hungary, Romaniaand Bulgiria
have all notifed theWTO tha they do not hae stade trading
enteprises.The Hungiians maintain thathe Maket
Regime Ofice is a gvemment gengy of representtives
from thiee diferent Ministies and is not an enteise But it
performs the same functions as the SFMR inv&kia and
the Czct Repulic. At the same time the Huagan
Holstein Beedes Associdion has beenrgnted the xclusive
right to impot bull semen and therae caiges thait regu-
lates the ow of impoits by chaiging a higher pce for
imported poduct than dr domestic But the Hungrians
armgue thathis cant be a stte trader because it is not atsta
owned oganizdion. The Romanians and Bugans main
tain thd enteprises sub as Zaneni Chani orAgroexport
are commetial companies thanjoy exactly the sameights
as ay other commagial compag. Yet these ar stdae-ovned
companies thareceve special pwileges (sub as lav inter
est cedit) which ae not equall available to all.

Impact on trade lesels. The intevention @encies in the
CEEs hae considable influence @er the domestic mket
for key commoditiespatticulary grains.These STEs do not

4The poducer subsiglequialent,or PSE s an agregate measte of the
value of all tansers to poduces of a gven commoditylt has been
defined by ERS as'the level of subsig tha would be necessato com
pensége produces (in tems of income) dr the emoval of govemment po-
grams afecting tha commaodity” (Government Intevention inAgriculture,
MeasuementEvaluation, and Implicdions br Trade Negotiations FAER-
229,U.S. Dept. Agr., Econ. Res. Ser, 1987).
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have a monopgl on either domestic oofeign tade of the
commodities the regulate. However, the funds wailable to
them though the st@ tudget and other special ipileges
they receve gves them a sigrifant adantaje over piivate
trades. This maket paver gves them the potential to vio
late the pinciples of WTO, but it is not ¢ear tha they have
done soThe main poblem is a lak of transpagngy in their
opegtions tha males it dificult to assess thent to
which this mg have hgppened

One poblem is a lak of reliable daa. Oficial Slovenian
taiff rates,for example are right & the bound leels, but it
is dear tha theAgeng/ for Commodity Resees has con
sidemble paver to egulae impots. But the pce dda need
ed to calculte the tue taiff equivalent of its actiities ae
not available, and Sleenian economists complain ththe
actwities of theAgeng are not & all transpaent. Likewise,
chamges thathe Hun@ran Holstein Beedes Associdion
engages in pice discimination ae onl heasay. The daa
needed to suppbor refute sub chaiges ae not aailable.

According to OECD calcutions of PSEsthe impact of the
Czech and Sleak Funds on Wwed prices has been minimal
(PSEs & nayative), even though thealume of vhea exports
subsidized ly the Funds has been substantial in soazsy
(table 5). The Fundsinfluence on dayr makets is nuch moe
evident,however. In most yass, for exkample the Slavak Fund
has accounteaf two-thirds or moe of tha county’s exports
of cheeseskim milk pavder, and tutter, and PSEs calcuied
by OECD pr these commoditiesarelatively high (39 per
cent br the Cech Repubic, 49 pecent in Slwakia).

In genenl, the SFMRs hee a considable role in detemin-
ing the quantities thare impoted or &ported They have
been the gencies theimposed gport bans (especiallof
grains) when thee were shotfalls. Hovever, export bans,
while they distott the domestic méet, are not of nuch con
cem to major &porting naions, since if aything they cre-
ate moe oppotunities br export. The gencies’influence
on impot levels is less dact,sinceWTO prohibits quanti
tative restictions on impats. But their egulaion of the
domestic maeet does déct the lgel of impots.

Table 5--Subsidized Exports of State-traded Commaodities:
The Czech Republic, Poland and the Slovak Republic, 1995

Country/Commodity Czech Republic Poland Slovak Republic
1,000 tons
Beef 22.8 0.7 0.2
Cereds 1,274.4 0.0 0.0
Malt 205.4 0.0 94.3
Milk powder 70.3 0.0 7.1
Other dairy products 80.1 0.0 6.5
Pork 17 0.0 0.0
Poultry and eggs 12.8 0.0 0.1
Starch 3.4 0.0 0.0
Sugar, sugar confectionery 95.8 0.0 0.2

Source: Countries' notifications to the World Trade Organization
Committee on Agriculture.
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The RPlishAMA engages in breign tade to a lessextent
than the SFMRs. Huever, it is authoized to engge in for-
eign tmade and will gport stodks thd cannot be sold on the
domestic mdeet, often d a loss. But it is notlear whether
these gports ae induded in Plands oficial reports of
export subsidies. & example eaty in 1997 theAMA pur-
chased 109,000 tons of oiOf tha, 69,000 tons wre
released onto the domestic Iketrlaer in the war and an
undisdosed amount as &ported primarily to the rmer
Soviet Union. TheAMA did not export directly, but con
tracted with a amber of frms to act on its behaln offi-
cial of theAMA said tha most of this pdc was &ported d
a loss but maintained thathis did not constitute arxport
subsig because no gaent vas made to thexporting
companies. It is difcult to detemine the &tent to vhich
theseAMA pork exports were subsidied The wolume of
AMA expotts is knavn, but it is moe difficult to detemine
the pices & which the pok was eported

The full impact of thlAMA on Polands domestic and inter
naional trade is futher obscued ty the fact tha theAMA

is responsite for both intevention puchasing and tying
and selling ér the stategic reseve. This dual esponsibility
credes considable potential ér confict of interest. These
are two separate functionsand both actities can dfect the
mairket, but the tansactions on behalf of theatagic

reseve ae a stée secet.

Finally, the fact tha levels of maket pice supparcalculaed
by OECD ae geneally low can be misleadingdECD calcu
lates maket piice supparbased on theap between domes
tic prices and a wid reference pice. One olious poblem
is the doice of a eference pice. But learing thd issue
aside there is a moe fundamental pblem with this method
In a tansition economthere ae two basic &ctors thd con
tribute to a pice gp. One is the asté intewention meas@s
taken by govemments—pice suppais, export subsidiestar-
iffs, etc But anotherdctor is thamost of the counies still
suffer from seious bottleneks in the pocessing and dish-
ution sectarand the dect of these bottlenks is to deress
producer pices.Without ary overt govemment suppar
these institutionaligidities would result in pices well belov
the world level. Thus it can eagilbe the case th#éhe impact
of very high osert govemment suppdrcan be hiden in a
calculaion of maket piice supparbased on a fme gp.

The infuence of the STEs couldame as pvate makets
become better deloped although aguably, their very
existence is slwing dowvn the deelopment of those mar
kets. But ultiméely, the life of these gencies in their cur
rent form is constained ly these counies’impending
accession to the Eopean UnionWith EU membeship,
these gencies will not belale to opeate in the vay they
now do, but will likely become puwthasing gents br the
European Commission.
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