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The WTO July 10" Agricultural Modalities Proposals and their
Impact on Domestic Support in the EU and the US

David Blandford and Tim Joslifig

The purpose of this study is to assess the exdemhich the disciplines proposed in the
July 10 Agricultural Modalities draft (WTO, 2008) the WTO Doha Development
Agenda negotiations would impose real constraintthe trade distorting subsidies paid
by the EU and the US. The intention is to imprdwe availability and quality of
information about the implications of an agreentmaged on the draft modalities.

The paper begins with a detailed interpretatiothefDraft Modalities for the
components of domestic support in the EU and theTh8 second section recalls the
development of domestic notifications by the US #redEU to date, relative to current
bindings; the likely development of those notifioats over the next six years; and the
compatibility of these projected notifications wighoposed new bindings in the Doha
Round. The third section of the paper discussesxtent to which the level of world
prices impacts the relationship between WTO digugsl and domestic policies, and asks
the question “how much would world prices haveaibfrom their current high levels in
order to pose compatibility problems for the EU amel US in terms of their WTO
obligations?” A fourth section looks at what chasmgefarm policy, in the ways in which
policy instruments are notified, or in the operataf the instruments themselves might
be made to bring the US and the EU into confornfitprief concluding section is
offered to sum up the significance of the results.

Section 1: Draft Modalities for Agriculture

The WTO Doha negotiations on agriculture are prethi@n the notion that the
constraints introduced in the Uruguay Round on dstimagricultural policy and on trade
policy in agricultural products, though useful etselves, need to be strengthened if
the trade system for these goods is to becomeriedigonsive to the needs of the global
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marketplace. One aspect of this is the developwiciotrther disciplines on domestic
support, in particular to encourage countries to@no less trade-disruptive instruments.
Negotiations have made substantial progress irtifgigrg improvements in the way in
which domestic support must be constrained ifriédkens to distort trade. Among the
changes has been the introduction of a measubedbverall trade distorting support”
(OTDS) to complement the Aggregate Measure of Sugpd1S) that had been defined
and constrained in the Uruguay Rodrid.addition, the AMS itself would be
complemented by product specific AMS limits. Thaébox, currently encompassing
policies that are linked to supply control, woukl éxpanded to embrace payments made
on a fixed area and yield (or the equivalent feeditock) but that do not require supply
control. Total blue box payments would also bet@aifor the first time, and product-
specific blue box caps would be introduced. The amofde minimis support that is
excluded from notified support in the URAA would tegluced, and certain provisions in
the green box would be modified.

These new provisions may or may not have a markedt®n the conduct of domestic
farm policy in the US and the EU. If the level at@al payments is below the new caps,
the effect is to reduce the flexibility of policgther than to force changer se. That
depends on the development of policy in relatiothtonew constraints and to changes in
world market conditions. To assess whether thexdilely to be “real” impacts on farm
policy in the EU and the US is the primary motiwatfor this paper.

The Chairman of the negotiating committee for agtize (Crawford Falconer) has
issued periodic assessments of where a futureragreamay lie, including the depth of
cuts and the changes in the rules regarding docrsgbiport (the “modalities” of an
agreement). The latest draft “modalities” assess$mvan issued on July 10, 2008, for the
continuation of intensive negotiations ahead ofeetimg of several trade ministers on
July 21. The hope is that agreement on the agui@lltnodalities can be reached in time
for the Doha Round to be concluded by the end 6820

This section of the paper briefly summarizes tlseigiines on domestic support included
in the Chairman’s Draft of July 10. Unlike the msii@troduced in the Uruguay Round
Agreement on Agriculture, some of the disciplines @pplied on a country-specific
basis. This is manifest in two ways. Required réidus in the elements of domestic
support are differentiated by “tiers” related te #xisting URAA bound levels (in the
case of the AMS) or new base period levels (inctse of the OTDS). As countries fall
into specific categories on the basis of these oreasthe reductions differ by country.
Indeed the tiers were chosen specifically to inelpdrticular countries without the need
to name them, a sensitive issue in a multilatezgbtiation. However, the initial values
and the reductions in the case of the disciplimeproduct specific AMS and blue box

2 The base period OTDS is defined as the sum dfit bound” total AMS from the Uruguay Round
agreement, ten percent of the value of producticheé 1995-2000 base period (to match the current
product-specific and non product-specdi&eminimis amounts that are excluded from the total AMS), and
the higher of the blue box support in the baseopleor five percent of the base period value of potidn.



support do indeed cross that line, with the US rhimd’aragraphs 23 and 42 for
separate if parallel treatment. Moreover, in theeaaf the blue box limits, the latest Draft
Modalities actually include an Annex specificallgwbted to the US situation.

Reflecting this differing treatment, the main dpities suggested in the Draft Modalities
are shown in Tables 1la and 1b, for the US and theeBpectively.

The Falconer proposals would place a limit on oVvénade-distorting support (OTDS)

for the US and EUThe proposed reduction from the Base Level OTDSglsdr for the

EU than for the US. For the US the base period OWd&ld comprise the final bound
Total AMS from the URAA, ten percent of the 19953R0value of agricultural
production (the currerde minimis allowances), and an additional five percent of the
value of production to accommodate future blue payments (expected to be the price-
based counter-cyclical payments introduced in 8@2Farm Act) The only difference
for the EU is that the Base OTDS would include akcaverage blue box payments in the
base period, as they exceeded 5 percent of the @élagricultural production in that
period.

The OTDS limit would be subject to a reduction pfta 73 percent over the
implementation period of the agreement for the Wi an initial reduction of one third.
The EU OTDS would also be reduced initially by omed and by up to 85 percent over
the implementation period. There would also bedaicgon of 60 percent in the bound
Total AMS over the implementation period for the &¥&l 70 percent for the EU. In both
cases there would be an initial reduction of 2% @et. Product-specific limits would also
be imposed on the AMS for the first time, bindihgde at base period levels. Reductions
in thede minimis percentages (both product-specific and non presjpetific) would be

up to 60 percent from current allowances (i.e.uoced to a maximum percentage of 2.5
percent of the relevant production value). The lboe would have limits imposed for

the first time, based on 2.5 percent of the valugroduction in the base period. In
addition, there would be a limit on product-speciflue box support at the level in the
base period for the EU and on the basis of a catioul linked to maximum payments
under the 2002 Farm Act for the UShe cotton AMS would be reduced by a higher
percentage (82 percent in the US and 84 perceahei&U) than for all commodities, and
the cuts would take place more quickly. The impgiaas of these changes for the US are
shown in Table 2a and for the EU in Table 2b.

As indicated by Table 2a the US Base OTDS, fronctvineductions would be measured,
would be $48.2 billion. The Final Bound OTDS woblel $16.4 billion with a cut of 66
percent and $13.0 billion with the 73 percent reéidnc The Total AMS limit would fall

® These are currently notified as non product-spesifpport by the United States.

* The calculation is described in paragraph 42 efdtaft modalities. The blue box limit for each
commodity would be based on either 110 or 120 perakthe amount obtained by applying the share of
the legislated maximum expenditure for each comtyddi2.5 percent of the total value of production
during the 1995-2000 based period.



from $19.1 billion to $7.6 billion. The US would¥®aa maximum blue box entitlement
of roughly $4.9 billion. There would be a base eatdi $800 million dollars for the AMS
for cotton.

The quantitative implications for the EU of thesegmsals are summarized in Table 2b.
The Base OTDS, from which reductions would be messwould be 110.3 billion
euro. Thus the Final Bound OTDS would be 16.5dmnlleuro with an 85 percent cut and
27.6 billion euro if the cut were 75 percent. THd& limit would appear to be reduced
from the current level of 67.2 billion euro to 2®illion euro, but the precise number
will have to take into account the implicationsloé enlargement of the EU. The Final
Bound Total AMS for the EU-27 has not been agréetasonable assumption is that it
would be the sum of the Final Bound Total AMS foe EU-15 and those for the new
members. Most of the twelve new members that hained the EU since 1995 have
themselves notified support under the URARhe EU could simply add the AMS limits
for the new members to its existing limit of 67iRidn euro, increasing by 5.8 billion
euro the Final Bound Total AMS for the EU-27, ahi$ thew total would be subject to
the agreed cltHowever, the size of the cut could lead to someestion. If the pre-
membership status of the new members were condideterms of the draft modalities
they would fall in the lowest category of AMS coues, and thus only have to cut their
Final Bound Total AMS by 45 percent. An aggregatdthese amounts would give a
higher Final Bound Total AMS than reported in thble” This would imply a slightly
lower cut for the EU-27 than the full 70 percént.

It is significant that the limit for the OTDS atetlend of the transition period for the EU
under the 85 percent cut is less than the AMS lienfunction of the higher percentage
cut offsetting the higher base). This implies tiat Total AMS will have to be reduced
by even more than 70 percent in order to avoidatiog the OTDS limit. To stay within
the OTDS binding, the cut in the Final Bound T&8S would have to be 75 percent
for the EU. Moreover, if the full “available” AMSnaount were to be used, there would
in effect be no room for blue box add minimis payments by the end of the transition

® The ten new members that joined the EU in May 208re the Czech Republic, Estonia, Cyprus, Latvia,
Lithuania, Hungary, Malta, Poland, Slovenia andv8kia. Romania and Bulgaria joined in 2007. Of ¢hes
twelve new members, four countries (Estonia, LithaaMalta and Romania) have bound AMS ceilings at
zero (Butault and Bureau, 2006). Poland, Hungadythe Czech Republic have significant AMS ceilings.
Hungary is expected to be able to modify its own3\kkiling to account for inflation before that ambu

is added to the EU limit.

® The choice of exchange rate for countries whdfinations are not in Euros could affect the firiglfe.

" A similar qualification should be made in the cafthe Base OTDS, as the Final Bound Total AMS is
component of that base level. If the Base OTDSHerEU-27 were calculated from the aggregate of the
EU-15 and the Base OTDS for each of the twelve mambers, a slightly different figure would result.

® The agreement on a higher reduction on the preshetific AMS for cotton, which would result in atc
of 84 percent based on a general AMS cut of 70gmyevould marginally increase the average AMS cut.



period. Consequently, it is more likely that the AMself would be reduced even more
in order not to “crowd out” some of the programshase latter categories.

The Draft Modalities document is also specificaghe timeframe for the
implementation of the new restrictions. This praggbphase-in is shown in Table 3a for
the US and Table 3b for the EU.

For both the US and the EU, the OTDS limit wouldcheby over one half by the end of
the second year of the agreement, and by thredegsan year four, if the higher
reduction percentages are applied. The AMS limildoe cut in half by year three. The
reductions are only slightly less dramatic if tbevér reduction percentages are applied.
For the US, the base period AMS for cotton of $80llion would fall to $143 million by
the end of the second year (one third of the fisaryeriod for other products). The EU
base period AMS for cotton of 565 million euro wa@ll to 194 million euro by the
second year.

In addition to the constraints on total AMS andebhox support, the Revised Modalities
Draft also proposes restrictions on product-spe&iS and blue box amounts. These
constraints might well be binding in specific instas. The Revised Draft suggests caps
on product-specific AMS payments at the 1995-2@¥@ls. The methods used to
calculate these caps differ for the US and EU.

For the US, the proposed starting point for cakudpthe caps is the application of
product specific AMS averages for 1995-2004 tortbgfied total product-specific (PS)
average for 1995-2000 (paragraph 23). These areseapin full on the first day of the
implementation period, except for cases where ®&MS in the two most recent
notified years (2004-05) is higher (paragraph B#jhat case the limits are implemented
with reductions in three equal installments witl starting point being the lower of the
two-year average or 130 percent of the averagelleéée] as above. There are specific
gualifications for cases in which product-specidlS amounts abovde minimis levels
have been introduced since the base period (1998)2h that case, the 2004-05
average can be used as a base (paragraph 25ifiodf support for a commodity was
belowde minimis throughout the period 1995-2000, dreeminimis value for that period
can be used (paragraph 26). These rather compiaitioms are very significant for the
United States. Table 4a provides estimates of tbeéyet-specific AMS limits derived
from applying these rules. The first column indesatvhich of the relevant conditions
applies to each commodity.

Overall, the application of the rules specifiedia modalities preserves a considerable
amount of “policy space” by setting product-specAMS limits at historical levels for
virtually all important and minor US agriculturadrmmodities, even where the actual
notified support for some of these has been vellamthe past. As shown in the table,

° In deriving some of these estimates it was necgssaupplement the information given in WTO
notifications by other data, particularly on protioi values. The lack of data in a few cases regluihat
assumptions be employed. As a result the numbéralite 4a should be viewed as preliminary estimates



there is only one commodity for which support hasrbnotified by the US that would
not be eligible for AMS payments in the future. 3 product is avocados for which a
small amount of trade adjustment assistance paymwead notified in 2005 but does not
gualify as establishing an AMS base. Neverthel@ssdicated by the final column of
the table these limits could prove to be bindingedwling on market conditions. The
actual notified AMS in 2005 (the last year for winiotifications have been provided by
the US) was higher than the year 3 binding for s\aammodities (barley, chickpeas,
corn, cotton, dairy, dry peas, lentils, and sorghultso the total notified AMS for 2005,
while high by historical standards, was roughly2Dpercent lower than the notified
AMS during the commodity price slump of 1999-2001.

The situation in the case of cotton is particulambyeworthy. If the special conditions
applying to cotton in the modalities are implementbe cap applying to that commodity
would be substantially reduced. A base value thmtlevotherwise be roughly $1.5
billion is cut to $600 million in the first year tiie implementation period, and then to
the final bound value of just under $143 millionthg second year. That figure may be
compared to the actual notified AMS for cotton 603 of over $1.6 billion.

One interesting aspect of product-specific cajpias if the methodology specified in the
modalities is applied strictly, some commoditiesilddoe covered by more than one
AMS limit. One important case concerns subsidyténoin livestock and on cattle and
calves. The US has notified payments on both (felpgoduct categories in the past, so
there may be some flexibility in future notificatidlecisions® A second case concerns
support for “orchards and vineyards” and its relaship to support for individual
commodities, such as apples and grapes, whichdlagdeen notified separately.

The potential for this ambiguity arises becauseaniations in notifications from year to
year. It may have been difficult to apportion thiport provided to a category of
products (such as orchard and vineyard crops)diwigiual products in a particular year,
even though notifications had been provided fos¢hproducts in other years. However,
the fact that commodity definitions have not beppliad in a consistent manner in the
notifications (presumably this was not challenggatiher countries) and the US
tendency to change support programs over time appe&ave opened up the possibility
for the United States to create some additionali¢pspace” in the AMS caps.

Table 4b shows the implications of product-spedifiats on the AMS for the EU for 23
commodities where the base AMS was above 200 mi#igro (the full table showing all
the AMS limits is attached as an Annex). The rezgaent that the 1995-2000 base period
should not be exceeded clearly puts constrainfgotiny change. The table shows these
constraints relative to the 2003/04 notified levéiseight of the 23 products, the most

191t is not entirely apparent what payments weréuitied in the “livestock” category. Historical valoé
production data from the National Agricultural $#ts Service does not match exactly the value of
production data for the livestock category notifiedhe WTO, although data for cattle and calvesi¢tv
has also been notified — although with zero supyalttes) from the two sources are of a similar
magnitude.



recent notification exceeds the proposed base.elinekide skimmed milk powder and
butter, whose administered prices have been co¢ sirat notification, and tobacco,
bananas and cotton that have also undergone pefiesms since 2003/04. This leaves
apples and cucumbers, as well as dried fodd&eform of fresh fruit and vegetables
markets has not removed price supports thus fangin these are administered through
producer organizations. It is likely that paymetht®ugh these organizations will not be
fully reported as AMS, as they are intended forketdevelopment as well as for
income support. This would cut the AMS notificaton

The significance of product-specific AMS constraiirt the case of the EU is somewhat
diluted by the ease with which those constraintdccbe weakened by notification
changes. Though increases in administered prieesflactively restricted, the eligible
quantities may be reported in a different Wayariations in the level of “eligible
production” for both the products where the magkéte support is calculated and for
those where an equivalent measure of support & emadd well be used to avoid the
violation of AMS limits*®

Blue box limits at a product specific level areodligely to have some impact. The
proposed approach to derive these limits diffetsvben the US and the EU. The US
limits are based upon the maximum potential expgarel(“legislated maximum
payments”) on counter-cyclical payments (CCPs) utfue 2002 Farm Act. The draft
modalities include a year-by-year calculation &t amounts and the average for 2002-
07 (see Table 5df.The summary table in the WTO draft modalities pajmes not take
into account an additional restriction on blue lbokon payments; the numbers in Table
5a reflect that restriction.

The lower total of the blue box cap (using 110 petof the amount calculated from the
application of the proportional maximum CCPs to @8cent of the value of production)
would permit an expenditure on CCPs equivalenbtmhly 61 percent of legislated
maximum payments under the 2002 Farm Act. The hilymé (120 percent) would

M The dried fodder program is also undergoing charigat could reduce the AMS reported for this
commodity (see Josling and Swinbank, 2008).

12 Changes in fixed reference prices are not envisagthe URAA, and have not been a part of the Doha
Round discussions. If the EU wished to change theitaterally, this would presumably have to be
negotiated with affected suppliers. However, if teference prices were to stay well below actualdvo
prices for several years, there is a possibiliat the EU could argue for an updating so as nkeép
reporting subsidies where none exist.

13 The potential switching of payments between oygilag categories does not seem to be an issubdor t
EU. In almost all cases, notified commaodity catégoare mutually exclusive.

1% The calculations exclude some minor oilseeds (sisatanola and sunflower) that were also eligibte f
such payments. However, these only accounted tayhly 0.2 percent of the legislated maximum
payments for 2002-07. It is unclear whether thealpers in the draft modalities will be the ones tatld
be finally adopted, but if so it would appear t6&Ps provided for minor oilseeds would have to be
notified as non product-specific AMS, as in earfietifications.



allow 66 percent of the maximum payments unde20@® law to be made. The
maximum permitted expenditure under the blue boxld/be $4,835 million (see Table
2a). This implies that it would only be possibleus®e the full “allowance” provided by
the individual blue box caps under the lower bigdihl0 percent). If the binding were at
120 percent of the calculated amount, the abséhateon blue box spending would in
effect constrain individual blue box expenditures.

Product-specific limits in the case of the EU areuped by payment programs broadly
linked to individual products but with less preorsithan for AMS limits. Table 5b shows
the relationship between the blue box limit (therage of the 1995-2000 amounts) and
the notification for 2003/04. Blue box spending maseased significantly between the
base period and the latest notification, leadinthéimpression that the constraint will be
onerous. The average level of blue box paymentisarbase period was 20.9 billion euro,
and the 2003/04 notification identified 24.8 billieuro as paid under blue box programs.
But the effect of the 2003 reforms (the introductad the single farm payment system)
has been to remove much of the spending previala$gified as blue to the green box.

Though the total blue box spending may be decrgaasmpayments move to the green
box, the significance of the product-specific lisng that subsidies for individual
programs cannot be increased to make use of tlzek*s Moreover, for any payments
that are currently tied to fixed yield, areas apddhof livestock, the restriction implies
that there is no possibility of any re-basing tvatld violate the limits.

The draft modalities include a provision that aléo@ountries to shift allowable support
from AMS support (thus lowering the product-specAMS binding) to the blue box
(and hence increasing allowable blue box subsidig®) notion is that such a shift is in
the direction of reducing the most trade-distortiyyges of support: without this
provision, countries may not have the ability tatstvfrom AMS to blue box payments.

This is particularly important for the US, where thew definition of the blue box allows
for the notification of CCPs in that category. Tablanalyzes the feasibility for the US
of doing this in order to increase the product-dpebindings for each commodity to the
legislated maximum payments allowed under the Z&gn Act. The calculations show
that this type of box-shifting could allow paymetdse made up to the legislated
maxima for all commodities except cotton and whEat.those commodities the AMS
binding is too low to be able to achieve the dekiesult. However, it should be borne in
mind that the sum of the individual product binding below the total blue box cap only
with the 110 percent figure. That yields a tota$4f666 million in potential blue box
payments, compared to a total blue box cap of $4,88nsequently, there is only limited
scope for box-shifting for individual commoditiesile staying within the overall blue
box constraint.

Despite this, the switch from AMS to blue box paynsemight be possible in the US for
cotton. Suppose, for example, that the US coutstatk all its available blue box (under
the 110 percent condition) to cotton. If that weossible the blue box binding would rise
by 46 percent (from $336 million to $505 millioMhat would require a $338 million



reduction in the cotton AMS. However, if the redanthas to be applied to the final
cotton AMS of $143 million (Table 4a) this wouldtrime feasible. The maximum
increase possible in the blue box limit would begidy $72 million ($143 million/2). If,
on the other hand, the US chose to increase tleelay limit on wheat (the other
commodity for which it is not possible to achiete full increase to the legislated
maximum) a maximum of $231 million could be shiffenin the AMS to the blue box
cap. That would yield a cap of roughly $1,272 raillior roughly 90 percent of the
legislated maximum expenditure on CCPs.

For the EU, with a general move of subsidies framAMS to the blue box in the 1990s
and more recently a move from blue box to greengayments, the shift of subsidies
from AMS to the blue box is unlikely to be of amgportance. However, there could be
some individual products where such flexibility tbbe useful.

Section 2: Updated Notification of Domestic Support

To put into perspective the significance of the riksciplines on domestic support it is
necessary to update the current level of suppaifiewdto the WTO by the US and the
EU. Though the notifications themselves are notaidate (the latest US notification of
domestic support is for the 2005 calendar yearthatfor the EU covers the 2003/04
crop year) it is possible to use available officlata to derive reasonable estimates of
notifications for more recent years. Such “shado#fications” have been constructed as
part of a study by IFPRI that covers several coestiPreliminary US results are reported
in Blandford and Orden (2008) and results for theik Josling and Swinbank (2008).
The estimates reported in this paper contain sggmt updates for the earlier US
estimates for 2006 and minor updates for the EU.

US and EU naotifications indicate the changing bedalnetween the boxes. Figures 1a and
1b show the composition of the Domestic Suppoth@éUS and the EU since 1995,
including both the official notifications and aldte shadow notifications constructed by
the authors using available official data.

The first year of US notifications covered the hasar of the 1990 Farm Act. The US still
had deficiency payments with acreage idling pravisiand this is reflected in the blue
box component of the notification. Crop prices weslatively high and so the notified
total AMS andde minimis were both small. With the passage of the 1996 Fsrtn

direct income support payments were introduce@ptace the deficiency payments: the
direct payments were notified in the green box. A8#port remained low until crop
prices started to deteriorate in 1998. From tmag tuntil the passage of the 2002 Act,
production-linked “emergency” payments were auttedithat increased AMS support
and its share of total support. During the lifaled 2002 Act AMS support has generally
remained high and variable. More recently, stre@gitng commodity prices have led to a



significant estimated reduction in the total AMS 2006, for example) — a condition that
has continued into 2008.

The first notification of domestic support by the HEn 1995/96, coincided with the final
years of the implementation of the MacSharry refaffThe last EU notification of
domestic support covers the 2003/04 marketing yagure 1b shows the notifications
from 1995/6 to 2003/04 but includes also a “shadoaltulation of the three years
subsequent to the last official notification. TH#9%/96 notification encompasses the
changes in the instrumentation of the CAP that wleeecentral aspect of the MacSharry
reforms. Direct payments (area payments on ceagal®ilseeds, and headage payments
on beef and sheep) were placed in the blue boge shrey were associated with limits on
production. As a result, the original notificatiofrtom the 1995/96 marketing year
included a large AMS component (48 billion euro¥naaller but sizable blue box
element (21 billion euro) and a relatively modewbant of green box payments (19
billion euro)*’

The nature of the CAP reforms since 1995 is regl@ab the notifications to the WTO.
The change in policy shows up through a major shifbhe pattern of notifications for the
categories of domestic support. Support prices baea reduced for most of the major
products, to close somewhat the gap between Eldgand those in world markets.
Export subsidies have also been reduced, in partrasult of the WTO constraints.

The “new” CAP, starting with the 1992 MacSharryorefis, places heavy reliance on
direct payments to farmers based on past produpttterns and broadly unrelated to
current prices and output decisions. Thus the natgications from 1995/96 to 2003/04
show a marked reduction in price supports compeddat an increase in direct
payments. Current Total AMS payments fell from a&0 billion euro in 1995/96 to

30 billion euro in 2003/04, a 40 percent declinkieBbox payments rose over the period,
from 20 billion to 25 billion euro, and green boayments rose from 18 billion to 22
billion euro®

The mix of policies in the EU changed relativelyldi from 1995 to 2000, as reforms in
the cereal and oilseed sectors were being assauilBut budgetary pressures and the

15 Note also the significant increase in green bgpstt in the US, due primarily to a major expansion
expenditures on domestic food assistance programs.

16 Compensation payments were introduced progregsivehe marketing years 1993/94 — 1995/96.

71t is likely that, in the eight years between 11886-88 base and the first year of the URAA, trade-
distorting support (as measured by the AMS) fahdrroughly 80 billion to 50 billion euro. This wdse
in large part to the introduction of the MacShaeforms and the placing of these payments in the bl
box. Green box eligible policies probably rose nstlyeover the same period.

'8 Though this might appear to suggest that abousillion euro in less trade-distorting support has
replaced 20 billion euro of more trade-disruptieyments, it should be remembered that much of 8 A
is a calculation based on the difference betweeadaninistered price and a fixed reference pricea So
drop in calculated support may not be directlyaettd in either actual government payments or farm
income.
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prospect of ten new members from eastern and ¢é&ntrape led the EU to consider
further reforms. These were incorporated in theated Agenda 2000 reforms that were
agreed in 1999. These reforms had a noticeabledhgpaEU domestic support
notifications, maintaining and strengthening thection of the 1992 reforms.
Intervention prices were reduced by 29 percentéoeals (including a more substantial
cut for rice) and, from 2005, they were reduced byercent for butter and for skimmed
milk powder, reducing the gap between these “adstered” prices and the fixed
reference prices used in support calculatidrighe AMS fell from 48 billion euro in
1999/2000 to 28 billion euro in 2002/2003. Chanigabe beef regime also modified the
notifications somewhat: a slaughter premium amdessupplementary payments were
added to existing subsidies for suckler cows amdstiecial beef premium. These new
payments were notified as blue box as they wergddrto base levels of livestock
numbers. Blue box payments increased by 5 billimo®over the period.

Even more significant for the EU’s domestic suppartification are reforms enacted
since 2002/2003, notably the 2003 Fischler Refotheschanges in the regime for the
Mediterranean crops in 2004, the reform of the spgécy in 2005, and the reform of
the fresh and processed fruit and vegetable psliai2007. The introduction of the
Single Farm Payment, the key ingredient of the ZR8®rm further separates payments
from current production. The 2004/05 notificatidrdomestic support will include some
of these decoupled payments under the Fischlermsfahose that were made in 2004,
but the main impact will be on the notificationsrfr 2005/06 to 2009/2010, by which
time most of the policy changes should have begieimented.

The nature of the direct payments has also undergbanges, with the relaxation of
obligations to continue to produce specific produad a condition of eligibility. The
Agenda 2000 reforms consolidated payments for teeeal oilseeds, and the Single
Farm Payment system incorporates subsidies for atbst producers in the same
scheme. This again will be reflected in notificasomany blue box payments become
eligible for the green box as they are no longsgdd to production. The shadow
notifications used in this document reflect thigtsh

Figure 1a indicates that AMS support in the US lmamighly variable depending on
market prices. As discussed below, this could gosee significant challenges for the
US in meeting future commitments under a DDA AgreemFigure 1b indicates that the
level and composition of AMS support in the EU b varied over time, but much of
the variation has been due to systemic changeslicyp

The Uruguay Round Agreement included bindings enekiel of the most trade-
distorting domestic support, as included in theal 8MMS. The Current Total AMS was
not to exceed the Final Bound AMS level after ttamsition period. Figures 2a and 2b

9 The Agenda 2000 package also agreed a new dainyipm from 2005, to compensate dairy farmers for
scheduled reductions in butter and skim milk powdtarvention prices. In WTO (1999) the EU indichte
its intention to declare this as a blue box payment
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show the Current Total AMS and the Final Bound AfdBboth the US and the EU.
Support was comfortably within the bindings in bo#tses, although the pronounced
variability of notified support by the United Statis apparent. As discussed in Blandford
and Orden (2008) support would probably have exagdde binding if direct payments
(notified as green box) and counter-cyclical payta¢notified as non product-specific
AMS) had been included in the PS AMS. The possybihat this may required in the
future is raised in an ongoing WTO dispute-settiehoase brought by Brazil and others,
but the detailed impact of such a change is n&ss&sl in this paper.

Projected Notificationsin the Absence of a Doha Round

A projection of the notifications of domestic suppibat might be expected to prevail in
the absence of the DDA has been made using a shestedbased “domestic support
simulator” developed by the authors for a previprgject for the World Bank and used
in the IFPRI project referred to above. The progats reported here are based on
constructed assumptions with elements common tothetUS and the EU. The starting
point for the assumptions is the prices, yields atihér exogenous variables used in the
“shadow notifications” shown above. The “domestipport simulator” spreadsheets
have been used to generate the projected notdicator the period 2007-2014. Policies
in the US are those incorporated in the 2008 Facin@ssumed to be continued through
2014) and the assumption for the EU is that theyeldvbe no major policy shifts beyond
the Health Check (2008) proposals. These projestawa shown in Figures 3a and 3b, as
extensions of the historical series of officialihcations and the shadow notification
“updates” using actual data.

Under the 2008 Farm Act expenditures on domestid fssistance programs and
environmental programs are anticipated to increaseémates of these increases plus
other green box items, such as expenditures orrgeservices, are reflected in Figure
3a. On the basis of our assumptions US green bapostis projected to rise by over 25
percent — from $73 billion in 2006 to $93 billiog B014. On the other hand the current
Total AMS is projected to decline from an estima$@db billion in 2006 to $4.3 billion

in 2013. Our projections of prices and productionthe US are based primarily on those
published by the USDA. In the most recent USDA biasdto 2017) relatively high
commaodity prices are foreseen (although not as aggtihose actually observed in 2008).
As a result, price-related support falls.

The Farm Act introduces an optional crop revenabiktation program called ACRE.
The detailed rules for this program have still éogublished but it appears that this
program could trigger significant payments, everemwhrop prices are relatively high.
The possibility that such payments could be trigden the future, if enough producers
sign up, is not reflected in the projections inUfey3a but is fully discussed in the next
section of this paper.

Our projections for the EU suggest a continueddwiih the composition of support as a
result of ongoing changes in the CAP. Further dpliog will lead to a decline in blue
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box support and a corresponding increase in thengsex. Green box support increases
from an estimated 22 billion euro in 2004/5 to 4lidn euro in 2013/14. The Total AMS
stabilizes at around 24 billion euros, comparedrit@stimated 33 billion in 2004/5.

Projections with Doha Limits

Using the domestic support simulator a projectomade of the domestic support
notifications that might be expected assuming tiratmodalities in the July 10, 2008
draft are accepted in full and implemented overpiieod 2009 to 2014 (in effect from
the crop year 2009/2010 to the crop year 2013/20the major crop support programs,
and the calendar years 2010 to 2014 for other dig#s3i The assumption is made that
there will be no significant domestic policy chasgwer this period other than those
indicated above. Estimated notifications can therdmpared to the constraints (both
general and product-specific) that would be implhgdhe DDA. Any instances of
conflict between the projected notifications ane tlonstraints would presumably trigger
either policy change or modifications in the natfiions as allowed by the modalities.
Figures 4a and 4b show the proposed limits ancepteg values for the OTDS, the Total
AMS and the blue box for the US and EU, respedfivel

The US is projected to stay comfortably withintagal bindings for the duration of the
projection period. In addition to the relativelyghicrop prices projected by USDA an
important contributing factor to this result isteaage in dairy policy included in the
2008 Farm Act. Prior to that Act the U.S. dairy gogt program was defined with respect
to a support price for milk. That structure wadeeted in US notifications in that the per
unit market price support calculation was appletbtal milk production. The 2008 Act
redefines the support program with respect to sugpothree dairy products — butter,
cheddar cheese and non-fat dry miflkthose support prices are defined to be consistent
with the previous support price for milk ($9.90 pemndredweight). The effect of this
change is to allow the United States to notify neaiprice support for dairy on the basis
of the volume of the three dairy products conceyrnaither than the total volume of milk
production. We build this change in notificationsoi our projections beginning in 2008.
There remain some technical questions associatddww the calculation would be
made, but our estimate is that the change in metbgyg would reduce notified market
price support for dairy by roughly 65 percent. Hpplication of the revised approach
results in a projected notification of $1.9 billion2014, compared to $5.5 billion under
the previous method. If it were not for this chgnge project that the US would exceed
its Total AMS binding in 2014 by roughly $0.2 bili, rather than being $3.4 billion
below the binding.

20 Economists would argue that a price support pragia a subset of dairy products is likely to affée
prices of all dairy products, i.e., that the orajlp formulation of the notifications is still apmpriate in an
economic, if not a legal sense.
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As noted earlier, the estimated Current Total AMthe EU for the year 2013/14 is
23.3 billion euro. As Figure 4b shows, the reduadtS binding would imply a

significant restraint on EU policies in the finaar of the transition period if these
policies continue on their current course. Thusntioee restrictive AMS limit (85 percent
reduction) would appear to bind and impose furg@icy changes of a nature consistent
with developments since 2003. The year 2013/1Aasstart of a new budgetary cycle in
the EU, at which time the funding for the CAP cowlell be trimmed for fiscal reasons.

Although the overall bindings relative to aggregaipport would seem to suggest few
problems for the United States, there are issutsseime commodities (Figure 5). Our
projections suggest that the draft modalities waakllt in product-specific AMS and
blue box bindings being exceeded for cotton througthe implementation period of an
agreement, with an excess for peanut blue box patg{€CPs) and for AMS support
for sugar. As noted above the change in the daogram removes a potential problem
of exceeding the PS AMS binding for dairy. Thesailts indicate that there are likely to
be significant issues to be faced for a limited banof commodities, two of which
(cotton and sugar) have proved to be highly palilycsensitive in the United States.

The EU has somewhat less product-specific problamseeting AMS and blue box
constraints as a result of significant product-bgeuct reforms over the past fifteen
years. Cotton and sugar policies have both beemgeugsignificantly in recent years,
making the AMS constraint less intrusive. Prodscish as beef that are subject to
cyclical market conditions could be impacted byregsts that reduce the ability of the
EU to respond to market collapse.

Section 3: Sensitivity of Support Levels to Exogeno us Shocks

This section of the paper will explore the extenivhich the estimates given in the
previous section are dependent on world pricescibgeadly, the issue is whether the high
prices of the past eighteen months, which have Im@en built into the “official”

projected market outlook for the US and the EUeast to some extent, are the cause of
the outcome described in the previous sectiorttté lirect impact of the total bindings
on farm policies until the end of the transitiomipd. If the relatively benign results,

from the viewpoint of domestic producers, are rolshe face of significant price
declines, then the implication is that the agredrpeses a minimal threat to the incomes
of farmers in the US and the EU. If, by contrdst, US or the EU were to be effectively
constrained from reacting (using current policytimsients) to the impact of a major
price decline, then the message is different. Fosé that seek “real” reductions in the
level of domestic support this could be an agreeabtcome; for those concerned with
keeping income supports in place such a situationladvbe unwelcome.

As noted above, US support notifications can becédd dramatically by fluctations in
prices. Consequently, we calculate the changeide finat would have a significant
impact on the Current Total AMS and the blue bokdre appropriate) using the US
domestic support simulator. The chance that suicke phanges may occur in the next
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few years is not in itself calculated. The outcormescompared to the limits implied by
the current proposals.

First, we explore what reductions would be necegssaprojected market prices to
trigger support expenditures in excess of bound A& blue box levels for several key
commodities. Table 7 shows the average percengayetion in market prices for the
period 2009-2014 that would trigger notificationsexcess of the AMS and blue box
caps. The smallest price declines that would triggeess support are in the market for
wheat: a reduction of roughly 30 percent in therage market price during the
implementation period would trigger an excess dkrerblue box cap, and a 40 percent
fall would trigger an excess over the AMS cap. Tam and soybean price declines
would have to be somewhat higher: 40-42 percenepaductions would be needed to
trigger an excess over the blue box cap, and 4@ed&:nt price reductions would be
needed to violate the AMS cap. The figures in #ide suggest that price reductions are
most likely to trigger blue box cap excesses betioose for the AMS.

There is, however, a complicating factor that ningstaken into account in this
calculation. As indicated above, under the 2008nFAct producers will have the option
of enrolling in a revenue stabilization program @RE). If they do so, they will
experience a reduction in the amount of direct paysithat they receive (the payment
rate is unchanged but the percentage of base aenebich payments will be based will
be reduced from 85 percent to 83.3 percent). Thialso face a 30 percent reduction in
the loan rate. They will also lose their eligihilior CCPs. In exchange, they will be
eligible for revenue stabilization payments caltediaon a crop-specific basis.

It is difficult to estimate precisely the impacttbfs program: the rules governing the
program have yet to be written. A key unknown igvhmany producers will choose to
enroll and consequently which products and whapgntion of production will be
affected. It has been suggested that the progrdirhevmost attractive to corn/soybean
producers and that they are the most likely to leryot this is a function of market
expectations. Reduced eligibility for existing ctercyclical payments would ease the
pressure on blue box caps if prices fall by the am®indicated in Table 7, and on the
AMS components that are associated with price stugjo@an deficiency payments, for
example). But, since ACRE payments could be triggevhen market prices are
relatively high, this could put pressure on proegmcific AMS caps even at relatively
high price levels.

Analysis of the Implications of the ACRE program

To look more closely at the implications of pricevdlopments on the US AMS, we turn
to a more detailed calculation of the new ACRE paiog We examine the impact of
variations in prices for three key commodities:ng@oybeans and wheat. These
commodities are chosen because of their importiondd.S. notifications and because
they are likely to be most affected by the ACREgpamn. Price patterns for the
commodities were derived from three historical pésiwhen price volatility was evident
(1974-1980; 1980-1986 and 1995-2001). These patteene applied to the base data in
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the current projections to give a “scenario” simttathe three historical period5Each

of these periods (for convenience we refer to thsrthe 1970s, the 1980s and the 1990s
price patterns) was characterized by relativelynligmmodity prices in an initial year in
each of the markets — similar to the recent situmatAs is usual in projections based on
trends, there is very limited variability in thegas of commaodities in the official
baseline that we used for the projected notificetid’ able 8 summarizes the average
price variation (average absolute percentage yegear changes) for the three
commodities in the baseline and for the three gyadéern scenarios. The variability is
substantially higher in all cases than in the basgdrojections, and is more consistent
with historical variation observed since the beqgrof the 1960s (final column of the
table).

Though it is unclear how many farmers will signfapthe ACRE program, expectations
of market prices substantially in excess of loaag@eem likely to create an incentive for
many to do so. In our analysis we assume a 90 peEfsign up rate” (reflected in terms

of 90 percent of annual production for each ofehgible commodities}? The baseline
production numbers are not altered for the simaitesti it is difficult to relate variations in
national production to payments at the farm orestiaxtels, so no attempt was made to do
this. Our aim is to examine how price variationn@@ould affect U.S. notified support
under the new program. Actual payouts could bedrigih lower than estimated here as a
result of production variations.

A further issue to be considered in evaluatingitigact of the program is how it would
be notified to the WTO. The counter-cyclical paytgrogram introduced under the
2002 Farm Act was notified to the WTO under the pooduct-specific AMS. That
program makes payments to farmers when pricebd#dwv a target level. Payments are
linked to a fixed base area and do not vary witleni production; as noted earlier they
would be moved into the blue box under the ternthefdraft modalities for agriculture.
Payments under the ACRE program, in contrast,iaked to current yields for
individual crops at the level of individual farmsappears that the payments would not
qualify for the existing or expanded blue box, antlkely that they would qualify under
the non product-specific category, due to the pebdpecific linkage to current
production. They seem to qualify for notificatiom product-specific AMS. We make this
assumption in our analysis. This is likely to haignificant implications for the ability of

L percentage year-to-year changes in nominal avéte®efarm prices were computed from NASS/USDA
data. These percentages were then applied to sadif@prices used in the projections. Consequently
projected market prices in 2009 are computed abl81@A baseline price for 2008 multiplied by the
percentage change from 1974 to 1975 and so onghrmu2014. For the other scenarios the changes fro
1980 to 1981 and 1995 to 1996 provide the stasariges. Use of these averages avoids the intrazuofi
initial commodity price spikes, for example in 1974, in order to avoid the introduction of excessiv
variation in the simulations, but reflects peridalsvhich commodity prices are initially quite high.

22 Actual sign up is in terms of farms. The sharemiduction used here reflects an assumption thagrma
producers of the three crops will elect to eniglich an assumption was used by the Bush administiiat
its critical analysis of the program during the diebon the Farm Bill.
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the United States to meet future WTO commitmentieua Doha agreement,
particularly its commitments on product-specific &M

Figures 7-9 summarize the principal results of $ations of the draft modalities when
ACRE is included from 2009 onwards, using the pattd prices for the three price
periods. In the base simulation, without ACRE, nohthe three commodities was
projected to exceed its PS AMS limit. For the 18esa(total of years under each of the
three scenarios) the PS binding for corn was exaé@ times; the wheat binding was
exceeded 9 times; and the soybean binding was @eddeur times. Particularly sharp
declines in prices, such as occurred for corn betmi®85 and 1986, when the market
price fell by over 30 percent, could trigger majmreases in payments under ACRE.
This could result in a substantial increase infreatisupport.

ACRE payments could actually result in the total 3ommitment, and even the OTDS
commitment being exceeded, if price swings are dteomUnder the 18 cases analyzed,
an excess of the notified current total AMS over imding occurs on five occasions
(three of these under the price pattern seen id98s) and the OTDS limit is exceeded
on two occasions, again for the 1980s price dewvednts. It may be recalled that the
1980s was a period in which there was considerableetary instability with significant
shifts in the value of the dollar. It is possiltkat the current commodity boom could see
a return to such conditions, particularly if infatary pressures increase.

Though we make no attempt to predict the futuréepabf prices, it seems likely that
these will be more variable than assumed in the N8&seline, and that this will open

up the possibility that, under the 2008 farm Alsg United States may exceed the tighter
restrictions on domestic support adopted underl@lgreement in certain years as a
result of the ACRE program.

Unlike the US, where this is clearly an importagdue, the impact of world price declines
on EU natifications is not so noticeable. The wayhich the AMS is constructed
insulates it from changes in world prices. Thenegfiee prices are fixed and the
administered prices would certainly not increasaugh to make the AMS rise sharply.
Administered prices could possibly rise in the fetiand that is more likely to happen if
world prices stayed high. In those circumstancesribrease in the AMS would be due to
high rather than low prices. In practice, adminmistieprices for such products as fresh
fruits and vegetables are unlikely to rise, asttbed is to reorient producers to export
markets. For grains, the increase in the intereantrice could raise the AMS, but the
tendency has been strongly towards reducing intéiu@ And in high price periods the
need to intervene would be much less.

Prices of many agricultural goods are expressedradéd in US dollars. So the question
arises as to what would happen in the EU if théadelere to reverse recent trends and
become stronger relative to the euro. EU exportsldvbenefit from the strengthening of
the currency of a major competitor, but pricestmmdomestic market could rise.
However, this would give the CAP even more freedomismantle the price support
elements that remain. The direct payments wouldymably be affected only indirectly.
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One result of such a strengthening of the dolliatikes to the euro would be to reduce the
amount of protection given to EU farmers when egged in dollars. If the dollar
recovered its position of strength, rising to pawith the euro by 2013/14, the Current
Total AMS of the EU expressed in US dollars wodlda@st halve over the next few
years, approaching $20 billion (relative to $36iduil if the euro retains its recent
strength). This gives an indication of the sigrafice of exchange rates in making
international comparisons of support levels.

Section 4: Responses to WTO Constraints

This section assesses the extent to which adjussmaght have to be made to keep
within agreed WTO limits on domestic support. Thadpistments can be grouped under
two headings:

» Changes in notifications that have no or minimagbact of domestic producers (and
consumers) and hence will not reduce trade-disipgupport to an appreciable
extent. These changes maydesmetic“box-shifting” in the notifications
themselves, through the modification of the scdpadministered prices, the use of
smaller quantities of “eligible production”, etc.

» Changes in policy that would change notificatiam®ting them into line but also
have an impact on incentives for domestic produddrese changes can include
trade-friendly box-shifting, reduction of policy prices, limitsGupport payments,
etc.

The United States has already prepared the grarme@ductions in notified domestic
support through the changes made in the 2008 FaitrntoAhe definition of the dairy
support program. Only three dairy products arealstsubject to support purchases —
butter, cheddar cheese, and non-fat dry milk. Degian estimate of market price
support on the basis of the production of thesensodities and their support prices
reduces notified support significantly. Furthermgas in the US dairy market in the
future — in particular more rapid growth in the gwation of products other than those
that are supported could lead to a widening ofgye between support calculated using
the two approaches. This box-shifting has no pratpolicy effect, except to avoid the
possibility that the support price for milk wouldve had to be reduced in order to meet
future WTO commitments.

Are there other possibilities for making changebl8notifications to change the
apparent size or composition of support? The IFRBject on support notifications
revealed that countries use significantly differapproaches to estimating similar types
of support. Beyond the legal issues involved (thee,status of notifications in the context
of the WTO) there are some important conceptuakissFor example, some countries
appear to notify an AMS for price support only wreentual government purchases are
made, and then only by computing the value of sttppothe basis of actual purchases
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multiplied by a price gap® From an economic perspective it could be arguatichce
purchases are triggered the price for the entwdymtion of the commodity concerned is
affected and consequently the notified AMS shodabmputed as such. But what if
there are no government purchases? In the U.S. ciase, for example, domestic market
prices for milk and dairy products have been wiethee price support levels in recent
years and it could therefore be argued that thp@tiprogram has no impact on
domestic prices, i.e., the AMS should be zero. Hareby doing this the support
estimates would ignore the potential impact oféradrriers on domestic prices, when
these are above world market prices.

The implication of such differences seems to beiththe absence of more effective
monitoring of notifications it might be possible fihe United States (and other countries)
to change the methods used to calculate particolaponents of support. For example,
the application of a purchase methodology to theutaion of sugar price support in the
United States would virtually eliminate the suga® But it is not clear that the United
States would attempt to do thfsOpening up the methodology of support calculations
detailed scrutiny could be like opening Pandora’s b with potential implications for
many countries. The current WTO notifications dasmight by Brazil and Canada (the
so-called TAMS case) could be the start of sucloset examination of methods, but it is
not easy to predict where such a process might lead

In terms of other possibilities for box-shiftingetprojections for U.S. notified support
suggest that the greatest potential for the Uritiadies lies in an expansion of the non
product-specific support category. Figure 10 sunmearthe projections for 2014 in
terms of the components of domestic support. Wighogected payments equal to $6.9
billion of the “available” $13 billion OTDS, the lted States would still have $6.1
billion in non product-specific support that collld used, while still staying within WTO
commitments. The exact amount could change depgmdirwhat happens to PS AMS
and blue box payments under the ACRE program i2@@8 Farm Act, but some
shifting of support into the non product-specifategory would appear to be a possibility
for the United States. Given the considerable presthat was exerted for a reduction in
direct payments (green box), in the debate on @8 Farm Bill, the popularity of such
payments among farmers might well decline in thariwith less support for box-
shifting in that direction.

% There is also the complicating factor of re-definthe objective of government purchases in oraler t
change the notifications. This applied to Japaniese Redefinition of the rice program as a foodusity
program (rather than a price support program) teduh a 75 percent reduction in Japan’s notifiddSA
between 1997 and 1998.

4 For sugar, there is also the issue of a shifuppsrt towards ethanol production. Under the curFemm
Act, purchases of surplus sugar are to be solibtnlergy producers, opening up the possibility of a
reclassification of support. The definition of witanstitutes an “agricultural” subsidy is an impottissue
that is discussed further in the concluding section
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The lack of any similar “policy space” for the E8Jillustrated in Figure 11. The
flexibility that will remain for “box-shifting” toaccommodate non-green support
measures rapidly shrinks after 2011/12 if the DDédatities are adopted. In 2011/12 the
EU would have 36.2 billion euro to expend on AM3iges without breaking the OTDS
constraint, though the effective ceiling would he AMS limit of 32.2 billion euro. Both
these constraints are well above the projected E&MS, estimated at 22 billion euro.
By the next year, the OTDS limit will have beenueéd to where only 24.9 billion
would be available for AMS expenditure, a more &iffee constraint that the AMS limit
of 26.2 billion euro for that year. By 2013/14,sdwn in the figure, the OTDS
constraint would impose a limit of 13.5 billion ewn the EU AMS, removing any
“slack” and implying that the projected AMS of 2h#lion would itself violate the
OTDS constraint by 8.5 billion euro. So the conastrevill bite suddenly at the end of the
transition period.

For many years the US was in the lead in reforntgggricultural policy, arguing that
protection of the most sensitive sectors (dairgasurice and cotton) should be scaled
back while the more competitive sectors of gramisgeds and beef, along with fruits
and vegetables should be allowed to trade moréyfire¢he global market. The move in
the 1996 Farm Act to offer direct payments wittldiproduction restriction was in the
same direction. But recent changes in US farm pdlaove been more hesitant and less
clearly in favor of a liberal trade regime. So #ddendly box-shifting in the US has
been sidelined for the time being as agricultuestablishes its confidence in its ability
to compete in world markets with countries sucBr&il and China.

With respect to the EU, considerable amounts of AdJfport have been notified for
fruits and vegetables. This is the area where ctisiex-shifting is most likely. The
reference prices are fixed, and there has beenggestion of allowing the EU to
increase these historical prices to lower the A& (eave domestic prices unchanged).
But there is considerable scope for the modificatd“eligible quantity” with respect to
fruits and vegetables. The main price support aies/(besides the tariff protection) are
implemented through producer organizations (PO%¢. Subsidies to these are for
withholding produce from the market and engagingarket promotion and research.
One could imagine the EU with some justificatiorcldeng the “eligible quantity” as

that which had been taken off the market (rathat tiine total “eligible” production.) This
would match the practice in other countries. Anchegart of the payments to POs could
be arguably classified as “green”, though if tiedrtarket price this may be difficult to
sustain.

The EU, through its reforms, has been “box-shiftimga trade-friendly way. The
increase of subsidies classified as green box twasded the flexibility for major AMS
(and OTDS) cuts. It is likely that this trend wathntinue so long as farmers are content
with direct payments (often at a relatively genaroate) and can get reasonable prices
for the products sold. Sharply lower tariff protent combined with a fall in world prices
could shake this position. Calls for the re-estddntient of price-based protection could
follow. However, having taken so many steps indinection of decoupling, the chances
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of a reversal are slight. More likely would be avadoward risk management tools and
insurance schemes. The continued shift of paynteritee green box could be
problematic if challenges were made on the decogpéisue (i.e., an EU TAMS case
was to be launched), although this is not verylyike

Section 5: Conclusions

This concluding section summarizes the resulth®fcalculations and addresses the
following questions:

* Would the DDA (as represented by the draft moasdiof July 10) effectively
constrain the domestic support policies of the BU the US? And how might the
US and the EU react to such constraints?

» What impact might tighter disciplines on adheretacthe regulations, as could
emerge from current litigation on the US Total AM&ifications, have on policy
outcomes?

* How useful would the proposed improvements in navimty and supervision be in
the effective constraints on EU and US trade distgpisupport?

The analysis presented in this paper suggestsstia)d commodity prices remain at
reasonably high levels, the constraints imposethbyDDA on the domestic policies of
the EU and the US would be relatively small for soyears. The US is likely to be able
to keep AMS and blue box payments below negotibteits, and the broader OTDS
binding would also be respected with little chaimgeurrent policy. But the constraints
would have clear implications for a few commoditiegarticularly for cotton, rice and
sugar. Significant reductions in commodity pricesamrld markets, exceeding about 30
percent relative to the recent past, would poséiaddl problems for the US. The new
revenue stabilization program (ACRE) under the 2B6@8n Act could also pose a
challenge to staying within new commitments eveprides stay high.

On the basis of this assessment, it appears thdinited States could largely live within
the DDA commitments by making selective changegoimestic farm programs. But that
is not to imply that such changes would be easydke. The experience of the two most
recent Farm Bills provides sobering lessons orptissibility of agricultural policy

reform in the United States. Nevertheless, WTOiglises are likely to play an
increasing role in the future debate on farm polidyey provide ammunition to those
who would like to shift the emphasis of policy awieym commaodities and towards other
targets, such as environmental quality. Whetheptbgision of additional ammunition
makes a successful assault on traditional prograors likely to succeed remains to be
seen.

The relationship between the level of the mosterdidtorting support (the AMS) and the
WTO constraints is shown in the Figures 12a anthlese graph the difference between
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the actual Total AMS (notified and projected) ahd bound Total AMS under the
URAA and the DDA. In the US case (Figure 12a),rd#dbuction in the Total AMS has
the effect of squeezing out a large amount of “wdtem WTO commitments. As noted
earlier the URAA constraint was never binding, ailtgh large support payments in the
late 1990s meant that the margin for maneuverm@mptovision of additional support was
substantially reduced. By the end of the projediperiod continuation of the URAA
provisions would imply almost $15 billion of “waten the commitment. The
implementation of the largest reduction percentagger the DDA draft modalities
squeezes that down to roughly $3 billion. As intideaearlier, that cushion may not be
sufficient to absorb changes in support paymentsifd prices fall, or if price

variability generates payments under the ACRE @uogif the United States chooses to
meet its WTO commitments on support this could yipht existing policies will have

to change.

In the case of the EU the importance of contindireggpressure on the CAP to become
more responsible in terms of international imp@cthown in Figure 12b. The Uruguay
Round began to constrain domestic support, butcthagtraint was never binding. An
agreement on the DDA modalities would in effectesis the CAP and eliminate the
flexibility for that policy to disrupt world market The DDA seems likely to act as a
deterrent to any backsliding on policy reform. T®P has been modified enough that if
current reform plans are implemented the DDA camsts would not pinch until about
2012. But it is widely expected that the dairy segtill be reformed at that time (the
guotas are due for removal then) and that the dualpeation for the CAP will be less
generous than at present. As such, the “reactibtiieoEU to the tighter WTO
constraints is likely to be “more of the same”.

It is important to view the constraints on domestipport in the EU in the light of other
aspects of the DDA modalities for agriculture. Aedevel, the degree of improvement in
market access will determine the domestic markedtlitions for many products. For fruit
and vegetables, and other products without extermize and income support
mechanisms, this will in turn influence the extentvhich domestic market support
instruments are used. For those products where Hrerexport subsidies still in
existence, changes in the allowable level of tisedesidies will again influence domestic
price levels. Domestic support operates withinghee environment created by trade
measures such as tariffs and export subsidies. Rdmbdomestic support without
corresponding reductions in trade barriers and e»quisidies would be less than
effective. Reducing trade barriers and subsidig¢somi removing trade-distorting
domestic support is also a recipe for continuecugtson of trade patterns. Modifying
domestic support to rely less on control of magketes and more on providing targeted
assistance where needed is a valuable complem#re teduction of border measures.

One issue that might be resolved in the relatinelgr future is whether the way in which
the US has chosen to notify particular policy iastents is in conformity with the

URAA. Already this question has been raised indtwetext of the cotton case where the
panel opined that the direct payments employeterniS are not compatible with the
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green box criteria, as they exclude the possibditiarmers growing fruits and
vegetables on base acres. In a follow-up case|jlBmad Canada have combined two
complaints about the US notifications to challetigeenotification of the Total AMS
(TAMS) for a number of recent years. The claimhattf the US had notified correctly it
would have been out of conformity in five of th& saost recent notifications. This
TAMS case raises some interesting issues for thelpa decide, but could result in a
significant revision of the way in which governm&(@nd the US in particular) notify
direct payments, emergency payments and sever siidple elements of domestic

policy.

The US had an opportunity in the 2008 Farm Actrindothe policy instruments more
clearly into line with WTO rules. In particular,glifruit and vegetable exemption” could
have been removed. But this would have met witlospion at home and the
opportunity was lost in the calculus of balancimgnestic interests. If the TAMS case is
adjudicated in favor of Brazil and Canada, thisigswill have to be addressed again,
along with other aspects of domestic policy. Howeirethe absence of an agreement in
the DDA, as noted above, the policy flexibility @ter”) would allow most policies to
continue without violating WTO constraints — sodas commodity prices do not
collapse.

The EU is not directly threatened by the outcomthefTAMS case if the DDA does not
reach agreement. The Single Farm Payment is anglesds vulnerable than the US direct
payments to challenge on green box grounds nowtliegtayment can be made to those
who produce fruit and vegetables. And in any chseetis plenty of “water” left in the
WTO AMS constraint and the actual level of AMS sogipas shown in Table 12.

What would cause significant problems is if the DB reach an agreement. Under
these conditions the US would be under much masspire to revise its policy
instruments to take advantage of the “safe havéttieogreen box. The US would in
effect be following the path of the EU by sheltgrits policy transfers in a way that is
immune from challenge. This could include movingtsystem of “stewardship
payments” that are further removed from producitr@mentives that current instruments.
Though such a move was rejected in the 2008 Falinddéhate by those who wished to
preserve current policy mechanisms, it is generailyerstood that changes may be
necessary in the future to bring the US into canity with its international obligations.

The EU also might be concerned about the possilafia follow-up case, building on a
ruling by the TAMS panel against the US, that clkdahthat the SPS was also not in fact
green box (perhaps because it implies keepingitagdod agricultural condition). There
has been some commentary on this possibility (seelfank, 2007, and Swinbank and
Tranter, 2005) but at a political level it seensslékely that the EU would undo its 2003
reform as a result of a negative panel report tharS will modify its direct payments
to conform to green box rules.

In addition to the influence of legal challenge®xisting programs there is also the
possibility that the definition of what constitutas agricultural subsidy may be opened
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up for examination at some stage. The most sigmifiof the subsidies that are not at
present counted as agricultural are those surragrtie ethanol and alternative fuels
strategies in both the EU and the US, though siit differences exist between the US
ethanol program, based on domestic corn produetiahthe EU biodiesel strategy

relying more on oilseed crops as feedstock. Whethdrwhen such policies might be
challenged in the WTO is not certain. To initiatels a case would have to be based on a
conscious decision to enter into risky waters.

The whole edifice of constraints on domestic supadouilt upon the notion that
countries have up-to-date and reliable informaéisrio how the policies of other
countries measure up to the rules that have beeedg the WTO. The Agreement on
Agriculture set up a Committee on Agriculture witie mandate to monitor compliance
with the agreement. Experience with the notifica@md monitoring of domestic support
has shown that the current system is not workingedkas originally expected. Any
improvement in monitoring would be useful, bottkeep countries up to date and to
review more critically their notification of supganto the boxes.

One difficulty arises when the political processranitoring clashes with the legal
process of determining conformity. This may riseltoe agenda for the next political
discussions of domestic support after the striatats of the DDA begin to have a major
impact on country decisions. So one can expect smpevement in monitoring as well
as more timely notifications as a result of the taat the “slack” in the system is being
removed. In addition, the confidence of the devielggountries with the effectiveness of
the constraints needs to be increased. At prelserd ts considerable concern over the
processes of box-shifting and some lack of apptieciaf the difference between the
cosmetic and trade-friendly varieties of notificatichanges.

The question of timeliness of notification of dortiesupport levels is largely a political
matter, as countries seek to avoid “leading the’vaag becoming a target for other
WTO members. Consequently, more rigorous schediote@aonitoring would be useful.
But as important is the process of reaching anesgeat on the way in which domestic
policy instruments are to be notified. The IFPRijpct on WTO naotifications, mentioned
above, has revealed wide variations in the metloagolised in calculating market price
support across countries. As noted above in theegbof the calculation of product-
specific AMS bindings, this appears to be an examphow an apparent lack of detailed
scrutiny of domestic support notifications in th@®@/has provided an opportunity for
the creation of “policy space” in the domestic supmotifications. If that continues to
apply, the credibility of the constraints themsslwvell suffer. If an agreement can be
forged in the DDA then these matters will becomeremore crucial.

So, in conclusion, what would be the major impddhe DDA domestic support
modalities as outlined in the Chairman’s Draft?dasslly, the main function of the
DDA in this regard is to tighten the constraintslé® and EU policy (and the policies of
other industrial countries) so that they cannoereto the massive distortions that have
been seen in the past. These distortions are iattbest when world market prices are
low, when the more affluent counties can maintaiogs and incomes for their farmers
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until market conditions improve. It is this reactithat has the most deleterious impact on
developing countries. They face depressed prictsut the financial resources to
indemnify farmers. By curbing the ability of devpéml country governments to pass onto
other countries the burden of adjustment the glataket will become stronger.
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Figure 1a: US Notifications of Domestic Support, 195 to 2005, with Shadow
Notification for 2006
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Figure 1b: EU Notifications of Domestic Support, 195/96 to 2003/04, with Shadow
Notifications to 2006/07
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Figure 2a: Current Total AMS in US relative to WTO AMS Binding
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Figure 2b: Current Total AMS in EU relative to WTO AMS Binding
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Figure 3a: Actual and Projected Notifications of Donestic Support, US, 1995 to
2014
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Figure 4a: Projected Notifications of Domestic Supgrt, US, 2008 to 2014 and
Proposed Limits to OTDS, AMS and Blue Box (largesteductions in Draft

Modalities)
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Figure 4b: Projected Notifications of Domestic Supgprt, EU, 2007/08 to 2013/14 and

Proposed Limits to OTDS, AMS and Blue Box (largesteductions in Draft

Modalities)
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Figure 5. Extent to which Product-specific AMS and Blue Box Bindings would be
exceeded by the US, 2009-2014 (110 percent optiordano shift from AMS to Blue

Box)
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Figure 8. Amount by which Product-Specific Bindings
be Exceeded - 1980s Price Pattern

are Projected to
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Figure 10: Projected composition of US notified suyport in 2014 and “available”

NPS support (excluding ACRE payments), Billion $
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Figure 10: Projected composition of EU notified suport in 2013/14 showing AMS
exceeding OTDS limits, Billion euro
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Figure 12a. Impact of DDA Constraints on US Policy

(AMS limit less actual AMS), 1995-2014
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Table 1a: Main Domestic Support Provisions of the Bvised Draft Modalities (July
10, 2008) as applied to the US

Iltem

Initial Values

Reduction

Overall Trade
Distorting Support
(OTDS)

Base OTDS = Final Bound Total
AMS + 15% of the average value of
domestic production (VOP) for 1995
2000

Total reduction of [(66%) (73%)]. Initial
reduction of one third in first year;
remaining reductions in five equal steps

Total Aggregate
Measure of
Support (AMS)

Base level is Final Bound Total AMS
(from Uruguay Round schedules)

Total reduction of 60%. Reduction of 25%

on first day of implementation with
remaining amount in equal annual steps
over five years

Product-specific
AMS

Derived by applying product specific
AMS averages for [1995-2004] to
total PS AMS average for 1995-200(

(@)

Implemented in full on first day of
implementation period, except when PS
AMS in two most recent years is higher.
Then limits implemented in three equal
installments with starting point being the
lower of the two year average or 130% o
the scheduled limit

to

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

fixed and unchanging areas and yiel
and 85% of fixed and unchanging bg
production would qualify

deroduction (VOP) for 1995-2000 from the
skrst day of the implementation period

Product-specific
Blue Box

[(110) (120)]% of amounts derived
from applying proportionately
legislated maximum permissible
expenditure under 2002 Farm Act to
2.5% average VOP for 1995-2000 —
values as specified in the modalities

Scheduled limit can be increased with
corresponding decrease in PS AMS (2 tg
ratio for cotton

Limit can be increased during
implementation period subject to overall
Blue Box limit being respected

1)

Additional cotton
provisions

AMS reduction of 82.22% over two yearg

Product-specific blue box limit to be one
third of that otherwise applicable

Notes: (a) Qualifications apply if product-specifiMS amounts abovde minimis levels have been
introduced since the base period (para 24) or thduyzt-specific AMS was below thde minimis level
during each year of the base period (para 25hdrfdrmer case, an average of the two most reaxifiicial
AMS values can be used as the base; in the latser, thale minimis level for the base period may be

used.

Source: Authors’ summary based on WTO (2008)
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Table 1b: Main Domestic Support Provisions of the Bvised Draft Modalities (July
10, 2008) as applied to the EU

Item Initial Values Reduction

Overall Trade- Base OTDS=Final Bound Total Base level reduction of [75] [85]

Distorting Domestic | AMS+10 percent of the value of percent. Initial reduction of 1/3 in

Support (OTDS) production in the base period | first year: remaining reductions in
(1995-2000)+average Blue Box five equal steps
payments in base periga)

Total Aggregate Base level is Final Bound Total| Base level reduction of 70

Measure of Support | AMS (from Uruguay Round percent. Initial reduction of 25

(AMS) schedules) percent in first year: remaining

reductions over five years.

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

AMS 2000 exceededb)

Deminimis Base level is five percent of Reduction of 50 percent from the
value of production for non- start of the implementation
product specific support and fiveperiod.Additional reduction if
percent of the value of necessary to satisfy the OTDS
production of products that binding in any given year during
receive product-specific supportthe implementation period

Blue Box Capped at 2.5 percent of value of

production in base period (1995;
2000) applied from start of
implementation period.

Product-specific Blue Product specific caps at average

Box value in 1995-2000 period).

Cotton AMS Reduced by 84.29 percent in twp

years, with a 25 percent reduction
in the first year

Notes: (@) Blue Box payments exceeded 5 perdaraloe of production in base period.

(b) Qualifications apply where product-specific A& ounts abovde minimis levels have been
introduced since the base period (para 21) andentherproduct-specific AMS was below tteminimis
level during each year of the base period (paral@3pe former case, the two most recent (not)fieilS
levels may be taken as the base: in the latter, dasde minimis level may be used.

(c) Qualifications apply when Blue Box support v provided for the whole of the base period
(para 41) and where there is a corresponding onrerfe reduction in the AMS for a product (para 48).
the first case the EU can use the average of jleaes Blue Box payments and for the second the
“transferred” support may exceed the Blue Box lifaitthat product

Source: Authors’ summary based on WTO (2008)
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Table 2a: Calculation of OTDS, Total AMS and TotalBlue Box Commitments for

the US

URA Final Bound Total AMS (million dollars)

Value of production (average 1995-2000) (milliorlas)
10% value of production (average 1995-2000) (milkimllars)
5% value of production (average 1995-2000) (milldmhlars)

Base OTDS (million dollars)

OTDS (73% reduction) (million dollars)
OTDS (66% reduction) (million dollars)

DDA Final Bound AMS (60% reduction) (million dollar s)
AMS/production 1995-2000 (a)

Total Blue Box 2.5% value of production (1995-2000)million dollars)
Cotton

Base AMS (million dollars)
AMS reduction % (assuming 60% total AMS reduction)(b)

apply
Note b: Application of cotton reduction formula pgraph 55

Note a: tests for the application of paragraphid$s than 40%, additional effort does not

19,138
194,139.3
19,413.9
9,707.C

48,224.2

13,020.53
16,396.22

7,641.32
5.4%

4,853.5

800.53
82.22

Source: Authors’ calculations based on WTO notifarss
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Table 2b: Calculation of OTDS, Total AMS and TotalBlue Box Commitments for
the EU

URA Final Bound Total AMS (million euro) for EU-15 67,160.
'Value of Production (million euro) EU-15 222,576.
10% value of production (1995-2000) (million euro) 22,257.
5% value of production (1995-2000) (million euro) 1,128.§
Blue Box (in excess of 5% value of production) (a) 20,887
Base OTDS EU-15 110,305
OTDS (85% reduction) (million euro) 16,545.
OTDS (75% reduction) (million euro) 27,576.4
DDA Final Bound Total AMS (70% reduction) (million euro) 20,148.0
AMS/production 1995-2000 (b) 21.59

Total Blue Box

2.5% value of production (1995-2000) (million euro) 5,564.4
Average Blue Box relative to Base OTDS (c) 199%
Cotton

Base AMS for cotton (million euro) 752.7
Cotton AMS reduction (assuming 70% total AMS redhret (d) 84.2¢

Note a: tests for Para 1 condition, picks up Blos Bhen above 5% olfroduction value
Note b: this tests for application of paragraphléss than 40%, additional effort does not a
Note c: test for para 39: less than 40 percenbgshased reduction allow

=00

Note d: Application of cotton reduction formula agrapl 55 for AMS

Source: Authors’ calculations based on WTO notifarzs
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Table 3a: Phased Reduction of OTDS and AMS, ande minimis limits under the Revised Draft
Modalities for the US

Immediate Year 1 Year 2 Year 3 Year 4 Yeal

Reductions

Proportions of the base OTDS and AMS

to be cut

OTDS (73% reduction) (a) 0.33 0.41 0.49 0.57 0.65 0.73
OTDS (66% reduction) (a) 0.33 0.40 0.46 0.53 0.59 0.64
AMS (25% initial; 60% total reduction)

(b) 0.25 0.32 0.39 0.46 0.53 0.6(
Cotton AMS (25% initial; 82.22% total)

(c) 0.25 82.22 82.22 8222 82.22 82.22

Scheduled Limits

OTDS (73% reduction) (million dollars) 32,310.2 282.3 24,594.3 20,736.4 16,878.5 13,020
OTDS (66% reduction) (million dollars) 32,310.2 P&7.4 25,944.6 22,761.8 19,579.0 16,396
AMS (25% initial; 60% total reduction)

(million dollars) 14,327.5 12,990.2 11,653.00,315.8 8,9785 7,641
Cotton AMS (25% initial; 82.22% total

reduction) (million dollars) (d) 600.4 1425 142.5 1425 1425 142.5
De minimis

50% immediate reduction 2.5% 25% 2.5% 2.5% 2.5% 2.5%

Note a: Initial reduction of one third with the raimder phased-in in five equal steps (paragraph 5)
Note b: Initial reduction of 25% with the remaingdrased-in in five equal steps (paragraph 15)
Note c: Two year phase-in period with higher togaluction percentage

Note d: Implementation period is one-third of tlengral period

Source: Authors' calculations based on WTO (2008)
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Table 3b: Phased Reduction of OTDS and AMS, ande minimis limits under the Revised
Draft Modalities for the EU

Immediate Year1l Year2 Year3 Year4
Reductions
Proportions of the base OTDS and AMS to
be cut
OTDS (85% reduction) (a) 0.33 0.43 0.54 0.64 0.75
OTDS (75% reduction) (a) 0.33 041 0.50 0.58 0.67
AMS (25% initial; 70% total reduction) 0.25 0.34 0.43 0.52 0.61
Cotton AMS (25% initial, 84.29% total) (c) 0.25 0.84 0.84 0.84 0.84
Scheduled Limits
OTDS (85% reduction) (million euro) 73,90462,432.950,961.2 39,489.4 28,017.6 16
OTDS (75% reduction) (million euro) 73,90464,639.1 55,373.4 46,107.7 36,842.1 27
AMS (25% initial; 70% total reduction) 50,370.044,325.6 38,281.2 32,236.8 26,192.4 20
(mllion euro)
Cotton AMS(25% initial; 84.29% total) 564.6 118.2 1182 118.2 118.2
(million euro) (d)
De minimis
50% immediate reductiode minimis 2.5% 2.5% 2.5% 2.5% 2.5%

Note a: Initial reduction of one third, with remdar phased-in in five equal steps (paragraph 5)
Note b: Initial reduction of 25%, with remaindergsed-in in five equal steps (paragraph 15)
Note c: two year phase in period for cotton, withler total reduction percentage

Note d: Implementation period for cotton specifeedone-third of the general period.

,545.8
,576.4
,148.(

Year

0.85
0.75
0.7Q
0.84

118.2

2.5%

3
1
)

Source: Authors’ calculations based on WTO (2008)
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Table 4a: Product specific AMS limits, US (milliondollars)

Apples

Apricots

Avocados

Barley

Beef and Veal

Blueberries, wild

Cattle and calves

Chickpeas

Corn

Cotton

Cranberries

Dairy

Dry peas

Grapes

Hogs and pigs

Honey

Lentils

Livestock

Lychee

Minor Oil Seeds:
Canola
Crambe
Flaxseed
Mustard Seed
Rapeseed
Safflower
Sesame
Sunflower

Mohair

Oats

Olives

Onions

Orchards & vineyards

Peaches

No blue box trade off

Paras

25
25
NA
23,26
25
25
25
24
23,26
23,26
25
23,26
24
25
25
23
24
25
25

23
24
24
23
23
23
23
23
23
23
25
25
25
25

Base

76.588
1.813
0.000

35.636

1,254.755
1.785
1,255.376
0.228
1,438.375
1,476.986
10.717
4,905.901
34.771
131.175
512.837
2.891
6.126
1,255.376
0.232

15.119
0.002
0.041
0.105
0.026
0.538
0.011

35.544
3.136
9.415
2.941

35.135

798.187

21.979

Year 1

Year 2

Million dollars

76.588
1.813
0.000

32.895

1,254.755
1.785
1,255.376
0.228
1,327.730
600.399
10.717
4,864.218
34.771
131.175
512.837
2.891
6.126
1,255.376
0.232

15.119
0.002
0.041
0.105
0.026
0.538
0.011

35.544
3.136
9.415
2.941

35.135

798.187

21.979
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76.588
1.813
0.000

30.153

1,254.755
1.785
1,255.376
0.228
1,217.086
142.495
10.717
4,822.535
34.771
131.175
512.837
2.891
6.126
1,255.376
0.232

15.119
0.002
0.041
0.105
0.026
0.538
0.011

35.544
3.136
9.415
2.941

35.135

798.187

21.979

Year 3

76.588
1.813
0.000

27.412

1,254.755
1.785
1,255.376
0.228
1,106.442
142.495
10.717
4,780.853
34.771
131.175
512.837
2.891
6.126
1,255.376
0.232

15.119
0.002
0.041
0.105
0.026
0.538
0.011

35.544
3.136
9.415
2.941

35.135

798.187

21.979

Notified AMS
2005

0.000
0.000
0.000
46.196
0.000
0.000
0.000
0.304
4,490.004
1,620.699
0.000
5,149.254
37.431
0.000
0.000
0.000
11.375
0.000
0.000
0.000
13.518
0.000
0.000
0.000
0.000
0.000
0.000
0.000
1.542
0.000
0.000
0.000
0.000
0.000




Peanuts
Pears
Pecan trees
Potatoes
Rice

Rye

Sheep and lamb
Sorghum
Soybeans
Sugar
Tobacco
Tomatoes
Wheat
Wool

Total product-specific AMS

23
25
25
25
23
25
24
23,26
23
23,26
23
25
23
23

249.190
14.034
11.707

133.431

313.677

1.405
7.000
55.378
1,123.717
1,240.561

142.923
86.202

231.385
10.095

16,944.451

249.190
14.034
11.707

133.431

313.677

1.405
7.000
51.118
1,123.717
1,202.378

142.923
86.202

231.385
10.095

15,870.352

249.190
14.034
11.707

133.431

313.677

1.405
7.000
46.858
1,123.717
1,164.195

142.923
86.202

231.385
10.095

15,214.938

249.190
14.034
11.707

133.431

313.677

1.405
7.000
42.598
1,123.717
1,126.012

142.923
86.202

231.385
10.095

15,017.427

89.185
0.000
0.000
0.000

132.509
0.000
0.000

139.751
0.000

1,199.205
0.000
0.000
0.000
6.624
12,937.597

Note: the effective binding for cotton is that implied by the special reduction provisions

Source: Estimates based on notifications and WTD&R
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Table 4b: Product specific AMS limits, EU (selecte@ommaodities) (million euro)

Common wheat
Barley

Maize

Rye

Rice

White sugar

Butter

Beef

Dried fodder
Olive oll
Tobacco
Bananas
Apples
Pears
Peaches/Nectarines
Table grapes
Lemons
Oranges
Cucumbers
Tomatoes

Cotton

Other products

Skimmed milk powder

Tomatoes for processing

Total Product-specific AMS

Average AMS 199200(
2,78¢
2,50¢

904
297
467
5,852
1,561
4,287
13,154
304
1,909.
962
22¢

Notified AMS 2003/0
1,454.

1,859.

391.

243.

420.

5,610.

1,602.

5,011.

319.
2,649.
923.
233.
2,625.
584.
397.
185.
329.
329.
781.
1,887.
769.
315.
3,719.
49,302.

Source: Authors’ calculations based on EU notifars
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Table 5a: Product Specific Blue Box limits, US (miion dollars), under two options

110 percent
Barley
Corn
Cotton
Oats
Peanuts
Rice
Sorghum
Soybeans
Wheat
Total

2:

1,
4,

32.0
359.8
336.3

5.3
149.5
234.9
106.8
400.4
041.1
666.1

120 percent

34.9
2,574.3
366.9

5.8
163.1]
256.3
116.5
436.8
1,135.7
5,090.93

Note: The figures for cotton are adjusted valugdlied by paragraph 55, rather than the unadjusted

figures in the revised draft modalities

Source: WTO (2008) and authors' calculations
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Table 5b: Product Specific Blue Box limits, EU (miion euro)

Payments- fixed area and yields
Maize payments

Other cereals

Oilseeds payments

Pulses payments

Flaxseeds payments

Set-aside compensation
Durum supplements

\Voluntary set-aside payments
Silage payments

Rice payments

Total crop payments
Livestock payments - fixed number of head
Suckler cow premium

Special beef and veal premium
Slaughter premium

Beef supplemental payments
De-seasonalization premium
Ewe and goat premium

Total livestock payments
TOTAL BLUE (notified)

Average 1995-2000 Notified AMS 2003/04

1,206 1,198
9,404 10,802
2,126 1,361
548 507
147 70
1,640 1,843
1,020 1,113
0 70

10 110

60 0
16,161 17,074
1,876 2,092
1,352 1,929
494 1,727
25 489

22 0
1,370 1,471
4,727 7,708
20,888 24,782

Source: Authors’ calculations based on EU notifars
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Table 6. US Blue Box product-specific bindings and the trade-off with AMS product-specific
bindings

Reduction of the initial PS AMS to meet the legislated maximum CCP
for each commodity

Reqd. Reqd.
cutin cutin
AMS Max AMS Max
with New feasible  with New feasible
AMS Blue Blue Legis. 110% initial  Blue 120% initial Blue
binding binding binding Max. Blue PS binding  Blue PS binding
Q) 110% 120% CCP binding AMS  (2) binding AMS 2
Column
A B C D E F G H | J K L
Million $ Million $ Million $
Barley 27.4 32.0 34.9 46.7 14.7 12.7 46.7 11.8 15.6 46.7
Corn 1,106.4 2,359.8 2,574.3 3,224.2 864.4 242.0 3,224.2 649.9 456.5 3,224.2
Cotton 800.5 336.3 366.9 1,376.5 2,080.4 INF 0.0 1,136.8 2,019.2 INF 0.0 1,167.4
Oats 9.4 5.3 5.8 8.7 3.4 6.0 8.7 2.9 6.5 8.7
Peanuts 249.2 149.5 163.1 200.9 51.4 197.8 200.9 37.8 211.4 200.9
Rice 313.7 234.9 256.3 323.1 88.2 2255 323.1 66.8 246.9 323.1
Sorghum 42.6 106.8 116.5 147.4 40.6 2.0 147.4 30.9 11.7 147.4
Soybeans 1,123.7 400.4 436.8 550.3 149.9 973.8 550.3 113.5 1,010.2 550.3
Wheat 2314 11,0411 11,1357 1,4215 380.4 INF 0.0 11,2725 285.8 INF 0.0 1,367.1
Total 3,904.4 4,666.1 5,090.3 7,299.3 6,910.6 7,035.8

INF = infeasible

(1) it is assumed that the applicable figures for the calculation are the bindings that result after the application of any reduction
provisions

(2) where insufficient PS AMS entitlement exists to reach the legislated maximum CCP, the maximum PS AMS entitlement is applied
to the Blue Box

In the case of cotton, a $1 increase in the Blue Box entitlement requires a $2 reduction in the PS AMS; this is applied to the figure in
column 1

Cotton blue box bindings are reduced substantially by the paragraph 56 condition

Increases in Blue Box limits only apply if initially scheduled; any subsequent changes would require reductions elsewhere, such that
the initial overall Blue Box limit is not exceeded (paragraph 45).

Note: Totals in bold exceed permitted Blue Box tota | of $4,835.5 million

Source: Authors’ calculations based on WTO notifications

48




Table 7. Average reduction in market prices needetb trigger Blue Box and AMS

Bindings in 2009-2014

Commaodity AMS binding Blue Box Binding
Barley 53 43

Corn 48 42

Cotton (1) (1)
Peanuts 41 (2)

Rice 56 40
Soybeans a7 40
Wheat 39 31

(1) Bindings projected to be exceeded under cupelnties
Source: Calculated from the US Domestic Support8ator

Corn
Soybeans
Wheat

Baseline

Table 8. Summary of price variation for the three najor crops

Average annual change in prices
1970s

1980s 1990s 1960-20(
14% 19% 10% 16%
20% 18% 9% 15%
19% 8% 11% 16%

)7

Source: Calculated from USDA data
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Annex Table: Product Specific AMS Bindings in the BJ under Proposals in the

Draft Modalities for July 2008

Product

Common wheat
Durum wheat
Barley

Maize

Rye

Oats

Sorghum
Triticale

Rice

[White sugar
Skimmed milk powder
Butter

Milk

Beef

Pigmeat

Dried fodder
Chick-peas, lentils and vetches
Olive oil
Tobacco
Bananas
IApples

Pears

IApricots
Cherries
Peaches/Nectarines
Table grapes
Plums

Lemons
Clementines
Mandarins
Satsumas
Oranges

Cucumbers

Product-specific AMS bindings (million euro)

Average AMS
1995-2000

2,784

2,509
905
297

10

20
211
464

5,852

1,562

4,288

13,155

305
70
1,910
962
226
2,155
622
124
136
439
247
7
359
188
48
32
390
568

50

Base
AMS

2,784

2,509
905
297

10
20
228
464

5,852

1,623

4,728

13,155

319
71
2,386
962
244
2,372
622
124
166
439
247
85
359
195
48
32
390
687

year 1

2,784
2,509
905
297

10
20
222
464
5,852
1,603
4,581

13,155

314
71
2,227
962
238
2,300
622
124
156
439
247
82
359
193
48
32
390
647

year 2

2,784
2,509
905
297
10
20
217
464
5,852
1,582
4,434

13,155

309
70
2,069
962
232
2,227
622
124
146
439
247
79
359
190
48
32
390
607

year 3

2,784
2,509
905
297
10
20
211
464
5,852
1,562
4,288

13,155

305
70
1,910
962
226
2,155
622
124
136
439
247
7
359
188
48
32
390
568

Notification
2003/04

1,455

1,860
391
243

275
421
5,610
1,602
5,012

319
71
2,649
924
233
2,625
584
110
203
398
185
96
329
188
30

22
329
781




Product

Courgettes

Artichokes

Tomatoes

\Wine

Ethly alcohol of agricultural origin
Seed for sowing

Hemp

Flax fibre

Silkworms

Hops

Cotton

Cauliflower

IAubergines

Other Fruit and vegetables
JAsparagus

Citrus fruit for processing
Lemons for processing
Tinned pineapple
Peaches for processing
Plums for processing
Pears for processing
Figs for processing
[Tomatoes for processing
Grapes for processing

Potatoes for processing to starch

Total product-specific AMS

Product-specific AMS bindings (continued)

Average AMS
1995-2000

152
185
3,146
1,711

100
14
101

15
753

150
37

69
33

32

341
61

47,826

Base
AMS

152
186
3,146
1,711

100
14
101

15
753

195
38

69
35

32

341
79

49,302

year 1

152
186
3,146
1,711

100
14
101

15
753

180
37

69
34

32

341
73

48,810

year 2

152
185
3,146
1,711

100
14
101

15
753

165
37

69
33

32

341
67

48,318

year 3

152
185
3,146
1,711

100
14
101

15
753

150
37

69
33

32

341
61

47,826

Notification
2003/04

112
179
1,888

99
108

17,

13
769

193
46

12
35

16

316
115

30,880

Source: Authors’ calculations based on WTO (2008)
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