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Fird, | want to commend I ppei-san for not listening to me. When he first presented the
objective of a PECC consensus on agricultural modalities for the Doha negotiations, |
gave him three reasons why | thought it was a bad idea:

1. Hehad set a June deadline for achieving consensus. | reminded him that 31
March was the Doha deadline so the PECC consensus might arrive too late to aid
the debate. 'Y amazawa- sensal was obvioudy much wiser than | about the chances
of the WTO Agriculture Committee meeting its March 31 deedline.

2. The effort was redundant to a process that Stuart Harbinson had skillfully
executed in Doha. (Now having seen a product that isfar less satifying than the
Doha declaration, | would say that Mr. Harbinson and the WTO Agriculture
Committee could use some additiona input.)

3. There are many other technica areas in need of work to which PECC could make
aunique and important contribution.

My remarks are not a criticism of the PECC draft document but rather a market anayst’s
explanation of its components and recommendations for some possible beneficia
changes.

31 March

Fird, it should be noted that the Doha Development Agenda (DDA) was structuraly
flawed from the beginning. The concept was that built-in agendaitems like agriculture
should not require alengthy period to begn making progress. It is a continuation of the
Uruguay Round work effort and the issues are quite clear to everyone. That precept
ignored the fact that the negotiating round is a*single undertaking” for the reason that
concessions in difficult areas like agriculture must be appropriately offset by perceived
gains made dsawhere. Paliticdly, certain countries cannot offer up agriculture asan
“early harvet” agendaitem; the dynamics force alarge, encompassng agenda for the
Cancun mesting in September.

PECC Precepts

Professor Y amazawa said, “ Commitments should be made in an equitable way among al
participants. Working with Ippel | redized how difficult it isto divorce onesdf from the
philosophy of our nationdlity. He repeatedly admonished PECC Agricultura Trade
Study Group participants to not smply represent our national government’ s position.
That is difficult for some of usthat have forma advisory roles to our government and fed
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that the nationa policy reflects our professona judgement of gppropriate policy
outcomes. Nonetheless, | will make some concessions for the good of achieving a PECC
consensus, while continuing to steer in the direction of the stated objective, “Bringing
Agriculture into Compstition,” and the desired outcome of increased trade.

Multifunctionality and Non-Trade Concerns

No discussion between net exporter and net importer countries would be complete
without a debate over multifunctiondity and nonttrade concerns. | note that the very first
issue presented in the paper is not a market opening topic but a discussion about
multifunctiondlity — a concept that does not even appear in the Doha declaration. But its
affect on the trading regime would be similar to the concept of non-trade concerns, which
is noted at the very end of the agriculture text of the Doha declaration. | believe the draft
paper addresses the matter of multifunctiondity in afair manner.

Thereis no disoute that agriculture ddivers multifunctiona benefits but the Organization
for Economic Cooperation and Development (OECD) has had trouble defining the
“jointness’ between agricultura production and the associated public goods. There are
definitiona problems involving caculation methods and the data used. Thisiswhy the
PECC paper notes thet there is a corrdated cost/benefit from agriculture on asocia vaue
basis but does not explain what it is.  Japan has estimated the vaue of the
multifunctiona benefits from its rice paddies and upland fields a between $16.6 and
$38.2 hillion, but has not delineated the actud margina socid vaue - just the cost of
replication. But the cost of replication is not difficult to assume when 90 percent of
agricultura support isin the EU, USA and Japan, and only four percent of support in al
OECD countriesis not tied directly to production.

Net exporters worry about the end game on multifunctionaity when they hear complaints
that ‘the minimum access provided to imported rice under the Uruguay Round has
damaged Japan's rice production and, consequently, the country's environmentd vaues’
Rationdizing things such asthe "transmisson of culture’ and "rura amenity” through
production-based supports would open a Pandora's box.

The fundamental problem with multifunctiondity and non-trade concernsisthe
“perception” that isdl aguise for maintaining support and protection. The reaction from
arational economist would be that market access restrictions and production supports are
not the most efficient ways to deliver externa benefits such asimproved green space.
Thereistoo much “leskage’ or “less bang for the buck,” and it imposes the higher cost of
digortionsin agricultural markets. One should subsidize the desired outcome.

The PECC paper states that “exporting economies should show sympathy for these
multifunctiondity and non-trade concerns expressed by importing economies. It will be
better attended by mutua understanding and closer consultations between importers and
exporters rather than through negotiations.” The paper is quite correct since the words
themsalves are not harmful. Countries can aready secure many of these objectives
without agricultural support and protection.
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The U.S. and Cairns would be more pleased with Harbinson if degper cuts were made in
support and protection. Europe and Japan would be more pleased if Harbinson had
recognized thar interest in multifunctiondity and non-trade measures. Recognition of

the latter cannot circumvent the objectives of the former but the latter can be structured in
away that offers something meaningful to the EU (which has dready proposed a
decoupling agenda for the CAP) and Japan, while achieving the liberdization objective
of theU.S. and Carns. The point isthat thisiswhere apolitical offset must be found in
the negatiations, and another area demanding technica anaysis.

Food Security and Safety

Food security isaconcept unique to net food importing countries and more difficult for
net exporting countriesto grasp. The U.S. notion of food security is now ensuring that
the food supply is not tampered with by terrorists. But the U.S. can relate in the area of
petroleum where there is alarge import dependence on supplies from rdatively unstable
suppliers. And thisis where the PECC paper containsits most accurate statement in that
deciding whether to pursue food self-sufficiency or the more relaxed food sef-reliance
“depends on the benefits and risks of relying on internationd trade.”

The paper is absolutely correct in asserting that restricting trade for food security
purposes only adds to the voldtility of food markets. However, it could use some
strengthening on export restrictions, which is discussed below.

On food safety, the most pressing need is correctly identified in the paper as capacity
building. 1t dso warns againgt overly strict standards that serve more as technical
barriersto trade. A quibble should be made, however, with a reference to eiminating
pesticide resdues. Theimplication isthat chemicals are inherently bad and if thisis true,
that it should be so stated by the Codex and other residue standard setting entities. Food
safety management positions in policy documents should be backed by sound science and
not by cultura bias. Thisis particularly important Snce a purdly cultura bias againgt
chemicals and biotechnology will ensure that not everyone edts.

Tariff Rates

Theimportant point is that we have found global consensus thet tariffs need to be
reduced; the debate is smply how and by how much. The PECC paper takes amore
aggressive position than Harbinson, particularly since it does not creete anew class of
specid products. There are two issues that need to be emphasized: abaanced result and
investor needs.

Balanced Result: .” The draft text from WTO agriculture negotiations chairman Stuart
Harbinson included large exemptions for developing countries and is being criticized by
U.S. farm groups and U.S. negotiators for leaving American agriculture in an imbaanced
Stuation in terms of market access and support relative to the EU and Japan.

WP Andyssitisunclear how far and how intently the U.S. will push the “leve playing
fidd” concept in terms of the outcome from the Doha negatiations. The argument that the
EU should not end the implementation period with grester subsidy and protection
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authority than the U.S. could gain impetus if Europe is seen as concurrently undercutting
U.S. security objectivesvisavislrag.

Imbalanced Result
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Investor Needs: One problem with trade reform is that some parties do not want to
liberdize at dl and the other sde wantsit done yesterday. In the Uruguay Round and
now again in the proposals for Doha, the compromiseisto partidly liberdize over ahaf
dozen years, with dightly longer periods for developing countries. These incrementaly
negotiated steps provide nearly full-time work for trade negotiators but sometimesfail to
move much food. Exporters gppreciate liberdization but are not too excited when a tariff
goes from 250 percent to 125 percent over Six years. Meanwhile, protected industries
want to avoid competition but find less objection if the deadline for certain liberaization
isfar enough away that they can extract the value of their investment and build a cushion.

By providing more ambitious end results — meaning low tariff rates and nearly
meaningless production distorting subsidies, the pro-liberdization forces sense
meaningful results from the negotiations. Meanwhile, by extending the period for
implementing reforms, countries are able to make these larger commitments because the
period for adjustment reaches beyond the period in which direct economic or palitica
risk will beincurred. For the protected it becomes like along-term lease and for the
exporter it isthe potentid benefit of along-term stock investment.

Differentia trestment could be congtructed but it needs to have arationale that recognizes
that al countries benefit from globa liberdization. A possble extended tariff reduction
scenario tied into other policies might look like this:

Developed Countries. nearer-term market accessis provided to other countries but
domestic supports are dlowed for a dightly longer period to ease the adjustment.
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Developing Net-Food Exporting Countries. Generdly lacking the domestic support
programs of the rich countries, they would be dlowed alonger period of timein which to
implement both their support and protection commitments. (Thresholds are created so
that countries like India do not obtain the same specid and differentid benefits of a
country like Angola)

Developing, Net-Food Importing: The longest adjustment period is provided to this
group of countries but there is no free pass since liberdization is a benefit.

Special and Differential

The WTO negotiations have harbored a philosophica inconsistency in thet trade
liberdization is good policy and protectionism is bad policy, and so let usdlow alonger
delay for developing countries to adopt good policies. Developing economies need to be
given flexibility but the PECC paper warns against creating a double standard. 1t advises
developing countries to fully accept market competition as they graduate to developed
country status. More on graduation is presented below in the technical section.

Trade Alone: We have overburdened trade as the sdvation for the developing countries.
There are many policy reasons beyond trade that explain why some countries are poor.
Fundamentally, the genera lack of rule of law hurts confidence, and without confidence
there is no business entrepreneurship. Thisfact is borne out by looking at three different
indices

1. Heritage Foundation/Wall Street Journal Index of Economic Freedom
2. Transparency Internationd’s Corruption Perception Index
3. Indtitute for International Economics FTAA Readiness Index

Thereis a correlation between per capitaincome and nontrade specific policies. Thereis
areason that Haiti ranks 128 out of 156 countries in the Economic Freedom Index;, is
amongst the worst 20 in terms of perceived corruption and per capitaincome, and winds
up dead last in terms of FTAA readiness according to IIE. Moreover, there are countries
at the bottom of 1IE's FTAA Readiness Index that have had unfettered access to the U.S.
market for years under the Caribbean Basin Initiative. The chart below by the Heritage
Foundeation depicts the problem:
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Economic Freedom and Per Capita Income
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Theflaw in specid and differentia trestment isits view that economic advantages are
best gained through protectionism and favoritism — which ironicdly are the two
fundamenta principles rejected by the WTO.

Rich Country Salvation: Ancther important misperception isthat sdling torich
countriesisthe only that trade that counts. According to andlysis by the U.S. Nationa
Foreign Trade Council (NFTC), most of the duties paid by developing countries (71
percent) is on goods they sell to other developing countries. Developing countries are the
growth areafor trade but most of the highest gpplied duties around the world are imposed
by developing countries. We note hearing of 1,300 percent tariffs on some goods moving
between adjoining African countries - of course the result isSmply corruption. Under

the DDA concept of specia and differentid trestment, many of the duties faced by
deveoping countries will largely remain unchanged.

Some keen economigts from developing countries have performed Work detailing the
importance of developing country agricultura trade liberaization. Eugenio diaz Bonilla

of IFPRI who showed that economic value taken away from border protection and
instead extracted as atax and reinvested in productivity gains brings greater and broader
economic benefit to developing countries. Marcos Jank, who is here and will discussthe
PECC paper should talk about his stellar work for the IDB on the importance of
developing country trade liberdization policies. The same andytical outcome was
observed by the WTO gaff itsdf at a Geneva conferencein May of 2002, but it was
goparently politicaly incorrect for the negotiation leadership to too strongly reflect this
fact in thelr drefts.
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Proposal Reflecting Reality: Thereisahigher cost of delay but the demand from
developing countriesis for gpecid treatment and it islikely hereto say. Thekey istotie
together the privileges and the obligations so that developing countries actudly make the
trangition to becoming richer, market economies instead of insoluble basket cases. This
means an exchange of commitments between the rich and the poor.

Quid Pro Quo
Developing Countries 1. Implement economic
and politica reforms
2. Provide market access
3. Reduce supports
Developed Countries 1. Provide trade capacity
building assstance
2. Provide market access
3. Reduce supports

Trade capacity development ass stance needs to be provided to the devel oping countries
in coordination with their implementation of obligations. However, it needsto adso be
recognized that trade done is not their salvation and that a Doha agreement must be
accompanied by implementation of the economic and politica reformsthat have greater
bearing on their well-being than will market access in rich countries for ther inefficient
agriculture.

Import and Export STE's

The Harbinson text, which is an attempt at ba ance between competing demands, took a
definitively tough approach to export state trading enterprises (STE's), and pressures the
import kind by asserting that they cannot nullify or impair market access commitments.
The draft PECC position surprisingly changes nothing with regard to export STE' sand
uses the wesk statement that countries are “encouraged” to shift to private sector trading.

Domestic Support

From a competitive exporter’ s position, the amount of domestic support reform istied
directly to the quid pro quo of market access gains. The reference hereis back to the
investor needs discussion earlier in which both net importers and net exporters would
benefit from deeper cutsin support and protection made over alonger implementation

period.
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The issue of balanced outcome must o be raised here in that following the Uruguay
Round's equivaent percentage cuts in domestic support created a disadvantage to all
countries that have lower rdative levels of support. The PECC draft perpetuates a
gtuation in which the primary beneficiaries are the EU and Jgpan.

Domestic Support
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Export Competition

There should be sympathy with Japan's suggestion in the negotiations thet the same
degree of liberdization should be imposed on net-food exporters (i.e. conversion of al
short supply redtrictions to export taxes that are bound and then reduced) as the minimum
access requirements imposed on net-food importing countries. The PECC draft makesa
reasonable attempt a thisbaance. Where it could be strengthened is in the area of food
ad. Contrary to the views of American colleagues, it is reasonable to take the Harbinson
approach of saying food aid should be the result of specific requests for identified needs
from competent authorities (WFP/FAO), and un-tied and in grant form when not for
emergencies.

Technical Agenda

In addition to the PECC' s vdid input on the main pillars of support, protection and export
measures, there is a need to replicate the work of the OECD on tariffication in the
Uruguay Round in the new areas that currently divide WTO members. Following are
four specific areas that would benefit from further effort in the technicd areax

Multifunctionality/Non-Trade Concerns. Accommodating EU and Japanese
interest in these two aspects requires definitions and impact andyses that mollify
concerns by the U.S. and Cairns countries. The OECD needs to complete its
definitional work on calculation methods, data use and other factors so that
negotiators can better understand their options.

Green Box: If these measures can be used to achieve multifunctiona and norn-
trade concerns, how can this be defined to accommodate EU and Japanese
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objectives without impinging on obligations to developing countries? Should
there be limits on the amount spent on Green Box measures?

Thresholds: The sameleve of commitmentsis gpplied to al developing
countries, yet there are mgjor differences amongst this large class of countries and
no clear criteriafor graduation to greater obligations. Least developed, "are
encouraged to congder making commitments commensurate with their
development needs on avoluntary basis.” Negotiators need andytica
understanding of the kinds of thresholds that might be used to set diding scales of
obligation for reducing the measures of support and protection.

Trade Capacity Programs. Developing countries risk still being poor at the end
of implementation periods unless they set strategies for trade competitiveness, and
have available the trade capacity programs needed to achieve their strategies.
What should those dtrategies be for each country, and what programmatic
guiddines, funding and developed country commitments should be a part of the
Doha agreement?
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