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I   THE ISSUE 

The vast majority of the world’s poorest households depend on farming for 
their livelihood, as would many of the rest had prospects in agriculture not been 
so bleak as to force them into non-farm activities in search of a higher income. 
Earnings from farming have been depressed in low-income countries partly 
because own-country policies typically have had a pro-urban, anti-agricultural 
bias, and partly because richer countries (including some developing countries) 
assist and protect their farmers with import barriers and subsidies. Numerous 
developing country governments have made considerable progress over the past 
two decades in reducing their own sectoral and trade policy distortions, and many 
of them now believe high income countries should reduce their remaining 
protectionism that harms developing country exports of farm (and textile) 
products. Indeed one of the key difficulties in the World Trade Organization’s 
(‘WTO’)1 current round of multilateral trade negotiations (known as the ‘Doha 
Development Agenda’) is the fact that developing countries are calling for such 
commitments on farm policies before they will consider offering any further 
reform commitments of their own.  

II   BACKGROUND 

Historically, in the course of their economic development countries have 
tended to gradually shift from taxing to subsidising agriculture, the latter to a 
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greater degree than in other sectors (albeit proportionately less so, and at a later 
stage of development, if the country has had a strong comparative advantage in 
agriculture).2 Hence, at any point in time farmers in poor countries have tended 
to face depressed terms of trade relative to product prices in international markets 
– notwithstanding some assistance via subsidies for fertiliser, credit or irrigation3  
– while the opposite has been true for farmers in rich countries.4 Again the 
exceptions were rich countries with an extreme comparative advantage in 
agriculture (Australia, New Zealand) and poor countries with an extreme 
comparative disadvantage in agriculture (South Korea, as with Japan earlier, and 
some oil-rich states particularly in the Middle East). Poor country farmers also 
were disadvantaged by an anti-rural bias in public investments in infrastructure 
and human capital (education, health, agricultural research and development), 
and sometimes also by having to effectively finance urban consumer food 
subsidy programs.5 Within the agricultural sector of each country, import 
competing industries tended to enjoy more government support than those that 
were more competitive internationally.6  The Krueger study also reveals that, at 
least up to the mid 1980s, direct disincentives for farmers such as agricultural 
export taxes were less important than indirect disincentives in the form of import 
protection for the manufacturing sector or overvalued exchange rates, both of 
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which attracted resources away from agricultural industries producing tradable 
products.7 

This pattern of distortions to incentives has been very wasteful from a global 
viewpoint, and detrimental to the vast majority of the world’s poorest people who 
are small farmers in developing countries whose real incomes are lowered by 
those policies. Currently less than 15 million relatively wealthy farmers in 
developed countries, with an average of 78 hectares per worker, are being helped 
at the expense of not only consumers and taxpayers in those rich countries but 
also the majority of the 1.3 billion relatively impoverished farmers and their large 
families in developing countries who on average have to earn a living from just 
2.5 hectares per worker (Table 1). Furthermore, the evolution from taxing to 
subsidising farmers as countries develop suggests that, left unchecked, 
agricultural protectionism would continue to spread to newly industrialising 
countries in the decades ahead as governments seek to protect domestic 
producers from import competition as the farm sector comes under pressure to 
shrink in relative terms and, eventually, in terms of absolute numbers of people 
engaged. 

True, some developing countries have been granted greater access to 
developed country markets for a selection of products under various preferential 
agreements. Examples include the European Union’s provisions for former 
colonies in the Africa, Caribbean and Pacific program and more recently for least 
developed countries (‘LDCs’) under the Everything But Arms agreement. 
Likewise, the United States has its Africa Growth and Opportunity Act of 2000 
and Caribbean Basin Initiative. While these discriminatory schemes reduce 
demands for developed country farm policy reform from preference receiving 
countries, they exacerbate the concerns of other often equally poor countries 
excluded from such programs and thereby made worse off through declining 
terms of trade – and they may even be worsening rather than improving 
aggregate global and even developing country welfare and poverty alleviation.  

III    WHAT CONTRIBUTION DID THE GATT MAKE TO 
DISMANTLING AGRICULTURAL DISTORTIONS? 

The rules of the General Agreement on Tariffs and Trade (‘GATT’)8 are 
intended, in principle, to cover all trade in goods. In practice, however, trade in 
agricultural products was largely excluded from their remit as a consequence of a 
number of exceptions.9 This is despite the fact that agriculture is a small and 
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declining sector in the global economy – its share of global gross domestic 
product (‘GDP’) has fallen from around one-tenth in the 1960s to little more than 
one-thirtieth today. In developed countries the sector accounts for only 1.8 per 
cent of GDP and only a little more of full-time equivalent employment. 
Mirroring that decline, agriculture’s share of global merchandise trade has more 
than halved over the past three decades, dropping from 22 per cent to 9 per cent. 
For developing countries its importance has fallen even more rapidly, from 42 to 
11 per cent.10  

In the absence of strong GATT disciplines on agriculture, high and variable 
rates of import protection, together with sporadic export subsidy wars between 
the United States and the European Union, were depressing and destabilising 
international food prices. While the Uruguay Round provided a multi-pronged 
framework for reducing these distortions in farm production and trade, 
implementing the agricultural reforms agreed to in that Round involved only very 
modest liberalisation – even though that Agreement involved converting all 
agricultural protection to tariffs and limiting increases in virtually all tariffs 
through tariff bindings. Unfortunately, the process of converting non-tariff 
barriers into tariffs (inelegantly termed ‘tariffication’) provided numerous 
opportunities for backsliding that greatly reduced the effectiveness of the agreed 
disciplines.11 As Figure 1 shows, there was thus very little decline in farm 
support in Organisation for Economic Co-operation and Development (‘OECD’) 
countries from the start of implementation of the Uruguay Round agreement in 
1995. In addition, in developing countries, the option for ‘ceiling bindings’ 
allowed countries to set their bindings at high levels, frequently unrelated to the 
previously prevailing levels of protection. Hence agricultural import tariffs are 
still very high in both rich and poor countries, with bound rates half as high again 
as ‘most favoured nation’ (‘MFN’) applied rates (Table 2). Moreover, an 
additional form of discrimination in agricultural markets was introduced in the 
Uruguay Round, namely tariff rate quotas (‘TRQs’).12 However, at least 
agriculture became part of the mainstream of the WTO, allowing the other 
agreements in the Uruguay Round to be concluded.  

IV   WHAT CAN THE WTO DO NOW TO REDUCE 
AGRICULTURAL DISTORTIONS? 

Agricultural protection levels remain very high in developed countries, which 
means far more resources have been retained in agricultural production in 
developed countries – and hence fewer in developing countries – than would 
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have been the case if protection had been phased down in both agriculture and 
manufacturing simultaneously.  

What does the available data say about current distortions in merchandise 
trade? As of 2001, the extent of tariff intervention in developing countries was 
even greater in agriculture than it was not only in other primary sectors, but also 
than in manufacturing (although less so than in high income countries), 
according to the Global Trade Analysis Project database at Purdue University 
(Table 3). In the absence of those distortions, incomes of developing country 
farmers would (according to recent global economic modelling) be 3 per cent 
higher on average, despite the negative effect they would face from the removal 
of their own governments’ policies (Table 4). Agriculture would contribute 
almost two-thirds of the global welfare gains from such reform, notwithstanding 
the sector’s tiny share of the global economy. The proportion is even higher for 
Sub-Saharan Africa, where more than three-quarters of its welfare gain would 
come from agriculture (Table 5). 

Seven-tenths of those potential global gains from agriculture are accounted for 
by the farm policies of high income countries, and those policies also account for 
the majority of the overall gains to high income countries. For developing 
countries, as much of their gain from farm reform would come from so-called 
South–South agricultural liberalisation as from developing countries getting 
unrestricted access to high income country markets. That is almost equally true in 
manufacturing in aggregate, despite the big gains from textiles and clothing 
reform (US$14 billion from market access in high income countries compared 
with US$9 billion due to South–South textiles trade growth) (Table 5). In other 
words, reform by developing countries is equally as important, in terms of 
economic welfare gains to the South, as is reform by high income countries. 

Of the ‘three pillars’ of agricultural distortions, import market access 
restrictions contribute 93 per cent of the cost of current farm programs globally, 
with export subsidies responsible for just 2 per cent and domestic support 
programs for 5 per cent.13  

A particularly egregious form of discrimination is due to cotton trade 
distortions and subsidies (which raise producer prices by more than 50 per cent in 
the United States and even more in the European Union). Without them, the price 
of cotton in international markets would rise on average by one-fifth above the 
2015 baseline, and cotton output and exports from Sub-Saharan Africa would be 
44 and 73 per cent larger respectively. Indeed cotton is so important in Sub-
Saharan Africa, minus South Africa, that it would contribute one-quarter of the 
region’s net gain in agricultural value added from full global trade and subsidy 
liberalisation. The share of all developing countries in global cotton exports 
would be 85 per cent instead of 56 per cent in 2015, further vindicating the 
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efforts to ensure cotton receives specific and substantial attention in the Doha 
negotiations.14  

The above results are for full trade liberalisation. Smaller changes can be 
expected to result from partial reforms of the sort being negotiated currently 
under the Doha Development Agenda, and several elements of proposals under 
discussion will be discriminatory. How much smaller they would be, and how 
discriminatory, depends crucially on the details of the hoped-for agreement. To 
get a sense of what matters most, some scenarios are explored below. 

 
A   Some Doha Scenarios 

It seems safe to assume agricultural export subsidies would be eliminated by 
2013 in any likely scenario.15 That will remove one form of discrimination in 
agricultural markets, and one of the anomalies within the WTO (since export 
subsidies are not allowed on non-agricultural goods); but, as just mentioned, it is 
a relatively small part of the global welfare cost of current farm programs. We 
also assume that domestic support for agriculture is cut in just four economies: 
by an average of 28 per cent for the United States, 18 per cent for Norway, 16 per 
cent for the European Union and 10 per cent for Australia.16 More difficult to 
determine are the likely nature and extent of reductions in market access barriers, 
so a number of scenarios are considered initially for agricultural and food 
products in isolation of non-agricultural tariff cuts, before incorporating also 
some non-agricultural market access. Throughout this section, the WTO usage of 
the term ‘developing countries’ applies when allocating so-called special and 
differential treatment (‘SDT’)17 in the form of lesser commitments to reform, 
which means Hong Kong, Korea, Singapore and Taiwan are all able to enjoy 
SDT despite their high income status. 

 
1   Scenario 1 

The experiments begin for scenario 1 with a progressive or tiered reduction 
formula with marginal agricultural tariff rate reductions of 45, 70 and 75 per cent 
within each of the three bands defined by inflection point tariff rates of 15 and 90 
per cent for developed countries (that is, for low agricultural tariffs the marginal 
rate of reduction is 45 per cent, for medium level tariffs it is 70 per cent, and for 
the highest tariffs it is 75 per cent), and for developing countries the reductions 
are 35, 40, 50 and 60 per cent within each of their four bands (except LDCs are 
not required to undertake any reduction commitments). Even these large cuts to 
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bound tariffs (which are about half way between those proposed by the United 
States and the European Union in late 2005 in the lead-up to the Hong Kong 
Ministerial meeting) would lead to the average applied tariffs on agricultural and 
food products in 2015 being only one-third lower globally (10.0 instead of 15.2 
per cent) and 12.5 instead of 14.2 per cent for developing countries.  

 
2   Scenario 2 

Scenario 2 examines the consequences of including ‘sensitive’ farm products 
as allowed for in the ‘July 2004 Framework Agreement’,18 with developed 
countries allowed to treat 2 per cent of their HS6 agricultural tariff lines (six digit 
level of disaggregation of the UN’s Harmonized System of tariff line items) as 
sensitive and, we assume, subject to just a 15 per cent tariff cut, and double those 
proportions of products for both developing countries and LDCs, in part to also 
incorporate their demand for ‘special’ products treatment.19 This would lead to 
the average agricultural tariff falling only to 13.5 per cent in both high income 
and developing countries, and would clearly introduce yet another form of 
discrimination within the agricultural sector.  

 
3   Scenario 3 

Scenario 3 considers the effects of adding to scenario 2 a tariff cap of 200 per 
cent, such that any product with a bound tariff in excess of that limit will be 
subjected to a reduction down to that cap rate, which would cause average cuts in 
agricultural tariffs of 18 per cent for both developed and developing countries. 
This would lead to the average agricultural tariff falling considerably more for 
high income countries (to 11.5 per cent) and but only very slightly more (to 13.3 
per cent) for developing countries. 

 
4   Scenario 4 

Scenario 4 adds to scenario 1 the cuts in non-agricultural tariff bindings of 50 
per cent in developed countries, 33 per cent in developing countries, and zero in 
LDCs. That lowers the average tariff on all merchandise from 2.9 per cent in the 
baseline to 1.6 per cent for high income countries and from 8.4 to 7.5 per cent for 
developing countries.  

 
5   Scenario 5 

Finally, scenario 5 makes developing (including least developed) countries full 
participants in the round, undertaking the same reductions in bound (but not 
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necessarily applied) tariffs as the developed countries in scenario 4. That lowers 
the average tariff on all merchandise for developing countries from 8.4 to 6.8 
instead of 7.5 per cent, a cut of almost one-fifth in this case instead of just one-
ninth as in scenario 4.  

 
B   Estimated Welfare and Trade Effects of Those Scenarios as of 2015 

The welfare consequences of implementing these various reforms over the 
2005–2010 period and allowing the global economy to adjust to 2015 are 
summarised in Table 6 in dollar terms and as percentage changes in real income 
in 2015.  

Column (a)1 of Table 6 suggests that agricultural liberalisation using the 
harmonising formula (scenario 1) would generate a global gain of US$75 billion 
even without the inclusion of non-agricultural tariff reform. However, almost all 
those benefits accrue to the reforming high income countries (with whom we 
include protective Korea and Taiwan as well as Hong Kong and Singapore in this 
and subsequent tables) such that developing countries would gain only US$9 
billion because their tariff-binding overhang is so great as to lead to almost no 
cuts in their applied tariffs. Were countries allowed to have lesser cuts for even 
just 2 per cent of their farm products which they declare to be ‘sensitive’ (and 
another 2 per cent in developing countries for their ‘special’ farm products), 
those global gains would shrink to just US$18 billion and developing countries 
as a group would be worse off (scenario 2). If such exceptions are to be made, it 
would be important to exploit the opportunity – provided for in the Doha 
Ministerial Declaration20 – to put a cap on bound tariffs. Scenario 3 shows that 
even a cap as high as 200 per cent, would restore at least half of the welfare gain 
foregone by allowing such exceptional treatment for ‘sensitive’ and ‘special’ 
farm products. 

The final two scenarios add non-agricultural tariff cuts to the agricultural 
reforms in the preceding scenarios. In scenario 4, lesser cuts are provided for 
developing countries’ non-agricultural tariffs, as is the case for all the preceding 
agricultural cut scenarios. Even so, the gain to developing countries doubles by 
adding these non-farm reforms, relative to scenario 1 where only agriculture is 
cut, contributing one-third of the extra boost to global welfare (US$7.1 billion 
out of the US$21.6 billion difference between the global gains from scenarios 1 
and 4). In scenario 5, the developing (including least developed) countries fully 
engage in the reform process, foregoing the lesser cuts provided for in scenarios 
1 to 4. That boosts their and global welfare substantially, because their cuts in 
bound tariffs lead to considerably larger cuts in applied tariffs. Nonetheless, the 
global average merchandise tariff hardly changes if there were just agricultural 
reform, whereas it falls by almost one-third or 1.5 percentage points when 
manufacturing is included in the reform package.  

Retaining lesser cuts for developing countries as in scenario 4 would yield a 
global gain of US$96 billion from Doha merchandise liberalisation, which is a 
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sizable one-third of what is on the table (the potential welfare gain from full 
liberalisation of US$287 billion, reported in Table 5). But for developing 
countries the gain would be only US$16 billion, which is less than one-fifth of 
that group’s potential gain shown in Table 5 of US$86 billion. If developing 
countries forego the option of reforming less than developed countries, their gain 
would rise by 42 per cent, or an extra US$7 billion. Much of those gains go to 
the largest developing economies, but note that, in percentage terms, Sub-
Saharan Africa also gains substantially if it liberalises more – contrary to the 
presumptions of many commentators. By contrast, in scenario 4 the ‘Rest of Sub-
Saharan Africa’ countries simply are not liberalising enough to get sufficient 
efficiency gains to offset the terms of trade losses suffered either as net food 
importers, or as recipients of tariff preferences that have eroded with the decline 
in high income countries’ MFN tariffs, or because of the combined export growth 
from reforming economies with similar export compositions. 

How big would be the consequences of partial reform for agricultural net 
income (value added by the farming sector)? Table 7 shows, not surprisingly, 
that agricultural value added would fall in those regions with the highest 
agricultural protection (Europe, Northeast Asia and to a lesser extent the United 
States). However, in the Doha reform scenario none of the developing 
countries/regions shown in Table 7 would suffer a decline in agricultural net 
income, despite the lowering of their own agricultural tariffs. The reason for their 
farmers faring better than protected rich country farmers – even though the 
average agricultural tariff in developing countries is nearly as high as that in high 
income countries (14.2 per cent compared with 15.9 per cent in the baseline) – is 
because a much larger proportion of developing country agriculture is producing 
exportables that do not have to be protected from imports.  

V   IMPLICATIONS FOR DEVELOPING COUNTRIES 

To realise those potential gains from Doha, it is in agriculture that by far the 
greatest cuts in bound tariffs and subsidies are required. However, the political 
sensitivity of farm support programs, coupled with the complexities of the 
measures introduced in the Uruguay Round’s Agreement on Agriculture21 and of 
the modalities set out in the Doha Ministerial Declaration, ensure the devil will 
be in the details of the final Doha agreement. Outlawing agricultural export 
subsidies is the obvious first step. That will help bring agriculture into line with 
other sectors, and in the process help to limit the extent to which governments 
encourage agricultural production by other means (since it would remove one 
option for, and hence raise the cost of, surplus disposal). Concurrently, domestic 
support bindings must be cut very substantially to reduce binding overhang. Even 
more importantly, agricultural tariff bindings must be cut hugely so that some 
genuine market opening can occur. Yet allowing lesser cuts for even just a few 
‘sensitive’ and ‘special’ farm products would reduce hugely the gains from 
reform, given the tariff peaks currently in place. If it turns out to be politically 
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impossible not to designate some products as ‘sensitive’ and ‘special’, the 
resulting welfare cost could be reduced by imposing a tariff cap such that any 
product with a bound tariff in excess of, say, 100 per cent would have to reduce it 
to that cap rate. Expanding non-agricultural market access at the same time as 
reforming agriculture would increase the prospects for a successful conclusion to 
the DDA.  

An essential part of the DDA is South–South ‘concessions’, especially for 
developing countries, because that is where half their potential benefits lie. That 
means reconsidering the extent to which developing countries liberalise. Since 
developing countries are trading so much more with each other now than in the 
1980s, they are the major beneficiaries of reforms within their own regions. Even 
LDCs need to consider reducing their tariff-binding overhang at least, since 
doing that in the context of the Doha round gives them more scope to demand 
‘concessions’ (or compensation for preference erosion or other contributors to 
terms of trade deterioration) from richer countries than if they hang on to the 
opportunity, provided in the July 2004 Framework, not to engage in reform. 
What emerges from the above analysis is that developing countries would not 
have to reduce actual applied tariffs very much under Doha, because of the large 
gaps between their tariff bindings and applied rates. However, to realise more of 
their potential gains from trade, they would need to commit to additional trade 
(and complementary domestic) reforms, and to invest more in trade facilitation. 
High income countries could encourage them to do so not only by being willing 
to open up their own markets more to developing country exports but also by 
providing more targeted aid.  

VI   CONCLUSION 

Even with the above reforms, numerous discriminatory features in agricultural 
markets will remain and others will be added – despite non-discrimination being 
a core WTO guiding principle. They include the continuing use of tariff rate 
quotas (for which no appetite for abolition has emerged, thanks to the rents they 
generate for exporters), the broadening of SDT for developing and least 
developed countries, the offering by a greater number of high income countries 
of duty-free access for UN-designated LDCs (thereby harming the much larger 
number of producers in other low income countries), the formal exceptional 
treatment of an as-yet-unspecified number of ‘sensitive’ and ‘special’ agricultural 
products that will be subjected to less reform, and a prospective broadening of 
the use of geographical indications beyond wine and spirits.  

Furthermore, new forms of agricultural protectionism have been emerging. 
Food safety concerns have been used to erect barriers that discriminate against 
countries that adopt some new agricultural technologies (most notably the use of 
animal growth hormones and of transgenic varieties of crop seeds). 
Environmental, food security and regional development concerns also have been 
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used to justify greater supports for farmers (under the name of agricultural 
‘multifunctionality’).22  

Behind these clouds are some silver linings though. One of the benefits of 
countries opening up to foreign direct investment over the past two decades has 
been the global supermarket revolution. This is affecting not just the retailing of 
food but also the ways in which farm products are procured, processed, 
transported and distributed potentially throughout the year even for seasonal 
fresh fruits and vegetables.23 The multinational firms involved in this revolution 
will be imposing high standards on farmers, but at the same time they are a force 
for greater market access opening in importing countries and for greater rural 
infrastructure in exporting countries. The gradual ‘thickening’ of international 
markets for horticultural and other farm products that will result from this trend 
will bring greater stability to international food prices, further reducing the need 
for countries to maintain trade barriers for domestic market stabilisation reasons. 

 

                                                 
22 Timothy E Josling, Stefan Tangermann and Thorald K Warley, Agriculture in the GATT (1996), 232–41; 

Kym Anderson, ‘Bringing Discipline to Agricultural Policy  via the WTO’, in Kym Anderson and 
Timothy E Josling (eds), The WTO and Agriculture, Vol. 2 (2005), 124. 

23 Kym Anderson, ‘Measuring Distortions to Agricultural Incentives: Beyond Tariffs’ (Paper presented at 
the Summer Symposium of the International Agricultural Trade Research Consortium (IATRC), Gustav-
Stresemann-Institut (GSI), Bonn, Germany, 28–30 May 2006) 10. 
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