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Abstract 
 

Agriculture is a special sector both for developed and 
developing countries.  

The second chapter provides an overview of the 
reasons why agriculture is so special.  

The third chapter analyzes relationships between 
agriculture, international trade, liberalization of markets 
and economic development in order to provide 
explanations to the generous domestic support that 
developed nations reserve for their agricultural sector.  

The fourth chapter describes the background 
framework of agricultural negotiations within the context 
of WTO Uruguay Round and Doha Round with particular 
attention to the failure of the 5th Inter-Ministerial 
Conference in Cancùn and the subsequent developments 
including the so called ‘July package’ officially issued 
the 1st August 2004. 

The fifth chapter analyzes the case of environmental 
policies related to rural development as a concrete 
example of policies related to Non Trade Concerns and 
their effects on international agricultural trade.  

Finally conclusions are drawn on the current 
negotiations and the underpinning conflicting interests on 
agriculture between developed and developing nations. 
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1 – Introduction  
 

Agriculture is a special sector both for developed and 
developing countries. For this reason nations keep for it a 
special treatment. This is also true for industrialized countries 
where public intervention in agriculture is quite generous. 
Different explanations to this phenomenon have been given 
according to different economic approaches. In particular 
Schultz’s approach has been analyzed in this paper in order to 
understand why agricultural sector always shrinks when 
countries reach certain levels of development. This explains the 
ample intervention by industrialized countries into their 
agricultural sector to preserve its survival. A question must be 
raised whether it can be considered fair by rich countries to 
protect their agricultural sector through huge subsidies that 
disrupt international trade and risk to hinder the economic 
development of poor nations. 

A brief overview of some of the main pillars of 
international agricultural trade negotiations is provided in the 
third chapter. Agricultural negotiations are analyzed within the 
context of WTO Uruguay Round and Doha Round with 
particular attention to the failure of the 5th Inter-Ministerial 
Conference in Cancùn and the subsequent developments 
including the so called ‘July package’ officially issued the 1st 
August 2004. With the spreading of the liberal paradigm of 
international trade also in the agricultural sector, agricultural 
polices implemented by rich countries are in danger along with 
their agricultural sectors and farmers. The question arises on 
how to put together the compliance with WTO rules on 
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international trade with the survival of agriculture in 
industrialized nations.  

As an empirical case, environmental polices for rural 
development are considered. They belong to the category of 
Non Trade Concerns related policies. Their effects on 
international agricultural trade are assessed and some 
conclusions are drawn on the balance that can be found 
between Non Trade Concerns on one hand, and the proper 
functioning of international markets on the other one. 

While liberalization of agricultural trade benefits those 
countries which can compete on quality and prices, it also puts 
in danger those that rather compete on the size of their 
subsidies. A delicate balance must be reached between diverse 
conflicting interests. Many developing countries’ economies 
depend on a diverse range of primary and processed 
agricultural products and on an increasing level of agricultural 
exports to different markets for their economic development. 
Rich nations, on the contrary, risk that their agriculture sector 
disappears along with international agricultural trade 
liberalization. This is the hard task left to the current Doha 
round of WTO negotiations. Representatives from all the 
participating countries will try to solve this apparently 
inextricable conflict and to find a compromise in the next inter 
ministerial conference to be held in Hong Kong in December 
2005, where they will have the opportunity to prove the 
importance of multilateralism in the solution of international 
issues. Only a strong political willingness by all the actors may 
help in accomplishing this once-in-a-generation result.  
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2 – Why Agriculture is ‘Special’? 
 

Agriculture has been considered for a long and is 
currently considered a ‘special’ sector providing food self-
sufficiency for the nations. It has huge impacts on million of 
consumers, households and farmers, on the developing path of 
countries, on downward and upward related industries, and on 
ecosystems and natural resources. 

In developing countries, in particular, agriculture often 
is the most important sector of the whole national economy 
from the output and from the employment point of view, and 
can be considered the fundamental engine of development and 
economic growth. 

The speciality of this sector can count on a variety of 
reasons. Some of the main reasons are summarized in the 
following paragraphs. 

 

2.1 Food as a Most Essential Good 
Food is a most essential good that has a high value both 

in economical and emotional terms. This particular 
characteristic of food, its significance for the nourishment of 
people, makes food production and thus agriculture an inherent 
part of each society’s culture and policies and led almost 
everywhere to a high esteem for agriculture, which may go far 
beyond its actual share in a country’s domestic economy. 
Experiences may of course differ from one country to another 
and it is therefore essential to take into account the background 
of experiences and culture for a better understanding of the 
various agricultural policy objectives of different countries. 

Besides satisfying the basic need of nourishment, 
consumers may also wish to link food production to cultural 
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and/or ethic considerations and may attribute particular 
importance to health concerns related to the aspects of food 
safety and quality. 
 

2.2 Use of Land and Natural Resources 
In many countries agriculture is the biggest land user 

and one of the main user of all natural resources. Agricultural 
activities for centuries have shaped the territory and the 
landscape, have provided habitats for animal species and 
preserved biodiversity, have provided for landside 
maintenance, flood control and protection against forest fires, 
have influenced the eco-system both in positive and negative 
terms. 

 

2.3 Societal Goals of Agriculture 
Awareness exists of the fact that agriculture is able to 

contribute in a specific way to the fulfilment of societal goals 
other than food production. Agriculture contributes in keeping 
the viability of rural areas and in avoiding unemployment and 
depopulation in marginalized regions. It provides a 
decentralised settlement of the territory. It preserves rural 
communities, traditions and values, it conveys agricultural 
skills and techniques. It produces and safeguards landscape and 
contributes to the protection of the environment.  

 

2.4 Agriculture as a Key Element for the Development of Other 
Sectors 

Agriculture has important connections with downward 
and upward sectors in the chain of production with heavy 
consequences in terms of employment. In particular, beyond 
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the food related sector, other sectors such as chemicals, 
machinery, tourism share important spill-over effects with 
agriculture. 

 

2.5 Supply and Demand Characteristics 
Agricultural production function is characterized by 

long lead time (many production cycles have a period of one or 
more years) and by diminishing returns to scale. The supply 
curve is fairly inelastic in the short run while in the long term it 
can be either inelastic when productivity is low or quite elastic 
where technological changes and modernization foster 
increases in productivity.  

Climatic conditions, soil-quality and human and animal 
diseases heavily influence agricultural productivity and expose 
agricultural sector to uncertainty and high levels of risk. 
Insuring such risks is not always possible or economically 
feasible and, in most part of the world, this represents a case of 
incomplete market. The inflexibility of the farm labour supply 
to adjust to production variability worsens the situation. 

The demand side is characterized by the Engel’s law. It 
states that as economy grows, only a smaller share of income is 
spent on food: the Engels’ coefficient of demand for food 
decreases as income increases. Demand elasticity of income to 
agricultural products is near to zero1.  

The inelasticity of supply in the short run and the 
inelasticity also on the demand side imply high price 
fluctuations for agricultural commodities. 

 

                                                 
1 T. W. Schultz, “The Economic Organization of Agriculture”, McGraw 
Hill, New York, 1953. 
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2.6 The Importance of Agriculture in Nations’ Development 
Path 

Agriculture plays a crucial role in the pattern of 
development. The choice of the proper policy instruments in 
agriculture during the first stages of economic development, 
can influence the success or failure of the development path 
itself. Agricultural development is the best incomes policy 
since it contributes to spread the dividends of growth broadly 
among the population, to hundreds of thousands of small 
farmers and provide for participation in the process of 
increasing incomes. It represents the pre-condition of self-
sustained growth and, for this reason, modernizing agriculture 
in poor countries is the most reliable development strategy. 

Cases of success or failure in development processes 
can be attributed to the choices made in terms of agricultural 
policies. According to Yotopoulos2 the cases of Philippines, 
Taiwan and Uruguay provide the evidence.  

In the Philippines during the 50s and 60s agricultural 
sector was characterized by low productivity and low income 
in part due to the land tenure system. Agricultural modest 
growth was not able to meet the demand of population increase 
and of improvements in diets. Different government 
interventions were implemented in order to stabilize the prices 
of commodities relative to the border prices. Legally private 
bureaucracies were established in order to implement policy 
interventions in agriculture. They had the power to charge 
levies but their finances were totally inaccessible to public 
scrutiny. This was the case of sugar: in order to capture the 
economic rents derived from the US quota, a commission was 
set up to act as a monopsonist buyer with the exclusive rights 
                                                 
2 P.A. Yotopoulos, “ Exchange Rate Parity for Trade and Development: 
Theory, Tests, and Case Studies”, Cambridge University Press, New York 
and London, 1996. 
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to join the rents stemming from the higher prices paid by the 
US. When US sugar quota expired and the premium over the 
world sugar price disappeared, in order to maintain the 
economic rents, the commission charged sugar producers with 
levies and imposed a price that was one-fourth of the world 
price. Workers wages in sugar field were squeezed and this 
contributed to a considerable increase in poverty. Another 
disastrous intervention policy of this kind was in the coconut 
production. Public or private monopolies that were granted in 
agricultural commodities (rice, corn, wheat) were mismanaged 
and pursued private interests only in the attempt to accrue the 
economic rents to the upper classes and the elites. Sometimes 
they also disrupted the domestic market considerably. 

Those incompetent interventions precluded broadly 
based increases in productivity in the farm sector and in small-
scale enterprises. The resulting stagnating agriculture was not 
able to provide employment opportunities and to induce a 
diffused income growth able to stimulate broadly based 
domestic demand. Interventions failed in identifying the proper 
sequence in the process of industrialization and in giving 
agriculture the role of engine of growth and of a sustainable, 
self-sufficient development. In spite of its adoption of 
international trade patterns, Philippines economic development 
can not be considered satisfying. The lesson from this case 
being that if countries, for structural or governance reasons, do 
not succeed in integrating their social/economic articulation 
and in sequencing industrialization basing it on a broadly 
increased domestic-demand, the resulting growth will not be 
self-sustainable and per consequence the potential for growth 
will remain low. 

The other case presented by Yotopoulos is the 
comparison between Taiwan and Uruguay agricultural policies 
and levels of development. The two countries were comparable 
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at their early stages of development. The juxtaposition between 
the two helps understanding how fundamental is defining the 
proper agricultural interventions at the early stages of 
development.  

In the first years of Taiwanese economic development 
(50s), agriculture, that has played a strong role in the economy 
also before the war, provided the foundation for pluralistic, 
self-sustained growth in the economy. A number of important 
institutional reforms (land reforms) were implemented and 
foreign aids were directed mainly towards the agricultural 
sector. Hidden taxes on agriculture were levied since this was 
the only sector that was able to finance the early stages of 
industrialization. The development path of Taiwan is very 
similar to that of industrialized countries with agriculture 
knowing impressive increases in its productivity and passing 
through the three phases defined by Schultz3. In Uruguay, 
instead, modernization of agriculture and the introduction of 
capital-intensive technologies, have been delayed by the lack 
of appropriate reforms or even misguided development 
interventions. Agricultural stagnation made this sector not able 
to finance industrialization and to provide a spread distribution 
of income that could stimulate domestic demand. 

Development paths of the two countries diverged as 
Uruguay’s agricultural foundation proved weak to support a 
broadly based increase in income with the final result to place 
this country at the bottom of the LDC distribution, while in 
Taiwan agricultural sector provided an articulated economic 
and social structure representing the economic foundation of a 
self-sustainable development. 

 

                                                 
3 Schultz, 1953. For more details cfr the next chapter. 
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3 – Agriculture, International Trade and Economic 
Development 
 

In this chapter some considerations are provided on 
international trade and on the role of agriculture for the 
development of nations. Schultz’s approach, that is presented 
here, provides an explanation to the reason why rich nations 
intervene in their agricultural sector in order to preserve their 
farmers. The question whether this type of intervention can be 
considered fair or not in the arena of international trade, will be 
left to the next chapters. 

3.1 The Neo-Classical Approach to International Trade 
According to the neo-classical theory, international 

trade can provide benefits for traders because of comparative 
advantages due to different technologies or different 
endowment of resources. Those benefits do not depend upon 
reciprocity since theory illustrates that even when trade 
happens unilaterally it brings benefits to all traders and it is 
worthy to undertake it. Nevertheless international trade has 
never been completely free, on the contrary protectionist 
policies are stronger than liberal ones and when liberalization 
happens it is always on a bilateral basis, never on a unilateral 
one. The main answer provided by the theory to this apparent 
paradox is that opening borders to international trade has its 
own costs in terms of dramatic changes in income distribution, 
worsening conditions of those who work in the importing 
sector while benefiting consumers and those who work in the 
exporting sector. It is for this reason that strong and well 
organized lobbies push political parties to protect internal 
markets. Usually it happens that potential losers lobbies are 
larger and better organized than those of potential winners (the 
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latter are often too fragmented and usually they lack a strong 
motivation since benefits are too widespread among a huge 
number of individuals: e.g. the case of consumers). Trade 
policies result to be the expression of those lobbies rather than 
that of public interest and consequently active international 
trade policies (i.e. protectionism) prevail on open trade and 
freer markets. This is also the case for agriculture: very well 
organized and strongly powerful lobbies push to protect 
agriculture in developed countries against more competitive 
imports from developing countries that join a comparative 
advantage in this field. 
 

3.2 ‘Structuralism’ as an Alternative Approach 
The neo-classical paradigm according to which 

international trade is the automatic, equilibrating mechanism 
that diffuse growth across the world, can be challenged.  

For sure international trade, particularly in agricultural 
products, has the potential to stimulate the economic 
development of poor nations. Nevertheless its importance has 
not to be overestimated. The neo-classical approach has to be 
balanced with other approaches that underline other aspects of 
economic development and that sometimes result more suitable 
in explaining differences in development among nations. For 
example the structuralism underlines the importance of 
structural barriers and bottlenecks and it puts a strong emphasis 
on the demand side of the economy (whereas the classical 
approach is concentrated on the supply side). According to this 
approach socio-economic class structure through the concepts 
of articulation/disarticulation play a crucial role in the process 
of development helping to explain different development 
patterns followed by nations. There is articulation when the 
different economic sectors are closely linked, so that growth 
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originating in one is transmitted throughout the entire 
economy. Disarticulation instead is characterized by the 
existence of sectorial and social dualism: the modern sector 
fails to transmit growth to the rest of the economy and the same 
happens on the consumption side. Only when the social and 
economic structure of a country is well articulated, pluralistic 
development strategies can spread development and enlarge the 
participation to the process of growth. Pluralistic economic 
development makes domestic demand a powerful locomotive 
of growth to be matched with the supply side of the economy. 
The success cases of development (Australia, New Zealand and 
Canada) had an articulated economy while tropical countries 
had a disarticulated one. 

 

3.3 Agriculture and Development: Schultz’s Approach 
In the process of development three stages of 

agricultural transformation can be identified according to 
Schultz4: the food crisis, the food problem and the farm 
problem. The first two stages provide the foundation for 
economic development and the locomotive of growth. But once 
development has been achieved, the third stage, the farm 
problem, overturns the success of agricultural sector slowing 
down economic growth. This path of development has been 
verified by Yotopoulos in the case of Japan5 and Greece6.  

                                                 
4 T. W. Schultz, “The Economic Organization of Agriculture”, McGraw 
Hill, New York, 1953. 
5 P.A. Yotopoulos, “ Exchange Rate Parity for Trade and Development: 
Theory, Tests, and Case Studies”, Cambridge University Press, New York 
and London, 1996. 
6 P.A. Yotopoulos, “ Is there a third way for mediterranean agriculture?”, in 
Politica Agricola Internazionale, Vol.1, July 2002. 
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The first period of food crisis is characterized as a food-
emergency situation where the paramount task is to beat 
hunger and to survive. The prominence is rightly given to 
agriculture and to all the instruments available for increasing 
food supplies.  

The second period, food problem, is characterized by 
low incomes and high food ‘drain’, low levels of development, 
high rates of population growth and high demand for food. 
Increased food requirements are not matched by a 
corresponding increase in supply since low productivity in 
agriculture makes the supply curve fairly inelastic. High and 
rising food prices are the result. When income levels are low 
and the share of the family budget devoted to food is high, 
rising food prices determine inevitably the decrease in real 
income. High rates of population growth can worsen the 
situation. In order to safeguard a minimum subsistence income, 
governments try to resist to food price increases through the 
use of food subsidies at the consumption level or through price 
control at the production level. While protecting incomes, 
government main target should be to increase agricultural 
productivity through modernization and technological change 
and/or agricultural subsidies paid by the state in the form of 
subsidized input or by the consumers in the form of high prices 
of output. This is the most critical phase in the process of 
development. If it is successfully managed, the country is able 
to use agriculture as a reliable engine of growth. Otherwise the 
country will enter a path of non sustainable development. 

The last phase, the farm problem is characterized by 
high-income and low-food drain economy and is the common 
plague for the agricultural sector in each developed nation. If 
the growth rate of population is low, agricultural demand is 
fairly fixed and shifted towards consumption of quality food. In 
developed countries, the increased productivity provides an 
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elastic supply of food with relatively low prices. In spite of the 
increase in agricultural productivity, the latter remains however 
lower compared with manufacturing productivity, causing a 
terms of trade shift against agriculture and a sharp disparity 
between agricultural and non agricultural incomes. The 
disparity in incomes causes the huge transfer of resources out 
of agriculture. As development occurs, labour shifts to 
manufacturing and the share of agriculture both on GDP and on 
employment decreases. This phase is tragic for the farmers and 
often turns farms into real estate. When countries reach an 
advanced stage of development, agricultural sector is destined 
to shrink. Today the share of agriculture on GDP and on total 
employment in industrialised countries is quite small. Only the 
state intervention can slow down this inexorable process 
paying the price of the protection. Agricultural policies have 
the aim to smooth and lengthen this process and to determine 
how fast and how far the transfer of resources out of 
agriculture should proceed. 

 

3.4 Agricultural Intervention in Developing and Developed 
Countries 

Nations treat farming differently according to their level 
of economic development. 

In developing countries, intervention in agriculture is 
justified because of underdeveloped market infrastructures that 
lead to market failures and incomplete markets. A problem 
arises when the government who sets the policies has not the 
competences, nor the integrity to determine the proper 
interventions. If those interventions are not able to identify the 
right sequence in the process of industrialization, the economic 
development is likely to abort. Prioritising agriculture and 
small scale rural and urban enterprises induces a high income 
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growth that stimulates broadly based domestic demand that in 
turn becomes the engine of growth and of a sustainable, self-
sufficient development (cfr Philippines case in paragraph 2.6). 

Reasons to support intervention in the agricultural 
sector by developed nations can vary according to the theory 
chosen. In this paper Schultz’s approach has been chosen to 
explain why the state assistance to agriculture has been so 
generous in most OECD countries. Rich nations have 
implemented interventionist policies to set against the 
contraction of agricultural sector and/or to satisfy the interests 
of powerful farm lobbies, by using an array of instruments i.e. 
protection on borders through tariffs and quotas, export 
subsidies and state trading enterprises, price intervention and 
domestic support to national farmers. Numerical evidence 
supports this statement: prices received by farmers in 2001 are 
on average 31% above world prices (European ones went far 
beyond this level: for most of the CAP7 existence, EU prices 
were between 50% and 100% higher than world prices); total 
support to agriculture in 2001 came to US$ 311 bn (1.3% 
GDP); producers support is 21% of farm income in the USA 
and 35% in the EU8; in the early ’90s EU’s generosity was only 
in the middle of the OECD pack. OECD reports that the 
subsidy equivalent per EU farmer was $13.000, less than half 
the number for EFTA members and about equal with that of 
the US and Japan9. 

The high price of agricultural assistance created 
dissatisfaction among consumers and at the international 
political level. In the meanwhile the market liberal paradigm 
was being affirmed also in the agricultural sector through the 

                                                 
7 Common Agricultural Policy. 
8 OECD source (2001). 
9 R.Baldwin & C.Wyplosz, “The Economics of European integration”, 
2003. 
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establishment of the Uruguay Round Agreement on 
Agriculture10 in the 90s and the definition of rules and 
disciplines of international trade that imposed effective 
constraints on signatory countries’ agricultural policies. The 
process of full liberalization of international agricultural trade 
is meant to be further consolidated within the WTO11 Doha 
Round negotiations. More details on this subject will be 
provided in the following chapter. 

                                                 
10 Cfr next chapter. 
11 World Trade Organization. 
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4 – Agriculture and World Trade Organization 
 

The World Trade Organization12, created in 1995 as a 
successor of the GATT13 within the Uruguay Round, has been 
established in order to deal with liberalization of international 
trade among the member countries (currently they are 148) in a 
multilateral context. The objective was to reduce barriers to 
trade, e.g. increase market access, enhance competition, 
reduce/ eliminate interventions, limiting price supports. Let 
market incentives to work freely is considered as the best way 
to guarantee efficiency of production and consumption with the 
relative gains in terms of welfare for the member nations.  

Specific characteristics of agriculture as explained in 
the first chapter induced governments to call for separate 
treatment of agriculture within WTO. During the Uruguay 
Round this fact and the need for exceptions to general rules and 
principles were accepted for agriculture as well as in other 
WTO Agreements, leading finally to a success. The obligation 
to drastically and quickly increase market access for basic food 
commodities, can result in reducing the incentive for local 
production, especially in countries and regions where 
producers are less competitive due to specific circumstances or 
in countries and regions with fragile production structures or 
low incomes combined with low purchasing power. Given the 
need to safeguard a certain level of domestic production for the 
fulfilment of societal objectives, local conditions may require 
specific instruments to allow farmers to continue production on 

                                                 
12 WTO in the rest of the work. 
13 General Agreement on Tariffs and Trade signed in 1947. Its basic 
principle was that tariffs must not discriminate between countries and trade 
must be governed by multilateral rules. 
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less favourable areas or under regulations establishing less 
competitive situations. 

At the same time it was recognised that the progressive 
liberalization process must take into account several other 
concerns, in particular Non Trade Concerns and special and 
differentiated treatment for developing countries14. 

As a consequence the first round of negotiations for 
liberalization on agriculture has been established and has taken 
place within the Uruguay Round under the name of URAA15 
between the ‘80s and the ‘90s. With the Agreement on 
Agriculture (AoA), WTO Members have, for the first time, 
placed agriculture in a systemic and specific way under the 
overall structure of WTO rules and disciplines. 

The negotiations are difficult because of the wide range 
of views and interests among member governments. 

 

4.1 Uruguay Round and the URAA 
The URAA recognizes different agricultures, 

agricultural policies and the right of each WTO member to 
preserve an agricultural sector and it provides also particular 
protection when Non Trade Concerns and developing countries 
reasons are at stake through NTC and S&D provisions. 

Nevertheless this mechanism has demonstrated that can 
serve the interests of rich nations to maintain the high level of 
domestic protection they are used to ensure to their agricultural 
sectors. Difficulties in trade negotiations on agriculture were 
mainly due to the reluctance of most rich nations to abandon 
their protectionism. Conflicting interests were at stake: on one 
hand developed countries urged liberalization on industrial 
                                                 
14 Cf. preamble of the Marrakesh Agreement and preamble and article 20 of 
the URAA. 
15 Acronym for Uruguay Round Agreement on Agriculture. 
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sector trying to postpone agricultural related issues on which 
they would keep their barriers while developing countries, in 
particular the so called Cairns Group16, pressed to obtain some 
achievements in the liberalization of the agricultural sector that 
was vital for their economic development.  

In order to achieve the liberalization objectives that it 
pursues, a framework based on three pillars has been 
established by the URAA: 

1. Market access: includes the commitments in terms of 
simplification and reduction of the tariffs and tariff 
quotas and the definition and regulation of other 
barriers to trade (in particular TBT: Technical Barriers 
to Trade). 

2. Export Competition: includes the commitments in terms 
of reduction of those policy instruments, both direct and 
indirect, which led to domestic prices above world 
prices on exported commodities. Under this pillar are 
regulated direct export subsidies (91,6% of which are 
used by the EU) and other indirect and less transparent 
instruments such as the export credit, state trading 
enterprises and food aid cases, that give rise to implicit 
export subsidies and that can be recognized by the 
relationship between domestic and world prices 
maintained by that institutional arrangement. EU is 
quite reluctant to abandon direct export subsidies that 
are at the core of its Common Agricultural Policy. 
However its commitment to accept export subsidies 
elimination has been made conditional to the ability of 
agricultural negotiations to cope also with the implicit 

                                                 
16 The group of the largest food exporting nations excluding US and 
Canada: Argentina, Australia, Bolivia, Brazil, Chile, Colombia, Costa Rica, 
Guatemala, New Zealand, Paraguay, Philippines, South Africa,  Thailand 
and Uruguay. 
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forms of subsidisation of which other countries such as 
the US and Canada are major users. The delicate 
equilibrium to find here is between the maintenance of 
the functioning and beneficial aspects of those 
institutions and the attempt to prevent a hidden form of 
subsidization. 

3. Domestic Support: includes the commitments in terms 
of reduction of the total internal support that each 
nation is allowed to give to farmers. Domestic support 
to farms is considered to distort international trade. In 
order to identify different types of support and to 
classify their coverage and trade impact, the metaphor 
of the traffic lights has been used and different colour 
boxes identify different types of policies with different 
levels of exemption/limitation: Green Box, Blue Box 
and Amber Box. Programs or policies that have a 
minimal impact on trade are classified as ‘green box’ or 
exempt support. To be eligible for inclusion in the 
green box, government payments to farmers must be 
totally decoupled from production, they must have no 
or minimal trade distorting effects, be government 
funded, and they must not involve price support. In 
practice, green box subsidies are not related to 
particular products, production levels, or prices to avoid 
trade distorting impacts. Programs such as general 
services (research, inspection and training), domestic 
food aid, natural disaster relief, insurance and income 
safety net programmes, decoupled income support, 
environmental and rural development programs, 
structural adjustment assistance programmes, and 
regional assistance are in the green box. Green box 
support is not limited by the current agriculture 
agreement.  
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Programs that provide direct payments to agricultural 
producers related to land and headage criteria not 
totally decoupled from production and that also limit 
agricultural production, are classified as ‘blue box’ 
support. 
All other programs are classified as ‘amber box’ 
support, typically referred to as AMS17. These programs 
are considered to be trade-distorting, are limited under 
the current agreement and have to be eliminated 
according to the targets defined in this round of 
negotiations.  
Green box exemptions are granted to both developed 
and developing countries but they are mainly used in 
OECD countries where they constitute the main 
category of domestic support. While support for 
policies considered as trade distorting has declined in 
OECD countries during the implementation period 
according to the URAA requirements, support for green 
box policies has increased in the same period as 
compared to the 1986-88 base period18. Most of this 
increase was concentrated in three countries—the 
United States (in 1996 the US Farm Act established the 
EQIP [Environmental Quality Incentives Program]), the 
European Union (first Agri-Environmental regulation in 
1992), and Japan (land retirement programs since 
1971). There is disagreement among member nations 
on the flexibility that should be allowed for the 
definition of Green Box policies and which types of 

                                                 
17 Aggregate Measurement of Support used to compute domestic support 
reduction compared with a base period (1986-88). Developed countries 
were to reduce their AMS by 20 percent during the implementation period. 
Developing countries faced 13 percent reductions. 
18 OECD, 2001. 
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limits should be set for the Green Box programs. EU 
would expand green box to include all rural 
development measures while US and Cairns Group fear 
that this would result in a disguised way to overcome 
the limits defined for domestic support payments.  
Little progress has been made during those negotiations. 

US, EU and Japan have succeeded in forcing others to reduce 
trade barriers in industrial goods they excel at producing, while 
maintaining high tariffs on imported agricultural goods and 
high levels of internal and external support.  

The bulk of dismantling developed countries system of 
protectionism in agriculture has been left to the following 
round of negotiations, the Doha Round. 

 

4.2 Doha Round and Agriculture  
This round has started in March 2000, but no noticeable 

progress was made until it was incorporated into a broader 
agenda in late 2001 at the 4th Ministerial Conference of Doha, 
Qatar. 1st January 2005 should have been the conclusion of the 
‘single undertaking’ agreed in Doha, but on 1st August 2004, 
this deadline has been officially postponed without a new date 
set. This Round has also been called the ‘Development Round’ 
to underline it was explicitly dedicated to helping poor 
countries. Its chief goal is to lower trade barriers in areas where 
freer trade would help poor nations most, especially 
agriculture, and to create a fair and efficient global market for 
goods.  

The Doha Ministerial Conference confirmed that the 
framework of the new agreement for agriculture should 
replicate that of 1994 (URAA), including the main elements 
referring to market access, export competition and domestic 
support.  
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Negotiations stagnated for 22 months after the Doha 
meeting, while waiting for the 5th Inter-Ministerial Conference 
held in Cancùn, Mexico, from 10th to 14th September 2003. 
Until this moment all self imposed deadlines were missed; all 
tough political decisions were put off. Members did not meet 
the deadline in March 2003 when they were supposed to have 
found an agreement on the so called ‘modalities’ on countries' 
commitments. After months of stalemate, in August 2003, the 
US and the EU signed an agreement on a joint negotiating 
framework that has been immediately denounced for being too 
vague and insufficiently ambitious. Though it involved some 
reforms, they however were too timid: for example the 
agreement failed to stipulate the complete elimination of export 
subsidies. The impression was that the real, not declared aim of 
the agreement, was to leave to the two richest trading blocks, 
the power to set world's trading rules on their own. This 
attempt favoured the birth of a new block of developing nations 
and major agricultural exporters (the so called G23 including 
China, Brazil, India, Australia, Argentina, Thailand, South 
Africa, etc). It became a powerful voice in the context of the 
negotiations in Cancùn since it represented half of the world’s 
population and two thirds of its farmers. It was well organized 
and professional and, although it spanned diverse interests, it 
succeeded in finding a common understanding and a shared 
position on the negotiations. They held out in demanding a 
meaningful liberalization of agricultural trade: rich countries, 
as the most important agricultural subsidisers, should make 
bigger efforts to cut subsidies and free farm trade. Agriculture 
was the toughest issue dividing negotiators both before and 
during the meeting. On agriculture the rich world’s concessions 
were too timid and too grudging. US bold promises were belied 
by its actions: a scandalous increase in farming subsidies had 
been approved in 2002. Europe, that is the largest subsidisers 
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for farming policies, after its internal reforms offered 
concessions in agriculture, but even there they were meagre. 
The level of support given to farmers by the rich countries of 
the OECD has remained more or less unchanged (at over $300 
billion) for the past 15 years19. Rich countries continued to 
pursue the interests of their own farmers and, given the mess 
that farm policies create, they should have done far more in 
other fields. Anyway they did not. EU refused to find an 
agreement on agriculture unless the so called ‘Singapore 
issues’ were addressed in the meeting and when they decided 
to compromise it was too late (final morning), US 
unwillingness to curb its cotton subsidies was unforgivable. 
Nevertheless nearly everybody involved deserves criticism, not 
only rich countries. Poor countries too bear some 
responsibilities for Cancùn’s collapse: anti rich-country 
rhetoric became more important than efforts to reach 
agreement and they lacked the willingness to negotiate. Too 
many countries continued grandstanding rather than seeking 
the compromises on which trade talks depend. 

There are plenty of responsibilities why Members 
gathered in the same conference hall in Cancùn and supposed 
to submit their agricultural commitments, failed to find any 
agreement. Mr Derbez, the chairman of the conference, being 
not able to find any ground for a compromise, declared the 
meeting over, probably too soon and with a premature 
decision. The deeply flawed decision-making system of the 
WTO itself contributed heavily to the failure. It works by 
consensus, but there is no formal procedures to accede to the 
negotiations and any one of the 148 current members can hold 
any aspect of any negotiation with a veto power. This makes it 
difficult to find compromises as long as the number of 

                                                 
19 “The WTO under fire” article by The Economist, September 20-26, 2003. 
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members increases and, that is worst, makes it virtually 
impossible to approve reforms.  

It is not within the scope of this work to go into more 
details in order to identify responsibilities. What is sure is that 
world trade talks in Cancùn broke down on September 14th. 
The defeat of the multilateral trading system has represented a 
disappointing result not only for developed countries, but also 
for developing nations that for the first time succeeded in 
organizing themselves in order to make hear their voice. WTO 
in fact is the only global trade forum in which the needs of 
developing countries can be given full weight (G23 is a proof). 
Putting the multilateral system of negotiations in peril could 
favour bilateral and regional trade agreements. From an 
economic perspective, a tangle of such deals is far inferior to 
freer multilateral trade: for poor countries it will be nearly 
impossible to obtain from a bilateral agreement with rich 
countries what they have failed to obtain from the Doha round.  

The ‘charming’ outcome of Cancùn trade talks was to 
lose a once-in-a-generation opportunity and to further delay 
progress towards concluding a trade round that would have 
given poor countries large economic gains.  

 

4.3 Doha Round after Cancùn 
After Cancùn collapse, in spite of all the pessimistic 

predictions on the break down of the multilateral system of 
international trade negotiations, talks have never been 
abandoned. A new political willingness has emerged coupled 
with crucial individual initiatives coming from influent 
personalities such as Robert Zoellick (US Trade 
Representative), Pascal Lamy and Franz Fischler (EU 
Commissioners) highlighting their countries’ willingness to 



 31

make broader concessions and to go on with trade talks in 
order to find a compromise.  

Consultations in Geneva and around the world 
confirmed members’ desire to build on the work done before 
and during the ministerial conference. For six months, from the 
Cancún Ministerial Conference in September 2003 until March 
2004 there were no negotiating special sessions of the 
Agriculture Committee. Then diplomats started to meet again 
in March, April and June 2004 marking a completely new 
approach characterized by a stronger dialogue with all parties 
involved in an attempt to bridge existing differences. The 
negotiations leading to the July WTO General Council were 
marked by the emergence of new negotiating coalitions that 
significantly influenced the dynamics of the trade negotiations: 
developing countries formed negotiating coalitions (e.g., the 
G20) with concrete reform proposals that differentiated their 
actions vis-à-vis blocking coalitions that typified their 
involvement in trade negotiations in the past. 

Ten months later, the Cancún deadlock was broken and 
on 1st August 2004 the WTO General Council reached a 
decision on frameworks issuing the so called ‘July package’. 
This package lays the foundations for future reform of global 
agricultural trade. Although agriculture was not the immediate 
cause of the Cancún deadlock, major differences in agriculture 
remained barely below the surface. Resolving many of these 
was the key to the August 2004 breakthrough on all subjects in 
the Doha Development Agenda. The Doha Round had been put 
back on track after the Cancùn ‘detour’. 

The first draft of the ‘July Package’ was circulated on 
July 16th , 2004. Intense negotiations followed leading to 
approval of a modified version of the text by the General 
Council two weeks later. The Framework for Establishing 
Modalities in Agriculture (Annex A of the General Council 
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Decision) is the most elaborate component of the package and 
arguably also the most significant. It lays out a map for the 
future elimination of all forms of export subsidies and for 
better disciplines on export credits, exporting state trading 
enterprises and food aid. It also introduces new commitments 
to discipline trade-distorting farm subsidies, promoting deeper 
cuts in countries with higher subsidies. Moreover, it commits 
WTO members to pursue ‘progressivity’ in tariff reductions 
with a view to achieve substantial improvements in market 
access while allowing for flexibility in the treatment of 
sensitive products. Nevertheless this framework does not go 
into all the details. For example it does not spell out the exact 
formulas to be used - only the underlying principles - and it 
does not include most of the figures that will eventually be 
used to determine the reforms to be achieved. 

The package is structured around the three pillars of the 
URAA framework. For each of them more details are provided 
in the following: 

1. Export Subsidies: The framework states clearly that 
all forms of export subsidies will be eliminated by a 
credible date. The end-date for the elimination of all 
forms of export subsidies, however, remains to be 
negotiated. The elimination will work in parallel for 
all types of subsidies, including those in government 
supported export credit, export credit guarantees or 
insurance programs, trade distorting practices of 
exporting state-trading enterprises (STE’s), food aid, 
and state-sanctioned exporting monopolies. The 
negotiations will also develop disciplines on all 
export measures whose effects are equivalent to 
subsidies. More lenient terms and favorable 
treatments are reserved to developing countries. 
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2. Market access was the most difficult of the three 
pillars to negotiate. As agriculture negotiations 
chairperson Tim Groser pointed out, all countries 
have market access barriers, whereas only some have 
export subsidies or Amber or Blue Box domestic 
supports. Therefore the range of interests involved in 
the market access side of the negotiations is more 
complex. The framework commits members to 
substantial improvements in market access for all 
products. The framework does not spell out the 
formula that is left to the next stage of negotiations. It 
states that the formula must take account of members’ 
different tariff structures and must foster greater 
harmonization of tariff regimes with deeper cuts in 
higher tariffs. Key principles of the formula are aimed 
at expanding trade substantially. Spcial and 
Differentiated treatment will be available to 
developing members. 

3. Domestic Support: in domestic support area all 
developed countries will make substantial reductions 
in trade-distorting supports, and those with higher 
levels are to make deeper cuts. The way to achieve 
this will include reductions in Amber Box and ‘de 
minimis’ supports, while Blue Box supports will be 
capped to 5% (at the moment the Blue Box has no 
limits). This will be accomplished via a tiered formula 
(still to be defined) that will promote harmonization 
in the reductions made by developed Members (i.e., 
deeper cuts for higher levels of trade-distorting 
domestic support). In the first year of implementation 
of the agreement, countries are expected to cut at least 
20 % of the overall level of trade-distorting support 
based on the sum of the Final Bound Total AMS 
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(Amber Box), permitted ‘de minimis’ and the Blue 
Box capped at 5 % of a Member’s average total value 
of agricultural production during a historical period to 
be agreed. Then, if countries are still above the 
overall limit, they will have to make additional cuts in 
at least one of the three components in order to match 
the ceiling set by the overall cut. The framework 
endorses a point made by countries that defend the 
use of the Blue Box. They have argued repeatedly 
that they need to be able to switch from the more 
trade-distorting Amber Box subsidies to the less 
distorting Blue Box supports in order to make reform 
less painful and more feasible. The text therefore 
recognizes the role of the Blue Box in promoting 
agricultural reforms. The definition of the Blue Box 
will be changed to include direct payments that do not 
require any production, provided the payments are 
based on certain fixed production conditions (related 
to acreages, yields, numbers of livestock, or historical 
production levels). But new criteria will also be 
negotiated to ensure the Blue Box really is less trade-
distorting than Amber Box measures.  
Criteria for defining supports as Green Box will be 
reviewed and clarified to ensure that the supports 
really do not distort trade, or do so minimally. At the 
same time, the exercise will preserve the basic 
concepts, principles and effectiveness of the Green 
Box, and take account of non-trade concerns such as 
environmental protection and rural development. 
Special and Differentiated treatment is explicitly 
mentioned with respect to ‘de minimis’ programs for 
subsistence and resource-poor farmers in developing 
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countries. These programs will be exempt from 
reduction commitments. 

The package therefore promotes significant 
liberalization of agricultural trade – in terms of better market 
access, diminishing distortions in domestic support and 
eliminating export subsidies – while maintaining incentives for 
developing countries to further pursue market-oriented 
reforms. It tries to strike a balance between agricultural trade 
liberalization and governments’ desire to pursue legitimate 
agricultural policy goals, including non-trade concerns. 

This outcome is most welcome, not only in view of the 
checkered history of multilateral disciplines for agricultural 
trade, but also in terms of its potential to help the DDA deliver 
on its promise of being a development-oriented round. This is 
just a first step (albeit an important one) in a long march and 
the complexities to achieve a final agreement should not be 
underestimated. Still, the agricultural negotiations have already 
played an important role in underscoring the emerging new 
geography of international trade in which developing countries 
have a growing weight and political voice in multilateral fora. 

The ‘July package’ explicitly mentions that the next 
WTO Ministerial Conference will be held in Hong Kong, 
China, in December 2005. This date will provide an important 
point of reference for the final stage of the negotiations. Some 
WTO members – e.g., the countries of the G20 – would like to 
see the full set of modalities for the agricultural negotiations 
agreed by then. This objective will in the end depend not only 
on the progress of technical negotiations in the coming months, 
but also on the level of engagement that some of the key 
players will be able to commit to in view of their own domestic 
political processes. It will be essential, for ministers and 
capitals to stay strongly engaged and to give Geneva 
Ambassadors clear negotiating mandates to ensure steady 
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progress during this year and in the next inter ministerial 
conference in Hong Kong.  
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5 – Non Trade Concerns: the Case of Environmental Policies 
and Consequent Effects on Agricultural Trade 
 

5.1 The Importance of Non Trade Concerns in the Doha Round 
According to Article 20 of the Agreement on 

Agriculture, Non-Trade Concerns20 should be taken into 
account in the negotiations. The Preamble of the Agreement 
recalls that the long-term objective “is to establish a fair and 
market-oriented agricultural trading system” specifying that 
“commitments under the reform programme should be made in 
an equitable way among all Members, having regard to non-
trade concerns, including food security and the need to protect 
the environment; having regard to special and differential 
treatment for developing countries as an integral element of 
the negotiations ...”. The same objective has been borrowed by 
the Doha Declaration intended to provide the main priorities to 
this round of negotiations. 

This is the overriding issue of this round of 
negotiations, and agricultural trade can be viewed as a case in-
point. While some countries have described the mandate given 
by Article 20 as a ‘tripod’ whose three legs are export 
subsidies, domestic support, and market access while non-trade 
concerns and special and differential treatment for developing 
countries would be taken into account as appropriate; others 
say it is a ‘pentangle’ whose five sides also include non-trade 
concerns and special and differential treatment for developing 
countries as separate issues in their own right.  

Globalization means liberalization with the related 
benefits of the free flow of goods, capital and services. But the 

                                                 
20 NTCs in the rest of the work. 
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social and environmental concerns and tensions arising from 
this process must not be overlooked. This is why non-trade 
concerns should be taken into account in all economic sectors 
and prominently in agricultural trade negotiations. Even if 
NTCs are mentioned in the AoA, yet their role has been 
minimized so far for several reasons. First, there is no clear or 
even accepted definition of NTCs. Second, there are no 
accepted criteria for their use. Third, it is unclear how NTCs fit 
in with the 1994 Uruguay Round Agreement on Agriculture, 
which provides the point of departure for the current 
negotiations.  

NTCs are not a recent invention but they have appeared 
in negotiations since the first GATT round in 1947. 
Nevertheless their range has broadened since the Uruguay 
Round when they, for the first time, included environmental 
concerns, food self-sufficiency, food safety and quality, rural 
development and animal welfare. This idea has not been 
abandoned until recently and, in fact, the ‘July framework’s 
introduction confirms that non-trade concerns will be taken 
into account. 

The idea of longer-term discussion on NTCs is 
generally seen as a regression to be abhorred. Accepted 
doctrine is that agricultural trade rules should only be changed 
if they increase liberalization. Nevertheless, NTCs cannot be 
shunted aside. They represent the only way to manage the 
undesirable effects of globalization.  

A balance must be struck in the WTO between 
liberalization on the one hand, and NTCs on the other one. The 
economic dimension of trade must be balanced with non-
economic values.  
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According to some authors21 the human rights argument 
can be used in order to prove that NTCs can not be ignored. 
The right of a country to set some minimum level of food self-
sufficiency, or to set other restrictions on imports because of 
domestic priorities and policy choices, could be seen as a 
fundamental right for peoples according to the International 
Covenant on Economic, Social and Cultural Rights (ICESCR) 
promulgated by the United Nations that could provide a 
Human Rights framework for NTCs. At present however there 
is no precedent set for using the Covenant to override other 
international agreements. The WTO and human rights 
covenants are two different legal regimes. They are 
autonomous and do not generally collide.  

Even without joining this point of view, ignoring NTCs 
is not an option. The mandate for this Doha development 
agenda is clear. Only if trade and non trade concerns will be 
accurately balanced, this round of negotiations can be deemed 
successful.  

 

5.2 Green Payments and the Green Box in OECD Countries 
Environmental policies can be considered a concrete 

example of Non Trade Concerns to be addressed through 
particular types of policies that risk distorting international 
trade. They have been included within the WTO Green Box. 

Expenditures on environmental programs are not the 
dominant category within green box payments in any OECD 
country. Environmental payments accounted for only around 

                                                 
21 J. R. Simpson and T. J. Schoenbaum “Non-Trade Concerns in WTO trade 
negotiations: legal and legitimate reasons for revising the box system?” 
contributed paper presented at the International Conference Agricultural 
Policy Reform and the WTO: where are we heading? Capri, June 23-26, 
2003. 
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6% of OECD Green Box expenditures over the URAA 
implementation period (1995-1998). Since the mid-1990s they 
have increased rapidly22. The share of environmental programs 
in total Green Box expenditures increased in the EU from 15% 
in 1995 to 26% in 1998, for the US remained constant and for 
the OECD area as a whole increased from 4.5% in 1995 to over 
7% in 1998 (Figure 1). 

 
Figure 1 - Share of environmental payments in the URAA Green Box, 1995-
98  

 
 
 

                                                 
22 D. Diakosavvas, “The greening of the WTO Green Box: a quantitative 
appraisal of Agri-Environmental policies in OECD countries”, contributed 
paper presented at the International Conference Agricultural Policy Reform 
and the WTO: where are we heading? Capri, June 23-26, 2003. 
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Agriculture is integrally connected with the 
environment, being a major user of natural resources and 
providing both positive and negative environmental 
externalities not reflected in market prices. In order to reach an 
optimal provision of positive externalities limiting the 
production of the negative ones, OECD countries use a 
plethora of measures: economic instruments, direct regulations, 
technical assistance, and research and they can vary a lot from 
one country to another. Many environmental programs include 
payments to farmers often provided in the context of 
production-linked support. Regulatory requirements are used to 
address the negative effects on the environment of agricultural 
activities. In many countries (EU) cross compliance measures 
have been recently introduced to tie agricultural payments to 
the respect of minimal environmental standards: agri-
environmental payments are linked to on-farm practices 
associated with certain environmental requirements and the 
amount paid tends to be based on area covered or other factors 
of production. Payments directly based on environmental 
outputs are rare. In most cases monitoring input is more 
socially desirable and some authors23 have demonstrated that in 
presence of moral hazard, since producers must be monitored, 
it is preferable to monitor the environmental input (such as 
wildlife habitat), rather than the environmental output (such as 
species population) independently on the costs of monitoring 
input/output. In most OECD countries it is growing the 
tendency to use payments to support the adoption of less-
intensive farming practices (including organic production 
systems) granting payments intended to compensate farmers 

                                                 
23 R. E. Goodhue, G. Gruere, K. Klonsky “Designing Green Payment 
Programs to Protect Environmental Amenities”, contributed paper presented 
at the International Conference Agricultural Policy Reform and the WTO: 
where are we heading? Capri, June 23-26, 2003. 
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for the cost increases and/or revenue losses associated with the 
abandonment of conventional production; to foster land 
retirement to promote environmental objectives (land 
retirement programs are mainly used in the EU, Japan and the 
US); and to grant transitional payments to assist farmers in 
implementing structural changes intended to benefit the 
environment. 

 

5.3 WTO and Environmental Policies 
To what extent and under which conditions those 

environmental programs could be included in the Green Box? 
In order to be included in WTO Green Box, an environmental 
policy should have minimal distorting effect on trade, should 
not provide price support and it should be government funded. 
Beyond these general requirements, an environmental program 
should comply also with other two policy-specific criteria:  

1. The amount of payment shall be limited to the extra 
costs or loss of income involved in complying with a 
government program; 

2. Eligibility for agri-environmental payments must be 
determined as part of a clearly-defined government 
environmental or conservation program and be 
dependent on the fulfillment of specific conditions 
under the program, including conditions related to 
production methods or inputs. 

The next question is: are ‘green box’ criteria sufficient 
to ensure neutrality of agri-environmental programs on 
agricultural production and trade? 

The first problem is that trade distortion has not been 
defined within WTO discipline. The distinction between ‘trade-
correcting’ and ‘trade-distorting’ environmental policies is not 
so clear-cut.  
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Secondly it is not very clear if current payments based 
on input criteria do or do not represent a kind of price support 
(i.e. area planted, livestock numbers). Moreover, to properly 
evaluate a program, its detailed design should be carefully 
analyzed and the extent to which agricultural and 
environmental outputs are joint products should be taken into 
account. In fact where such joint ness is very strong, even an 
optimally designed policy may affect trade flows (for example 
land set aside programs have large effects on production and 
trade as they directly affect output). Finally production and 
trade flows can be influenced by indirect effects of payments 
on wealth, liquidity and income risk effect.  

For all those reasons it is possible to conclude that 
green box criteria are insufficient to ensure production and 
trade neutrality of environmental programs included in the 
exemptions. 

 

5.4 An Assessment of the Effects of Environmental Policies on 
Agricultural Trade 

In order to assess the real effects of OECD countries 
agri-environmental payments on agricultural production and 
international agricultural trade, Diakosavvas24 presented two 
models, a production model25 and a bilateral trade flows 
model26 using time-series data for the period 1995-2000 for all 
OECD countries. Taken together the results of these two 

                                                 
24 Diakosavvas, ibidem. 
25 Meta-production function presenting the input-output relationship of a 
given sector based on the assumption that all countries have access to the 
same technology. 
26 Gravity model takes into account bilateral trade flows both in import and 
in export and thus it is an useful approach to determine the influence of 
agri-environmental policies on international trade flows. 
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models suggest that agri-environmental payments in the Green 
Box for OECD countries exert an influential effect on 
agricultural production and trade. In particular the 
environmental variable has significant positive effects on total 
agricultural production and export flows both in the exporting 
and importing country. Other authors27 have achieved the same 
conclusion regarding multifunctional programs included in the 
Green Box: they have demonstrated that, although these 
programs may not be intended to be production distorting, 
nevertheless they may affect agricultural trade increasing 
supply and causing a decline in prices due to oversupply in the 
international commodity market, at least in the short run due to 
asset specificity.  

 

5.5 Possible Criteria for Environmental Policies that do not 
Distort Agricultural Trade 

Since environmental policies, even if included in the 
Green Box i.e. compliant with WTO criteria, may result 
distorting of agricultural production and international trade, the 
next question is: how those effects can be limited without 
setting aside environmental concerns? 

In many cases agri-environmental policies are 
implemented in connection with specific constraints on 
farming practices that usually result in reduction of agricultural 
output and have the aim to mitigate, offset or even reverse the 
production incentives provided through the agri-environmental 
measures (or reduction of agricultural output if the type of 

                                                 
27 M. Woods, L. Srivastava “The Implications of Multifunctionality on 
World Commodity Markets: a Preliminary Examination”, contributed paper 
presented at the International Conference Agricultural Policy Reform and 
the WTO: where are we heading? Capri, June 23-26, 2003. 
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relationship between the two categories of output has the 
opposite sign). 

A number of additional criteria have been proposed in 
the literature 28 to define the characteristics that environmental 
measures should have in order to comply with environmental 
requirements and at the same time being less distorting as 
possible on agricultural production and trade: 

o Direct payments to farmers, if variable, should be 
related to production parameters outside the farmer’s 
control that means should not be related to current or 
future level of production, neither to levels of input 
use.  

o Importance of the environmental concern should be 
assessed asking notifying countries to provide 
concrete evidence that environmental problem is an 
issue of genuine concern.  

o Countries should prove that no alternative policy 
which is equally effective with the same 
environmental outcome and yet less trade-distorting is 
available: countries should prove to comply with the 
‘least trade affecting’ criterion based on the 
minimization of trade impacts.  

o An assessment on the associated costs, benefits and 
beneficiaries and their distribution should be carried 
out and it should result in a potential Pareto 
improvement29 in order to reduce the potential for 
conflict.  

                                                 
28 OECD, 1994, 1998, 2001; Latacz-Lohman, 2000, 2001; Ervin, 1997, 
1999; Runge, 1999. 
29 Since it is difficult to apply the Pareto optimality criterion in a 
quantitative manner, a qualitative assessment could substitute the 
quantitative analysis. 
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o Programs must be transparent, have clearly defined 
and quantifiable objectives and be implemented in 
targeted ways.  

o They should be tailored to farmers’ compliance costs, 
be implemented in the spatial dimension relevant for 
the environmental concern and, at the same time, 
respect the diversity of agricultural situations.  

o They should conform with internationally agreed 
principles such as the Polluter Pays Principle or the 
Beneficiary Pays Principle.  

o Farmers’ compliance should be closely monitored 
because of asymmetric information and moral hazard 
problems and the effects of farming practices on the 
environment should be continuously assessed against 
the stated goals. For this reason notifying countries 
should provide evidence that they have in place an 
appropriate administrative framework for 
implementing and monitoring programs. 

Currently there is wide variation in the extent to which 
agri-environmental policies reflect the recommendations 
summarized above and sometimes even the compliance of 
some environmental programs with WTO provisions could be 
questioned.  

Several refinements of the existing eligibility criteria 
for environmental policies have to be addressed in the current 
Doha Round of agricultural trade negotiations taking into 
account that environmental considerations can not be set aside 
in favor of trade objectives. Environmental concerns, in fact, 
among other Non Trade Concerns wear particular importance 
in this round of negotiations as it is underlined by the Doha 
Declaration itself. 

Only environmental policies which are environmentally 
effective and least trade distorting should be allowed to enjoy 
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Green Box exemptions. How and if the above mentioned 
guidelines can be operationalized and implemented in the 
WTO context and how they can be generalized in a practical 
framework is the challenging task for WTO negotiators at the 
next inter ministerial conference in Hong Kong. Even if it 
could result very difficult to achieve an international agreement 
on such issues, the attempt can not anyway be missed since 
rather important issues such as agricultural international trade 
and environment are at stake. 
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6 – Conclusions 
 
According to the World Bank, a successful Doha Round 

could raise global income by more than $500 billion a year by 
2015. Over 60% of that gain would go to poor countries, 
helping to pull 144 million people out of poverty30.  

Agriculture, the key export industry for many poor 
countries, is the cornerstone of these trade talks. Eliminating 
agricultural protectionism could help the developing world's 
income to grow by an estimated $1.5 trillion in the next 
decade31.  

Rich nations’ subsidies and dumping activity in the 
international markets have devastating effects on poorer 
nations, many of which could improve living standards if only 
given a chance to export farm products at fair market prices.32. 
Moreover the importance of a healthy agricultural sector in 
developing countries to support any successful strategy for 
economic development, and reduction of poverty and hunger, 
particularly for low-income developing countries, has been 
already underlined in the first chapter. This may explain the 
emphasis and the reason why developing countries try to limit 
the ample legal room, coupled with large economic resources, 
that industrialized countries have to disrupt agricultural world 
markets.  

Should developed countries abandon completely what is 
considered a disguised form of new protectionism in the name 

                                                 
30 “The WTO under fire” article by The Economist, September 20-26, 2003. 
31 “Showdown in Cancùn” article by the NY Times, September 10, 2003. 
32 Valdés  A.  and  Zietz,  J.  A.  1980;  Goldin,  I., and O. Knudsen, ed.  
1990;  Sharma  R.,  P.  Konandreas, and J. Greenfield, J. 1996; Hertel, T. 
W., K. Anderson, J. F. Francois, and  W. Martin. 2000; Diao, X., T. Roe, 
and A.  Somwaru  (2002);  Diao, Diaz-Bonilla, and  Robinson, 2003. 
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of ultra-liberal approaches to trade risking their agriculture to 
disappear, or should they try to find a difficult compromise in 
the attempt to retain part of the existing domestic support, 
provided it should not be trade-distorting?  

How to solve this apparently uncompromising conflict 
is at the top of Doha Round negotiations agenda. The 
opportunity represented by the next inter-ministerial 
conference in Hong Kong can not be missed. 

Poor nations can not afford to pay the price for the 
maintenance of agriculture in rich countries. For this reason 
keeping part of the existing domestic support (not trade 
distorting) to preserve their agricultural sector could be feasible 
only provided that industrialized countries are ready to find 
compromises and to grant some concessions. A possible list is 
provided here: 

o a better definition of a set of rules and disciplines in 
order to limit the room for disguised protectionism 
when including policies in the Green Box 
exemptions; 

o more generous concessions in those fields such as 
market access and export subsidies that can be 
considered more crucial for the enhancement of 
international agricultural trade and of export 
opportunities;  

o a special development box for LDCs to better 
address poverty and hunger concerns in poor 
countries. It should provide the instruments to 
protect vulnerable groups of world population from 
negative shocks; it should foster investments in 
rural development such as research, extension, 
infrastructure, and irrigation, to name a few, in 
order to provide the real foundations for increases in 
production, productivity, and competitiveness; it 
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should be taken into account the need for longer 
transition periods for LDCs members when 
measures implementation risks to disrupt their 
economies and societies; it should establish a 
special fund to address problems of food shortages 
and hunger in cases of starvation/natural or human 
catastrophes. 

This targeted support would require additional financial 
resources from the international community. Such support is 
not, institutionally, within the purview of the WTO. However, 
a commitment by industrialized countries to seek additional 
funding for rural development, poverty alleviation, and food 
security in developing countries, might represent an attempt by 
rich nations to repair for the blemish of sustaining their 
farmers.  

Obviously, WTO successful negotiations, if may 
contribute to manage unresolved poverty, hunger, health, and 
security issues, can not be deemed as the panacea for world 
poverty and inequality. Other key factors are relevant in the 
chances of development of LDCs such as a more stable global 
economic environment, coupled with peace, good governance, 
and the right policy priorities. If not coupled with all of this, 
any modification in the WTO agreements may have limited 
benefits on the poorest of the world. 
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