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Agreement on Agriculture glossary

Baffled by the boxes? Traumatized by tariffication? Stymied by the special safeguard? Here is all you need to know to become an

instant WTO Agreement on Agriculture expert—or at least to sound like one. The glossary is arranged under five headings: The

overview, market access, domestic support, export support, and special and differential treatment.

The overview

GATT: The General Agreement on Tariffs and Trade.
First signed in 1947, the GATT was the basis for suc-
cessive rounds of negotiated reductions on tariffs. The

most recent version of the GATT was signed in Mar-

rakech in April 1994.

WTO: The World Trade Organization. A permanent fo-
rum for negotiating multilateral rules for international
trade, established as one of the Uruguay Round agree-
ments at the trade ministerial held in Marrakech in
April 1994.

The Agreement on Agriculture (AoA): One of the Uru-
guay Round agreements signed by governments in 1994
in Marrakech. The AoA established rules for agricultur-
al trade for all WTO members. The AoA’s core objec-
tive “is to establish a fair and market-oriented agricul-
tural trading system.” Its implementation period was six
years for developed countries and nine for developing
countries, starting with the date the agreement came
into effect: January 1, 1995. The AoA built in a provi-
sion for its own review and renewal. That renegotia-
tion is now underway, under the terms set at the fourth
WTO ministerial conference in Doha and the Frame-
work Decision agreed at the WTO General Council on
August 1, 2004.

The pillars: The AoA comprises three sections: market
access, domestic support and export subsidies. Negotia-

tors refer to these three sections as the three pillars of . >
: text. For example, a modality for export subsidy reduc-

the agreement. Each pillar is described in more detail

below.

The Doha Round: The WTO held its fourth ministe-
rial conference in Doha, Qatar, in November 2001.
Trade ministers there signed the Doha Agenda, which
laid out issues and a timetable for a new round of trade
agreements. The AoA was among the agreements to be

renewed as part of the Doha Round. The initial dead-
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¢ line for agreement on all the issues was January 2005.
© However, none of the Doha deadlines has been kept
© and 2007 is now the suggested likely date for comple-
tion of the round. The Doha Agenda included a provi-
© sion that the negotiations lead to a “single undertaking”

: meaning that the series of agreements on various issues

(agriculture, services, industrial products, etc.) will be

signed as one. Countries must accept or refuse them all.

The Uruguay Round was also a single undertaking.

Dumping: Dumping is the export of agricultural com-

© modities at prices below the cost of production. Dump-
© ing is formally prohibited by Article VI of the GATT.
: The most common definition of dumping at the WTO
© is the sale of exports at prices below the prevailing prices
© in the domestic market. Trade officials presume dump-
© ing is a good thing for the importing country (they are
. getting cheap merchandise) unless the country com-
plains (usually because the cheap imports are threaten-
ing domestic producers). So it is up to countries to put
©in place the national legislation they need to protect
. themselves from dumping and the onus is on the coun-
try receiving the dumped products to prove harm to its
. domestic producers before anti-dumping duties can be

imposed.

Modalities: Modalities describe the kind of commit-

: ments or targets (including numerical targets) that

: governments make in a trade agreement. Modalities

are the language you see when you read an agreement’s

© tion might say, “Export subsidies should be cut from a
© baseline created by the average subsidy level between
: the years 1988 and 2000, they should be cut by 20 per-
© cent and over five years.” The negotiations are all about

© modalities. They determine what is forbidden, what is

allowed, how things should change and at what pace.

Modalities are complemented by the schedules (see be-
© low) and together these complete an agreement.
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Schedules: Schedules are vital to understanding a trade
agreement but are generally much less well-known than
modalities. Each country must submit a schedule that
says which program spending and tariffs will be reduced
to comply with a WTO agreement. A schedule sets out  :
the base level of support for each product affected in :
an agreement so that the agreed percentage cut can be :
implemented and monitored. Similarly, a schedule will :
say what current tariff levels are for all the concerned :
products, so that the agreed cuts to tariffs can be calcu-
lated and monitored. The schedule also describes which :
programs are classified in which “boxes” (see below). If
the modality says the baseline period will be the aver-
age annual amount between 1988 and 2000, then the

schedule will provide what that amount is for the coun-

try concerned.

Market access

Tariffs: Tariffs are taxes raised on imports as they enter

the country. They can be set ad valorem, meaning that
the level of tariff is calculated as a percentage of the :

value of the import (an ad valorem tariff of 5 percent :

adds a 85 levy to every $100 of wheat imported). They Non-tariff barriers (NTBs): N'TBs are measures other

can also be specific, meaning that a $5 tariff is levied than tariffs that affect trade, including health and food

: safety standards and packaging requirements. Non-tar-
on every ton of wheat, whether the wheat costs $80 or : v packaging req

) . . . ¢ iff barriers work to favor domestic producers without
$120 per ton. Like other forms of taxation, tariffs raise : P

. . 1 generating income for the government. They also in-
money for governments. Tariffs also protect domestic : & & & Y

¢ clude measures such as quotas (e.g., only 100 tons of

producers from competition.

Tariffs, bound and applied: Under agreements such as
the AoA, governments agree maximum levels for the :

tariffs they will apply. This maximum level, or ceiling, :

is called the bound tariff rate. However, many govern-
ments bind their tariffs at a level higher than they actu-
ally use; applied tariffs are the tariff levels in use. The

difference between applied and bound tariffs is called :
water; if there is a big gap, there is said to be a lot of

water in the tariff. Negotiated tariff reductions usually :

apply to bound, not applied tariffs. So if the applied : Tariffication: A word invented to describe the process

tariff is only half the level of the bound tariff, then a of converting non-tariff barriers, such as variable lev-

. S . ies and quantitative restrictions, into tariffs. Urugua
cut of 20 or 30 percent will make no material difference : d ’ sy

¢ Round negotiators judged this exercise to be essential

to market access, as the actual level of tariff applied re-

¢ and applied tariffs provides governments with flexibil-

i ity to vary tariff levels as domestic situations warrant.

Traders object to this flexibility as it makes their market
access less certain.

. wheat per year can be imported, regardless of price or

demand) and variable levies (e.g., the tariff level chang-
es to ensure that domestic prices remains stable—the
levy rises when world prices fall and drops when world

© prices rise). Another example of an NTB is a require-
© ment that a given percentage of any product sold on the

: market be from local providers. This obliges prospective

importers to establish relations with local businesses.
NTBs protect domestic producers.

] . © to create transparency (tariffs are more predictable for
mains unchanged. Maintaining a gap between bound : p y ( p
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the would-be exporter and also indicate the level of :

protection in an economy more clearly) and to facili-
tate subsequent reductions of trade barriers. Negotiat-
ing an across-the-board reduction in a tariff is much
easier than negotiating restrictions on dozens of dif-
terent kinds of NTBs. The rationale serves exporting
interests and reduces the flexibility available to govern-
ments to support domestic producers. However, tariffs
are also less susceptible to corruption than most NTBs.
Tariffication resulted in very high tariffs in some cases,
particularly where a supply management program (such
as for Canadian dairy producers) had tightly restricted
market access by volume to protect the integrity of the

domestic system.

Tariff rate quotas (TRQs): Because tariffication (see

above) resulted in some spectacular tariffs (upwards of :

300 percent), TRQs were put in place to force a mini-

mum level of market access. This was achieved by estab-

lishing an amount of imports, equivalent to 5 percent of :

domestic consumption under the AoA rules, which had
to be allowed in at a tariff that would make the goods
competitive with domestic production. That is, the tar-
iff had to be zero or very low. TRQs were intended to
create additional pressure to open markets on countries
that established high tariffs as a result of tariffication.

Tariff cut formulae: A number of different ways to

structure tariff cuts in agriculture have been proposed.

They include:

A harmonizing formula: A formula designed to make
steeper cuts on higher tariffs, so as to bring all the final

tariffs closer to the same level.

A coefficient: The number in a formula that determines
the level of the final tariff reduction. The coefficient will
have different effects depending on the type of formula
used. For example, a Swiss formula with a small coef-
ficient will result in bringing a country’s tariffs into a

narrower range.

Swiss formula: A harmonizing formula that results in a
narrow range of final tariffs. The mathematical formu-

lation is designed so that the coefficient also determines
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the maximum tariff. For example, if the coefficient is
25, then a very high starting tariff will end up with a fi-
nal tariff of exactly 25 percent and lower starting tariffs
will end up proportionately lower, close to 25 percent as
well. Therefore, the coefficient is particularly important
in the Swiss formula since it is indicative of where start-

ing tariffs will end up.

Girard formula: Similar to the Swiss formula but each
country has its own coefficient calculated on the basis of
the country’s national tariff average. It is often referred
to as a “Swiss-type” formula. It is more flexible than the

Swiss version.

Uruguay Round formula: The formula used in the Uru-
guay Round for agricultural tariff reductions. Tariffs are
cut by a percentage average over a number of years. De-
veloped countries agreed to cut tariffs by an average of
36 percent over six years with a minimum of 15 percent
on each product. The combination of average and mini-
mum reductions allows countries the flexibility to vary
their actual tariff reductions on individual products so

that some cuts will be greater than others.

Canadian ‘income tax” formula: This is a new formula
that was proposed in June 2005 in the Committee on
Agriculture. It is a harmonizing formula. Instead of ap-
plying a single cut to the entire tariff, different percent-
ages are applied to different portions of the tariff, in a

similar way to which many countries apply income tax.

Special safeguards (SSG): Article 5 of the AoA specifies
that countries that underwent tariffication could reserve
the right to apply safeguard tariffs to protect domestic
producers against sudden import surges. Use of the SSG
is time-limited (i.e., it cannot be renewed indefinitely).
It is designed to protect domestic industry from volatil-
ity in world markets. It is mainly developed countries
who opted for tariffication and therefore benefit from
the SSG—only 21 developing countries have access to
the SSG. Most developing countries opted to bind their
tariffs (to set a ceiling on their maximum level) instead,
a choice which precluded them from having the right to
use SSG measures.
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Special safeguard measure (SSM): Distinct from the
SSG, this is a proposal for a new provision that would
be included in the revised AoA. The proposal is that de-
veloping countries (not developed) be granted the right
to use safeguards as a protection against import surges
or price falls in global markets.

Countervailing duties: These are tariffs that can be lev-
ied on imports that have benefited from the use of gov-
ernment subsidies, either domestic or export-related, in

their country of origin. Under the AoA, a number of

government subsidies were categorized as “non-coun-
tervailable,” which in effect legitimized a system in
which countries had to accept imports whose price did
not reflect their true production and marketing costs.
With the expiry of the Peace Clause (see Peace Clause),

a number of U.S., European and other countries” ag-

ricultural exports are now vulnerable to countervail by :

importing governments. Countervailing duties are dis-

tinct from anti-dumping duties; they are triggered by

the use of government support payments in the country
of origin, while anti-dumping duties are related to the

behavior of exporting firms (see anti-dumping duties).

Anti-dumping duties: These are duties that a govern-

ment imposes if it judges that the company exporting

the product is engaged in unfair pricing. For example, if :

a company has different prices in different markets, the
importing country receiving the imports at the lower
price can impose a duty to raise the price to the level in
another importer’s market. In addition, anti-dumping
duties can be imposed where a company sells a product
for a higher price in its domestic market than it does
in its export markets. Where there is no open market

Domestic support

Boxes: The AoA subdivides domestic support programs
into a variety of categories, most of which are known as

boxes of various colors: amber, blue and green.

Amber Box: The amber box is the category of domestic
support that is scheduled for reduction. Expenditures
on the measures assigned to the Amber Box are subject

to help determine what the domestic price should be,
countries are allowed to “construct” a price based on the
cost of production of the product in question, plus a
“reasonable profit.” In many agricultural markets, the
dominance of government programs of various kinds
make this last approach necessary to determine if dump-
ing is occurring. Under the current rules, a country must
have domestic anti-dumping laws in place if it wishes
to impose anti-dumping duties. The sector affected by
the dumped imports must demonstrate harm to the
satisfaction of the appropriate domestic authority (of-
ten a ministry of commerce). The ministry determines
whether the accusation of dumping is justified. If so,
the government imposes an additional duty on the of-
tending imports at the border. If the exporting country
disagrees with the duty, they can bring a complaint for
investigation at the WTO.

Tariff peak: A high tariff, usually 3 times the national
average, on a particular product within a given tariff line

(e.g., on cheese but not on cream or milk powder).

Tariff escalation: Tariffs that rise with the degree of
processing of a given commodity (e.g., higher tariffs on

chocolate than on cocoa).

to reduction based on a formula called the “Aggregate
Measure of Support” (AMS). The AMS calculates a
number for the amount of money spent by governments
on agricultural production, except for spending that is
exempt under other articles of the agreement (the Blue

Box, Green Box and de minimis, all described below).
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Blue Box: To break the deadlock on agricultural negoti-

ations under the Uruguay Round, the U.S. and EU bro-

Blue Box-eligible programs. In the Framework Deci-

Box spending is unlimited.

formula. The Green Box list includes payments linked

cluded in the Green Box. It is more formally referred to :

as Annex 2 of the AoA.

Export support

tic product and a cheaper alternative, so that firms are

encouraged to buy from domestic producers. The U.S. :
Step 2 program subsidizes its cotton production in this :

way, paying U.S. firms to buy and process U.S. cotton export and/or import. Article XVII of the GATT 1994
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De minimis: The term refers to a minimum threshold

: below which spending on domestic support does not

kered a deal in 1992 called the Blair House Accord. The need to be included in the AMS calculation. Thresh-

accord was a deal to exempt from reduction domestic : )40 ;e established for both overall agricultural pro-

>up port programs thfit were linked to producnoTl—hrmt— © duction (for general support programs) and for specific
ing programs. That is, if the level of payment is based : i The threshold ferred
on fixed areas and yields, or per head of livestock. At the : commodity programs. £ he thresholds are referred to as
i the de minimis levels and, for developed countries, are

time, both The U.S. and the EU’s Common Agricultur- :

al Policy relied heavily on such programs. This exemp- equal to 5 percent of the total value of production for
tion was dubbed the Blue Box and was included in the :

AoA as Article 6.5. Very few developing countries have

general support and 5 percent of the value of each crop

for commodity specific support. Developing countries

¢ can spend up to 10 percent in each de minimis category.

sion adopted August 1, 2004 the U.S. pushed through :

¢ The whole program must cost less than the de mini-

a proposal to revise the Blue Box. The U.S. proposal mis level to be excluded from the AMS and the com-

adds to the produ?tmn—hmltmg criteria of the box to al- ! mo dity-specific de minimis can only be claimed if no
low the U.S. to shift payments that are based on current : . .
. S : . program for that commodity is included in the Amber
price but historic production levelsfrom the Amber Box : Box. The US. h ber of N ;
to a new expanded Blue Box. The proposal also puts a ox. 1he U.5. has a number of programs that are eli-

. gible under de minimis rules, but most EU programs are

cap on spending levels. Under the existing AoA, Blue
: too expensive to qualify. The U.S. has proposed cutting

de minimis levels to 2.5 percent for developed countries
Green Box: The Green Box is a list of domestic support : . .
. and 5 percent for developing countries.
programs that are exempt from the AMS (Amber Box)

: Non-trade concerns (NTCs): Non-trade concerns are

to environmental programs, pest and disease control, objectives that can be used to legitimize government

infrastructure development and domestic food aid (if it programs that run contrary to the AoA objective of

is bought at market PI‘ICCS). It also 1n.c1udes direct pay” establishing a market-oriented agricultural trading sys-
ments to producers if they are not linked to anything NTC isted in th 0l fe AoA. Th
but a fixed, historic base period (these are the so-called : tem. s are histed tn the preamble to the A0A. Lhey

decoupled payments). Government payments towards include food security, rural development and environ-

income insurance and emergency programs are also in- : mental protection. The European Union has included

animal welfare and eco-labeling as NTCs they wish to

protect in the next iteration of the agreement.

¢ by making it as cheap as the imported competition with

. subsidies. The EU used to use export subsidies for a

Export subsidies: Export subsidies are government pay- © wide range of products, but has reduced their use more

ments that cover some of the cost of doing business for : . . )
i recently. Dairy products and sugar continue to receive

export firms. Typically, an export subsidy program will : considerable export subsidies

pay the difference between a more expensive domes- :
: State trading enterprises: defined by the WTO as

“governmental and non-governmental enterprises, in-
cluding marketing boards, which deal with goods for
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is the principal provision dealing with state trading en- !

terprises and their operations.”

of doing business on commercial terms. The U.S., for

example, will pay Cargill to ship wheat to Malawi and

Malawi will then pay back the U.S. government rather

Special and differential treatment

to the agreement, member states established the prin-

in implementing GATT disciplines because of the eco-

Treatment (SDT or sometimes just S&D) provides for-
mal recognition of the disadvantages developing coun-
tries face in the world trading system.

Special products: A mechanism created by developing : The Peace Clause: Another form of SDT for developed

© countries, the Peace Clause—formally called the Due
© Restraint Clause—is Article 13 of the AoA. The Peace

: Clause was another outcome of the Blair House Ac-

nate a certain number of products that would be exempt ' cord (see Blue Box). The clause, now expired, overrode

from tariff reduction requirements and other disciplines. . the Agreement on Subsidies and Countervailing Mea-

countries to protect and promote food production, live-
lihood security and rural development. The proposal is
that developing countries would be allowed to desig-

A number of initiatives have been undertaken to estab-

into practice. The question is complicated, both techni-

How much protection will be granted?).

than Cargill, usually at lower than commercial rates of

© interest and with longer payback terms. At the behest of

¢ the EU, a complicated exercise is now underway to try

Export credits: A tool used above all by the U.S., export . to estimate the subsidy component of export credits so

credits are given by a government to underwrite the cost g ¢o discipline this aspect of the practice without ban-
© ning the tool altogether. Governments have provision-

ally agreed under the July Framework to limit export

credit repayment periods to 180 days.

© Sensitive products: A kind of SDT for developed coun-

© tries, sensitive products were introduced by the Europe-

Special and differential treatment (SDT): As the GATT an Union to request continued protection for particular

evolved from its inception in 1947 and as a growing . agricultural products, for political or social or cultural

number of developing countries became signatories : .
ping & . reasons. These products are proposed to receive less
¢ stringent disciplines in relation to tariff and domestic

ciple in the 1960s that developing countries ought to | support reductions. In exchange TRQs (sce above) on

be granted greater flexibility than developed countries | the products are to be expanded. The EU strongly sup-
e : i ) 9" ports the idea, as there are a number of products that are
nomic difficulties they face. Special and Differential ! too sensitive for them to negotiate easily at the WTO.
© The U.S. has proposed that only 1 percent of tariff lines
be eligible for sensitive product treatment. The EU is

. seeking 8 percent.

) o o ) = : sures and protected WTO members who used export
lish criteria that would be effective in putting this idea . subsidies for agriculture from challenge, so long as the
. subsidies respected the limits set by the AoA. The Peace

cally (Which crops should be eligible?) and politically Clause expired at the end of 2003. The U.S. has asked

(How many crops? Which countries will be eligible? for the Peace Clause to be reestablished.
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