GENERAL AGRE.ICANT ON TARIFFS 4ND TRATE RESTRICTED

Cormittee II ~ Expansion of Trade : 13 May 1960

SECOND REPORT OF COMMITTEE IT

Country Consultations

‘1. The Committee has so far carried out consultations on their agricultural
policies with twenty-~four countries (Australia, Austria, Belgium, Burma, Canada,
Ceylon, Denmark, Finland, France, the Federal Republic of Germany, Indonesia,
Italy, Japan, Luxemburg, Malaya, Netherlands, New Zealand, Norway, Fedoration of
Rhodesia and Nyasaland, South Africa, Sweden, Switzerland, United Kingdom and
the United States). Consultations with five other countries (Brazil, Czecho-
slovakia, Greece, Turkey, Yugoslavia) are scheduled to take place during the
sixteenth session and the Cormittec will draw up a time-~table for the balance
of the consultations (Cambodia, Chile, Cuba, Dominican Republic, Ghana, Haiti,
India, Israel, Nicaragua, Pakistan, Perﬁ, Poland, Tunisia and Uruguay).

2. The consultations so far held have taken the form of an examination of the
general agricultural policy of the country concerned and of its policies in
relation to those specific commodities entering importantly into world trade on
which the Committee had agreed the consultations should be concentrated

(dairy products, meat, cereals, sugar, vegetable oils and fish), Additional
commodities were also covered in some consultations where requests had been
received for these to be included, Rach consultation was carried out on the
bagis of documents, furnished by the countries concerned, containing a synopsis
of the aims of current agricultural policies and of the non-tariff measures for
the protection of agriculture or in support of incomes of agricultural
producers, together with detailed information on tariffs, subsidies, quantita-
tive restrictions, etc,, on the commodities selected for study, The documenta-
tion submitted by countries varied considerably in content. In consegquence,
the reports of the individual consultations also show considerable variation:
for somo countries the consultations had to concentrate first on eliciting
information which other countries had already provided in their basic document:.
tion., '

3. In its first report (document COM,II/5) the Committee put forward its view A
that the consultations would not only provide an appropriate and valuaBle means
of filling gaps that existed in the available material but would also serve as
one of the bases for furthor work of thc Cormmittce under the second and third
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of its terms of reference. The Committee expected that consultations carried

out on the lines it had proposed would provide a rcasoned picture of the types,
extent and effects of the non—~tariff measures of protection or support employed
in respect of the important agricultural commodities and at the same time of the
agricultural policies of the individual countries as they affect production. or .

trade,

Lo In the event, the consultations so far held have served the purpose of
providing a substantial volume of additional information on the individual systems
applied, including statistics on trends in production, consumption, imports'and
exports of the selected cormodities in the individual countries., Further, they
have added to'the knowledge of the objectives pursued by the consulting countries,
the reasons for choosing the systems used to achieve these objectives and how
these systems are being implemented. The consultations have thus also served

the purposc of providing material for a concrete cxamination of the effects on
internatiomal trade in the selected commodities. Moreover, they have in many
casés provided opportunities for direct exchanges of views with officials |
responsible for dircecting agricultural policies in their own countries. Countries
have expressed their anxietics about what they consider to be the effects that

the systems and mcasures have had or could have on production, consumption, etc.,
within an individual country, on tho trade of that country and on intornationai
trade, The countfy concerncd has in turn explained its own views on the effeccts
of tho systems and measures cmployed by it. Comments have been made ( and
recorded in the reports of the individual consultations) on the characteristics
of the systems and measures, but no consolidated comparison of their effects has
been made. No analysis of a general naturc of the effects of non-tariff mcasures
of protection or support on international trade or of their effects on trade in

the selected commodities has yct been undortaken,

5. Much of the matorial which would bo needed to carry out an analysis on a

global basis of thc gencral effects of the individual policies and systems on

trade in the basic commodities has already bcen compiled in the individual -
consultations so far carried out. The secretariat has prepared-a statistical

study on a commodity basis on tronds in production, consumption, oexports and _
imports for countries alrecady consulted on the commoditics covered in the con-
sultations, From the information already-providcd by the consultations, the

secrctariat has also made for ecach cormodity a compilation of the use of non-

tariff devices for cach country consulted and has indicated where tariff

concessions have becn grantcd., Both thesc documents arc attached to the rcport.
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6. It was envisaged that in carryiag out its various tasks the Committee
would have available to it the results of a study recommended by the Haberler
Repdrt, paragraphs 45 and 240, about the measurement of agricultural protec-
tionism. As it was likely that such a major study would not be available for
some little time the GATT secretariat, in order to assist the Committee, made
available a working paper (COM.II/W.6) which set out the prices received by
farmers in various countries for selected commodities. Members of the Com-
mittee held different views sbout the value of the tentative study (which
indeed had not been intended as a substitute for the broader approach) and it
was agreed that countries would comment further on the information provided.
As yet the GATT and FAO secretariats have not been able to furnish the study
referred to in the Haberler Revort. They have, however, had some preliminary
discussions about the technical difficulties involved and the methods of
approach to be adopted. In the light of the discussion, the Committee con-
siders that it would facilitate its further discussion on .this point to
appoint a small group to receive the views of the FAO and GATT secretariats
and the comments of contracting parties (including those aireédy submitted
by Germany and the United States), together with the secretariat paper
(cOM.II/W.6), and to make recommendations to the Committee.

Te In its examination of individual systems, the Committee found that in
general the main bpoad objectives were: (i) to maintain or raise the generai
level of farm incomes, usually with a view to some relationship being'main—
tained with incomes in other sectors. of the economy; and (i1) to reduce or
eliminate fluctuations in domestic farm prices and incomes. At the present

time, the objective of income support was stressed mainly by industrialized

‘countries while price stabilization was stressed mainly by countries whose

economies were mainly or largely dependent on exports of agriculturalAproducts.

8. The bases on which countries attempt to support agricultural ipcomes
vary widely. - In some cases a precise income objective is sought, based for
example on costs of production, parity price indexes, a moving average of f
market prices or some combination of these methods. Examples of bases which
are used to pursue a precise income objective included the measurement in

terms of prices for agricultural commodities.sold in relation to prices of
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commodities bought by farmers (United States) and incomes for a well-managed
farm of a certain size designed to be at the same level as those received by
non=-agricultural wage earners in small and medium-sized towns with a social
environment and cost of living index similar to that prevailing in agriculture
itself (Germany). In other cases, no precise income objective is pursued

but instead a very general aim with much attention given to other factors.

The objective of reducing fluctuations in farm prices and incomes is being
pursued in some countries by means of equalization (or stabilization) funds,
part. of the export proceeds at times of high prices being set aside in order

to increase returns to producers when prices are low.

9. Aside from the aims of supporting or stabilizing agricultural income

or prices the Committee found there were other aims, considered to be either
of equal importance or simply as contributois to the main goals of income or
price support or stabilization or for extraneous reasbné, such as protection
of national security, social and demographic considerations, or balance-of-
payments pfotection: the pursuit of these aims results in the fostering of
agriculturél productivity or maintaining or exnanding total production for

home consumption or even for export irrespective of world price levels.,

10, The Committee further noted that in those less-~developed countries where -
agricultﬁre is the main source of national income and output, the aims of
agricultural policy and their implementation have different implications.

In such'circumstanéés some branches of agriculture>may be favoured at the
expense of others, but agriculture as a whole cannot be supported in the

sense of a diversion to it of income from other segments of the economy.

On the contrafy, these countries must call upon agriculture itself to "gupport"
or finance its oﬁn economic development and much or all of general economic

development,

11. The Committee fouﬁd two broad categories of measures emphésized; those’
for structural improvementsg (which are of a 1ong-term'character) and those

for the immediate protection of agriculture and the support or stabilization

of farm income. The structural measures, calculated to increase the efficiency

of farms, include grants for rebuildihg, electrificatioﬁ, drainage, regrouping
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of farm holdings, education, road building, etc. Measures such as these are
employed in nearly all countries and the need for them was specially important
in countries ﬁith a small farm problem., Assistance for structural changes
appeared to the Eommittee'to be of basic importance, particularly in the
countrieé with small farms, uneconomic distribution of plots, etc., where it
is important to modernize the agricultural economy and to increase its com~
petitiveness. In many cases it was found that there had been a movement of
populafion away from agriculture which had helped to bring about an increase
in efficiency. In considering the importance of movements qf population

from agriculture ‘and the desirability of facilitating such movements, the
Committee noted that there were limits to the action which governments could
take., There could also be economic limits to the movement of population from
agriculture, including the rclative efficiency of the utilization of resources
in the various séctors of the national economy which could not be ignored.

In this connexion, it was also noted that certain measures for the protection
of agriculture could have the effect of rectarding the movement of population
out of agriculture that might otherwise have taken place in the absence of
such measures. Furthermore, unless this movement of population did take place
in some countries pressure for the continuation of protective measures in
these countries would be more intense. Some of these measures were justified
by the countries concerncd on social and other grounds. The Committee, whilst
noting that the problem was one which would nccessarily have to be dealt with
over a period of time, felt that structural changes in agriculture had to be
looked at in the context of the cconomy as a whole: such changes in the
structure of agriculture would be facilitated in a climate of economic expan~

sion and higher level of cconomic activity.

12, In addition to the structural measures described above, countries are

also using direct methods designed to support or stabilize agricultural incomes
or prices., The tariff is not generally the only or even the principal method
of providing such assistance, and the use of a wide variety of non-tariff

devices is deeply entrenched in most countries. Agricultural income is
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supplémented in a variety of ways which either help keep market prices higher
or more stable than 1rould otherwise be thg case or leave market prices free

to find their own level while providing supplementary income to producers by
direct payments. Irrespective of which method of support is used or of the
means which implement the chosen method, all of thesé programmes can increase
the level of domestic production, thereby reducing import requirements or even
creating or increasing export availabilities with consequential effects on
international trade. The stimulating effect appears to depend more upon the
price or income objective than on the method of support as suchﬂﬁﬁilst the
effects on international trade of thc level .of support aimed at were important,
the mechanics of the various systems were alsc of considerable interest since
the degroec of direct interfcrence with the flow of trade could, for a given

lével~of support, vary widely according to the system employed.



Spec (60) 99/Rev.1
Page 7
13. In a situation where domestic support prices were maintained above
international price levels the msasures taken to implement these support
prices require regulation of the flow of supplies to and from the internal
market, So far as imports are concerned, this regulation usually requires
limitation of imports made effective through the use of such devices as:
(a) Quanfitative import restrictions, State-trading, mixing
regulations, etc. The support price systems in respect
of certain key commoditics were often based on keeping
out impdrts unless domestic producers were unable to
supply the market. In some cases there was also limita-
tion on the domestic supplies coming on to the market.
Various control measures are uséd for this purpose.
However, effective controls are rare and over-production
chronic. It was also noted that in some cases import
restrictions were used as instrumanté of commercial
pdlicy to give or gain preferential access to markets
under bilateral agreements,
(b) Variable import levies to compensate for the difference
between the domestic and the world price levels. It was
felt that such levies could have the effect of completely
protecting domestic producers from import competition and
of insulating them from movements in world markets. |
(¢) Other devices which in some form or another involve re-

striction at the frontier, e.g. minimum price arrangements,

Where exports are concerned, all the sbove systems of support pridés above

international level require measures to be taken t0 adapt the domeétic prices
to world prices for expofts to take place. Where the acquisition of stocks
of government agencles (or theif eqﬁivalent) is employed as a ﬁeans of main-
taining internal price levéls; fwo contrasting effects can be distinguished.
In some circumstances, the hblding of stocks by such agehcies can héve a
stabilizing influence on international markets. dn the other hand, the
disposal of sucﬁ stocks on world markets, which do take place from time to

time, can disturb those markets to a very considerable degree. Finally,
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it was noted that all of the systems operating through an increase in market
prices tend to increase the share of consumer income'used for agricultural

products with consequential effects on consumption.

14., Another system of income support was the 1mplementation of price guaran-
tees by deficiency payments; it was found that direct restriction of imports
was not essential and appeared in the main to have been avoided. Mbreover,
the development of consumption could proceed unaffected hy prices above world
levels. As with other methods of price support, however, such a system did
not in itself avoid the encouragement of uneconomic production where returns
to farmers were guaranteed at relatively high levels. There could be
reduction of import requirements, or indeed the creation of export surpluses,
because of 1ncreased production. In fact, cases were on record where the
stimulus to production afforded by the level of guaranteed prices had been
such as to displace imports. - PriceS'realized for 1mported products could

be 1nfluenced by the operation of -a deficiency payments system.

-15. The Committee to date has not made any comparative analysis of the
systems described in paragraphs 13 and 14. Although the effects of the
schemes on imports have been discussed in the appropriate consultations,

the Committee felt that it would be unwise to make any judgments at this
time about the relative merits or demerits of the systems. For such a
judgment it would be necessary to take into account, among other things,

not only the circumstances of a particular country but also the implications

for international trade.

16. During the course of consultations some countries indicated. that
liberalizatien measures had been taken and thet a few agricultural commodities
had been affected by these measures. Few indications were, however;lgiven?
‘that countries would abandon all quantitative_restrictions when noﬁlonger}‘§
.in balance—of—payments.difficulties. Quantitative restrictions appeared -to

be an integral part of the protective systems in force in many countries and
had no longer any connexion w1th the balance—of—payments pos1tions of those

countries. It was also found that in some cases the activities
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assigned by some governments to State~trading agencies had the same effect
on trade as quantitative restrictions and that not only buying and selling
operations but the quantitative regulation of imports, which was properly a

function of government, were being carried out by State~trading agencies.

17. The development of agricultural price stabilization and support policies
in many countries was being accompanied by extensive and increasing use of
export subsidies and other aids to export as a means of disposing of supplies
which could not be so0ld at domestic price levels, All types of systems of
support could involve the use of export subsidies or what in prectice would
amount to export subsidies to dispose of surpluses, since all types had
effects on production and therefore on the amounts which might become availshle
for export. It was noted that expansion of exports was seldom a primary
objective and in many cases countries claimed that use of such measures to
dispose of surpluses had been undertaken reluctantly; it appeared, however,
that resort to such measures was in a number of cases a direct consequence

of domestic price support policies which had resulted in greater production
than could be consumed or absorbed on the home market. Even countries which
were traditional exporters could only continue to export under subsidies

when domestic prices were held above world levels. Moreover, in such circum-
stances an additional volume of exports usually resulted. During the con- _
sultations various countries, including both importing and exporting countries,
pointed to the need to take protective action in certain circumstances against
exports of agricultural products which were subsidized or dumped. In this
connexion the Committee noted the provisions in the General Agreement for

dealing with dumping and subsidization.



