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July Ministerial

* Failed Ministerial means no chance of
concluding Doha Round agreement by end of

the Bush Administration

* Some progress despite failure
— Removed most remaining brackets on agriculture

— Progress on NAMA
— Promising signaling conference on services

e Left with handful of issues. Close to an
agreement? Or 1,000 miles away?



Since July

G-7 met twice in September — 10 and 17-20

New ideas floated, but no breakthrough. India
[and China] raised obstacles

Two weeks of “Walks in the Woods” in
October

Goal?

— Lamy: Modalities agreement by end of year
— U.S.: Judge India’s willingness to negotiate



Outstanding Issues

e Special Safeguard Mechanism (SSM) for
developing countries

— Trigger (40% / 10% surge); variable

— Duration

— Sunset

— Prohibition on invocation in consecutive years
— Price decline

— Restrictions on application (level of tariff cut)



Outstanding Issues

Cotton

Tariff simplification

TRQ creation

Blue Box “headroom”

Green Box criteria (public stockholding)
NAMA: sectorals

Intellectual property issues: geographical
indications



Chances of Modalities
Agreement in 2008

* Reasons it could happen:
— Manageable number of issues
— Capable negotiators & agriculture chairman

— Important deadline (change in
Administrations)

* Reasons it probably won’t:
— Lack of political will (India)
— Change in Administrations



Falconer text balance sheet

PLUSES

Elimination of export
subsidies

Elimination of export STEs
Big tariff cuts

Significant TRQ expansion;
improved administration

Cuts in in-quota duties
Tariff cap

Elimination of SSG
New Blue Box for CCP

MINUSES

Big cuts in limits for trade-
distorting support

Product-specific caps
Tariff cuts from bound levels

Market access loopholes:
— Special products
— SSM

Disciplines on export credits
and food aid



Export Competition

* Direct export subsidies: reduce by 50% by end of
2010 and eliminate by end of 2013.

e State trading enterprises: eliminate monopolies;
eliminate government financing, underwriting of
losses, etc.

e Export credits:
— Maximum term of 180 days
— Self-financing over four years

— Special terms for least-developed and net-food-importing
countries (up to 540 days)

— (Cotton ruling implementation)



Export Competition

* Food aid:

— “Safe box” for emergency aid (requires declaration
of emergency and needs assessment)

— Disciplines for non-emergency aid
* Based on needs assessment
* Targeted to meet requirements of food-insecure groups
* Minimize commercial displacement

* Monetization permitted only for financing internal
transportation and delivery



Major Wheat Exporters, Shares of World Trade
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EU Wheat Supply Balance




EU Self-Sufficiency
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State Trading

* Market disruption and price undercutting
* Current situation:

— Canadian crop up 5m MT from last year

— Exports forecast to rise 1-2m MT, but actually
running behind by over 500,000 MT

* Held back due to bullish price forecasts

— Result: Offering CWRS at S0.50/bu below U.S.
HRS in Europe and up to $50/MT below in Asia



S/metricton

CWB Pool Return Outlook versus Comparable U.S. Market Price
2005/06 Marketing Year
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CWB Pool Return Outlook versus Comparable U.S. Market Price
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Market Access

* Tariff cuts between 50-70% for developed
countries, 33-46% for developing

* Sensitive products:

— TRQ expansion of 3-4% of domestic consumption
(3.5-4.5% if out-of-quota duty above 100%)

— Maximum 4% of tariff lines (+2% with payment for
certain countries)

* |[n-quota duties capped at 10%; improved TRQ
administration



Market Access

* Eliminate existing Special Safeguard (SSG)

* Loopholes for developing countries

— Special products:
* Up to 12% of tariff lines
* 11% average tariff cut

* Up to 5% of tariff lines may take zero cut
— Special Safeguard Mechanism:

* Trigger — import surge of at least 10% or price decline of at
least 15%

 Remedy — 25-50% increase in duty (volume) or 85% of
difference between import price and trigger (price)

* Breaching of Uruguay Round binding under negotiation



Impact of a Doha Agreement on Bound Tariff Rates
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Difference Between Bound Tariffs and Applied Tariffs

in 2006
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Difference Between Doha Bound Tariffs and Applied
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EU Market

Number four market in 2007
Bound duty: €95/MT (5141/MT)

“Margin of preference” concession: duty-paid
import price cannot exceed 155% of support
price

Potential Doha Round outcome:

— zero duty, matching duty over last three years, or
— 50-70% cut in coefficient



Japanese Market

Number 1 market in 2007

Bound duty: ¥55/kg ($559/MT)

TRQ of 5,740,000 MT, with “mark-up” as high as
¥45/kg

Potential Doha Round outcome:

— If not declared “sensitive”: duty cut to ¥16.5/kg
(S168/MT)

— Reduction in mark-up to 10% ad valorem

— If declared sensitive: duty cut to between ¥23/kg and
¥46/kg and TRQ increase of 210,000 — 270,000 MT



Domestic Support

Cut AMS (Amber Box subsidies) by 60% (70% for EU)
in six steps over 5 years (25% on day one)

Cut Overall Trade-Distorting Support (OTDS = Amber
+ Blue + de minimis) by 70% (80% for EU) in six steps
over 5 years (33% on day one)

Cut de minimis threshold by 50%

Cap Amber Box and Blue Box payments on a
commodity-by-commodity basis at the average
payment level in the base period

Expand Blue Box criteria to accommodate U.S. CCP
program



DOMESTIC SUPPORT CUTS

WTO C\I/J\/r_lr_g]t Farm Bill | CBO Farm Slljmc?rt Total Per Doha
“Boxe o Titles Bill Score PP Year Limits
Limits Programs
Mkt Loan 885 885
Amber Box Dairy 140 2,500 2,640
Sugar 16 1,400 1,416
N-P-S de CCP 1,002 1,002 4.800
minimis/ 10,000
Crop Ins. 3,450 828 4,800
P-S de 10,000 | Minor NA 215| 4,800
minimis Products
Total Amber 19,100 | Total Amber 1,083 3,900 4,941 7,600
Overall Trade| 39,100
Distorting + Blue 7,158 14,500




Domestic Support

OTDS limit not a problem

Amber Box limits unlikely to cause problems for
operation of marketing loan program

New Blue Box limit adequate for CCP
New de minimis thresholds not a concern



Domestic Support:
Implications of Falconer Text for Wheat

Direct payments constant at $1.151 billion

With a 22% price volatility, countercyclical payments
are minimal

— Will always be below new blue box limit

Probability that LDP payments exceed crop-specific
limits is zero.

ACRE more of a problem

Aggregate Amber Box limits less important than
crop-specific limits
— Limit for wheat is $270 million



Domestic Support:
Implications of Falconer Text for Wheat

* Doha crop-specific limits are very tight for
ACRE program unless participation rates are
low

— If 25% of wheat acres are enrolled in 2009, there
is @ 20% chance that Doha limits will be exceeded

— If 50% of acres are enrolled, the chance is 55%

* Crop-specific limits would probably force U.S.
to change ACRE program



Possible Alternatives to ACRE

e Green Box iIncome insurance
* Blue Box program
e Combination of two



Possible Alternatives to ACRE

* Green Box Criteria for Income Safety-Net
Programs

— Eligibility determined by income loss exceeding 30% of
average in preceding three-year period or five-year
Olympic average. Any producer meeting condition
shall be eligible.

— Payment shall compensate for less than 70% of
income loss.

— Amount of payment shall relate to income, not type or
volume of production, prices, or factors of production.

— If combined with disaster assistance, total payment
shall be less than 100% of loss



Possible Alternatives to ACRE

* Blue Box Criteria
— Payments must be based on fixed bases and yields

— Payments must be made on 85% or less of fixed
base level of production

— No requirement to produce



Possible Alternatives to ACRE

e Other countries (EU, Japan, Canada,
Switzerland, Norway) have already adjusted
farm programs to take into account WTO
disciplines

e Retooling U.S. programs would allow U.S.
negotiators to focus in future on market
access and improved disciplines
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