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subsidies by 2013 — and why dumping will continue
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SUMMARY AND RECOMMENDATIONS

“We agree to ensure the parallel elimination of all forms of export subsidies and
disciplines on all export measures with equivalent effect to be completed by the end of
2013. This will be achieved in a progressive and parallel manner, to be specified in the
modalities, so that a substantial part is realized by the end of the first half of the
implementation period.” i
Hong Kong Ministerial Declaration, 18" December 2005

The draft agreement reached at the end of the Hong Kong WTO Ministerial saw the European
Union provisionally agree to an end date of 2013 for its export subsidies. The elimination of
export subsidies was widely considered to be one of the main ‘development deliverables’ of the
Doha Round.

ActionAid and CAFOD, however, believe the offer is more symbolic than substantive. An
objective examination of the relative value of the export subsidy offer raises important questions
about the judgements now being made in the final stages of Doha round negotiations; firstly
whether the export subsidy offer merits the level of concessions developing countries are
considering offering in return and secondly whether the export subsidy offer, the most
significant made by the EU in the agriculture negotiations, justifies the final agreement being
described officially as a ‘development round’. ActionAid and CAFOD believe the answer to both
questions is ‘no’.

Export subsidies have long since ceased to be a major element of the Common Agricultural
Policy (CAP), although their role in the 1980s and 1990s still leaves them with strong
associations of unfair practice. The share of export subsidies in total EU agricultural spending
fell from 50% in 1980 to a projected 5% in 2006."

The EU’s concession on export subsidies stands in contrast to the treatment of the EU’s much
larger domestic support subsidy payments at the WTO. The vast majority of the EU’s remaining
forms of agricultural subsidies are set to remain relatively free of disciplines, despite their
critical role in enabling the EU to dump artificially cheap products on world markets.

The EU’s Hong Kong offer came some twenty years since negotiations on export subsidies
were started at the beginning of the Uruguay Round in 1986. Despite this unprecedented
monument to foot dragging by the European Union, current talks have seen European



negotiators attempt to trade off this concession in other areas of negotiation from developing
countries.

ActionAid and CAFOD believe that seen in this wider context export subsidies are a
depreciating asset in the EU’s negotiating hand, played too late and, potentially, at too high a
price for developing countries.

WTO negotiations in Geneva are now focusing on the details of the EU’s export subsidy offer.

ActionAid and CAFOD believe that proposals currently put forward by the EU to phase out
export subsidies will fail to meet the spirit of the Hong Kong Ministerial Declaration.

The agreement to ‘frontload’ the phase out of export subsidies in the first half of the
implementation period will, under EU proposals, not force any changes in the levels of current
applied European export subsidies.

In addition the EU’s proposals for implementation is unlikely to force the EU to implement major
additional agricultural reform measures before 2013. In the words of European Agricultural
Commissioner Marian Fischer Boel the export subsidy offer “is not a Christmas gift for us. ... in
terms of how much we have to reduce export subsidies before 2013. We will not accept that it
is so high that it disrupts our markets and makes new reforms necessary.”

ActionAid and CAFOD recommend that:

To make implementation meaningful and within the spirit of the Hong Kong WTO
Ministerial Declaration:

e Cuts must result in reductions in the applied levels of export subsidies used by the
European Union and these cuts should result in substantial cuts for all products. In order
to achieve this we recommend:

o Cuts in EU volume in addition to value levels'

o Ensuring that these commitments are product specific and are not framed in overall
terms.

o With steep cuts from bound levels in order to ensure that there is a meaningful
impact on applied levels

Action Aid and CAFOD believe that a meaningful frontloading should aim to reduce the
amount of applied export subsidies by volume by at least half by 2010.

e This report has calculated the level of product specific percentage cuts from WTO
bound volume commitments to ensure this recommendation is met. These results show
the bound volume ceilings for export subsidies should be reduced by at least 75% by
2010. This would ensure that actual applied export subsidies would be reduced by at
least 50% by 2010.

If WTO negotiations are going to meaningfully tackle the dumping of agricultural
products on developing country markets:

e They should include a fundamental review of the green box in order to determine
whether the criteria for Green box eligibility need to be tightened, for example to stop
dumping. Green box payments should be allowed when directed at food and livelihood
security and rural development in developing countries.

e The blue box should be eliminated to put pressure on the US and EU to go further in
tackling trade distorting ‘coupled’ payments.

"'n the case of Processed Foods as there are no EU WTO volume commitments substantial cuts should be made in
value commitments alone



De minimis should be eliminated for developed countries.

o All developing countries should have access to an unrestricted number of specials
products (SPs) and a special safeguard mechanism (SSM)

e Dumping must be prohibited in the Agreement on Agriculture.

To ensure that the outcome of WTO talks secures a rebalancing of unfair trade rules

e The EU must not trade-off its commitment to end export subsidies with an offensive
agenda to open up non-agricultural and services markets in developing countries.

INTRODUCTION

Examining the Deal

The agreement in Hong Kong stated that export subsidies would be eliminated “by the end of
2013” and that this would occur “in a progressive and parallel manner, to be specified in the
modalities, so that a substantial part is realized by the end of the first half of the implementation
period”.

How much of a concession is this by the European Union, what additional changes will this
force the European Union to make and what effect will it have on the level of dumping that
European Union subsidies cause?

The answer? All claims by the EU as to the scale of sacrifice and impact of this concession
should be taken with a great deal of salt. There are five reasons for us to be sceptical

e The first is the sheer length of time it has taken the EU to agree to eliminate its export
subsidies — with over twenty years of foot dragging to make this final offer.

e The second is the declining importance of export subsidies in Europe’s armoury of
agricultural subsidies. Put simply export subsidies are no longer important to Europe’s
agricultural support system.

e The third is that the European Union is also already committed to implementing a series of
reforms — some by force of legal ruling at the WTO - that would have seen major cuts in
current levels of export subsidies used by the EU. Most of the EU’s remaining export
subsidies are already in the process of being eliminated.

e The fourth is that the EU has a great deal of ‘water’ in its bound and applied levels of export
subsidies, making the realisation of a “substantial part ... by the end of the first half of the
implementation period” easy for the EU to achieve.

e The fifth and final issue is that removing export subsidies does not address the central
problem with the CAP — the fact that it causes agricultural products to be ‘dumped’ onto
global markets at artificially low prices. European Union domestic support — the vast
majority of European agricultural subsidies - remain remarkably free of disciplines at the
WTO.

PUTTING THE OFFER IN CONTEXT
One: Eliminating Export subsidies — a long time coming
How much of a concession is 20137 It comes some 27 years after negotiations on export

subsidies were started — and almost immediately identified as a major problem - and some 19
years after the completion of the Uruguay Round negotiations.



One of the biggest injustices of the Uruguay Round (1986-1994) was the decision on export
competition. Developed nations were allowed to maintain almost two thirds of their export
subsidies for agricultural products, something that has always been illegal for all other goods. In
addition they negotiated favourable reference years (1986-1990) resulting in high final bound
levels.

The language in the 2001 Doha Declaration offered little progress by only calling for
“Reductions of, with a view to phasing out, all forms of export subsidies.” However, pressure
was building on the developed world to set an early end date for the elimination of all forms of

export subsidies.

Table 1: Export subsidies in WTO negotiations

Uruguay Round AoA

Doha Declaration

July Framework

HK Ministerial

(1994) (2001) (2004) Declaration (2005)
Text “The Member’s “Reductions of, with | “Members agree to “We agree to ensure
budgetary outlays for a view to phasing establish detailed the parallel
export subsidies and out, all forms of modalities ensuring elimination of all
the quantities benefiting | export subsidies.” the parallel forms of export
from such subsidies, at elimination of all subsidies and
the conclusion of the forms of export disciplines on all
implementation period, subsidies and export measures with
are no greater than disciplines on all equivalent effect to
64 per cent and export measures with | be completed by the
79 per cent of the 1986- equivalent effect by a | end of 2013.”
1990 base period credible end date ...
levels, respectively.” to be agreed.”
What Base period gave EU a | Little progress Some progress — but | To save the
happened | bound level of €7.4 bn towards no end date agreed. Ministerial from

after the 36% reduction.
Actual expenditure fell
over the
implementation period
(1995-2000). By
2000/1, EU export
subsidies amounted to
€2.8 bn

elimination. Weak
language around
‘with a view to
phasing out'.

collapse, the EU
agreed to an end
date, subject to
parallelism and
conditional on the
completion of
modalities.
Elimination would be
front-loaded.

It wasn’t until the EU (and Switzerland) grudgingly relented at the Hong Kong Ministerial to set
a date for their elimination by the end of 2013 that some progress was made. This concession
rests upon the large caveat surrounding any deal on the end date. The Hong Kong WTO
Ministerial Declaration states that; “The date above for the elimination of all forms of export
subsidies, together with the agreed progressivity and parallelism, will be confirmed only upon
the completion of modalities.” (our emphasis) In effect, the EU will still be able to trade-off the
commitment to end export subsidies with other areas of the negotiations. The EU’s trade
commissioner, Peter Mandelson, has always maintained that the EU stands ready to phase out
its export subsidies but only in exchange for cuts in industrial tariffs by developing countries.”

Two: Export subsidies — the EU’s depreciating asset

Until the late 1970s the then European Community was a net importer of virtually all major
agricultural products, and export subsidies did not therefore feature highly as an instrument of
the Common Agricultural Policy (CAP). However in the 1980s the high prices guaranteed by
the CAP, increasing levels of subsidies and enhanced productivity led to production surpluses
for many agricultural products, including cereals, sugar, dairy and beef.

Export subsidies were used to sell surplus EU production onto world markets by bridging the
gap between the high internal EU price and the much lower world market price.
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The CAP reforms of 1992 began to change the system, reducing internal guaranteed crop
prices. This did not result in reduced EU production, as farmers still received high levels of
subsides — increasingly as direct cash payments rather than through crop or livestock support
prices.

These reforms led to lower spending levels on export subsidies and reducing their share in the
overall CAP budget as direct cash payments increased. This process continued throughout the
1990s and has been reinforced by the 2003 CAP reforms that introduced ‘decoupling’ and the
Single Farm Payment.

Figure 1: Export subsidy share in EU agriculture
budget (EAGGF-Guarantee)
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Source: European Commission: Financial reports on the European Agricultural Guidance and Guarantee
Fund, various years

The EU’s use of export subsidies has been declining in both absolute terms and as a share of
the overall European agricultural budget since the 1980s. The share of export subsidies in total
EU agricultural spending fell from 50% in 1980 to just 7.5% in 2004". It currently constitutes
only 5% of total EU agricultural subsidies, with estimates of spending in 2006 at just €2.6 billion
of a CAP budget of €43 billion.""

Export subsidies for cereals declined from more than €1 billion in 1995 to just over €100 million
in 2003. Export subsidies for beef fell from €1.7 billion in 1995 to just €300 million in 2003.""

In parallel, export subsidies’ importance in ‘facilitating’ the dumping of cheap subsidised
European products onto world markets has declined — with the subsidy slack being taken up by
forms of domestic support. The share of export subsidies in the total value of cereals exports
fell from almost 60% in 1995 to less than 5% in 2003. In beef there is an even more drastic
decline, from 190% to a still impressive 75% in 2002 (that is in 1995 exporters received almost
twice as much money from subsidies than from the actual sale of the meat on the world
market).” Other forms of subsidy have meant that these products can still be exported at below
the costs of production.



Figure 2: EU export subsidies as share of total export
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Source: Hoekman, Bernard and Messerlin, Patrick: Removing the Exception of agricultural export
subsidies; in: Anderson, Kym and Martin, Will: Agricultural Trade Reform and the Doha Development
Agenda, World Bank, Washington 2005

It is important to note that the falls in export subsidies have not been accompanied by falls in
total EU subsidies, nor in the levels of subsidised EU exports — both have climbed steadily
upwards, leaving the EU as a major global exporter of agricultural and food products and with
the CAP budget scheduled to reach €50 billion by 2013.

Figure 3: CAP Spending and EU Agricultural Exports®
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Figures - 2000 edition, Brussels, 2001 Figures for EU Agricultural Exports only available from 1976.
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Table 2: 2006 EU budget for export subsidies on main sectors:

Dairy products
Sugar
Meat products

Processed food

Cereals
Others

Total budget

€840 million
€801 million
€292 million
€415 million
€215 million
€60 million

€2.6 billion

Source: AgraEurope, 2005. EU Summit, WTO Ministerial point way ahead for CAP. December 23.

DEVIL IN THE DETAIL: THE IMPLEMENTATION FINE PRINT
Three: Eliminating Export Subsidies — Following not driving reform

“I am happy that 2013 is ... the phase-out date for export subsidies. This is clearly
linked to the period when the current CAP reforms will be fully operational. The rest of
the text on the phase-out is not a Christmas gift for us. ... In terms of how much we
have to reduce export subsidies before 2013. We will not accept that it is so high that it
disrupts our markets and makes new reforms necessary.”™

Marian Fischer Boel, EU’s Agricultural Commissioner

ActionAid and CAFOD calculate that by 2013, the EU will have got rid of most of its export
subsidies from planned or already implemented reform measures. Currently, expenditure runs
to about €2.5 billion; by 2013 ActionAid and CAFOD estimate that the figure could be as low as
€1 billion from already implemented reforms (see table 3). Only very minor reforms will
therefore be necessary to remove the remaining billion by the end of 2013.

As Fischer Boel rightly noted this is not a ‘Christmas gift from the EU. The resulting
administrative tidying of loose ends by the EU should not be mistaken for a great leap forward
at the WTO.

Following the 2005 reforms to the EU’s sugar regime, it is likely that only dairy products,
cereals, meat products and processed food will still be exported after this date using significant
amounts of export subsidies, either by volume and value (see table 3).

According to European Commission figures, sugar should no longer be a problem; that by 2009
or 2010, EU export subsidies in this sector should have been eliminated™

Table 3: EU Export Subsidies — 2006 Budget and Estimated expenditure in 2010

I millions | 2006 Current | Usage | Further reforms to sector before | Estimated
budge | WTO in 2006 | 2010 expenditure in
t ceiling (%) 2010 without
further reform
(rounded to
nearest ! 50
million)®
Cereals 215.0 2336.6 9.2 Unlikely — changed in 2003 200.0
Rice 5.0 36.8 13.6 Unlikely — changed in 2003 5.0
Rapeseed 0.0 277 0.0 Unlikely — changed in 2003 0.0
Olive Oil 0.0 54.3 0.0 Unlikely — changed in 2004 0.0
Sugar 801.0 499.1 160.5 Unlikely — changed in 2005 0.0 (possibly by
2011)
Dairy 841.0 2263.0 37.2 Likely; as part of the review of EU 600.0 (conservative
Products budget and the Single Farm estimate, level
Payment in 2008/9 dependent on
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degree of reform)

Beef meat 155.0 1253.6 124 Unlikely 150.0
Pig meat 46.0 191.3 24.0 Unlikely 50.0
Poultry 91.0 90.7 100.3 Unlikely 90.0
meat
Eggs 6.0 43.7 13.7 Unlikely 0.0
Wine 19.0 39.2 48.5 Very likely; “[European] 0.0

Commission wants to extend

similar treatment to the wine, fruit

and vegetable and organic sectors

next year [ie 2006/7] — all of which

are in line for reform”.
Fruit and 30.0 61.1 491 Very likely; ditto above 0.0
Vegetables
Raw 0 40.2 0.0 Unlikely — changed in 2004 0.0
Tobacco
Alcohol 0 96.1 0.0 Unlikely 0.0
Processed | 415.0 415.0 100.0 Unlikely; although most of these 250
Food products contain higher cost EU

sugar, dairy and cereal products

which are already under going (or

about to go under) reform, this will

reduce the cost of inputs and

hence is likely to reduce the need

for export subsidies.”
Total 2624.0 | 74484 35.2 1350.0

& ActionAid and CAFOD recognise that these figures are very dependent on $/€ exchange rates and
world prices at the time and are, as stated, rough estimates

®ltis important to note that there are no WTO volume limits that exist for Processed Foods. Lower input
prices could therefore potentially allow the EU to use a similar level of subsidies by value to export more
products by volume. The EU food and drink industry has been very keen to defend this category as long
as possible — and use the EU subsidy regime to further expand their position on the world market.
Sources: AgraEurope, 2005; European Commission, 2003; European Commission, 2005a. "

Four: The EU’s Comfort Zone — Giving up what’s not spent

The agreement to eliminate export subsidies “by the end of 2013” specified that this would
occur “in a progressive and parallel manner, to be specified in the modalities, so that a
substantial part is realized by the end of the first half of the implementation period”.

As the implementation period for any Doha Round agreement is likely to be 2008-2013, the first
half of the implementation period will be by 2010. How meaningful is the pledge to frontload the
elimination of a ‘substantial part’ of European export subsidies by 20107

As noted above the Uruguay Round left the European Union with high bound levels for its
export subsidy commitments. Even after a 36% reduction, the EU’s final bound rate at the end
of the Round still stood at €7.4 billion per annum (see table 4). At the end of the implementation
period for the Round (2000), actual EU export subsidy expenditure amounted to €2.8 billion.

Table 4: EU export subsidy expenditure between 1995 and 2006 (biIIions)"”‘I

Billions 1995/6 2000/1 2001/2 2002/3 2006 (budget)
Bound level | €11.8 €74 €74 €74 €74
Applied level | €4.9° €2.8° €2.6a €3.1° €2.6
Water” 58% 62% 65% 58% 65%

@ does not include EU exports of ACP sugar and Indian origin (this was deemed to have violated WTO rules in the 2004 sugar
dispute)
b Water refers to the gap between bound and applied levels




In 2006 the EU had an extremely healthy amount of ‘water between its WTO bound
commitment on permitted value of export subsidies, and what it is actually using - a huge 65%.
This room for manoeuvre also applies to most individual product commitments, although not all
(see table 5).

Table 5: EU export subsidy outlays by value

As share of WTO bound % cut from bound
level needed to reach 2002/03
applied levels

2000/01 |2001/02 |2002/03
Wheat and wheat flour 8% 0.7% 10.9% 89.1%
Coarse grains 59% 10.8% 16.0% 84.0%
Butter and butter oil 94% 34.3% 57.5% 42.5%
Skim milk powder 9% 13.3% 59.1% 40.9%
Cheese 70%| 55.2%| 78.3% 21.7%
Other milk products 59% 57.6% 85.5% 14.5%
Beef meat 31% 31.0% 22.7% 77.3%
Processed food 100% 99.2% 99.7% 0.3%

Source: own calculations based on WTO: EU notification of export subsidies, various years

For most products, the EU has a significant amount of “water” in its expenditure commitments
and its bound value commitments at the WTO. The notable exceptions are for processed food
and some dairy products such as cheese.

On value alone, the European Union has a great deal of wiggle room to avoid any biting
frontloaded commitments in current talks. This is particularly the case if reduction commitments
are made in overall — rather than product specific - terms.

If frontloading is to occur in a way that meets the spirit of the Hong Kong declaration it is clear
that WTO members will have to agree much tighter modalities than the European Union is
currently proposing.

The most reliable indicator of whether EU concessions in agriculture are meaningful is the
extent to which European member states complain about them. The reaction to the export
subsidy offer is therefore enlightening.

In @ memo sent to the European Commission 13 European member states insisted that the
Commission make reduction commitments on export subsidy values. The memo stated that:

“On the export subsidy issue, the modalities for eliminating restitution payments [export
subsidies] are of crucial importance ... At the Hong Kong Conference, the final
Ministerial Declaration was unanimously adopted by the [European] General Council.
This was made possible by the guarantee the member states were given that the
modalities for eliminating restitution payments would apply to restitution value ceilings.
This is a key point to ensure that restitution payments are eliminated at a rate our
farmers can cope with, in line with the CAP as reformed in 2003 ... If any substantial
concession is due to be made in this area by the end of 2010, it must definitely involve
an undertaking on value, expressed in overall terms.”™"

In short, EU member states want to see commitments made by the Commission in modalities
negotiations to be in value, from bound levels — to both the 2010 and 2013 dates — and non-
product specific. This would be in line with the 2003 CAP reforms and — it is fair to assume —
would require least movement from the European Union.



A tighter spot - volume not value
Although export subsidies have substantially declined in value, they remain a residual
component of a fairly large share of EU export volumes.

In 2002/2003 for example, the latest year for which the EU has notified data to the WTO, the
quantity limit for the export of wheat was filled to over 80%, that for coarse grains to almost
60%.*"

Calculations by the OECD, FAO and the European Commission looking at the impact of 2003
reform suggest that quantitative levels of export subsidies in the cereal sector will also be
touching WTO limits.

The European Commission’s forecast for wheat exports until 2010 is very close to the WTO
quantity limit of 14.4 Million tonnes per year — in fact about 10% higher.

For coarse grains the relation between exports and the WTO limits is even closer: The
projected exports of 11 million tonnes per year is just 3% higher than the limit for subsidised
exports. The Commission’s forecasts doesn’t discuss explicitly to what extent export subsidies
will be needed to support these exports, but it is possible that they will be pushing against WTO
volume commitments.

Table 6: Calculations of required cuts to EU bound volume levels to reach EU applied
volume levels
Quantity (000 t) WTO annual |2000/01- Average |% cut from bound
bound 2003/04 applied needed to reach
volume average level as % |2000/01-2003/04
commitment |applied of bound |average applied
(from 2000) |levels levels
Wheat and wheat flour 14438 8223.0 57% 43%
Coarse grains 10843.2 5214.2 48% 52%
Rice 1334 130.7 98% 2%|
Sugar 1273.5 844.9 66% 36%
Butter and butter oil 399.3 259.0 65% 35%
Skim milk powder 272.5 173.0 63% 37%
Cheese 321.3 305.5 95% 5%
Other milk products 958.1 830.9 87% 13%
Beef meat 821.7 425.5 52% 48%
Pig meat 443.5 99.8 22% 78%
Poultry meat 286 238.5 83% 17%
Eggs 98.8 64.6 65% 35%
Wine (‘000 hl) 2304.7 2219.3 96% 4%
Fruit and vegetable, fresh 753.4 717.9 95% 5%
Fruit and vegetable, 143.3 73.9 52% 48%
processed
Alcohol (‘000 hli 1147 .4 747.0 65% 35%

Source: WTO notifications, European Commission, products with zero subsidised exports and
“incorporated products” for which no volume ceilings exist are omitted

Table 6 shows that almost all European products that still receive export subsidies used over
50% of their WTO volume limits in 2000 to 2004. For products in which the EU is still playing a
major role on world markets (cereals, dairy products, sugar) this ranges between 48% for
coarse grains and 87% for “other milk products” mainly whole milk powder.
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Volume and Value

Negotiations in the Uruguay Round agreed two forms of commitment for export subsidy
reductions: those by value (amount of money spent on export subsidies) and volume (amount
of volume units exported using export subsidies). Reduction commitments were agreed for both
measures and these commitments were ‘bound’ legally at the WTO.

Because the market price for products using export subsidies changes (affecting both the
volume the EU exports and the price it has to pay in export subsidies) differences have
emerged in the degree of compliance with the EU’s bound volume and value WTO
commitments.

Making implementation meaningful
As we have seen the EU has substantial room for manoeuvre between its bound and applied
rates, particularly by value. We have also seen that remaining export subsidies will be
concentrated in a few key products.

The Ministerial Declaration of Hong Kong, calls not only for the elimination of all export
subsidies by 2013, but also to realise a “substantial part” of the reductions in the first half of the
implementation period.

In order for the spirit of the Ministerial Declaration and meaningful ‘frontloading’ to be achieved
this clearly requires cuts in the actual applied levels of export subsidies used by the European
Union and for these cuts to be made for all products.

ActionAid and CAFOD believe that in order for this to happen WTO negotiations need to focus
on:
Cuts in EU volume in addition to value levels?
e Ensuring that these commitments are made at the product specific level, not in
overall terms.
e With steep cuts from bound levels in order to ensure that there is a meaningful
impact on applied levels

Action Aid and CAFOD believe that a meaningful frontloading should aim to reduce the
amount of subsidised applied export subsidies by volume by at least half by 2010.

We have made the following product specific calculations as to percentage cuts this
recommendation would require from current bound volume levels (see table 7). As these results
show, the bound volume ceilings for export subsidies generally need to be reduced by at least
75% by 2010. This would ensure that the actual applied export subsidies would be reduced by
at least 50% by that 2010.

% In the case of Processed Foods as there are no EU WTO volume commitments substantial cuts should be made in
value commitments
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Table 7: Calculations of required cuts to EU bound volume levels to reduce EU
applied volume levels by 50%
Product WTO annual (2000/01- Half % cut from bound
(000 t) bound 2003/04 2000/01- |needed to reach
volume average 2003/04 half the 2000/01-
commitment |applied average 2003/04 average
(from 2000) |levels applied applied levels
levels
Wheat and wheat flour 14438 8223.0 4111.5 71.5
Coarse grains 10843.2 5214.2 2607.1 76.0
Rice 133.4 130.7 65.4 51.0
Sugar 1273.5 844.9 422.4 66.8
Butter and butter oil 399.3 259.0 129.5 67.6
Skim milk powder 272.5 173.0 86.5 68.3
Cheese 321.3 305.5 152.7 52.5
Other milk products 958.1 830.9 415.4 56.6
Beef meat 821.7 425.5 212.8 74.1
Pig meat 443.5 99.8 49.9 88.8
Poultry meat 286 238.5 119.2 58.3
Eggs 98.8 64.6 32.3 67.3
Wine (‘000 hl) 2304.7 2219.3 1109.7 51.9
Fruit and vegetable, fresh 753.4 717.9 359.0 52.4
Fruit and vegetable, 143.3 73.9 37.0
processed 74.2
Alcohol (‘000 hli 1147.4 747.0 373.5 67.4

Source: own calculations based on WTO notifications, European Commission

UNFINISHED BUSINESS: THE EU’S REMAINING SUBSIDIES

Five: Tackling the major causes of dumping — the need for stricter controls on European
Union domestic support.

Eliminating export subsidies, by itself, is only a minor part of ensuring that current trade talks
deal with the problem of the dumping of subsidised agricultural products on global markets by
the European Union and other major users of agricultural subsidies.

WTO agriculture negotiations must focus more intensely on the introduction of tighter
restrictions on the use of agricultural subsidies that fall into the category of domestic support. In
the European Union’s case, different forms of domestic support accounted for over 90% of its
agricultural budget in 2005. There is a growing body of evidence that demonstrates that a large
number of these subsidies enable Europe and other OECD countries to export agricultural
products at below the costs of production.

Under the 2003 CAP and 2005 sugar reforms, the EU will continue the process of moving away
from the amber box (‘price support’ and market intervention) and ‘compensating’ producers
through direct payments via the blue and green box. This continues a trend that first started in
the McSharry reforms in the early 1990s and was carried further under Agenda 2000. It also
reduces the need for export subsidies (see above).

Originally this ‘compensation’ was paid through the blue box. In the financial year 2003/4, the
EU spent about €29 billion through coupled direct payments to farmers. ActionAid and CAFOD
have already shown how these subsidies are highly trade distorting and lead to dumping.*""

In the 2003 CAP reforms, the EU introduced decoupled direct payments. These qualify as
green box subsidies at the WTO and are not subject to any reduction commitments. To placate
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some EU member states who were concerned at the impact of decoupling, the final agreement
gave member states the option to retain some of the direct payments as coupled (i.e. blue box);
only the UK, Ireland, Germany and Luxembourg have gone with full decoupling in the EU-15.
ActionAid and CAFOD estimate that by 2013, direct payments in the EU-25 will total about €30
billion, of which approximately €25 billion will be green box and about €5 billion blue box.

A similar situation could exist in the US. The US has used decoupled green box direct
payments since 1996. But the US is also trying to change the definition of the blue box so it is
able to include counter-cyclical payments (currently they fall within the amber box).

Dumping will continue
ActionAid and CAFOD strongly believes that dumping will continue as a result of the
introduction of decoupled direct payments in the EU - much as dumping has been ongoing in
the US since the introduction of decoupling in 1996. The UK for example has implemented its
decoupled scheme (the ‘single farm payment’) since the beginning of 2005. The following table
shows how wheat and barley are still being dumped on world markets, at prices less than the
cost of UK production.

Table 8: Dumping: The Difference between farm and export prices in the UK and cost of
production"**

£/tonne UK export prices UK cost of

End February 2006 production 2006*
Wheat £73.0-76.25 £105
Barley (feed) £74.00 £138

The UK is one of the more efficient arable producers in the EU

* According to the alternative definition of dumping in Article 6 of the GATT, dumping is said to occur if the export
price is less than the cost of production in the country of origin plus a reasonable addition for transportation, handling
and profit. This calculation does not include these three items.

EU production and exports are not expected to fall
Dumping from the EU is continuing and is very likely to continue well into the future. Because
world (export) prices are not anticipated to increase significantly, if at all over the period 2006-
2014, the EU will continue to produce many farm products at a loss. Producers are able to do
this by using the single farm payment to cover losses, by making-up the difference between the
higher cost of production and lower export prices.

One of the promised outcomes of the EU’s decoupled ‘single farm payment’ is that producers,
in the medium to long term, would start to respond to market signals. For example, if world
prices were low and did not cover the costs of production, farmers would switch into other crops
or products. Farmers also have the option, under the 2003 CAP reform, to produce nothing at
all but would still receive a subsidy payment based on what he/she was producing in an
historical or regional base period. The European Commission argues that, as a result of these
changes to the CAP, the single farm payment is not trade distorting.

This argument in part only holds true if producers respond to these market signals and start
reducing production. But the European Commission itself predicts that production and exports
are not expected to fall for some of the major EU farm products — cereals, oilseeds, pig meat,
poultry, milk and cheese (see table 9).*" Whilst developing countries will welcome the fall in
production and the decline in exports of skimmed milk powder and beef, this is more than offset
by increases in production and exports in the other sectors, notably cereals, oilseeds, pig meat,
poultry and cheese. These findings echo previous work on EU farm projections by the FAO, the
OECD and the Universities of lowa and Missouri. """
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It is worth noting too that European Commission analysis of projections of full decoupling
concluded that there would be very little change to cereal production and the EU-25 cattle herd
would only fall by 1.8%.

Clearly, as also shown in other ActionAid and CAFOD publications, ™" these analyses and
predictions by the European Commission and others reveal that the EU’s single farm payment
still has a strong influence on production decisions and distorts trade, not least through the
continuing practice of dumping.

Table 9: Changes to EU-25 production and exports between 2005 and 2012 after the full
implementation of the 2003 CAP reform®

Product/sector | EU-25 production | % production EU-25 change in | % change in
change between change between | exports between | exports
2005 and 2012 2005 and 2012 2005 and 2012 between 2005
(million tonnes) (million tonnes) | and 2012
Cereals 250mt — 271mt Up by 4% 22.8mt — 30.4mt | Up by 33%
Of which wheat | 120mt — 131mt Up by 9% 13.0mt — 19.9mt Up by 51%
Of which maize | 47.3mt — 55.1mt Up by 16% 2.0mt — 2.0mt Static
Of which barley | 52.3mt — 54.7mt Up by 3% 6.8mt — 7.9mt Up by 16%
Oil seeds 20.4mt — 26.8mt Up by 31% 0.4mt —» 0.5mt Up by 25%
Beef/veal meat 7.96mt - 7.72mt Down by 3% 0.28mt — 0.09mt | Down by 68%
Pig meat 21.1mt — 22mt Up by 4% 1.36mt — 1.44mt | Up by 6%
Poultry meat 11.1mt — 11.7mt Up by 5% 0.88mt — 0.92 Up by 5%
Sheep/goat meat | 1.0mt — 1.0mt Static Negligible -
Milk 143.9mt — 145.5mt | Up by 1% - -
Of which cheese | 8.5mt — 9.2mt Up by 8% 0.57mt — 0.60mt | Up by 5%

Of which butter

2.15mt — 1.95mt

Down by 9%

0.33mt — 0.21mt

Down by 33%

Of which SMP

1.12mt — 0.94mt

Down by 16%

0.28mt — 0.12mt

Down by 57%

Whole milk powder

Expected to be
constant

Most detrimental
development
impacts as direct
substitute for fresh
milk in processing
and consumption

* Assumes decoupling rates of 100% for milk, 93% for arable crops, 78% for the beef sector and 73% for the sheep
sector. Because the European Commission model takes no account of any outcome of the Doha Round of
negotiations, it is therefore a static picture of changes due only to the 2003 CAP reform which also means that
current levels of export subsidies are assumed to still be allowed (sugar is not included).

Indirect export subsidies, through domestic support, are a growing problem that WTO members
must tackle. Some green box measures are clearly trade distorting and dumping is continuing.
The criteria of the green box need to be reviewed, and strengthened. All dumping must be
prohibited. The blue box should be eliminated to put further pressure on the US and EU to go
further in tackling trade distorting ‘coupled’ payments.
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