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THE EC APPROACH ON AGGREGATE MEASUREMENT OF SUPPORT

At the meeting of the Trade Negotiations Committes In April 1989, it was
agreed that the long-term objective of ths agricultural negotiations Is
to provide feor substantlal progressive reductions |In agricultural
support and protection sustalned over an agreed period of time,
resulting In correcting and preventing restricticons and distortions In
world agricultural markets. This goal will be reallzed through
negotiations on specific policles and measures, through the negotiations
on commitments on an aggregate measurement of support, the terms of
which will be negotliated, or through a combination of these approaches.

The participants were I[nvited to advance dstalled proposals for the
achievement of the long-term objective, Including the terms and use of
an aggregats measurement of support.

The  purposs of this document Iis to give further Impetus tc the
discussions on the terms and use of an aggregate measurement of support,
both Iin relation to domestic support and protection.

In its proposal for multilateral trade negotlations on agrizufture
(MTN.GNG/WG5/W/20) the Eurcopean Community stated that in order to enable
GATT undertakings on support to become operational, agreement will be
needed on how to measure the various forms of ald to agriculture by
contracting parties. The measurement devised by the OECD, the producer
subsidy equivalent (PSE). could be taken as a basis for a unit of
measuremsent, provided It was suitably adjusted for use as a negotiating
instrument. The adjustments would Involve essentiafly {a) taking account
only of measures with a significant incldence on trade, (b) Including a
method of quantifying production restraints, and (c¢) considering how to
accommodate problems related to world price and currency fluctuations.

The European Community has also submitted a document outllining the
technical aspscts of a concerted reduction of support with a view to
establishing a sound basls for Ilong~term actions In this area
(MTN.GNG/NG5/W/82). In this paper the Community envisaged that each
contracting party in addition to binding the support levels by reference
to an aggregats measure of support also should identify the national
policy Instruments they intend to adjust In order to comply with the
obligaztlions undertaken. It was also suggested that bindings of support
levels should remain unchanged during a periocd to be determined e.g. 5
years.
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The discussions which have taken place so far show how difficult It Is
to encompass support and to ensure equivalency of commitments by
negotlating on sraciflc pollclies and measures. One has to deal with
differernt and very sophisticated support systems which use a panoply of
Ingstruments. Further, If there Is a commitment on one Instrument,
governments wili Inevitably be tempted to shift 1o other Instruments not
covered by commitments.

The Communlity -considers !t therefore imperative to develop an AMS-method
which can bs used as a negotlating Instrument. This method should be
used In the maln agricultural sectors, others where support systems are
iess elaborate may be treated differently.

The SMU device proposed by the EC seems to be the most apprbprlate and
the weaknesses and I(nsufficliencles of the device referred to by other
countrles should be addressed In order to find appropriate solutions.

The fixed external reference price appliled In SMU calculations
e!iminates the Impact of, In particular, currency fiuctuations during
the pariod for which the same external prlce Is appllcable. It Iis

“therefore possible for a party to enter into commitments knowing

precisely to what It Is committing itself.

Since the purpose of a measurement should be to capture elements which
would Infiuence the farmer ‘s decision to produce, any commltment shouid
inciude a reference tco unit SMU, expressec Iin the currency of ths
contracting party concerned. The unit SMU alona would, however, not
capture the effect of varlations of productlion levels In a country. In
order to moderate the Incentives to Increase the total preoduction any
commltments should therefore also incliude a reference to total SMU.

The measurement would be made on a product by product basls.

The PSE estimates established by OECD divide the policy measures
captured into the following groups:

~ market price support

- dlrect payments

- reduction of input costs
- general services

- sub-naticnal and

- other(1)

For the purpose of devising a negotlating Instrument, It might be
sufficient at this stage to |Imit the pollcy coverage of the SMU system
to policles having the most significant impact on the farmer’s decision
to produce. These pollicies are sespeclally those Iincluded undsr “Market
orice support* and "Direct payments"” and represent the largest amount of
support granted In agricultura. Other supports, In particitlar reduction
of Input costs, may aliso Include measures which have a significant
impact on the farmer‘s decision to produce and having a slignificant
impact on trade. The final dec!sion on poiicles to be captured by the
SHMU system, in particular concern!ng natlona! and sub-national support,
has thsrefore to be taken when the discussions of othser Issues i{n the
negotlations have led to a conciusion.

(1) Shown in the MTN.GNG/NG5/7G/PSE serles.
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The section "Direct payments", also czptures, however, diversion and
disaster payments. Dlsaster payments do not Influence the farmer’s
decision to produce when correctly applied. it wouid therefore ba
appropriate to exclude such payments +From the SMU calculations.
Diversion payments, which exclusively represent a direct and Iimmediate
compensation for the reduction of production factors, should as
suggested by ths European Community (doc. MTMN.GNG/WGS/W/62) also be
excluded from SMU calculations.

Aniiex | shows how SMUs are derived from the PSE data In accordance with
the guidelines outlined.

It shouid be recailled that the European Community In doc.
MTN.GNG/W5/W/82 has suggested that support measures which wsre not
captured by the aggregate measurement, should be subject to monitoring.

The Trade Negotlations Committes agreed at Its April meeting that credit
wi!l be glven for measures Implemented since the Punta del Este
declaration which contribute positively to the reform programme. It
would therefcre be logical to establish SMUs from that year onwards.
That year shou!d therefore also be Included when determining the flxed
external reference price.

Taking !nto conslideration previous dlscussions on this Issue, the
European Community suggests the fixed external referencé price be
calculated as the average of external prices for the years 1984, 1985
and 1986.

After the first period of bindings the level of the fixed externai
refaerence price may be reconsidered if movements of world market prices
so Jjustify.

Suppiy contrcl measures have recelived special attention during previous
discussions. The quantitative effects of such measures are caught by the
total SMU but in an Insufficient manner becaue It overstates an Increase
of prices without glving allowance for the effect of the production
control. It Is possible to find methods to that end e.g. by calculating
shadow prices and production levels. If such a method Is considered too
complicated, It could be decided to grant credit by a speciflic amount
for the period of binding befcre commitments were undertaken.

Some partles have expressed doubts as to the functlioning of the SMU
device In cases where domestic prices are following those of the world
market. Higher world market prices could lead to Iincreased SMUs
although such increases werse due to factors other than domestic
policles. :

This situation Is not a real probiem in clircumstances In which the
measurement is only used to cover “Market price support" and "Direct
payments". The market price support gap would by nature disappear In
such a case and the party concerned cculd discontinue any direct
payments. Tha result would be that the party did not grant any SMU
support and the domestic pricas could hance follow the world market
prices.
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10.

11.

The practical result for the farmers wou!d be that thelr prices could
correspond to werld market prices as soon as the the flixed external
reference price Increased by the maximum SMU were lower than the world
market prices.

. The SMU device has been criticized because of shortcomings as regards

border measures. While the SMU cannot automatically be transposed into
an Import charge or an export subsidy, this does not exclude that unit
SMUs are used as a core element when dealing with such measures.

The unit SMU may, In addition to expressing a support level, Indicate
the gap between an internal and exiernal price level. That amount could
therefore also be used as an slement when measuring import protection
and export subsidy when allowance Is made for, In particular, world
market price fluctuations.

It has been suggested that since SMUs are astablished ex post a weakness
exists with regard to adjustments or amendments of pollicy measures.

This should not be a major problem because the principal domestic
decislon which wil} Influcence the level of unit SMUs concerns the
domestic prices. When determining domestic prices, the cdecision-taking
authoritlies will be able to judge rather easlily the consequences as
regarde changes of the SMU level and the other policy instruments to be
applled will to a great extent te those which are described In Annex Il.
In addition, a monitoring procedure as outlined by the European
Communlty In doc. MTN.GNG/TG5/W/45 would provide for the possibility of
keeplng track of events.

In Annex |1, the European Community has caiculated the SMUs for wheat
for a number of countries. The data used are those applied by OECD but
onily the following policy measures are taken Into conslderation:

- market price support
- dlirect payments.

However, disaster payments and payments which exclusively represent a
direct and Immediate compensation for the reduction of the use of
production factors have been excluded from *direct payments".

Finally, Annex || gives a short description of the main pollcy measures
applled in the country concerned.
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ANNEX |

Examples showing calculations of support in the EC and USA measured by SMUs

1. The raw data used in the examples are those established by OECD. These
data may differ s!ightly from those shown In doc. MTN/GNG/NG 5/TG/PSE/

EEC/1 and USA/1 becauss OECD has prepared a revised version.

ny

as fixed external reference.

. The average of the external prices applied in 1984, 1985 and 1986 is used

For the EC the external reference prices during those years were as

follows / 1984 : 175,1 ECU/t, 1685 : 119,8 ECU/t and 1986 : 75,4 ECU/t.

In the USA the external reference price Is equal to the internal producer
price, reduced by the amount resuiting from EEP. Since the EEP did not
operate in 11984 the Internal producer price has been used as external
reference price for that year. The external reference prices are hencs as

follows : 1984 : 124,0 $/t, 1985 : 110,1 $/t, 1986 : 80,6 $/t.

Examples

Year 1986 EEC 12 USA

Producer price 182,0 ECU/t 88,0 $/t
Direct payments -0,5 ECU/t 70,4 $/t
Gross amcunt 181,5 ECU/t 158,4 $/t
External reference price 123,4 ECU/t 105,0 $/t
Unit SMU 58,1 ECU/t 53.4 $/t
Production Mio t 64,8 56,8

Totai SMU (64,8 . 58,1) (56,8 . 53,4)
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ANNEX 1}
1. gec(®)
a) Trends In PSE
Year Total Index Unit Index External index
PSE PSE reference
Bill ECU ECU/t price ECU/t

1984 1,5 - 22,0 18,9 175,1 232,2
1985 4.1 . - 68,9 59,3 119,8 158,9
1986 7.5 100 116,3 |100 75,4 100
1987 7,6 101,1 {118,3 |101,7 66,6 88,3
1988 4,2 55,4 61,1 52,6 122,1 161,89
b) Trends in SMU

Year Total Index unit Index External

SMU SMU reference
Bill ECU ECU/t price ECU/t

1984 4,4 - 62,5 |108 123,4

1985 3,3 - 54,6 94 123,4

1986 3,8 100 58,1 |100 123,4

1987 3,3 87 50,7 37 123,4

1988 3,3 89 49,0 84 123,4

c) Production voiume and adjusted producer prices

Year Production Index Adjusted Index
mio t producer
prices ECU/t
1984 70,2 - 185,8 102,3
1985 60,1 - 177,8 97,9
1986 64,8 100 181,6 100
1987 64,4 99,4 174,1 95,9
19088 68,3 105,4 172,4 94,9
Notes: Index: 1986 = 100

Adjusted producer prices Inciude payments under section
"Direct payments"” In doc MTN.GNG/NGS/TG/PSE/EEC1. (For the EC
this means that co-responsibility levies are deducted).
(*) (The years 1984 and 1985 cover EEC 10; the subsequent years cover
EEC 12)
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Pollcy measures

The interventlon price (expressed in ECU) was reducad In 1985/86 and agaln
in 1986/87 for feed wheat,but has remained unchanged during the following
years. Other decisions affecting the Internal prices have, however, been
adopted. In particular, the introduction of co-responsibility levies has
Instigated price falis. Also the fact that the buying-in price of cereals
is no longer the Interventlon price but only a specific percentage
thereof, has led to price decreases. Flnally, the intervention system has
bsen alleviated, In particular as regards the perlod when Intervention Is
open and as regards the market conditions triggering off the Intervention.

The SMUs ailso take Into consideration the guarantee threshold for cereals
of 160 Mio tonnes (all cersals combined) Introduced In 1988 as wel!l as
the effect In production leveis resulting from the recently introduced set
aside and extensification programmes.

. USA

a) Trends In PSE

Year | Total Index | Unit | Index External Index |
PSE PSE reference
Billl $ s/t price $/%
1984 3,5 62,2 49,4 50,0 124,C 1583,8
1985 4,0 70,9 60,4 61,0 110,1 136,68
1986 5.6 100 98,9 {100 80,6 100
1987 5,4 96,2 94,3 95,4 70,9 88,0
1988 3,1 55,7 63,5 64,2 122,6 182,1
b) Trends In SMU
Year Total Index Unit index Externai
SMU SMU reference
Bill & $/t price $/t
1984 2,6 86 37.0 69 105,0
1985 2,4 79 36,3 68 105,0
1986 3,0 100 53,5 ]100 105,0
1987 2,5 83 43,8 82 105,0
1988 2,6 96 53,1 99 105,0
¢) Production volume and ad)usted producer prices
Year Production Index AdJusted Index
mio t producer
pricss 5/t
1984 70,7 124.,5 142,2 89,8
1985 66,0 116,2 141.,5 89,3
1986 56,8 100 158.4 100
1987 57,3 100,9 149,2 94,2
1988 49,3 86,8 168,0 100
Notes: Index: 1986 = 100

Adjusted producer prices Include payments under section "Direct
payments” In doc. MTN.GNG/NGS/TG/PSE/USA1, except for diversion
paymsnts and disaster payments. :
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Pol icy measures

The target price has remained unhchanged from 1984 to 1987. However,
measures related tc the target price system has led to the result that not
all farmers have obtained the target price for their products even though
the number of farmers beneflitting from the scheme have steadlly Increased.

In order to participate In the target price program, the farmers had In
1984 and 1985 to set aslide 20 X of thelr wheat area without compensatlion
(acreage reduction program) and a minimum of 10 X and a maximum of 30 ¥ as
pald iand diversion. In 1986 the respectlve flgures were 22,5 X and a
minimum of 2,5 ¥ and 2 maximum of 12,5 X. In 1987 and 139588 the non-paid
set aslide was Increased to 27,5 X and the pald set aside was no longer a
cendition for participation in the target price program and was not
app!l ied during those two years.

. Canaca

a) Trends In PSE

Year Total Index unit Index External index

PSE PSE reference

8l CANS/t price

CANS/t CANs/t
1984 1,2 46,2 57,4 68,4 151,8 179,2
1985 1.7 63,8 | 69,1 82,4 116,5 137.,5
1986 2,6 100 83,9 (100 84,7 100
1987 2,2 83,2 | 84,4 {100,6 88,9 105,0
1988 1,6 60,8 {103,2 |123,0 137.,0 161,8

b) Trends in SMU

Year Total Index Unit Index External
SMU SMU reference
Bl CANS/t price
CANS/t CANS/t
1984 1,6 126 73,2 |187 17,7
1985 1,3 107 54,0 |138 117.,7
1986 1,2 100 39,2 |100 117,7
1987 1,2 94 44 .8 114 117,7
1988 1.1 1 72,2 |184 117.,7

¢) Production volume and adjusted producer prlces

Year Production Index Adjusted Index
mlo t producer

prices

CANS/t
1984 21,2 67.6 190,5 121,8
198§ 24,3 77 .4 171,2 109,5
1968 31,4 100 156,4 100
1987 26,0 82,7 162,5 103,9
1988 15,5 49,4 189,9 121,4

Notes: Index: 1986 = 100
Adjusted producer prices Incliude payments under the section
“Direct Payments™ In doc. MTN.GNG/NG5/TG/PSE/CAN/1, except for
disaster payments.
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Pollicy measures

The Canadian Wheat Board Is opserating a delivery quota system. The
openaess of the quota varles from season tc season. The transport subsidy
(crow rate) has Increased during the period under conslideration. This is
dus to the fact that both the unit amount of subsidy and the production
have Increased. The domestic minimum price for bread wheat was higher
than the export price In 1985 and 1986 and triggered off a compensatory
payment from the government (twc price wheat).

The Western Grailns Stabllisations Act (WGSA) essentially guarantees the
net cash flow at a level not below the previous flve-year average. Since
the world market prices have fallen considerably during the period
examined, the support under this act has more than doubled from 1984 to
1986. In addition to this system, In 1987 Canada Introduced the Special
Gralns Programs (SCGP) In order to cushion farmers from the effects of

falling world prices by offsetting Income losses. In 1986/1987 the
payment under thils program was more or less at the same level as payments
under WGSA. The SCGP program wil! not apply In 1988 because of higher

world prices and the two price wheat system I|Is being phased out for the
1988/1989 crop year, with one year income compensation for producers. The
remaining support programs are thus the crow rate and the WGSA.

The total SMU for subsequent years Is thus Influenced by decislions as
regards the dallvery quota, the crow rate and the WGSA payments.

Japan

a) Trends In PSE

Year Total index Unit Index External Index

PSE PSE reference

Bill 1000 price

YEN YEN/t 1000 YEN/t
1984 [146,5 80,8 }197,9 95,6 41,3 187,7
1985 (170,7 94,1 [195,3 94,4 36,6 166,4
1986 |181,3 100 207,0 (100 22,0 100
1987 |169,9 93,7 {196,7 95,0 21,3 96,8
1988 |180,4 ©9,5 |176,7 85,4 26,5 120,5

b) Trends In SMU

Year Total Index Unit Index External
SMU SMU reference
Bill 1000 price
YEN YEN/t 1000 YEN/t
1984 |106,2 78,8 {151,7 {101,3 33,3
1985 136,56 101,2 |181,7 }101,3 33,3
1986 |134,8 100. 149,7 |100 33,3
1987 |126,6 93,9 |140,7 84,0 33,3

1988 {132,7 98,4 |132,7 | 88,86 33,3
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¢) Production volume and adjusted producer prices

Year Production Index Adjusted Index
mic t producer
prices
. 1000 YEN/t
1984 0,7 84,6 185 101,0
1985 0,9 99,8 185 101,0
1986 0,9 100 183 100
1987 0,9 98,6 174 95,1
19838 1,0 116,6 166 90,7
i

notes: Index: 1986 = 100

Adlusted producer prices are equal to the producer prices In Japan because
o Dlrect payments" are granted (Japan grants diversion payment but they
are excluded from the SMU calculations).

Policy measures

Domestic prices for wheat are set by the government. The prices show a
decrease durlng the pariod considerad.

In addition, Japan applies a set aslide program for which the costs are
fairly stable. To reduce total SMU level Japan would therefora have to
reduce the domestlic prices and/or extend the set aslde program.



