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Executive Summary

The principal objective of this study is to assess the implications of new US farm legislation for
the US negotiating stance in the ongoing WTO agricultural negotiations.  At the time of writing
this study (end-April 2002) a new US farm bill has not yet been signed into law.  However, the
farm bills passed by the separate houses of the Congress to replace the FAIR Act of 1996 are
remarkably similar.  In addition to continuing the fixed decoupled payments first introduced in
the FAIR Act, they re-introduce a counter cyclical programme similar to the deficiency
payments eliminated by the FAIR Act.  The Administration’s preferred proposal of an enhanced
counter cyclical farm savings programme contained in the Cochran-Roberts amendment to the
Senate bill was defeated.  Both of the new bills passed by each house of Congress are based on
the availability of an additional $73.5 billion earmarked for agriculture and included in the 10-
year budget agreement.

The main implication of the new farm legislation is likely to be on the US attitude to reducing
amber box supports disciplined by the AMS ceiling. The results of a recent FAPRI analysis of
the US farm bill proposals suggests that, with a new bill resembling the House and Senate
proposed bills, there is only a one in three chance of the US breaching its current amber box
ceiling. This may indicate that the US negotiating position is not affected by the new direction
in domestic farm policy. We would argue, however, that this is not the case.

First, the results of the FAPRI analysis rest on technical assumptions about the WTO
classification of the proposed farm programmes. They argue that the new counter cyclical
payments will be classified as non-commodity-specific support because no production is
required for farmers to be eligible. This assumption can be questioned because the payments are
clearly triggered by commodity-specific price developments. They also assume that the fixed
decoupled payments will continue to be classified as green box. We raise the question whether
the ‘updating’ provisions in the new farm bill will allow these payments to continue to be placed
in this category.

Second, the US has ambitious objectives to reduce current AMS ceilings under its
‘proportionate commitment’ proposal. This proposal was designed to have its maximum impact
in reducing domestic support payments in other countries while by and large leaving existing
US payment levels untouched.  Certainly, even if the envisaged farm programmes are broadly
compatible with the existing US AMS ceiling, they may place a constraint on the eagerness of
the US to agree to significant reductions in this ceiling. Until the final numbers in the new farm
legislation are confirmed, it is not possible to estimate the room for manoeuvre which the US
may have in this area. This room for manoeuvre will also be influenced by expected
developments in farm commodity prices, as expenditure on some US amber box programmes
(such as marketing loan assistance payments) are quite sensitive to these prices.

Third, the new farm legislation contains pointers to areas where the US may wish to seek
amendments to the criteria for green box programmes. For example, the revenue insurance
programme contained in the unsuccessful Cochran-Roberts amendment to the Senate bill may
well re-appear in some guise in the future. But, even as proposed, government payments to this
programme would be counted as amber box, and the US may try to seek more generous criteria
for classifying insurance programmes as green box in the future. Also, the new farm legislation
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will propose significant expenditure increases for conservation and environmental programmes
in agriculture. This is also an area where the US will have a keen interest in ensuring that these
expenditures continue to be classified as green box in the future.

Fourth, this study draws attention to the implications of new Trade Promotion Authority for the
US negotiating position. While it is still uncertain if the Administration will be granted this
authority, it has had to make significant concessions to agricultural interests to consolidate their
support for this legislation. This includes making the retention of US export credit programmes
a US negotiating objective (thus complicating the other US objective of seeking the elimination
of export subsidy programmes in other countries) as well as providing for close consultation
with Congress over tariff concessions for sensitive import commodities (which could amount to
a list of over 200 individual products and reduce the flexibility of the US negotiators on these
items).

The debate on the 2002 US farm bill suggests that, in some areas, the differences between the
US and EU positions in the WTO agricultural negotiations may have narrowed. The US does
not appear to be willing to leave farm incomes to market forces, although it has not embraced
the language of multifunctionality which has been adopted in Europe to justify continued
transfers to farmers. Its dairy and sugar sectors will remain highly regulated. It is substantially
increasing agri-environmental expenditure, with a range of conservation programmes which are
often similar to those which have been adopted in the EU. The main difference in approach
continues to be the aggressive attitude adopted by the US with respect to export subsidies and,
although a somewhat different issue, to SPS barriers to its exports. As long as the EU defends
the use of export subsidies, it will be difficult to find common ground in the ongoing WTO
agricultural negotiations.
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Introduction

This study commissioned by the European Parliament’s Directorate-General for Research on
behalf of the Parliament’s Committee on Agriculture and Rural Development is an updating and
extension of one aspect of the study The WTO Negotiations in the Field of Agriculture and
Food: Strategic Positions of the US and China which was published as Working Paper AGRI
135 in the European Parliament’s Agriculture, Forestry and Rural Development series.

The terms of reference for that earlier study included the following:

‘With regard to the section dealing with US agricultural policy and its compatibility
with WTO rules…  the terms of [the Marrakesh] agreement, the agricultural policy
measures adopted by the US since Marrakesh, and the official US declarations and
depositions to the WTO, should be examined. The conformity of US commitments,
statements and actions with WTO rules should be analysed, and contradictions
described [… ]’

The earlier study, which was completed in May 2001, concluded with respect to US policy
developments:

‘At present, the main focus of interest in agricultural policy in the US appears to be,
not the WTO negotiations, but the 2002 farm bill. It’s as if they were saying, ‘Let’s get
our domestic problems sorted out before we give serious attention to what we want to
get from, and the concessions we are prepared to make in, the WTO’. Agreement on a
new farm bill must be hammered out before the existing one expires in 2002:
otherwise, the permanent Agriculture Act of 1949, with parity-based farm price
guarantees, is automatically re-activated.’

Since the earlier study was completed, the WTO Doha Development Round of trade
negotiations was launched in November 2001 while the US has virtually completed the
legislative process involved in setting the parameters of its farm policy for the next number of
years. The Committee on Agriculture and Rural Development asked the present authors to
update their analysis and discussion of US agricultural policy and its likely impact on the
continuing negotiations on further agricultural trade liberalisation now incorporated into the
Doha Development Round. This is the objective of the current study. Thus the present study
should be read in conjunction with the earlier European Parliament study, and particularly its
Chapter 1 which discussed the background to the US position in the agricultural trade
negotiations.
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The present study consists of four chapters. Chapter 1 briefly outlines the decisions of the WTO
Ministerial Council taken at Doha with respect to agricultural trade and discusses the US
objectives for these talks. Chapter 2 discusses legislative developments in the preparation of the
US 2002 farm bill. Although a new farm bill was not finally agreed at the time of completing
the current study end-April 2002, there is sufficient clarity about its overall structure to allow a
comprehensive discussion of its principal elements. Chapter 3 discusses the likely consequences
of the US farm bill for commodity output and markets and its implications for US compliance
with its current WTO commitments following the Uruguay Round. Chapter 4 concludes by
summarising the implications of the new farm legislation for the US negotiating position in the
ongoing Special Session meetings of the WTO Committee on Agriculture which is attempting to
find agreement on the agricultural trade liberalisation dossier of the Doha mandate.
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1. The Trade Policy Context

1.1. The Doha Ministerial Declaration

At the Fourth WTO Ministerial Council meeting in Doha in November 2001, Ministers
launched the Doha Development Round with a comprehensive mandate to pursue further trade
liberalization across a wide range of sectors and issues, including agriculture. The agricultural
negotiations are being conducted under Article 20 of the Uruguay Round Agreement on
Agriculture (URAA) which commits WTO members to seek ‘substantial progressive reductions
in support and protection resulting in fundamental reform’ subject to a number of concerns
being taken into account. The Doha Ministerial Declaration confirms and elaborates on these
objectives and sets a timetable. Agriculture was also made part of the single undertaking in
which virtually all the linked negotiations are to end by 1 January 2005.

The Declaration (see Box) reconfirms the long-term objective already agreed in Article 20: to
establish a fair and market-oriented trading system through a programme of fundamental
reform. Without prejudging the outcome, member countries commit themselves to
comprehensive negotiations aimed at:

• market access: substantial improvements
• export subsidies: reductions of, with a view to phasing out, all forms of these
• domestic support: substantial reductions in supports that distort trade.

Special and differential treatment for developing countries is made an integral part of the
negotiations and should be reflected both in the new commitments made by countries and in any
new or revised rules and disciplines. Non-trade concerns raised by members reflected in the
negotiating proposals already submitted (such as environmental protection, food security, rural
development etc.) are also to be taken into account.

The first phase of the agricultural negotiations began in early 2000 and ended with a stock-
taking meeting in March 2001. In the second phase of the negotiations, which ended in February
2002, the meetings were largely ‘informal’. Papers and proposals submitted by countries were
not official WTO documents and the only formal record of what transpired at these meetings
takes the form of a summary study by the chairman to formal meetings of the Committee on
Agriculture. In this second phase, discussions were organized by topic and the WTO Secretariat
has provided a helpful summary of the range of views expressed on these topics1. It is
noteworthy that the US was not particularly active in contributing proposals to these sessions,
making just three formal interventions on export credits, state-trading enterprises and export
taxes and restrictions. While important, none of these issues are central to the negotiations. This
may reflect a hesitation on the part of the US to commit itself to specific negotiating proposals
until there is greater clarity with regard to its own future farm legislation (see below).

                                               
1 WTO Agriculture Negotiations: "The Issues, and Where We Are Now", version 1 March 2002, downloaded from
the WTO website www.wto.org.
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The Doha Mandate
From the Doha Ministerial Declaration
November 2001

We recognize the work already undertaken in the negotiations initiated in early 2000 under
Article 20 of the Agreement on Agriculture, including the large number of negotiating proposals
submitted on behalf of a total of 121 Members. We recall the long-term objective referred to in
the Agreement to establish a fair and market-oriented trading system through a programme of
fundamental reform encompassing strengthened rules and specific commitments on support and
protection in order to correct and prevent restrictions and distortions in world agricultural
markets. We reconfirm our commitment to this programme. Building on the work carried out to
date and without prejudging the outcome of the negotiations (italics added), we commit
ourselves to comprehensive negotiations aimed at: substantial improvements in market access;
reductions of, with a view to phasing out, all forms of
export subsidies, and substantial reductions in trade-distorting domestic support. We agree that
special and differential treatment for developing countries shall be an integral part of all
elements of the negotiations and shall be embodied in the Schedules of concessions and
commitments and as appropriate in the rules and disciplines to be negotiated, so as to be
operationally effective and to enable developing countries to effectively take account of their
development needs, including
food security and rural development. We take note of the non-trade concerns reflected in the
negotiating proposals submitted by Members and confirm that non-trade concerns will be taken
into account in the negotiations as provided for in the Agreement on Agriculture.

Modalities for the further commitments, including provisions for special and differential
treatment, shall be established no later than 31 March 2003. Participants shall submit their
comprehensive draft Schedules based on these modalities no later than the date of the Fifth
Session of the Ministerial Conference. The negotiations, including with respect to rules and
disciplines and related legal texts, shall be concluded as part and at the date of conclusion of the
negotiating agenda as a whole.

(The phrase in italics was added to the original draft Declaration largely at the insistence of the
EU during the Doha negotiations)

The timetable for the remainder of the negotiations agreed at Doha is as follows

By 31 March 2003. Negotiators should agree on the formulas and other ‘modalities’ for
countries’ commitments, meaning the extent to which they will cut barriers to market access and
export subsidies.
By June 2003, when the Fifth WTO Ministerial Council will be held in Mexico, negotiators
should have tabled their comprehensive draft Schedules, indicating their specific requests and
offers on reducing support and protection, based on these modalities.
Deadline: Completion of the negotiations by 1 January 2005 as part of the single undertaking.
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1.2. US negotiating objectives

The United States negotiating position in the agricultural negotiations remains that set out in its
Long Term Proposal (WTO, 2000), together with supplementary papers on domestic support
and tariff-rate quotas submitted in the first phase of negotiations in the Special Session on
Agriculture.

Key points in the US negotiating proposal are:
• reducing tariffs and increase tariff-rate quota quantities;
• eliminating export subsidies;
• capping and simplifying trade-distorting domestic support;
• ending the monopoly privileges of import and export state trading enterprises;
• allowing WTO members to engage in specific sectoral negotiations with one another.

In its market access proposals, the US calls for a substantial reduction or elimination of
disparities in tariff levels among countries, a substantial reduction or elimination of tariff
escalation, the denomination of bindings and applied rates on a specific or ad valorem basis
without the use of complex tariffs or combinations of tariffs, and the elimination of the
transitional special agricultural safeguard as defined in Article 5 of the Agreement on
Agriculture. It proposes that all tariff-rate quotas should be substantially increased through
progressive implementation of annual commitments over a fixed period, and that disciplines
should be established to improve their functioning, including specific mechanisms that trigger
when tariff-rate quota fill remains below a fixed level.

The US position on export subsidies is unambiguous. It calls for a reduction to zero of the levels
of scheduled budgetary outlays and quantity commitments through progressive implementation
of annual reduction commitments over a fixed period.

Given the direction of US farm policy, its proposals on domestic support are particularly
significant. The US calls its proposal ‘the proportionate commitment’. This is a formula-based
approach under which each country with a final bound AMS in its schedule will commit to
reducing the level of non-exempt support, starting from the final bound AMS, to a new final
bound level that is equal to a fixed percentage of the member’s value of total agricultural
production in a fixed base period. At the end of the implementation period, each member would
be permitted to provide nonexempt support no greater than the fixed percentage of its total
agricultural production in a fixed base period. Expressing the final bound domestic support
commitment as a fixed percentage of the total value of agricultural production has the
advantage, according to the US proposal, of ensuring that all Members provide equivalent levels
of support relative to the size of their agricultural sector. However, the US does not appear to
envisage that countries without a bound AMS (in the main, developing countries which did not
provide significant budgetary support to their farmers in the base period) would be permitted to
revise their commitments so as to be able to offer nonexempt support up to the agreed ceiling.
The US proposal does not contain any suggestion as to what the agreed ceiling might be.

In addition to this proportionate commitment, the US proposes a simplification of the rules for
classifying domestic support policies. It proposes that domestic support disciplines should be



WTO Agricultural Negotiations - Strategic Position of the USA

12 PE 318.689

simplified into two categories: exempt support, as defined by a criteria-based list of measures
that have, at most, minimal trade-distorting effects, and nonexempt support, which would be
subject to the reduction commitment just described. It advocates the retention of the de minimis
provisions in their current form. In addition to the current provisions on exempt measures in the
URAA, the US proposes that the ‘green box’ could be extended to give more protection to farm
income safety net and risk management tools, targeted environmental and natural resource
protection measures, rural infrastructure investment programmes, measures which support new
technologies as well as structural adjustment programmes.

1.3. Trade promotion authority

A possible constraint on the US ability to negotiate in the Doha Round is the absence of Trade
Promotion Authority for the Executive branch. Under the US constitution, final assent to all
international treaties must be given by the US Congress. However, US legislative procedures
allow individual Congressmen and women to put forward amendments to legislation at any
stage of the process. For US negotiators, the implication is that any deal they reach during
negotiations could unravel and be significantly changed once the deal reaches the floor of either
the House or the Senate. This possibility means that other countries are unwilling to take the US
seriously as a negotiating authority. The solution to this dilemma is Trade Promotion Authority,
also referred to as ‘fast track’. This Authority gives the executive branch the right to negotiate
trade agreements, while reserving to Congress the right to approve or disapprove of the final
agreement, but on an ‘up or down’ vote. That is, Congress agrees to bind itself to voting on the
agreement as a whole, without the possibility of making additional amendments. In return, fast
track legislation specifies the overall negotiating objectives that Congress expects US trade
negotiators to pursue and requires the Administration to consult with and keep the Congress
fully informed during the negotiating process.

Trade Promotion Authority was first adopted in the Trade Act of 1974. During the 1970s and
1980s it was generally a bipartisan non-political issue and was granted to all American
Presidents during that period. However, the US Congress has not authorised TPA since 1994.
Although the US approved both the WTO Uruguay Round Agreement and the North American
Free Trade Agreement under the previous TPA, scepticism about the benefits of more open
trade has been growing in the US since then. Apart from traditional protectionist lobbies, such
as the textile and steel industries, hostility to granting TPA has come from the environmental
and labour constituencies who argue that more liberal trade has resulted in environmental
damage and undermined labour standards both in the US and in its trading partners. These
groups have proved to be a powerful coalition with sufficient political strength to prevent the
granting of TPA until now.

The US Administration argues that the absence of TPA has cost the US additional trading
opportunities abroad. During the 1990s there has been a growing interest in regional and
preferential trading arrangements among countries. Whether these regional preferential
arrangements are compatible with the continued health of the multilateral system, whether they
are stepping stones or stumbling blocks to further multilateral trade liberalisation, remains a
disputed issue. Today, there are more than 130 preferential trade agreements throughout the
world – but the US is party to only three of these. As a result, the Administration argues that US
exporters lose out in markets to which the US’s competitors have preferential access. The US
currently is actively negotiating in a number of forums. These include comprehensive free trade
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agreements with Chile and Singapore, the Free Trade Area of the Americas agreement to
expand trade throughout the Western Hemisphere (where negotiations are due for completion by
Jan 1, 2005) as well as in the Asia-Pacific Economic Cooperation (APEC) where the Bogor
Declaration calls for free trade and investment in the region by the year 2020 with developed
countries on an accelerated track aiming for a 2010 deadline. The Administration argues that
TPA is crucial to the ability of the US to successfully conclude these negotiations as well as for
its credibility in progressing the Doha mandate, and has made TPA its top legislative trade
priority.

The importance of TPA to American trade negotiations has been queried (Brainard and Shapiro,
2001). They point out that fast track was invoked only five times during the past 20 years and
has been used for only a small minority of US trade agreements (however, these include the
most significant ones, such as the GATT Tokyo Round and WTO Uruguay Round Agreements
and the US-Canada Free Trade Agreement and the North American Free Trade Agreement).
Since 1999, the US Congress has enacted six pieces of trade legislation in the absence of fast
track authority. They also point that that the grant of fast track authority, which is usually time-
limited to a maximum of five or even three years, can be withdrawn at any time by either House
as it is considered an exercise of the House and Senate’s rule-making power. However, fast
track authority is more important for comprehensive trade agreements such as that sough under
the Doha Ministerial Declaration where significant non-tariff issues are involved. US influence
in the negotiations, at a minimum, would be significantly diminished if Trade Promotion
Authority is not renewed.

On December 6, 2001, the House narrowly passed, largely along party lines, a TPA bill (HR
3005) by one vote that had been approved October 9, 2001, by its Ways and Means Committee.
HR 3005 would authorise the President to negotiate trade agreements reached by June 30, 2005
(with a 2-year extension possible). The Senate Finance Committee cleared its version of HR
3005 on December 18, 2001. The full Senate was being urged to vote on this bill by end-April
2002 but at the time of completing this study had not yet done so.  The Trade and Development
Act of 2000 (P.L. 106-2000) already contains a list of explicit US objectives and consultation
requirements for agriculture in the WTO negotiations.  However, to shore up support for TPA
among agricultural groups and to address their specific trade concerns, HR 3005 includes
extensive language regarding consultation requirements and negotiating objectives for
agriculture. It also includes environmental and labour standards objectives as US trade
negotiating objectives for the first time.

HR 3005 states that the principal agricultural negotiating objective is to obtain competitive,
fairer, and more open market opportunities for US agricultural exports by (among other things):

• Reducing or eliminating tariffs and other charges by a date certain, and reducing foreign
ones to levels the same as or lower than US levels;

• Reducing or eliminating subsidies that harm US exports or unfairly distort markets;
• Allowing for the preservation of (non trade-distorting) programs that support family

farms and rural communities;
• Developing disciplines for domestic farm support so that production in excess of

domestic food security needs is sold at world prices, and eliminating policies that create
price-depressing surpluses;

• Eliminating when possible state trading enterprises (STEs);
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• Strengthening dispute settlement mechanisms in order to eliminate practices (including
STE activities; "unjustified" labelling, technical, sanitary and other technical barriers to
trade; and restrictive administration of tariff-rate quotas) that impair US market
opportunities;

• Eliminating practices that adversely affect trade in perishable or cyclical products and
addressing their trade problems; and ensuring that import relief mechanisms for such
products are as accessible and useful to US growers as they are to producers in other
countries;

• Considering whether other countries have not lived up to existing trade agreements, and
how such agreements have impacted US agriculture;

• Maintaining bona fide food assistance programs, and preserving US market development
and export credit programs.

The bill also calls for establishing the base year for calculating each country's "Aggregate
Measurement of Support" (i.e., level of most potentially trade-distorting domestic agricultural
subsidies) to be the end of its UR implementation period, and requires certain studies and
consultations with Congress over the agricultural negotiations.

To secure more support from agricultural members, the bill's House sponsors added language, to
the committee-passed version, expanding the consultation requirements that US officials must
follow before undertaking tariff reduction negotiations on agricultural products considered
"import-sensitive" (defined in the House version as those subject to the minimum 15% reduction
required under the URAA). The US Trade Representative (USTR) would have to identify such
products (likely more than 200 specific items ranging from cheese and many other dairy
products to various fresh fruits and vegetables, sugar and other sweeteners, beef and lamb,
oilseeds, wine, tobaccos, cotton, wool, and chocolate) and consult with Congress on how
domestic producers would be affected by tariff cuts, among other requirements. The Senate
version contains somewhat different language but with the same intent (Becker and Hanrahan,
2002).

HR 3005 and the Senate bill give the President the authority he seeks to proceed with
negotiations, but provisions in those bills could make it difficult for him to achieve stated
negotiating objectives for agriculture. In particular, both bills' requirement to consult in advance
with Congress before negotiating cuts in tariffs on import-sensitive products may make
negotiating tariff reductions more difficult and prevent negotiations of trade-offs between
sectors.  Similarly, the Senate committee bill, by making preservation of US export credit
programs a principal negotiating objective, may render negotiations on export subsidy reduction
or elimination more difficult. The Administration, however, has expressed the view that, while
the fast track bills pose additional hurdles for lowering tariffs on import-sensitive products, in
the long-run they provide a "better basis" for negotiations (Becker and Hanrahan, 2002).

The immediate outlook for trade promotion authority is unclear.  Although there is a pro-trade
majority in the Senate, Democrats have indicated that they will only pass a bill if it is
accompanied by additional measures to expand unemployment assistance and health care
benefits for workers who are displaced by trade.  Other trade bills, including one to re-authorise
duty-free imports from four Andean nations as part of the US effort to assist these countries to
develop legal alternatives to the cultivation of drugs, have also been linked to the fast track
authority bill.  To help gather support for the bill, the Bush Administration has embarked on the
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dangerous gamble of appeasing powerful protectionist lobbies such as steel, timber and textiles.
For example, the increased duties on imported steel from a number of European, Asian and
Latin American countries imposed on March 5, 2002, which have been condemned as illegal
under WTO rules by these exporters, was motivated partly by the desire to ease the passage of
the fast track authority bill through the Senate.  Even if this gambit is successful, the bill faces
further difficulties when the different House and Senate versions must be reconciled, as a
number of Republicans instrumental in the one-vote margin victory last December have now
indicated that they will oppose the bill when it returns to the House for final approval.  While
the failure of the President to secure trade promotion authority on this occasion would not
prevent the Doha Round negotiations from proceeding, it would undermine the US ability to
aggressively seek trade concessions from other WTO members who can legitimately query
whether the US could deliver on any commitments it entered into 1.

                                               
1 See Edward Alden, 'The horse-trading over, Bush waits on word from the Hill', Financial Times, 23 April 2002;
Conor O'Clery, 'Bush's steel gamble has won little at home and may lose a lot abroad', Irish Times, 29 March 2002.
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2. US Legislative Developments On The Farm Bill

This chapter is divided into four parts. First, the agricultural budget for the 2003 fiscal year as
published with the endorsement of the President in February 2002 is outlined and discussed.
This budget resolution sets the financial parameters with which agricultural legislation must
comply. Second, we outline and discuss the Bush Administration’s views on the kind of new
farm bill it wanted to see tabled in Congress and passed. Third, we describe and discuss the farm
bill passed by the House of Representatives in November 2001. Fourth, we deal briefly with the
bill passed by the Senate in February 2002. Although the final shape of US farm legislation will
be known by the time this study is circulated, this background discussion will remain useful for
the insights it provides into the range of viewpoints on key agricultural policy goals among US
agricultural policy-makers.

2.1. The Agricultural Budget

In the US, the President announces his federal government budget proposals each year in
February. Budget proposals normally cover a period of several years, subject to annual revision.
The agricultural component of the overall budget is known as the USDA budget. On 4 February,
2002, the Secretary for Agriculture announced the Bush Administration’s proposed USDA
budget for FY 2003. This announcement covered ten years from 2003 to 2011 and allocates
$73.5 billion of extra spending on agriculture over the 2002-2011 period to support a new farm
bill to be enacted in 2002. Note that these budget provisions are additional to so-called ‘baseline
spending’, representing the projected cost of extending 1996 FAIR Act for a further 10 years
(USDA, 2002).

In a key passage, the budget document states: “The 2003 budget includes resources to… .
provide for a generous Farm Bill which is based on sound policy. The budget meets this
commitment by allocating $73.5 billion over 10 years… for farm commodity and income
support, conservation, trade, research, food assistance and other programs”. Also, “USDA
provides roughly $35 billion of risk management protection for the Nation’s farmers against
price and production losses”. However, the document fails to specify the precise forms of risk
management protection of which the Administration would approve, apart from the federal
government continuing to subsidise crop insurance provided by private insurance companies.
This suggests the Bush Administration’s commitment to a form of domestic support likely to be
classified as ‘amber’ by the WTO, unless very tight conditions can be met1.

The clear message given by the Bush Administration’s USDA budget for FY 2003, but with a
long-term perspective up to 2011, is that the US intends to continue with a large measure of
protection for domestic US agriculture, particularly against the adverse income effects of

                                               
1 The conditions governing the conferring of green box status on ‘Government financial participation in income
insurance and income safety net programmes’ are set out in Annex 2, paragraph 7 of the URAA. The two most
critical conditions are:
(a) Eligibility for payments to be determined by an income loss exceeding 30 percent of average gross income in

the preceding three-year –period or a three-year average based on the preceding five years, excluding the
highest and the lowest.

(b) When compensation is due, it must be less than 70 percent of the estimated producer’s income loss.
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periodic low prices. The main emphasis of the campaign for lower protection and more open
markets continues to be directed abroad where the US seeks to expand its agricultural export
market opportunities. The agricultural policy ideals widely expressed during the run up to the
passage of the 1996 FAIR Act, under which the idealists foresaw an early phasing out of all
farm income support in the US, appears to be largely dead, except perhaps in academic circles.
As far as the Administration is concerned, this change in attitude may be due in part to the
federal budget situation. Whereas the 1996 FAIR Act was framed against the background of a
large budget deficit, there is no hint of parsimony towards agriculture in USDA FY 2003. The
Bush Administration’s proposals for farm legislation are now examined in the light of these
budget commitments.

2.2. Bush Administration’s View of the 2002 Farm Bill

In September 2001 the USDA published a document with the title ‘Food and Agricultural
Policy: Taking Stock for the New Century’ (USDA, 2001). In the preface, the Secretary of
Agriculture, Ann Veneman, described this as a “stocktaking exercise… … .to formulate a longer
term view of the Nation’s agriculture and food system to help guide the necessary efforts and
investments to meet future needs". This document drew attention to a number of dominant
trends in the structure of US agriculture and laid down a body of broad general principles to
guide future agricultural policy. The main points of emphasis included:

• The changed structure of US agriculture, during the 20 th century, away from a large
number of similar sized farms, producing similar mixtures of commodities, to a much more
diverse structure composed of: i) a minority of large-scale commercial farms accounting for
the great bulk of production; ii) a larger number of ‘intermediate farms’ making a limited
contribution to production and with significant non-farm income; iii) an even larger number
of ‘rural residence farms’ contributing virtually nothing to commercial farm production and
depending not at all on agriculture for income.

• Federal farm policies deemed appropriate 60 – 70 years ago, in the New Deal era, are no
longer appropriate now.

• Agricultural policy for the 21st century needs to emphasise:
- freeing commercial farmers to respond to market signals.
- US agriculture’s dependence for its future growth on export market expansion.
- US agriculture as a possible ‘model’ for the rest of the world to follow (sic).

• Price support is self-defeating: as production rises in response to support, so market prices
are depressed and the taxpayer costs of support go up.

• Supply control is futile, merely resulting in higher costs of support and a reduced US
export market share.

• US farm policy has achieved greater market orientation since 1985. In particular, the 1996
FAIR Act marked a milestone by replacing deficiency payment support with ‘decoupled
payments’. This “set a new example throughout the world for providing domestic farm
support” (p.48).

• Even decoupled payments possess the disadvantage of supporting land prices and keeping
rents artificially high.

• Despite the dominant free market rhetoric of the document, the need for an ‘economic
safety net’, to protect US farmers against the adverse effects of ‘unexpected events’ is
acknowledged by the Administration. A final articulation of the section ‘Principles of Farm
Policy’ (pp. 58-9) includes the ‘provision of a market-oriented economic safety net for
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farmers’. It is conceded that the unique exposure of the farm sector to production and price
uncertainties implies a parallel commitment to policies that support open markets and (our
emphasis) ‘prevent precipitate downturns in the farm sector’ (p.59). Current policies include
counter cyclical loans, i.e. marketing loan payments (MLPs) and revenue insurance, but
‘others could be added, such as tax-deferred income accounts, which fully comply with open
market principles’.

• Government policy needs to be geared more closely to agriculture’s diverse structure.
More specifically,
Commercial farms need:
- expanding markets
- help with risk management, implying continued federal involvement in subsidised

agricultural insurance, including crop insurance and farm revenue insurance (ARPA).
Intermediate farms need:
- measures to encourage enhanced productivity
- help with risk management, recognising that farmers in this group have more limited

experience than commercial farmers of using more sophisticated risk management tools
(such as futures market trading).

Rural residence farms lie largely outside the scope of agricultural policy as traditionally
viewed.

• On farm policy and international trade, the Administration supports further trade
liberalisation via the WTO, as well as wanting to ensure that the US fulfils its existing WTO
commitments under URAA (while leaning on other signatories to do the same). Domestic
farm policy should be compatible with trade policy.

Against this background, the Administration supported the amendment to the Senate farm bill
introduced by Senators Cochran and Roberts.  This amendment is discussed later following an
examination of the Senate bill itself.

2.3. Farm Security Act of 2001

On 5 October, 2001, the House of Representatives passed a new farm bill with the title the Farm
Security Act of 2001 (HR 2646). The House Agriculture Committee had passed this bill on 27
July 2001, under the chairmanship of Rep. Larry Combest (R-Texas), but with the bi-partisan
backing of Ranking Minority Member Charlie Stenholm (D-Texas).

The new bill contained a total of nine titles. Consideration here is largely limited to summarising
Title I – Commodity Programmes, but with a brief reference to elements in the Conservation
title (Title II).

The principal features of Commodity Programmes (Title I) are:
• The retention, from the 1996 FAIR Act, of planting flexibility;
• The retention of fixed decoupled payments;
• The retention of marketing loans, with marketing loan rates held at the existing level,

except for oilseeds (reduced to the same level as corn) and grain sorghum (raised to equal
corn);
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• Producers to be given the option of either maintaining their base acreage (forming one
component of all government payments) at the pre-1996 FAIR Act level, or updating it to
the average acres planted during 1998-2001;

• Base yields (forming a further component of government payments) maintained at the
current level (frozen since 1985);

• The (re-)introduction of counter cyclical payments ‘to provide assistance (to producers) in
price-deficient crop years’. This provision also naturally involves the (re-)introduction of
‘target prices’ for programme crops, maintained at the 1995 level. Due to its complexity,
explanation of the mechanism to be used in calculating counter cyclical payments is deferred
until later.

• Payment limits increased to $50,000 for fixed decoupled payments, $75,000 for counter
cyclical payments and $150,000 for marketing loan gains and loan deficiency payments. The
overall effect of this is to raise payments per pair of farm partners to $550,000 from the
current level of $460,000 (Feedstuffs, 18 Feb. 2002).

• The existing milk price support programme of government purchases, milk quotas and
import restrictions is reintroduced and extended to 2011 (Ayer, 2002). Under the 1996 FAIR
Act, milk support would have lapsed after 2002. This feature of the bill is very important in
the light of FAPRI’s analysis of its WTO implications, as discussed later.

• The existing peanut support regime would be changed from a domestic production quota
system, combined with loan rate price support, to a reformed regime of decoupled payments
and counter cyclical payments, similar to the one adopted for other programme crops.
Production quotas will disappear. The existing regime of supporting the prices of raw cane
sugar and refined beet sugar with a loan to continue with only minor modifications.

• Conservation measures are given a 75% increase in baseline spending, over 10 years.
These include:
- Reauthorisation of the Conservation Reservation Programme (CRP) with provision for

increased enrolment to 39.2 million acres;
- Reauthorisation of the Environmental Quality Incentives Programme (EQIP) with

increased annual funding, of which 50% earmarked for livestock producers and
increased spending on groundwater conservation and more efficient irrigation;

- Reauthorisation of the Wetlands Reserve Programme (WRP) with provision for an
additional 150,000 acres to be enrolled per year.

• The Export Enhancement Programme (EEP) and the Dairy Export Incentive Programme
(DEIP) are both re-authorised for 10 years. In the light of the US negotiating position on
export subsidies, this is presumably defended as maintaining a weapon in its armoury. This
apparent contradiction will not go unnoticed by other exporting countries, notably the Cairns
Group.

The effect of the counter cyclical payments feature of HR 2646 is, of course, to re-introduce
deficiency payments to the armoury of US agricultural policy instruments in all but name.
However, the counter cyclical payments are intended to co-exist with fixed decoupled payments,
first introduced in 1996 under the FAIR Act. For this reason, the calculation of the new counter
cyclical payments is more complex than that of the old-style deficiency payments.

Under the old DP regime, the payment due was merely the (positive) difference between the
target price (TP) and either the market price (MP) or the loan rate (LR), whichever was lower,
i.e. either DP = TP – MP, given MP>LR; or DP = TP – LR, given MP<LR.
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By comparison, under the new counter cyclical payment (CCP) regime, the so-called payment
rate per unit of commodity (PR) is the difference between the target price (TP) and the sum of
either the decoupled payment per unit of commodity (DCP) and the market price (MP), or the
sum of DCP and the loan rate (LR), whichever is the smaller. That is, either PR = TP – (DCP +
MP), given MP>LR, PR>0, or, PR = TP – (DCP + LR), given MP<LR.

In calculating the payment rate (PR), it is difficult to perceive the logic of combining a fixed
decoupled payment (DCP) with a market price (MP) which is inherently variable. The same
outcome could be achieved, from the producer’s perspective, by simply dropping the DCP
element and allowing the PR to make up the difference between the target price and the market
price (or the loan rate, whichever is higher). The purpose of counter cyclical payments is,
presumably, to stabilise farm receipts over time. So it scarcely makes sense to include in the
calculation a payment which, because it is invariant with respect to time, cannot be viewed as
stabilising. It may be recalled that the underlying philosophy of the farm bill which is about to
expire, the FAIR Act of 1996, was to drop counter cyclical payments, i.e. deficiency payments,
in favour of decoupled payments, completely divorced from current production and prices.
Decoupled payments appeared to be seen by policy makers as compensation for the withdrawal
of deficiency payment support. Moreover, at that time, more radical farm policy makers hoped
to see the complete phasing out of all farm income support payments, including decoupled
payments, possibly as soon as the successor farm bill in 2002.

There are two possible explanations of the apparent anomaly of including a decoupled payment
element in the counter cyclical payment calculation. First, though the farm lobby may be willing
to accept a new income support instrument (or the resurrection of an old one in this case), it is
very reluctant to give up any existing instrument of support as a quid pro quo. Fixed payments
will continue to be paid even when market prices are above the target prices and thus farmers
benefit from this upside risk. The second argument relies on the classification of support
measures for WTO purposes. The decoupled payment element until now has been classified as a
‘green box’ measure and thus exempt from WTO support reduction disciplines, while the new
counter cyclical element will undoubtedly be classified as ‘amber box’ because payments are
conditional on current market prices. If policy-makers reverted to the pre-1996 deficiency
payments, then the entire difference between the target price and the market price (or the loan
rate, if higher) would fall into the amber box and thus risk being limited by the US AMS bound
ceiling. By asserting that a proportion of the Payment Rate (PR) represents a flat-rate payment
which is payable regardless of market prices, the US would continue to be entitled to classify
this proportion as green box1. This factor later emerges as highly significant in evaluating the
US ability to comply with its WTO commitments under the House farm bill.

2.4. Agriculture, Conservation And Rural Enhancement Act of 2001

The Senate Agriculture Committee passed a new farm bill, the Agriculture, Conservation and
Rural Enhancement Act (ACRE Act), on 1 November 2001. This bill was then studyed to the
Senate floor for debate on 15 November 2001. Its main architect was Senator Tom Harkin (D-

                                               
1 If there was no risk of market prices exceeding the target price of programme crops, this classification would be
legal fiction. The ‘cost’ to the US of maintaining this fiction is the possibility that it would be required to make
these fixed-rate payments in those years when market prices exceeded target prices. Given the loose budget
constraint on the formulation of the 2002 farm bill, this is a risk policy-makers are willing to take.
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Iowa), Chairman of the Senate Agriculture Committee. After a number of amendments, the
Senate finally passed the bill on 13 February 2002.

The Acre Act has many similarities to the Farm Security Act of 2001 passed by the House of
Representatives, particularly regarding Commodity Programmes (Title I). Like the House bill,
the Senate bill retains, from the FAIR Act of 1996, decoupled fixed payments to producers of
programme crops. And like the House bill, these payments are supplemented by counter cyclical
payments on a commodity-by-commodity basis. Under the House bill, these payments, when
due, are paid ‘per eligible commodity unit’. Under the Senate bill, any payments due are on the
basis of ‘crop revenue per acre’. Specifically, for each programme crop, ‘national crop revenue
per planted acre’ is calculated by taking the product of ‘national crop production’ and the higher
of (i) the season average market price and (ii) the loan rate, and then dividing by the total
planted acreage. If the resulting average crop revenue per acre is below the ‘target revenue’,
derived by multiplying the ‘target price’ by the ‘programme yield’, a ‘counter cyclical revenue
payment per acre’ may be due, but only after adjusting for the receipt of the fixed decoupled
payment (again calculated on a ‘per acre’ basis, from the contract acreage and programme
yield).

The Senate and House bills appear to be virtually identical regarding the structure of commodity
support payments. Both propose the continuation of fixed decoupled payments and both propose
supplementing these with the restoration of target prices and counter cyclical payments. The
sole apparent difference is that whereas the House bill seeks to stabilise revenue per unit of
commodity produced and sold, the Senate bill aims to stabilise crop revenue per acre. If contract
acreages and programme yields were identical in both cases, there would be no practical
difference. However, the House bill would continue to limit benefits to 85 per cent of a farmer’s
acreage base while the Senate bill would remove this provision. Also, it appears that the Senate
bill affords producers more scope for revising both of these parameters. Specifically, the base
acreage is revised to the 1998-2001 average actually planted, plus any prevented from being
planted by drought, flood or natural disaster. The programme yield is the average yield per
harvested crop acre during 1998-2001, with minor adjustments also possible. This compares
with the House bill under which programme yields remain frozen at the 1985 level, as under the
1996 FAIR Act. Thus, due to these provisions, direct payments to producers under the Senate
bill appear to be even more generous than under the House bill. However, like the House bill,
the Acre Act specifies payment limits, but at a significantly lower level per pair of farm partners
– $275,000 compared with $550,000 and a current $460,000 (Feedstuffs, 18 February 2002).

In addition to these differences in structure, the Senate bill is more generous to producers in the
effective price it guarantees to producers. The marketing loan rates specified by the ACRE Act
of 2001 are, for the most part, similar to those carried over from the FAIR Act of 1996 and
included in the House Farm Security Act of 2001. On the whole, however, the rates fixed by the
Senate bill tend to be a little higher. So, for example, in the case of wheat, the House and Senate
bill rates are respectively $2.58 and $3.00 per bushel (this is the largest rate difference amongst
major crops). The target prices in the Senate bill are set lower than in the House bill, although
when account is taken of the fact that the House bill restricts payments to 85% of the base
acreage and also does not allow for the updating of yields, the Senate bill actually guarantees a
higher effective safety net price (Table 1).  However, the important point to underline is that
both House and Senate bills would represent a significant increase in the effective safety net
guaranteed to US farmers.
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Table 1. Effective safety net price guaranteed to US farmers, 2002
Current safety net House safety net Senate safety net

Wheat $2.69 $3.42 $3.46
Corn $1.76 $2.29 $2.35
Sorghum $1.66 $2.26 $2.37
Barley $1.51 $1.96 $2.19
Oats $1.00 $1.31 $1.55
Soybeans $4.92 $5.11 $5.73
Upland cotton $0.5648 $0.6827 $0.6855
Rice $7.87 $9.27 $9.31
Source: Baenig, B. (2002)  ‘Senate Farm Bill is the Economic Recovery Package for Rural America’, accessed at
http://www.iatp.org/foodsec/library/admin/uploadedfiles/Senate_Farm_Bill_Is_The_Economic_Recovery_Pack.ht
m
Notes: The effective safety net price is defined as the loan rate plus the fixed and counter cyclical payment for each
commodity. The House numbers reflect the House bill provision that limits benefits to 85 per pent of a farmer’s
acreage base and maintains payment yields at historic rather than actual levels.

Like the House bill, the Senate bill specifies continued price support for producers of both sugar
and dairy producers. But the Senate bill also includes a new programme of counter cyclical
direct payments for dairy producers (Ayer, 2002). Under peanut support, the Senate bill merely
maintains the status quo.

Regarding conservation programmes, the general thrust of Title II of the ACRE Act of 2001
appears to be very similar to that of the House bill, with provision for expanding the
Conservation Reserve Program, the Environmental Quality Incentives Programme and the
Wetlands Reserve Program. However, the Senate bill appears to mandate higher spending on
conservation, at least in the first five years. It also introduces a new conservation programme,
the Conservation Security Program, which the Administration argues appears likely to provide
substantial payments to participating farms with a very limited increase in environmental
benefits.

Against this background, the Administration supported the amendment to the Senate bill
introduced by Senators Cochran and Roberts designed to cover the 2002-2006 crop years. This
amendment would have replaced Title 1 (Commodities) and Title II (Conservation Programs) of
the Senate Farm Bill S.1731. The amendment would have nearly doubled funding for fixed
decoupled payments for current farm programs, continued the marketing loan programme for
traditional programme crops while including soybeans and minor oilseeds as programme crops,
and created a new counter cyclical farm savings programme. It would also have significantly
increased spending on conservation programmes by a further $2 billion 1.

The basis for calculating fixed-rate decoupled payments in the Cochran-Roberts amendment
would be as follows:

• Farmers could either maintain their current payment acreage base for the farm, or would
be entitled to update their payment acreage for the fixed decoupled payments to the
1998-2001 acreage planted to programme crops (including soybeans and minor
oilseeds).

                                               
1  The account here is based on that given in Hart and Babcock (2002).
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• Payment yields were maintained at the yields set for PFC payments in the 1996 farm bill.
However, payment rates proposed were significantly higher than the 2002 PFC rates.

The new counter cyclical programme in the form of a farm savings account programme was
structured to compensate for declines in gross farm revenue.

• Adjusted gross revenue would be calculated as the sum of gross receipts from all
agricultural enterprises (except tobacco), insurance indemnities, and government
payments, less the cost of items purchased for resale (such as feeder cattle). Targets
would be established at the five-year average of adjusted gross revenue.

• For producers to qualify for the farm savings account programme, they must have a five-
year average adjusted gross revenue of at least $20,000 (with exceptions for limited
resource and beginning producers). The accounts would be funded by producer
contributions and government matching funds. The accounts would have a maximum
limit of 150 per cent of the five-year average adjusted gross revenue on the farm, and the
government matching funds would be limited to a maximum of $10,000 per account per
year.

• Total matching funds were limited to $800 million in 2002, a limit which would increase
by $100 million each year until 2006.

• The account would be allowed to earn interest at commercial rates. Producers could
withdraw money from the accounts either when realised adjusted gross revenue is less
than 90 per cent of their five-year average adjusted gross revenue or when the producer
retires.

While this counter cyclical programme would be much less trade-distorting than those included
in the House and Senate bills, it still would not qualify for WTO green box status where the
criteria for income insurance programmes is that losses must exceed 30 per cent of average
gross income where average income is determined by a three year average income or a five year
‘olympic’ average income (removing the high and low years before average). Hence the US
interest in re-opening the ‘green box’ criteria for income insurance programmes (see Section 1.2
above). The Cochran-Roberts amendment was defeated in the Senate in December 2001. The
Senate finally passed its bill in February 2002. The fact that the Cochran-Robert amendment
was defeated bears out the argument that farmers generally will not voluntarily subscribe to
private income insurance schemes so long as government price support is provided.

2.5. Summary

Overall, the structures of the new farm bills passed by the separate houses of the Congress to
replace the FAIR ACT of 1996 are remarkably similar. Regarding the central issue of
commodity support, the main provisions of both bills appear to be directly based upon the
recommendation of the Commission on 21st Century Agriculture that deficiency payment
support should be reinstated as ‘counter cyclical payments’. The Commission also
recommended that fixed income support payments, introduced by the 1996 FAIR Act, should
also be carried over into the new bill. Both houses of Congress have duly adopted this
recommendation. There is little or no indication that, in framing their new farm bill, either house
was much influenced by the Administration’s agricultural policy stocktaking paper, published in
September 2001. This advanced the view that agricultural policy should be broadly consistent
with adhering to open market principles although, due to uncertainty in agriculture, the
provision of a market-oriented economic safety net for farmers might be countenanced to cover
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emergency situations. The Administration’s preferred proposal of an enhanced counter cyclical
farm savings programme, contained in the Cochran-Roberts amendment to the Senate bill, did
not receive support.

Both the new bills passed by each house of Congress are based on the availability of the
additional $73.5 billion earmarked for agriculture and approved by the President in the 10-year
budget agreement. It has been reported that the Senate bill spends 61 percent of the $73.5 billion
in the first five years, but with only 35 percent of total spending going to fund the ‘farm safety
net’, i.e. counter cyclical payments etc. By comparison, the House bill spends only 49 percent of
the ten-year budget in the first five years, with 34 percent going to safety net payments
(Feedstuffs, 18 February 2002).

At the time of completing this study, it has been reported that the House and Senate conference
committee reached agreement on a reconciled bill which must now be voted on by both houses
before being sent to President Bush for his signature.  Few details of the final agreement, which
was reached on 26 April 2002, are yet available.  It is reported that loan rates start a little higher
than those in the House bill for a two year period but then fall back to the House bill levels.
Total payments would be capped at $360,000, down $100,000 from the current level.  A version
of the Senate’s Conservation Security Programme which would pay farmers for environmental
improvements on land currently farmed, as compared to existing conservation measures which
generally require farmers to take land out of production, has also been included. While the final
details remain to be revealed, the important message seems to be that US farm policy makers
have turned away from the market-oriented aspirations of the FAIR Act and have passed a bill
which provides significantly increased support to US farmers over the next decade.
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3. Implications Of US Farm Legislation For US WTO Commitments

In the URAA, domestic support programmes are classified according to the extent to which they
are likely to have trade-distorting effects. The analogy of coloured boxes is used. ‘Green box’
support is deemed to have no or, at most, minimal, effects on production incentives and thus
trade. This category includes most general government expenditures in support of agriculture
(research, extension, structural aids, environmental programmes, insurance programmes, natural
disaster assistance, domestic food aid) provided these programmes meet certain criteria for
qualification. The green box category also includes decoupled income support, where
decoupling is defined according to three criteria:

• Eligibility for the programme must be based on clearly defined criteria over a fixed base
period;
• Payment amounts cannot be related to production, prices or input usage after the base
period;
• Payments cannot be made conditional upon current production.

‘Blue box’ support is support which is coupled to production but where production limits are in
place. Both green box and blue box expenditures are permitted although blue box subsidies may
be open to challenge once the ‘peace clause’ provided for in the URAA expires in 2003.

Programmes which fall under these general headings but which do not meet the criteria set out
in the URAA, plus all other programmes of support to agriculture, fall into the ‘amber box’
category and an overall limit on expenditure is placed on these programmes set by the
Aggregate Measure of Support (AMS). Some amber box expenditure may still be exempt from
the AMS if it does not exceed de minimis levels. For developed countries such as the US,
expenditure is deemed de minimis if commodity-specific support does not exceed 5 per cent of
the value of commodity production, and if non-commodity-specific support does not exceed 5
per cent of the total value of agricultural production. In the Uruguay Round, countries agreed to
bind their AMS levels at the qualifying amber box expenditure levels in 1986-88 and to reduce
these bindings by 20 per cent by 1999. The US base period AMS is $23.9 billion and the current
(post-1999) limit is $19.1 billion. The question to be addressed is how the various farm bill
proposals would affect the US ability to live within this AMS limit in the future?

3.1. Hart and Babcock study

This question has been addressed in two recent studies on which we rely for the commentary
below. Figure 1, which is taken from a study by Hart and Babcock (2002), shows the US AMS
limits, the actual AMS amounts reported by the US to the WTO for 1996-98, and their
projections for AMS amounts for 1999 to 2002. Their projections are based on US Department
of Agriculture (USDA) figures for various programme expenditures for 1998-2001, where
possible, and on FAPRI projections for 2002 or where actual data could not be obtained.

As noted earlier, amber box spending is divided into de minimis and other amounts. In addition
to expenditure on various government support programmes, information is also needed on the
value of production in order to determine whether particular amber box expenditures need to be
counted against the AMS ceiling or not. In the US, the overall value of farm production dropped
between 1996 and 1999 and is projected to recover again by 2002.
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Source: Hart and Babcock, 2002

In 1996 and 1997, over $7 billion was spent on amber box programmes. As farm prices in the
US deteriorated up to 2000, US farm support expenditure increased, partly because marketing
loan expenditures grew (these are the safety-net prices which guarantee farmers a minimum
price for their crops) and partly because the US introduced additional emergency marketing loan
assistance payments (see pp. 32-33 of the previous study for details of these payments). Thus, in
1998, amber box spending rose to $15 billion and to over $22 billion in 1999 and 2000. Under
current farm bill policy, outlays are projected to fall to $10 billion in 2002, partly because under
the 1996 FAIR Act an end to the dairy support programme is scheduled to take effect in the
coming marketing year.

However, because of the operation of the de minimis provisions, not all of this amber box
spending counts against the US AMS ceiling. In 1996 and 1997, the US AMS is around $6
billion, with most of this support going to dairy producers. By 1999, 18 products had support
exceeding the de minimis exemption level and the AMS had risen to over $16 billion. This
amounts to 81 per cent of the US AMS limit in that year. For 2002, because prices are projected
to rise, so too will the value of production and thus the de minimis limits. Both because more
spending will qualify for exemption and because higher prices mean that less spending on
marketing loan outlays will be required anyway, the US AMS is projected to fall to nearly $7
billion in 2002 (Hart and Babcock, 2002).

Hart and Babcock undertake an analysis of likely AMS spending in 2002 under three different
farm bill proposals (i.e. the House, the Senate Agricultural Committee and the Cochran-Roberts
amendment proposals). Whereas under the current farm bill, spending in 2002 is projected at
$14 billion, they estimate each of these proposals would increase this to at least $22 billion.
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Despite these increases in payments, under none of the proposals would the US be in breach of
its AMS ceiling of $19.1 billion because of the operation of the de minimis provision. However,
they argue that the House proposal carries a much greater risk of breaching the ceiling in 2002.
The House bill directs most of its increase in expenditure towards increased counter-cyclical
payments which are defined as non-commodity-specific support. Because of the operation of de
minimis, all of this expenditure would be exempted in 2002 from counting towards the AMS.
But Hart and Babcock note that, if an additional $2 billion was spent on non-commodity-
specific support under the House proposal in 2002, either through higher crop insurance
indemnities or counter cyclical payments, then the entire amount of non-commodity-specific
support would count against the AMS limit and the US would then exceed its AMS ceiling in
that year.

3.2. FAPRI study

A FAPRI study was conducted at the request of both houses of Congress to assess these risks
based on the House and Senate bills as actually passed. The purpose of this study was to project
the most likely effects of implementing each of these bills, particularly on federal government
costs and farm incomes, up to 2011, starting from a 2001 baseline. Technically, it is a stochastic
simulation study, with results based upon the averages of a very large number of possible
outcomes and combinations of outcomes.

Their study notes that the two bills have many features in common. These include:
(a) Provision of increased government spending on commodity and conservation
programmes, compared with extending the life of current legislation.
(b) Creation of a new counter cyclical support payment programme combined with the
continuation of both marketing loan and decoupled payment support.

But the bills also differ in certain respects. In particular, under the House bill, payments under
most of the proposed new commodity support programmes are decoupled, i.e. producers with
the requisite production history need not produce anything currently in order to receive the
payments. But under the Senate bill, additional support through higher loan rates is generally
tied to actual production. Also, conservation programme spending is higher under the Senate
bill.

Under the FAIR Act baseline projection, government costs (total CCC outlays) are projected to
total $110.5 billion over 10 years (FY02-11). By comparison, the costs of the House and Senate
bills are projected at $170.2 billion and $174.0 billion respectively. Thus, although the costs of
both bills are considerably in excess of the baseline projection – to the tune of around $60
billion, there is a difference of only $3.8 billion between them. There is a somewhat larger
difference of $6.4 billion (in a total of $99.8 billion) in the first five years. The more expensive
Senate bill spends slightly more than the House on commodity and conservation programmes.

The net aggregate farm income effects are rather similar. Under the baseline, annual net income
rises from $37.48 billion in 2002 to $43.06 billion in 2011. Under the House bill, the
comparable rise is from $38.29 to $47.43 billion and under the Senate bill from $44.59 to
$47.14 billion. Thus, although both bills raise the expected net income in 2011 by more than $4
billion, there is much less to choose between them ($0.29 billion).
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Under the baseline projection, the aggregate areas and market prices of the major crops both
show a rising trend. For example, the aggregate area of wheat rises from 62.39 million acres in
2002 to 64.17 million acres in 2010. Similarly, the price of wheat goes up from $2.91 to $3.57
per bushel over the same period. The new bills themselves have virtually no effects on these
trends. In the case of wheat, the planted area starts slightly higher and ends at virtually the same
level. The wheat price starts marginally lower in 2002, but ends virtually at the same, baseline,
level in 2010. In other words, provided markets behave in accordance with the assumptions
underlying the baseline projections, it is not to be expected that the passage of either of the bills
would have a significant effect on crop areas or prices. A central purpose of the bills is, of
course, to protect farm incomes should the baseline assumptions turn out to be seriously in error.
In interpreting these results, the fact that crop area controls were abolished by the 1996 FAIR
Act, and that neither of the proposed new farm bills proposes reinstating them, should be kept in
mind.

Regarding the dairy sector, a notable feature of FAPRI’s analysis is that compared with baseline
policy, the government cost of price support is considerably higher under both new farm bill
proposals. The projected baseline cost is $1,007 billion over 10 years. By comparison, the
projected House and Senate Bill costs are respectively $1,414 billion and $1,426 billion.

The FAPRI analysis contains no projections of the impact of either of the new bills upon
agricultural trade. However, in the light of the observations already made on the extent of the
crop area and price impacts, it seems unlikely that, ceteris paribus, these variables would be
much affected either.

Under the current URAA, the ceiling on amber box spending by the US is $19.1 billion per year.
On the basis of the structures of the House and Senate new farm bills, FAPRI has estimated the
probability of this ceiling being breached at selected future dates. Broadly speaking, the risk of
breaching the limit diminishes with time, being highest in 2002 and lowest in 2010. This is
because the projection model incorporates an expectation of gradually improving market
conditions, with real commodity prices rising, compared with the 2001 base year. The result is
also very sensitive to the effects of the dairy support proposals incorporated in both bills. If
these are excluded, the risk of breaching the amber box ceiling is much reduced at all dates. The
following table summarises the relevant figures:

Table 2. Probabilities of US exceeding WTO amber box limits
Marketing Year

Policy 2002 2006 2010
Current w/o Dairy 4.6% 0.8% 0.3%
House w/ Dairy to

2011
35.9% 20.6% 7.9%

Senate w/ Dairy to
2011

30.3% 15.0% 6.2%

Source: FAPRI (2002), Table 11

Thus, without the dairy support programme, the risk of breaching the amber support ceiling is
estimated to be negligible, at only about 5 percent, even in 2002. However, with the dairy
support programme included, the probability of over-shooting is as high as about a third in
2002, falling to 15-20 percent in 2006, and falling again to only some 6-8 percent by 2010. Of
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course, these estimated probabilities are subject to error. The commodity price falls which
occurred soon after the passage of the 1996 FAIR Act were largely unforeseen. But US farm
policy makers may reason that, if the reality turns out worse than expected, Congress and the
Administration can always resort to emergency legislation to bring relief to agriculture, as
recently occurred. Further, these estimated probabilities relate to the current amber box ceiling.
If the ceiling were to be lowered in the future, following a new WTO agreement for example,
the risks of breaching the new, lower limit would of course go up.

3.3. Summary

It should be noted that both bills explicitly authorise the Secretary of Agriculture to keep farm
programme spending within annual WTO limits (Becker and Womach, p.3)
Based on these analyses, however, it would appear that the US should not have difficulty in
staying within its current AMS limits under either the House or the Senate farm bills. This
conclusion rests partly on the assumption that farm commodity prices will continue to
strengthen over the next decade. It also depends on WTO agreement to classifying US
expenditures in the way FAPRI has done in its analyses. Questions might be raised with respect
to both the amber and green box classification of these expenditures.

Amber box

The FAPRI analysis explores the issue of the treatment of US domestic support expenditures
(‘AMS expenditures’ in technical jargon) under WTO rules, and in particular the counter
cyclical payments (CCP) for programme crops, which form a prominent feature of both the
House and Senate bills. Under the House bill, although these payments are triggered by current
prices, programme participating farmers are not obliged to produce anything in order to qualify
for payment. If, on these grounds, such payments were counted as being ‘non-commodity-
specific’, they might be deemed to fall within the corresponding amber box. This might well be
advantageous to the US in complying with WTO rules on amber box policies, through
utilisation of the 5 per cent rule. ‘For non-product specific amber box programmes, the total
amount of all non-product-specific amber box programs is compared to 5 percent of the value of
all (our emphasis) agricultural production in the United States’ (p.25). Thus exemption from
amber box policy restriction under the 5 percent rule is obviously much easier to obtain if WTO
recognition can be gained that the policy in question is non-commodity-specific. However, such
recognition has yet to be secured by the US in WTO negotiations, with respect to the new amber
support policies of the kind incorporated in both new farm bills.

To argue that the CCP programmes incorporated in both the House and Senate farm bills are
non-commodity-specific is weak, since it is intended that payments should be made on a
commodity-by-commodity basis. Thus it is by no means certain that the US could succeed in
negotiating this category of amber box classification for CCPs in the WTO. An alternative
strategy might be to negotiate for CCPs to be classified as ‘blue box’. But this line would
confront the difficulty that compliance with blue box rules requires some form of supply
control, as actually prevailed in the US before 1996 and currently in the EU under the CAP.
However, currently in the US, the option of re-adopting supply control instruments has been
explicitly rejected by both houses of Congress. It would also be embarrassing for the US to
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adopt this strategy, in view of the pressure it has frequently exerted on other countries to scrap
blue box policies, particularly the EU.

Green box

The other classification issue which might be raised concerns the status of the fixed and
supposedly decoupled payments. One of the criteria for green box status of decoupled payments
is that the payment amounts cannot be related to production, prices or input usage after the base
period. Much depends on how the phrase ‘base period’ is interpreted. If it means that payments
cannot be influenced by a farmer’s current input use (so that the term ‘base period’ is interpreted
to mean the period in which the payment is made), then the US decoupled payments fit the
green box criterion. However, both the House and Senate farm bills make provision for the base
acreage for programme crops to be updated according to producers’ actual planted area in a
more recent time period, while the Senate bill also allows the programme yield to be updated. If
this became regular practice in US farm bills, US producers’ decisions could be influenced by a
desire to increase their eligibility for programme payments in the future by increasing their
current planted area and/or yields. It could be argued that only if the base period is interpreted
as the period used when the Uruguay Round Agreement was implemented are these payments
truly decoupled, in the sense that they do not influence producer’s planting decisions. This is
another issue which will need to be tested and perhaps clarified in the ongoing agricultural
negotiations.
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4. Conclusions

The 1996 FAIR Act was widely heralded by the US and others as moving US agricultural policy
in a much more market-oriented direction. Its centrepiece was the replacement of deficiency
payments triggered by current prices (and thus subject to discipline in the WTO amber box) by
decoupled Production Flexibility Contract payments unrelated to current market conditions (and
thus falling into the WTO green box). In addition, market loan rates which provide guaranteed
farm prices were rebalanced at levels closer to market levels, using a formula based on past
market prices. The FAIR Act was seen as greatly strengthening the hand of the US in
agricultural trade negotiations by bringing its own agricultural policy much more in line with
WTO criteria.

However, the FAIR Act failed dismally to protect farmers’ incomes when farm prices turned
down shortly after its passage, and it necessitated the grant of emergency assistance to farmers
in each of the past four years, totalling more than $30 billion. Thus it was perhaps inevitable that
a new counter cyclical programme would be introduced as part of the new farm bill to replace
the FAIR Act in September 2002. While the Administration’s preference was for a revenue
insurance programme, both the separate bills passed by the twin houses of Congress draw their
inspiration from the recommendations of the Commission on 21 st Century Agriculture which
reported early in 2001. As stated in our first study, this body, which came into being under the
provisions of the 1996 FAIR Act, consisted mainly of representatives of US farm organisations.
Thus, as recommended by the Commission, a central feature of both bills is the reinstatement,
from the pre-1996 period, of deficiency payment type price support for producers of programme
crops. The only difference is that DPs have been re-named ‘counter cyclical payments’ (CCPs).
The principal exception to this generalisation is that individual crop area restrictions, which
were formerly a counterpart of deficiency payment support, are very unlikely to be revived.
Thus ‘planting flexibility’, but with a restriction remaining on the overall area planted to
programme crops and receiving government support, is likely to remain the order of the day.
But, as well as re-instating an income stabilising instrument in the form of CCPs, both bills also
retain, from the current FAIR Act, decoupled farm payments. The USDA budget for FY 2003,
recently published with the President’s blessing, makes it quite clear that, unlike the bill passed
in 1996, the 2002 farm bill will not be impeded by a federal budget constraint. Thus US farm
policy will make use of both forms of income support in the future.

The principal objective of this study is to assess the implications of this shift in US farm policy
for the US negotiating stance in the ongoing WTO agricultural negotiations. The main
implication appears to be with respect to the US attitude on reducing amber box supports
disciplined by the AMS ceiling. The results of two recent FAPRI analysis of the US farm bill
proposals suggest that, with a new bill resembling the House and Senate proposed bills, there is
only a one in three chance of the US breaching its current amber box ceiling. This may indicate
that the US negotiating position is not affected by the new direction in domestic farm policy.
We would argue, however, that this is not the case.

First, the results of the FAPRI analyses rest on technical assumptions about the WTO
classification of the proposed farm programmes. They argue that the new counter cyclical
payments will be classified as non-commodity-specific support because no production is
required for farmers to be eligible. But this assumption can be questioned because the payments
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are clearly triggered by commodity-specific price developments. They also assume that the
fixed decoupled payments will continue to be classified as green box. We raise the question
whether the ‘updating’ provisions in the new farm bill will allow these payments to continue to
be placed in this category.

Second, the US has ambitious objectives to reduce current AMS ceilings under its
‘proportionate commitment’ proposals. The US has never argued for the elimination of amber
box support.  Its aim is to bring about levels of support that are more proportionate among WTO
members at the end of the next implementation period. This proposal is designed to bring about
the greatest reductions in domestic support in other countries while leaving US permitted levels
relatively unscathed.  For example, the US AMS ceiling of $19.1 billion represents about 10%
of the total value of its agricultural production.  In contrast, the EU AMS ceiling of €69.460
billion represents more than 30% of the EU’s value of agricultural production.  If the US
proposal were adopted so that each country, at the end of the next implementation period, had an
AMS ceiling of 10% (not an unreasonable figure as this is the equivalent of the maximum de
minimis support allowed under the URAA taking into account both product-related and non-
product related exemptions), then the US would not be required to reduce its current AMS
ceiling level at all. However, even if the envisaged farm programmes are broadly compatible
with the existing US AMS ceiling, they may place a constraint on the eagerness of the US to
seek significant reductions in this ceiling. Until the final numbers in the new farm legislation are
confirmed, it is not possible to estimate the room for manoeuvre which the US may have in this
area. This room for manoeuvre will also be influenced by expected developments in farm
commodity prices, as expenditure on some US amber box programmes (such as marketing loan
assistance payments) are quite sensitive to these prices.

Third, the new farm legislation contains pointers to areas where the US may wish to seek
amendments to the criteria for green box programmes. For example, although the revenue
insurance programme contained in the Cochran-Roberts bill was not accepted as a counter
cyclical programme in this farm bill, it may well re-appear in some guise in the future. But, even
as proposed, government payments to this programme would be counted as amber box, and the
US may try to seek more generous criteria for classifying insurance programmes as green box in
the future. Also, the new farm legislation will propose significant expenditure increases for
conservation and environmental programmes in agriculture. This is also an area where the US
will have a keen interest in ensuring that these expenditures continue to be classified as green
box in the future.

Fourth, this study has drawn attention to the implications of new Trade Promotion Authority for
the US negotiating position. While it is still uncertain if the Administration will be granted this
authority, it has had to make significant concessions to agricultural interests to consolidate their
support for this legislation. This includes making the retention of US export credit programmes
a US negotiating objective (thus complicating the other US objective of seeking the elimination
of export subsidy programmes in other countries) as well as providing for close consultation
with Congress over tariff concessions for sensitive import commodities (which could amount to
a list of over 200 individual products and reduce the flexibility of the US negotiators on these
items).

The debate on the 2002 US farm bill suggests that, in some areas, the differences between the
US and EU positions in the WTO agricultural negotiations may have narrowed. The US does
not appear to be willing to leave farm incomes to market forces, although it has not embraced
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the language of multifunctionality which has been adopted in Europe to justify continued
transfers to farmers. Its dairy and sugar sectors will remain highly regulated. It is substantially
increasing agri-environmental expenditure, with a range of conservation programmes which are
often similar to those which have been adopted in the EU. The main difference in approach
continues to be the aggressive attitude adopted by the US with respect to export subsidies and, if
a somewhat different issue, to SPS barriers to its exports. As long as the EU defends the use of
export subsidies, it will be difficult to find common ground in the ongoing WTO agricultural
negotiations.
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