THE BRITISH LIBRARY

This document has been wcvvwoa by, or on behalf of,
The British Library Document Supply Centre
Boston wvv.ianranv%ﬂnwn/?n—ﬁr.:a 1523 7BQ
UNITED KINGDOM

WARNING: Further copying of this document
(including storage in any medium by electronic
means), other than that allowed under the copyright
Jaw, is not vn—.a._:aa without the permission of the
copyright owner of an authorised licensing body:



64 Bulletin of the IDF 280
APPENDIX-C
POPULATION IN THOUSANDS
Age /year 1990 1995 2000
EUR-12 0-4 19 117 19 645 19 067
5-9 19780 19 323 19727
10-14 20 694 19 819 19416
15-19 23723 20 807 19 886
20-24 26 529 23393 20 824
25-29 26 591 26 226 23403
30-34 24 078 26734 26 211
35-39 22 539 24 182 26 670
" 40-44 22218 22 474 24 058
45-49 .19 478 22 314 22 247
50-54 19 475 18 780 21918
55-59 18 280 19 039 18 236
60-
TOTAL 327 037 331198 333963
0-15 59 591 18.22% 58 786 17.75% 58210 17.43% -0.79%
15-34 100 920 30.86% 97 159 29.34% 90 324 27.05% -3.81%
35-60 101990 31.19% 106 789  32.24% 113130 33.87% 2.69%
60- 64536 19.73% 68 465  20.67% 72299 21.65% 1.92%
CANADA 0-4 1822 1738 1683
5-9 1903 1850 1768
10-14 1817 1932 1880
15-19 1802 1842 1958
20-24 1948 1836 1879
25-29 2368 1996 1888
30-34 2393 2405 2038
35-39 2190 2410 2425
40-44 2094 2193 2414
45-49 1600 2013 2183
50-54 1295 1580 1989
55-59 1189 1264 1544
60-
TOTAL 26 521 27.557 28 488
0-15 5542  20.90% 5520  20.03% 5331 18.71% -2.18%
15-34 8511 32.09% 8079  29.32% 7763 27.25% -4.84%
35-60 8368 31.55% 9460  34.33% 10 555 37.05% 5.50%
60- 4100 15.46% 4498 16.32% 4839 16.99% 1.53%
USA 0-4 18 310 17 755 17 207
5-9 18 177 18 449 17 897
10-14 16 996 18 346 18619
15-19 17 283 17176 18 526
20-24 18 761 17 471 17 372
25-29 21 428 19 005 17 730
30-34 22074 21637 19 235
35-39 20412 22 152 21732
40-44 17 733 20 388 22134
45-49 13 965 17 604 20 251
50-54 11 447 13740 17 332
55-59 10 584 11109 13355
60-
TOTAL 249 224 258 162 266 096
0-15 53 483 21.46% 54 550 21.13% 53723 20.19% -1.27%
15-34 79546  31.92% 75289  29.16% 72 863 27.38% - 4.54%
35-60 74 141 29.75% 84 993 32.92% 94 804 35.63% 5.88%
60- 42054 16.87% 43 330 16.78% 44706 16.80% -0.07%

Sources:

Population Studies No. 122, United Nations, New York, 1991.

Demographic Statistics 1991, Eurostat. The Sex and Age Distributions of Population.,




Bulletin of the IDF 280

65

OR

R.E. Williams® and P. Mikkelsen?2

' 35, Church Meadow, Long Ditton, Surbiton, Surrey KT6,6EP, England, United Kingdom
# Danish Dairy Board, 22 Frederiks Allé¢, DK-8000 Aarhus C

ABSTRACT

The Uruguay Round has now been in existence
for 6 years and has had a history of confrontation,
brinkmanship and repeated last minute efforts at
preventing a breakdown in talks. A “Draft Final
Act” was put forward by the GATT Director
General, Arthur Dunkel, on 20 December 1991.
This paper provides a brief review of its main pro-
posals and the interpretations put forward in the
Schedule of Commitments, submitted by Canada,
the USA, the European Community and Japan, so
far as these relate to the dairy sector.

1 THE TEXT ON AGRICULTURE

Following 5 years of discussion, negotiation, break-
down and revival in the current GATT round, a “Draft
Final Act” was put forward by the GATT Director
General, Arthur Dunkel, on 20 December 1991. After
recalling the objectives of the negotiations as set out
in the Punta del Este Declaration in 1986 to bring agri-
cultural trade and policy within the scope of strengthe-
ned GATT rules and the Mid-Term Review Agreement
“to establish a fair and market orientated agricultural
trading system” and “to provide for substantial pro-
gressive reductions in agricultural support and protec-
tion ..." the Dunkel "Draft" makes specific proposals in
the four main areas of “market access”, “export com-
petition”, “"domestic support” and "Sanitary and
Phytosanitary Regulations”. In the light of these propo-
sals Contracting Parties were requested to submit not
later than 1 March 1992 Schedules of Commitments in
each of the first three of these areas.

This paper provides a brief review of the main pro-
posals in the “Draft Final Act" and the interpretations
put forward in the Schedule of Commitments, submitted
by Canada, the USA, the European Community and
Japan, so far as these relate to the dairy sector. We
have not had access to the Schedule documents sub-
mitted by other parties. An attempt will be made to pro-
vide an analysis of the effects on the dairy industry and
trade in dairy products if agreement is concluded as the
Dunkel “Text on Agriculture” stands. At this stage no
attempt is made to guess possible “fine tuning".

The Dunkel Text proposes that agreement would
be implemented over 6 years, from 1993 to 1999. The
base period proposed for calculations of import
access and domestic support are the average of the
years 1986-1988. The proposals are a compromise
between the negotiating positions of the US and
Cairns Group on one side and the EC on the other.

1.1 Market access

Binding commitments are proposed in two basic
areas for market access — a reduction in customs
duties and a requirement to allow a minimum level of
access to markets.

- All non-tariff barriers (for example US Section 22
Quotas) are to be converted into bound tariffs at a
level corresponding to the difference between inter-
nal and world prices over the 1986-1988 base period.
All tariffs (including those newly created) are to be
reduced on a simple average basis by 36% for pro-
duct areas, with a minimum reduction of 15% for
each tariff line.

- Imports at a reduced rate of duty must account for a
minimum of 3% of domestic consumption in 1993
rising to 5% in 1999.

- Where imports already exist in significant quantity,
access must be maintained on terms at least equi-
valent to existing arrangements relating to the base
period. There is provision for consultations “with a
view to negotiating appropriate solutions” for deal-
ing with arrangements such as EC cheese quota
imports or EC/New Zealand butter quotas.

1.2 Export competition

The Dunkel Text proposes a reduction in the ove-
rall size of export subsidies gnd also a commitment to
reduce the volume of exports subsidized.

Export subsidies are to be reduced by 36% and the
volume of subsidised exports by 24% based on the
average of 1986-1990.

- Reductions are to be implemented in each of four
commodity groups — butter and butteroil, skim milk
powder, cheese and “other milk products”.

1.3 Domestic support
Subsidies which affect trade or production are to
be reduced by 20% from the average level in 1986-

* This document. prepared by the authors. is the outcome of the discussions of Group C3. We are grateful to others, particularly Dr Alison Burrell (OECD)
and Mrs Greltchen Stanton (GATT), whose comments have led 1o revisions, particularly following the Munich Annual Sessions. Special thanks are due to
Mr Paul Alisop, whose considerable contribution in the preparation of the paper is very gratefully acknowledged.
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1988. Subsidies which have no effect on production or
which are less than 5% of the value of production are
excluded.

Calculations in this area show the biggest diffe-
rences in interpretation. Subsidies which do not affect
production, and therefore have no trade distorting
effect, are a matter of dispute. The US calculates the
Aggregate Measure of Support (AMS) for the dairy
sector as the difference between the internal support
price for manufacturing grade milk and the “internatio-
nal milk price” (f.0.b. Northern Europe) times the level
of US production. The EC, on the other hand, have
made a separate calculation of the total level of mar-
ket support for skimmed milk powder and butter. The
EC puts forward its calculations "on the understan-
ding” that headage payments (as proposed for
Common Agricultural Policy reform) will not be subject
to the commitment of reductions.

1.4 Sanitary and Phytosanitary Regulations

The essential aim is to harmonize regulations for
the protection of human and animal health based on
scientific knowledge and to assess possible risks on
the basis of techniques acceptable to international
organizations. While there are difficult areas here for
the dairy industry, disagreement on this part of the
Dunkel Text does not appear to be a main concern. In
the dairy sector it is notable that liquid milk has not
been interpreted as being part of the Schedule of
Commitments for minimum access for traded products
(except with qualification by Canada), which may ease
considerably possible problems of acceptance in this
area. Problems with BSE (bovine spongiform ence-
phalopathy) and BST (bovine somatotropin) may still
prove serious.

1.5 Food aid and net food-importing
developing countries

The Dunkel Text also contains an important under-
taking so far as the dairy sector (and others) is
concerned. Contracting Parties are to “agree to esta-
blish appropriate mechanisms” to ensure that the out-
come of the Uruguay Round on trade and agriculture
does not seriously disadvantage developing countries
and the availability of food aid sufficiently to meet the
needs of these countries when required.

2 THE SCHEDULES OF COMMITMENT

In order to begin negotiations, the “Draft Final Act”
contains a set of tables which Contracting Parties
were required to complete by the beginning of March
1992. These tables are intended to set out the basic
data on which the reductions, outlined in the rules set
out above, are to be implemented. Appendix A sum-
marizes data from the US and EC Schedules.

It has not been possible to obtain all documents,
but an examination of those of Canada, the USA, the
EC and Japan for the dairy sector reveals wide diffe-
rences in interpretation and indeed in the extent to
which major Contracting Parties seem willing or politi-
cally able to comply with the rules set out in the
Dunkel Text. The submissions of these four
Contracting Parties illustrate in our view the problems
of agreement for the dairy sector.

2.1 Canada

Canada's submission tackles first the issue of mar-
ket access. It is argued in line with the Punta del Este
Declaration and the mid-term agreement that GATT
rules and disciplines should be strengthened and that
this also applies to Article XI, 2(c), permitting quantita-
tive control of imports, when such controls are also
applied internally to the production of an agricultural
product. Canada requires clarification of Article Xl, 2(c)
to avoid problems of definition between the agricultural
product concerned and individual tariff lines relating to
products derived from the agricultural product.

While stating its reservations with regard to market
access, Canada has complied with the Dunkel Text and
submitted figures of 3% and 5% of consumption for
main product classifications. The figures are as follows:

Coding Product Initial access Final access
quota quota
(‘000 tonnes)
0402 Milk powder 4.314 6.917
0403 Buttermilk, yogurt 3.057 3.116
0404 Whey 2.984 4.973
0405 Butter and butteroil 2.984 4.973
0406 Cheese and curd 20.411 20411 §

Under the liquid milk and cream coding (0401)
Canada records an initial access figure of 87 913
tonnes, rising to a final figure of 146 521 tonnes, but
states that Canada's minimum access is conditional
on “equivalent real access to the US market". The
Canadian document is the only one to raise the issue
of liquid milk and cream; the others ignore it without
comment.

Canadian base rates of duty are a mixture of speci-
fic and ad valorem rates according to tariff line. A
reduction of 36% is calculated for every tariff line, both
for specific and ad valorem rates. The right is reser-
ved, however, to administer the tariff regime, including
rates in a manner Canada considers appropriate.

On export competition Canada reserves its posi-
tion and the right to amend the phasing of reductions
in export subsidies in the course of negotiations.

On internal support Canada reserves the right to
re-examine the classification of its support pro-
grammes with respect to the “green box” in the light of
classification by other Contracting Parties.

22 USA |

The US document applies its own interpretation of
market access.

Minimum access is calculated separately for cheese
and for all other products. Minimum access for cheese
is calculated as follows:

Consumption Import access (‘000 tonnes)
1986-1988 1991 1993 1998

2587.2 111.0 111.0 128.9

Cheese

These figures would indicate an increase in access
of approximately 18 000 tonnes of cheese over 6
years. It has been noted, however, that the calculation
of consumption excludes cottage cheese and fresh
cheese, and production of these products in the USA
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is a significant part of total cheese consumption. If
added to the calculation above, it is estimated approxi-
mately to double the final increased access amount.

The minimum access calculation for products other
than cheese has been made by aggregating the
consumption of other products in terms of fat and
solids-not-fat and then distributing 3% and 5% of
these amounts according to the proportions of existing
(Section 22) import quotas for each product. The
results of this calculation are as follows:

Minimum import access for other dairy products
to the USA (‘000 tonnes)

Consumption Import Access

- 1986-1988 1991 1993 1999
Fresh cream - 58 18.0  30.0
Skim milk powder 318 0.8 0.8 1.4
Condensed skimmed milk 468
Whole milk powder 59 0 0 0
Condensed whole milk 398 24 4.2 7.0
Butter milk powder 22 0.2 0.3 0.4
Butter 505 0.3 1.0 1.7
Butteroil 0.5 1.8 3.0
Chocolate crumb 11.8 16.0 314
Whole milk substitute 7.4 7.7 127
Fat 456 552 13.7 228
Solids-not-fat 577 12.5 16.1  26.8

The resulting pattern of the US offer of increased
access from this method clearly has a peculiar pat-
tern. The largest increases are for fresh cream
(although well below the figure for fluid milk and cream
in the Canadian document), chocolate crumb and
whole milk substitute (?), but negligible quantities of
other products traded in large quantities in the rest of
the world.

The tariffication calculation of cheese quotas, wor-
ked out as the average of the difference between the
internal and external price in each of the base years,
~ gives an ad valorem duty of 105.5%. There are well
over 100 tariff line descriptions of cheese set out, and
the full reduction of 36% is applied only to “Italian-type
cheese not from cows’ milk” and one or two other
types of little importance, while reductions in other
types are either 0 or 15%. The Dunkel Text does not
require a reduction of 36% for cheese, but in this case
the tariff line is split, which makes it difficult to see
whether the minimum reduction is met. For most other
dairy products the basic tariffication calculations give
ad valorem rates between about 123 and 138%; the
percentage reductions in split tariff lines are all either
0 or 15%, which again obscures the match up with the
Dunkel Text.

Notwithstanding the deviations and obscurities on
import access, the US Schedules appear to stick clo-
sely to the Dunkel Text with regard to export compe-
tition. The main products of butter and butteroil, skim
milk powder, cheese and whole milk powder are each
averaged individually for the base period (1986-1990),
both for quantity and subsidy expenditure, and the
rules of the Text strictly applied. The figures for
cheese and whole milk powder -are small and of little
significance. Those for butter and skim milk powder
are as follows:

Us exports of butter, butteroil and skim milk powder
(‘000 tonnes)

Exports Exports Maximum exports
1986-1990 1990 1999
Butter and butteroil 26.7 11.0 20.3
Skim milk powder 86.3 0 65.6
v USS$ million (subsidies)
Butter and butteroil 475 17.7 30.4
Skim milk powder 128.8 0 82.4

Finally, a calculation is given of the Aggregate
Measure of Support (AMS) for the dairy sector and
the amount by which it will be necessary to cut it over
six years. The calculation as averaged for the base
years 1986-1988 is as follows:

Support price for manufacturing

grade milk $ 242.9 per tonne
International milk price $ 159.8 per tonne
Price gap $ 83.1 per tonne

US total deliveries to dairies 65.151 million tonnes

Market price support
(price gap x deliveries)

Plus State subsidies

Minus “fees and levies”

$ 5409.38 million
$ 5.34 million
$ 144.47 million

Aggregate Measure of Support $ 5270.25 million

The AMS of $ 5270.5 million would be reduced by
20% to $ 4166 million in 6 years. It may be noted that
the international milk price is an estimate of the value
of milk from derived cif values of butter and skim milk
powder, and that the support level of manufacturing
milk is about 12.5% below the average price to all pro-
ducers in the USA.

2.3 The European Community

The EC Schedule submitted is prefaced with the
qualification that “the Community has not been able to
accept the Draft Final Act in its present form”. The EC
does not accept the Schedules as commitments and
points out that the Draft Final Act itself allows “for the
possibility of deviations”.

The EC Schedule calculates consumption and
market access for three dairy products, skim milk
powder, butter and cheese. Other products are exclu-
ded from the EG schedule without comment. Final
increased access is 69 000 tonnes for skim milk pow-
der, 104 000 tonnes for cheese and 10 000 tonnes for
butter. Unlike the US Schedule, the EC calculation for
cheese with an average consumption in the base per-
iod (1986-1988) of 4 302 000 tonnes appears to
include all cheese including fresh cheese. As about
one quarter of cheese consumption is in the form of
fresh cheese, its inclusion nearly doubles the EC's
calculation of final new access for this product compa-
red with the US definition. On the other hand, the EC's
calculations omit any reference to fresh products in
the liquid milk and cream area in addition to yogurt
and the range of long-life products.

With regard to tariffication, the EC document calcu-
lates an average rate of duty by tariff line for the base
period for all dairy products with the rates in commer-
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cial ECU's per tonne. These are the EC's estimates of
the difference between internal and external prices for
each product, based on the values for butter and skim
milk powder. No percentage reductions are applied to
these calculations.

On export competition the EC tables set out the
total direct export subsidies for butter and butteroil,
skim milk powder, cheese and “other milk products” in
terms of million ECU and alongside this the quantities
involved. The reductions in quantity subsidized requi-
red by the Draft Final Act and the reduction in expen-
diture are not set out. This is undoubtedly one of the
areas that would cause the EC the greatest difficulty
both administratively and politically.

Finally, the EC Schedules set out the calculations
of the aggregate measures of support for the dairy
sector, relating it to skim milk powder and butter sepa-
rately. The EC approach specifies as “policies exempt
from the reduction commitment” per hectare and hea-
dage payments and makes it clear that its commit-
ments will not include this form of subsidy to produ-
cers. This position is a highly controversial one in the
negotiations.

The calculation of total market support for butter
and skim milk powder is made by taking the difference
between an administered internal support price for
each product and an external reference price and mul-
tiplying the difference by EC production of butter and
skim milk powder separately. There is therefore a
considerable difference here between the US and the
EC calculation of support for the dairy sector.
Whereas the USA calculates an administered price for
milk and an external price for milk and applies the gap
to all milk delivered to dairies in the USA, the EC
makes the calculation separately for butter and skim
milk powder, leaving out the effect of prices for sup-
port products internally on the utilization of milk for
other products.

2.4 Japan

The Japanese document pays the least regard to
the actual Draft Final Act of all the submissions. An
attached memorandum is headed “Major Problems in
the Draft Final Act on Agriculture in the Uruguay
Round”.

Japan argues that the concept of comprehensive
tariffication causes difficult problems. It ignores all
considerations of security of supply of basic food-
stuffs, and is especially concerned in this respect with
rice. It pays no attention to products that come under
the purview of Article Xl, 2(c) of GATT, which, Japan
argues, should be exempt from tariffication.

Japan submits no data on market access for dairy
products. It is stated that Japan will make every effort
to maintain current access opportunities under the
provisions of Article XI, 2(c).

On export subsidies, none were provided by
Japan during the base period. Japan does not, howe-
ver, undertake to limit export subsidies in the future,
should it need to export products for which it is exerci-
sing production control measures.

The Japanese document points out the inconsis-
tency between a reduction of 36% in import duties and
the same percentage reduction in export subsidies.
Because world prices are likely to rise, the effect of

reducing import duties is likely to be greater. The
reduction in the quantity of exports which are subsidi-
zed is likely to be the most restraining force in subsidi-
zed exports.

No figures are submitted on the Aggregate
Measure of Support. Japan expresses the view that
the criteria for income support and structural adjust-
ment assistance are unnecessarily stringent. These
should be treated as “green box" policies “under
appropriate conditions”.

3 THE IMPACT

While there are such differences in interpretation
and specific non-commitment, it is difficult to be pre-
cise over the implications of the Dunkel Final Act.
However, any agreement based on it is likely to be
highly significant and have an impact on nearly every
dairy farmer and processor worldwide. The world mar-
ket accounts for only about 6 or 7% of the world pro-
duction of milk; world prices are well below the internal
level in most countries and roughly 80% of exports are
subsidized in one form or another. Market access is
limited by tariffs or import quotas. Hence any move to
reduce subsidies is bound to affect the volume of

trade and the price of products. With tariffs fixedg

changes in world market conditions will affect condl-
tions in internal markets in most countries.

The implications of the Dunkel Text can be divided
into two categories: the effect on volumes traded and,
with the balance of supply and demand altered, the
effect on the level and variability of prices of traded
products.

3.1 On traded volumes

The impact on volumes traded on the world market
will obviously depend on the nature of any final agree-
ment. The Dunkel Text, as it stands, has two
constraints on volume — the setting of a 1986-13988
volume base (or 1986-1990 in the case of exports),
and the requirement to specify import access and
export subsidies by product. As a result of the
changes in markets between 1986 and 1993, the Text
as it stands will have most impact on products whose
market is expanding (cheese, whole milk powder) and
least impact on markets which are declining (butter
and skim milk powder). It is, of course, possible that
the final negotiated settlement will contain constraints
on overall volumes (perhaps in terms of milk equiva-
lent) rather than by individual product.

The semng of a 1986-1988 base works to the
advantage of countries with export subsidies in two
ways. First, world prices were very low during this per-
iod and have risen by 54% between 1987 and 1991.
Second, action has been taken to reduce dairy pro-
duct prices by reducing the levels of support prices or,
in the case of the EC, by cutting output significantly.
For this reason, the reduction in subsidy expenditure
may not have a major impact, but the requirements to
reduce the volume of subsidized exports and increase
import access are much more significant. Hence the
analysis that follows concentrates first on the volume
effect.

Tables 1 and 2 provide rough estimates of the
effect on the major players in the world market. It is
assumed that the impact on Australia and New
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Table 1: Effect of a GATT agreement
(million tonnes milk equivalent)

Increase in Declinein  Total
imports exports change
European Community 1.1 1.6 2.7
Other European 0.1 - 0.1
North America 0.5 0.6 1.1
Total 1.7 2.2 3.9

Notes: Based on market sizes and export volumes.
Based on total milk solids.

Table 2: Effect of GATT agreement — by product
(‘000 tonnes)

Increase in Declinein  Total World
imports exports change market
size
Butter
EC 25 - 25
USA 5 - 5
Other 12 33 45
Total 42 33 75 770
Skim milk powder
EC 62 - 62
USA 1 - 1
Other 3 23 26
Total 66 23 89 960
Cheese
EC 105 7474 282
USA 18 - 18
Other 2 44 46
Total 125 221 346 920
Other products
EC - 217 217
USA 90 - 90
Other 5 5 1
Total 96 223 319 1330

Note:  Calculations based on replies to Dunkel schedules; estimates of
effect in 1999 compared with the volume of trade in 1990.

Zealand will not be large, as their markets are small in
global terms and their exports are comparatively
unsubsidized. There are also implications for develo-
ping countries, but few are significant exporters and
the Dunkel Text allows implementation over a longer
period than for developed countries. It is also assu-
med that fresh products, such as yogurt, liquid milk
and cream, will be effectively excluded. If these prod-
ucts are included, the impact on import access would
effectively be more than doubled. The figures in

Tables 1 and 2 show that:

- Most of the impact (nearly 70%) will fall on the EC

and amount to a reduction of nearly 3% in output.
As the Community provides up to 50% of exports
and 30% of imports, this is not surprising.
With world trade around 25 million tonnes milk
equivalent per annum, demand could increase by
nearly 7% while the volume of subsidized exports
will fall by about 9%.

- The largest impact will be on expanding markets,
notably cheese and whole milk powder; butter and
skim milk powder will be less affected, although
some uncertainty hangs over the issue of New
Zealand butter quotas in the United Kingdom.
Apart from this, the impact in the dairy sector of
agreement to the Dunkel Text as it stands would
be considerable, as far as the EC is concerned,
while the USA would be little affected. Moreover,
the efforts of the USA recently to reduce the level
of its support price for butterfat, while increasing
that for solids-not-fat, have probably reduced the
possible long-term impact of agreement on the US
dairy industry, as it has brought the ratio of support
prices in the USA closer to the ratio of world prices.

Appendix B of this paper reviews separately the
issue of the possible impact of agreement on cheese
trade. Whether or not the import access calculation is
to include fresh cheese, as in the EC Schedule, or
exclude it, as in the US Schedule, the quantitative limit
on cheese exports with subsidy is likely to cause
considerable diversion of trade from the principal
exporting countries within the EC (Denmark and the
Netherlands) to other Community countries. The
impact of this in handling quota cuts, for example,
apart from disruptions to the internal market from
changed flows for trade, is likely to be considerable.
However, as Appendix B shows, it is not only the EC
that will be affected. Other smaller dairying countries
in Europe are also heavily dependent on cheese
exports, particularly Austria, Switzerland, Finland and
Norway. The degree of impact will depend on the
extent to which these countries are able to continue to
export some types of cheese without subsidy. Higher
prices will have an impact on demand, and this must
cast some doubt on whether the potential possible
growth in world trade from increased access will
actually be achieved.

Demand may also be affected by the extent to
which developing countries continue to use Article
XVIII (2) to prevent imports of dairy products on the
grounds that protective measures are necessary to
facilitate the growth of their own dairy industries. Such
concessions to the dairy industry in the developed
world will undoubtedly depend on concessions elsew-
here which benefit developing countries.

3.2 On price levels

Adding the effect on import demand and export
supply together, the bal&nce of supply and demand on
the world market could change by as much as 16%,
implemented over the next 6 years. Clearly this will
have a major impact on prices. Precisely what that will
be is something of a guess but, judging by the beha-
viour of world prices over the last few years, an
increase of 30-40% seems plausible in the short term.
This likely sharp rise in the first half of the 6 year per-
iod is assumed partly because of the quantitative limit
placed upon export subsidies on cheese and whole
milk powder and relating this limit to the average
exports in the base period (1986-1990). Exports of
these products from subsidizing countries have risen
between 1986 and 1991 and the limitations in the first
few years will therefore have a larger effect in cutting
supplies than in later years. Moreover, some rise in
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milk supplies in exporting countries (as well as limita-
tion of demand) can be expected, which will reduce
and possibly prevent the fall in supplies of these pro-
ducts in the second half of the 6 year period. The path
is unlikely to be smooth and there may be surprises.
Table 3 gives a profile of producer prices in a num-
ber of countries and compares these prices with the
return, in milk equivalent, from selling butter and pow-
der on the world market. The existing world market
equivalent price of about $15 per 100 kg enables New
Zealand to export and pay its farmers the equivalent
of $12 per 100 kg after transport and marketing costs
are deducted, with little direct subsidy or cross-subsi-
dization from the domestic market. An increase in
. world price to a level of $20 or $21 per 100 kg would
make it more profitable for the traditional world expor-
ters to increase the volume of production. Based pre-
dominantly on grass and therefore with a limited capa-
bility of rapid expansion, an increase of 5% a year in
output would seem to be maximum. Even so, for New
Zealand, Australia, Uruguay and Argentina this would
generate an increase in supplies of 1.7 million tonnes
by 1999. The effect of raising world prices on supplies
in the Baltic States and in Central and Eastern Europe
is difficult to guess. These countries are not low
consumers of dairy products, although there is still
considerable potential demand, if these economies
grow in the long term. Higher prices in world markets
may give rise to diversion of supplies in the attempt to
relieve shorter term economic problems. Figure 1,
which is a graph of Table 3, suggests that world milk
supplies may not change much, although output in

Table 3: Producer prices and production, 1991

Ex-farm price Milk production
(USS$ per 100 kg) (million tonnes)
National Cumulative

output output
Bulgaria 4.0 1.9 1.9
Estonia 6.5 1.1 3.0
Uruguay 10.0 0.9 4.0
Argentina 10.9 6.5 10.5
New Zealand 12.0 7.4 17.9
Poland 13.8 14.1 32.0
World price 14.6 - -
Czechoslovakia 16.1 6.6 38.6
Hungary 18.8 2.6 41.2
Australia 20.6 6.6 47.8
United States 27.0 67.4 115.2
European Community ~ 33.1 113.8 229.0
Canada 35.8 7.6 236.6
Austria 39.7 3.3 239.9
Sweden 48.5 1.9 241.8
Norway 51.5 3.2 245.0
Switzerland 61.7 3.1 248.1
Japan 64.7 8.3 256.4
Finland 67.6 2.6 259.0

Notes: Prices are at unadjusted national fat and protein levels.

Data are for 1991 except for Bulgaria, Czechoslovakia and
Hungary, where figures are for 1990. The figure for Estonia
relates to February 1992 and for Poland January 1952.

Sources: Organization for Economic Co-operation and Development,
GATT, Produktschap voor Zuivel, International Dairy Federation,
National Statistics, Milk Marketing Board.
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Figure 1: Producer prices and cumulative production,
1991,

some of the smaller countries at the extremes of the
price scale may do so.

The point is a basic one — a substantial increase in
world prices in the longer term is unlikely, as more
supplies will be drawn on to the market and prices will
fall back. The principal effect of a GATT agreement,
while having some impact on prices in the longeriferm,
will be to substitute subsidized exports with unsubsidi-
zed exports, but passage is likely to be difficult as
overcapacity occurs in some countries and investment
takes place in others.

3.3 On price variability
World market prices have fluctuated considerably

over the past 5 years (Figure 2). The effect of this on
producers has been determined by the dependence of
each country on the world market. Prices to producers
in New Zealand have fluctuated violently from year to
year, but producers in the EC and the USA have lar-
gely been insulated from these effects. The world mar-
ket tends to fluctuate for the following reasons:

- it is a small part of world milk production (about
6%) and, as it is the lowest priced market, small
changes in milk production in exporting countries
have an exaggerated effect;

ECU/tonne
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Figure 2: World, EC and US milk prices 1985-1991
(ECU/tonne).
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Figure3:  The dollar/ECU exchange rate 1985-1991 .

- milk production can change suddenly because of
policy changes, such as the sudden drop in milk
quotas in the EC in 1987 and 1988, and also
because of changes in the weather from year to
year;

- the build-up and disposal of stocks:
fluctuating currency values (Figure 3); this has
exerted considerable influence on world market
prices, which are expressed in dollars.

Although sudden policy changes are now probably
unlikely, and the increased volume of world trade may
also influence price changes, world market prices are
likely to-remain unstable due to economic and political
uncertainty and climatic variability. There are reasons
to suppose that this variability will be transmitted to
internal markets and that producer prices (and indus-
try profits) will change more from year to year in both
an upward and a downward direction:

- improved import access means more open markets:

- tariffs are to be bound and import quotas are to be
converted into tariffs; the scope for changing cus-
toms duties and export subsidies will diminish
considerably;

- the 36% reduction in tariffs and export expenditure
will considerably reduce the protection which inter-
nal markets receive.

The probable greater instability in prices will place
additional strains on farmers, processors and policy
makers as they try to adjust to changing conditions.
Within the EC close economic and monetary ties have
been seen as a means of promoting economic stability
to encourage a higher growth rate; a GATT agreement
with the objective of revitalizing growth in overall world
trade will almost certainly lessen stability in the food
industry in the EC.

Itis important also to be clear about the impact that
agreement to the Dunkel Text is likely to have on
developing countries and food aid, with possible
knock-on effects on overall world food supplies.
Almost 90% of milk powder, 50% of butter and nearly
40% of cheese exports went to developing countries
in 1890. Some of these countries are “oil-rich” and
able to meet higher prices, but some are not, and
there will be resistance when prices rise. The 1990
figures for food aid were historically low, because
stocks were reduced in 1988 and 1989, but the cost of
food aid in future will certainly rise, when legitimate
need has to be met. The figures are set out below,
and they also illustrate the effect of supplies to the for-
mer Soviet Union (now the Commonwealth of
Independent States), where there is also likely to be
great difficulty in paying higher prices.

4 CONCLUSIONS

The Uruguay Round has now been in existence for
6 years and has had a history of confrontation, brink-
manship and repeated last minute efforts at preven-
ting a breakdown in talks. This paper has shown how,
over the slow process of argument and conciliation,
views have begun to converge, views which at Ee
start of the talks were diametrically opposed. It has
been a painful process.

The impact of any agreement is not easy to mea-
sure. The improvement in market access and the res-
trictions on subsidized exports will place a downward
pressure on prices in countries which insulate them-
selves from competition by controlling imports or sub-
sidizing exports. This is more than half the countries
shown in Table 3 — any country with a milk price of
over US$ 20 per 100 kg. The extent of this pressure
will depend on the increases in world prices which
occur as a result of any GATT agreement. It is likely
that any substantial increase will draw extra supplies
on to the market and therefore be nullified. A study by
the US Department of Agriculture, for instance, sug-
gests modest increases of only 10-15%.

Clearly we are not entering a new world order of
higher and more stable prices. The GATT Uruguay
Round is really developing a world trading system
which already exists, and reinforcing a trend in policy
towards a less regulated and less subsidized dairy
industry. The future will remain uncertain, and the
industry will need to monitor and anticipate market
conditions in order to secure the best interests of pro-
ducers and processors and, in the longer run, of
consumers as well.

There are good reasons for suggesting the esta-
blishment of an international body monitoring and

The importance of developing countries and food aid for trade in dairy products in 1990

‘000 tonnes %

Food aid
Developing countries
Commonwealth of Independent States (former USSR)

Total trade

Cheese Butter Powder
‘000 tonnes % ‘000 tonnes %
- 23 3 72 4
38 385 50 1618 89
2 300 39 85 5
100 773 100 1820 100
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acting as a consultative forum on events on the world
market — a reinforced International Dairy Arrangement
with a membership of all the principal players. Such a
body could monitor the application of a GATT agree-
ment (the difficulties of application in this very complex
sector will be considerable), and also promote stability
by maintaining minimum prices, acting as a forum for
the exchange of views and forecasts and operating a

sensible stock-holding policy. Such a policy would not
only warn when stocks were too high or too low but
also help to maintain a strategic reserve which could
be used as food aid in:emergency situations. In the
Arrangement there should also be powers to consider
the operation of Article XVIII of the GATT Agreement
in parallel with food aid.

APPENDIX A

Table A.1: Schedule of Commitments — offers by each country:

EC and USA compared with estimates of current position

European Communities United States

Import access

Volume (5%) Butter Skim milk powder Cheese Fat  Solids-not-fat Cheese
5% of 1986-1988 consumption (‘000 tonnes) 90 71 215 23 27 129
Current imports? (‘000 tonnes) 80 2 111 5 13 - 31
Increase required (‘000 tonnes) 10 69 104 18 14 18 ¥

Tariffs (-36%) Butter Skim milk powderr Cheddar Butter Skim milk powder Cheddar|
Base tariffs (ECU per tonne) | 2962 1485 2611 1983 890 1304
Less 36% (ECU per tonne) | 1896 950 1671 1269 570 835
Import offer price® (ECU per tonne) | 2985 1919 2882 2223 1477 1956
Support price® (ECU per tonne) | 3352 1974 - 1552 1623 1982
Offer price as percentage
of support price (%) 89 97 - 143 91 99

Export competition

Volume (-24%) Butter  Skim milk powder Cheese Butter Skim milk powder Cheese
1986 - 1990 exports less 24% (‘000 tonnes) 314 234 294 20 66 3
Current exports® (‘000 tonnes) 235 190 470 11 0 0
Reduction required (‘000 tonnes) none none 176 none none none

Subsidy (-36%) Butter Skim milk powder Cheese Butter Skim milk powder Cheese
1986 - 1990 budgetary expenditure® (million ECU) 1180 370 439 44 120 5
Less 36% (million ECU) 755 237 281 28 77 3
1990 level (million ECU) 443 203 519 14 0 0
Reduction required (million ECU) none none 238 none none * none

Notes: EC calculates current access as 1986-1988 average imports.  *

Reduced tariff plus GATT minimum price.

Intervention price in market ECU in EC, CCC purchase price in USA.

Contained in the submission.

a
b
¢
9 For USA, 1990 subsidized exports from submission.
¢ Direct export subsidies and sales of stocks.

f
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Table A.2: Schedule of Commitments - aggregate measures of support:comparisons of EC and US

Domestic support
AMS calculation (-20%)
1986-1988
Total price support!
Total other support?

million ECU) 5774
million ECU) 0

) e

Total AMS million ECU) 5774
Less 20% million ECU) 4619
1991

Internal price”
External reference price*

(ECU per tonne) | 3221
ECU pertonne) | 943

(
Production (million tonnes) 1.6
Total price support (million ECU) 3644
Total other supports (million ECU) 0
Total AMS (million ECU) 3644
Reduction required (million ECU) none

European Communities United States
Butter Skim milk powder Dairy
2329 4888
o -126
2329 4762
1863 3810
1897 180
685 144
1.4 67
1696 2407
0 - 126
1696 2281
none none

1986-1988 level, taken from submission.

For USA, non-exempt direct payments minus producer assessments.

Based on difference between internal price and external reference price multiplied by production.

g
" For EC, intervention price plus 10 per cent.
1
i
k

Fixed external reference price.
AMS = Aggregate Measure of Support.

Figures based on submissions by the EC and the US Department of Agriculture together with calculated estimates of the current
position; the figures which estimate the change in subsidies or subsidized volumes required are not based on government sub-

missions but are calculations.

APPENDIX B
ANOTE ON THE IMPLICATIONS OF A GATT AGREEMENT FOR TRADE IN CHEESE

Cheese poses particular problems for an agree-
ment to open markets or reduce subsidies. In many
ways it is less of a commodity product than either but-
ter or milk powder, differentiated as it is into types
which have a distinct regional or country bias in both
production and consumption. Consumption has been
increasing consistently over the past decade; trade
has been erratic, but has tended to increase over the
longer term. The major importers are, outside the
Middle East, the developed countries of Japan, North
America and Europe, and imports into the latter two
have been controlled by quotas.

The effect on exports

Around two-thirds of world cheese exports origi-
nate from Europe, the majority of which are subsidi-
zed. The EC is the largest single supplier, with
423 000 tonnes of cheese sold with the aid of subsi-
dies in 1990 (about 25 000 tonnes are sold unsubsidi-
zed). According to the EC Schedule of Commitments
a 24% reduction in the volume of subsidized trade
would reduce EC subsidized exports to 293 000
tonnes — a reduction of 160 000 tonnes on the fore-
cast level for 1991. Adding the impact of reduced
exports of the other European countries, the total

potential reduction in exports would be around
200 000 tonnes or about 22% of total world trade.

The impact of such restrictions will at least partly
depend on the reaction of prices to such a reduction in
availability — on whether cheese could be exported
without ‘subsidy. Certain high-value cheeses such as
blue vein and Parmesan cheese attract a subsidy
equivalent to 30 - 40% of the world price, but most
cheese exported from the Community has a subsidy
of more than 60% of its “world value”.

The effect of any reétrictions on cheese exports on
internal markets will ultimately depend on the propor-
tion of milk production which is exported in the form of
cheese (Table B.1). The consequences are potentially
serious for the Austrian, Swiss, Finnish and
Norwegian dairy industries. Cheese exports between
Member States of the EC are more than double
exports to countries outside the Community. However,
Denmark is uniquely dependent on cheese exports
outside the EC, primarily Feta to the Middle East. A
GATT agreement on the lines of the Dunkel Text
would have a considerable effect on the Danish milk
industry, if, as is likely, it resulted in a considerable
reduction in exports.
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B.1 Dependence on cheese exports
by selected countries
Cheese exports As % of cheese As % of milk
1990 production  production
(‘000 tonnes)
Switzerland 61.5 47.5 15.9
Norway 27.5 32.7 14.5
Austria 36.3 42.7 10.8
Finland 28.9 31.0 10.3
EC 447 .1 9.0 4.1
of which:
Denmark 161.0 54.6 33.9
Netherlands 85.7 141 7.6
France 77.9 5.6 2.9
Germany 60.9 5.5 2.6
United Kingdom  18.7 5.6 1.2

The effect on imporis

Nearly one-third of cheese trade goes to three
countries: the USA, Japan and the EC (Table B.2).
The most rapid growth in cheese imports has been
into Japan, Iran and Saudi Arabia over the last few
years. Imports into the EC and the USA are restricted
by high tariffs or import quotas; the import access
offers tabled by both countries are shown in Table
B.3. These offers indicated a further 100 000 tonnes
of imports to the EC on the average 1986-1990 level
and 18 000 tonnes into the USA. If the US offer were
made comparable to the EC, new access to the USA
would increase from 18 000 to 39 000 tonnes.

B.2 Cheese imports
(‘000 tonnes)

1986 1990
USA 127.6 138.6
Japan 81.2 107.9
European Community 107.6 102.9
Iran 5253 82.0
Saudi Arabia 40.6 50.0
Egypt . 20.5 30.0
Switzerland 22.9 26.0
Sweden 14.0 21.8
Canada 20.6 21.1
Australia 20.3 20.7
Other 256.2 356.3
Total 763.8 957.3

B.3 Import access offers

Consumption New access
1968 - 1988 Initial Final
(‘000 tonnes)
EC (1) 4 302 18 104
(2) 3 229 0 50
USA (1) 2578 0 18
(2) 3 009 0 39

Notes: EC (1) and USA (1) from the Schedules of Commitments;
USA (2) makes the calculation for the USA on the same defini-
tion of cheese used by the EC; EC(2) uses the same definition of
cheese consumption as used by the USA.

Implementing import access has, however, a num-
ber of problems in the case of cheese, which arise
from the division of the cheese market into a large
number of different types. There are 51 different tariff
codes in the EC submission for cheese. Tariffication in
the Dunkel Text is based on the difference between
world and internal prices for butter/powder, which
inevitably give rise to technical arguments over pro-
duct composition. This difficulty is compounded by the
variations in the commitment to reduce bound duties
between different types of cheese.

Almost inevitably, import access must be imple-
mented on the basis of individual types of cheese,
since, if for instance, access into the EC were imple-
mented on a global basis with no differentiation bet-
ween cheese types, there is the possibility that indivi-
dual cheese markets could be swamped — the market
for Gouda in the Community is around 500 000
tonnes, Cheddar 300 000, Emmental 250 000 — and a
further 10 000 tonnes supplied to any of these mar-
kets would create considerable difficulties. Similarly,
the restriction of export subsidies to 76% of previous
levels will creat a difficult administrative problem in
deciding who should bear the brunt and how. The clo-
ser the control needed, the more bureaucratic the sys-
tem becomes.

%

B.4 EC trade in major cheese types, 1991
Imports  Exports
(‘000 tonnes)
Processed 10.0 91.9
Blue vein 0.3 12.1
Cheese for use in processing 4.4 -
Emmental 44 .4 8.8
Gruyere 7.2 0.1
Bergkase type 5.9 -
Cheddar 17.0 18.7
Edam 1.5 343
Tilsit 3.1 0.5
Feta 0.3 134.7
Finlandia 2.8 -
Jarlsberg 22 0.1
Parmesan type - 10.5
Pecorino type - 19.1
Gouda type 1.0 52.6
Cantal type - 8.7
Other 9.3 91.4
Total 109.4 479.6
Conclusions

The effect of the Dunkel Text on cheese will
depend on how much prices will increase in the light
of a major contraction in subsidized supplies. To
ensure significant unsubsidized exports from the EC
would require an increase in prices of at least 60%.
Such a large increase would undoubtedly harm the
level of demand as well as encourage surplus from
the lower-cost producers in the world. The price rise
for cheese as a result of Dunkel is, however, likely to
be greater than that for butter/powder.
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ABSTRACT

A brief summary of the positions of the most
important players is presented in order to form a
basis for understanding, first, the development up
to now and, second, the drafts for a liberalization
of agricultural trade presented by the parties
during negotiations of the Uruguay Round. The
“Mid-term agreement (Spring 1989), de Zeeuw’s
proposal (June 1990), the Hellstrém paper
(December 1990), and the Dunkel Option paper
(June 1991) are discussed.

1 THE GENERAL POSITION OF THE PARTIES

As a basis for understanding, first, the development up
to now and, second, the drafts for a liberalization of agricul-
tural rade presented by the parties during the negotiations
of the Uruguay Round, it is relevant to start with a brief sum-
mary of the positions of the most important players. Among
the main players we count first of all the Organization for
Economic Cooperation and Development (OECD) countries,
which represents by far the largest share of trade-distorting
agricultural subsidies in the world.

Viewed on a continuum stretching from protectionism to
liberalism, the parties can be situated roughly with Japan
and a number of EFTA (European Free Trade Association)
countries to the left as the most protectionist, the European
Community (EC) and the USA with some distance between
them in the middle, and the Cairns countries on the far right
as the most liberal.

Such a scale must, of course, be regarded with some
reservations, but it may be valid to an extent, both for the
scope of the agricultural subsidies in these countries and for
the positions on reductions in agricultural subsidies taken
during the GATT negotiations.

The positioning of individual countries may be debatable,
for example from the EC's point of view it should be empha-
sized that identifying the USA as more liberal than the EC is
founded upon political/ideological attitudes rather than on
actual economic behaviour. This is not least true in the dairy
sector.

Japan and EFTA countries such as Switzerland, Norway
and Finland, however, may be clearly identified as the most
protectionist-minded ones; likewise, despite considerable
heterogeneity, the Cairns group, comprising 13 agricultural
producing countries with low subsidies, has demonstrated
and maintained a position as the standard-bearer of liberalism.

As implied, it is difficult to place the USA and the EC in
relation to each other, and given that these are the central
players, it is here that the negotiations encounter the grea-
test obstacles.

2 BACKGROUND

The very high priority given to trade in agricultural pro-
ducts from the very start of the Uruguay Round should be
seen in the light of the fact that — despite energetic efforts —
former rounds had failed to incorporate this issue into the
general GATT principles and norms.

The interplay of various other events should also be
emphasized. By the mid-1980s, increased détente in the
world had eliminated the foundation of much of the protectio-
nism, which was based on considerations of safe supplies.
At the same time there were increasing fluctuations in the
world market, with serious consequences for developing
countries in particular, difficulties in managing agricultural
production and, finally, increasing budgetary pressure from
maintaining agricultural subsidies in industrialized countries.

With this background, the agricultural preparation com-
mittee under GATT, in its report of 31 July 1986, formulated
a basis of negotiation according to which attempts should be
made “operatively and effectively” to include agricultural pro-
ducts in GATT rules. The following issues were particularly
emphasized:

- internal support schemes;
improved market access;
strengthened discipline with regard to export competition.

The period up to the spring of 1989 was then scheduled
for discussions on the principles of further negotiations.
During this period it became clear that the gap between the
parties, not least the main players — the EC and the USA —
was very wide. Fundamentally, the USA considered agricul-
tural support schemes to be the main disease of which the
disequilibrium of the world market was just a symptom. The
EC, on the other hand, claimed that the disequilibrium
should be solved by means of regulations before the support
schemes were ended through gradual liberalization.

More concretely, from the outset, the USA prepared for a
frontal attack on the agricultural support schemes of the EC,
whereas the EC demanded that liberalization should be car-
ried out taking account of the global market and rebalancing.

The bargaining positiohs of the parties during a mid-term
agreement on further procedures reflected these diffe-
rences. The USA proposed to initiate the discontinuation of
support schemes, total abolition being the objective. The EC
suggested two phases: first, short-term adjustments of sup-
port schemes in order to resolve global balance problems;
second, gradual reduction of support based on production.

3 THE MID-TERM AGREEMENT

After extremely hard negotiations, a plan for further
action was arrived at in the spring of 1989. The so-called
“Mid-term agreement” contains the famous “magic” formula-
tion of the GATT negotiations' long-term objective in agricul-
ture, which is:

“... 1o provide for substantial progressive reductions in
agricultural supports and protection ..."
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