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Preface

India targets doubling of its agricultural exports to US $60 billion by 2022-23 from about US
$30 billion in 2018-19. This is expected to contribute towards enhancing farm income and also
an acceleration in agricultural growth. India has a comparative advantage in the production of
many agricultural commodities, but their export is constrained owing to several domestic and
international factors, including the tariff and non-tariff barriers that demand adjustments of the
agri-food systems all along the value chain. The upstream of the value chain is dominated
by smallholders, who often lack access to technologies, markets and finances in their
adjustment process. Besides, there are asymmetries in the international trade agreements, as
in the Agreement on Agriculture (AoA) of the WTO, which challenge the implementation of the
domestic support and food security policies.

The 12" Ministerial Conference of the WTO is now scheduled to be held in 2022. The National
Academy of Agricultural Sciences organized a brainstorming session on October 7, 2021,
to seek inputs from a wide range of stakeholders, including trade experts, policymakers,
academicians, civil society organizations and farmers that would serve as important feedback
for India to effectively negotiate at the WTO Conference. This paper highlights the asymmetries
in the existing provisions of the AoA of the WTO and synthesizes the observations, suggestions
and views of the stakeholders for creating a level playing for all members of the WTO. | hope
the information contained in it would be useful for policymakers from India and other developing
countries in negotiating effectively at the WTO.

I, on behalf of the Academy, thank Drs Sachin K. Sharma, Pratap S. Birthal and Abhijit Das for
convening this brainstorming session, and to all the panellists and participants for their valuable
inputs have helped us to bring the document in this form. | also thank Mr Jayant Dasgupta,
Former Ambassador of India to the WTO for his valuable comments on the document. My
sincere thanks to Drs Pratap S. Birthal and Malavika Dadlani for their editorial support.

At A

Trilochan Mohapatra
(President, NAAS)

December 2021
New Delhi






WTO and Indian Agriculture: Issues, Concerns,
and Possible Solutions

1. INTRODUCTION

The globalization of agriculture under the World Trade Organisation (WTO) has always been
an issue of concern for India and many other developing countries, mainly because agriculture
is the main source of livelihood for a majority of the population there. In India, the agricultural
sector engages about 45% of the total workforce and contributes around15% to the gross
domestic product (GDP). More importantly, the sector is dominated by subsistence-oriented
smallholder farmers, who often lack access to finances, markets, technologies and information,
essential for adjusting their product portfolio to the requirements of the international trade under
the WTO. Not only that, the inherent asymmetries and imbalances in the WTO Agreement on
Agriculture (AoA) challenge India’s agricultural support policies; and restrict policy space for the
implementation of the food security programs.

India’s diverse climatic conditions confer on it a comparative advantage in the production of
several agricultural commodities, but their share in the merchandise trade has been low —
7.3% in exports and 4.7% in imports in 2019. Nonetheless, India’s share in the world agricultural
exports has increased from 0.85% in 1990 to 2.37% in 2019. At the same time, India’s share in
the world imports of agricultural commodities too has increased from 0.39% to 1.91% (Ratna
et al., 2021). The Government of India has set a target to double agricultural exports to the US
$ 60 billion and to double farmers’ income by 2022-23. To achieve these targets, several policy
measures have been taken. These measures, however, need to be in compliance with the
country’s commitments to the AOA.

India has been facing many issues related to domestic support, market access, export
subsidies and food security at the WTO. The developing countries, in general, are affected
by the asymmetries in the AoA, which have favoured the developed countries to continue
with the massive agricultural subsidies without breaching their commitments to the AoA. Their
Aggregate Measurement of Support (AMS) entitiement has allowed them to provide high levels
of trade-distorting support along with product-specific concentration, leading to overproduction
of agricultural commodities and consequently depression in their international prices, that in a
way causing losses in farm incomes in developing countries (Sharma et al., 2021a). And it also
leads to related issues of the surge in cheap imports in the domestic markets of developing
countries. Farmers in the developing countries are small and subsistence-oriented, and hence
they remain highly vulnerable to the volatility in international prices and import surges of
agricultural commodities.

India also finds itself restricted in implementing welfare-oriented agricultural policies owing to
strict disciplines laid under the AoA. In recent times, even the existing flexibilities available
to the developing countries are being proposed to be subjected to disciplines in agricultural
negotiations. India’s support programs have consistently been attacked at the WTO in terms
of counter-notifications (for example, for cotton, sugar, wheat and rice) and questionings in
various meetings of the Committees on Agriculture (CoA). The recent dispute on India’s sugar
policy is an example (Sharma et al., 2021b). The price support based procurement and public
stockholding of foodgrains, the backbone of India’s food security, also faces criticism at the
WTO.
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Given such an environment at the international level, India needs to develop a roadmap for
negotiations that seek redressal of the existing asymmetries and imbalances in the AoA. The
aim of this brainstorming session was to generate feedback for the policymakers to effectively
manage the challenges that India faces at the WTO. A few illustrative questions that this session
has addressed are as follows:

< Imbalances in the provisions of the AoA, which have inherently favoured the developed
countries.

e Special and differential treatment provisions, which create a level playing in the
agricultural trade for developing countries.

¢ A permanent solution concerning the issue of public stockholding for food security
purposes.

e Special Safeguard Mechanism (SSM) for the developing countries to protect their
farming and farmers from import surges.

« Sensitization of farmer organizations and other stakeholders on the developments at
the WTO.

* Role of civil society organizations in furthering the cause of India’s low-income poor
farmers.

e Forming strategic coalitions of like-minded developing countries at the WTO to further
the causes of mutual interest.

The 12" Ministerial Conference of the WTO is now re-scheduled for 2022. The feedback
generated through panel discussion would help identify important issues for negotiations at
the WTO and develop a roadmap that India and other developing countries may adopt for
negotiations

2. UNDERSTANDING THE DOMESTIC SUPPORT TO AGRICULTURE

Based on their impacts on production, trade and prices, the domestic support measures outlined
in the AoA are categorised into: the Amber, Green, Blue, and Development boxes. There is no
financial limit for the programs under the Green, Blue and Development boxes. However, the
trade-distorting support covered under the Amber box is subject to strict discipline and limits.

The public-funded programs or measures that do not have any price or trade-distorting effect
are covered under the ‘Green box’ provided these satisfy the policy-specific criteria laid in Annex
2 of the AoA. These measures include general services, public stockholding for food security
purposes, food aid, decoupled income support and other direct payments. General services
include agricultural research, pest and disease control, training, extension and advisory services,
inspection, marketing and promotion, and infrastructural services. Direct payments in the Green
box consist of decoupled income support, government participation in income insurance and
crop insurance, producer and resource retirement programs, investment aid, environmental
measures, and regional assistance programs. It has to be noted that one of the conditions for
the direct payments to fall in the Green box is that these should be based on the criteria defined
and fixed during the historical base period. In other words, the Green box payments must not be
based on, say, the factors of production in any period subsequent to the base period.
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Direct payments with production-limiting conditions are included in Article 6.5 or ‘Blue box’.
However, these payments must also be based on any of the following sub-conditions:(i) fixed
area and yields; or (ii) 85% or less of the base level of production; or (iii) a fixed number of
livestock heads. Although linked to the production, the Blue box measures are not subject to
any capping. Over the last 25 years, some members of the WTO, for example, the European
Union, Norway, Japan and Iceland, have used the Blue box to support their producers. In 2016,
China became the first developing country to use Article 6.5 to support its corn producers, and
later on its cotton producers (Sharma et al., 2021b).

As a special and differential provision (S&DT), the AoA allows developing countries to support
their farmers without any prescribed financial limits under Article 6.2 or the Development box.
This includes measures such as(i) investment subsidies, generally available to agriculture, (ii)
agricultural input subsidies, generally available to the low-income or resource-poor producers,
and (iii) subsidies given to the producers to encourage diversification from producing illicit
narcotics.

The Amber box covers all domestic support measures that are not included in other boxes.
Product-specific support (PSS) and non-product specific support (NPS) are the main constituents
of the Amber box. The PSS refers to the measures that are product specific, while the NPS
is not restricted to any particular product. Minimum price support and deficiency payments
are examples of product-specific Amber box support. On the other hand, expenditure on input
subsidies (e.g., fertilizer, canal irrigation and power) are considered as NPS, as these are not
targeted to producers of a specific product.

Table 1. Domestic support measures covered in AoA

Box AoA provision | Coverage Limits

Green box Annex 2 General services; Public stockholding for food | No prescribed limits
(no or at most security; Domestic food aid; Direct payments | for members
minimal trade- to producers, Decoupled income support,

distorting) Government financial participation in income

insurance and income safety-net programmes,
Payments for relief from natural disasters,
Structural adjustment assistance, Payments
under environmental and regional assistance

programmes
Development Article 6.2 Investment subsidies to agriculture, Input No prescribed limit for
box(special subsidies to low income or resource-poor developing countries
and differential farmers, subsidies for diversification from illicit
provision) narcotics crops
Bluedbox_ limiti Article 6.5 Direct payments under production limiting No prbescribed limit for
(production limiting) programme based on fixed area and yields; or I

made on 85% or less of base-level production;

or made on a fixed number of livestock heads
Amber b.OX ) Avrticle 6.3-6.4, Market price SUppOI’t (MPS), Price deficiency Strict limits for
(trade-distorting) Annex 3 payments and other budgetary support members

Source: Authors’ compilation based on the AoA text.
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Although the policy space under the Amber box is capped, the AoA allows members to provide
support up to a certain limit called ‘de minimis limit’. In simple words, de minimis is the minimum
level of policy space available to the WTO members. The de minimis limit for the PSS is based
on the value of production (VoP) of a specific product and for the NPS on the total value of
agricultural production. The applicable de minimis limit for the developed countries is 5% and
for the developing countries it is10%. Being an acceding member of the WTO, China has an
applicable de minimis limit of 8.5%.

However, the question that arises is: Can a member provide Amber box support above the de
minimis limit? The flexibility to exceed this limit is determined on the basis of the Amber box
support provided by a member during the defined historical base period, which is reflected
in its Schedule of Commitments. As per the AoA, the support below the de minimis limit is
exempt from the Amber box calculations. For illustrating this assume that a developing country
provides a support of US $300 million to its wheat producers under the Amber box which is
equivalent to 8% of the VoP of wheat. In this case, the support to wheat producers is less than
the de minimis limit of 10%, hence it is treated as zero in the Amber box. There is another case,
where it provides PSS for rice worth the US $ 600 million which is equivalent to 16% of its VoP
and more than the de minimis limit of 10%. In the absence of PSS for other products and the
NPS as well, the current support under the Amber box would be treated as the US $600.

This example indicates the reasons behind the existing policy space available to the members.
The members that had given support above the de minimis limit during the base period have
the entitlement to support their farmers beyond the de minimis limit in future too. For example,
the US, EU, Canada and Japan have secured additional flexibilities to continue with providing
trade-distorting support above the prescribed de minimis limit. The PSS and NPS have been
below the de minimis limit for most of the developing countries during the base period. Thus,
their maximum policy space under the Amber box is capped by the de minimis limit.

3. ISSUES AND CONCERNS RELATED TO DOMESTIC SUPPORT
3.1 Shrinking Policy Space for Product-Specific Support

On account of the low level of support during the base period 1986-88, the policy space for
India and other developing countries for PSS is capped at 10% of the value of production of
a specific product. A member can provide support in the form of market price support (MPS),
direct payment based on price gap, and any other budgetary support. The measures like price
deficiency payments are direct payments based on the price gap, where a member compensates
farmers for the difference between the target and market price of a commodity. This measure
does not entail any procurement by the government agencies at the administered price, and the
budgetary support incurred on it hence can be considered as PSS. Alternatively, members may
choose to calculate PSS following the MPS methodology, which is explained in the following
paras. The support provided by the US under the Price Loss Coverage programme (PLC) to its
farmers is an example of the price deficiency payment (Sharma et al., 2020).
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Many developing countries provide price support to their farmers. The MPS is a form of market
intervention where the government procures produce from the farmers at pre-announced
government-determined prices. Agencies like FCI-Food Corporation of India, Indonesia’ BULOG,
General Authority for Supply of Commodities (GASC) of Egypt, Sinograin of China, National
Cereals and Produce Board (NCPB) of Kenya, National Office of Cereals and Legumes (ONICL)
of Morocco, PASSCO of Pakistan, Turkish Grain Board (TMO) of Turkey, and Food Reserve
Agency (FRA) of Zambia play an important role in ensuring remunerative prices to the farmers in
their respective countries (Sharma and Das, 2017; Sharma, 2016b).

In India, the policy of minimum support price (MSP) is an example of the MPS. The AoA prescribes
that the MPS be calculated by multiplying the difference between the External Reference Price
(ERP) and the pre-announced price, called the applied administered price (AAP), with the
production eligible to receive the AAP.

MPS = (AAP — ERP) * eligible production

The ERP reflects the export or import price of a product during the base period and depends
on a country’s status as a net-exporter or a net-importer of that product during the base period.
Thus, essentially the AoA compares the fixed ERP with AAP to account for the trade-distorting
support. However, the MPS calculation does not take into account the inflation, which means
an exaggerated calculation of the MPS and shrinkage of policy space for the implementation
of MPS measures over time (Berthelot, 2015; Sharma, 2018; Thow et al., 2019). For instance,
a comparison of the minimum support price of wheat for 2021 with its fixed ERP based on the
average of 1986-88, would lead to a highly inflated and unrealistic MPS. As per India’s domestic
support notification, the proportion of the marketed surplus procured by the government agencies
is treated as eligible for calculating the MPS. In this context, the question arises: Whether inflation
can be considered while calculating the MPS for a product? Article 18.4 of the AoA states that “In
the review process, Members shall give due consideration to the influence of excessive rates of
inflation on the ability of any member to abide by its domestic support commitments.”

Although the AoA provides for adjustment of inflation, there is ambiguity whether this flexibility is
a unilateral right or depends on the discretion of the other members of the WTO during the review
process. Some member countries, for instance, Jordan and Turkey have considered inflation
while calculating their current AMS. While some members have questioned it by stating that the
consideration of inflation is not a unilateral right.

India notifies its domestic support in US $. Table 2 shows the trend in the notified support to wheat
farmers in India. For many years, the minimum support price was lower than the fixed ERP due
to currency depreciation. For example, the average exchange rate between INR and US $ during
the base period 1986-88 was 13.47, which significantly depreciated over time, and currently, it
hovers around 74 INR per US $ (Sharma et al., 2021c).
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Table 2. Trend in product-specific support to wheat in India

Marketing | Applied External Eligible Production | Value of Product PSS as
year administered | reference production | (million t) | production specific % of VoP

price (US $/t) | price (US $/t) | (million t) (VoP) (million | support

uUs $) (million US $)

1996-1997 |107.04 264 8.16 69.35 7423.22 -1281.11 -17.26
2000—2001 | 134.00 264 16.36 69.68 9337.12 -2126.80 -22.78
2005-2006 | 158.12 264 14.79 69.35 10,965.62 -1565.97 -14.28
2009-2010 | 231.97 264 25.38 80.80 18,744.01 -812.92 -4.34
2010-2011 |256.80 264 22.51 86.87 22,308.22 -162.07 -0.73
2011-2012 |268.16 264 28.34 94.88 24638.56 117.76 0.48
2012-2013 | 248.16 264 38.15 93.51 24211.4 -604.23 -2.5
2013-2014 |231.4 264 25.09 95.85 23151.07 -817.81 -3.53
2014-2015 |237.16 264 28.02 86.53 21098.79 -752.12 -3.56
2015-2016 | 232.97 264 28.09 92.29 22292.4 -871.66 -3.91
2016-2017 | 242.28 264 22.93 98.38 24645.76 -498.04 -2.02
2017-2018 |269.18 264 30.82 99.70 26993.18 159.68 0.59
2018-2019 | 263.15 264 35.8 103.60 27784.4 -30.53 -0.11
2019-2020 |271.52 264 34.13 103.60 32962.63 256.7 0.78

Source: (1) Sharma (2016a); (2) Domestic support notifications of India

Currently, India supports the producers of specific products in the form of MPS, and therefore,
the support should be less than 10% of the VoP to comply with its commitments under the AoA.
It is to note that if India initiates a price deficiency payment, the additional expenditure will also
be accounted as PSS.

PSS = MPS + direct payments based on price gap + other budgetary support < 10% of VoP

It is, therefore, imperative for India and other developing countries to aggressively demand a
change in the fixed ERP based on 1986-88 prices to the average export or import prices of
recent years or to provide flexibility to consider for the inflation for current AMS calculation.

3.2 Attack on Special and Differential Treatment for Developing Members (S&DT)

Despite the limited policy space available under the AoA, in recent times the certain flexibilities
that are available to the developing countries in the form of S&DT provisions have come under
attack at the WTO.

The Development box (Article 6.2) allows developing countries to provide support without
prescribed limits for certain measures such as investment subsidies, generally available to
agriculture, and input subsidies to low-income or resource-poor producers, and subsidies
to encourage diversification from illicit narcotic crops. For instance, as per the Schedule of
Commitments submitted by India a farmer whose landholding does not exceed 10 hectares
is considered a low-income or resource-poor farmer. Accordingly, 99.43% of Indian farmers
are low-income farmers (Gol, 2019). To be more accurate, almost all farmers are low-income
or resource-poor farmers, and therefore, India has the flexibility to provide input subsidies to
farmers without any financial limit. Furthermore, it is to be noted that India also has the policy
space to provide input subsidies as the non-product specific support under the Amber box.
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But it is capped at 10% of the VoP of the agricultural sector as a whole. As per the recent
notification, that is for 2019-20, India provided the US $25 billion as input subsidies, consisting
of expenditures on fertilizers, irrigation, and power, under the Development box. Subsidy on
insurance premium and expenditure on interest subvention together amounted to the US $4.7
billion. These are notified as non-product specific support, although these expenditures could
have been covered under the Development box.

However, a few proposals have been tabled at the WTO that seeks to dilute the S&DT provision
for developing countries by capping these flexibilities. Canada, Australia and New Zealand have
been frequently raising this issue in agriculture negotiations (Sharma, 2020). Besides, some
members have advanced proposals to lower the de minimis limit. Currently, the developing
countries can provide Amber box support up to 10% of the VoP of agriculture. The developed
countries are trying to make a narrative that the policy space for developing countries under
the Amber box has been increasing at a higher rate because of the higher de minimis limit
(10%). As the de minimis limit depends on the VoP, the policy space under the de minimis also
increases with an increase in VoP. On this logic, the developed countries seek to steeply reduce
the applicable de minimis limit (Sharma et al., 2021d). Already many developing countries have
been facing a lack of policy space to implement support programs under the Amber box. A
further reduction in the de minimis limit would put farmers at a disadvantage. Given the limited
flexibilities available to the developing members under the AoA, some recent proposals on
domestic support would invariably lead to a further reduction in the policy space available to
them.

3.3 Issue of Additional Entitlements

The AoA provides for the de minimis limit of 5% of the VoP of a specific commodity for the
developed countries, and 10% for the developing countries. Some countries, for example, the
US and EU, that had provided support above the defined limit during the 1986-88 base period
secured additional flexibilities in the form of AMS entitlement to continue with the trade-distorting
support above their de minimis limit. For the other countries that did not provide support above
these limits, the permissible support has been capped at the de minimis. The AMS entitlements
allow countries to concentrate their support on particular products above the de minimis limit.
The developed countries provide a very high level of subsidies. For example, owing to its AMS
entitlement of $19 billion, the US provided product-specific support of more than 50% of the VoP
for rice, cotton, sugar and dry peas. In some years, more than 90% of the total product-specific
support was concentrated on only two products, dairy and sugar. Similarly, this flexibility allows
the EU to support more than 65% to the butter, milk, apple, rice and sugar. The trade-distorting
support doled out by the developed members has been noted to cause overproduction, and this
is leading to the depression in international prices of agricultural commodities (Sumner, 2003).
These highly subsidized exports adversely affect the livelihoods of the resource-poor farmers in
developing countries (Oxfam, 2002; Banga, 2014).

The AMS entitlements represent the inherent imbalances and asymmetries in the AoA. The
developing countries must demand the elimination of the AMS entitlement as a first step towards
disciplining the trade-distorting support.
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3.4 Issue of Public Stockholding for Food Security Purposes

An important issue of concern for India and other developing countries at the WTO is the
public stockholding of foodgrains for food security purposes. Food security programs in
several countries, including India, typically have procurement, stockholding, and distribution
components. India implements price support backed public stockholding program to safeguard
its farmers and consumers. The Government of India procures food grains such as wheat, rice,
coarse cereals, and pulses from farmers at the government-administered minimum support
price (MSP), and thereafter it distributes these at the subsidised prices to the poor consumers
through the public distribution system (PDS) and other welfare schemes. Thus, procurement,
stockholding and distribution are three integral components of India’s food security network.

Under the AoA, the stockholding and distribution are covered under the ‘Green box’ and are
exempted from the reduction commitments. However, the procurement at the administered price
is covered under the Amber Box, which, as mentioned earlier, is capped at 10% of the VoP of a
product. Given this, it is feared that many developing countries may have already breached or
are likely to breach this limit (Sharma, 2016b). The lack of flexibility under the Amber Box makes
it difficult to procure foodgrains from farmers at the administered prices without breaching the
applicable de minims limit. This may seriously jeopardize food security in developing countries.

Given the food security concerns, the provisions related to food security and public stockholding
have intensely been negotiated at the WTO. In 2013, at the Bali Ministerial Conference, an
interim solution in the form of a ‘peace clause’ was reached, agreeing that “Members shall refrain
from going through the WTO Dispute Settlement Mechanism to challenge the compliance of a
developing member with its obligation related to domestic support” for the support provided to
traditional staple food crops for public stockholding programs for food security purposes. This
provided developing countries with the flexibility to administer the price support policies for
foodgrains. However, for the Bali Decision to be applicable, the developing countries have to
ensure compliance with notifications, transparency, anti-circumvention and safeguard provisions
as provided. Additionally, the Bali Decision received criticism for its limited scope and coverage,
and the onerous transparency requirements on the countries taking recourse to it. Although an
interim solution in the form of the Bali Decision is available to the developing member countries,
the members must engage in fruitful negotiations to reach a permanent solution addressing the
issue of public stockholding for food security purposes.

India became the first WTO member to take recourse to the Bali Decision for protecting its public
stockholding program for rice. India’s product-specific support to rice exceeded de minimis limit
of 10% in 2018-19. By invoking the Bali peace clause, India is unlikely to face a legal challenge
from other countries arising from this breach. The price support backed food security policy
has played a vital role in fighting against hunger, especially during the COVID-19 pandemic
when millions of people faced acute livelihood crises (Sharma and Dobhal, 2020; Sharma et al.,
2021e). India, through the Pradhan Mantri Garib Kalyan Anna Yojana, provided 5 kilograms of
rice or wheat or both and one kilogram of pulses to about two-thirds of the households during
the COVID-19 pandemic. The consequences of the absence of a price backed procurement
and stockholding could be beyond the imagination during such disasters.
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Currently, the members are engaged in negotiations to find a permanent solution to the issue of
public stockholding of food grains. India must forward a proposal for a permanent solution that
is better than the interim solution, in terms of coverage of more food commodities and future
food security concerns with less onerous transparency and anti-circumvention conditions.

4. MARKET ACCESS AND SPECIAL SAFEGUARD MEASURES

The AoA mandated the conversion of non-tariff barriers on agricultural products such as
quantitative restrictions, discretionary import licensing, variable import levies and voluntary
export restrictions into customs duties using the process of ‘tariffication’ (Article 4, AoA). These
customs duties adopted through the tariffication process were to be treated as the maximum level
of applicable tariff or ‘bound tariffs’ and these have to be reduced over time. The members can
convert their non-tariff barriers into customs duties that would provide agricultural commodities
with an equal level of protection as do the non-tariff barriers (using the formula laid down in
Annex 5 of the AoA). The developing countries had also an additional option of choosing a
‘ceiling binding’ approach that simply states the ‘bound tariffs’ without resorting to the given
formula (Sharma, 2000).

India used the ‘ceiling binding’ approach to bind its tariffs on all agricultural products that had
been previously ‘unbound’ by submitting the maximum applicable tariffs (FAO, 2003). In 2019,
India had an average bound tariff of 113% and an average applied tariff of 39% on agricultural
commodities (Figure 1). The average bound and applied tariffs for non-agriculture market
access (NAMA) goods are significantly lower.

Figure 1. Bound and applied tariff across major agricultural goods

Other agricultural products
Cotton

Beverages and tobacco
Sugar and confectionery
Oilseed, fats, and oils
Cereal and preparations
Coffee, tea

Fruit, vegetable, plants
Dairy products

Animal products

Total

NAMA

0.0 50,0 100.0 150.0 200.0

B Applicd Duty (2019) = Bound Duty

Source: Tariff Download Facility, WTO

It is to note that India had bound its agricultural tariffs for some agricultural products in the
General Agreement on Tariffs and Trade (GATT) era at extremely low rates. These products

National Academy of Agricultural Sciences 9



include rice (0%), maize (0%), milk and cream powder (0%), rapeseed, and colza and mustard
oil (40%). Despite such low rates, India initially did not face any problem as it applied quantitative
restrictions for the balance of payments reason until 2001. However, post-2001, when India
had to remove these measures under the India-Quantitative Restrictions dispute (WTO, 2001),
these products became highly vulnerable to import surges, unlike products ‘bound’ during
the Uruguay Round (UR) under the ceiling binding approach. To address this issue and raise
the bound rates on these products, India entered into negotiations under Article XXVIII of the
GATT. India managed to successfully increase its bound rates on 15 agricultural commodities,
including cereals, certain dairy products and rapeseed oil in exchange for the reduction of tariff
on 25 other products, including some fruits, fruit juices and malt.

Table 3. Increase in bound tariff of select products under Article XXVIII Negotiations

Current | Proposed

HS Code | Description binding | binding

Special remarks

A global TRQ of 10,000 t at an in-
quota tariff rate of 15% applicable
cumulatively to both the tariff lines
0402.10 and 0402.21

Milk and cream in powder, granules
0402.10 | or other solid forms, of a fat content, 0 60%
by weight, not exceeding 1.5%

1005.10 | Maize (corn), seed 0 70% -
1006.10 |Rice in the husk 0 80% -
1514.10 | Rape, colza or mustard oil, crude 45% 75% -

Source: Modifications and Rectifications to Schedule XlI- India, WTO Doc No. WT/Let/440

Table 4. Reduction in bound tariff of select products under Article XXVIIl Negotiations

o Current |Proposed .
HS Code | Description Binding |Binding Special remarks
0802.11 [ Almonds, in shell Rs 55/kg | Rs 35/kg -
0805.10 | Oranges 100% 40% -
0808.10 | Apples 55% 50% -
Sunflower-seed oil or safflower oil 5 , A global TRQ of 150,000 t at an in-
i and fractions thereof, crude oil 20 SL0% quota tariff rate of 50%

Source: Modifications and Rectifications to Schedule XII- India, WTO Doc No. WT/Let/440

However, the bound tariffs on products such as milk and cream powder, rapeseed, colza and
mustard oil and maize were raised, but with an added condition that India would allow a certain
quantity of these products to enter its domestic market at a lower tariff on a certain quantity
under the Tariff Rate Quota (TRQ). India was also allowed to continue with its Uruguay Round
bound tariff of 300% on sunflower oil with the added condition of the TRQ under the Article
XXVIII negotiations. Thus, currently, India maintains TRQs on maize, milk and cream powder,
rapeseed, colza or mustard oil and sunflower seed oil or safflower oil (see Table 3).

10 Policy Paper 102




Table 5. Tariff Rate Quotas in India

H.S. Code Description TRQ
Milk and cream in powder, granules or other
0402.10 solid forms, of fat content, by weight, not
exceeding 1.5% A global tariff rate quota of 10,000 MT at
an in-quota tariff rate of 15% is applicable
Milk and cream in powder, granules or cumulatively to both the tariff lines 0402.10 and
0402.21 other solid forms, of fat content, by weight, 0402.21
’ exceeding 1.5% - not containing added
sugar or other sweetening matter
. A global tariff rate quota at an in-quota tariff rate
e TP (ERI, CLL? of 15% for 500,000 tonnes per year
1514.90 Rape, colza or mustard oil and fractions A global tariff rate quota of 150,000 MT at an
' thereof, other in-quota tariff rate of 45%
151211 Sunflower-seed oil or safflower oil and A global tariff rate quota of 150,000 MT at an
' fractions thereof, crude oil in-quota tariff rate of 50%

Source: Modifications and Rectifications to Schedule XlI- India, WTO Doc No. WT/Let/440

At the aggregate level, there are significant differences between the ‘bound’ and ‘applied’ tariff
rates on agricultural products, allowing India to increase tariffs on a product to the bound level
in case of its import surges. However, at the disaggregated level, the difference between bound
and applied tariffs on commodities like onion, milk, soybean oil, maize and apple is extremely
low or even zero (Figure 2). This means India has a lack of policy space to raise tariffs on the
said products to protect its domestic producers in case their imports surge. Due to lack of policy
space, imports can displace local products, putting the livelihood security of domestic producers

in jeopardy.

Figure 2. Selected products with no gap between bound and applied tariff
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Source: Authors compilation based on Tariff Download Facility, WTO
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Most developing members of the WTO lack mechanisms, except to raise the applied tariff
up to the bound rate, to protect their agriculture from the adverse effects of import surges,
and consequent price depressions. Even though trade-remedy instruments like anti-dumping
duties, countervailing measures, and safeguard measures are available, these require proof
of ‘injury’ to the domestic sectors, which is a complex and data-driven process (Finger, 2009).
Developing countries, which have a large and unorganized farm sector with high dominance
of smallholdings, often fail to gather required data on profits, market shares, and returns on
investment, which makes it difficult for them to establish the ‘injury factor’. Thus, the developing
countries find these trade remedies ineffective in shielding their farmers from the import surges
and resultant price depressions (Das et al., 2020; Halleart, 2005)

Thirty-nine members of the WTO gained flexibility in the form of the special agricultural safeguard
(“SSG”) under the AoA, to deal with the adverse impact of import surges on their agriculture.
The SSG allows members to impose additional duties on the products, above their bound rates,
in case of their import surges or depression in the prices without any proof of ‘injury’. India does
not have access to the SSGs and can only impose duties up to the bound limit. A recent study
has shown that India experienced an import surge for more than 300 tariff lines of the total of
663 agricultural tariff lines, highlighting the urgent need for an SSG like instrument (Das et al.,
2020).

Since the beginning of the Doha Round, the developing countries through a negotiation coalition
called ‘G-33’" have been demanding a policy instrument similar to SSGs in the form of a Special
Safeguard Mechanism (SSM) that allows them to impose duties beyond the bound level on the
products that face high import surges, or severe price depreciation.

Over the years, the need, importance and technical aspects of the SSM have been vigorously
debated in agricultural negotiations. This resulted in several proposals and draft modalities
being presented on the negotiating tables on various aspects of SSM such as product coverage
and trigger levels. Nonetheless, as of yet, the members have failed to reach a consensus on the
SSM modalities. While the developing countries stress the need for the SSM to be accessible,
effective and operable for all the members, the developed countries believe a more accessible
SSM would lead to increased protectionism in agriculture. Currently, the SSM negotiations are
at a deadlock due to the divergent positions of the members.

Moreover, the developed countries have also attempted to link the SSM negotiations with the
ongoing tariff-reduction negotiations, which would be detrimental to the policy space available to
the developing countries. Under the tariff reduction negotiations, the members are attempting to
arrive at formulas to reduce the bound tariffs in place, with a special focus on addressing extra
high tariffs (tariff peaks), narrowing gaps between the tariffs on raw and finished agricultural
products (tariff escalation) and reducing tariffs on special and sensitive agricultural products
(UNCTAD,2010).

For several products, the gap between bound and applied duty is low, and a further reduction
in tariff would make producers of such commodities, due to India’s tariff commitment under the

1 The G33 is a coalition of 47 developing countries at the WTO which has been raising issue related to food
security, SSM, Special products and, special and differential treatment for the developing countries in agriculture
negotiations.
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AoA, vulnerable to livelihood insecurity. In this context, the demand for SSM that is accessible,
operable and effective is most relevant to protect farmers from import surges and price
volatilities. It is also important for developing countries to be cautious and mindful of ensuring
effective special and differential treatment in agreeing to any proposed tariff reduction formula.

5. ISSUES RELATED TO EXPORT SUBSIDIES

Unlike the domestic support and market access pillars, the members have a consensus on the
elimination of export subsidies. Most countries recognize that export subsidies have an adverse
effect on agricultural trade, in terms of price distortions and instability in the world market.
Before the UR rounds, the agricultural export subsidies had only very limited disciplines under
Art XVI of the GATT 1947. As a result, the members rampantly used export subsidies, and most
of the developing countries faced the threat of their domestic markets being captured by the
cheap imports from the developed countries.

One of the significant achievements of the AoA had been the disciplining of export subsidies
to agriculture. The AoA contains an elaborate list of prevalent export subsidy practices and
export subsidies not mentioned in the AoA, that are strictly forbidden. The AoA also imposes
reduction commitments on all the identified forms of export subsidies, both in terms of volume
of subsidized exports and budgetary expenditure on subsidized exports. These reduction
commitments have been undertaken on a product-specific basis by grouping agricultural
products into 23 product groups such as wheat, sugar, coarse -grains and oilseeds. Some
members also took commitments on a more disaggregated level.

However, it is interesting to note that it is only the members who had been historically providing
export subsidies are also entitled to provide further subsidies under the AoA (Article 3.3 and
Article 8), albeit subject to the limits set out in their Schedules of Commitments. All the developing
countries, under Article 9.4 of the AoA, however, are allowed to provide certain export subsidies
such as those for international marketing of goods, international freight charges, internal
transport charges etc.

The WTO members achieved a significant breakthrough at the Nairobi Ministerial Conference
(2015), in terms of a decision of eliminating agricultural export subsidies and disciplining other
export measures such as export finance and international food aid. This decision stated that
the developed countries immediately eliminate export subsidies on all agricultural products
(by 2016), except some products like swine meat and dairy products for an extended timeline
stretching to 2020 was allowed. The developing countries with export subsidies entitlement
were mandated to eliminate export subsidies by the end of 2018 unless any of the members
had notified certain export subsidies in any of their latest three export subsidy notifications. In
this case, the subsidies can be maintained until 2022. Moreover, the declaration also stated that
developing countries be allowed to use the S&DT provisions under Article 9.4 with marketing
cost subsidies and internal transport subsidies until 2023, but with an extension up to 2030 for
the Least Developed Countries. The Nairobi Decision also laid down additional disciplines on
export credits, export financing, and international food aid (WTO, 2015).

As of now, India and other developing countries are allowed to provide export subsidies related
to export-marketing costs on agricultural products, including international transport, freight
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and processing costs under Article 9.1 (d) and internal transport and freight charges on export
shipments under Article 9.1 (e) up to 2023, as per the Nairobi Declaration.

That being said, India has been facing challenges to its export policy, with other members taking
India to disputes at the WTO. In a dispute in 2019, the US challenged India’s export-related
measures alleging that these violated the Agreement on Subsidies and Countervailing Measures
(ASCM). The said dispute involved a challenge on the Merchandise Exports from India Scheme
(MEIS), which also covered agricultural products. India failed to defend its measures. India
also faces challenges on the alleged export subsidies to sugar under ongoing India - Measures
concerning Sugar and Sugarcane (WTO, 2020; Sharma et al. 2019).

This clearly implies the need for India to reorient its existing export subsidy framework in a WTO
compliant manner. Itis also important to remember that the window on the extended applicability
of Article 9.4 is available only up to 2023. /t is imperative, that India focuses on building up WTO
compatible export facilitation infrastructures before the set deadline approaches. However,
developing countries should seek disciplines in other areas such as export financing and export
credits.

6. RECOMMENDATIONS

Given the inherent asymmetries and imbalances in the provisions of the AoA of WTO, the
discussion in this brainstorming session led to the following recommendations that would help
India and other developing countries for a level playing in the liberalized global economic order.

¢ India along with other developing countries must continue to demand removing asymmetries
in the AoA, especially the AMS entitlements which allow developed countries to provide
high levels of trade-distorting support under the Amber box provisions.

< Developing countries should continue to oppose any attempt to dilute the existing special
and differential (S&DT) provisions, especially capping of the support under the Development
box (Article 6.2) and the reduction in the de minimis limit.

e Since many developing countries have been implementing the price support backed
procurement policy, there is a need to address the issue of external reference prices (ERP)
that are based on 1986-88 prices. The ERP need to be based on the recent import or
export prices of agricultural commodities. Alternatively, the developing countries should be
aggressive in demanding flexibility to consider inflation in the calculation of market prices.

¢« Members of WTO are now engaged in finding a permanent solution to the issue of public
stockholding of food grains for food security purposes. Any permanent solution should
be better than the interim solution, i.e. the Bali Peace Clause, in terms of coverage of
commodities, new programs and less onerous conditions.

e Inview of the import surges of agricultural goods and their adverse impacts on farm income,
the developing countries should seek a simple, effective, operable and accessible Special
Safeguard Mechanism (SSM).

« Given the fact that India can provide transport and marketing related export subsidies only
(Article 9.4) till 2023, there is a need to focus on improving infrastructure for agricultural
exports.
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¢ India and many other developing members have been highlighting sustainable development
goals (SDGs) related to hunger and poverty in various proposals submitted to the WTO.
However, there is a need to highlight these more aggressively in the negotiations to achieve
a level playing field for the poor farmers.

e There is a need for frequent inter-ministerial meetings and discussions with stakeholders
including farmers, civil society organizations and state governments to sensitise them on
the issues critical to agricultural trade and seek their feedback on addressing these through
domestic and trade policies.

e There should be greater cooperation among different ministries or departments related to
agriculture, environment, external affairs and commerce in policy formulations to ensure
that the policies are WTO compliant but not detrimental to the domestic interests. India
has considerable policy space under the Green box that can be realized by aligning or
reforming several of its existing agricultural and food policies.

India should have a market intelligence unit in its embassies to track the agricultural and trade
policies of the concerned countries and provide feedback to the Government of India.
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