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"How To Conduct Agriculture Policies Comparisons In
The EU-MERCOSUR relations”

David Laborde (CEPII — University of Pau) — Vinc&ibier (CIRAD) — Monica Rodriguez
(CEPAL)

Project Working Paper - April 2006
Abstract

It seems obvious that fruitful negotiations can suwtceed if negotiators have not a precise andrgedure of
the object of trade talks. Looking at the EU-Mergokilateral negotiations, the agriculture issue® dhe core
elements. However due to their complexity and #ingel scope of what is it called “agriculture poks”, it
appears that this sensitive topic suffers from ficdtef information and that making comparisongiud policies
implemented in the two regions has never be dams.paper is aimed at defining a methodology fosveering
this question. First, looking at existing literagyrwe emphasizes that no standard methodologieatdwork
exists. Then, we analyse the different issuestihge to been tackled and define the criteria forkimg a
rationale comparison of agriculture policies. Apiply these criteria, we define the policies perimedé
investigation and make the list of variables thit allow you to capture the tools implemented dodyet an
assessment of their success and failures.

JEL Classification : N50, N70, Q11, Q17, F13
Keywords : EU-MERCOSUR, Regionalism, Agricultupallicies comparison.

1 Introduction
Making systematic assessments of a free trade ragréebetween two countries or trade

blocks has become the rule. Policy makers wantawe ha realistic view of the possible
outcomes of such a decision. They need it to det@whers and losers and provide side
policies in order to strengthen the probabilitysatcess of the economic integration of both
regions. Indeed, free trade agreements and magelyapreferential trade agreements could
bring important efficiency gains due to the readiit@n of resources following the
comparative advantages pattern of the partneranimperfectly competitive world, having
an access to a bigger market, like a free trace, afows the firms to benefit from economies
of scale. This mechanism has a direct impact omdmeestic welfare but also strengthens the
offensive capacities of FTA exporters to third neslk an important requisite to survive at the
age of globalization.

Detecting domains of complementarities and suliability in the production and trading

structure of the two blocks are crucial. This &litionally done using tools such as general or

! This work was in part financially supported by tHeUMercoPol project, funded by the
European Commission (Specific Targeted Researcjed®r&ontract no. 6516). The authors
are solely responsible for the contents of thisepa@orrespondance: david.laborde@cepii.fr.
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partial equilibrium models. These models shouldespnt a relevant world with the most
important economic mechanisms and good data. lera@ make this explanatory work,
guantitative and qualitative analysis should bdguered to assess the actual situation, and in
particular, the policies applied by the partners.

It is well known that conducting non cooperativdiges is Pareto inferior and could have
huge social costs. Inside a FTA, that can reduca byge amount the expected gains and at
the end, that may lead to a failure of the agre¢manmany cases, such problems do not
come from an explicit will of both sides but relyore on the lack of knowledge.

So, to see where overlapping exists in the agucalltand agrifood policies space and
contrarily, where synergies could be emphasizedadirst step in any assessment of the EU-
MERCORUR relationship. Due to the importance o$ ttaisk, a robust methodology and an
exhaustive investigation have to be conducted. ngpki few figures with a partial point of
view may lead to serious mistakes. Unfortunatdlig low-cost strategy is very widespread in
the literature and gives a short vision of the @ssat stake.

We will have to ask us several questions: Whatleaelevant policies? What are their main
goals? Who is responsible to implement them? Usihgt resources? In fine, do they meet
success or not?

Indeed, neglecting one of these dimensions wiNéxy misleading and will limit the impact
of any policy recommendations. By example, whatl wé the relevance to recommend
changes in exchange rate policies if they dependnoindependent Central Bank? Why
asking for a cut in a sectoral support progrant dgpears to have only marginal distortive
effects? At the opposite, understanding the reagom success of a policy in one country
could bring positive insights for another partner.

To perform this task, the main challenge will be boild an analytical grid aimed at
comparing policies that have been developed inngtyodifferentiated institutional and
historical background. The definition of common igadors, directly comparable, is a first
requisite.

This first part of this paper is aimed at makingiethodological survey to provide a rationale
framework for conducing policy comparisons (D8).eThecond part is focused on the
definition of relevant indicators and variablestthall allow us to describe and compare the

implemented policies.

The next section will discuss the basic conceptaiapolicies comparisons. Section Il will

make a brief literature survey of existing compamisnethodologies. In section IV, we will
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define the policies we are going to examine. IrtisedV, the relevant variables are listed and

described. Finally, we draw some conclusions fturiworks.

2 Basic concepts and typologies of comparison
Before any comparative study, it is fundamentatiéfine what is going to be compare and

how. In many cases this preliminary and fundamestalge is dropped, leading the
researchers to compare incomparable concepts offgnes and to make a descriptive
analysis without any scientific relevance.

In this section we will define several axes of camigon in order to allow us to build a clear
methodology.

2.1 Comparing the goals
Basically, comparing the goals of a policy willall understanding why the policies are

implemented by the governments and public agenEiese, the first challenge is to make the
discrimination between official and unofficial gealls a health measure really aimed to
improve the sanitary level of the food sector oesis it a protectionist tool?

We think that is highly subjective and potentiathangerous to want to substitute our
judgment to the official position about the goalstiee policy. By example, if a public
authority defines a measure as an environmental weehave to keep this classification.
Nevertheless, that does not mean that we have \e ragiproach. We will underline the
potential side — and negative — effects of theed#it measures.

So, for every policy measure we will include in @amparison, we will identify the official
goals. This will allow ugo detect common subjects of interest for policymeers in the EU
and in MERCOSUR, antb analyze how they handle themilt is a crucial point if we want
to detect possible political synergies between baiktoms unions. In the institutional
framework of a bilateral agreement, this approadmighly relevant since official partners are
not going to negotiate on unofficial policy goalsaking this clear definition and
classification of policy objectives will lead us ook at the degree of achievement of the

different measures and to give some recommendations

2.2 Comparing the scope of policies
A policy is a set of measures that can have a maryow or large scope. Does a policy is

sector specific or product specific? What is itegraphical area of implementation?
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These elements are very important to understand whare talking about, and what do we
compare exactly. At the basic level, knowing thepscof policy is necessary to understand its
relative impact. One euro of subsidy in a EU-widme@ral program aimed to support farmer
income has not the same impact than one euro eBuest a cotton-focused project in
Southern Greece.
However, it is misleading to think that we can camg“only policies with identical scopes”.
We will have to compare policies with different pes due to the specificities of each
institutional framework (see below) or due to prodspecializations. By example, comparing
soy beans and maize programs are necessary sititgiooucts are substitute for animal
feeding.
So, for every policy studied we must clearly deteen

* The product coverage of the measures

* The geographical area of implementation
Both kind of information should be providdd absolute and relative terms Indeed,
speaking of “regional”, i.e. sub-national, policieas not the same meaning when you deal
with Denmark and Brazil. Here the number of farmeerd the land use patterns matter. In the
same way, a “one product policy” that represent® 5ff the agricultural exports of one

country should be analyzed with care.

2.3 Comparing the Institutional framework
Policies are conducted by public institutions. TWho” question is a very sensitive one and

in many cases, it will also determine the way agyois implemented. Here we have three
points to examine:
* What belongs to thikegislative andexecutivestructures? What is thene horizon of
a policy?
* What is thegeographical levelof the public institution whanakes the decisiorand
whoimplements it?
* What is thehierarchical position of the institution? Is it an independent agency, a
ministry, a supranational organization?
The first point is not trivial that in many casée ffailures of many policies in South America
are linked to the incapacity to transform politieall in effective and implemented policy

2 there is no automatic correlation between theorei“scope” of a policy and the level of publidiaarity that
will implement it. By example, some regional prdgein EU affected a small area (up to a villag®&l T S5
classification) but are implemented by the EU Cossiain (cohesion policy) in partnership with local
authorities without any role of the national gowvaeent. In this case with a very narrow geograptscape
conducted by the supra national authority.
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measures. This may due to the weakness of theuingtis and the lack of confidence from
private agents to public powers due to their incapato bind themselves to their
commitments.

The institutional framework plays also an importaiote in an international negotiation.
MERCOSUR and EU could only negotiate and make aeesmgent on policies that are under
the control of their authorities. By example, evérthe exchange rate is an important
determinant of trade issues, it will be possiblanti@grate it in an agreement since it is a
policy conducted by national — in MERCOSUR — andependent — such as the European

Central Bank— agencies.

2.4 Comparing the tools
Previously, we have defined and answered to sewpraktions: what are the goals of

policies? What are their subjects? Who decidescanducts them? Now, we have to look at
the tools that are used to implement them. The $tage is to splimarket incentive tools
(subsidies, taxes) froregal solutions(restrictions, norms). Economic literature teachss
that the first category has in general less negagfficiency effects that the second one.
Moreover, they could be more easily modeled andr timpacts will be well assessed.
Nevertheless, data about the market structure @egree of competition) and information
available to policy makers (e.g. cost structureg &ighly valuable to make the right
assumption about private agents’ behavior.

Then, we have to define quantitative indicatorsri@ldes) that will allow to make
comparisons. They hav® capture the same (or very similar) conceptsHere, two
strategies of comparison should be performed:

» Indirect comparison. In order to avoid most of “comparability” probleme compare
the evolution of each policy in its own framewoihat means no direct comparison
between EU and MERCOSUR policies. In this casewilledetectcommon trends
and divergences

» Direct Comparison. Comparable policies and Comparable variablescargrasted.
Here, relative indicators (such as shares) areefkle to absolute value. This help to

neutralize differences in accountability methodsrencies conversion etc.

% For the EURO land countries. Most of other EU memslhave strongly independent Central Banks.
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Last point, it is very important to hawksaggregated variablesandaggregated indicators

that can sum up in a relevant way all the availaiftrmation?

2.5 Comparing the results
The last stage in a comparison is to look at tiselte of the policies. Here the teachings are

twofold. First, we will able to asseshe degree of success and the efficiency of the
different measures Then,the side-effects, and sometimes collateral damagémsve to be

looked at. In particular, the effects, or the cast,the partner economies have to be well
captured in this negotiation framework. If the sopolicies and the decoupling issue are
good illustrations. In general, it will allow to ke a discrimination between measures
enhancing competitiveness that are in many casggab-thy-neighbour ones in a zero-sum

game, and structural policies that will enhanceigificy and beneficial to every partners.

This section has allowed us to build an analytgrad of policies that should be completed
before conducting any policy comparisons. It ispliiged in Annex A.1 and will be our

guideline for further works.

3 Applied works about Comparisons
3.1 International Organizations

3.1.1 OECD
The most efficient organization in performing pglicomparisons, in particular in the

Agricultural sectors is the OECD. In 1987, OECD rbens’ ministries have decided to
reduce progressively the level of support to adpiica and to adopt more market oriented
tools. Since these days, OECD measured suppoiriculiure using the Producer Support
Estimate (PSE) and Consumer Support Estimate (C8Hh the reform of agricultural
policies in OECD countries, the number and compyegf policy measures has increased
significantly and the OECD classification of polimeasures has evolved. The current OECD
classification of total transfers associated wighni@ultural policies (TSE), groups the policy
measures according to their implementation criteriandependently of their objectives and
effects — into three main categories; transferpramucers individually (PSE), transfers to
consumers individually (CSE) and transfers to ganeervices to agriculture collectively
(GSSE). The classification procedure follows a set¢jal questions-based approach:

* We stop here the general discussion about thahles needed to make the comparison since theyotioy
dependant and this issue will be handled in thaildah the followingworking Paper (D.6.3).
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* Does the policy measure create a transfer to (fraor)sumers of agricultural
commodities? If yes, consider it under CSE and geddo the following question. If
no, proceed also to the following question;

* Does the policy measure (including those creatingaasfer to (from) consumers)
create a transfer to producers individually basedyoods and services produced, on
inputs used or on being a farming enterprise ané&a® If yes, consider it under PSE.
If no, proceed to the following question;

» Does the policy measure create a transfer to geseraces provided to agriculture
collectively? If yes, consider it under the GSSEnd, do not consider it in the TSE
calculation.

Box 1 displays the details of the three categorlaside each category, a sequence of
guestions allows to determine to which sub-categotiie measure belongs. The information
is provided in monetary terms and as a share ofeddmMGDP and as a share of gross farm
receipts. Other indicators are the Nominal ProvectCoefficient (NPC, the ratio between
producer and border prices) and the Nominal AsstgtaCoefficient (NAC, the ration
between price farm receipts including support, #muke generated by the market without
support)

The main application of this method should be im@nnual reports such as tAgricultural
Policies in OECD Countries -- Monitoring and Evalize, and for some monographs.

In order to perform comparison, OECD researchemghasize thevolution of:

* the level of the support

» the different category shares

+ the variation across products

When dealing with country specific studies, thelgsia follows a three step procedure. It
starts with a description of th@licy context, by giving descriptive information about the
agricultural sector. Then th@olicy evaluation is conducted reviewing the different policies
(Domestic price and income support, Credit policiesx policies, structural policies and
general services, consumer measures, Trade pglidibee level of support is evaluated and
given using the PSE/CSE/GSSE approach. Aggregagades and commodity profiles are
displayed. The final part of such a study deal$ \lieimpacts assessmendf the policies

measures. What is the welfare cost of distortivic@gs? Do they bring positive effects on

poverty or gender issues?
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One of the main limitations of OECD work is thaidtapplied only to OECD countries. So,
developing countries are excluded from these aealy®ue to the importance of this
emerging economies, the Agricultural policies iraBl has been reviewed this year (OECD,
2005).

The PSE/GSSE/CES classification is very importantesin many cases the level of the
support is less important than its composition lideo to assess the impact on production,
inputs use, consumption, trade, income and enviemineffects. In particular, The PSE
figures are often misused by medias or worst, bgaechers. Playing with the level of PSE in
nominal terms means nothing, in most of the ca&sswe have already noticed, the OECD
team emphasizes the importance to look the evolwountry by country and in order to take
into account exchange rate, inflation rate and osattstructure to make international
comparison using only PSE expressed as a sharesd tarm receipts. Another mistake is to
confuse PSE and net income transfer. By no wayeone of PSE means that the net income
of the farmers will rise by one euro. In fact, aneo of market price support actually results
in the rise of no more than 25 cents of the farooimes. The corollary is that the amount of
support provided to farmers in the rich countresot an indicator of the extra income that
developing countries farmers will gain if agriculilipolicies are eliminated.

If the OECD support indicators are the most welknand used indicators they still suffer
from some limitations. The first one is the useetiective applied exchange rate that make
the measure sensitive to exchange rate varidtidine second limitation is linked to the fact
that only a part of the support is really measyiedverage the real measure covers 75% of
the farm sales). Rate of support are the extrapolat the rest of the agricultural production.
The last point is the more theoretically diffictdtoccult. The main assumption of MPS is that
the country is a small one with no market power, ®& neglects that world prices are
endogenous of agricultural and trade policies eftily players.

In our analysis, we will try tstay close to the OECD classification of policies @asures
and to follow the comparison methodology.

® This is not a crucial problem since it just mattes PSE to measure the effective level of supfér. main
reason of complaining here relies on the factéhaduntry that keeps the same level of price sugpmn one
year to another will see its PSE rising if its eunty rises.
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Box.1 Classification of policies measures included in the OECD indicators of support

Producer Support Estimate (PSE) [Total of A -- H

. Market Price Support

. Based on unlimited output
. Based on limited output

. Price levies

. Excess feed cost

. Payments based on output
. Based on unlimited output
. Based on limited output

l.

A

a

b

c

d

B

a

b

C. Payments based on area planted/animal numbers

a. Based on unlimited area or animal numbers

b. Based on limited area or animal numbers

D. Payments based on historical entitlements

a. Based on historical plantings/animal numbensroduction
b. Based on historical support programmes

E
a
b
c
F
a
b
c

. Payments based on input use

. Based on use of variable inputs

. Based on use of on-farm services
. Based on use of fixed inputs

. Payments based on input constraints

. Based on constraints on variable inputs
. Based on constraints on fixed inputs

. Based on constraints on a set of inputs

G. Payments based on overall farming income
. Based on farm income level
. Based on established minimum income

a
b
H. Miscellaneous payments
a. National payments

b. Sub-national payments

II. General Services Support Estimate (GSSE) [Totabf | -- O]

I. Research and development
J. Agricultural schools

K. Inspection services

L. Infrastructure

M. Marketing and promotion
N. Public stockholding

O. Miscellaneous

[ll. Consumer Support Estimate (CSE) [Total of P --S]

P. Transfers to producers from consumers
Q. Other transfers from consumers

R. Transfers to consumers from taxpayers
S. Excess Feed Cost

IV.Total Support Estimate (TSE) [I + 1l + Il R]

T. Transfers from consumers
U. Transfers from taxpayers
V. Budget revenues
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3.1.2 The World Bank
Up to now®, the most exhaustive and country-wide work oncadfiral policies comparisons

performed by theWorld Bank are the “comparative study of the political ecoyoof
agricultural pricing policies” by Anne O.Kruger, Miace Shciff and Albert Valdés at the end
of the eighties. The basic goals of the study weseprovide a detailed history of pricing
policies to measure the degree of interventioncéifig agriculture, and to analyze the reasons
for these and their effects on output, consumpticagen the budget, intersectoral transfers
and income distribution.” It was focused on deveigpcountries The comparability across
countries is reached by defining a common methagpotbat had been implemented by every
researchers in their country specific study. Théhwdology could be summarized as follow:

* For each country, four to six agricultural commzgithave been selected (75% of net
agricultural exports)

» Country researchers obtained estimates of the caltynprices at different stage:
producer, consumer, border adjusted by transpostsgcostorage costs, quality
differences and marketing margins.

* The reference price is the price that would hawvated under an intervention-free
regime. The most challenging here is to determingereal exchange rate that keeps
the current account at a sustainable level ifratié policy measures affecting imports
and exports are excluded.

* Then, price gap differences allow to assess daedtindirect distortions.

This methodology provides a measure of direct amtirect distortions by product and by
countries. One of the most interesting point of dpproach is to look at the exchange rate

role and in particular to the implicit taxationked to an overvalued currency.

3.1.3 FAO
In order to compare public policies in the agriotéd sector and rural areas among American

countries, the FAO has built the FAO Rural Publigpénditures DatabaSehat provides
statistics and indicators on the public resourcsesiun agriculture and rural areas for 19 Latin
American countries, covering the years 1985-2001.

Public expenditures comprise the resources diresttyjgned to agriculture, livestock, forestry

and fishery activities, as well as social and istinacture investments in rural areas. This

® A similar study should be currently performed bg WB, with more countries and updated data, utider
direction of Kym Anderson.
" http://www.rlc.fao.org/prior/desrural/gasto/pres@ion.asp
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information is classified according to the objeetvof the programs and projects financed
with public resources.

Macroeconomic data (total and agricultural GDPalt@ublic expenditures, population and
employment), a set of indicators that link sectatadto macroeconomic data (see the
methodological section below) and a list of keytitn§ons and instruments to the
implementation of agricultural policies are alsoluded in the database.

In order to make possible an international compatisome criteria were adopted in the
process of data compilation. First of all, only thablic resources effectively spent in
agricultural/rural policies were considered.

Besides public resources directly assigned to aluie through sector institutions (Ministry
of Agriculture, National Institute for AgriculturaResearch, etc), it was also taken into
account the resources allocated to rural areasssmes such as education, health and
infrastructure.

To select the municipalities corresponding to ramaas, a demographic approach was taken
in most of cases, that is, national definitionswfl space based on the population size .

The information gathered this way was then clasgifaccording to the objectives of the
policies financed by public resources into the daihg general categories: production
promotion (general, focalized and rural developmeanhd support to rural areas
(infrastructure and social services).

Once the country sample in the database is vemgrdggneous, a set of indicators were
calculated in order to carry out international camgons. A first set of indicators refers to the
relative importance of the agricultural sectoraiat public expenditures, while the measures
concerning the intensity of the support to agrim@tand rural areas constitute a second group
of indicators. The following table summarizes thaimindicators that form the above
categories.

Kerrigan (2001) and Kjollerstrom (2004), among othathors, used the standard indicators
included in FAO Rural Public Expenditure Databasecarry out international comparison
analysis, for Latin American countries and othewel@ping regions. First of all, they
analyzed the evolution of public resources assigoethe agricultural sector and how the
different policy categories performed in last years

They also compared the relative indicators avadlahl FAO database, stressing eventual
differences in the primary data that might slightlyange the indicators’ meaning for some

countries.
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3.2 National structure

3.2.1 ERS/USDA
The Economic Research Service of the U.S. Depattroei\griculture has a recognized

expertise in agricultural policies and policy comgan between US and the most challenging
agricultural exporters. A recent report, “U.S.-EtoBE and Agricultural Comparisons” (2004),
gives a good illustration of their method. If the}y on OECD figures for the policy support
to farmers, they provide a clever analysis fronr@spective point of view. The starting point
of the comparison is a statistical description othbagricultural sectors emphasizing such
aspects as farm size, average farmer age andrparagricultural job. Then, they briefly give
the basics of US and EU commaodity policy in ordera see similarities and divergenceis
EU-US farm policy. The basic classification is: dnte support, price support policies and
other programs, looking to these policies at thedpct level. Then they proceed to a
comparison point by point: price support, incomepsrt, border measures, planting
feasibility, supply control, surplus disposal anatdl support. The historical background is
summarized as welkxisting and coming constraints linked to budget kits or trade
agreements This last point is especially relevant.

The growing importance afiew issuessuch as environmental protection or the safety and
quality of food is also underlined. The rest of gtedy is focused ofuture trends and hot
topics: risk management toolsin Europe,evolution of productivity (technical change and
rise in total factors productivity) in EU and UStkvithe excepted impacts for acceding
countries, the growing importance of tleavironmental dimension and the changes in
consumer preferences

On the overall, the comparison is based on a dymasrispective and aimed to emphasize the
upcoming challenges that the two regions will me®d how they can handle them. The EU
enlargement and its impacts on the European supulydemand, but also on its capacity to
sustain high level of support for an exploding farrpopulation are central in the analysis.
Any prospective work incorporating the EU agricudtupolicies should follow a similar

approach.

3.2.2 OTHERS
Botterill(2003) proposes a means for identifying thature of the balance that is struck by

governments between different values competingsigoport through agricultural policy
settings. This approach may clarify why differemtvgrnments arrive at different policy

settings in attempting to achieve an acceptablkenical between competing interests.
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The two dimensional schema used divides values“e@gonomic” and “non-economic”. The
non-economic category encompasses a broad sweg@wssible issues from security to
environmental protection or rural development. Altgh this is not entirely satisfactory in
that it bundles together values which may themsehe in conflict, it reflects much of the
tone of the international policy debate which oftets economic arguments in juxtaposition
to the non-economic.

Mapping the agricultural policy settings of diffatecountries in this two dimensional space
(see Annex 2) and identifying the non-economic &slwhich are important in the policy
debate can help to understand core differencepm@noach. ldentifying the mix of values
driving agricultural policy may suggest alternatiyp®licy options for addressing both
economic and non-economic values more effectivélhether attempting to ensure the
continuation of the family farm, preserve ruraldanapes or improve the efficiency of the
farm sector, governments in democracies will cargino introduce policies which reflect
important values within their communities. Ideniify the importance of those values and the
political force behind them has the potential tokena useful contribution to international

debate over the appropriate role of governmenggjricultural policy.

When dealing with transition economies, specifeues arise. In a study of Jaza Folefack
(2003) it is shown that countries have left cenplainning systems in the last decade, have
experimented drastic changes in agricultural pediciLand reform policy and marketing

policy play a central role.. This emphasizes theessity to have an analytical grid matching

the main characteristics of the studied countries.

This section has shown that, excluding the OECDksgjono systematic and periodic

comparisons on a large set of agricultural poliexist. In many cases, concepts and analyzed
policies differ. Worse a real comparison could hetconducted due to the lack of a clear
definition of methodology. (such as given in setti®.) and these studies stay for mere

monographs.

4 The relevant policies to compare
Since we know how to perform a relevant comparisod based on existing literature, we

could now define the relevant policies to includ®ur following works.
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It is well known that a large range of policies daan impact on agricultural and agrifood
sectors. Basically, like every sector in the econaimey are impacted by specific and
macroeconomic policies. If agricultural policiescBuas production subsidies are directly
aimed to the sector, we could not ignore that etilucgolicies in rural areas or infrastructure
investments on the transport side have drastic ¢tspan the productivity and at the end, on
competitiveness. Moreover, many results - see Kaueg al.(88) — have shown that indirect
effects dominate positive direct effects. In paitiae, trade policy about manufacturing inputs
for the agricultural sectors, and overvalued curydmve tremendous negative impActs
Nevertheless, due to time constrajtitt is important to limit the scope of policies want to
analyze and compare. Three criteria have led pgkoup the policies:

* The sectoral dimension. A policy focused on agricultural secsgirould not be
omitted. The Ethanol issue is an illustration aflsa policy.

* Thebilateral agreementargument. A policy that could not be included ibilateral
agreement framework or which effects could not poadoverlapping or synergies, is
less important to study.

* Thedata availability issue. Every researcher knows that data gathéakes a lot of
time. Policies that will demand too much resouréas being able to perform a
comparison on a relatively good quality set of daikh be excluded. (Educational
policies or fiscal policies are good examples).

Table 1 displays the list of relevant policies wiitieir items(seen annex Il for the details of
our scoring procedure for selecting policies toshedied). It is important to notice that a
given item could be split into different measures. (different lines in the analytical grid
table). The exchange rates policy will have a ddifé treatment. As it is a very important
determinant to country competitiveness, we canonait it. Nevertheless, this issue is driven
by balance of payments constraints and instituticoenmitments. So, we will describe the
different situations, the recent evolution in exgp@rate policies and their current impacts on
trade specialization, and the expected changeswButill not conduct a real comparison that

will be meaningless.

8 “In addition, given that the impact of exchangterand industrial protection policies was greatantthat of
agricultural policies, why did agricultural produsgyroups continue to focus their political attens on issues
pertaining to agricultural pricing, with little @n attention to exchange rate policies and ottsereis of greater
importance?” Krueger et al. 1988.

° the comparison package will have only 4 month-pesgo perform the comparative analysis of various
policies for the EU and MERCOSUR. We have to keemind that for the MERCOSUR, most of policies are
far to be similar in between countries and demasplegific analysis.
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Finally, we will also look at tax policy in somesess, when it is related to trade policy (free

VAT for exporting sector by example) or other setelgpolicies.

Table 1 Policies space

Trade policy Tariffs protection

Trade policy TRQs

Trade policy Rules of Origin

Trade policy NTBs

Trade policy Export taxes/subsidies

R&D policy R&D in agricultural sectors

Macroeconomic policy FDI legislation

Macroeconomic policy Financial market and risk management
Health policy Sanitary and Phytosanitary measures
Environmental policy Animal welfare policy

Environmental policy Forest management

Environmental policy Water management

Energy policy "Ethanol issue" and other biofuel.
Agricultural policy Domestic support to production (by product)
Agricultural policy Domestic support to marketing and distribution
Agricultural policy Domestic support to farmers income (direct payment)
Agricultural policy Domestic support to final consumers
Agricultural policy Domestic support to intermediate consumers
Agricultural policy Labelling (quality - geographical)

Agricultural policy Land ownership policies

Agricultural policy Certification Capacity building

5 Relevant indicators and variables

This section is aimed at presenting variables t&frést for conducing policy comparison and
explain their

5.1 Trade policy
Table 2 displays the list of variables that willghes to analyze the trade policies applied by

the partners.

For trade policies analysis, the main inputs anégaStill high in Europe, with an average of
18% for the agriculture sectors, they are alsoadtarized by tariff peaks (up to 450 % for
some variety of meat). It is important to haveeacldescription of the tariff pattern by taking
into account bound protection (WTO commitments) applied protection (MFN and
preferential rates). It is a key issue in ordeutalerstand the real implication of a regional
agreement with the Doha Round in the backgroundebeer, EU tariffs are often specific,
mixed or compound, the choice of unit values madednvert these tariffs is extremely
important. Indeed, the same specific tariff canehalfferentiated impact across partners
given their export prices and may have an impactha quality choice of producers by

example.
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The Tariff Rate Quotas that have appeared duriegUhuguay Round to replace simple
import quotas will be a specific kind of concessibat the EU will make. Knowing their
initial level, their allocation, the gap betweerside and outside rate and the current filling
rate is crucial to have a realistic descriptiontleé¢ trade relations in agricultural goods
between the two blocks.

It is also relevant to know how the partners marnthgé trade policy and use the different
possibilities offered by the WTO rules (continggmotection, WTO dispute cases), it is a
good indicator of the inner forces that influen@ae policies and should lead to design more
binding commitments in a bilateral agreement toidheheating behavior. It is well know that
the trend to lower tariffs has led to an increas¢he use of such contingent protection but
also by non tariff barriers such as rules and noMis will define synthetic indicators to
understand the importance of these tools in theMBRCOSUR trade relations.

Since a bilateral agreement could be reached ond fair competition environment, export

distortions should be closely looked at.

Table 2 Trade policy variables

POLICY CATEGORY VARIABLE NAME DESCRIPTION
Trade information |Unit values of trade flows Unit values in usd by ton
Tariffs Most Favoured Nation duties, Preferential
duties and Bound duties
Special Regime Special Regime of imports
Tariffs Information |WTO cases Number of WTO cases by product and
country
Tariff Rate Quota Size Quota size and allocation

Tariff Rate Quota Rates

Inside and Outside Rate

Non Trade Barriers Frequency

Number of NTBs by HS6 products

NTB's Ad Valorem Equivalent of NTBs

Assessment of NTBs by HS6 products

Share of trade affected by NTBs by Partner

Antidumping measures by product and country of origin
Contingent protection |Uruguay round SSG by product

Safeguard measures applied by product and country of origin of imports

Minimum export prices by product

Export instruments  |Export taxes

by product and market of destination

Export subsidies

by product and market of destination

Origin criteria

Basic criteria to determine origin and their
exceptions

Flexibilizing general rules

Rules of Origin

General rules that can make RoO more
lenient (de minimis, type of cumulation,
absorption)

Restricting general rules

General rules that can make RoO more
stringent (operations insufficient to confer
origin, method of certifying and other
exceptions)

Last but not least, Rules of Origin (RoO) are orietr® main characteristic and often
limitations of regional trade agreements. RoO gatand exceptions define the applicability
of the preferential clauses. For some sensitivécalgmral products, RoO exceptions can
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make the difference in market access. The levetesfrictiveness of RoO is not easily
assessable through trade agreements cf2eses in that sense, the calculation of additional
indicators, based on effective rate of use of pegfees, might be necessary.

5.2 Agricultural policy

Table 3 will present the core tools of agricultysalicy.

The main focus will be applied on support policisspport to production and to income
(main tools in European Union) and to marketing distribution activities (widely spread in
Mercosur). So, the comparison between the two Bleak not be conduced only by looking
at level of support but also on the different wWagttagricultural support is provided.

The support on marketing and distribution side agerdifficult to assess since there are many
public-private partnership. Countries’ embassied @presentations can play an important
role in promoting domestic products. Nonethelesss idifficult to have access to private
investment in this area. Even, the public expemne#un this area is a partial measure, it is still
relevant since by definition policy are “public”dumside a bilateral agreement it is useless to
define objective or constraints for the privatetsec

Financial support through special conditions fai@gture, such as preferential interest rates,
terms and conditions are also used by MERCOSUR tgesn Brazil has special financial
programs for several kinds of agricultural prodscdsmall farmers, agrarian reform
beneficiaries, agro-industries, etc). The Brazilpicy in this area has varied significantly
during the last decades, which do not imply anytiooity in the future but these tools
represent still a support for agricultural actesti As for the CAP, a major argument of
domestic support is the intrinsic risk of agricudtwactivities. It will be interesting to analyze
how MERCOSUR countries and European Union try twesohis problem in presence of
imperfect insurance and capital markets. By the, waywill have to look the existing market
solutions (future and options) that are availablepiroducers of both areas (see infra 5.5).

As in many developing countries, the efficiencyMERCOSUR agriculture is correlated to
the management of the land ownership. Of coursiejezfcy objective should be balanced by

equity and social objectives. Land reform is adristl issue also currently relevant in many

1Y RoO0 are often expressed as percentage of Valuslamdated in the country « of origin » or as a@etage
of domestic intermediate consumptions used. Monedkie “cumulative” aspect of the RoO is cruciathie way
a trade block can benefit from regional integratmexport to the partner block market.
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Latin American countries. Moreover, property regakation is essential for expanding small
farmers' access to bank credit and some policies.

At the same time, looking at the size distributadrfarms is necessary to understand what is
at stake also in Europe. More competition will benslated in more concentration and can

drive unwanted results in European Union as areas® of regional inequalities.

Table 3 Agricultural policy

POLICY CATEGORY VARIABLE NAME DESCRIPTION
Support to production MPS (Mar_ket price suppor_t)_ _ by product and country, level and %
List of main products receiving price suppor by country
Income policy PSE (Producer support estimate) by product and country, level and %
Public expenditures on programs for trade
Marketing and export promotion and export promotion and market information
services

Public expenditures in roads and other
Infrastructure for transport and distribution |infraestructure investments (irrigation,

Marketing and electrification, etc)
Distribution . .
Credit for the storage of agricultural Valge of the loans for the gtorage of
agricultural products, special rates, terms and
products by farmers o
conditions.

Description of the main financial instruments
for facilitating agricultural marketing and the
public resources used.

Value of the loans for the storage of
agricultural products, special rates, terms and
conditions.

Financial instruments for agricultural
marketing

Credit for the storage of agricultural

Intermediate . .
products by agroindustries

Consumption

Intermediate consumption subsidies

Public expenditures on deed property
regularization

Public expenditures on land purchase for the
agrarian reform

Public expenditures, number of beneficiaries,
Agrarian reform area of farms and financial conditions and
terms in agricultural land programs (agrarian
reform and loans for the purchase of land -
"credito rural")

Property regularization

Land Ownership

Size of farms Mean and standard deviation
Main concerns of labelling List of topics
Labelling (quality - |Compulsory information on the labelling
geographical) Ecolabelling measures Yes/No; Public/Private rules
GMO labelling Yes/No; Public/Private rules

Certification capacity

building Number of institutes

Finally, the labelling strategy and certificatioapacities of a country could have drastic
impacts on the way its products are perceived amddcbe exported. Indeed, the main
objective of labelling is consumer information. principle, every norm regarding labelling
falls under the TBT. Only in those cases wherellagerequirements are directly related to
the safety of the products (evidence of additicesitaminants) are these included in the SPS.
The UE applies the concept of labelling relatedomdy to safety issues but also to consumer

protection and fair trade practices, incorporatoigmands that go beyond international
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standards. This can include: (i) country of origihfoods and food ingredients and (ii)

ecolabelling.

The UE regulations will require labelling on all GKodstuffs or feedstuffs, no matter

whether the GM material can still be detected. MEFSUR and other countries in the

multilateral sphere consider these regulations cesearily trade-restrictive and argue that
less restrictive measures could be implementedh@ee the objectives pursued.

There are no harmonised MERCOSUR regulations anrttatter. National legislation rules

therefore in each of the four states.

GMO will certainly give rise to negotiation, whether not they are included in the

agreement. Their exclusion would subject the acoégsoducts derived from or containing

GMO to the regulations of the importing countrydahe Bilateral Agreement could not be
invoked to facilitate the access of these produtt®ir inclusion would bring about heated
debates over the EU’s claim to impose a compuldabglling system according to the

production method. This would increase costs foREOSUR Members States.

Now, we have to give a closer look to SPS and enwental norms and policies.

5.3 Health and environmental policies

Table 4 SPS and environnemental policies variables

POLICY CATEGORY VARIABLE NAME DESCRIPTION
Sanitary and Anlmgl health measures Num_ber of measures _ _
. Restrictiveness of SPS Scoring based on a comparison with
phytosanitary .
measures International Standards
Share of trade affected by SPS %
Farming practices, including branding Number of rules - Index of restrectiveness
Animal welfare policy |Transportation practices Number of rules - Index of restrectiveness
Slaughtering practices Number of rules - Index of restrectiveness
Forest management Certification
Biodiversity Existence of a legislation
Pollution control Description of measures
Water management |— —
g Fiscal measures related to water use Number and description

Mercosur has expressed its willingness to negotia¢esanitary aspects affecting trade in
agricultural products on a country-by-country ba3ikis is mainly due to the four member
States having different commercial priorities conaggg the products of interest, as well as
the need to maintain the sanitary standards of eamimtry, since, unlike the UE,
MERCOSUR does not form a single sanitary area.rdgwstiations on sanitary measures and
wines will be negotiated bilaterally: between tHe &d each member of the MERCOSUR.
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Trade facilitation should aim at the gradual redwctof border controls, inspections and
verifications in origin and the elimination of exys&ve administrative processes that delay
trade operations. Another important objective is tise of transparency mechanisms that
provide legal security and predictability (excharmgfeinformation, communication of any
situation or the provision of information regardisgnitary issues, reliability of the sanitary
services).

For the UE it is clearly preferable to achieve diameity and to end the four-party
negotiations at the same time. For the MERCOSURnNit®ms, simultaneity has the
disadvantage that the pace of the negotiationsimaNitably be that of the slowest. On the
other hand, if the negotiations were not simultaisedhe MERCOSUR countries that fell
behind in the process would be affected by marilggti@cement and trade diversion.

There are substantial differences between the pocation of international standards in the
current law in the EU and MERCOSUR and it will beorthly to made a systematic
comparisons of existing national and internatiosaich as the FAO’'€odex Alimentarius
standards.

The EU has harmonised its Community legislation,ictvhin some cases has higher
requirements than international standards, guidsliand recommendations, or establishes
requirements when these have not yet been inclwitath the international regulation;
Contrary to the situation in the UE, the harmomisabf sanitary and phytosanitary standards,
as well as technical regulations, within MERCOSWseauthe standards set by international
intergovernmental organizations.

Basically, traceability is an instrument that besrto the TBT Agreement sphere. But taking
into account the aim of the measure, it can alsocdmsidered to be within the scope of the
SPS Agreement. The EU applies the concept of thilidgarelated not only to safety matters
(SPS Agreement), but also to consumer protectianfain trade practices (TBT Agreement).
Beef, GMO, fish are all products that require tedakty in the EU. There are opposing views
in relation to traceability in the internationalbdg¢e: some countries admit that traceability
could permit to remove a product from the markeemwh health risk has been detected and to
trace back each participant in the chain until greblem is found. This constitutes a
procedureex postto the emergence of a sanitary problem. In thisseMERCOSUR has
repeatedly pointed out that traceability should bet incorporated into the control and
certification system when the safety of a produan cbe guaranteed through other

management measures
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For the EU and other countries, traceability iseanante procedure, which documents the
production process from the origin to the supermiskelf.

On the animal welfare topic, EU legislation settesuthat are not taken into account in
international regulations. Rules on animal welfegter to (i) agricultural exploitation, (ii)
transportation and (iii) slaughter. The MERCOSURItdes use extensive farming practices
that “naturally” adapt to European Standards. Qietzan be said that animal welfare in the
MERCOSUR countries is of superior quality to thetountries where production is intensive

and confined.

5.4 R&D and Energy policies

Table 5 Research and Bio energy variables

POLICY CATEGORY VARIABLE NAME DESCRIPTION

. Public expenditures on R&D as a percentage
Public R&D of Agricultural GDP
Main firms and public institutions with R&D
activities, public-private and primary sector-
industry partnerships

Qualitative information on public and
R&D private R&D

Number of researchers by educational level

Researchers and/or research units - .
and/or number of public research units

Public expenditures on and number of
beneficiarieson the biofuel programs
Policies to promote the production of ethanol

Public expenditures

Ethanol/Biofuel and biodiesel, considering the following
Policies Agroenergy policy objectives and areas: production capacity and demand,
implementation innovation and technology, social inclusion,

environmental sustentability, legislation and
promotion mechanisms

For MERCOSUR countries, public R&D in agricultuepresents an important part of total
R&D, even if private R&D can be important for sopducts and probably more dynamic.
Information on R&D is especially hard to obtain.bia expenditures on R&D allow having
only a partial view of investments in this areaycsi for some products private investments
can be relevantll. In Europe, the share of agu@lltR&D is less important but
biotechnology development and the expectation t&reeen Chemistry” revolution attract
more resources in this field. The number of Ph2r#sts (public and private sector) in this

domain i s a good indicator of the research paénti

" Trends in private R&D for the selected chain praigdwvill be tackled through qualitative information
(interviews, basically), which can be both, paréiati biased by data availability and WP4 methodplog
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On the bioenergy issue, if European Union has éecit launch an ambitious project,
following the US initiative, Brazil has a robustpexience in this field. Its ethanol policy has
effects in the national sugar and ethanol prodaoctsince Brazil is the leading sugar exporter,
any change in this policy also affects the worlgaumarket. Brazilian ethanol policy has
varied significantly since its beginning and itsremt features do not imply any continuity in
the future. However, the constant rise of fossdrgg prices will emphasize the attractiveness

of this sector.

5.5 Financial environment and Investment framework

In regional agreements, Foreign Direct Investméaite an important role. Most agreements
include a specific part defining common rules fovrpoting investment flows and increasing
the trust of investors. In order to have a prepisture of the current situation and the recent
trend, we will look at FDI flows and stocks. Sindergers and Acquisitions dominate green
field investments, specific variables will be gatteabout them, including the specific cases
of privatizations. Using OECD assessment of thestarg legislation, we will compare the
situation of the different MERCOSUR countries abihwgiir attractiveness of investment.

Last element, as previously noticed, the possigslibffered by financial markets as tools for
risk management are core elements in a liberalaggttulture framework. Moreover, open

markets are often linked to an increase in thel lefresk.

Table 6 FDI and Financial variables

POLICY CATEGORY VARIABLE NAME DESCRIPTION
FDI flows by sector values
FDI flows by partner values
FDI stocks by partner values
FDI legislation FDI stocks by sector values
FDI restrictiveness index OECD index
Merger and Acquisition Number and volume
Privatization and Tenders involving FDI Number and volume
. . Commodity exchanges offering futures and
Financial market and . e
. option markets Number and description
risk management -
Annual Trading volume on future markets

6 Conclusion
Through this paper, we have defined the relevamstijpns to ask before performing a

comparative analysis of agricultural policies. Waed the goals of policies? Who implements
them and how? What are their subjects and the tes#d? At the end, we manage to define

an analytical grid for conducing policy comparisons
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A survey of literature has shown that no standacatgdure is frequently used. Moreover, it
has underlined the risk to make some common mistélke the (ab-)uses of the OECD’s
PSE).

In the following section, we have defined the b$tpolicy items we are going to include in
our comparison. They belong to seven broad categjofigricultural policies, Trade policies,
Macroeconomic policies, R&D policy, Health, Enviroantal and Energy policies.

Last section establishes the list of variables Wh#itallow us to define and compare these
policies. Thanks to this work, we define the frarodwfor the database building (Deliverable

7) and future analysis..
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Policy Broad Category

Policy
measure
name

Official
goals

OECD
classificati
on

Policy scope

Product
coverage
Geographical
coverage

Legislative /

Executive

Time Horizon

Institutional framework

Decicision
making
authorities
Implementing
authorities
Hierarchical
level

Tools of
implementation

List of
variables
List of
aggregated
indicators

Success
assessment

Results

Side effects

adverse
effects for

partners

Energy policy
Environmental policy
Health policy
Macroeconomic policy
R&D policy

Trade policy

Agri. Pol. Price support
Agri. Pol. Income support
Agri. Pol. Supply control
Agri. Pol. Surplus disposal
Agri. Pol. Gen. Services

Independent agency
National Government
Regional Government
Supranational Organisation
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Annex Il

Policy map approach to understanding the balancinact (Botterill, 2003)

Support for the farm business
(economic value)

A

Support for the
Farm family
(non-economic

< > value)

Less intervention

v . .
Less intervention

Figure 1: Locating the policy anchor for
Australian Agricultural Policy

Each of the four quadrants represents policy agbeswhich have struck different balances
between competing values or reflect different squbtical contexts in which the policy was
developed. On the vertical axis are indicated vayyevels of support aimed at achieving
economic outcomes such as productivity improvemantseased output... The horizontal
axis represents government intervention in suppbrhon-economic values. These non-
economic values will vary from country to countrgflecting different dominant ideas within
the community which push up against each otheompeting for policy space.
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Annex Il
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Trade policy Tariffs protection Yes Yes Yes Yes

Trade policy TRQs Yes Yes Yes Yes

Trade policy Rules of Origin Yes Yes Yes Yes

Trade policy NTBs Yes Yes Yes Yes

Trade policy Export taxes/subsidies Yes No Yes Yes

R&D policy R&D in agricultural sectors Yes No Yes Medium
Macroeconomic policy FDI legislation Yes Yes Yes Medium
Macroeconomic policy Financial market and risk management Yes no Yes yes
Macroeconomic policy Infrastructure and Transport policies No No Yes Difficult
Macroeconomic policy Redistribution issue / Cohesion issue No No Yes yes
Macroeconomic policy Exchange rate policy No No No Yes
Macroeconomic policy Education policy No No No Difficult
Macroeconomic policy Tax policy No No No Difficult
Macroeconomic policy Poverty issue No No No Medium

Health policy Sanitary and Phytosanitary measures yes No Yes Yes
Environmental policy Animal welfare policy yes No Yes Yes
Environmental policy Forest management yes No No Yes
Environmental policy Water management yes No No Yes

Energy policy "Ethanol issue" and other biofuel. yes No yes Yes

Agricultural policy Domestic support to production (by product) yes No Yes Yes

Agricultural policy Domestic support to marketing and distribution yes No Yes medium
Agricultural policy Domestic support to farmers income (direct payment) |yes No Yes Yes

Agricultural policy Domestic support to final consumers yes No Yes medium
Agricultural policy Domestic support to intermediate consumers yes No Yes medium
Agricultural policy Labelling (quality - geographical) yes No Yes Yes

Agricultural policy Land ownership policies yes No Yes Yes

Agricultural policy Certification Capacity building yes No Yes Yes
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