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T h i s p a p e r l o o k s a t the q u a n t i t a t i v e i m p l i c a t i o n s of a number o f 
p l a u s i b l e t r a d e l i b e r a l i s a t i o n moves t h a t c o u l d be t a k e n by t h e E u r o p e a n 
Community a f f e c t i n g t r o p i c a l p r o d u c t s . The c o m m o d i t i e s u n d e r 
c o n s i d e r a t i o n a r e c o c o a , c o f f e e , t o b a c c o , r i c e , c a s s a v a (manioc) and t h e 
p r i n c i p a l t r o p i c a l o i l s , p a l m o i l , palm nut o i l and c o c o n u t o i l . 

The p a p e r does n o t e v a l u a t e p o l i c y a d j u s t m e n t s t h a t would i m p l y m a j o r 
changes i n t h e Common A g r i c u l t u r a l P o l i c y . I n d e e d one of t h e o b j e c t s of 
t h e e x e r c i s e has been t o d e t e r m i n e w h e t h e r t h e r e a r e p o s s i b l e a d j u s t m e n t s 
t o t h e t r a d e r e g i m e s f o r c e r t a i n s e n s i t i v e p r o d u c t s l i k e t o b a c c o , r i c e , 
c a s s a v a and v e g e t a b l e o i l s , t h a t w o u l d be o f b e n e f i t t o t h e p r o d u c i n g 
c o u n t r i e s as w e l l as t o t h e consumers i n t h e Community, but w h i c h w o u l d 
not mean s i g n i f i c a n t i n c r e a s e s i n t h e CAP b u d g e t . 

The Community has made i t s " o f f e r " t o t h e t r o p i c a l p r o d u c t s g r o u p w i t h i n 
t h e Uruguay Round n e g o t i a t i o n s , an o f f e r t h a t i s d i s a p p o i n t i n g t o t h e 
d e v e l o p i n g c o u n t r i e s and E u r o p e a n consumers i n t h a t a l l p r o d u c t s s u b j e c t 
t o , o r even t h o s e c o m p e t i t i v e w i t h p r o d u c t s s u b j e c t t o , CAP r e g i m e s a r e 
e x c l u d e d . I f t h e Community has i t s way t h e c h a n c e s o f s i g n i f i c a n t 
l i b e r a l i s a t i o n i n t h e s e s e c t o r s w i l l be d e l a y e d t i l l t h e s u b s t a n t i v e 
i s s u e s of a g r i c u l t u r e g e t d e b a t e d t o w a r d s t h e end of t h e r o u n d . More 
i m p o r t a n t l y t h e c h a n c e s f o r s u b s t a n t i v e l i b e r a l i s a t i o n w i l l be r e d u c e d 
b e c a u s e t h e w e i g h t o f t h e c o u n t r i e s e x p o r t i n g t h e s e c o m m o d i t i e s w i l l be 
weak r e l a t i v e t o t h o s e e x p o r t i n g t e m p e r a t e a g r i c u l t u r a l p r o d u c t s . 
S e c o n d l y t h e a t t e n t i o n g i v e n t o t h e p r o d u c t s of g r e a t e s t i n t e r e s t t o t h e 
t h i r d w o r l d w i l l l i k e l y be more l i m i t e d t h a n i n t h e t r o p i c a l p r o d u c t s 
n e g o t i a t i o n s w h i c h a r e s t i l l due t o be r e s o l v e d i n December o f t h i s y e a r . 

I n t h i s s t u d y a c o n s i d e r a b l e number o f o p t i o n s f o r l i b e r a l i s a t i o n a r e 
a n a l y s e d and f o u n d t o be f e a s i b l e . C l e a r l y a c t i o n u n d e r t a k e n j o i n t l y by 
t h e d e v e l o p e d c o u n t r i e s w o u l d be i d e a l f r o m t h e d e v e l o p i n g c o u n t r i e s 
p o i n t o f v i e w . I f j o i n t a c t i o n o v e r some p r o d u c t s i s n o t f o u n d a c c e p t a b l e 
t o a l l , o r even any o t h e r o f t h e d e v e l o p e d c o u n t r i e s , t h e n t h e Community 
s h o u l d t a k e a c t i o n u n i l a t e r a l l y . 

I t i s c o n s t a n t l y d e m o n s t r a t e d i n t h i s p a p e r t h a t not o n l y w o u l d t h e 
d e v e l o p i n g c o u n t r i e s , i n c l u d i n g i n s e v e r a l c a s e s , t h e Community's 
a s s o c i a t e d A f r i c a n , C a r i b b e a n and P a c i f i c (ACP) s t a t e s , b e n e f i t f r o m a 
r e d u c t i o n o f t h e b a r r i e r s t o t h e i m p o r t s o f t h e i r p r o d u c t s but consumers 
i n t h e Community would a l s o e n j o y i m p o r t a n t g a i n s t h r o u g h c h e a p e r 
f o o d s t u f f s . Where t h e ACP c o u n t r i e s a r e shown t o l o s e o ut from t h e p o l i c y 
c h a nge, t h e i r l o s s i s s o s m a l l compared w i t h t h e g a i n s t o t h e Community 
and t h e o t h e r d e v e l o p i n g c o u n t r i e s , t h a t i t w o u l d be c l e a r l y d e s i r a b l e t o 
go ahead w i t h t h e l i b e r a l i s a t i o n and compensate t h e ACP c o u n t r i e s 
d i r e c t l y . 

I n a l m o s t a l l c a s e s t h e n e t g a i n s t o t h e Community p r o d u c e r s and 
consumers t a k e n t o g e t h e r a r e s u b s t a n t i a l . The s t a t e m e n t i n t h e Community 
p r o p o s a l t o t h e t r o p i c a l p r o d u c t n e g o t i a t i o n s t h a t f r e e r t r a d e and 
c h e a p e r i m p o r t s i s a " b u r d e n " , w h i c h has t o be s h a r e d by t h e d e v e l o p e d 
c o u n t r i e s i s shown q u a n t i t a t i v e l y t o be t h e M e r c a n t i l i s t n o n s e n s e t h a t 
common s e n s e s u g g e s t s . 



B a c k g r o u n d s t a t i s t i c s on t r o p i c a l p r o d u c t s i n s t u d y ; Community i m p o r t s , 
t a r i f f r a t e s and CAP i n t e r v e n t i o n c o s t s i n r e l a t e d s e c t o r s , a v e r a g e 

1985/86, e c u m i l l , and p e r c e n t 

Community i m p o r t s T a r i f f r a t e s ( a ) CAP r e g i m e 
t o t a l GSP ACP MFN GSF • ACP c o s t 

Cocoa beans 1736.5 284.6 1434.5 3. 3. 0. n.a. 
C o f f e e beans 5787.5 3332.8 2438.7 5. 4. 5 0. n.a. 
Tobacco (c) 1502.5 552.5 258.5 5. 7d 5. 7d 0. 822.6 
R i c e 324.7 136.8 48.3 286. 4e e 140. f 71.9 
C a s s a v a 901.2 899.8 1.4 6. 6. 6. 2850.7g 
P a l m o i l 686.3 573 .0 113.0 6. 4. 0. 15 6 9 . I h 
Palm k e r n e l 

o i l 292.8 255.6 37.2 10. 7. 0. h 
Coconut o i l 429.7 384.5 45.2 10. 7. 0. h 

Note a: R a t e s a r e b a s e d on t h e most s i g n i f i c a n t t a r i f f l i n e ; see 
A p p e n d i x 2 f o r more d e t a i l 
b: t o t a l EAGGF g u a r a n t e e e x p e n d i t u r e 
c: b e t t e r q u a l i t y v a r i e t i e s , i . e . Nimexe codes 2401.02 t o 
2401.49. A l l t o b a c c o i m p o r t s a v e r a g e d 1829.2 m i l l , e c u 
d: s p e c i f i c t a r i f f s as p e r c e n t a v e r a g e i m p o r t v a l u e 
e: OECD e s t i m a t e o f p r o d u c e r s u b s i d y e q u i v a l e n t , p r i n c i p a l l y 
t h e v a r i a b l e l e v y . F o r GSP s u p p l i e r s and MFN s u p p l i e r s i t i s 
t h e same. 
f : f o r ACP s u p p l i e r s t h e l e v y i s r e d u c e d . A u t h o r ' s e s t i m a t e 
o f a v e r a g e PSE. See C h a p t e r 6 f o r more d e t a i l s 
g: t h e EAGGF i n t e r v e n t i o n c o s t o f t h e c e r e a l s s e c t o r 
h: t h e EAGGF i n t e r v e n t i o n c o s t of t h e o i l s e e d s e c t o r . 

T a b l e 1 g i v e s some summary i n f o r m a t i o n about t h e p r o d u c t s a n a l y s e d i n 
t h i s p a p e r . They a r e a l l s i g n i f i c a n t components of t r a d e between t h e 
Community and t h e d e v e l o p i n g w o r l d . The t o t a l v a l u e o f Community i m p o r t s 
i n v o l v e d ( t a k i n g 1986-86 a v e r a g e s t h r o u g h o u t ) i s 11.6 b i l l i o n e c u , w h i c h 
compares w i t h a t o t a l i m p o r t b i l l f o r a g r i c u l t u r a l goods o f 47 b i l l i o n 
e c u . T o t a l d e v e l o p i n g c o u n t r y e x p o r t s ( e x c l u d i n g t h e major o i l p r o d u c e r s ) 
came t o 364 b i l l i o n e c u i n 1985 ( t h e 1986 f i g u r e i s n o t y e t a v a i l a b l e ) . 
We c o v e r n e a r l y 11 b i l l i o n e c u o f t h e i r a v e r a g e 1985-86 e x p o r t s . 

I n t h e t e x t t h e c o u n t r i e s t h a t w o u l d b e n e f i t i n p a r t i c u l a r f r o m t h e 
r e m o v a l o f Community t r a d e b a r r i e r s i n t h e i n d i v i d u a l goods a r e 
i d e n t i f i e d . Here i t i s w o r t h p o i n t i n g o u t t h a t t h e Community a c c o u n t s f o r 
52 p e r c e n t o f w o r l d i m p o r t s of c o c o a beans and 45 p e r c e n t o f c o f f e e 
b e a n s . I n r i c e and t o b a c c o t h e f i g u r e s a r e 19 and 43 p e r c e n t . The 
Community i s t h e o n l y s i g n i f i c a n t i m p o r t e r o f c a s s a v a and t a k e s 26 
p e r c e n t of w o r l d e x p o r t s o f t r o p i c a l v e g e t a b l e o i l s . 

I n many c a s e s t h e Community t a k e s a much h i g h e r p r o p o r t i o n of ACP 
e x p o r t s , 84 p e r c e n t o f c o c o a b e a n s , 64 p e r c e n t of c o f f e e b e a n s , 52 



p e r c e n t o f t o b a c c o , 49 p e r c e n t o f r i c e and v i r t u a l l y a l l o f t r o p i c a l 
o i l s . i 

The t a r i f f r a t e s shown i n t h e t a b l e a r e g e n e r a l l y low o r m o d e r a t e . W i t h 
t h e e x c e p t i o n o f r i c e , t h e p r o d u c t s under i n v e s t i g a t i o n a r e not s u b j e c t 
t o t y p i c a l CAP r e g i m e s , t h o u g h i n t e r v e n t i o n b u y i n g does t a k e p l a c e i n 
t o b a c c o and o i l s e e d s . I n t h e c a s e o f b o t h t h e l a t t e r , t h e r e l a t i v e l y l o w 
l e v e l o f i m p o r t b a r r i e r s f o r goods, i n w h i c h t h e Community has a CAP 
r e g i m e , i s due t o t h e f a c t t h a t t h e s e t a r i f f s a r e "bound" u n d e r GATT. 

The l a s t column o f T a b l e 1 g i v e s t h e CAP i n t e r v e n t i o n c o s t s o f t h e 
commodity i t s e l f o r t h o s e of t h e s e c t o r t h r e a t e n e d by t h i r d w o r l d 
i m p o r t s . I n a l l c a s e s , e x c e p t a r g u a b l y f o r r i c e , t h e y a r e s u b s t a n t i a l and 
i t i s not d i f f i c u l t t o u n d e r s t a n d why a g r i c u l t u r a l m i n i s t e r s m i g h t r e a c t 
u n f a v o u r a b l y t o t r a d e l i b e r a l i s a t i o n i d e a s w h i c h t h r e a t e n t o a m p l i f y 
t h e s e e x p e n d i t u r e s . As w i l l be s e e n t h e CAP c o s t s o f i m p l e m e n t i n g t h e 
p r o p o s a l s o u t l i n e d i n t h i s p a p e r a r e g e n e r a l l y m i n o r . I n t h e one c a s e 
where t h e c o s t s a p p e a r s i g n i f i c a n t , i t i s a r g u e d t h a t t h e p o l i c y change 
s h o u l d be b r o u g h t i n g r a d u a l l y . 

C o c o a : The t a r i f f on c o c o a beans i s o n l y 3 p e r c e n t but p r o v i d e s a s m a l l 
m a r g i n o f p r e f e r e n c e f o r t h e ACP e x p o r t e r s , p r i n c i p a l l y t h e C o t e 
d ' l v o i r e . E l i m i n a t i n g t h i s t a r i f f w o u l d b e n e f i t t h e non-ACP e x p o r t e r s , i n 
p a r t i c u l a r B r a z i l and M a l a y s i a . The ACP e x p o r t e r s w o u l d s u f f e r a s l i g h t 
l o s s o f m a r k e t s h a r e i n t h e Community, l a r g e l y made up by a r i s e i n w o r l d 
p r i c e s o f 2.5 p e r c e n t . 

As t h e C o m m i s s i o n document t o t h e t r o p i c a l p r o d u c t s g r o u p i m p l i c i t l y 
a c k n o w l e d g e s , a much more s i g n i f i c a n t s o u r c e o f g a i n f o r t h e p r o d u c i n g 
c o u n t r i e s , w h e t h e r ACP o r n o t , w o u l d be t h e e l i m i n a t i o n o f t h e h i g h 
e x c i s e t a x e s t h a t e x i s t i n c e r t a i n Community s t a t e s . I f t h e a v e r a g e r a t e 
o f t a x , i n c l u d i n g b o t h VAT and e x c i s e t a x e s , on c o c o a p r o d u c t s m t h e 
Community o f 10 p e r c e n t were r e p l a c e d by a u n i f o r m t a x o f 5 p e r c e n t , t h e 
e x p o r t i n g c o u n t r i e s w o u l d e x p e r i e n c e a w e l f a r e g a i n (and i n c r e a s e i n 
f o r e i g n e x c h a n g e e a r n i n g s ) o f o v e r 30 m i l l i o n e c u on t h e i r t r a d e w i t h t h e 
Community, and a f u r t h e r 22 m i l l i o n on t h e i r t r a d e w i t h non-Community 
i m p o r t e r s . The w e l f a r e g a i n s t o Community consumers w o u l d amount t o 46 
m i l l i o n e c u , a f t e r n e t t i n g out t h e l o s s i n t a x r e v e n u e s . 

I t i s t r u e t h a t t h e s e amounts a r e s m a l l r e l a t i v e t o t h e f l u c t u a t i o n s i n 
e a r n i n g s t h a t p r o d u c i n g c o u n t r i e s have undergone i n r e c e n t y e a r s due t o 
t h e v o l a t i l i t y o f c o c o a p r i c e s . However t h i s w o u l d be a p o o r 
j u s t i f i c a t i o n f o r i n a c t i o n . A more l i b e r a l i m p o r t r e g i m e i s n o t 
i n c o n s i s t e n t w i t h a c t i o n on t h e p a r t o f p r o d u c i n g and c o n s u m i n g c o u n t r i e s 
t o r e d u c e p r i c e i n s t a b i l i t y . 

' These f i g u r e s a r e b a s e d on c o m b i n i n g UNCTAD and E u r o s t a t d a t a and 
r e f e r t o 1985 and a r e s u b j e c t t o r e s e r v a t i o n . As so o f t e n h appens, t h e r e -
a r e a p p a r e n t i n c o n s i s t e n c i e s between t h e d a t a s o u r c e s , so t h a t t h e 
t o t a l v a l u e o f Community i m p o r t s f r o m t h e ACP e x c e e d s t o t a l ACP e x p o r t s 
t o t h e w o r l d i n t h e c a s e o f palm o i l . The i n c o n s i s t e n c i e s may o n l y be t h e 
r e s u l t o f u s i n g a n n u a l a v e r a g e s t o make t h e n e c e s s a r y FOB-GIF and 
e xchange r a t e a d j u s t m e n t s , but one s u s p e c t s d e e p e r p r o b l e m s o f d a t a 
c o m p a r a b i l i t y . 



C o f f e e : A s i m i l a r a n a l y s i s was done f o r c o f f e e , where t h e GSP s u p p l i e r s 
a r e now s u b j e c t t o a 4.5 p e r c e n t t a r i f f . A g a i n t h e e f t e c t s of e l i m i n a t i n g 
t h i s t a r i f f a r e s m a l l i n a b s o l u t e t e r m s , b u t t h e j u s t i f i c s t i o u f o r t h e 
t a r i f f , a p r e f e r e n c e f o r t h e ACP c o u n t r i e s , i s shown t o be f a l s e . The ACP 
c o u n t r i e s w o u l d g a i n a l m o s t as much from t h e r i s e i n w o r l d p r i c e s 
f o l l o w i n g t h e e l i m i n a t i o n of t h e Community t a r i f f as t h o y would l o s e on 
the Community m a r k e t . The d i f f e r e n c e c o u l d r e a d i l y be made up t h r o u g h 
d i r e c t a i d f l o w s . 

The e f f e c t s o f e l i m i n a t i n g e x c i s e t a x e s i s c o n s i d e r a b l e . Those a r e o v e r 
40 p e r c e n t i n Germany and o v e r 9 i n I t a l y , a n o t h e r major consumer. 
Consumer g a i n s , n e t o f e x c i s e r e v e n u e l o s s e s , w o u l d amount t o o v e r 530 
m i l l i o n ecu i n t h e Community, o b v i o u s l y c o n c e n t r a t e d on t h e h i g h t a x 
c o u n t r i e s . The p r o d u c i n g c o u n t r i e s w o u l d g a i n 300 m i l l i o n on t r a d e w i t h 
the Community and a f u r t h e r 350 m i l l i o n e c u as a r e s u l t of t h e 5 p e r c e n t 
r i s e i n t h e w o r l d c o f f e e p r i c e . The main b e n e f i c i a r i e s would be C o l o m b i a , 
B r a z i l and t h e I v o r y C o a s t . 

T o b a c c o : T a r i f f s on u n m a n u f a c t u r e d t o b a c c o from non-ACP c o u n t r i e s a r e 
s t i l l s u b s t a n t i a l , p r i m a r i l y i n t h i s c a s e t o g i v e p r o t e c t i o n t o Community 
t o b a c c o f a r m e r s . A v e r a g e r a t e s on GSP i m p o r t s were about 7.5 p e r c e n t i n 
1985 and 1986. On ACP t o b a c c o d u t y i s not c h a r g e d . E l i m i n a t i n g t h e t a r i f f 
on GSP i m p o r t s w o u l d b e n e f i t t h e s e c o u n t r i e s by 25 m i l l i o n e c u . The s m a l l 
c o s t t o t h e ACP s t a t e s f r o m l o s i n g t h e i r p r e f e r e n c e m a r g i n i s more t h a n 
made up by a r i s e i n t h e w o r l d p r i c e o f 4 1/2 p e r c e n t . 

A n o t h e r more r a d i c a l r e f o r m i s a l s o i n v e s t i g a t e d . E s t i m a t e s of t h e 
e f f e c t s of t h e t o t a l l y e l i m i n a t i o n of i n t e r v e n t i o n b u y i n g , p r c i c e s s i n g 
p r e m i a and s u b s i d i s a t i o n o f e x p o r t s of t o b a c c o i n t h e Community show t h a t 
the p r i c e s of t h e h i g h e r q u a l i t y t o b a c c o s a r e b a r e l y changed. The p r i c e s 
of t h e l e s s - f a v o u r e d O r i e n t a l v a r i e t i e s w h i c h t h e Community has t o 
s u b s i d i s e t o s e l l on t h e w o r l d market w i l l r i s e as Community f a r m e r s 
s w i t c h t o t h e h i g h e r v a l u e v a r i e t i e s o r o u t o f t o b a c c o a l t o g e t h e r . 
Community e x p o r t s of t o b a c c o f a l l t o z e r o w h i l e i m p o r t s r i s e 2.5 p e r c e n t , 
b e n e f i t i n g t h e t o b a c c o - p r o d u c i n g c o u n t r i e s . The s a v i n g s on t h e CAP budget 
would have been o v e r 820 m i l l i o n ecu i n 1985/86 and w o u l d be more t o d a y . 

R i c e : T h i s commodity i s s u b j e c t t o t h e a r c h e t y p a l CAP r e g i m e of u n l i m i t e d 
g u a r a n t e e d i n t e r v e n t i o n , e x p o r t s u b s i d i e s and a premium t o e n c o u r a g e 
f a r m e r s t o s h i f t f r o m v a r i e t i e s f o r w h i c h t h e r e i s no demand i n t h e 
Community t o v a r i e t i e s w h i c h t h e Community c o u l d i m p o r t much more c h e a p l y 
f rom a b r o a d . Two s i m u l a t i o n s a r e r e p o r t e d , t h e f i r s t i n v o l v i n g t h e 
a b o l i t i o n of t h e l e v i e s on l o n g - g r a i n e d r i c e a c r o s s t h e b o a r d and t h e 
s e c o n d a b o l i s h i n g them o n l y f o r t h e GSP and ACP c o u n t r i e s . The l a t t e r 
s i m u l a t i o n i s c o n s i s t e n t w i t h t h e FAO I n t e r g o v e r n m e n t a l Group on R i c e 
r e c o m m e n d a t i o n t h a t , i n t e r a l i a , " d e v e l o p e d c o u n t r i e s s h o u l d make a l l 
e f f o r t s t o i m p l e m e n t , i m p r o v e and e n l a r g e GSP schemes f o r r i c e " , and t h u s 
s h o u l d n ot be s e e n as an a g g r e s s i v e t r a d e a c t i o n . 

I h the l a t t e r , t h e p r i c e of paddy r i c e i n t h e Community i s e s t i m a t e d t o 
f a l l 14 p e r c e n t , i m p o r t s from t h e GSP s u p p l i e r s t o r i s e by o v e r 200 
p e r c e n t and t o f a l l t o z e r o f o r MFM s u p p l i e r s ( m a i n l y t h e U n i t e d S t a t e s ) . 
The ACP s t a t e s make a s m a l l g a i n . I f HFN t a r i f f s were a l s o a b o l i s h e d , 
i m p o r t s from t h e MFN c o u n t r i e s would r i s e a t t h e expense o f t h e ACP 
s t a t e s . 



The g a i n s t o t h e Community consumers i n e i t h e r c a s e a r e s u b s t a n t i a l . The 
l o s s e s t o f a r m e r s i n t h e Community a r e v e r y s m a l l , s i n c e o n l y 15 p e r c e n t 
of Community r i c e p r o d u c t i o n i s of t h e l o n g - g r a i n e d ( I n d i c a ) v a r i e t i e g . A 
t a r i f f - r e d u c t i o n p o l i c y w o u l d appear t o be much more r a t i o n a l t h a n t h e 
p r e s e n t c o m b i n a t i o n o f an e x p e n s i v e i n t e r v e n t i o n r e g i m e w i t h s u b s i d i e s t o 
e n c o u r a g e c o n v e r s i o n i n t o what i s l i k e l y t o become a n o t h e r e x p e n s i v e 
i n t e r v e n t i o n r e g i m e . 

C a s s a v a : T h i s p r o d u c t i s i m p o r t e d as a c e r e a l s u b s t i t u t e t o t h e e x t e n t 
t h a t " v o l u n t a r y e x p o r t r e s t r a i n t s " imposed on T h a i l a n d and t h e o t h e r 
p r o d u c i n g c o u n t r i e s a l l o w . At p r e s e n t t h e p r o d u c i n g c o u n t r i e s a r e a b l e t o 
e x p r o p r i a t e a l a r g e "economic r e n t " by p r i c i n g c a s s a v a j u s t low enough t o 
s e l l t h e i r q u o t a s , t h a t i s a t 1 1/2 t o 2 t i m e s t h e p r i c e i t w o u l d 
o t h e r w i s e command. 

S i m u l a t i o n s o f t h e e f f e c t s o f e l i m i n a t i n g t h e q u o t a s a l t o g e t h e r show 
s i g n i f i c a n t g a i n s t o t h e e x p o r t i n g c o u n t r i e s d e s p i t e t h e l o s s o f t h e 
r e n t . I m p o r t s by t h e Community a r e e s t i m a t e d t o r i s e by about 90 p e r c e n t 
and a d d i t i o n a l i n t e r v e n t i o n c o s t s , a s s u m i n g no change i n t h e r e v e n u e s of 
Community c e r e a l f a r m e r s i s a l l o w e d , w o u l d come t o j u s t o v e r 400 m i l l i o n 
e c u . T h i s does not t a k e a c c o u n t of t h e g a i n s t o t h e l i v e s t o c k f a r m e r s i n 
t h e form of c h e a p e r f e e d . Of c o u r s e t h e CAP b u d g e t a r y c o s t c o u l d be 
s p r e a d o v e r a number of y e a r s by g r a d u a l l y l i b e r a l i s i n g t h e q u o t a s as 
c e r e a l i n t e r v e n t i o n i s i n c r e a s i n g l y l i m i t e d by g u a r a n t e e t h r e s h o l d s . 

V e g e t a b l e o i l s : T r o p i c a l v e g e t a b l e o i l s t o some e x t e n t compete w i t h t h e 
o i l s p r o d u c e d f r o m t e m p e r a t e o i l s e e d s grown i n t h e Community, m a i n l y 
r a p e , s u n f l o w e r and, i n c r e a s i n g l y s o y b e a n . GSP t a r i f f s on p a l m o i l , palm 
k e r n e l o i l and c o c o n u t o i l a v e r a g e from a t o 10 p e r c e n t . S i m u l a t i o n s of 
t h e e f f e c t s of e l i m i n a t i n g t h e GSP t a r i f f s on t r o p i c a l o i l s show t h a t 
some s u b s t i t u t i o n by consumers i n t h e Community t o w a r d s t h e s e o i l s from 
t h e t e m p e r a t e s e e d o i l s w ould t a k e p l a c e . Community p r i c e s o f a l l o i l s 
w o u l d f a l l w i t h t h o s e f o r t r o p i c a l o i l s f a l l i n g 6 t o 8 p e r c e n t . Community 
c o n s u m p t i o n o f t r o p i c a l o i l s w ould r i s e f rom 2 1/2 t o 3 p e r c e n t , but t h e 
ACP e x p o r t e r s {some of whom have been a g g r e s s i v e l y i n v e s t i n g i n o i l palm 
p l a n t a t i o n s ) w o u l d s u f f e r i n terms o f t h e i r s h a r e of t h e Community 
m a r k e t . 

However t h e ACP l o s s e s on t h e Community marke t w o u l d i m p l y w e l f a r e c o s t s 
of o n l y about one q u a r t e r of t h e g a i n s t h e p o l i c y change w o u l d b r i n g t o 
t h e Community consumer. I n t h e s e c a s e s t h e use of t a r i f f p r e f e r e n c e s t o 
s u b s i d i s e p a r t i c u l a r c o u n t r i e s i s c l e a r l y a s u b - o p t i m a l p o l i c y . The g a i n s 
t o t h e Community consumer stemming f r o m l o w e r p r i c e s f o r a l l o i l s , n e t of 
t h e l o s s o f incomes t o Community o i l s e e d f a r m e r s , w o u l d amount t o about 
130 m i l l i o n e c u , w h i l e t h e l o s s o f t a r i f f r e v e n u e s w o u l d come t o 62 
m i l l i o n e c u . 

A f u r t h e r e x e r c i s e was done t o d e t e r m i n e t h e e f f e c t s o f t h e p r o p o s e d o i l s 
and f a t s t a x ( o r " s t a b i l i s a t i o n scheme"), w h i c h d e s p i t e t h e e f f o r t s o f 
t h e B r i t i s h and some o t h e r member s t a t e s a t t h e 1987 Copenhagen summit t o 
k i l l i t , a p p e a r s t o be o n l y dormant. I t i s shown t h a t s u c h a t a x w o u l d be 
e x t r e m e l y burdensome t o p r o d u c e r s o u t s i d e t h e Community, b o t h ACP and 
GSP, and consumers i n s i d e . R i s e s i n Community p r i c e s o f v e g e t a b l e o i l s , 
on p l a u s i b l e a s s u m p t i o n s about t h e l e v e l of t h e t a x , w o u l d r a n g e f r o m 40 



t o n e a r l y 60 p e r c e n t , t h e h i g h e s t p e r c e n t a g e i n c r e a s e s a p p l y i n g t o 
t r o p i c a l o i l s . 

Community i m p o r t s o f t r o p i c a l o i l s w o u l d f a l l by 13 p e r c e n t f o r p a l m o i l 
and 9 p e r c e n t f o r t h e l a u r i c a c i d o i l s . B o t h t h e ACP and t h e GSP 
s u p p l i e r s w o u l d l o s e by o v e r 100 m i l l i o n e c u . The l o s s t o Community 
consumers w o u l d amount t o a s t e e p 1700 m i l l i o n e c u . 

P r o c e s s e d p r o d u c t s : I t i s o f t e n a r g u e d t h a t a m a j o r c o n s t r a i n t on t h e 
g r o w t h o f a m a n u f a c t u r i n g s e c t o r i n t h e t h i r d w o r l d i s t a r i f f e s c a l a t i o n 
by t h e d e v e l o p e d c o u n t r i e s w h i c h d i s c r i m i n a t e s a g a i n s t p r o c e s s e d 
p r o d u c t s . W h i l e t h e p a p e r c o n c e n t r a t e s on t r o p i c a l p r o d u c t e x p o r t s i n 
t h e i r c r u d e f o r m , some c a l c u l a t i o n s a r e i n c l u d e d w h i c h show t h e 
r e d u c t i o n s i n t a r i f f s on p r o c e s s e d p r o d u c t s t h a t may be r e q u i r e d i f 
e s c a l a t i o n i s not t o i n c r e a s e . Where GSP t a r i f f s on c e r t a i n u n p r o c e s s e d 
commodity, c o c o a b e a n s , c o f f e e and t o b a c c o f o r e x a m p l e , a r e e l i m i n a t e d , a 
25 p e r c e n t r e d u c t i o n i n t a r i f f s on t h e p r o c e s s e d commodity i s b a r e l y 
enough t o b r i n g a b out a r e d u c t i o n i n e f f e c t i v e p r o t e c t i o n . I f t a r i f f 
r e d u c t i o n s a r e n o t t o i n c r e a s e t h e b i a s a g a i n s t p r o c e s s e d c o m m o d i t i e s , 
t a r i f f c u t s on p r o c e s s e d goods may have t o be a s i g n i f i c a n t m u l t i p l e of 
t h e c u t s on t h e u n p r o c e s s e d g o o d s . O t h e r w i s e t h e r e i s a d a n g e r t h a t t h e 
U ruguay Round w i l l i n c r e a s e e f f e c t i v e p r o t e c t i o n as i t seems t h e Tokyo 
Round d i d i n many c a s e s . 

I n T a b l e 2 an a t t e m p t i s made t o summarise t h e r e s u l t s of t h e s t u d y . 
T h e r e a r e p r o b l e m s o f c o m p a r a b i l i t y b u t t h i s t a b l e does p r e s e n t a v e r y 
r o u g h p i c t u r e of t h e r e l a t i v e g a i n s ( o r l o s s e s ) of i m p l e m e n t i n g t h e 
d i f f e r e n t l i b e r a l i s i n g p o l i c i e s d i s c u s s e d i n t h e body of t h e p a p e r . But 
t h e numbers s h o u l d o n l y be i n t e r p r e t e d i n terms o f t h e d e t a i l s o f t h e 
s i m u l a t i o n s d i s c u s s e d i n t h e i n d i v i d u a l c h a p t e r s . 



Summary of e f f e c t s of trade l i b e r a l i s a t i o n i n i t i a t i v e s discussed i n t h i s 
paper; world p r i c e and trade e f f e c t s (percent change) and welfare impact 

( m i l l , ecu) 

p o l i c y w o r l d 
p r i c e 

EC 
i m p t s 

GSP ACP W e l f a r e c h a n g e s 
e x p t s e x p t s EC GSP ACP 

Cocoa beans 

GSP z e r o r a t e d 
Cons, t a x e s 5% 

2.6 
1.8 

0.2 
1.4 

-0.2 
1.4 

2.1 
1.4 

-3.4 
46.0 

37.6 
25.7 

-2.1 
27.2 

C o f f e e beans 

GSP z e r o r a t e d 
Z e r o EC e x c i s e 

2.5 
5.1 

0.6 
2.9 

1.6 
3.3 

-0.8 
2.4 

36.8 
536.5 

224.3 
465.5 

-14.4 
188.8 

T o b a c c o 

GSP z e r o r a t e d 4.5 
Regime s c r a p p e d 
b e t t e r q u a l i t y 0.2 
l o w e r q u a l i t y 22.0 

0.4 

0.9 
7.7 a 

1.8 

0.9 
7.7 a 

-0.4 

0.9 
7.7 a 

-14.9 

0. 
32.6 

55.9 

n.a. 
n.a. 

7.2 

n.a 
n.a 

R i c e ( l o n g g r a i n ) : 
z e r o l e v i e s on 
GSP/ACP i m p o r t s 0. b 
any i m p o r t s 0. b 

6.9 
19.8 

48.3 -
0.0 

•10.3 
-7.9 

3.3 
14.5 

76.5 
0. 

6.6 
-8.4 

C a s s a v a ( c e n t r a l e s t i m a t e ) : 

No b a r r i e r s 110.6 91.9 91.9 91.9 294.5 488.9 0.8 

T r o p i c a l o i l s 

GSP z e r o r a t e d 
p a l m o i l 
l a u r i c o i l s 

1.2 
1.2 

2.5 
2.9 

3.3 -
3.4 -

-18.9 
-23.9 

56.5 
c 

66.8 
c 

-15.6 
C 

p.m. O i l s and f a t s t a x 
p a l m o i l -2.7 
l a u r i c o i l s -1.8 

-12.7 
-9.0 

-12.7 -
-9.0 

•12.7 
-9.0 

-32.2 
c 

-21.7 
c 

-5.5 
c 

Note a: f a l l i n n e t e x p o r t s by t h e Community 
b: by a s s u m p t i o n ; see t e x t 
c: t o t a l w e l f a r e e f f e c t s f r o m e l i m i n a t i n g GSP t a r i f f s o r i m p o s i n g a 

t a x f o r a l l v e g e t a b l e o i l s g i v e n u nder p a l m o i l h e a d i n g . 



CHAPTER 1 

INTRODUCTION 

I n r e c e n t y e a r s t h e U n i t e d S t a t e s and t h e E u r o p e a n Community h a v e , 
l a r g e l y f o r b u d g e t a r y r e a s o n s , made l i m i t e d moves t o r e d u c e t h e l e v e l of 
p r o t e c t i o n t h e y a f f o r d t h e i r a g r i c u l t u r a l s e c t o r s . O t h e r c o u n t r i e s , m 
p a r t i c u l a r A u s t r a l i a and New Z e a l a n d , have u n d e r t a k e n much more r a d i c a l 
l i b e r a l i s a t i o n . The whole q u e s t i o n o f t h e l i b e r a l i s a t i o n o f a g r i c u l t u r a l 
t r a d e i s now u n d e r d e b a t e w i t h i n t h e c o n t e x t o f t h e Urugu a y Round of 
t r a d e n e g o t i a t i o n s . At p r e s e n t t h e r e i s a wide g u l f between t h e r a d i c a l 
p r o p o s a l s of t h e U n i t e d S t a t e s f o r t h e p r o g r e s s i v e e l i m i n a t i o n of a l l 
s u b s i d i e s w i t h i n a t i m e s c a l e of t e n y e a r s , and t h e much more modest 
p r o p o s a l s of t h e E u r o p e a n Community. N e v e r t h e l e s s some measure of 
agreement by t h e i n d u s t r i a l c o u n t r i e s t o " r e d u c e d i s h a r m o n i e s " i n 
a g r i c u l t u r a l p o l i c y i s l i k e l y and t h i s a l m o s t c e r t a i n l y means s i g n i f i c a n t 
r e d u c t i o n s i n s u b s i d i e s t o f a r m e r s i n t h e d e v e l o p e d c o u n t r i e s . Among t h e 
i m p o r t a n t t r o p i c a l a g r i c u l t u r a l c o m m o d i t i e s t h a t a r e l i k e l y t o be 
a f f e c t e d by g e n e r a l i s e d r e d u c t i o n s i n p r o t e c t i o n i n t h e d e v e l o p e d 
c o u n t r i e s a r e s u g a r , t o b a c c o , r i c e and o i l s e e d s . 

However i t i s l i k e l y t o be some y e a r s b e f o r e t h e f r u i t of s u c h a 
l i b e r a l i s a t i o n i s e v i d e n c e d i n i n c r e a s e d p r i c e s on t h e w o r l d m a r k e t and 
i n c r e a s e d i m p o r t s o f a g r i c u l t u r a l c o m m o d i t i e s from t h e T h i r d W o r l d , and 
even t h e n t h e d e g r e e o f l i b e r a l i s a t i o n i s i n d o u b t . I n t h e meantime t r a d e 
s k i r m i s h e s between t h e d e v e l o p e d e c o n o m i e s can have u n f o r t u n a t e e f f e c t s 
f o r p r o d u c e r s i n t h e d e v e l o p i n g c o u n t r i e s , as f o r example t h e use of t h e 
U.S. E x p o r t Enhancement Programme t o r e l e a s e s u b s t a n t i a l q u a n t i t i e s of 
s o y b e a n s on t h e w o r l d m a r k e t , t h u s d e p r e s s i n g t h e p r i c e s o f o i l s e e d s i n 
g e n e r a l . 

I n t h e d e v e l o p e d c o u n t r i e s , g r o w t h i n o u t p u t of s u b s t i t u t e s t o i m p o r t s 
f r o m t h e t h i r d w o r l d w i l l c o n t i n u e t o be e n c o u r a g e d by s u b s i d i e s t o 
f a r m e r s . Of c o u r s e , c l o s e s u b s t i t u t e s a r e not a v a i l a b l e f o r t r o p i c a l 
b e v e r a g e s and f r u i t s , b u t cane s u g a r , t o b a c c o , r i c e and o i l s e e d p r o d u c e r s 
i n t h e d e v e l o p i n g c o u n t r i e s w i l l s u f f e r f r o m t h e p r o t e c t i o n o f f a r m e r s of 
t h e s e o r a l t e r n a t i v e p r o d u c t s i n t h e d e v e l o p e d c o u n t r i e s . 

T r o p i c a l p r o d u c t s , however, r e t a i n a s p e c i a l s t a t u s m t h e Uruguay Round 
of m u l t i l a t e r a l t a r i f f n e g o t i a t i o n s . I n d e e d e v e r s i n c e t h e e a r l y 1960s, 
t r o p i c a l p r o d u c t s have been a c c o r d e d s p e c i a l t r e a t m e n t . I n t h e c u r r e n t 
r o u n d , o n l y a few c l a s s e s of goods a r e s i n g l e d o ut as s e p a r a t e s u b j e c t s 
f o r n e g o t i a t i o n . These a r e n a t u r a l r e s o u r c e - b a s e d p r o d u c t s , t e x t i l e s and 
c l o t h i n g , a g r i c u l t u r a l p r o d u c t s and t r o p i c a l p r o d u c t s . As r e g a r d s t h e 
l a s t o f t h e s e , t h e P u n t a d e l E s t e M i n i s t e r i a l D e c l a r a t i o n a f f i r m s t h a t 

n e g o t i a t i o n s s h a l l aim a t t h e f u l l e s t 
l i b e r a l i z a t i o n o f t r a d e i n t r o p i c a l 
p r o d u c t s , i n c l u d i n g i n t h e i r p r o c e s s e d 
and s e m i - p r o c e s s e d f o r m s and s h a l l c o v e r 
b o t h t a r i f f and a l l n o n - t a r i f f measures 
a f f e c t i n g t r a d e i n t h e s e p r o d u c t s . 

C o n t r a c t i n g P a r t i e s r e c o g n i z e t h e 
i m p o r t a n c e o f t r a d e i n t r o p i c a l p r o d u c t s 



t o a l a r g e number o f l e s s - d e v e l o p e d 
c o n t r a c t i n g p a r t i e s and a g r e e t h a t 
n e g o t i a t i o n s i n t h i s a r e a s h a l l r e c e i v e 
s p e c i a l a t t e n t i o n , i n c l u d i n g t h e t i m i n g 
o f t h e n e g o t i a t i o n s and t h e i m p l e m e n t a t i o n 
of t h e r e s u l t s as p r o v i d e d i n B { i i ) . ( q u o t e d i n 
Annex 3, F i n g e r and O l e c h o w s k i , 1987) 

P a r a g r a p h B ( i i ) s a y s t h a t a g r e e m e n t s r e a c h e d b e f o r e t h e Round i s 
c o m p l e t e d may be i m p l e m e n t e d on a p r o v i s i o n a l o r on a d e f i n i t i v e b a s i s , 
b u t t h e y " s h a l l be t a k e n i n t o a c c o u n t i n a s s e s s i n g t h e o v e r a l l b a l a n c e o f 
t h e n e g o t i a t i o n s " . 

As e a r l y as 1962 i n r e s p o n s e t o GATT p r e s s u r e , t h e U n i t e d S t a t e s C o n g r e s s 
a u t h o r i s e d n o n - r e c i p r o c a l r e m o v a l o f d u t i e s on t r o p i c a l p r o d u c t s , but 
o n l y u n d e r t h e c o n d i t i o n t h a t o t h e r d e v e l o p e d c o u n t r i e s d i d l i k e w i s e . The 
Community r e f u s e d on t h e g r o u n d s t h a t ACP p r e f e r e n c e w o u l d be t h r e a t e n e d , 
t hough d i d not a p p e a r t o o b j e c t t o t h e e l e m e n t o f n o n - r e c i p r o c i t y i n t h e 
U n i t e d S t a t e s p r o p o s a l . The GATT t r a d e m i n i s t e r s a g r e e d a s i m i l a r 
l i b e r a l i s a t i o n t h e f o l l o w i n g y e a r , b u t a g a i n t h e Community d i s s e n t e d 
t h o u g h n o t on t h e i s s u e of r e c i p r o c i t y (Hudec, 1987, 4 5 ) . 

D u r i n g t h e Tokyo Round, i n t h e n e g o t i a t i n g g r o u p on t r o p i c a l p r o d u c t s , 
t h e d e v e l o p i n g c o u n t r i e s s u b m i t t e d r e q u e s t s f o r MFN c o n c e s s i o n s and GSP 
c o n t r i b u t i o n s f r o m t h e d e v e l o p e d c o u n t r i e s . Of a t o t a l o f 2,220 r e q u e s t s 
c o v e r i n g a g r i c u l t u r a l p r o d u c t s , c o n c e s s i o n s and c o n t r i b u t i o n s were 
g r a n t e d on 1,180 i t e m s . As r e g a r d s n o n - t a r i f f b a r r i e r s (NTBs) , 
c o n c e s s i o n s were g r a n t e d on o n l y 18 i t e m s o u t o f t h e 128 a g r i c u l t u r a l 
i t e m s c o v e r e d by t h e r e q u e s t s (FAO, 1983, 1 2 ) . 

I n t h e c o n t e x t o f t h e Uruguay Round n e g o t i a t i o n s , t h e U n i t e d S t a t e s has 
p r o p o s e d t h e e l i m i n a t i o n of a l l s u p p o r t and p r o t e c t i v e m e a s u r e s on a 
p r i o r i t y l i s t ( t o be a g r e e d i n t h e n e g o t i a t i o n s ) o f t r o p i c a l p r o d u c t s on 
an e x p e d i t e d b a s i s , i . e . a p e r i o d s h o r t e r t h a n t h e t e n - y e a r p e r i o d 
e n v i s a g e d i n t h e U n i t e d S t a t e s b r o a d p r o p o s a l on a g r i c u l t u r e t r a d e . 
Though t h e r e have been some o f f e r s f o r t h e e x t e n s i o n o f p r e f e r e n c e s under 
GSP a r r a n g e m e n t s , n o t a b l y by A u s t r i a and Hungary, o n l y t h e E u r o p e a n 
Community has s u b m i t t e d a more d e t a i l e d p r o p o s a l f o r e l i m i n a t i n g t a r i f f 
and n o n - t a r i f f b a r r i e r s on t r o p i c a l p r o d u c t s . 

The Community P r o p o s a l on T r o p i c a l P r o d u c t s 

From t h e d e v e l o p i n g c o u n t r i e s ' v i e w p o i n t , t h e most d i s a p p o i n t i n g f e a t u r e 
o f t h e Community p r o p o s a l - a more n e u t r a l term t h a n t h e C o m m i s s i o n ' s 
" o f f e r " w h i c h i s l o a d e d w i t h m e r c a n t i l i s t o v e r t o n e s - i s i t s l i m i t e d 
p r o d u c t c o v e r a g e . Among t h e m a j o r u n p r o c e s s e d p r o d u c t s l i s t e d , o n l y 
t r o p i c a l b e v e r a g e s f a c e s i g n i f i c a n t t r a d e b a r r i e r s , t h o u g h t h e 
e l i m i n a t i o n o f r e s i d u a l t a r i f f s on s u c h c o m m o d i t i e s as t r o p i c a l woods, 
n a t u r a l r u b b e r , s p i c e s , e s s e n t i a l o i l s , r e s i n s and t r o p i c a l f r u i t s and 
n u t s , s m a l l t h o u g h t h e y a r e , w i l l be welcome t o c e r t a i n c o u n t r i e s . 

The p r o p o s a l s u g g e s t s t h e e l i m i n a t i o n o f t a r i f f s on t r o p i c a l i n d u s t r i a l 
p r o d u c t s and b e v e r a g e s , but t h e e l i m i n a t i o n o r r e d u c t i o n o f t a r i f f s f o r 
f r e s h o r s e m i - p r o c e s s e d t r o p i c a l a g r i c u l t u r a l p r o d u c t s . T a r i f f r a t e s f o r 
goods s u c h as f r e s h f r u i t s , t i n n e d f r u i t s and f r u i t j u i c e s a r e s t i l l i n 
many c a s e s v e r y h i g h - as h i g h as 40 p e r c e n t on s e v e r a l i t e m s , and 



f r e q u e n t l y o v e r 20 p e r c e n t - and t h e r e i s s t i l l c o n c e r n about c o m p e t i t i o n 
f o r s u b s t i t u t e s p r o d u c e d w i t h i n t h e Community. 

F o r s e m i - p r o c e s s e d i n d u s t r i a l g o o d s , t h e e l i m i n a t i o n o r r e d u c t i o n o f 
t a r i f f s IS p r o p o s e d , and f o r p r o c e s s e d g o o d s , t h e document s p e a k s of a 50 
p e r c e n t r e d u c t i o n . M a n u f a c t u r e d t o b a c c o i s s p e c i f i c a l l y i n c l u d e d . Here 
d u t i e s a r e c u r r e n t l y as h i g h as 90 p e r c e n t f o r c i g a r e t t e s and 117 p e r c e n t 
f o r s m o k i n g t o b a c c o , w i t h o n l y modest r e d u c t i o n s f o r GSP s u p p l i e r s . 

Among o t h e r i n d u s t r i a l goods s p e c i f i c a l l y m e n t i o n e d , t a r i f f s a r e 
c u r r e n t l y h i g h f o r p r o c e s s e d woods, p a r t i c u l a r l y p l y w o o d , v e n e e r e d p a n e l s 
and s i m i l a r a r t i c l e s and, t h o u g h u n d e r t h e Community GSP, t h e r e i s 
t a r i f f - f r e e e n t r y , t h e s e goods a r e s u b j e c t t o t a r i f f q u o t a s and c e i l i n g s . 
N a t u r a l r u b b e r e n t e r s t h e Community t a r i f f - f r e e , w h i l e j u t e and h a r d 
f i b r e s a r e c u r r e n t l y m o s t l y f r e e o f t a r i f f s . Goods m a n u f a c t u r e d from 
t h e s e a r e g e n e r a l l y t a r i f f - f r e e f o r GSP c o u n t r i e s . 

Of c o u r s e even " g e n e r o u s " r e d u c t i o n s o f , s a y , 50 p e r c e n t i n t a r i f f s on 
f i n i s h e d goods, w h i l e t a r i f f s a r e c u t o r a b o l i s h e d on t h e u n p r o c e s s e d 
i n p u t s , may l e a v e e f f e c t i v e p r o t e c t i o n r a t e s even h i g h e r on t h e p r o c e s s e d 
g o ods. T h i s p a p e r i s p r i m a r i l y c o n c e r n e d w i t h u n p r o c e s s e d goods, but i n 
t h e A p p e n d i x some c a l c u l a t i o n s a r e made as t o p l a u s i b l e c h a n g e s i n 
e f f e c t i v e p r o t e c t i o n on p r o c e s s e d g oods. 

The Community p r o p o s a l i n c l u d e s p r o g r e s s i v e e l i m i n a t i o n of n a t i o n a l 
q u a n t i t a t i v e r e s t r i c t i o n s t h o u g h b a n a n a s , t h e most i m p o r t a n t o f 
c o m m o d i t i e s i m p o r t e d under n a t i o n a l q u o t a s o t h e r t h a n s u g a r , i s e x c l u d e d . 
Sugar i s nowhere m e n t i o n e d and does n o t r a t e as a t r o p i c a l p r o d u c t as f a r 
as t h e Community i s c o n c e r n e d . 

I n f a c t t h e p r o p o s a l e x c l u d e s a l l c a s e s where t h e r e i s a Common 
A g r i c u l t u r a l P o l i c y r e g i m e i n t h a t o r a c l o s e l y r e l a t e d p r o d u c t , o r where 
s p e c i a l a r r a n g e m e n t s t o manage t r a d e i n t h e i n t e r e s t s of p a r t i c u l a r 
e x p o r t i n g c o u n t r i e s have been e n t e r e d i n t o . Where p r o d u c t s a r e c l o s e l y 
t i e d up w i t h t h e Common A g r i c u l t u r a l P o l i c y ( C A P ) , t h e Community a r g u e s , 
t h e y s h o u l d be t r e a t e d i n t h e g l o b a l a g r i c u l t u r a l n e g o t i a t i o n s . Among 
t h i s g r o u p , o i l s e e d s and v e g e t a b l e o i l s , t o b a c c o , r i c e and c a s s a v a a r e 
i d e n t i f i e d . P i n e a p p l e s and bananas a r e e x c l u d e d b e c a u s e of t h e i n t e r e s t s 
of p a r t i c u l a r e x p o r t i n g c o u n t r i e s . 

A p a r t f r o m c o v e r a g e t h e d e v e l o p i n g c o u n t r i e s m i g h t w e l l e x p r e s s some 
d i s q u i e t about t h e c o n d i t i o n a l i t y a t t a c h e d t o t h e s e p r o p o s a l s . The 
e a r l i e r a c c e p t a n c e o f n o n - r e c i p r o c i t y i s , i f not l a c k i n g , a t l e a s t 
q u a l i f i e d . 

The annex t o t h e p r o p o s a l s t a t e s t h a t t h e " c o n c e s s i o n s " a r e dependent on 
an " a d e q u a t e d e g r e e o f r e c i p r o c i t y on t h e p a r t o f t h e d e v e l o p i n g 
c o u n t r i e s , where t h e l e v e l of d e v e l o p m e n t and f i n a n c i n g and t r a d e 
r e q u i r e m e n t s a r e s u c h as t o e n a b l e them t o p a r t i c i p a t e more f u l l y i n t h e 
g l o b a l b a l a n c e o f r i g h t s and o b l i g a t i o n s i n t h e GATT s y s t e m " (my 
t r a n s l a t i o n ) . T h i s c l e a r l y l e a v e s room f o r many i n t e r p r e t a t i o n s . I t i s 
i n t e r e s t i n g t h a t o n l y l a s t y e a r , V i n c e n t C a b l e w r o t e t h a t a m a j o r 
a d v a n t a g e o f h a v i n g s e p a r a t e h e g e t i a t i e n s eh t f ^ j i l e a l {jrcidiietg viS that 
" o t h t r forums i n v o l v i n g d e v e l o p i n g c o u n t r i e s a r e l i k e l y t o be d o m i n a t e d 
by t h e c o n c e r n s o f t h e m a j o r NICs and c a u g h t up i n t h e arguments 



Exports of t r o p i c a l products (a) as a percent of t o t a l merchandise 
exports, t o t a l merchandise exports (fob) and per caput i n ­
come f o r countries where the share of t r o p i c a l products i s 

greater than 50 percent, average 1985/86 

Shar e of t r o p i c a l p d t s . T o t a l merch. Income 
i n merch. , e x p o r t s , % e x p o r t s , $ m i l l . c a p u t , 

E q u a t o r i a l 
G u i n e a 100.0 20 n.a. 
Uganda 91.6 199 n.a. 
B u r u n d i 90.9 104 230 

M a l a w i 83.7 282 170 

M a d a g a s c a r 79.1 303 240 
Panama 76.8 281 2100 
Rwanda 75.6 87 280 
T a n z a n i a 75.0 331 290 
C o t e d ' l v o i r e 73.1 2818 660 
E l S a l v a d o r 72.0 643 820 
R e u n i o n 71.4 87 n.a. 

Burma 69.3 312 190 
Ghana 67.4 594 380 
Cameroon 67.2 802 810 
Cuba 65.1 7365 n.a. 
G u a d e l o u p e 62.6 80 n.a. 
E t h i o p i a 62.4 375 110 

C o l o m b i a 59.1 3517 1320 
C e n t r a l 
A f r i c a n R e p u b l i c 58.7 87 260 
C o s t a R i c a 56.1 983 1320 
Kenya 54.9 1020 290 
D o m i n i c a n R e p u b l i c 53.2 809 790 
S r i L a n k a 52.3 1322 380 
M a r t i n i q u e 50.2 125 n.a. 

L e a s t d e v e l o p e d 24.7 7761 200 

N o t e a: r i c e , b a n a n a s , s u g a r , c o f f e e , c o c o a and c o c o a ( e x c . 
c h o c o l a t e ) , t e a , s p i c e s , g r o u n d n u t s and g r o u n d n u t o i l , 
c o p r a , c o c o n u t o i l , p a l m n u t s and k e r n e l s , palranut and p a l m ' 
k e r n e l o i l , t o b a c c o , n a t u r a l r u b b e r , n o n - c o n i f e r o u s t i m b e r , 
j u t e , s i s a l and a b a c a . 

S o u r c e s : e x p o r t d a t a : UNCTAD, 1988; income d a t a : W o r l d Bank, 
1987. 



s u r r o u n d i n g g r a d u a t i o n and r e c i p r o c i t y " ( C a b l e , 1 9 8 7 ) . C l e a r l y t h e 
Community i s n o t about t o l e t t h e r e c i p r o c i t y c a r d r e m a i n u n - p l a y e d m 
t h e t a l l c s on t r o p i c a l p r o d u c t s . 

T h i r d l y t h e o l d c h e s t n u t of " s h a r i n g t h e b u r d e n " of f r e e r t r a d e i s 
r a i s e d . Here t h e demand f o r "a c a l c u l a t i o n of t h e b a l a n c e of g a i n s f o r 
a l l t h e i n d u s t r i a l i s e d c o u n t r i e s , t h e s t a t e - t r a d i n g c o u n t r i e s and t h e 
most a d v a n c e d [ d e v e l o p i n g ] c o u n t r i e s " i s b o t h so i n s u f f i c i e n t l y p r e c i s e 
i n c o n c e p t and c o n t r o v e r s i a l i n p r a c t i c e t h a t i t c l e a r l y l e a v e s p l e n t y of 
o p p o r t u n i t y f o r c r e a t i n g d i f f i c u l t i e s r i g h t up t o t h e l a s t moment. 

The S i g n i f i c a n c e o f T r o p i c a l A g r i c u l t u r a l P r o d u c t s t o t h e D e v e l o p i n g 
C o u n t r i e s 

" A l m o s t 100 d e v e l o p i n g c o u n t r i e s [who] a r e not n e w l y i n d u s t r i a l i s e d 
c o u n t r i e s ( N I C s ) , h i g h income o i l e x p o r t e r s , o r m a j o r l ow-income 
c o u n t r i e s ( I n d i a and C h i n a ) - a l l o f w h i c h have some c a p a c i t y t o 
n e g o t i a t e e f f e c t i v e l y i n t h e i r own i n t e r e s t - a r e o v e r w h e ] m i n g l y 
commodity e x p o r t e r s , m a i n l y o f t r o p i c a l g oods" ( C a b l e , 1987, 1 7 1 ) . I n 
f a c t o f t h e 150 d e v e l o p i n g c o u n t r i e s and t e r r i t o r i e s ( e x c l u d i n g major o i l 
e x p o r t e r s ) f o r w h i c h UNCTAD a s s e m b l e s t r a d e d a t a , o n l y i n 42 c a s e s d i d 
p r i m a r y c o m m o d i t i e s c o n s t i t u t e more t h a n 80 p e r c e n t of m e r c h a n d i s e 
e x p o r t s i n 1985 ( o r t h e l a t e s t a v a i l a b l e y e a r ) (UNCTAD, 1988) . However 
t h e s e i n c l u d e a h i g h p r o p o r t i o n of v e r y low income c o u n t r i e s . Of c o u r s e 
t h i s c a l c u l a t i o n does not a c c o u n t f o r e x - p o r t s o f c o m m o d i t i e s p r o c e s s e d 
i n t h e p r o d u c i n g c o u n t r y , but t h i s w o u l d , s a d l y , ma)ce l i t t l e d i f f e r e n c e . 

F o r d e v e l o p i n g c o u n t r i e s as a w h o l e , t h e s h a r e of p r i m a r y p r o d u c t e x p o r t s 
i n t o t a l m e r c h a n d i s e e x p o r t s i n 1985 was 25.4 p e r c e n t , f o r A f r i c a i t was 
25.4 p e r c e n t , f o r A m e r i c a 40.1 p e r c e n t , f o r A s i a 12.5 p e r c e n t and f o r 
O c e a n i a 66.8 p e r c e n t . U s i n g t h e U.N. g r o u p i n g , t h e s h a r e i n t h e l e a s t 
d e v e l o p e d c o u n t r i e s ' e x p o r t s was 80.6 p e r c e n t . 

Some c o m p i l a t i o n s o f t h e d e p e n d e n c y o f e x p o r t s on t r o p i c a l p r o d u c t s a r e 
p r e s e n t e d m T a b l e 1.1, t o g e t h e r w i t h an i n d i c a t i o n o f per c a p u t i n c o m e s . 
The W o r l d Bank p u t s t h e p e r c a p u t income o f d e v e l o p i n g c o u n t r i e s as a 
whole a t $US 600, so t h a t 11 out o f t h e 18 c o u n t r i e s f o r w h i c h income 
d a t a a r e a v a i l a b l e h ave incomes b e l o w t h a t a v e r a g e . The c o u n t r i e s w i t h o u t 
income f i g u r e s c a n i n most c a s e s be assumed t o be i n t h e v e r y low income 
g r o u p . 

T a b l e 1.2 g i v e s d e pendency r a t i o s f o r some s p e c i f i c t r o p i c a l p r o d u c t s . 
The e x t e n t t o w h i c h c e r t a i n c o u n t r i e s , o f t e n among t h e l e a s t d e v e l o p e d , 
depend on a m o n o c u l t u r e i s w e l l - k n o w n . T h i s t a b l e m e r e l y r e c a l l s t h e h i g h 
d e g r e e o f e x p o r t d e pendency of c e r t a i n c o u n t r i e s on a number o f t r o p i c a l 
p r o d u c t s , some o f w h i c h a r e t h e s u b j e c t o f t h i s p a p e r . 

The v e r y h i g h r a t i o s f o r t h e t r o p i c a l b e v e r a g e s g r o u p may even u n d e r s t a t e 
t h e r i s k f o r t h e o u t p u t o f most of t h e s e c o u n t r i e s i s d i v e r s i f i e d between 
t h e d i f f e r e n t b e v e r a g e s and t h e s e a r e l i a b l e t o s u f f e r t h e same w e a t h e r 
r i s k s . Such d i v e r s i f i c a t i o n does n o t n e c e s s a r i l y p r o t e c t t h e c o u n t r y 
c o n c e r n e d from a d i s a s t r o u s and u n p r e d i c t a b l e f a l l i n e x p o r t s . DependeHcy 
r a t i o s a t e a l s o h i g h f o r a number of t r o p i c a l goods not l i s t e d i n t h e 
t a b l e . The most i m p o r t a n t o f t h e s e a r e s p i c e s i n M a d a g a s c a r (30.0 
p e r c e n t ) and T a n z a n i a (15.7 p e r c e n t ) , t o b a c c o i n M a l a w i (55.2 p e r c e n t ) . 



n a t u r a l r u b b e r i n L i b e r i a (19.0 p e r c e n t ) and j u t e i n B a n g l a d e s h (14.2 
p e r c e n t ) . 

Table 1.2 

Dependency r a t i o s ( r a t i o s of exports of s p e c i f i c products to t o t a l 
exports) i n excess of 10 percent f o r r i c e , bananas, sugar, 

non-coniferous timber and t r o p i c a l beverages, average 
1985/86, percent 

R i c e Bananas Sugar 

Burma 34. .7 Gua d e l o u p e 50. .6 R e u n i o n 69. .4 
T h a i l a n d 13.3 M a r t i n i q u e 50 .0 Cuba 64, .2 
S u r i n a m 12. .3 S t . V i n c e n t and S w a z i l a n d 37. .5 
P a k i s t a n 12. .0 G r e n a d i n e s 39 .7 Guyana 31. .2 

Panama 27, .2 D o m i n i c a n 
C o s t a R i c a 23 .4 R e p u b l i c 28. .9 
S o m a l i a 20 .6 Guadeloupe 11. .6 
Grenada 16 .2 Panama 10. .8 

N o n - c o n i f e r o u s Cocoa C o f f e e 
t i m b e r 

Panama 31. ,7 E q u a t o r i a l Uganda 95. .7 
E q u a t o r i a l G u i n e a 80 .8 B u r u n d i 85, .2 
G u i n e a 31. .0 Ghana 57, .0 Rwanda 68. .0 
B u r u n d i 30. .8 C o t e d ' l v . 32. .0 E l S a l v a d o r 66. ,6 
C e n t r a l A f r . G r e n a d a 22. .8 E t h i o p i a 63. ,0 
R e p u b l i c 23. .8 Cameroon 22 .0 C o l o m b i a 50, .4 
M a l a y s i a 10. ,1 S i e r r a Leone 16, .1 Madagascar 42. ,8 

Togo 15 .9 T a n z a n i a 39, .6 
C e n t r a l A f r . 

Tea R e p u b l i c 35, .4 
Gu a t e m a l a 33, .6 

S r i L a nka 40 .0 C o s t a R i c a 29 .7 
Kenya 25. .2 Cameroon 29. .0 
M a l a w i 23, .7 Kenya 27 .8 

N i c a r a g u a 25, .5 
H a i t i 22. .9 
Z a i r e 20. .1 
Cote d ' l v . 18. ,3 
S i e r r a Leone 14. ,8 
E q u a t o r i a l 
G u i n e a 14. ,5 
D o m i n i c a n 
R e p u b l i c 11. ,5 

S o u r c e : UNCTAD, 1988. 



The s i g n i f i c a n c e o f t r a d e l i b e r a l i s a t i o n i s f u r t h e r e m p h a s i s e d when 
c o n s i d e r a t i o n i s g i v e n t o t h e o u t l o o k f o r commodity p r i c e s o v e r t h e 
medium t e r m . A g a i n t h e l o n g - t e r m t r e n d s i n commodity p r i c e s have been t h e 
s u b j e c t o f g r e a t i n t e r n a t i o n a l c o n c e r n b u t l i m i t e d a c t i o n . The I n t e g r a t e d 
Programme f o r C o m m o d i t i e s i s now a p p a r e n t l y about t o g e t o f f t h e g r o u n d , 
i f i n a c o n s i d e r a b l y a t t e n u a t e d f o r m compared w i t h t h e o r i g i n a l 
p r o p o s a l s . Here we r e c a p i t u l a t e some o f t h e r e a s o n s f o r c o n c e r n about t h e 
commodity p r i c e o u t l o o k , s i n c e t h o s e f a c t o r s t e n d t o r e i n f o r c e t h e c a s e 
f o r a much more l i b e r a l t r a d e p o l i c y on t h e p a r t o f t h e d e v e l o p e d 
c o u n t r i e s v i s - a - v i s t h e e x p o r t s o f t h e d e v e l o p i n g c o u n t r i e s -
There a r e a number o f l o n g - t e r m s t r u c t u r a l f a c t o r s w h i c h a r e l i k e l y t o 
e x e r t g e n e r a l l y d e p r e s s i n g i n f l u e n c e s on commodity p r i c e s . P r o b l e m s of 
s a t u r a t i o n f o r p a r t i c u l a r c o m m o d i t i e s among t h e d e v e l o p e d m a r k e t 
economies a r e l i k e l y t o become more a c u t e . As p e r c a p i t a income 
i n c r e a s e s , t h e r a t e o f e x p a n s i o n o f demand f o r most a g r i c u l t u r a l goods 
s l o w s down and e v e n t u a l l y demand f a i l s t o r e s p o n d t o f u r t h e r income 
i n c r e a s e s ( i . e . t h e t r a d i t i o n a l E n g e l c u r v e a p p r o a c h e s an a s y m p t o t e or 
s a t u r a t i o n p o i n t ) . I n t h e c a s e s o f t h e t r o p i c a l b e v e r a g e s t h i s p o i n t may 
be c l o s e f o r t h e m a j o r i t y of h o u s e h o l d s i n c e r t a i n d e v e l o p e d market 
e c o n o m i e s (DMEs) , i n c l u d i n g t h e U n i t e d S t a t e s , Canada, J a p a n and most of 
t h e c o u n t r i e s o f t h e E u r o p e a n Community. I n t h o s e c o u n t r i e s , t h o u g h , 
r i s i n g r e a l i n c omes i n t h e l o w e r p a r t o f t h e income d i s t r i b u t i o n may 
s t i l l i n d u c e f u r t h e r i n c r e a s e s i n o v e r a l l demand. 

On t h e s u p p l y s i d e , t h e p a s t and p r e s e n t e f f o r t s of many p r o d u c i n g 
c o u n t r i e s t o i n c r e a s e y i e l d s by, i m p r o v i n g c u l t i v a t i o n t e c h n i q u e s and 
s h i f t i n g t o h i g h e r - y i e l d i n g c u l t i v a r s , w i l l c o n t i n u e t o i n c r e a s e t h e 
s u p p l y of many c o m m o d i t i e s , i n c l u d i n g t r o p i c a l b e v e r a g e s and o i l s , f o r 
some y e a r s t o come. T h i s i s n o t o n l y t h e c a s e f o r d e v e l o p i n g c o u n t r i e s . 
Improved y i e l d s i n t o b a c c o , r i c e and o i l s e e d s a r e s t i l l e n c o u r a g e d by 
g o v e r n m e n t s i n N o r t h A m e r i c a and t h e E u r o p e a n Community, b o t h t h r o u g h 
p u b l i c l y - f u n d e d r e s e a r c h and, o f t e n i n d i r e c t l y , t h r o u g h commodity p r i c e 
p o l i c i e s , e v e n where t h e o v e r a l l i n t e n t i o n may be t o r e d u c e o u t p u t . 

The b r o a d l i n e s o f a g r i c u l t u r a l p o l i c y o f t h e U n i t e d S t a t e s and t h e 
E uropean Community a r e b e i n g r e - e v a l u a t e d i n t h e l i g h t o f t h e b u d g e t a r y 
b u r d e n s o f t h e p r e s e n t r e g i m e s . T h e r e i s some r e a s o n f o r hope t h a t t h e 
p r o d u c e r s o f t r o p i c a l p r o d u c t s w i l l a t l a s t f i n d some r e l i e f f r o m t h e 
l o n g - r u n upward t r e n d , w h i c h has c h a r a c t e r i s e d t h e o u t p u t of a number of 
s i m i l a r o r s u b s t i t u t e c o m m o d i t i e s , i n p a r t i c u l a r t o b a c c o , r i c e and 
o i l s e e d s , t o t h e d e v e l o p e d e c o n o m i e s . N e v e r t h e l e s s , t h e r e w i l l be 
t i m e - l a g s i n t h e i m p l e m e n t a t i o n of p o l i c y change. F u r t h e r m o r e as 
t e m p e r a t e f a r m e r s a r e e n c o u r a g e d t o r e d u c e t h e i r o u t p u t o f t h e s e 
c o m m o d i t i e s , t h e y may s w i t c h t o o t h e r c o m m o d i t i e s , f o r example t r o p i c a l 
f r u i t i n A u s t r a l i a , s e m i t r o p i c a l f r u i t and v e g e t a b l e s i n t h e s o u t h e r n 
Community c o u n t r i e s and t h e U n i t e d S t a t e s , w h i c h p r e s e n t new c o m p e t i t i v e 
t h r e a t s t o t h i r d w o r l d f a r m e r s as a g r o u p . 

P r o s p e c t s f o r t h e t o b a c c o market a r e f u r t h e r u o r e p r e j u d i c e d by g r o w i n g 
c o n c e r n s about h e a l t h a s , i n d e e d , a r e t h o s e f o r t h e s a t u r a t e d o i l s w h i c h 
i n c l u d e palm o i l and c o c o n u t o i l . 



E f f o r t s t o s u p p o r t p r i c e s t h r o u g h i n t e r n a t i o n a l commodity a g r e e m e n t s 
i n c o r p o r a t i n g b o t h p r o d u c e r s and c o n s umers o r t h r o u g h s i m p l e p r o d u c e r 
c a r t e l s have had a g e n e r a l l y unhappy h i s t o r y . B u f f e r s t o c k o p e r a t i o n s 
have f r e q u e n t l y come t o an end, e i t h e r b e c a u s e f u n d s f o r p u r c h a s i n g have 
been e x h a u s t e d o r t h e a u t h o r i s e d s t o c k has been r e a c h e d , o r , i n t h e c a s e 
of r i s i n g p r i c e s , t h e s t o c k has r u n o u t . The f o r m e r h a s happened 
p a r t i c u l a r l y where p r i c e s have been d r i v e n by s u p p l y d i s t u r b a n c e s o r 
" e x c e s s " p r o d u c t i o n . 

A l l i n a l l , t o t h e e x t e n t t h a t g e n e r a l i s a t i o n i s w a r r a n t e d s i n c e t h e r e 
a r e i m p o r t a n t d i f f e r e n c e s between c o m m o d i t i e s , t h e o u t l o o k f o r t h e p r i c e s 
of t r o p i c a l f o o d s t u f f s as a w h ole i s m a r r e d by t h e l i k e l y c o n t i n u e d 
e x p a n s i o n o f o u t p u t i n t h e f a c e o f s l u g g i s h demand. The most r e c e n t W o r l d 
Bank p r o j e c t i o n s f o r commodity p r i c e s i n c o n s t a n t d o l l a r s , t h a t i s 
d e f l a t e d by a p r o j e c t e d i n d e x o f p r i c e s o f m a n u f a c t u r e d e x p o r t s , has 
t r o p i c a l b e v e r a g e s and r i c e p r i c e s d e c l i n i n g m a r g i n a l l y f r o m t h e i r 
1985-87 a v e r a g e s t o t h e end o f t h e c e n t u r y , w h i l e t h e r e a l p r i c e o£ 
t o b a c c o shows no t r e n d and t h o s e o f o i l s and f a t s i n c r e a s e b u t by l e s s 
t h a n 1 p e r c e n t p e r y e a r ( W o r l d Bank, 1 9 8 8 ) . 

P u r p o s e of t h i s S t u d y 

T h i s s t u d y p r e s e n t s a q u a n t i f i e d a s s e s s m e n t o f t h e i m p a c t s on t h e 
Community and t h e e x p o r t i n g c o u n t r i e s o f a r a n g e of p l a u s i b l e moves 
l i b e r a l i s i n g t h e i m p o r t s o f a number of i m p o r t a n t t r o p i c a l a g r i c u l t u r a l 
p r o d u c t s , c o c o a , c o f f e e , t o b a c c o , r i c e , c a s s a v a and v e g e t a b l e o i l s . The 
s e l e c t i o n o f p r o d u c t s was b a s e d p r i m a r i l y on t h e i m p o r t a n c e o f t h e 
p r o d u c t s i n t h e e x p o r t s of t h e d e v e l o p i n g c o u n t r i e s and t h e d e g r e e of 
Community p r o t e c t i o n i s m i n q u e s t i o n . Tea and t r o p i c a l woods, w h i c h a r e 
i m p o r t a n t i n t e r m s o f t r a d e f l o w s do n o t f a c e s i g n i f i c a n t t r a d e b a r r i e r s 
and were e x c l u d e d f r o m t h e s t u d y . ' Sugar was e x c l u d e d on t h e g r o u n d s t h a t 
a m a j o r s t u d y w i t h l a r g e l y o v e r l a p p i n g p u r p o s e s i s c u r r e n t l y b e i n g 
u n d e r t a k e n . 

W h i l e w o r l d t r a d e i s r e l a t i v e l y l i m i t e d , c a s s a v a i s an i n t e r e s t i n g c a s e 
b e c a u s e i t i s an a l m o s t p e r f e c t s u b s t i t u t e f o r t h e s t a r c h c o n t e n t of 
Community-produced c e r e a l s and so r a i s e s i s s u e s c e n t r a l t o t h e 
f u n c t i o n i n g o f t h e CAP, and, f u r t h e r m o r e , i s t h e f i r s t i m p o r t a n t example 
o f an a g r i c u l t u r a l p r o d u c t where i m p o r t s have been l i m i t e d by "neo-
p r o t e c t i o n i s t " v o l u n t a r y e x p o r t r e s t r a i n t (VER) a g r e e m e n t s w i t h T h a i l a n d , 
I n d o n e s i a , C h i n a and r e c e n t l y V i e t n a m . 

E s t i m a t e s o f t h e i m p a c t s o f t h e e l i m i n a t i o n of t a r i f f b a r r i e r s ( c o c o a and 
c o f f e e ) o r t h e e x t e n s i o n o f t a r i f f p r e f e r e n c e s t o a l l t h i r d w o r l d 
p r o d u c e r s ( t o b a c c o ) a r e made. I n t h e c a s e s o f r i c e and c a s s a v a , e s t i m a t e s 
o f e l i m i n a t i n g t h e r e l e v a n t n o n - t a r i f f b a r r i e r s a r e made, i . e . t h e 
v a r i a b l e l e v y on r i c e i m p o r t s and t h e VER ( p l u s t a r i f f ) on c a s s a v a 
i m p o r t s , on t h e e x p o r t i n g c o u n t r i e s and on t h e CAP b u d g e t . F o r c o c o a and 
c o f f e e n o n - t a r i f f b a r r i e r s i n t h e f o r m of e x c i s e t a x e s i n c e r t a i n 

1 However t e a i m p o r t s do f a c e s i g n i f i c a n t d i s c r i m i n a t o r y e x c i s e 
t a x e s i n c e r t a i n Community c o u n t r i e s . The e f f e c t s o f e l i m i n a t i n g t h e s e 
t a x e s w o u l d be, r e l a t i v e t o e x i s t i n g c o n s u m p t i o n , s i m i l a r t o t h e e f f e c t s 
o f e l i m i n a t i n g t h e a n a l o g o u s t a x e s on c o f f e e c o n s u m p t i o t i , w h i c h a r e 
d i s c u s s e d i n C h a p t e r 4. 



CornmunitY member s t a t e s a r e more s i g n i f i c a n t t h a n t h e r e l a t i v e l y low 
common t a r i f f s . An e x e r c i s e was done t o e v a l u a t e t h e i m p a c t on t h e 
p r o d u c i n g c o u n t r i e s and on consumers i n t h e Community o f e l i m i n a t i n g 
t h e s e t a x e s . 

The p r i n c i p a l t r o p i c a l v e g e t a b l e o i l s a r e p a l m o i l , c o c o n u t o i l and palm 
k e r n e l o i l . B o t h a r e m a j o r e x p o r t s of S o u t h E a s t A s i a , but i n c r e a s i n g l y 
c e r t a i n c o u n t r i e s i n A f r i c a (Cameroon and C o t e d ' l v o i r e ) and S o u t h 
A m e r i c a (Honduras and B r a z i l ) a r e i n v e s t i n g i n o i l palm p l a n t a t i o n s . 
E s t i m a t e s o f t h e i m p a c t o f e l i m i n a t i n g GSP t a r i f f s on t r o p i c a l o i l s a r e 
i n c l u d e d i n t h e p a p e r , b u t p e r h a p s more i m p o r t a n t a r e t h e e s t i m a t e s of 
t h e e f f e c t s o f t h e p r o p o s e d Community o i l s and f a t s t a x on t h e e x p o r t e r s 
of t h e s e p r o d u c t s (as w e l l as on consumers i n t h e C o mmunity). 

I n s e v e r a l c a s e s c a l c u l a t i o n s were made t o a s s e s s t h e e f f e c t s o f p l a n n e d 
changes i n t h e Common A g r i c u l t u r a l P o l i c y on t h i r d w o r l d e x p o r t e r s of 
c o m p e t i n g p r o d u c t s . The p l a n t o r e d u c e Community o u t p u t o f r o u n d - g r a i n 
r i c e i n f a v o u r o f l o n g - g r a i n a r e e x a m i n e d . I n t h e c a s e o f t h e t o b a c c o 
r e g i m e where t h e d e c l a r e d p u r p o s e i s t o i n c r e a s e Community o u t p u t o f 
h i g h - q u a l i t y v a r i e t i e s and r e d u c e t h a t o f l o w - q u a l i t y v a r i e t i e s , a 
s i m u l a t i o n i s u n d e r t a k e n t o i n v e s t i g a t e t h e e f f e c t s o f a c h i e v i n g t h i s 
g o a l by a l i g n i n g Community p r i c e s t o w o r l d p r i c e s . 

O n l y t h e i m p a c t s of t h e l i b e r a l i s a t i o n o f t r a d e o r i n t e r n a l a g r i c u l t u r a l 
r e g i m e s i n t h e Community a r e a s s e s s e d q u a n t i t a t i v e l y . To t h e e x t e n t t h a t 
o t h e r s i g n i f i c a n t i m p o r t i n g c o u n t r i e s u n d e r t a k e s i m i l a r p o l i c i e s of 
l i b e r a l i s a t i o n , t h e e f f e c t s on t h e p r o d u c i n g c o u n t r i e s and on t h e 
Community c o n s u m e r s , p r o d u c e r s o r CAP budget c o u l d be s i g n i f i c a n t l y 
l e s s e n e d o r i n c r e a s e d . T h i s i s n o t t h e c a s e f o r t r o p i c a l b e v e r a g e s where 
t a r i f f b a r r i e r s o u t s i d e t h e Community a r e n o n - e x i s t e n t o r s m a l l . Nor i s 
It t h e c a s e f o r c a s s a v a w h i c h i s n o t c o m p e t i t i v e as a c e r e a l s u b s t i t u t e 
i n major l i v e s t o c k - p r o d u c i n g c o u n t r i e s o u t s i d e t h e Community. F o r r i c e , 
t a r i f f b a r r i e r s a r e g e n e r a l l y s m a l l , a t l e a s t under GSP a r r a n g e m e n t s , 
t h o u g h t h e r e m o v a l o f J a p a n e s e q u a n t i t a t i v e r e s t r i c t i o n s on r i c e i m p o r t s 
c o u l d u l t i m a t e l y l e a d t o an i n c r e a s e i n t h e w o r l d p r i c e and s o i m p r o v e 
t h e r e l a t i v e g a i n s o f t h e r i c e - e x p o r t i n g c o u n t r i e s v i s - a - v i s t h e 
r i c e - i m p o r t i n g c o u n t r i e s i n c l u d i n g t h e Community. 

J o i n t a c t i o n w o u l d make a d i f f e r e n c e i n t h e c a s e s o f t o b a c c o and o i l s e e d s 
and o i l s e e d p r o d u c t s . Here t a r i f f s and NTBs a r e p r i m a r i l y aimed a t 
p r o t e c t i n g d o m e s t i c p r o d u c e r s and p r o c e s s i n g i n d u s t r i e s . But t h e U n i t e d 
S t a t e s , f o r one, i s n o t g o i n g t o a g r e e r e d u c t i o n s i n t a r i f f s on t h e s e 
c o m m o d i t i e s w h i l e c o n t i n u i n g t o g u a r a n t e e c u r r e n t p r i c e s t o d o m e s t i c 
p r o d u c e r s . They have t h e example of t h e i m p a c t o f s u c h an a r r a n g e m e n t on 
t h e CAP b u d g e t , s i n c e o i l s e e d s (and s o y b e a n s ) e n t e r t h e Community a t a 
(GATT-bound) z e r o t a r i f f . 

Over t i m e t h e r e i s l i k e l y t o be some m u l t i l a t e r a l d i s a r m a m e n t where b o t h 
d o m e s t i c s u b s i d i e s and t r a d e b a r r i e r s a r e d i s m a n t l e d i n p a r a l l e l . T h i s 
s o r t of s c e n a r i o i s s i m u l a t e d i n b r o a d t e r m s i n t h e s t u d i e s o f T y e r s and 
A n d e r s o n ( f o r e x a m p l e , 1987, though t h e s e a u t h o r s do not s p e c i f i c a l l y 
c o n s i d e r o i l s e e d s ) and w i l l u l t i m a t e l y be a n a l y s e d u s i n g t h e OECD T r a d e 
Mandate model (see OECD 1 9 8 7 a ) . 

However t h e aim i s t o a s s e s s t h e i m p a c t o f p l a u s i b l e s h o r t - t e r m p o l i c i e s 
f o r t h e Community. Where s h o r t - r u n m u l t i l a t e r a l a c t i o n i s r u l e d o u t . 



t h e s e have t o be p l a u s i b l e as u n i l a t e r a l p o l i c i e s , and i t i s t h e i m p a c t 
o f Community a c t i o n on i t s own t h a t i s c o n s i d e r e d . 

One f u r t h e r r emark i s n e c e s s a r y b e f o r e c o n s i d e r i n g t h e r e s u l t s o f t h e 
s t u d y . Most of t h e q u a n t i t a t i v e a n a l y s i s c o n c e n t r a t e s on t h e d i r e c t g a i n s 
and l o s s e s t o t h e Community o r t o t h e p r o d u c i n g c o u n t r i e s whose e x p o r t s 
of t r o p i c a l p r o d u c t s t o t h e Community a r e l i b e r a l i s e d , t h o u g h , where 
r e l e v a n t , t h e i m p a c t on o t h e r e x - p o r t e r s t o t h e Community of t h e p r o d u c t 
i n q u e s t i o n i s c o n s i d e r e d . But moves t o l i b e r a l i s e t r a d e t h r o u g h 
e l i m i n a t i n g t a r i f f o r n o n - t a r i f f b a r r i e r s w i l l g e n e r a l l y a f f e c t t h e w o r l d 
p r i c e , g i v e n t h a t i n most c o m m o d i t i e s Community i m p o r t e r s do not f a c e a 
p e r f e c t l y e l a s t i c w o r l d s u p p l y s c h e d u l e . 

"ome o f t h e p o l i c y a d j u s t m e n t s c o n s i d e r e d i n t h i s p a p e r w o u l d have t h e 
e f f e c t of r a i s i n g w o r l d p r i c e s , s i n c e t h e y i n v o l v e g r a n t i n g o r e.Mtending 
t a r i f f p r e f e r e n c e s i n m a r k e t s where s u p p l y s c h e d u l e s a r e l e s s t h a n 
p e r f e c t l y e l a s t i c . 

The e x t e n t t o w h i c h a change i n t h e w o r l d p r i c e w i l l b e n e f i t o r harm t h e 
d e v e l o p i n g c o u n t r i e s , o t h e r t h a n t h r o u g h t h e i r d i r e c t t r a d e r e l a t i o n s 
w i t h t h e Community, w i l l i n t h e f i r s t i n s t a n c e depend p r i n c i p a l l y on 
w h e t h e r th e v a l u e o f t h e i r commodity e x - p o r t s b e n e f i t f r o m h i g h e r w o r l d 
p r i c e s more t h a n t h e v a l u e o f t h e i r commodity i m p o r t s s u f f e r . Where t h e 
i n d i r e c t e f f e c t s of w o r l d p r i c e changes might be s i g n i f i c a n t , e s t i m a t e s 
a r e made t o d e t e r m i n e w h e t h e r t h e w e l f a r e of t h e d e v e l o p i n g c o u n t r i e s as 
a whole w o u l d be s e r i o u s l y a f f e c t e d and w h e t h e r t h e r e w o u l d be m a j o r 
r e d i s t r i b u t i o n a l e f f e c t s among t h e s e c o u n t r i e s . These e s t i m a t e s a r e i n 
p a r t d e s i g n e d t o f o r e s t a l l t h e f a m i l i a r argument t h a t t h e p o l i c y changeg 
under c o n s i d e r a t i o n w o u l d , i n o v e r a l l t e r m s , be damaging t o t h e 
d e v e l o p i n g c o u n t r i e s , e i t h e r b e c a u s e o f t h e e f f e c t s o f h i g h e r p r i c e s on 
t h i r d w o r l d i m p o r t e r s o r t h e e f f e c t s o f l o w e r p r i c e s f o r e x p o r t e r s on 
non-Community m a r k e t s . 

S i n c e t h i s p a p e r i s about e l i m i n a t i n g o r r e d u c i n g t a r i f f and n o n - t a r i f f 
b a r r i e r s on t r o p i c a l p r o d u c t s , p o l i c y a d j u s t m e n t s t h a t c o u l d be 
u n d e r t a k e n r e l a t i v e l y q u i c k l y and w i t h o u t m a j o r b u d g e t a r y c o s t s t o t h e 
CAP, and c e r t a i n l y w i t h o u t c a l l i n g i n t o q u e s t i o n i t s f u n d a m e n t a l 
s t r u c t u r e and o p e r a t i o n , t h e e f f e c t s o f t h e p r o p o s a l s on t h e 
i n t e r n a t i o n a l a l l o c a t i o n o f p r o d u c t i o n a r e m i n o r . 

However i n t h e m a j o r s t u d i e s of t h e i m p a c t o f t h e t o t a l l i b e r a l i s a t i o n of 
a g r i c u l t u r a l m a r k e t s i n t h e Community o r m t h e OECD as a whole (Matthews 
1985, A n d e r s o n and T y e r s 1984, T y e r s and A n d e r s o n 1987b, K o e s t e r and 
Tangermann 1 9 8 5 ) , t h e s e a r e among t h e c r i t i c a l i s s u e s . F o r example i t i s 
q u i t e l i k e l y t h a t t h e d e v e l o p i n g c o u n t r i e s c o u l d p r o d u c e and e x p o r t t o 
t h e d e v e l o p e d c o u n t r i e s many o f t e m p e r a t e zone c o m m o d i t i e s . But t h e - f a c t 
t h a t t h e t h i r d w o r l d i s a n e t i m p o r t e r o f f o o d s t u f f s , and t h a t 
e l i m i n a t i n g a g r i c u l t u r a l p r o t e c t i o n i n t h e d e v e l o p e d c o u n t r i e s w i l l r a i s e 
t h e w o r l d p r i c e of most o f t h e s e , i s , f o r t h e m a j o r i t y o f d e v e l o p i n g 
c o u n t r i e s , s u f f i c i e n t t o s e t them a g a i n s t t h e g o a l o f l i b e r a l i s a t i o n p e r 
s e . One of t h e outcomes of some p r o g r e s s i n t h e U r u g u a y Round on t r o p i c a l 
p r o d u c t s m i g h t be t o a l l a y t h e s u s p i c i o n s and whet t h e a p p e t i t e s o f t h e 
d e v e l o p i n g c o u n t r i e s f o r t h e f u r t h e r o p e n i n g o f t h e a g r i c u l t u r a l m a r k e t s 
o f t h e d e v e l o p e d w o r l d . 



EUROPEAN COMMUNITY TRADE I N TROPICAL PRODUCTS 

The t a b l e b e l o w g i v e s some b a c k g r o u n d i n f o r m a t i o n on Community t r a d e m 
most o f t h e c o m m o d i t i e s d i s c u s s e d i n t h i s p a p e r . Over t h e decade t o 1986 
the volume of Community i m p o r t s o f c o c o a and c o f f e e have grown s t r o n g l y 
and, i n b o t h c a s e s , t h e g r o w t h r a t e was h i g h e r i n t h e s e c o n d h a l f of t h e 
p e r i o d t h a n i n t h e f i r s t . C l e a r l y t h e weakness o f p r i c e s of t h e s e 
c o m m o d i t i e s i n r e c e n t y e a r s c a n n o t be a t t r i b u t e d t o a slowdown i n 
a b s o r p t i o n by t h e Community. 

T a b l e 2.1 

T r e n d s i n t h e volume o f EC i m p o r t s o f t r o p i c a l p r o d u c t s , a c c o r d i n g t o 
g r o u p s o f c o u n t r i e s o f o r i g i n , 1975-80, d e v e l o p i n g c o u n t r i e s ' s h a r e of 
t o t a l i m p o r t s , 1986, and s h a r e i n t o t a l e x p o r t s t o E u r o p e a n Community, 

1975 

a n n u a l g r o w t h r a t e of i m p o r t s f r o m s h a r e i n t o t a l 
i m p o r t s ( e x c . i n t r a - -EC) d e v e l o p i n g c's e x p o r t s t o EC 

as p e r c e n t 
t o t a l d e v e l ­- d e v e l ­ t o t a l i m p o r t s d e v e l ­ d e v e l ­

oped o p i n g oped o p i n g 
Cocoa 
1975-80 1.5 -4.2 1. .6 100 0.7 14.6 
1980-85 4.1 - 4. .1 

C o f f e e 
1975-80 2.2 1.6 2, .3 100 0.4 28.2 
1980-85 3.5 - 3, .5 

U n m a n u f a c t u r e d t o b a c c o 
1975-80 1.1 -1.8 3. .5 64 19.1 7.5 
1980-85 -0.3 -2.5 1. .1 

R i c e 
1975-80 9.1 13.7 1. .9 60 1.7 3.2 
1980-85 3.9 -4.6 15, .5 

C o p r a 
1975-80 • -31.2 -41.5 -31. .2 100 0.01 3.7 
1980-85 -8.7 - -8. .7 

Palm n u t s and k e r n e l s 
1975-80 --17.9 - -17. .9 100 - 0.9 
1980-85 -4.8 - -4. .8 

V e g e t a b l e o i l s (a) 
1975-80 3.2 -14.1 5. .7 92 3.5 15.7 
1980-85 7.0 6.0 7, .1 

Note a: e x c l u d i n g o l i v e , s o y a , c o t t o n s e e d and g r o u n d n u t o i l s 

S o u r c e s : OECD 1987b, 188-89; E u r o s t a t Comext 



Community i m p o r t s o f raw t o b a c c o have s t a r t e d t o s l o w down, r e f l e c t i n g 
t h e d e c l i n e i n c o n s u m p t i o n i n most d e v e l o p e d market e c o n o m i e s ( a l t h o u g h 
t o b a c c o c o n s u m p t i o n i n t h e w o r l d as a w h ole c o n t i n u e s t o r i s e u n d e r t h e 
i m p a c t o f E a s t e r n E u r o p e , C h i n a and c e r t a i n o t h e r d e v e l o p i n g c o u n t r i e s ) . 
Community i m p o r t s f r o m t h e d e v e l o p i n g w o r l d c o n t i n u e t o i n c r e a s e a t t h e 
e x p e n s e p r i m a r i l y o f i m p o r t s f r o m t h e U n i t e d S t a t e s . 

I n r i c e one can see t h e same p a t t e r n o f a s h i f t i n g b a l a n c e o f i m p o r t s i n 
f a v o u r o f t h e t h i r d w o r l d , t h o u g h h e r e i m p o r t s a r e s t i l l g r o w i n g s t r o n g l y 
i f n o t a t t h e h i g h r a t e s r e c o r d e d i n t h e f i r s t h a l f o f t h e d e c a d e . 

T r a d e i n c o p r a and palm n u t s i s r e l a t i v e l y m i n o r , s i n c e t h e b u l k of t h e s e 
p r o d u c t s a r e p r o c e s s e d i n t o o i l and meal i n t h e p r o d u c i n g c o u n t r i e s . 
I m p o r t s of v e g e t a b l e o i l s have been s t r o n g t h r o u g h o u t t h e decade and 
t h e i r g r o w t h r a t e has a c t u a l l y p i c k e d up m r e c e n t y e a r s . A g a i n t h e 
d e v e l o p i n g c o u n t r i e s a r e t h e p r i n c i p a l b e n e f i c i a r i e s . 

T a b l e 2.2 g i v e s a s n a p s h o t of t h e Community p r o d u c t i o n and use of a 
number o f c o m m o d i t i e s , w h i c h t o v a r y i n g d e g r e e s a r e s u b s t i t u t e s f o r t h e 
t r o p i c a l goods d i s c u s s e d i n t h i s p a p e r . C l e a r l y w i t h c o m m o d i t i e s s u c h as 
c o f f e e , c o c o a and t e a , t h e r e a r e no s i g n i f i c a n t s u b s t i t u t e s p r o d u c e d i n 
t h e Community, and s u c h t r a d e b a r r i e r s as c o n f r o n t t h e s e goods a r e 
d e s i g n e d e i t h e r t o p r o t e c t e x p o r t i n g c o u n t r i e s w i t h s p e c i a l p r e f e r e n c e s 
( i n p a r t i c u l a r t h e ACP s t a t e s ) o r , as i s t h e c a s e w i t h e x c i s e t a x e s i n 
c e r t a i n Community c o u n t r i e s , t o y i e l d p u b l i c r e v e n u e . 

Table 2.2 

Production, domestic use, i n t e r v e n t i o n and s e l f - s u f f i c i e n c y (a) 
i n the Community, s e l e c t e d commodities, 1985 and 1987 ( m i l l i o n 

tonnes) 

P r o d u c t i o n D o m e s t i c use I n t e r v e n t i o n S e l f - s u f f ' y 
1985 1987 1985 1987 1985 1987 1985 1986 

r i c e 1.81 1.88 1.13 1.14 160 165 
s o f t wheat 

65.9 66.3 54.6 55.4 10.5 6.4 117 120 
b a r l e y 51.2 47.8 40.9 39.0 2.0 4.1 125 123 
m a i z e 25.4 24.5 29.0 28.1 0.02 88 87 
r a p e s e e d 3.77 6.1 3.9 5.7 97 107 
s u n f l o w e r 
s e e d 2.71 3.6 2.8 3.5 97 97 

s o y a b e a n s 0.33 1.39 12.6 13.0 3 11 

t o b a c c o 0.40 0.40 0.60 n.a. .028 (b) 67 n.a 

N o t e a: S e l f - s u f f i c i e n c y r a t e s a r e c a l c u l a t e d by d i v i d i n g 
p r o d u c t i o n by d o m e s t i c u s e . They may d i f f e r f r o m r a t e s 
c a l c u l a t e d by t h e C o m m i s s i o n w h i c h use a v a r i e t y o f 
d e f i n i t i o n s . 
b: t o b a c c o f r o m t h e s e c r o p s i s s t i l l b e i n g m a r k e t e d and so 
f a r has not been bought i n t o i n t e r v e n t i o n 

S o u r c e : C o m m i s s i o n , 1987b, 1988a 



The o t h e r goods under c o n s i d e r a t i o n a r e e i t h e r p r o d u c e d i n t h e Comirunicy, 
s u c h as t o b a c c o and r i c e , o r have v e r y c l o s e s u b s t i t u t e s w h i c h a r e 
p r o d u c e d i n t h e Community. M a n i o c i s a s u b s t i t u t e f o r t h e s t a r c h 
component of wheat o r c o a r s e g r a i n s f o r use i n compound f e e d s t u i f s . P a l i i 
o i l and c o c o n u t o i l a r e s u b s t i t u t e s f o r r a p e s e e d , s u n f l o w e r s e e d and 
s o y b e a n o i l s . F o r some p u r p o s e s t h e y a r e a l m o s t p e r f e c t s u b s t i t u t e s and, 
f o r o t h e r s , t h e y may be t h e p r e f e r r e d i n g r e d i e n t s o r , i n o t h e r s , t h e y can 
o n l y be s u b s t i t u t e d a f t e r c o s t l y p r o c e s s i n g o r s i g n i f i c a n t d e t e r i o r a t i a r ! 
i n t h e p r o d u c t . 

These c o m p e t i n g goods p r o d u c e d i n t h e Community a r e a l l s u b j e c t t o Corr.nori 
A g r i c u l t u r a l P o l i c y r e g i m e s . Under many o f t h e s e r e g i m e s t h e syste.n o i 
g u a r a n t e e d p r i c e s has c a u s e d o u t p u t t o expand t o and beyond t h e p o i n t o i 
s e l f - s u f f i c i e n c y . As can be seen i n t h e t a b l e , t h e o u t p u t o f r i c e and a l l 
t h e c e r e a l s , e x c e p t m a i z e , has gone beyond s e l f - s u f f i c i e n c y , and t h e 
s u r p l u s has t o be s o l d on t h e w o r l d m a r k e t w i t h a s u b s i d y o r 
" r e s t i t u t i o n " payment. Whether t h i s can be c a l l e d "dumping" o r n o t , tr.e 
e f f e c t i s t o r e d u c e w o r l d p r i c e s f o r t h e s e c o m m o d i t i e s and t h e i r 
s u b s t i t u t e s and t h e e x p o r t e a r n i n g s o f f o r e i g n p r o d u c e r s . 

I n t h e c a s e o f r a p e s e e d and s u n f l o w e r s e e d , Community o u t p u t has o r i s 
j u s t a b o ut r e a c h i n g s e l f - s u f f i c i e n c y , a f t e r a p e r i o d of e x t r e m e l y r a p i d 
o u t p u t g r o w t h . T h e r e a r e c o n s i d e r a b l e c o m p l i c a t i o n s i n a n a l y s i n g t h e s e 
c o m m o d i t i e s , s i n c e t h e y a r e grown f o r two q u i t e d i s t i n c t p u r p o s e s , o i l 
f o r human c o n s u m p t i o n and some i n d u s t r i a l p u r p o s e s , and meal (or cake) as 
a h i g h - p r o t e m i n g r e d i e n t i n t o compound a n i m a l f e e d s . The f i g u r e s m the 
t a b l e f o r c o n s u m p t i o n a r e b a s e d on t h e seed i m p o r t - e x p o r t b a l a n c e and 
p r o d u c t i o n d a t a . Thus t h e y i g n o r e i m p o r t s and e x p o r t s o f o i l s and m e a l, 
and so o n l y t e l l p a r t o f t h e s t o r y , t h o u g h t h e g e n e r a l p i c t u r e g i v e n by 
t h e f i g u r e s i n t h e t a b l e i s a v a l i d one. 

P r o t e c t i o n of T r o p i c a l P r o d u c t s i n t h e E u r o p e a n Community 

D e t a i l s o f t h e E u r o p e a n Community's t a r i f f and n o n - t a r i f f b a r r i e r s f a c i n g 
e x p o r t e r s of t h e p a r t i c u l a r p r o d u c t s d i s c u s s e d i n t h i s p a p e r a r e l i s t e d 
i n A p p e n d i x 2. Here we t a k e a more g e n e r a l l o o k at t h e l e v e l s of 
p r o t e c t i o n f a c i n g t h e a g r i c u l t u r a l e x p o r t s of t h e d e v e l o p i n g c o u n c r i e s t o 
t h e Community, and compare t h e s e w i t h p r o t e c t i o n m t h e o t h e r m a jor 
d e v e l o p e d c o u n t r i e s . 

The OECD has u n d e r t a k e n a s t u d y of a g r i c u l t u r a l p r o t e c t i o n i n t h e DMEs 
u s i n g t h e c o n c e p t s o f p r o d u c e r s u b s i d y e q u i v a l e n t (PSE) and consumer 
s u b s i d y e q u i v a l e n t (CSE) (OECD, 1987a and 1 9 8 7 b ) . C a l c u l a t i o n s u s i n g 
t h e s e c o n c e p t s f o r a number of d e v e l o p i n g c o u n t r i e s have been u n d e r t a k e n 
by t h e U n i t e d S t a t e s Department of A g r i c u l t u r e (USDA, 1987a and 1 9 8 8 a ) . 

T h e i r p u r p o s e i s b r o a d l y t o compare i n t e r n a l DME p r o d u c e r and consumer 
p r i c e s w i t h t h e most a p p r o p r i a t e w o r l d r e f e r e n c e p r i c e and t o a l l o c a t e 
t h e d i f f e r e n c e s t o d i f f e r e n t f a c e t s of a g r i c u l t u r a l m arket p o l i c i e s . I n 
t h e Community, s u p p o r t t o p r o d u c e r s m a i n l y stems f r o m t h e Common 
A g r i c u l t u r a l P o l i c y . The CAP s u p p o r t measures t y p i c a l l y t a k e t h e form of 
t / a r i a b l e i m p o r t l e v i e s ( r e l a t e d t o t a r g e t p r o d u c e r p r i c e s i n t h e 
C ommunity), e x p o r t r e f u n d s , v a r i o u s f o r m s of i n t e r v e n t i o n i n t h e i n t e r n a l 
m arket and c e r t a i n c o m m o d i t y - s p e c i f i c f o r m s of d i r e c t payments t o 
p r o d u c e r s . However u s i n g t h e a c t u a l r a t e s o f i m p o r t l e v y o r e x p o r t r e f u n d 



o r t h e d i f f e r e n c e between t a r g e t and w o r l d r e f e r e n c e p r i c e s w o u l d l e a d t o 
ma j o r p r o b l e m s o f t i m i n g , c o n s i s t e n c y i n c o v e r a g e , q u a l i t y among o t h e r s 
(see OECD, 1987b, 2 4 5 - 4 7 ) . R a t h e r t h e PSEs and CSEs a r e c a l c u l a t e d on t h e 
b a s i s o f d a t a on e x p e n d i t u r e on v a r i o u s h e a d i n g s u n d e r t h e CAP and under 
n a t i o n a l a g r i c u l t u r a l s u p p o r t o r consumer s u b s i d y p r o g r a m s of t h e 
i n d i v i d u a l member s t a t e s , w h i c h a r e t h e n p r o r a t e d o v e r t h e volume of 
Community p r o d u c t i o n and c o n s u m p t i o n of each commodity. D t t a i l s a r e g i v e n 
i n t h e OECD s o u r c e s . 

Average PSEs and CSEs were c a l c u l a t e d f o r t h e p e r i o d 1979/81 i n t h e 
o r i g i n a l OECD s t u d y . They have s i n c e been u p d a t e d f o r e a c h y e a r t o 1986 
by t h e USDA and a r e p r e s e n t e d w i t h c a l c u l a t i o n s f o r 16 i n d i v i d u a l 
c o u n t r i e s ^ m (USDA, 1 9 8 8 a ) . A s e l e c t i o n o f t h e r e s u l t s i s g i v e n i n T a b l e 
1.3. 

T a b l e 2.3 

P r o d u c e r Subsidy E q u i v a l e n t s i n DHE m a r k e t s f o r s e l e c t e d 
c o m m o d i t i e s o f i n t e r e s t t o t h e d e v e l o p i n g c o u n t r i e s , 

a v e r a g e 1982-86 

EC U n i t e d J a p a n Canada A u s t r a : 
S t a t e s 

s u g a r 45.4 77.4 67.6a 34.6 12.9 
b e e f 
and v e a l 44.6 8.7 59.0b 9.9 6.4 

r i c e 46.6 45.2 88.2 - 11.9 
b a r l e y 14.2 28.8 96.9 32.1 14.3 
wheat 25.0c 36.5 97.8 30.4 139.0 
s o y a b e a n s 44.6d 8.5 71.0 13.5 -

Note a: b e e t s u g a r 
b: b e e f 
c: s o f t wheat; PSE f o r durum wheat: 38.4 
d: r a p e s e e d 

S o u r c e : USDA, 1988a 

I t IS c l e a r t h a t f r o m a r e l a t i v e v i e w p o i n t , on t h e b a s i s o f t h e s e 
f i g u r e s , i t w o u l d be wrong t o a r g u e t h a t t h e E u r o p e a n Community i s more 
o r l e s s p r o t e c t i o n i s t t h a n t h e U n i t e d S t a t e s . The f i g u r e s f o r J a p a n a r e 
c o n s i s t e n t l y h i g h e r t h a n t h e o t h e r c o u n t r i e s c i t e d ( o t h e r t h a n f o r s u g a r ) 
and t h e f i g u r e s f o r A u s t r a l i a c o n s i s t e n t l y l o w e r ( o t h e r t h a n f o r wheat) . 
Mor e o v e r i t s h o u l d be p o i n t e d out t h a t , f o r A u s t r a l i a , t h e f i g u r e s a r e 
b a s e d on d a t a w h i c h d i d not y e t f u l l y r e f l e c t t h e r e s u l t s of the, p o l i c y 
of r e d u c i n g p r o t e c t i o n i s m i n a g r i c u l t u r a l m a r k e t s . 

However t h e s e f i g u r e s a r e t h e m s e l v e s s u b j e c t t o c o n s i d e r a b l e 
q u a l i f i c a t i o n . F o r example, no a c c o u n t i s t a k e n o f t h e Community q u o t a s 
on t h e p r o d u c t i o n o f i s o g l u c o s e , and t h u s t h e Community PSE f o r s u g a r i s 

2 A r g e n t i n a , A u s t r a l i a , B r a z i l , Canada, I n d i a , I n d o n e s i a , J a p a n , 
M e x i c o , New Z e a l a n d , N i g e r i a , P a k i s t a n , S o u t h A f r i c a , S o uth K o r e a , 
T a i w a n , T h a i l a n d and t h e U n i t e d S t a t e s . 



l i k e l y t o be u n d e r e s t i m a t e d . A l s o no e f f o r t i s made t o t a k e i n ; c accocr.; 
" e f f e c t i v e " p r o t e c t i o n , so t h e PSEs f o r b e e f and v e a l do not r e f l e c t t h e 
p r o t e c t i o n a c c o r d e d t o c e r e a l s u s e d i n t h e i r p r o d u c t i o n . 

Q u a l i f i c a t i o n s n o t w i t h s t a n d i n g , - t h e h i g h d e g r e e o f p r o t e c t i o n f o r -hese 
c o m m o d i t i e s i n t h e t h r e e m a j o r i n d u s t r i a l m a r k e t s i s s t r i k i n g . The h i g h 
l e v e l s o f p r o t e c t i o n do not o n l y a f f e c t t h e e x p o r t e r s o f t h e l i s t e d 
c o m m o d i t i e s t h e m s e l v e s , but t h o s e o f s u b s t i t u t e c o m m o d i t i e s . O b v i o u s l y 
t h e f a c t t h a t s u g a r b e e t i s b e i n g p r o t e c t e d i n t h e DMEs, r a t h e r t h a n 
s u g a r c a n e , i s l i t t l e c o m f o r t t o t h e cane p r o d u c i n g c o u n t r i e s of t h e 
C a r i b b e a n and L a t i n A m e r i c a . Not o n l y a r e A r g e n t i n a and B r a z i l , m a j o r 
e x p o r t e r s of s o y b e a n s , a f f e c t e d by p r o t e c t i o n on s o y b e a n s and r a p e s e e d , 
but so t o o a r e M a l a y s i a , I n d o n e s i a and t h e P h i l i p p i n e s , w h i c h a r e m a j c r 
p r o d u c e r s of p a l m o i l o r c o c o n u t o i l . T h a i l a n d i s t h e w o r l d ' s m a jor 
e x p o r t e r of c a s s a v a w h i c h competes as an a n i m a l f e e d w i t h f e e d wheat and 
c o a r s e g r a i n s . 

I n t h e c a s e s of t h e t r o p i c a l b e v e r a g e s , w h i c h a r e n o t p r o d u c e d w i t h m t h e 
Community and where t h e r e a r e no c l o s e s u b s t i t u t e s b e n e f i t i n g f r o n t h e 
CAP, l e v e l s o f p r o t e c t i o n a r e c o n s i d e r a b l y l o w e r . T a r i f f s f o r c o c o a , 
c o f f e e and t e a e x i s t p r i m a r i l y t o p r o v i d e some d e g r e e o f " p r e f e r e n c e " t o 
t h e c o u n t r i e s a s s o c i a t e d w i t h t h e Community under t h e Lome C o n v e n t i o n s 
( t h e A f r i c a n , C a r i b b e a n and P a c i f i c o r ACP s t a t e s ) . However i n t h e c a s e 
of t h e t r o p i c a l b e v e r a g e s , c e r t a i n Community member c o u n t r i e s have 
imposed q u i t e s i g n i f i c a n t consumer t a x e s and t h e e l i m i n a t i o n of t h e s e 
w o u l d be o f s i g n i f i c a n t h e l p t o a l l p r o d u c i n g c o u n t r i e s , ACP o r not (see 
C h a p t e r 4) . 

U n f o r t u n a t e l y PSE and CSE c a l c u l a t i o n s have n o t been u n d e r t a k e n f o r 
t o b a c c o , w h i c h f e a t u r e s i n t h i s s t u d y and where Community p r o d u c e r s 
o p e r a t e u nder a CAP r e g i m e . T a r i f f s on u n m a n u f a c t u r e d t o b a c c o t e n d t o be 
h i g h f o r t h e " l e a s t p r e f e r r e d " e x p o r t e r s , p r i m a r i l y t h e U n i t e d S t a t e s 
( o v e r 20 p e r c e n t ) , r e l a t i v e l y l o w (6 t o 14 p e r c e n t ) f o r t h e c o u n t r i e s 
w i t h G e n e r a l i s e d System of P r e f e r e n c e s (GSP) s t a t u s and z e r o f o r ACP 
s t a t e s . Here t h e r e a r e s i g n i f i c a n t consumer t a x e s i n most Community 
s t a t e s and, d e s p i t e l o w e l a s t i c i t i e s of demand f o r t o b a c c o p r o d u c t s , some 
r e d u c t i o n i n t h e s e t a x e s w o u l d be of major b e n e f i t t o a l l t h e e x p o r t i n g 
c o u n t r i e s , t h o u g h t h e r e a r e major h e a l t h c o n s i d e r a t i o n s w h i c h w o u l d make 
s u c h a p o l i c y move c o n t r o v e r s i a l . 



CHAPTER 3 

METHODOLOGY 

I n r e c e n t y e a r s t h e r e has been a f l u r r y o f i n t e r e s t i n t h e e c o n o m e t r i c 
m o d e l l i n g of a g r i c u l t u r a l m a r k e t s . T h i s h a s been t o a l a r g e e x t e n t 
s t i m u l a t e d by i n c r e a s i n g c r i t i c i s m o f t h e p r o t e c t i o n i s t p o l i c i e s of t h e 
major i n t e r n a t i o n a l p l a y e r s , t h e U n i t e d S t a t e s , t h e E u r o p e a n Community 
and J a p a n , and by t h e i n s i s t e n c e o f t h e U n i t e d S t a t e s t h a t , f o r t h e f i r s t 
t i m e , t h e l i b e r a l i s a t i o n o f a g r i c u l t u r a l t r a d e i s t o be a key i s s u e , 
p e r h a p s t h e key i s s u e , i n t h e c u r r e n t U ruguay Round o f m u l t i l a t e r a l t r a d e 
n e g o t i a t i o n s . 

T r a d i t i o n a l l y t h e a n a l y s i s o f b a r r i e r s t o a g r i c u l t u r a l t r a d e has been 
c a r r i e d o u t u s i n g c l a s s i c a l p a r t i a l e q u i l i b r i u m (p.e.) V i n e r i a n m o d e l s . 
The c o m p a r a t i v e a d v a n t a g e s o f p.e. a n a l y s i s a r e i t s t r a n s p a r e n c y and i t s 
s i m p l i c i t y . Some o f t h e b a r r i e r s a s s o c i a t e d w i t h t h e Common A g r i c u l t u r a l 
P o l i c y a r e c o m p l e x . V a r i a b l e l e v i e s t y p i c a l l y i n c l u d e a f i x e d amount as 
w e l l as a v a r i a b l e amount ( r e l a t e d t o t h e d i f f e r e n c e between t h e 
Community's t h r e s h o l d p r i c e and t h e w o r l d p r i c e - i t s e l f c a l c u l a t e d i n 
v a r i o u s w a y s ) , and, p a r t i c u l a r l y w i t h p r o c e s s e d g o o d s , a v a r i e t y of 
a d d i t i o n a l s p e c i f i c o r ad v a l o r e m c h a r g e s . The p r e f e r e n c e g i v e n t o ACP 
c o u n t r i e s may i n c l u d e r e d u c t i o n s o r e x o n e r a t i o n s f r o m some o r a l l o f 
t h e s e . The o f f e r p r i c e f a c i n g a Community p r o d u c e r a t t h e t i m e he must 
make h i s o u t p u t d e c i s i o n s may be an unknown f u t u r e market p r i c e ( w h i c h he 
may o r may not be a b l e t o hedge) o r a known o r unknown i n t e r v e n t i o n 
p r i c e , o r t h e g r e a t e r o f t h e two. Some o f t h e s e c o m p l i c a t i o n s can be 
d e a l t w i t h i n a p.e. a p p r o a c h . F o r a d i s c u s s i o n of t h e a l t e r n a t i v e 
m o d e l l i n g a p p r o a c h e s s e e , p a r t i c u l a r l y . W i n t e r s ( 1 9 8 7 ) . 

T a k i n g a c c o u n t of p r i c e e f f e c t s ( o r c r o s s - p r i c e e l a s t i c i t i e s o f demand 
and s u p p l y ) w i t h i n s p e c i f i c a g r i c u l t u r e m a r k e t s may be a f e a s i b l e 
c o m p l i c a t i o n . T h i s " i n t e r - s e c t o r a l " a p p r o a c h has been d e v e l o p e d by 
B u c k n e l l e t a l (1982) i n t h e f i r s t d e t a i l e d e c o n o m e t r i c a n a l y s i s o f t h e 
Common A g r i c u l t u r a l P o l i c y , t h o u g h t h e s p e c i f i c a t i o n o f t h e " r e s t o f t h e 
w o r l d " i s q u i t e r e s t r i c t e d . The model a s s o c i a t e d w i t h Rodney T y e r s ( s e e , 
among many p u b l i c a t i o n s , T y e r s and A n d e r s o n , 1986 and 1987b) a l s o f o l l o w s 
t h i s a p p r o a c h . I n t h e i r 1986 p u b l i c a t i o n , w h i c h u n d e r l a y much o f t h e 
a n a l y s i s o f a g r i c u l t u r a l p r o t e c t i o n i s m i n t h e 1986 W o r l d Development 
R e p o r t o f t h e W o r l d Bank, t h e a u t h o r s d i s t i n g u i s h s e v e n d i f f e r e n t 
commodity g r o u p s - wheat, c o a r s e g r a i n s , r i c e , b e e f and lamb ( o r r u m i n a n t 
m e a t ) , p o u l t r y and p o r k ( o r n o n - r u m i n a n t m e a t ) , d a i r y p r o d u c t s and s u g a r . 

G o i n g beyond t h e a g r i c u l t u r a l s e c t o r t o make e x p l i c i t economy-wide s u p p l y 
and demand f u n c t i o n s f o r f a c t o r s o f p r o d u c t i o n , t o s p e c i f y b a l a n c e , o f 
payments c o n s t r a i n t s and t o i n c l u d e m a c r o - e c o n o m i c p o l i c y p a r a m e t e r s i s 
th e p u r p o s e o f g e n e r a l e q u i l i b r i u m (g.e.) a p p r o a c h e s . Not s u r p r i s i n g l y 
g.e. models g e n e r a l l y work a t a h i g h d e g r e e o f a g g r e g a t i o n . The most 
a m b i t i o u s model o f t h i s k i n d has p r o b a b l y been t h a t o f t h e I n t e r n a t i o n a l 
I n s t i t u t e o f A p p l i e d S ystems A n a l y s i s ( s e e P a r i k h , 1987 f o r a summary and 
b i b l i o g r a p h y ) , w h i c h u s e s a d i s a g g r e g a t i o n s i m i l a r t o t h a t o f T y e r s and 
A n d e r s o n . 



The more complex t h e mode l , t h a t i s t h e more i t t a k e s i n t o a c c o u n t 
i n t e r r e l a t i o n s h i p s between d i f f e r e n t m a r k e t s , t h e g r e a t e r t h e demands as 
r e g a r d s d a t a and p a r a m e t e r e s t i m a t e s . D e s p i t e t h e w e a l t h of r e s e a r c h t h a t 
has gone i n t o e s t i m a t i n g demand and s u p p l y f u n c t i o n s f o r d i f f e r e n t 
c o m m o d i t i e s , t h e r e i s s t i l l a d e a r t h o f e s t i m a t e s o f c r o s s - p r i c e e f f e c t s . 

The s o l u t i o n a d o p t e d i n t h i s p a p e r i s t o use s i n g l e commodity p.e. 
t e c h n i q u e s where t h e c r o s s - p r i c e e f f e c t s a r e l i k e l y t o be s m a l l , and t o 
r e s o r t t o s e c t o r a l m o d e l l i n g where t h e s e e f f e c t s a r e l i k e l y t o be 
s u b s t a n t i a l . Thus f o r c o c o a and c o f f e e a s i n g l e commodity a p p r o a c h i s 
u s e d , s i n c e t h e r e i s no e c o n o m e t r i c e v i d e n c e t h a t t h e r e a r e s i g n i f i c a n t 
c r o s s - p r i c e e l a s t i c i t i e s of demand, d e s p i t e a number of s t u d i e s 
i n v e s t i g a t i n g t h i s e f f e c t . ^ O n t h e o t h e r hand, where i n t e r - m a r k e t 
r e l a t i o n s h i p s a r e c l e a r l y i m p o r t a n t i n d e t e r m i n i n g t h e e f f e c t s of 
a l t e r n a t i v e t r a d e p o l i c i e s f o r t h e commodity i n q u e s t i o n , we have used a 
s e c t o r a l a p p r o a c h . T o b a c c o i s an ex a m p l e . P e r s u a d i n g t o b a c c o f a r m e r s t o 
s w i t c h from o r i e n t a l s u n - c u r e d v a r i e t i e s t o V i r g i n i a - t y p e o r B u r l e y 
f l u e - o r a i r - c u r e d v a r i e t i e s i s c e n t r a l t o t h e p o l i c y of t h e Community 
f o r d e a l i n g w i t h t h e e x c e s s of low demand t o b a c c o s p r o d u c e d i n Greece and 
I t a l y . S i n c e t h e e l a s t i c i t y of s u p p l y s u b s t i t u t i o n between t h e s e two s e t s 
of v a r i e t i e s i s a c r u c i a l f a c t o r , i t would c l e a r l y be wrong t o assume i t 
at z e r o . The s u b s t i t u t a b i l i t y o f d i f f e r e n t v e g e t a b l e o i l s i s a l s o 
c r i t i c a l as r e g a r d s any l i b e r a l i s a t i o n o f t a r i f f s on palm and c o c o n u t 
o i l s i m p o r t s , s i n c e i t d e t e r m i n e s t h e e f f e c t s of s u c h a p o l i c y on t h e 
m a r k e t s f o r C o mmunity-produced r a p e s e e d and s u n f l o w e r s e e d o i l . 

I t s h o u l d be n o t e d t h a t t h e main d r a w b a c k s of t h e t r a d i t i o n a l one 
commodity p.e. a n a l y s i s a l s o a p p l y e q u a l l y t o i n t e r - s e c t o r a l o r g.e. 
mo d e l s . The f i r s t o f t h e s e d i s a d v a n t a g e s d e r i v e s f r o m t h e u n d e r l y i n g 
a s s u m p t i o n o f p e r f e c t l y c o m p e t i t i v e m a r k e t s , o r where, as i n t h e c a s e o f 
CAP r e g i m e s , minimum g u a r a n t e e d p r i c e s a r e d e t e r m i n e d by o f f i c i a l f i a t , 
t h e p r o d u c e r s and consumers s t i l l o p e r a t e a c c o r d i n g t o t h e b e h a v i o u r a l 
norms of p e r f e c t c o m p e t i t i o n . T h i s e x c l u d e s , f o r e x a m p l e , t h e phenomenon 
o f X - i n e f f i c i e n c y . I n r e a l i t y , a r e d u c t i o n i n t h e p r i c e o f a c e r t a i n 
commodity c o u l d s t i m u l a t e i n c r e a s e d l a b o u r p r o d u c t i v i t y and h i g h e r 
y i e l d s . Hone of t h e s e model a p p r o a c h e s c a p t u r e t h e w e l f a r e g a i n s f r o m 
s u c h a r e s p o n s e . 

S e c o n d l y none o f t h e s e a p p r o a c h e s b e g i n s t o t a c k l e t h e p r o b l e m s o f e i t h e r 
t h e a d j u s t m e n t c o s t s o r t h e dynam i c e f f e c t s of p o l i c y c h a n g e s . The p o l i c y 
c h a n g e s under c o n s i d e r a t i o n a r e g e n e r a l l y l i k e l y t o be r a t h e r m i n o r i n 
t h e i r e f f e c t s of Community f a r m e r s , compared w i t h t h e i m p a c t s of t h e 
c u r r e n t and f u t u r e p l a n s f o r t h e " r e f o r m " of t h e Common A g r i c u l t u r a l 
P o l i c y . I n f a c t a number of t h e s i m u l a t i o n s t a k e c e r t a i n announced o u t p u t 
o b j e c t i v e s and a t - t e m p t t o e s t i m a t e t h e i m p a c t of m e e t i n g t h e s e on t h e 

^ H e r e , however, t h e r e may a p p e a r t o be some i n c o n s i s t e n c y m our 
a p p r o a c h . Me do make some c a l c u l a t i o n s o f t h e e f f e c t s of a l l o w i n g t h e 
use o f palm o i l as a s u b s t i t u t e f o r c o c o a o i l o r b u t t e r i n t h e 
p r o d u c t i o n o f c h o c o l a t e . However t h i s i s a s p e c i a l c a s e - t h e use o f 
palm o i l i s c u r r e n t l y l i m i t e d by l a w , n o t by p r i c e . L i b e r a l i s i n g t r a d e 
a l o n e w o u l d have no i m p a c t on t h i s use o f palm o i l , thtiltsfh i t i s t i H c 
t h a t d e r e g u l a t i n g t h e use o f p a l m o i l i n c h o c o l a t e m a n u f a c t u r e would have 
m a r g i n a l i m p a c t s on c o c o a and p a l m o i l p r i c e s , w h i c h we have n o t 
e s t i m a t e d . 



p r o d u c e r s of s u b s t i t u t e s i n t h e t h i r d w o r l d . I n o t h e r c a s e s where an 
i m p o r t r e g i m e i s l i b e r a l i s e d , t h e a s s u m p t i o n c a n be made t h a t Community 
f a r m e r s a r e p r o t e c t e d by a c o n t i n u a n c e o f t h e g u a r a n t e e d p r i c e s y s t e m , 
p e r h a p s s u b j e c t t o t h r e s h o l d s on amounts b o u g h t - i n , o r by d i r e c t income 
s u b s i d i e s . I n e i t h e r e v e n t t h e p a t h of f a r m i n c o m e s w i l l n o t be g r e a t l y 
c h a nged. The CAP budget t a k e s t h e s t r a i n . I f t h e a l t e r n a t i v e a s s u m p t i o n 
IS made t o t h e e f f e c t t h a t o v e r a l l CAP e x p e n d i t u r e s a r e f i x e d , t h e n i t 
can be assumed t h a t t h e a d d i t i o n a l s e c t o r a l c o s t s a r e o f f s e t by somewhat 
r e d u c e d incomes f o r a l l Community f a r m e r s . 

F o r t h e p r o d u c e r s i n t h e d e v e l o p i n g c o u n t r i e s , t h e d y n a m i c e f f e c t s may be 
c o n s i d e r a b l y more i m p o r t a n t . I f l i b e r a l i s a t i o n g i v e s a b o o s t t o 
p r o d u c t i o n , i t may a t t h e same t i m e p e r m i t t h e e x p l o i t a t i o n o f e c o n o m i e s 
o f s c a l e ( f o r e x a m p l e , u s i n g c l o n a l and o t h e r b i o t e c h n o l o g y ) , e n c o u r a g e 
i m p r o v e d a g r o n o m i c management, l e a d t o t h e d e v e l o p m e n t o f t e c h n i c a l 
s k i l l s and so on. The e f f e c t s o f s u c h d e v e l o p m e n t s may have major 
macro-economic i m p l i c a t i o n s . I f t r a d e l i b e r a l i s a t i o n a l s o p e r m i t s t h e 
s i g n i f i c a n t e x p a n s i o n o f a p r o c e s s i n g i n d u s t r y , t h e dynamic e f f e c t s a r e 
l i k e l y t o be c o n s i d e r a b l y e n h a n c e d . 

However i t i s not p o s s i b l e t o g e n e r a l i s e about t h e dynamic e f f e c t s . They 
w i l l d i f f e r from c o u n t r y t o c o u n t r y and from commodity t o commodity. The 
dynamic e f f e c t s can o n l y be a s s e s s e d by s t u d y i n g t h e c o n d i t i o n s p e c u l i a r 
t o a g i v e n c o u n t r y , i n p a r t i c u l a r t h e e x i s t e n c e of t e c h n i c a l and 
m a n a g e r i a l s k i l l s , t h e a v a i l a b i l i t y o f i n v e s t m e n t f i n a n c e , o p p o r t u n i t i e s 
f o r d e v e l o p i n g d ownstream o r u p s t r e a m a c t i v i t i e s , m a r k e t s f o r b y - p r o d u c t s 
and so on. I n o t h e r words s u c h s t u d i e s need t o be c o v e r a l l t h e g r o u n d o f 
t h o r o u g h p r o j e c t a p p r a i s a l . 

The M o d e l 

The f l e x i b i l i t y and t h e t r a n s p a r e n c y o f t h e t r a d i t i o n a l V i n e r i a n p.e. 
a n a l y s i s a r e i t s g r e a t a d v a n t a g e s . F o r e x a m p l e , w h i l e i t was o r i g i n a l l y 
d e v e l o p e d , f i r s t , t o d e m o n s t r a t e and, t h e n , t o c a l c u l a t e t h e w e l f a r e 
g a i n s of customs u n i o n f o r m a t i o n , i t has been u s e d t o q u a n t i f y g a i n s f r o m 
t h e e l i m i n a t i o n o f t a r i f f s i n t h e Tokyo Round, t h e e s t a b l i s h m e n t o f 
s y s t e m s of t r a d e p r e f e r e n c e w i t h o r w i t h o u t t a r i f f q u o t a s and v a r i o u s 
t y p e s of n o n - t a r i f f b a r r i e r s w i t h i n t h e E u r o p e a n Community ( C l i n e e t a l . 
1978, D a v e n p o r t 1986, C a w l e y and D a v e n p o r t 1 9 8 8 ) . 

T h e r e a r e a number o f ways o f g o i n g f r o m t h e s i n g l e good c a s e t o t h e 
s e c t o r a l c a s e . The model u s e d i n t h i s p a p e r i s s i m i l a r t o t h e model used 
by T a r r t o examine t h e e f f e c t s of " v o l u n t a r y r e s t r a i n t a g r e e m e n t s " on 
s t e e l e x p o r t s from K o r e a and o t h e r c o u n t r i e s t o t h e U n i t e d S t a t e s and t h e 
Community ( 1 9 8 7 ) , t h o u g h we d e a l w i t h a w i d e r s p e c t r u m o f t r a d e b a r r i e r s . 

S t a r t i n g w i t h p r i c e , t r a d e and o u t p u t d a t a and d e t a i l s of t h e t r a d e 
r e g i m e ( t a r i f f s , v a r i a b l e l e v i e s , q u o t a s , i n t e r v e n t i o n p r i c e s ) , t h e mo'del 
w i l l g e n e r a t e new p r i c e , o u t p u t and t r a d e v e c t o r s , g i v e n some change i n 
t h a t r e g i m e . W e l f a r e measures a r e t h e n c a l c u l a t e d i n t h e t r a d i t i o n a l way. 
In t h e c a s e o f t h e e l i m i n a t i o n o f a t a r i f f t h e r e w i l l be t h e consumer and 
p r o d u c e r s u r p l u s t r i a n g l e s and t h e t r a n s f e r o f t h e w e l f a r e e q u i v a l e n t o f 
t h e t a r i f f r e v e n u e . 

Some s t u d i e s use H i c k s i a n w e l f a r e m easures o f c o m p e n s a t e d v a r i a t i o n o r 
e q u i v a l e n t v a r i a t i o n . However as J e o n and von F u r s t e n b e r g (1986) 



d e m o n s t r a t e , i t i s d o u b t f u l w h e t h e r any a d d i t i o n a l p r e c i s i o n i s t o b= 
g a i n e d by t h e s e t h e o r e t i c a l l y p r e f e r a b l e m e a s u r e s . Where c o m p a r i s c n s -lib. 
s i m p l e M a r s h a l l i a n e s t i m a t e s have been made t h e d i f f e r e n c e s have a - c u n t e d 
t o no more t h a n a few p e r c e n t - a g e p o i n t s , w e l l w i t h i n t h e r a n g e of 
u n c e r t a i n t y a s s o c i a t e d w i t h t h e e l a s t i c i t y e s t i m a t e s . I n a d d i t i o n - h e r e 
t h e r e i s o n l y one p r i c e c h ange, i n t e g r a b i l i t y i s assumed and t h e 
compensated demand c u r v e i s l i n e a r , t h e CV and EV f o r m u l a e r e d u c e t o t h e 
H i c k s i a n t r i a n g l e , (p. 298) As r e g a r d s p r o d u c e r s u r p l u s measurer.ents, 
J e o n and von F u r s t e n b e r g c i t e t h e o r e t i c a l a t t e m p t s t o draw a n a l o g i e s v i t h 
consumer s u r p l u s a n a l y s i s , "when th e p r o d u c e r s u r p l u s a n a l y s i s was 
a p p l i e d t o f a c t o r i n p u t s , o r d i n a r y and compensated f a c t o r demand c u r v e s 
were f o u n d t o be e x a c t c o u n t e r p a r t s o f o r d i n a r y and c ompensated der-anc 
c u r v e s i n consumer s u r p l u s a n a l y s i s " (p. 3 8 6 ) . By t h e same t o k e n t h e l o s s 
i n p r e c i s i o n f r o m u s i n g t h e H i c k s i a n measure i s l i k e l y t o be s m a l l . 

I n t h e c a s e o f a q u o t a , t h e w e l f a r e g a i n s a r e g r e a t e r b e c a u s e t h e r e i s nc 
o f f s e t t i n g l o s s o f t a r i f f r e v e n u e . S u p p l e m e n t a r y c a l c u l a t i o n s , s u c h as of 
t h e i m p a c t o f t h e p o l i c y change on t h e Common A g r i c u l t u r a l P o l i c y budget 
and on t h e f o r e i g n exchange r e v e n u e s of t h e e x p o r t i n g c o u n t r i e s , can a l s o 
be made. D e t a i l s o f t h e d a t a s o u r c e s and e l a s t i c i t y a s s u m p t i o n s a r e g i v e n 
i n A p p e n d i x 2. 

A p p e n d i x : The M a t h e m a t i c a l S t r u c t u r e o f t h e Model 

Community demand and s u p p l y s c h e d u l e s a r e s p e c i f i e d f o r each good 
w i t h i n t h e s e c t o r . O n l y e x c e s s s u p p l y s c h e d u l e s a r e s p e c i f i e d f o r 
t h e r e s t of t h e w o r l d , w h i c h i s t y p i c a l l y d i v i d e d i n t o t h r e e 
r e g i o n s , t h e ACP s t a t e s , t h e G S P - e l i g i b l e e x p o r t i n g c o u n t r i e s and 
t h e M F N - t a r i f f c o u n t r i e s . 

D i c = a i " : + It b i ^ Pl<: 

IS t h e demand s c h e d u l e f o r t h e i t h good i n t h e Community. 
The Community s u p p l y i s g i v e n by 

Si<: = ui<: + ll V l ^ P l C 

The e x c e s s s u p p l y of r e g i o n j i s 

S, J = Ui-i + I i v i J P i J 

Pi"^ and P i * may be r e l a t e d i n a number o f d i f f e r e n t ways. 
I n t h e e v e n t of a c o n v e n t i o n a l t a r i f f on e x p o r t s of j ' s goods 

P,<: = P i ) (1 + t l j ) 

P i ' ( 1 + t i ) ) w i l l be t h e same f o r a l l j . I f j i s an MFN s u p p l i e r , P i - i i s 
assumed t o e q u a l t h e " w o r l d " p r i c e . Any change i n t h i s p r i c e f o l l o w i n g a 
change i n t h e Community t r a d e r e g i m e a f f e c t s t h e v a l u e o f t r a d e i n t h e 
r e s t of t h e w o r l d o u t s i d e t h e Community. 

Where t h e r e i s a g u a r a n t e e d i n t e r v e n t i o n p r i c e , P C i i n t h e Community, and 
t h e r e i s no t a r i f f o r l e v y on i m p o r t s 

Pi= = Max [ P i J , P C i ] 



A q u o t a , Q i J would i m p l y t h a t 

S i J = M i n [ u i J + E i v i J P i J , Q i J ] 

V a r i o u s c o m b i n a t i o n s o f t a r i f f and n o n - t a r i f f b a r r i e r s can be i n t r o d u c e d . 

M a r k e t e q u i l i b r i u m i m p l i e s t h a t 

D i = = S i t : + Z., Si> 

I n o r d e r t o show how t h e model can be u s e d t o s o l v e f o r t h e c h a n g e s i n 
p r i c e o r p r o d u c t i o n and t r a d e f l o w s when t h e r e g i m e c h a n g e s , c o n s i d e r 
t h e c a s e o f a s e c t o r where o n l y t a r i f f b a r r i e r s e x i s t . A l s o f o r 
s i m p l i c i t y assume t h a t i m p o r t s o n l y come f r o m one r e g i o n . Then 

A - Uc - Ur = Vc T P + Vr P - Be T P 

where A i s a v e c t o r o f ai<: and t h e Us a r e v e c t o r s o f t h e u i ' s . The V's 
and B a r e m a t r i c e s o f t h e s l o p e c o e f f i c i e n t s , t h e v i ' s and t h e bi<:'s. T 
i s a d i a g o n a l m a t r i x o f ( 1 + t i ) , t h e t a r i f f r a t e s . G i v e n a s s u m p t i o n s on 
t h e e l a s t i c i t i e s , t h e s l o p e c o e f f i c i e n t s a r e c a l c u l a t e d f r o m t r a d e and 
p r o d u c t i o n d a t a . I t i s t h e n s t r a i g h t f o r w a r d t o s o l v e f o r t h e [A - Uc -
Ur ] v e c t o r . To o b t a i n t h e v e c t o r o f e q u i l i b r i u m p r i c e s , P*, a f t e r t h e 
t a r i f f c h a n g e s , t h e i n v e r s e o f t h e m a t r i x [Vc T* + Vr + Be T*] i s 
c a l c u l a t e d w i t h t h e m a t r i x , T*, i n c o r p o r a t i n g t h e new v e c t o r o f t a r i f f s . 
Then 
P* = rVc T* + Vr + Be T*] -1 [A - Uc - U r ] 



CHAPTER 4 

COCOA AND COFFEE 

Over t h e y e a r s s i n c e 1950, t h e p r i c e s o f t r o p i c a l b e v e r a g e s have 
d i s p l a y e d c o n s i d e r a b l e i n s t a b i l i t y . I n t h e 1950s and 1960s t h e r e --as r.c 
c o n s i s t e n t p a t t e r n but t h e y , l i k e most commodity p r i c e s , f a i l e d zc keep 
a b r e a s t o f t h e p r i c e s o f m a n u f a c t u r i n g e x p o r t s . 

S i n c e 1980 t h e i n t e r n a t i o n a l m a r k e t s f o r t h e s e c o m m o d i t i e s have been 
g e n e r a l l y weak. I n r e a l t e r m s , t h a t i s r e l a t i v e l y t o t h e e x p o r t p r i c e o f 
m a n u f a c t u r e s , t h e p r i c e s of t r o p i c a l b e v e r a g e s have f a l l e n a t a v e r a g e 
a n n u a l r a t e s f r o m 1.3 p e r c e n t i n t h e c a s e of c o f f e e t o 6.9 p e r c e n t i n t h e 
c a s e o f c o c o a o v e r t h e p e r i o d , 1980 t o 1986 (IMF, 1987, 9 4 f f . ) 

The weakness of p r i c e s i n r e c e n t y e a r s has been p a r t l y t h e s l u g g i s h n e s s 
of t h e w o r l d economy as a w h o l e . However s u p p l y f a c t o r s have a l s o t e n d e d 
t o weaken p r i c e s . Many e x p o r t i n g c o u n t r i e s , e n c o u r a g e d by r e l a t i v e l y h i g h 
r e a l p r i c e s i n t h e 1970s, have u n d e r t a k e n programmes t o i n c r e a s e o u t p u t 
of t h e i r p r i m a r y p r o d u c t i o n , so t h a t when demand has n o t a c t u a l l y f a l l e n 
b ut s i m p l y s t a g n a t e d , t h e r e has s t i l l been downward p r e s s u r e on p r i c e s . 

T a b l e 4.1 

Changes i n p r i c e s o f t r o p i c a l b e v e r a g e s , 1950 t o 1987, d o l l a r and SDR 
i n d i c e s and SDR i n d e x d e f l a t e d by i n d e x of a v e r a g e p r i c e s of e x p o r t s of 

m a n u f a c t u r e s ( a v e r a g e a n n u a l r a t e s ; p e r c e n t a g e s ) 

1960/ 
1950 

1970/ 
1960 

1980/ 
1970 

1986/ 
1980 

I us d o l l a r 

c o f f e e 
c o c o a 
t e a 

-3.19 
0.85 

-0.72(a) 

4.32 
1.62 

-2.68 

14.12 
14.33 
7.39 

1.71 
-4.04 
-2.37 

I I SDR 

c o f f e e 
c o c o a 
t e a 

-3.19 
0.85 

-1.43 

4.32 
1.62 
2.29 

17.16 
17.39 
10.26 

-3.71 
-9.15 
-7.57 

I I I SDR d e f l a t e d by i n d e x o f p r i c e s o f m a n u f a c t u r i n g e x p o r t s 

c o f f e e 
c o c o a 
t e a 

-3.19 
0.85 

-1.43 

2.51 
-0.13 
-4.36 

2.50 
2.69 

-3.54 

-1.34 
-6.91 
-5.29 

Note a: 1960/1951 

S o u r c e s : : I n t e r n a t i o n a l F i n a n c i a l S t a t i s t i c s , 1937 Y e a r b o o k , U n i t e d 
N a t i o n s , M o n t h l y D i g e s t of S t a t i s t i c s . P r i c e s u s e d a r e as 
f o l l o w s ; c o c o a - Ghana ( L o n d o n ) , c o f f e e - B r a z i l (New Y o r k 
- a v e r a g e a u c t i o n ( L o n d o n ) . 

t e a 



The FAO (19a7b) s u g g e s t s t h a t t h e m a r k e t s f o r t r o p i c a l b e v e r a g e s 
o v e r t h e medium term w i l l be c o n s t r a i n e d by s a t u r a t i o n o f c o n s u m p t i o n 
l e v e l s i n t h e i n d u s t r i a l c o u n t r i e s , w h i c h a c c o u n t f o r 
80-90 p e r c e n t of c o n s u m p t i o n . The o r g a n i s a t i o n p r e d i c t s a m a r k e t 
g r o w t h of o n l y one p e r c e n t p e r annum m t h e i n d u s t r i a l c o u n t r i e s , 
t h o u g h g r o w t h w i l l be f a s t e r i n t h e t h i r d w o r l d and t h e c e n t r a l l y 
p l a n n e d e c o n o m i e s . 

The W o r l d Cocoa M a r k e t 

I n t h e decade of t h e 1970s w o r l d c o c o a c o n s u m p t i o n i n c r e a s e d s l o w l y a t a 
mere 0.8 p e r c e n t p e r y e a r t o a v e r a g e 1.5 m i l l i o n t o n s i n 1979-81. I n t h e 
1980s g r i n d i n g s have r i s e n much f a s t e r , t h a t i s by some 3.5 p e r c e n t on 
a v e r a g e each y e a r . M e a n w h i l e p r o d u c t i o n expanded by an a v e r a g e a n n u a l 0.5 
p e r c e n t i n t h e 1970s t o r e a c h some 1.6 m i l l i o n t o n n e s , b u t i n t h e 1980s 
has e x c e e d e d c o n s u m p t i o n by 1/2 t o 1 p e r c e n t each y e a r . A l t h o u g h 
p r o d u c t i o n has a l l but s t a g n a t e d s i n c e 1984, i t s t i l l e x c e e d s g r i n d i n g s 
by some 100,000 t o n n e s . 

As a r e s u l t of t h e i m b a l a n c e between p r o d u c t i o n and c o n s u m p t i o n , w o r l d 
c o c o a s t o c k s a r e now a t t h e i r h i g h e s t l e v e l s i n c e 1981/82. P r i c e s have 
c o n t i n u e d downwards s i n c e 1984 and i n 1988 have r e a c h e d t h e i r l o w e s t 
l e v e l s i n s i x y e a r s . 

The p r o d u c e r c o u n t r i e s have t r i e d t o i m p r o v e t h e i r r e c e i p t s by 
u n d e r t a k i n g p r o c e s s i n g o f t h e c o c o a b e a n s . However t h e m a r k e t s i n c o c o a 
b u t t e r , p a s t e , c a k e o r powder have been no f i r m e r t h a n t h a t i n beans and 
most o f t h e p r o c e s s i n g f a c i l i t i e s have p r o v e n u n p r o f i t a b l e . 

T a b l e 4.2 

W o r l d p r o d u c t i o n o f c o c o a , 1983-84, 1985-86, 1987-88, '000 t o n n e s 

1983-84 1985-86 1987-8 

A f r i c a 859 1114 1131 

of w h i c h 
C o t e d ' l v o i r e 411 585 630 
Cameroon 108 118 125 
Ghana 159 219 185 
N i g e r i a 115 110 135 

L a t i n A m e r i c a 515 647 690 
o f w h i c h 
B r a z i l 302 376 426 

A s i a 140 209 285 
o f w h i c h 
M a l a y s i a 80 125 190 

W o r l d t o t a l 1514 1970 2106 

S o u r c e : G i l l and D u f f u s , q u o t e d i n M a r c h e s T r o p i c a u x , 6 May 1988 



The d e v e l o p e d c o u n t r i e s a r e r e s p o n s i b l e f o r some 90 p e r c e n t o f i m p o r t s o f 
c o c o a beans and p r o d u c t s . The E u r o p e a n Community i s t h e l a r g e s t m a r k e t , 
t a k i n g about one t h i r d o f w o r l d p r o d u c t i o n i n 1984-85, f o l l o w e d by t h e 
U n i t e d S t a t e s w h i c h t o o k about one q u a r t e r w h i l e t h e S o v i e t U n i o n t o o k 
a bout 13 p e r c e n t . J a p a n i s a r e l a t i v e l y m i n o r consumer o f c h o c o l a t e and 
o t h e r c o c o a p r o d u c t s , and t o o k o n l y 4.5 p e r c e n t o f w o r l d p r o d u c t i o n i n 
t h a t p e r i o d . T a b l e s 4.2 and 4.3 show p r o d u c t i o n and g r i n d i n g s ( t h e 
c l o s e s t measure t o c o n s u m p t i o n ) o f c o c o a beans and c o c o a p r o d u c t s by t h e 
major t r a d i n g c o u n t r i e s and b l o c k s . 

T a b l e 4.3 

W o r l d g r i n d i n g s o f c o c o a , 1983, 1985 and 1987, '000 t o n n e s 

1983 1984 1987 

D e v e l o p i n g c ' n t r i e s 492 642 644 

D e v e l o p e d c ' n t r i e s 1160 1196 1264 
of w h i c h 
EC-7 a 574 629 657 
S o v i e t U n i o n 145 155 165 
E a s t e r n E u r o p e 84 88 92 
U n i t e d S t a t e s 194 205 236 
J a p a n 34 34 36 

N o te a: Germany, F r a n c e , I t a l y , U n i t e d Kingdom, N e t h e r l a n d s , B e l g i u m , 
S p a i n 

S o u r c e s : G i l l and D u f f u s , q u o t e d i n Marche s T r o p i c a u x , 6 May 1988; USDA, 
1988c. 

The ACP c o u n t r i e s , who e n j o y t a r i f f - f r e e e x p o r t s t o t h e Community, have 
l o s t market s h a r e m t h e Community i n t h e p e r i o d 1980 t o 1986 t o t h e 
b e n e f i t of o t h e r p r o d u c i n g c o u n t r i e s , most n o t a b l y M a l a y s i a ( s e e T a b l e 
4.4) . 

T a b l e 4.4 

S h a r e s o f ACP and non-ACP e x p o r t e r s i n Community (EC-10) i m p o r t s o f 
c o c o a b e a n s , 1981-82 and 1985-86, p e r c e n t 

1981-82 1985-86 

ACP 89.9 83.8 
non-ACP 10.1 16.2 

S o u r c e : E u r o s t a t Comext. 

I t i s t h e p e r c e i v e d o b l i g a t i o n t o t h e ACP c o u n t r i e s t h a t a c c o u n t s f o r t h e 
r e m a i h i B g t a r i f f s en t h e i m p o r t s o f beatis from t h e h o h - s f i e e e i a t f t f l 
c o u n t r i e s . N a t u r a l l y t h e r e a r e s t r o n g p r e s s u r e s f r o m t h e ACP c o u n t r i e s t o 
m a i n t a i n t h e p r e s e n t t a r i f f p r e f e r e n c e s , a p o s i t i o n f o r w h i c h t h e r e i s 
c o n s i d e r a b l e s u p p o r t w i t h i n t h e member s t a t e s . 



The Community T r a d e Regime f o r Cocoa 

The t a r i f f r e g i m e s f o r c o c o a of t h e Community, t h e U n i t e d S t a t e s , J a p a n 
and Canada a r e g i v e n i n A p p e n d i x 2. W h i l e t h e EC i s t h e o n l y m a j o r 
i m p o r t i n g n a t i o n t o impose a t a r i f f on raw and r o a s t e d b e a n s , t h e l e v e l 
i s l o w at o n l y 3 p e r c e n t ( f o r w h i c h t h e r e i s no GSP t r e a t m e n t ) . Of t h e 
o t h e r major OECD i m p o r t e r s , o n l y A u s t r i a , F i n l a n d and A u s t r a l i a impose a 
t a r i f f b u t t h i s o n l y e f f e c t s beans s h i p p e d t h r o u g h (and p o s s i b l y r o a s t e d ) 
i n a n o n - p r o d u c i n g c o u n t r y , s i n c e t h e GSP r a t e on beans i s i n a l l t h e s e 
c a s e s z e r o . 

In t h e E u r o p e a n Community, J a p a n , S w i t z e r l a n d and New Z e a l a n d , i n 
p a r t i c u l a r , t h e r e i s s i g n i f i c a n t e s c a l a t i o n a g a i n s t goods p r o c e s s e d f r o m 
c o c o a , i n p a r t i c u l a r c o c o a p a s t e , b u t t e r , powder and c h o c o l a t e . T a r i f f 
e s c a l a t i o n i s d i s c u s s e d i n A p p e n d i x 1. 

W i t h s u c h a low t a r i f f l e v e l i t i s n o t s u r p r i s i n g t h a t t h e e f f e c t s o f 
e l i m i n a t i n g i t a l t o g e t h e r a r e not v e r y s i g n i f i c a n t f o r t h e p r o d u c i n g o r 
t h e i m p o r t i n g c o u n t r i e s . The w e l f a r e l o s s t o t h e Community i s made up o f 
a p o s i t i v e t e r m s - o f - t r a d e g a i n o f 4.9 m i l l i o n e c u and a t a r i f f r e v e n u e 
l o s s of 8.3 m i l l i o n e c u . As i s seen f r o m t h e t a b l e , t h e w e l f a r e e f f e c t on 
t h e e x p o r t e r s i s v e r y c l o s e t o t h e change i n t h e i r e x p o r t p r i c e . That i s 
b e c a u s e t h e " w e l f a r e t r i a n g l e " , o r g a i n o r l o s s on t h e i n c r e a s e o r 
d e c r e a s e i n e x p o r t s i s s m a l l o w i n g t o t h e low i m p o r t demand and e x p o r t 
s u p p l y e s t i c i t i e s . A l m o s t a l l t h e g a i n o r l o s s d e r i v e s f r o m t h e change 
i n t h e v a l u e o f t h e e x i s t i n g volume o f t r a d e . These l ow e l a s t i c i t i e s 
a l s o e x p l a i n t h e low g l o b a l n e t w e l f a r e g a i n - t h e consumer g a i n i n t h e 
Community i s more t h a n o f f s e t by t h e l o s s i n t a r i f f r e v e n u e - w h i l e t h e 
net Community l o s s and t h e ACP l o s s j u s t compensate f o r t h e GSP g a i n . 

T a b l e 4.5 

E f f e c t s o f e l i m i n a t i n g t a r i f f on GSP i m p o r t s o f c o c o a beans on t h e 
Community and on ACP and GSP e x p o r t e r s , ( p e r c e n t , o f av. 1985-86 l e v e l s , 

e x c e p t l a s t column) 

D i r e c t e f f e c t s : 

p r i c e ( a ) o f volume o f w e l f a r e as % w e l f a r e 
i m p t s / e x p t s i m p t s / e x p t s i n i t i a l t r a d e e c u m i l l . 

EC-10 -0.28 0.16 0.28 -3.4 
ACP -0.28 -0.23 -0.28 -4.1 
GSP 2.62 2.10 2.65 7.6 

I n d i r e c t e f f e c t s (b) : 

r e d i s t r i b u t i o n w i t h i n LDCs 5.6 
r e d i s t r i b . f r o m non-EC d e v e l o p e d c ' t r i e s t o LDCs 32.0 
of w h i c h t o ACP s t a t e s 2.0 

t o t a l g a i n s t o LDCs 35.5 
of w h i c h t o ACP s t a t e s -2.1 

Note a: i n c l u s i v e o f t a r i f f where a p p l i c a b l e 
b: i n d i r e c t e f f e c t s b a s e d on 1985 t r a d e d a t a (UNCTAD, 1 9 8 8 ) . 



T a b l e 4.5 not o n l y g i v e s t h e e s t i m a t e d w e l f a r e e f f e c t s o f t h e i n c r e a s e 
and r e d i r e c t i o n of t r a d e between t h e Community and t h e p r o d u c i n g 
c o u n t r i e s , b u t a l s o t h e w e l f a r e e f f e c t s o f changes i n t r a d e f l o w s between 
t h e p r o d u c i n g c o u n t r i e s and t h e r e s t o f t h e w o r l d . The w o r l d p r i c e i s 
e s t i m a t e d t o r i s e 2.6 p e r c e n t . T h i s r i s e w i l l b e n e f i t a l l p r o d u c e r s , 
i n c l u d i n g t h e ACP c o u n t r i e s s i n c e t h e y t o o w i l l r e c e i v e a h i g h e r p r i c e on 
m a r k e t s o u t s i d e t h e Community. The l o s e r s w i l l be t h e d e v e l o p e d 
c o u n t r i e s , b o t h t h e DMEs and t h e C e n t r a l l y P l a n n e d E c o n o m i e s , and t h e 
c o c o a - i m p o r t i n g d e v e l o p i n g c o u n t r i e s . However by f a r t h e b u l k of e x p o r t s 
go t o t h e d e v e l o p e d c o u n t r i e s , so t h a t t h e r e d i s t r i b u t i o n o f w e l f a r e f r o m 
t h e d e v e l o p e d c o u n t r i e s o u t s i d e t h e Community t o t h e d e v e l o p i n g , i n d u c e d 
by t h e r i s e i n w o r l d p r i c e s i s , a t 32 m i l l i o n ecu more s u b s t a n t i a l t h a n 
t h e d i r e c t e f f e c t s t h r o u g h Community t r a d e . T h i s i s a l s o t h e e s t i m a t e of 
t h e i n c r e a s e d f o r e i g n exchange e a r n i n g s r e c e i v e d by t h e d e v e l o p i n g 
c o u n t r i e s t a k e n t o g e t h e r . 

C l e a r l y t h e sums i n v o l v e d i n t h i s p o l i c y change w o u l d be r e l a t i v e l y s m a l l 
and, i n d e e d , much l e s s t h a n t h e p r i c e f l u c t u a t i o n s i n c o c o a e x p o r t s 
w h i c h d e r i v e f r o m c l i m a t i c and o t h e r f a c t o r s . The i n s t a b i l i t y i n d e x 
c a l c u l a t e d by UNCTAD, w h i c h i s t h e a v e r a g e a b s o l u t e d e v i a t i o n o f m o n t h l y 
m a r k e t p r i c e s about t h e e x p o n e n t i a l g r o w t h t r e n d , was 10.3 p e r c e n t 
between 1980 and 1987. R e l a t i v e t o t h a t a p r i c e r i s e o f 2.6 p e r c e n t f o r 
t h e GSP c o u n t r i e s i s not s u b s t a n t i a l . On t h e o t h e r hand t h i s 2.6 p e r c e n t 
i n c r e a s e w o u l d r e p r e s e n t a o n c e - a n d - f o r - a l l upward s h i f t i n t h e p r i c e 
l e v e l on t h e w o r l d market and any improvement i n t h e t e r m s - o f - t r a d e of 
t h e c o c o a - p r o d u c i n g c o u n t r i e s w o u l d be welcome t o them. 

The t a r i f f on i m p o r t s o f c o c o a from t h e GSP c o u n t r i e s i s o n l y 3 p e r c e n t . 
On t h e o t h e r hand t h e t o t a l t a x on c o n s u m p t i o n (VAT and e x c i s e t a x e s , 
where a p p l i c a b l e , combined) of p r o d u c t s c o n t a i n i n g c o c o a i n t h e Community 
IS 9.92 p e r c e n t . I t i s not s u r p r i s i n g t h a t changes i n consumer t a x e s a r e 
p o t e n t i a l l y much more i m p o r t a n t t o t h e e x p o r t i n g c o u n t r i e s . 

The I m p o r t a n c e of Consumer Taxes on C ocoa P r o d u c t s 

A c c o r d i n g t o t h e C o m m i s s i o n ' s p r o p o s a l on t r o p i c a l p r o d u c t s t o t h e 
U ruguay N e g o t i a t i o n s , r e d u c t i o n s i n c o n s u m p t i o n t a x e s on t r o p i c a l 
p r o d u c t s a r e on t h e t a b l e . I n f a c t as r e g a r d s c o c o a and c o c o a p r o d u c t s 
t h e o f f e r does not amount t o much, s i n c e e x c i s e t a x e s a r e , w i t h t h e 
n o t a b l e e x c e p t i o n o f Denmark, low where t h e y e x i s t a t a l l . Denmark w i t h 
t h e o n l y s u b s t a n t i a l e x c i s e d u t y on c o c o a o n l y a c c o u n t s f o r about 0.4 
p e r c e n t of t h e Community's c o c o a i m p o r t s . 

T h e r e i s no s u g g e s t i o n t h a t VAT t a x r a t e s a r e a s u b j e c t f o r d i s c u s s i o n i n 
t h e M u l t i l a t e r a l T r a d e N e g o t i a t i o n s - However t h e W h i t e P a p e r on t h e 
C o m p l e t i o n o f t h e I n t e r n a l M a r k e t ( C o m m i s s i o n , 1985) does s p e c i f i c a l l y 
c a l l f o r t h e h a r m o n i s a t i o n ( o r " a p p r o x i m a t i o n " ) o f VAT and e x c i s e t a x e s 
as one of t h e s t e p s n e c e s s a r y t o a c h i e v e t h e i n t e g r a t i o n of t h e 
Community market by t h e end o f 1992. The p r o p o s a l s a r e h i g h l y 
c o n t r o v e r s i a l and t h e i r r e a l i s a t i o n i s i n c o n s i d e r a b l e d o u b t . 
N e v e r t h e l e s s i t i s i n t e r e s t i h g t o do seme a n a l y g i a e f t h e i t a p i K f t W6tc 
t h e y t o be r e a l i s e d . Under t h e p r o p o s a l s t h e l e v e l a t w h i c h t a x e s on 
c o c o a p r o d u c t s a r e s e t w o u l d be s i g n i f i c a n t f o r t h e e x p o r t i n g c o u n t r i e s . 



though t h e i m p a c t would be t o some e x t e n t c u s h i o n e d by t h e l o w 
e l a s t i c i t i e s o f demand i n t h e Community c o u n t r i e s . 

The o v e r a l l r a t e of t a x a t i o n ( c o m b i n i n g b o t h VST and e x c i s e t a x e s where 
a p p l i c a b l e ) c u r r e n t l y v a r i e s f r o m z e r o i n G r e e c e t o a l m o s t 130 p e r c e n t 
i n Denmark.'' The p r o p o s a l s f o r t a x h a r m o n i s a t i o n do n o t r e q u i r e t h e same 
r a t e s f o r t h e same p r o d u c t s i n a l l member s t a t e s . T h e r e w o u l d be an 
a g r e e d norm f o r t h e s t a n d a r d r a t e o f VAT and each member s t a t e ' s r a t e 
w o u l d have t o l i e w i t h i n a g i v e n band b r a c k e t i n g t h e norm. T h e r e w o u l d 
a l s o be a r e d u c e d r a t e norm f o r s o c i a l l y s e n s i t i v e g o o d s . S t i l l t h e 
p o s s i b i l i t y o f a Community agreement t o b e n e f i t c e r t a i n d e v e l o p i n g 
c o u n t r i e s by a common, r e l a t i v e l y l o w , r a t e o f consumer t a x a t i o n on 
t h e i r e x p o r t s , o r p r o d u c t s l a r g e l y d e r i v e d f r o m t h e i r e x p o r t s , r e m a i n s 
open. 

I n any e v e n t i t i s u s e f u l t o e s t i m a t e t h e e f f e c t s t o w h i c h 
c o c o a - e x p o r t i n g c o u n t r i e s a r e l i k e l y t o be a f f e c t e d by p o s s i b l e changes 
i n consumer t a x a t i o n . I n t h e c a l c u l a t i o n s , t h e e l a s t i c i t i e s o f s u p p l y and 
demand f o r p r o d u c t s b a s e d on c o c o a , t h a t i s p r i m a r i l y c h o c o l a t e , a r e 
t a k e n as t h e same as t h o s e f o r c o c o a i t s e l f . ' R e d u c t i o n s i n t a x on 
c o c o a - b a s e d p r o d u c t s a r e assumed t o be t o be p a r t l y p a s s e d on i n t h e 
f o r m o f l o w e r consumer p r i c e s ( g r o s s o f t a x ) and p a r t l y t o b e n e f i t t h e 
c o c o a p r o d u c e r s i n h i g h e r p r i c e s ( n e t o f t a x ) , a c c o r d i n g t o t h e s e 
e l a s t i c i t i e s . Thus t h e p o s s i b i l i t y t h a t t h e c o c o a - p r o c e s s i n g f i r m s , i . e . 
c h o c o l a t e p r o d u c e r s , i n t h e Community, m i g h t , t h r o u g h t h e i r 
o l i g o p o l i s t i c power, be a b l e t o a p p r o p r i a t e some o f t h e g a i n s i n t h e 
form o f h i g h e r u n i t p r o f i t s , i s n o t c o n s i d e r e d . To t h e e x t e n t t h a t t h i s 
m i g h t happen on a s i g n i f i c a n t s c a l e means t h a t t h e e s t i m a t e d g a i n s from 
l o w e r t a x e s t o t h e p r o d u c i n g c o u n t r i e s a r e o v e r e s t i m a t e d . 

To i l l u s t r a t e t h e i m p o r t a n c e o f consumer t a x e s on c o c o a p r o d u c t s , we 
assumed a common VAT r a t e o f 5 p e r c e n t w i t h no a d d i t i o n a l e x c i s e t a x e s . 

These t a b l e s d e m o n s t r a t e how i m p o r t a n t t h e r a t e o f t a x s e t on c o c o a 
p r o d u c t s i s t o b o t h t h e i m p o r t i n g and t h e e x p o r t i n g c o u n t r i e s , 
n o t w i t h s t a n d i n g t h e l o w e l a s t i c i t i e s o f demand assumed f o r t h e goods i n 
q u e s t i o n . The b o o s t t o consumer s u r p l u s , n e t o f t h e r e v e n u e l o s s , i n t h e 
Community i s , a t 46 m i l l i o n ecu o r 2.7 p e r c e n t o f t h e v a l u e o f c o c o a 
i m p o r t s , s i g n i f i c a n t . 

As f o r t h e c o c o a - p r o d u c i n g c o u n t r i e s , t h e i n c r e a s e m i m p o r t s w o u l d have 
amounted t o 55.6 m i l l i o n e c u o r 2.8 p e r c e n t o f t h e 1985/86 a v e r a g e v a l u e 
of i m p o r t s . W h i l e t h i s m i g h t n o t seem a l a r g e sum i n a g g r e g a t e , i t i s 
somewhat g r e a t e r t h a n t h e e x p e c t e d y e a r l y i n c r e a s e i n w o r l d - w i d e demand 
f o r b e a n s . I t w o u l d a l s o be e x t r e m e l y s i g n i f i c a n t f o r c e r t a i n o f t h e 
m a j o r p r o d u c e r s whose e x p o r t e a r n i n g s a r e h i g h l y d e p e n d e n t on c o c o a . The 

E x c i s e t a x r a t e s v a r y d e p e n d i n g on w h e t h e r t h e p r o d u c t i s i n bean 
o r p r o c e s s e d f o r m . We h ave u s e d t h a t f o r beans (88.4 p e r c e n t a t 1986 
p r i c e s ) w h i c h c o n s t i t u t e t h e o v e r w h e l m i n g b u l k o f i m p o r t s . 

=> Some s t u d i e s have shown t h a t i m p o r t demand e l a s t i c i t i e s t e n d t o 
r i s e w i t h t h e d e g r e e o f p r o c e s s i n g ( B a l a s s a and K r e i n i n , 1976, 1 2 7 ) . Our 
e l a s t i c i t y and t h e r e s u l t s o f t h e s i m u l a t i o n c a n t h e n be i n t e r p r e t e d as 
c o n s e r v a t i v e e s t i m a t e s . 



1.8 p e r c e n t i n c r e a s e i n w o r l d p r i c e s t h a t t h i s p o l i c y change i s 
e s t i m a t e d t o e f f e c t w i l l b e n e f i t a l l p r o d u c e r s , w h e t h e r o r not t h e y 
e x p o r t t o t h e Community. The e s t i m a t e o f t h e n e t t r a n s f e r of w e l f a r e 
from non-Community d e v e l o p e d c o u n t r i e s t o t h e d e v e l o p i n g c o u n t r i e s a 
a g r o u p i s 22 m i l l i o n e c u . 

T a b l e 4.6 

E f f e c t s o f h a r m o n i s i n g c o n s u m p t i o n t a x e s on c o c o a p r o d u c t s 
a t 5 p e r c e n t on t h e Community and on ACP and GSP e x p o r t e r s , 

{ p e r c e n t , o f a v . 1985-86 l e v e l s , e x c e p t l a s t column) 

D i r e c t e f f e c t s : 

p r i c e {a) of volume of w e l f a r e as % w e l f a r e 
c o n s / e x p t s i m p t s / e x p t s i n i t i a l t r a d e ecu m i l l . 

EC-10 1.8 1.4 2.7 46.0 
ACP 1.8 1.4 1.8 25.8 
GSP 1.8 1.4 1.8 5.1 

I n d i r e c t e f f e c t s ( b ) : 

r e d i s t r i b u t i o n w i t h i n LDCs 3.0 
r e d i s t r i b . f r o m non-EC d e v e l o p e d c ' t r i e s t o LDCs 22.0 
of w h i c h t o ACP s t a t e s 1.4 

t o t a l g a i n s t o LDCs 52.9 
of w h i c h t o ACP s t a t e s 27.2 

Note a: i n c l u s i v e o f t a r i f f where a p p l i c a b l e 
b: i n d i r e c t e f f e c t s b a s e d on 1985 t r a d e d a t a {UNCTAD, 1988) 

N o t e a: p r i c e o f c o c o a p r o d u c t s a t Community b o r d e r ; i m p o r t p r i c e 
i n c l u s i v e o f t a r i f f . 

The Impact o f R e l a x i n g R e g u l a t i o n s on t h e Use o f C ocoa B u t t e r 

At p r e s e n t t h e o r i g i n a l 6 Member S t a t e s , e x c e p t t h e N e t h e r l a n d s , 
p r o h i b i t any p r o d u c t l a b e l l e d c h o c o l a t e c o n t a i n i n g any v e g e t a b l e o i l s o r 
f a t s o t h e r t h a n c o c o a b u t t e r o r o i l . T h i s was d e s i g n e d t o p r o t e c t t h e 
c h o c o l a t e p r o d u c e r s (and, some w o u l d s a y , consumers) i n t h e 
p r e - e n l a r g e m e n t Community from l o w e r c o s t p r o d u c e r s i n t h e U n i t e d 
Kingdom. W i t h t h e i n t e g r a t i o n of t h e Community marlcet by 1992, e i t h e r 
Community-wide r e g u l a t i o n s must be a d o p t e d o r , f o l l o w i n g t h e C a s s i s de 
D i j o n p r i n c i p l e e a c h member s t a t e w i l l have t o a c c e p t goods w h i c h 
c o n f o r m t o t h e r e g u l a t i o n s a p p l y i n g i n t h e c o u n t r y of m a n u f a c t u r e . I t i s 
g e n e r a l l y e x p e c t e d t h a t s o m e t h i n g a k i n t o t h e U.K. r e g u l a t i o n t h a t up t o 
5 p e r c e n t by w e i g h t o f v e g e t a b l e o i l s , o t h e r t h a n c o c o a , w i l l become t h e 
Community norm. P a l m o i l i s c u r r e n t l y t h e most s u i t a b l e s u b s t i t u t e f o r 
c o c o a o i l and t h e i m p a c t on t h e palm o i l - p r o d u c i n g c o u n t r i e s i s 
d i s c u s s e d i n C h a p t e r 8. 



D i r e c t e f f e c t s o f Community t a x h a r m o n i s a t i o n o f c o c o a p r o d u c t s 
a t 5 p e r c e n t on member s t a t e s and on ACP and GSP c o u n t r i e s 

I . on e x p o r t i n g c o u n t r i e s 

i n c r e a s e m 
e x p o r t s ( e c u m i l l . ) 

i n c r e a s e i n 
e x p o r t s ( e c u m i l l . ) 

ACP c o u n t r i e s 
o f w h i c h 
C o t e d ' l v o i r e 
Cameroon 
N i g e r i a 
Ghana 

46.4 

21.2 
7.7 
5.7 
4.9 

GSP c o u n t r i e s 
o f w h i c h 
M a l a y s i a 
B r a z i l 

9.2 

3.1 
2.6 

I I . on EC member s t a t e s 

c u r r e n t change i n t a x r e v . c o n s , w e l f a r e g a i n 
t a x r a t e as p e r c e n t . consump. as p e r c t . consump. 

e x c i s e VAT 
Germany 0.0 7.0 - 1 . .9 0.1 
F r a n c e 0.3 5.5 -0, .5 0.5 
I t a l y 3.9 9.0 -8. ,0 5.7 
U n i t e d 
Kingdom 0.0 12.0( :a) -6, .8 4.6 

N e t h e r l ' d s 0.0 12.0 -6, .8 4.6 
BLEU 0.0 6.0 -0. .9 -0.1 
I r e l a n d 0.0 11.5 -6, .3 0.4 
Denmark 88.4 22.0 -123. .2 61.8 
G r e e c e 0.0 0.0 4. .9 -6.7 

Note a: t h e VAT r a t e on c h o c o l a t e c o n f e c t i o n e r y i n t h e U n i t e d 
Kingdom i s 15 p e r c e n t . The i m p l i c i t r a t e on c o c o a i n p u t s i s 
e s t i m a t e d a t 12 p e r c e n t . 

As r e g a r d s t h e c o c o a e x p o r t e r s t h e new Community norm w o u l d i m p l y a 
r e d u c t i o n i n t o t a l c o c o a bean, powder, b u t t e r and o i l e x p o r t s t o t h e 
o r i g i n a l s i x member s t a t e s , l e s s t h e N e t h e r l a n d s , o f a l m o s t 5 p e r c e n t 
compared t h e c u r r e n t s i t u a t i o n . C e r t a i n h i g h - g r a d e c o c o a and c h o c o l a t e 
p r o d u c t s m i g h t c o n t i n u e t o be m a n u f a c t u r e d w i t h o u t o t h e r v e g e t a b l e o i l s 
b u t t h e s e a r e u n l i k e l y t o a c c o u n t f o r more t h a n 10 p e r c e n t o f t h e market 
(Groupe MAC, 1 9 8 8 ) . On t h e b a s i s o f a v e r a g e 985/86 i m p o r t d a t a , c o c 9 a 
p r o d u c e r s w o u l d l o s e e x p o r t s w o r t h 49 m i l l i o n e cu o r a p p r o x i m a t e l y 2.5 
p e r c e n t o f t h e i r t o t a l e x p o r t s t o t h e Community. 

The W o r l d C o f f e e M a r k e t 

T a b l e 4.8 and 4.9 summarise t h e r e c e n t s i t u a t i o n i n t h e w o r l d c o f f e e 
m a r k e t . L a t i n A m e r i c a , and i n p a r t i c u l a r B r a z i l and C o l o m b i a , c o n s t i t u t e 
t h e l e a d i n g p r o d u c e r s . The r e m a i n d e r o f L a t i n A m e r i c a n p r o d u c t i o n i s 



made up of r e l a t i v e l y s m a l l amounts p r o d u c e d i n a number of c o u n t r i e s , 
o f w h i c h t h e most i m p o r t a n t i s M e x i c o . 

The s h a r e of A f r i c a i n w o r l d o u t p u t has f l u c t u a t e d a b out a s t a b l e l e v e l 
f o r some y e a r s . The l a r g e s t p r o d u c e r s a r e t h e Cot e d ' l v o i r e and Uganda, 
b o t h of whom have i n c r e a s e d e x p o r t s i n r e c e n t y e a r s a t t h e exp e n s e of 
Kenya and T a n z a n i a . I n t h e F a r E a s t , I n d o n e s i a n o u t p u t has grown 
s t r o n g l y i n t h e 1980s. 

T a b l e 4.8 

W o r l d c o f f e e e x p o r t s , 1981-83, 1984, 1985, '000 t o n n e s 

1981-83 1984 1985 
a v e r a g e ( a ) 

L a t i n A m e r i c a 2243 2504 2551 
o f w h i c h 
B r a z i l 884 1031 1014 
C o l o m b i a 534 599 585 

A f r i c a 981 900 1011 
o f w h i c h 
C o t e d ' l v o i r e 223 188 266 
Uganda 144 133 152 

A s i a and O c e a n i a 402 484 502 
o f w h i c h 
I n d o n e s i a 241 294 293 
M a l a y s i a and S i n g a p o r e 50 61 64 

W o r l d t o t a l 3632 3888 4064 

Note a: 1983, f o r i n d i v i d u a l c o u n t r i e s o u t s i d e L a t i n A m e r i c a 

S o u r c e s : FAO, 1987b. 

C l e a r l y t h e E u r o p e a n Community, even i f i t s s h a r e o f w o r l d p r o d u c t i o n i s 
on a downward t r e n d , i s s t i l l t h e most s i g n i f i c a n t i m p o r t e r and i t s 
p o l i c y on t a r i f f s and t a x e s i s of c r u c i a l i m p o r t a n c e t o t h e p r o d u c i n g 
c o u n t r i e s . The Community t a r i f f r e g i m e i s , l i k e t h a t o f c o c o a , p r e d i c a t e d 
on p r e f e r e n c e s f o r t h e ACP c o u n t r i e s . 



W o r l d c o f f e e i m p o r t s . 1981-83, 1984, 1985, '000 t o n n e s 

1975-77 1981-83 1984 1985 
a v e r a g e 

D e v e l o p e d c o u n t r i e s 3112 3408 3470 3635 
of w h i c h 
EC-12 1175(a) 1548 1507 1588 
U n i t e d S t a t e s 1031 963 1010 1081 
S o v i e t U n i o n 50 42 48 57 
E a s t e r n Europe 151 164 187 201 
Japan 130 188 223 231 

D e v e l o p i n g c o u n t r i e s 166 199 218 225 

W o r l d t o t a l 3278 3607 3688 3860 

Note a: EC-10 

S o u r c e : i b i d . 

T a b l e 4.10 

S h a r e s o f ACP and non-ACP e x p o r t e r s i n Community (EC-10) i m p o r t s 
o f c o f f e e b e a n s , 1981-82 and 1985-86, p e r c e n t 

1981-82 1985-86 

ACP 37.8 42.1 
non-ACP 62.2 57.9 

S o u r c e : E u r o s t a t , Comext 

P r o s p e c t s f o r C o f f e e P r o d u c e r s 

A f t e r m i n e r a l o i l , c o f f e e i s t h e most i m p o r t a n t raw m a t e r i a l r e c o r d e d i n 
i n t e r n a t i o n a l t r a d e . W o r l d p r o d u c t i o n h a s t r a d i t i o n a l l y shown l o n g 
p e r i o d s o f s t a g n a t i o n , i n t e r s p e r s e d by s h o r t p e r i o d s of r a p i d e x p a n s i o n 
u s u a l l y p r o v o k e d by h i g h p r i c e s . I n t h e s h o r t r u n p r o d u c t i o n f l u c t u a t e s 
w i l d l y i n r e s p o n s e t o w e a t h e r c h a n g e s , p a r t i c u l a r l y f r o s t i n B r a z i l , 
f l u c t u a t i o n s t h a t a r e o f t e n a c c e n t u a t e d by t h e t w o - y e a r c y c l e i n c o f f e e 
p r o d u c t i o n (FAO, 1986, 1 1 5 ) . 

Y e t , a p a r t f r o m t h e s e f l u c t u a t i o n s and i n s p i t e o f f a l l i n g r e a l c o f f e e 
p r i c e s , t h e t r e n d o f w o r l d o u t p u t has c o n t i n u e d t o r i s e o v e r t h e 1980s. 
The f i v e m a j o r p r o d u c e r s , B r a z i l , C o l o m b i a , I n d o n e s i a , t h e C o t e d ' l v o i r e 
and M e x i c o , a c c o u n t f o r n e a r l y 60 p e r c e n t o f w o r l d o u t p u t . Though few 
t r e e s have been p l a n t e d i n t h e s e c o u n t r i e s i n t h e c o u r s e o f t h i s d e c a d e . 



s u c h p l a n t i n g s as have t a k e p l a c e w i l l have s i g n i f i c a n t l y h i g h e r y i e l d s 
t h a n t h e o l d e r g e n e r a t i o n o f t r e e s . The t r e n d i n o u t p u t w i l l t h e n 
c o n t i n u e t o be up, t h o u g h a t a l o w e r a n n u a l r a t e t h a n t h e a v e r a g e 3 
p e r c e n t seen so f a r t h i s d e c a d e . 

I n t h e c o f f e e market a t t e m p t s t o c o n t r o l p r i c e s have i n c l u d e d b o t h 
t r a d i t i o n a l commodity s t a b i l i s a t i o n a g reements w i t h b o t h p r o d u c e r s and 
c onsumers as members and s t r a i g h t f o r w a r d p r o d u c e r c a r t e l s . I t w o u l d 
appear t h a t t h e s u c c e s s i o n o f a g r e e m e n t s may have c o n t r i b u t e d t o somewhat 
h i g h e r p r i c e s and e x p o r t e a r n i n g s t h a n w o u l d o t h e r w i s e have o b t a i n e d . 
N e v e r t h e l e s s t h e u n d e r l y i n g p r o b l e m s o f i n c r e a s i n g c a p a c i t y i n t h e f a c e 
of i n e l a s t i c demand s u r v i v e . The o u t l o o k f o r p r i c e s i s gloomy. R e c e n t l y 
t h e W o r l d Bank has f o r e c a s t t h a t c o f f e e p r i c e s i n c o n s t a n t d o l l a r s { i . e . 
r e l a t i v e t o m a n u f a c t u r e d goods e x p o r t p r i c e s ) i n t h e y e a r 2000 w o u l d be 
25 p e r c e n t down on t h e i r 1984/85 l e v e l {World Bank, 1 9 8 8 ) . 

The EC T r a d e Regime f o r C o f f e e 

D e t a i l s of t h e t a r i f f r e g i m e on c o f f e e i m p o r t s a r e g i v e n i n A p p e n d i x 2. 
As w i t h c o c o a , t a r i f f r a t e s on g r e e n beans a r e r e l a t i v e l y low a t 5 
p e r c e n t f o r MEN s u p p l i e r s , 4.5 p e r c e n t f o r GSP s u p p l i e r s and z e r o f o r ACP 
s u p p l i e r s . The p r i n c i p a l r a t i o n a l e f o r m a i n t a i n i n g t a r i f f s on GSP 
s u p p l i e r s { t h e r e a r e no i m p o r t s f r o m MFN c o u n t r i e s , o t h e r t h a n some 
o c c a s i o n a l r e - e x p o r t s ) i s t h e commitment t o p r e f e r e n c e s f o r t h e 
a s s o c i a t e d s t a t e s . No o t h e r m a j o r d e v e l o p e d i m p o r t i n g c o u n t r y i m p o s e s 
t a r i f f s on b e a n s . 

T h e r e i s c o n s i d e r a b l e t a r i f f e s c a l a t i o n i n t h e Community r a t e s f o r c o f f e e 
p r o d u c t s . D e c a f f e i n a t e d beans f r o m GSP s u p p l i e r s a r e c h a r g e d a t 8.5 
p e r c e n t , r o a s t e d a t 11.5 p e r c e n t , r o a s t e d and d e c a f f e i n a t e d a t 12.5 
p e r c e n t and s o l u b l e ( i n s t a n t ) c o f f e e , e x t r a c t s and e s s e n c e s a t 18 p e r c e n t 
( t h o u g h t h e r e i s a GSP q u o t a of 19,200 t o n n e s of s o l u b l e c o f f e e 
c h a r g e a b l e a t 9 p e r c e n t ) . C l e a r l y t h i s e s c a l a t i o n c a n n o t be a t t r i b u t e d t o 
t h e need t o m a i n t a i n ACP p r e f e r e n c e s ( t h o u g h ACP c o f f e e p r o d u c t s do e n t e r 
t a r i f f - f r e e ) , b u t stems f r o m t h e w i s h t o p r o t e c t t h e p r o c e s s i n g i n d u s t r y 
i n t h e Community. 



E f f e c t s of e l i m i n a t i n g t a r i f f on GSP imports of c o f f e e beans on 
the Community and on ACP and GSP exporters, (percent, of av. 

1985-86 l e v e l s , except l a s t column) 

D i r e c t e f f e c t s : 

p r i c e ( a ) of volume o f w e l f a r e as % w e l f a r e 
i m p s / e x p t s i m p t s / e x p t s i n i t i a l t r a d e ecu m i l l . 

EC-10 -1.84 0.61 1.84 -36.8 
ACP -1.83 -0.84 -1.83 -44.6 
GSP 2.47 1.60 2.49 82.9 

I n d i r e c t e f f e c t s ( b ) : 

r e d i s t r i b u t i o n w i t h i n LDCs 20.4 
r e d i s t r i b . f r o m non-EC d e v e l o p e d c ' t r i e s t o LDCs 171.6 
of w h i c h to ACP s t a t e s 30.2 

t o t a l g a i n s t o LDCs 209.9 
of w h i c h t o ACP s t a t e s -14.4 

Note a: i n c l u s i v e o f t a r i f f where a p p l i c a b l e 
b: i n d i r e c t e f f e c t s b a s e d on 1985 t r a d e d a t a (UNCTAD, 1 9 8 8 ) . 

T a b l e 4.11 shows t h e e s t i m a t e s o f t h e i m p a c t of e l i m i n a t i n g Community 
t a r i f f s on c o f f e e b e a n s . D i r e c t w e l f a r e g a i n s t o t h e GSP 
c o u n t r i e s , t h o u g h r e l a t i v e l y modest m a b s o l u t e t e r m s , a r e a l m o s t 
d o u b l e t h e l o s s e s t o t h e ACP s t a t e s . I n b o t h c a s e s , measured 
r e l a t i v e t o e x i s t i n g e x p o r t s t o t h e Community, t h e y a r e c l o s e t o 
t h e p e r c e n t a g e change i n t h e u n i t p r i c e o f e x p o r t s . I n t e r m s o f 
t h e y e a r - t o - y e a r p r i c e f l u c t u a t i o n s e x p e r i e n c e d i n t h e 1 9 8 0 s , 
t h e s e p r i c e c h anges a r e s m a l l . However, i n t h e c a s e o f t h e non-
ACP e x p o r t e r s t h e g a i n s a r e about d o u b l e t h e e x p e c t e d a n n u a l 
g r o w t h i n w o r l d t r a d e i n beans (and t h u s t o t a l e x p o r t e a r n i n g s a t 
c o n s t a n t p r i c e s ) . The w e l f a r e l o s s t o t h e Community i s made up o f 
a p o s i t i v e t e r r a s - o f - t r a d e g a i n o f 16.3 m i l l i o n e c u and a t a r i f f 
r e v e n u e l o s s of 31.1 m i l l i o n e c u . 

The i n d i r e c t g a i n s t h r o u g h t h e t r a n s f e r o f w e l f a r e and f o r e i g n 
e x change e a r n i n g s t h r o u g h t h e r i s e o f t h e w o r l d p r i c e a r e 
g r e a t e r . I t i s e s t i m a t e d t h a t a w e l f a r e t r a n s f e r e q u a l t o 
172 m i l l i o n e c u f r o m t h e d e v e l o p e d non-Community i m p o r t i n g 
c o u n t r i e s t o t h e t h i r d w o r l d as a w h o l e t a k e s p l a c e . As t h e non-
p r o d u c i n g d e v e l o p i n g c o u n t r i e s were s m a l l b u y e r s o f c o f f e e on t h e 
w o r l d m a r k e t , t h e r e w i l l be a r a t h e r s m a l l t r a n s f e r of w e l f a r e 
w i t h i n t h e d e v e l o p i n g c o u n t r y g r o u p . 



The Impact o f E l i m i n a t i n g E x c i s e T a x e s 

I n c o n t r a s t t o t h e s i t u a t i o n as r e g a r d s c o c o a , e x c i s e t a x e s on c o f f e e i n 
t h e Community a r e s u b s t a n t i a l i n s e v e r a l o f t h e m a j o r i m p o r t i n g 
c o u n t r i e s . Germany has a r a t e o f 40.9 p e r c e n t on beans and I t a l y c h a r g e s 
9 p e r c e n t . B e l g i u m and Denmark c h a r g e e x c i s e d u t y on c o f f e e at r a t e s o f 
5.7 and 15.1 p e r c e n t r e s p e c t i v e l y . I n t h i s c a s e , i f t h e s e d u t i e s a r e 
f u l l y n e g o t i a b l e , t h e Community's Urug u a y Round o f f e r on c o f f e e p r o d u c t s 
c o u l d be o f r e a l s i g n i f i c a n c e t o t h e e x p o r t i n g c o u n t r i e s . 

I t IS assumed t h a t t h e p r i c e w i t h i n t h e Community changes by t h e s a s e 
p e r c e n t a g e as t h e p r i c e o f i m p o r t e d c o f f e e b e a n s , t h a t i s t h a t t h e r e i s 
no o l i g o p o l i s t i c c r e a m i n g o f f o f t h e b e n e f i t s of t a x r e d u c t i o n s l a t h e 
f o r m o f h i g h e r p r o f i t s by t h e c o f f e e i m p o r t e r s o r m a n u f a c t u r e r s of 
s o l u b l e c o f f e e . 

T a b l e 4.12 

E f f e c t s o f e l i m i n a t i n g e x c i s e t a x e s on c o f f e e and c o f f e e p r o d u c t s on t h e 
Community and on ACP and GSP e x p o r t e r s , ( p e r c e n t , o f av. 1985-86 l e v e l s , 

e x c e p t l a s t column) 

p r i c e ( a ) of 
c o n s / e x p t s 

volume o f 
i m p t s / e x p t s 

w e l f a r e as % 
i n i t i a l t r a d e 

w e l f a r e 
ecu m i l l . 

D i r e c t e f f e c t s : 

EC-10 
ACP 
GSP 

5.1 
5.1 
5.1 

2.9 
2.4 
3.3 

9.3 
5.2 
5.2 

536.5 
126.4 
173.6 

I n d i r e c t e f f e c t s ( b ) : 

r e d i s t r i b u t i o n w i t h i n LDCs 42.0 
r e d i s t r i b . f r o m non-EC d e v e l o p e d c ' t r i e s t o LDCs 354.3 
o f w h i c h t o ACP s t a t e s 62.4 

t o t a l g a i n s t o LDCs 654.3 
of w h i c h t o ACP s t a t e s 188.8 

N o te a: w e i g h t e d p r i c e o f c o f f e e and c o f f e e p r o d u c t s i n Community; 
i m p o r t p r i c e i n c l u s i v e o f t a r i f f 

b: i n d i r e c t e f f e c t s b a s e d on 1985 t r a d e d a t a (UNCTAD, 1 9 8 8 ) . 

The g a i n s t o s u c h a l i b e r a l i s a t i o n a r e s u b s t a n t i a l , b o t h f o r consumers i n 
t h e Community and f o r e x p o r t e r s i n t h e p r o d u c i n g c o u n t r i e s . Community 
w e l f a r e i s e s t i m a t e d t o r i s e by o v e r 500 m i l l i o n e c u . As i s s e e n i n t h e 
n e x t t a b l e t h i s g a i n w i l l be c o n c e n t r a t e d where t a x e s a r e h i g h e s t , i n 
p a r t i c u l a r i n Germany and Denmark. I t s h o u l d be e m p h a s i s e d t h a t t h e 
w e l f a r e g a i n c i t e d i n T a b l e 4.12 i s t h e e s t i m a t e d n e t g a i n t o t h e 
economy. The d i r e c t g a i n t o consumers w o u l d be more t h a n t w i c e as g r e a t , 
b u t t h i s i s o f c o u r s e p a r t l y o f f s e t by l o s s e s i n t a x r e v e n u e t o t h e 
p u b l i c s e c t o r . 



The w o r l d p r i c e i s c a l c u l a t e d t o r i s e by 5.1 p e r c e n t . The p r o d u c e r 
w e l f a r e g a i n s f r o m e x p o r t s t o non-Community c o u n t r i e s w i l l be more 
c o n c e n t r a t e d i n L a t i n A m e r i c a t h a n t h o s e f r o m e x p o r t s t o t h e Community 
w i t h B r a z i l and C o l o m b i a b e i n g t h e p r i n c i p a l g a i n e r s . D e v e l o p i n g 
c o u n t r i e s a c c o u n t f o r l e s s t h a n 6 p e r c e n t o f w o r l d i m p o r t s , and t h e g r o s s 
w e l f a r e l o s s t o t h e s e c o u n t r i e s f r o m h i g h e r i m p o r t p r i c e s w i l l be o f t h e 
o r d e r o f 77 m i l l i o n e c u . On b a l a n c e t h e LDCs a r e e s t i m a t e d t o r e c o r d a 
g a i n o f o v e r 650 m i l l i o n e c u o r o v e r 8 p e r c e n t o f t h e t o t a l v a l u e o f 
t h e i r 1985 c o f f e e e x p o r t s . 

D i r e c t e f f e c t s o f EC e x c i s e t a x e l i m i n a t i o n on c o f f e e and c o f f e e 
p r o d u c t s on member s t a t e s and ACP and GSP c o u n t r i e s 

I . on e . x p o r t i n g c o u n t r i e s 

T a b l e 4.13 

i n c r e a s e m 
e x p o r t s ( e c u m i l l . ) 

i n c r e a s e i n 
e x p o r t s ( e c u m i l l . ) 

ACP c o u n t r i e s 
o f w h i c h 
C o t e d ' l v o i r e 
Kenya 
Uganda 
Z a i r e 
Cameroon 

185.4 

41.9 
21.0 
19.1 
18.1 
17.6 

GSP c o u n t r i e s 
o f w h i c h 
C o l o m b i a 
B r a z i l 

287.5 

106.7 
99.3 

I I . on EC member s t a t e s 

c u r r e n t change i n t a x r e v 
e x c i s e r a t e s as p e r c e n t , consump 

c o n s , w e l f a r e g a i n 
as p e r c t . consump. 

Germany 
F r a n c e 

40.9 
0. 
9.0 
0. 
0. 
5.7 
0. 

15.1 
0. 

-42.8 
0.2 

-9.2 
0. 
0.2 

-5.7 
0. 

26.5 
-5.1 
3.6 

-5.1 
-5.1 
0.6 

-5.1 
8.8 

-5.1 

I t a l y 
Un'd Kingdom 
N e t h e r l a n d s 
BLEU 
I r e l a n d 
Denmarli 
G r e e c e 

-16.6 
0. 



CHAPTER 5 

TOBACCO 

The w o r l d t o b a c c o m a r k e t has been t o a l a r g e e x t e n t segmented, b o t h on a 
g e o g r a p h i c a l b a s i s and on t h e b a s i s of d i f f e r e n t t y p e s of l e a f and 
methods o f c u r i n g . The c o u n t r i e s of S o u t h e r n and E a s t e r n E u r o p e , I t a l y , 
G r e e c e , B u l g a r i a , Y u g o s l a v i a and T u r k e y have t r a d i t i o n a l l y grown and 
smoked O r i e n t a l s u n - d r i e d v a r i e t i e s , t h o u g h , w i t h i n c r e a s e s i n income, 
consumers i n t h e s e c o u n t r i e s a r e s w i t c h i n g t o f l u e - c u r e d and B u r l e y 
v a r i e t i e s . The U n i t e d S t a t e s i s t h e s e c o n d l a r g e s t w o r l d p r o d u c e r ( a f t e r 
C h i n a ) and i s t h e l e a d i n g e x p o r t e r of u n m a n u f a c t u r e d t o b a c c o w i t h about 
18 p e r c e n t o f w o r l d e x p o r t s . T h r e e - q u a r t e r s of U n i t e d S t a t e s e x p o r t s a r e 
of f l u e - c u r e d and B u r l e y v a r i e t i e s . C h i n a i s e n c o u r a g i n g a s h i f t t o w a r d s 
B u r l e y p r o d u c t i o n . 

T a b l e 5.1 

W o r l d p r o d u c t i o n o f raw t o b a c c o and p r o d u c t i o n i n p r i n c i p a l e x p o r t i n g 
c o u n t r i e s (000 t o n n e s and p e r c e n t ) 

1973 1985 1987 a v e r a g e g r o w t h r a t e 
1973-1985 1985-1987 

P r o d u c t i o n 

EC-12 264.0 405. .9 385.7 3 .6 -2, .5 

C h i n a PRC 887.0 2319, .6 2094.7 8 .3 -5, .0 
U n i t e d S t a t e s 831.0 686, ,6 558.1 -1 .6 -9. .8 
I n d i a 417.0 472, .8 447.7 1 .1 -2 .7 
S o v i e t U n i o n 305.0 376, .0 381.0 1 .8 0, .7 
B r a z i l 199.0 397, .0 410.0 5 .9 1 .6 
T u r k e y 177.0 175, .7 175.0 -0, .1 -0, .2 
B u l g a r i a 148.0 126, .9 138.2 -1 .3 4, .4 
A r g e n t i n a 89.0 60. .5 n.a. -3 .2 n. .a. 
M a l a w i 72.0 77, .1 66.7 0 .6 -3 .5 
M e x i c o 60.0 53. .8 38.7 -0, .9 -15. .2 
Zimbabwe 30.0 108, .7 138.5 11 .3 12, .9 

W o r l d 4898.0 6828. .1 6467.8 2 .8 -2, .7 

S o u r c e s : C o m m i s s i o n ( 1 9 8 8 a ) ; USDA ( 1 9 8 7 b ) . 

A t t h e w o r l d l e v e l t h e r e c e n t c u t b a c k s i n p r o d u c t i o n have been 
s t i m u l a t e d by t h e a c c u m u l a t i o n o f e x c e s s s t o c k s . W o r l d c o n s u m p t i o n i s 
s t i l l r i s i n g , l e d by C h i n a , c e r t a i n o t h e r d e v e l o p i n g c o u n t r i e s and 
E a s t e r n E u r o p e . T a b l e 5.1 shows t h a t p r o d u c t i o n has c o n t i n u e d t o i n c r e a s e 
i n t h e Community d e s p i t e a l m o s t s t a t i c c o n s u m p t i o n , though t h e r e has been 
some r e d u c t i o n i n o u t p u t s i n c e 1985. M e a n w h i l e r a p i d e x p a n s i o n of 
p r o d u c t i o n has b e i n g t a k i n g p l a c e i n C h i n a , B r a z i l and Zimbabwe w h i l e i t 
i s d e c l i n i n g r a p i d l y i n t h e U n i t e d S t a t e s . 



I n t h e U n i t e d S t a t e s p e r c a p i t a c o n s u m p t i o n o f t o b a c c o p r o d u c t s 
has been d e c l i n i n g a t an a n n u a l r a t e o f 2.8 p e r c e n t s i n c e 1981. 
Tobacco e x p o r t s have d e c l i n e d n e a r l y 40 p e r c e n t s i n c e 1978 i n 
volume, though t h e r e h a s been some c o m p e n s a t i n g r i s e i n c i g a r e t t e 
e x p o r t s . I n volume t e r m s t h e U n i t e d S t a t e s was a n e t i m p o r t e r o f 
l e a f t o b a c c o i n 1987 f o r t h e f i r s t t i m e , r e f l e c t i n g a t r e n d t o 
t h e use of l o w e r - c o s t i m p o r t s o f f l u e - c u r e d and B u r l e y l e a f a t 
t h e expense o f d o m e s t i c p r o d u c t i o n . I m p o r t s a c c o u n t e d f o r one-
t h i r d of p r o c e s s i n g r e q u i r e m e n t s i n 1987. 

Tobacco c o n s u m p t i o n m t h e EC-10 r o s e a t an a v e r a g e a n n u a l r a t e o f 0.3 
p e r c e n t o v e r t h e p e r i o d 1973 t o 1985, and has been d e c l i n i n g s i n c e t h e n 
E x p o r t s by t h e Community grew i n volume terms a t an a n n u a l r a t e o f 6.6 
p e r c e n t o v e r t h e same p e r i o d . 

The r e a l w o r l d p r i c e o f t o b a c c o , t h a t i s t h e d o l l a r p r i c e d e f l a t e d by a 
d o l l a r i n d e x o f t h e p r i c e o f e x p o r t s o f m a n u f a c t u r e d g o o d s , f e l l 19 
p e r c e n t o v e r t h e d e c a d e t o 1980 ( W o r l d Bank, 1 9 8 7 ) . S i n c e t h e n t h e f a l l 
has c o n t i n u e d . I n 1987 t h e r e a l p r i c e had d e c l i n e d a f u r t h e r 30 p e r c e n t 
The W o r l d Bank does n o t e x p e c t any s i g n i f i c a n t u p s w i n g i n t h e r e a l 
t o b a c c o p r i c e i n t h e y e a r s t o 2000 ( t h o u g h i t s l a t e s t commodity p r i c e 
f o r e c a s t s do i n c l u d e a 16 p e r c e n t improvement on t h e d e p r e s s e d 1987 
l e v e l ) . 

P a r t of t h e e x p l a n a t i o n f o r t h e weakness o f w o r l d p r i c e s r e c e n t l y 
has been a change i n t h e p o l i c y o f t h e U.S. i n t e r v e n t i o n 
a g e n c i e s . I n t h e U n i t e d S t a t e s t h e r e i s a c o m p r e h e n s i v e s y s t e m 
of p r i c e s u p p o r t , b u t p r i c e s w h i c h , i n any e v e n t , l a g g e d v a r i a b l e 
p r o d u c t i o n c o s t s , a r e , s i n c e 1987, r e d u c e d by 1.4 p e r c e n t e a c h 
y e a r from t h e l e v e l t h e y w o u l d o t h e r w i s e be. The p r i c e s a r e o n l y 
g u a r a n t e e d f o r q u o t a s f o r e a c h p r i n c i p a l v a r i e t y . I f m a r k e t 
p r i c e s do not meet t h e l o a n r a t e p r i c e s t h e f a r m e r s may g i v e 
t i t l e f o r t h e i r l o a n s t o c k s t o t h e Commodity C r e d i t C o r p o r a t i o n 
( C . C . C . ) . T o b a c c o o u t p u t i s now b e i n g r e d u c e d w h i l e a c c u m u l a t e d 
l o a n s t o c k s a r e b e i n g s o l d b o t h d o m e s t i c a l l y and i n e x p o r t 
m a r k e t s . W h i l e t h e s u p p o r t s y s t e m i n t h e p a s t t e n d e d t o s u p p o r t 
t h e w o r l d p r i c e , s i n c e s t o c k s w o u l d be w i t h h e l d f r o m t h e w o r l d 
market u n t i l t h e l o a n r a t e s were r e a c h e d , s i n c e 1986 t h e C.C.C. 
and t h e F l u e - C u r e d S t a b i l i s a t i o n C o - o p e r a t i v e have been a b l e t o 
s e l l t h e i r a c c u m u l a t e d s t o c k s a t t h e p r e v a i l i n g m a r k e t p r i c e . 

D e s p i t e t h e s e l o w p r i c e s , t h e t o b a c c o m a n u f a c t u r e r s a r e c o n c e r n e d 
t h a t t h e r e i s a s e v e r e m i s m a t c h i n t h e q u a l i t y s u p p l i e d and 
demanded. Q u i t e a p a r t f r o m t h e l a c k o f demand f o r t h e s u n - d r i e d 
O r i e n t a l v a r i e t i e s p r o d u c e d i n I t a l y , G r e e c e and t h e E a s t e r n 
M e d i t e r r a n e a n c o u n t r i e s , t h e r e i s a s h i f t i n consumer p r e f e r e n c e s 
away from d a r k t o b a c c o s t o w a r d s l o w - t a r l o w - n i c o t i n e l i g h t 
v a r i e t i e s ( E I U , 1 9 8 7 ) . M a n u f a c t u r e r s c l a i m t h a t i t i s d i f f i c u l t 
t o o b t a i n s u f f i c i e n t q u a n t i t i e s o f b o t h t h e t o b a c c o w i t h t h e 
d e s i r e d a r o m a t i c , t a s t e and c o m b u s t i o n p r o p e r t i e s w h i c h g i v e 
" c h a r a c t e r " t o t h e c i g a r e t t e as w e l l as t h e good q u a l i t y n e u t r a l , 
f i l l e r t o b a c c o ( T o b a c c o Q u a r t e r l y , May 1 9 8 8 ) . A l a r g e number of 
c o u n t r i e s f r o m Canada t o Zimbabwe t o C h i n a have government 
programs i n o p e r a t i o n t o e n c o u r a g e t h e s w i t c h i n g o f p r o d u c t i o n t o 
t h e d e s i r e d v a r i e t i e s . 



EC S h a r e o i w o r l d t r a d e i n 

1973 1985 
I m p o r t s 

W o r l d 1251.5 1390.3 
of w h i c h 
EC-12 493.2 490.0 

EC-12 as p e r c e n t 39.4 35.2 

E x p o r t s 

W o r l d 1245.4 1413.8 
o f w h i c h 
EC-12 60.9 131.0 

EC-12 as p e r c e n t 4.9 9.3 

T a b l e 5.2 

raw t o b a c c o (000 t o n n e s and p e r c e n t ) 

1986 a v e r a g e g r o w t h r a t e 
1973-85 1985-86 

1350.0 0.9 -2.9 

456.0 -0.1 -6.9 

33.8 

1310.0 1.1 -7.3 

132.5 6.6 1.1 

10.1 

S o u r c e : C o m m i s s i o n ( 1 9 8 8 a ) . 

The Community i m p o r t s o v e r 40 p e r c e n t o f i t s u n m a n u f a c t u r e d 
t o b a c c o from t h e U n i t e d S t a t e s . Of t h e r e s t , t h e b i g g e s t s i n g l e 
s u p p l i e r w i t h some 17 p e r c e n t o f Community i m p o r t s i s B r a z i l , 
f o l l o w e d by Zimbabwe w i t h 9 p e r c e n t and M a l a w i w i t h 7 p e r c e n t . 
A l t o g e t h e r t h e ACP c o u n t r i e s s u p p l y 17 p e r c e n t of Community 
t o b a c c o i m p o r t s . 

As an e x p o r t e r t h e Community's s h a r e i n t h e w o r l d t o t a l , as w e l l 
as i n a b s o l u t e t e r m s , i s i n c r e a s i n g . T h i s i s c l o s e l y r e l a t e d t o 
t h e Common A g r i c u l t u r a l P o l i c y r e g i m e f o r t o b a c c o w h i c h o f f e r s a 
g u a r a n t e e d p r i c e t o f a r m e r s (up t i l l t h i s y e a r i n d e p e n d e n t l y of 
t h e demand f o r t h e v a r i e t y ) as w e l l as a s u b s i d y p e r m i t t i n g 
s u r p l u s q u a n t i t i e s of t h e l e s s p o p u l a r v a r i e t i e s t o be s o l d on 
t h e w o r l d m a r k e t . 

EC m a r k e t o r g a n i s a t i o n f o r t o b a c c o 

W h i l e t h e Community i s a s i g n i f i c a n t i m p o r t e r o f u n m a n u f a c t u r e d 
t o b a c c o , t a k i n g some t h i r d o f t o t a l w o r l d e x p o r t s . Community 
p r o d u c t i o n i t s e l f i s e q u i v a l e n t t o 45 t o 50 p e r c e n t of Community 
demand. However t h e r e i s a m i s m a t c h between t h e v a r i e t i e s and t h e 
q u a l i t i e s p r o d u c e d i n t h e Community and t h e demand by p r o c e s s o r s , 
w i t h t h e r e s u l t t h a t t h e Community e x p o r t s some 40 p e r c e n t o f i t s 
p r o d u c t i o n and i m p o r t s 70 p e r c e n t o f i t s p r o c e s s i n g r e q u i r e m e n t s . 

A l t h o u g h l o w e r p r i c e s and premiums (down by about 15 p e r c e n t i n 
t h e l a s t f o u r y e a r s ) have been t r i g g e r e d by t h e s t a b i l i s i n g 



mechanism, f a r m e r s have not r e d u c e d t h e i r o u t p u t o f t h e v a r i e t i e s 
i n s u r p l u s . R a t h e r t h e y have s o u g h t t o m a i n t a i n t h e i r i n c omes by 
i n c r e a s i n g o u t p u t . However t h e C o m m i s s i o n a r g u e s t h a t p r o d u c t i o n 
w o u l d have come down, ev e n w i t h o u t t h e l a t e s t t i g h t e n i n g o f t h e 
s t a b i l i s e r mechanism, "..as b o t h p r o d u c t i o n and a r e a s p l a n t e d 
have t e n d e d t o d e c l i n e i n r e c e n t y e a r s , t h e a c t u a l f o r e c a s t [ f o r 
1993/94] i s about 420 000 t o n n e s " ( C o m m i s s i o n , 1988b, 1 4 ) . 
However t h i s d e c l i n e i n o u t p u t i s somewhat m y s t e r i o u s . A c c o r d i n g 
t o C o m m i s s i o n f i g u r e s o u t p u t o f t o b a c c o as a w h o l e , and f o r t h e 
major v a r i e t i e s , has c o n t i n u e d t o r i s e i n r e c e n t y e a r s but f o r 
one y e a r , 1986, when w e a t h e r c o n d i t i o n s were u n u s u a l l y a d v e r s e , 
(op. c i t . 9 1 ) . S t i l l a c r e a g e d i d f a l l , i f o n l y a t o t a l o f 2.2 
p e r c e n t between 1985 and 1987. 

The Mechanism o f t h e CAP T o b a c c o Regime 

At p r e s e n t t h e r e i s a p r i c e and i n t e r v e n t i o n scheme c o v e r i n g 31 
v a r i e t i e s o f t o b a c c o ( t h e number o f v a r i e t i e s c o v e r e d h a s e x p a n d e d o v e r 
t i m e ) . F o r e a c h v a r i e t y a norm p r i c e ( e q u i v a l e n t t o t h e " t a r g e t " p r i c e 
f o r o t h e r CAP r e g i m e s ) i s f i x e d e v e r y y e a r w h i c h has been l a r g e l y 
d e t e r m i n e d by t h e p r o d u c t i o n c o s t s o f t h e f a r m e r s (OECD, 1 9 8 7 b ) . On t h e 
b a s i s of t h e norm p r i c e , an i n t e r v e n t i o n p r i c e ( r e c e n t l y 85 p e r c e n t o f 
t h e norm p r i c e ) f o r e a c h v a r i e t y i s s e t . F a r m e r s a r e g u a r a n t e e d t o 
r e c e i v e a t l e a s t t h e i n t e r v e n t i o n p r i c e . A d e r i v e d i n t e r v e n t i o n p r i c e i s 
s e t f o r b a l e d t o b a c c o , and a premium i s p a i d t o b u y e r s who p u r c h a s e l e a f 
t o b a c c o d i r e c t l y f r o m t h e g r o w e r s . T h i s premium e n s u r e s t h a t Community 
g r o w e r s have a p r e f e r e n c e o v e r i m p o r t e d t o b a c c o , and as a 
r e s u l t o n l y t o b a c c o v a r i e t i e s , where p r o d u c t i o n i s s u r p l u s t o Community 
p r o c e s s i n g demand, w i l l be bought i n t o i n t e r v e n t i o n . 

I n t h e d i s c u s s i o n o f t h i s y e a r ' s paclcage o f r e f o r m s t o t h e CAP, t o b a c c o 
was a c c o r d e d c o n s i d e r a b l e p r i o r i t y on a c c o u n t o f t h e h i g h and r a p i d l y 
r i s i n g b u d g e t a r y c o s t s o f t h e r e g i m e . The p r i n c i p a l a i m o f t h e r e c e n t 
a d j u s t m e n t s i n t h e i n t e r v e n t i o n s y s t e m i s t o r e d u c e t h e s u b s i d y c o s t by 
d i s c o u r a g i n g p r o d u c t i o n i n g e n e r a l , and, i n p a r t i c u l a r , o f v a r i e t i e s 
where demand has f a l l e n s i g n i f i c a n t l y , e s p e c i a l l y t h e s u n - d r i e d o r i e n t a l 
t o b a c c o s . 

Under t h e 1988 r e f o r m s , t o b a c c o v a r i e t i e s p r o d u c e d i n t h e Community have 
been d i v i d e d i n t o 5 g r o u p s r a n g i n g f r o m t h e most i n demand (Group I ) t o 
t h e l e a s t (Group V ) . T h e r e w i l l be an o v e r a l l l i m i t on o u t p u t q u a l i f y i n g 
f o r i n t e r v e n t i o n b u y i n g o r p r o c e s s i n g p r e m i a o f 350 000 t o n n e s , w i t h 
maximum q u a n t i t i e s s e t f o r e a c h v a r i e t y a c c o r d i n g t o demand c o n d i t i o n s . 
I f t h e maximum g u a r a n t e e d q u a n t i t y f o r any p a r t i c u l a r v a r i e t y i s 
e x c e e d e d , t h e p r i c e s and p r e m i a a r e t o be r e d u c e d p r o p o r t i o n a t e l y b u t by 
no more t h a n 5 p e r c e n t i n 1988/89 and up t o 10 p e r c e n t i n 1989/90. 

I t IS hoped t o r e d u c e o u t p u t by some 10 p e r c e n t o v e r t h e n e x t 
t h r e e y e a r s . I f i n a d d i t i o n t h e v a r i e t a l and q u a l i t y m i s m a t c h can 
be r e d u c e d , s t o r a g e c o s t s and e x p o r t r e f u n d s w i l l be c u t , f u r t h e r 
r e d u c i n g t h e o v e r a l l b u d g e t a r y a p p r o p r i a t i o n , t h o u g h t h e s e 
s a v i n g s w i l l be t o some e x t e n t o f f s e t by r e d u c e d t a r i f f r e v e n u e . 



Production of tobacco i n the Community and CAP a p p r o p r i a t i o n s 

1982/83 1985/86 

P r o d u c t i o n 
000 t o n n e s 318.9(a) 350.7 

E x p e n d i t u r e 
m i l l , e c u 

t o t a l 622.6 
17.3 

605.3 

822.6 
32.1 

790.5 
e x p o r t r e f u n d s 
i n t e r v e n t i o n 

N o t e a: a v e r a g e 1981/82 

S o u r c e : C o m m i s s i o n 1983, 1987b. 

S i n c e 1985 t h e v a r i e t a l m i smatch has w o r s e n e d and i n t e r v e n t i o n 
b u y i n g ha s i n c r e a s e d . I n 1985 28 000 t o n n e s , o r 8 p e r c e n t of o u t p u t , of 
b a l e d t o b a c c o ( p a r t i c u l a r l y Greelf B u r l e y t o b a c c o ) were s e n t i n t o 
i n t e r v e n t i o n . C o m p l e t e f i g u r e s a r e not y e t a v a i l a b l e f o r i n t e r v e n t i o n 
b u y i n g i n t h e 1986 h a r v e s t , but i t a p p e a r s t h a t about 18 000 t o n n e s i n 
G r e e c e and 6 000 t o n n e s i n I t a l y h ave been t a k e n i n t o i n t e r v e n t i o n . T h i s 
w o u l d amount t o n e a r l y 11 p e r c e n t o f t h e Community h a r v e s t , t h o u g h 
a p p a r e n t l y t h i s f i g u r e may have been a f f e c t e d by t h e C h e r n o b y l d i s a s t e r . 
T o b a c c o r e m a i n s a c o n t r o v e r s i a l s e c t o r i n Community f a r m d i s c u s s i o n s , n o t 
l e a s t b e c a u s e of i t s i m p o r t a n c e t o G r e e c e , w h i c h r e c e i v e s 30 p e r c e n t of 
a l l Its Community a g r i c u l t u r a l r e c e i p t s i n t h e f o r m o f t o b a c c o s u b s i d i e s . 
As i n I t a l y t o b a c c o t e n d s t o be grown on v e r y s m a l l f a r m s ( a v e r a g i n g l e s s 
t h a n 0.7 h e c t a r e s ) , where d i s e c o n o m i e s o f s m a l l s c a l e p r o d u c t i o n 
c o n t r i b u t e t o t h e Community's l a c k o f c o m p e t i t i v e n e s s v i s - a - v i s s u c h 
p r o d u c e r s as t h e U n i t e d S t a t e s , M a l a w i and Zimbabwe. 

P o s s i b i l i t i e s of l i b e r a l i s a t i o n of the Community tobacco market 

F o r t h e p u r p o s e s o f o u r q u a n t i t a t i v e a s s e s s m e n t we f i r s t c o n s i d e r t h e 
i m p a c t o f t a r i f f c u t s f o r t h e GSP s u p p l i e r s . Next we l o o k a t t h e i m p a c t 
o f t h e new measures t o b r i n g about a s w i t c h i n p r o d u c t i o n so t h a t t h e 
i n t e r v e n t i o n b u y i n g a n d / o r s u b s i d i s e d e x p o r t of t h e s u r p l u s v a r i e t i e s i s 
e l i m i n a t e d . Under t h e a s s u m p t i o n t h a t t h e s e p o l i c i e s a r e s u c c e s s f u l , we 
c a l c u l a t e t h e c hanges i n t h e w o r l d p r i c e s o f t h e t h e two s e t s of 
v a r i e t i e s and t h e i m p l i c a t i o n s f o r e x p o r t e a r n i n g s and w e l f a r e i n t h e 
e x p o r t i n g c o u n t r i e s . T h i s p o l i c y w i l l a l s o r e d u c e t h e c o s t s t o t h e CAP. 
The p r e s e n t c o s t o f e x p o r t s u b s i d i e s r e f l e c t s t h e much l o w e r r e l a t i v e 
p r i c e s on t h e w o r l d f o r t h e i n f e r i o r v a r i e t i e s o f t o b a c c o e x p o r t e d by 
t h e Community. 



The E f f e c t s o i A b o l i s h i n g T a r i f f s on GSP I m p o r t s o f U n m a n u f a c t u r e d 
T o b a c c o 

O n l y f l u e - d r i e d , B u r l e y and o t h e r h i g h - v a l u e t o b a c c o s (CT h e a d i n g s 2401 
10 00 t h r o u g h 59, and 2401 20 00 t h r o u g h 59) a r e c o n s i d e r e d as t h e s e 
c o n s t i t u t e t h e b u l l c (78.5 p e r c e n t i n 1985) o f t h e v a l u e of Community 
i m p o r t s . No s i g n i f i c a n t s u b s t i t u t i o n i n p r o d u c t i o n i n t h e Community i s 
l i k e l y , s i n c e t h e i m p o r t p r i c e o f t h e s e v a r i e t i e s w i l l s t i l l be l o w e r 
t h a n t h e norm p r i c e , g i v e n e x i s t i n g p o l i c i e s . 

The e f f e c t i v e t a r i f f r a t e on GSP i m p o r t s i s m p r a c t i c e t h e same as t h o s e 
on MFN i m p o r t s . On MFH i m p o r t s , t h e r a t e i s 23 p e r c e n t w i t h a minimum o f 
28 e c u p e r 100 k i l o g r a m s and a maximum of 30 e c u p e r 100 k i l o g r a m s , 
whereas t h e r a t e on GSP i m p o r t s i s 6 p e r c e n t but w i t h t h e same maximum 
and minimum. I n p r a c t i c e t h e 30 e c u p e r 100 k i l o g r a m maximum was 
e f f e c t i v e f o r a l l MFN i m p o r t s and a l l but s m a l l q u a n t i t i e s o f t h e GSP 
i m p o r t s . The r a t e was assumed e q u a l t o 30 ecu p e r k i l o g r a m , e q u i v a l e n t t o 
an a v e r a g e o f 5.9 p e r c e n t o v e r t h e two y e a r s . 

T a b l e 5.4 

E f f e c t s o f e l i m i n a t i n g t a r i f f s on GSP i m p o r t s o f h i g h - v a l u e t o b a c c o s on 
t h e Community and on ACP, GSP and MFN e x p o r t e r s , ( p e r c e n t , o f av. 

1985-86 l e v e l s , e x c e p t l a s t column) 

D i r e c t e f f e c t s : 

p r i c e ( a ) o f volume o f w e l f a r e as % w e l f a r e 
i m p t s / e x p t s i m p t s / e x p t s i n i t i a l t r a d e e c u m i l l . 

EC -1.08 0.43 -0.99 -14.9 
ACP -1.08 -0.44 -1.08 -2.8 
GSP 4.46 1.83 4.50 24.9 
MFN -1.08 -0.44 -1.02 -7.1 

I n d i r e c t e f f e c t s (b) : 

r e d i s t r i b u t i o n w i t h i n LDCs 40.1 
r e d i s t r i b . f r o m non-EC d e v e l o p e d c ' t r i e s t o LDCs 41.0 
of w h i c h t o ACP s t a t e s 10.0 

t o t a l g a i n s t o LDCs 63.1 
of w h i c h t o ACP s t a t e s 7.2 

Note a: i m p o r t p r i c e i n c l u s i v e o f t a r i f f 
b: i n d i r e c t e f f e c t s b a s e d on 1985 t r a d e d a t a (UNCTAD, 1 9 8 8 ) . 

The w e l f a r e l o s s t o t h e Community i s made up of a p o s i t i v e t e r m s -
o f - t r a d e g a i n of 16.3 m i l l i o n e c u and a t a r i f f r e v e n u e l o s s o f 31.1 
m i l l i o n e c u . T h i s a n a l y s i s assumes t h a t s u p p o r t t o t h e Community t o b a c c o 
p r o d u c e r s i s u nchanged. Thus t h e r e w o u l d a l s o be a r e d u c t i o n i n t h e c o s t 
of s u p p o r t i n g t h e Community f a r m e r s - m o s t l y i n t h e f o r m o f l o w e r 
p r o c e s s i n g p r e m i a - e q u a l t o t h e v a l u e o f p r o d u c t i o n m u l t i p l i e d by t h e 
p e r c e n t a g e i n c r e a s e i n t h e w o r l d p r i c e . The r i s e i n t h e w o r l d p r i c e i s 



c a l c u l a t e d as 4.46 p e r c e n t , so t h a t , on t h e b a s i s of 1985-86 a v e r a g e 
e x p e n d i t u r e , t h i s w ould have amounted t o some 37.7 m i l l i o n e c u . W h i l e 
t h i s i s a g a i n t o t h e Community b u d g e t , i t i s n o t a n e t g a i n t o t h e 
Community as a whole s i n c e i t r e p r e s e n t s a r e d u c e d r e d i s t r i b u t i o n of 
income from t a x p a y e r s t o p r o d u c e r s . S t i l l a t a t i m e of budget a u s t e r i t y , 
t h i s s h o u l d be an a p p e a l i n g f e a t u r e o f t h e l i b e r a l i s a t i o n o f t a r i f f s on 
t o b a c c o , and on any o t h e r p r o d u c t where t h e Common A g r i c u l t u r a l P o l i c y 
r e g i m e g u a r a n t e e s p r i c e s t o Community f a r m e r s . 

From T a b l e 5.4 i t can be s e e n t h a t t h e r e d u c t i o n i n t h e EC p r i c e , i n 
p e r c e n t a g e t e r m s e q u a l t o t h e p r i c e r e d u c t i o n e x p e r i e n c e d by t h e ACP and 
HFH e x p o r t e r s , i s c a l c u l a t e d as j u s t o v e r 1 p e r c e n t . The volume of 
Community i m p o r t s i s c a l c u l a t e d t o r i s e by 0.43 p e r c e n t ( a l m o s t e q u a l t o 
t h e p e r c e n t a g e f a l l s i n ACP and MFN e x p o r t s b e c a u s e t h e assumed 
e l a s t i c i t i e s o f e x p o r t s u p p l y and i m p o r t demand a r e v e r y c l o s e ) . These 
a r e f a i r l y modest c h a n g e s . However t h e e f f e c t s on t h e GSP s u p p l i e r s a r e 
much more s u b s t a n t i a l , w i t h a 4.5 p e r c e n t r i s e i n t h e GSP e x p o r t p r i c e 
and a 1.8 p e r c e n t r i s e i n volume. The d i r e c t w e l f a r e g a i n t o t h e GSP 
e x p o r t e r s i s e s t i m a t e d a t 4.5 p e r c e n t o f t h e v a l u e of i n i t i a l e x p o r t s o r 
n e a r l y 25 m i l l i o n e c u . 

The c o u n t r y o r i n t r a - g r o u p d i s t r i b u t i o n of g a i n e r s and l o s e r s f r o m s u c h a 
change i s a l s o o f i n t e r e s t . 

T a b l e 5.5 

D i r e c t e f f e c t s o f e l i m i n a t i n g t a r i f f s on GSP i m p o r t s o f h i g h - v a l u e 
t o b a c c o s on t h e member s t a t e s and on ACP, GSP and MFN e x p o r t e r s , ( e c u 

m i l l . , 1985/86 p r i c e s ) 

EC-10 1 6 . 27(a) ACP -2.79 
of w h i c h of w h i c h 
Germany 5.38 Zimbabwe -1.51 
F r a n c e 0.45 M a l a w i -1.06 
I t a l y 1.41 T a n z a n i a -0.16 
U.K. 4.05 Zambia -0.05 
N e t h e r l a n d s 2.82 
BLEU 0.96 GSP 24.89 
I r e l a n d 0.27 of w h i c h 
Denmark 0.80 B r a z i l 11.19 
G r e e c e 0.12 I n d i a 2.14 

T h a i l a n d 1.49 
A r g e n t i n a 1.33 

MFN -7.05 
of w h i c h 
USA -6.40 

N o t e a: e x c l u d i n g t a r i f f r e v e n u e l o s s e s . These a r e t h e p o t e n t i a l 
t e r m s - o f - t r a d e g a i n s i n e a c h member s t a t e f r o m p e r m i t t i n g 
consumers t o buy a t t h e Community i m p o r t p r i c e . 

The r e l a t i v e l y l o w g a m s t o F r a n c e , I t a l y and G r e e c e stem f r o m t h e low 
i m p o r t s of t o b a c c o f r o m o u t s i d e t h e Community of t h e s e c o u n t r i e s , w h i c h 
i s t o some e x t e n t t h e r e s u l t of t h e i r p r e f e r e n c e f o r " O r i e n t a l " t o b a c c o s . 



These a r e among t h e Community's s u r p l u s v a r i e t i e s . Here i t s h o u l d be 
n o t e d t h a t t h e p o t e n t i a l w e l f a r e g a i n s a r e b a s e d on e a c h Member S t a t e ' s 
i m p o r t s f r o m o u t s i d e t h e Community. S i n c e t h e r e i s i n t r a - C o m m u n i t y t r a d e 
i n t o b a c c o , t h e s e d a t a may not p e r f e c t l y r e f l e c t c o n s u m p t i o n o f t o b a c c o 
i m p o r t e d f r o m o u t s i d e t h e Community. 

As r e g a r d s t h e i m p a c t s on t h e e x p o r t i n g d e v e l o p i n g c o u n t r i e s , t h e 
d i r e c t l o s s e s i n c u r r e d by t h e p r i n c i p a l ACP e x p o r t e r s a r e r e l a t i v e l y much 
s m a l l e r t h a n t h e g a i n s t h a t w o u l d a c c r u e t o t h e m a j o r GSP e x p o r t e r s , were 
t h e t a r i f f s on t h e l a t t e r ' s e x p o r t s a b o l i s h e d . However t h e s e ACP l o s s e s 
m any e v e n t w i l l be more t h a n made up by g a i n s f r o m h i g h e r w o r l d p r i c e s 
f o r t h e i r e x p o r t s on non-Community m a r k e t s . 

The n e t w e l f a r e i m p a c t on t h e d e v e l o p i n g c o u n t r i e s f r o m e x t e n d i n g GSP 
b e n e f i t s w o u l d be p o s i t i v e . But t h e r e w o u l d be a s t r o n g c a s e f o r a r g u i n g 
t h a t t h e U n i t e d S t a t e s (now a n e t i m p o r t e r ) and o t h e r i m p o r t i n g c o u n t r i e s 
s h o u l d g r a n t s i m i l a r GSP e x t e n s i o n s , n o t as t h e Community p r o p o s a l p u t s 
i t " t o s h a r e t h e b u r d e n " ( t h e Community i s i n any e v e n t a n e t g a i n e r ) , 
b u t b e c a u s e t h e g a i n s t o t h e d e v e l o p i n g c o u n t r i e s w o u l d be d e e p e r and 
more w i d e l y s p r e a d . 

E l i m i n a t i n g Community T o b a c c o I n t e r v e n t i o n 

Here t h e much more r a d i c a l p o l i c y o f e s t a b l i s h i n g w o r l d p r i c e s i n t h e 
Community, o r e f f e c t i v e l y d i s m a n t l i n g t h e t o b a c c o r e g i m e , i s 
i n v e s t i g a t e d . The s i m u l a t i o n compares t h e s i t u a t i o n b e f o r e and a f t e r t h e 
e l i m i n a t i o n o f t h e i n t e r v e n t i o n r e g i m e . The s i m u l a t i o n does not c o n s i d e r 
t h e a d j u s t m e n t p r o c e s s p e r s e . S i n c e e s t i m a t e s o f l o n g - t e r m e q u i l i b r i u m 
e l a s t i c i t i e s a r e u s e d , t h e e x e r c i s e s i m u l a t e s t h e s i t u a t i o n w h i c h w o u l d 
p r e v a i l once e q u i l i b r i u m i s r e s t o r e d t o t h e m a r k e t s w i t h i n and o u t s i d e 
t h e Community. I n t h i s s i m u l a t i o n t a r i f f s were p r e s e r v e d , and t h u s t h e 
s m a l l p r e f e r e n c e f o r t h e GSP s u p p l i e r s and t h e much l a r g e r p r e f e r e n c e f o r 
t h e ACP s t a t e s . 

The base f o r t h e d a t a i s t h e a v e r a g e o f t h e two y e a r s 1985 and 1986, 
y e a r s i n w h i c h m a r k e t p r i c e s f o r t h e h i g h e r q u a l i t y f l u e - and a i r - c u r e d 
v a r i e t i e s i n t h e Community, t h a t i s w o r l d p r i c e s g r o s s e d up by t h e 
t a r i f f , were above i n t e r v e n t i o n p r i c e s , b u t m a r k e t p r i c e s f o r t h e 
s u n - d r i e d o r i e n t a l v a r i e t i e s were c o n s i d e r a b l y b e l o w i n t e r v e n t i o n p r i c e s . 
As a r e s u l t c o n s i d e r a b l e q u a n t i t i e s were bought i n t o i n t e r v e n t i o n , t h e 
r e s t b e i n g s o l d t o Community p r o c e s s o r s w i t h t h e h e l p o f t h e premium. 

I n p r a c t i c e as i n t e r v e n t i o n p r i c e s f o r b o t h t y p e s o f t o b a c c o a r e 
a b o l i s h e d , o r more p l a u s i b l y g r a d u a l l y r e d u c e d , f a r m e r s i n t h e Community 
s w i t c h t o p r o d u c i n g t h e f l u e - and a i r - c u r e d v a r i e t i e s , r e d u c i n g i m p o r t s 
o f t h e s e and e x e r t i n g downward p r e s s u r e on t h e w o r l d p r i c e . I n t h e -
meantime l e s s o f t h e s u n - c u r e d O r i e n t a l v a r i e t i e s a r e now e x p o r t e d w i t h 
r e s t i t u t i o n p a y m e n t s , so t h a t t h e w o r l d p r i c e o f t h e s e v a r i e t i e s t e n d s t o 
r i s e . 

I n o r d e r t o keep t h e s i m u l a t i o n s as manageable as p o s s i b l e , t h e many 
v a r i e t i e s o f t o b a c c o , p r o d u c e d o r i m p o r t e d , a r e d i v i d e d i n t o two g r o u p s 
t h a t c o r r e s p o n d t o t h e t h o s e w h i c h t h e C o m m i s s i o n i s s e e k i n g t o e n c o u r a g e 



i n t h e 1988 CAP r e f o r m package and t h o s e t h a t i t i s t r y i n g t o 
d i s c o u r a g e . ' 

I n f a c t t h e r e a r e as many as 34 s e p a r a t e v a r i e t i e s of t o b a c c o f o r 
w h i c h s e p a r a t e g u i d e p r i c e s and i n t e r v e n t i o n p r i c e s a r e e s t a b l i s h e d . 
C l e a r l y t h e mix o f t h e s e i n c o n s u m p t i o n , p r o d u c t i o n , i m p o r t s and e x p o r t s 
d i f f e r s so t h a t t a k i n g w e i g h t e d a v e r a g e s f o r p r i c e s of t h e two g r o u p s 
w i l l c r e a t e a p r o b l e m i n d e f i n i n g a l i g n m e n t of Community t o w o r l d p r i c e s . 
Hence we have us e d t h e p r i c e s of two i m p o r t a n t and t y p i c a l v a r i e t i e s i n 
eac h g r o u p as r e p r e s e n t a t i v e of t h e w h o l e g r o u p . These v a r i e t i e s a r e 
V i r g i n i a ESP among t h e f a v o u r e d g r o u p s and Kaba K o u l a k c l a s s i c among t h e 
l e s s f a v o u r e d . 

The s i m u l a t i o n r e s u l t s g i v e a 22 p e r c e n t r i s e i n t h e w o r l d p r i c e of t h e 
r e p r e s e n t a t i v e l o w e r q u a l i t y v a r i e t y and a s i m i l a r f a l l m t h e p r i c e 
o b t a i n a b l e by f a r m e r s m t h e Community. The a s s u m p t i o n s about 
e l a s t i c i t i e s l e a d t o t h e r e s u l t t h a t t h e p r i c e of t h e h i g h e r q u a l i t y 
V i r g i n i a ends up a l m o s t unchanged, t h e r e d u c t i o n i n o u t p u t i n t h e r e s t of 
t h e w o r l d as f a r m e r s s w i t c h t o t h e now h i g h e r - p r i c e d O r i e n t a l s , 
o f f s e t t i n g t h e s w i t c h t o h i g h e r q u a l i t y i n t h e Community. Of c o u r s e i t i s 
f o r t u i t o u s t h a t t h e y o f f s e t one a n o t h e r a l m o s t e x a c t l y . 

V a r i o u s a l t e r n a t i v e a s s u m p t i o n s on c r o s s - p r i c e e l a s t i c i t i e s of s u p p l y , 
b o t h i n and o u t s i d e t h e Community, were t r i e d . I t was f o u n d t h a t t h e 
p r o d u c t i o n and n e t e x p o r t mix was s e n s i t i v e t o t h e a s s u m p t i o n s but t h e 
e q u i l i b r i u m p r i c e s were n o t much a f f e c t e d . The r e a s o n f o r t h i s i s t h e l o w 
d i r e c t and c r o s s - p r i c e e l a s t i c i t i e s o f demand w h i c h mean t h a t w o r l d 
o u t p u t o f each q u a l i t y o f t o b a c c o w i l l not v a r y much, even where t h e 
p r o d u c t i o n mix i n t h e Community a l t e r s r a d i c a l l y . 

Community o u t p u t of t h e h i g h e r q u a l i t y t o b a c c o s r i s e s 2.8 p e r c e n t w h i l e 
t h a t o f t h e l o w e r q u a l i t y f a l l s a l m o s t 15 p e r c e n t . I m p o r t s o f the h i g h e r 
q u a l i t y v a r i e t i e s r i s e m a r g i n a l l y as some smokers s w i t c h t o w a r d them. 

' The d i s t i n c t i o n between h i g h e r and l o w e r q u a l i t y t o b a c c o s f o l l o w s 
t h e h e a d i n g s o f t h e Common Customs T a r i f f . The h i g h e r q u a l i t y t o b a c c o s 
c o v e r V i r g i n i a - t y p e , l i g h t a i r - c u r e d B u r l e y and M a r y l a n d and f i r e - c u r e d 
v a r i e t i e s . These c o r r e s p o n d t o Nimexe c o d e s 2401.02 t o 2401.59 and 
2401.71 t o 2401.76. Tobacco r e f u s e , 2401.80, was i n c l u d e d i n t h e h i g h e r 
q u a l i t y c a t e g o r y . The l o w e r q u a l i t y v a r i e t i e s were t a k e n as t h o s e under 
Nimexe codes 2401.61 t o 2401.69 and 2401.77 and 2401.78. These c o n s i s t 
of o t h e r l i g h t a i r - c u r e d and s u n - c u r e d v a r i e t i e s , p r e p o n d e r a n t l y t h e 
s o - c a l l e d O r i e n t a l t o b a c c o s . 

F o r s e t t i n g p r i c e s and t h r e s h o l d s t h e C o m m i s s i o n does n o t use t h i s 
c l a s s i f i c a t i o n . However t h e h i g h e r q u a l i t y t o b a c c o s c o r r e s p o n d f a i r l y 
c l o s e l y w i t h t h e t h r e e g r o u p s o f v a r i e t i e s , f o r w h i c h t h e C o m i p i s s i o n has 
p r o p o s e d r e l a t i v e l y f a v o u r a b l e t r e a t m e n t m t h e 19S8 p r i c e f i x i n g . These 
a r e c h a r a c t e r i s e d as ( i ) " c o m m e r c i a l l y s o u g h t - a f t e r v a r i e t i e s " , ( i i ) 
" v a r i e t i e s e x p e r i e n c i n g t e m p o r a r y d i f f i c u l t i e s " and ( i i i ) " v a r i e t i e s 
w e l l s u i t e d t o demand f r o m Community i n d u s t r y " . Our l o w e r q u a l i t y c l a s s 
c o r r e s p o n d s l a r g e l y t o ( i v ) " v a r i e t i e s w h i c h have u n r e l i a b l e e x t e r n a l 
market o u t l e t s and w h i c h a r e p a r t l y s e n t i n t o i n t e r v e n t i o n " and (v) 
" v a r i e t i e s u n d e r g o i n g a s h a r p i n c r e a s e i n p r o d u c t i o n , w h i c h a r e e x p o r t e d 
a t low p r i c e s o n t o d i f f i c u l t m a r k e t s i n non-member c o u n t r i e s " . 



w h i l e e x p o r t s o f t h e l o w e r q u a l i t y , now no l o n g e r s u b s i d i s e d f a l l a l m o s t 
8 p e r c e n t . 

T a b l e 5.5 

R e s u l t s o f e l i m i n a t i n g t o b a c c o i n t e r v e n t i o n i n t h e Community: e f f e c t s on 
w o r l d and Community p r i c e s . Community p r o d u c t i o n and n e t e x p o r t s 

r e p r e s e n t a t i v e v a r i e t i e s V i r g i n i a ESP Kaba K o u l a k 

p r i c e s : e c u / k g 
i n i t i a l w o r l d p r i c e s 5.12 
EC i n t e r v e n t i o n p r i c e s 5.11 
f i n a l w o r l d / E C p r i c e s 5.13 

3.41 
5.43(a) 
4.16 

EC o u t p u t , 000 t o n s H i g h e r q u a l i t y Lower q u a l i t y 

i n i t i a l 
f i n a l 
p e r c e n t change 

261.5 
268.7 

2.8 

132.9 
113.3 
-14.8 

EC n e t e x p o r t s , 000 t o n s 

i n i t i a l 
f i n a l 
p e r c e n t change 

-341.6 
-344.5 

0.9 

51.3 
47.3 
-7.7 

EC t o t a l t r a d e , e c u m i l l . i m p o r t s e x p o r t s b a l a n c e 

i n i t i a l 
f i n a l 
p e r c e n t change 

1829.2 
1874.5 

2.5 

224.8 
179,2 
-20.3 

1604.4 
1695.2 

The l a s t p a n e l o f T a b l e 5.6 i s c a l c u l a t e d by a p p l y i n g t h e i m p o r t and 
e x p o r t p r i c e and volume changes f o r t h e two d i f f e r e n t q u a l i t y g r o u p s 
i n d i v i d u a l l y t o a v e r a g e 1985/86 t r a d e f l o w s f o r each Niraexe c a t e g o r y . 
When t h i s i s done t h e p e r c e n t a g e i m p a c t s on e x p o r t s and i m p o r t s a r e 
somewhat m o d i f i e d , b e c a u s e t h e r e a r e some l i m i t e d e x p o r t s o f h i g h e r 
q u a l i t y and i m p o r t s of l o w e r q u a l i t y v a r i e t i e s . The n e t r e s u l t i s t h a t 
i m p o r t v a l u e s r i s e 2.5 p e r c e n t , o f w h i c h a l m o s t a l l d e r i v e s f r o m t h e 22 
p e r c e n t w o r l d p r i c e i n c r e a s e i n l o w e r q u a l i t y t o b a c c o . E x p o r t v a l u e s f a l l 
20 p e r c e n t , t h a t i s 5 p e r c e n t i n volume and 16 p e r c e n t i n p r i c e . 

The i m p l i c a t i o n s o f t h e s e f i n d i n g s f o r t h e t o b a c c o e x p o r t i n g c o u n t r i e s m 
t h e r e s t o f t h e w o r l d a r e , f i r s t l y , t h a t t h e l i b e r a l i s a t i o n of t h e 
Community market w o u l d r e s u l t i n h i g h e r p r i c e s f o r l o w e r q u a l i t y 
v a r i e t i e s and l i t t l e change i n p r i c e s f o r h i g h e r q u a l i t y v a r i e t i e s . T h i s 
w o u l d be a n e t b e n e f i t t o t h e d e v e l o p i n g c o u n t r i e s as a w h o l e , and a n e t 
l o s s t o t h e d e v e l o p e d w o r l d . 

S e c o n d l y t h e r e d u c t i o n i n Community e x p o r t s of l o w e r q u a l i t y t o b a c c o s 
w o u l d b e n e f i t t h e e x p o r t e r s o f t h e s e v a r i e t i e s , i n p a r t i c u l a r T u r k e y and 
Y u g o s l a v i a i n E u r o p e and c e r t a i n Worth A f r i c a n and M i d d l e E a s t c o u n t r i e s . 



As r e g a r d s t h e Community t h e r e w i l l be a s m a l l w e l f a r e g a i n r e s u l t i n g 
f r o m t h e l o w e r p r i c e s of t h e l o w e r q u a l i t y t o b a c c o s , t h o u g h as we have 
s e e n t h e y a r e no l o n g e r much i n demand. T h e r e w i l l be a p r o d u c e r l o s s t o 
t h e f a r m e r s g r o w i n g t h e s e v a r i e t i e s , t h o u g h i n t h e s i m u l a t i o n t h e o u t p u t 
o n l y f a l l s a bout 15 p e r c e n t and t h e r e i s some s w i t c h i n g i n t o t h e h i g h e r 
q u a l i t i e s . T h e r e w i l l be a s m a l l b a l a n c e o f payments l o s s (91 m i l l i o n 
e c u ) , and c o n s i d e r a b l e s a v i n g s t o t h e Common A g r i c u l t u r a l P o l i c y b u d g e t . 
I n 1985/86 on a v e r a g e 32 m i l l i o n e c u were s p e n t on e x p o r t r e f u n d s and 
790.5 m i l l i o n e c u on i n t e r v e n t i o n . S i n c e t h e n t h e s e c o s t s have been 
g r o w i n g . 

T h e r e a r e a number o f p o s s i b l e p o l i c y c h anges t h a t f a l l s h o r t of f u l l 
l i b e r a l i s a t i o n . G u i d e and i n t e r v e n t i o n p r i c e s c o u l d be r e d u c e d r a t h e r 
t h a n e l i m i n a t e d . However t h i s s i m u l a t i o n d e m o n s t r a t e s t h a t f u l l 
l i b e r a l i s a t i o n i s i n f a c t a v i a b l e o p t i o n . C e r t a i n l y t h e r e a r e some 
f a r m e r s who w i l l be u n a b l e t o p r o d u c e p r o f i t a b l y any O r i e n t a l t o b a c c o 
were p r i c e s t o d r o p 23 p e r c e n t . I n A p u l i a , and p a r t i c u l a r l y i n t h e 
p r o v i n c e of L e c c e , t h e c l i m a t i c and g e o - p e d o l o g i c a l c o n d i t i o n s -
i n s u f f i c i e n t r a i n f a l l , l a c l c of i r r i g a t i o n p o s s i b i l i t i e s and t h e 
i n f e r t i l i t y of t h e l a n d - a r e s u c h as t o malce s w i t c h i n g t o o t h e r 
v a r i e t i e s o f t o b a c c o o r t o v e g e t a b l e s , f l o w e r s o r f r u i t u n f e a s i b l e , 
t h o u g h t h i s i s not t h e c a s e i n t h e o t h e r p r i n c i p a l g r o w i n g a r e a , t h e 
A b r u z z i ( C o m m i s s i o n , 1 9 8 0 ) . 



CHAPTER 6 

RICE 

S t a t i s t i c s on w o r l d r i c e p r o d u c t i o n a r e g i v e n i n T a b l e 6.1. I t i s 
c l e a r f rom t h e s e f i g u r e s t h a t t h e r e has been a m a j o r i n c r e a s e i n 
o u t p u t i n A s i a , and i n p a r t i c u l a r i n C h i n a , I n d o n e s i a and V i e t ­
nam. 

T a b l e 6.1 

World production of paddy r i c e ( m i l l i o n tonnes) 

1976-80 a v. 1984 1985 1986 1987 ( e s t . ) 

B a n g l a d e s h 19.3 21. .6 22, .6 23. .3 21.1 
C h i n a (PR) 135.0 178. .3 168 .5 172, .0 173.0 
I n d i a 73.2 87. .5 96, .2 90. .0 73.0 
I n d o n e s i a 25.7 38. ,1 39, .0 39. .3 38.5 
J a p a n 15.0 14. ,8 14. .6 14. 4 13.2 
T h a i l a n d 15.9 19. ,9 20. .1 18. ,9 16.5 
V i e t n a m 11.1 15. ,6 15, .9 16. .2 15.0 
o t h e r 48.4 56, .2 57 .3 59, .0 56.0 

T o t a l A s i a 343.6 430. .0 434, .2 433. ,1 406.3 

B r a z i l 8.6 9. .0 9 .0 10. ,4 10.7 
U n i t e d S t a t e s 5.7 6. ,1 6, .1 6. ,1 5.9 
o t h e r 17.8 22, .8 21 .1 20, .9 19.1 

EC-12 1.6 1. ,7 2. .0 1. ,9 1.9 

W o r l d 377.3 469. .6 472, .4 472. ,4 445.9 

N o t e ; f i g u r e s f o r 1987 a r e e s t i m a t e s 

S o u r c e s : E u r o s t a t ; USDA 1987b. 

The s h a r e o f r i c e i n w o r l d a g r i c u l t u r a l o u t p u t i n 1980 has been 
e s t i m a t e d a t 11.5 p e r c e n t ( t h o u g h t h e c a l c u l a t i o n o f t h i s number i s 
c l e a r l y f r a u g h t w i t h enormous v a l u a t i o n p r o b l e m s ) . The s h a r e i n t h e 
d e v e l o p e d m a r k e t e c o n o m i e s was o n l y 4.2 p e r c e n t (32.8 p e r c e n t i n J a p a n 
b u t 2.2 p e r c e n t i n t h e U n i t e d S t a t e s ) , w h i l e t h a t i n t h e d e v e l o p i n g 
c o u n t r i e s was 26.0 p e r c e n t , r o u g h l y t w i c e t h a t o f e i t h e r wheat o r c o a r s e 
g r a i n s . The s h a r e o f r i c e m g r a i n o u t p u t f o r t h e w o r l d as a w h o l e i s 
e s t i m a t e d a t 31.7 p e r c e n t , 15.5 p e r c e n t f o r t h e d e v e l o p e d e c o n o m i e s and 
48.3 p e r c e n t f o r t h e d e v e l o p i n g e conomies ( a l l f i g u r e s f r o m T y e r s and 
A n d e r s o n , 1986, b a s e d on FAO and USDA t a p e s ) . 

However, a c c o r d i n g t o t h e same s o u r c e , r i c e o n l y a c c o u n t e d f o r some 5.8 
p e r c e n t o f t o t a l w o r l d e x p o r t s o f g r a i n s on a v e r a g e i n t h e p e r i o d 



1980-83, down f r o m 6.1 p e r c e n t i n 1970-74 and 7.9 p e r c e n t i n 1961-64. 
World t r a d e i n r i c e i s t h e n a v e r y s m a l l p r o p o r t i o n o f o u t p u t . 

A s e c o n d s i g n i f i c a n t f e a t u r e of t h e w o r l d r i c e m a r k e t i s t h e h i g h d e g r e e 
of p r o t e c t i o n m a l l t h e major and most o f t h e s m a l l e r m a r k e t s . As t h e 
t a b l e o f PSEs c a l c u l a t e d by t h e OECD and t h e USDA d e m o n s t r a t e s , w h i l e t h e 
E u r o p e a n Community c l e a r l y g i v e s t h e 

T a b l e 6.2 

P r o d u c e r s u b s i d y e q u i v a l e n t s f o r r i c e i n s e l e c t e d c o u n t r i e s , 
1982-86, p e r c e n t 

1982 1983 1984 1985 1986 

EC-10 29.5 181.7 83.3 256 .8 315.9 

U n i t e d S t a t e s 23.8 46.4 31.9 52.2 71.7 
J a pan 84.8 87.8 87.3 86.7 94.3 
A u s t r a l i a 17.6 14.2 7.0 12.9 21.8 

B r a z i l 39.6 53.2 34.1 56.0 64.2 
N i g e r i a -47.8 -56.1 -53.3 -35.5 -22.9 

I n d i a -39.6 -18.2 -12.0 -17.0 -4.9 
I n d o n e s i a 22.8 1.4 9.7 17.8 19.7 
P a k i s t a n -47.8 -56.1 -53.3 -35.5 -22.9 
S o uth K o r e a 66.7 71.3 71.7 72.4 76.6 
T a i wan 25.1 25.9 32.1 26.9 31.5 
T h a i l a n d -0.3 0.4 1.1 1.8 4.3 

S o u r c e : USDA, 1988b. 

b i g g e s t s u b s i d i e s t o i t s ( r a t h e r few) r i c e f a r m e r s , s u b s t a n t i a l 
s u b s i d i e s a r e g i v e n by t h e U n i t e d S t a t e s , J a p a n , A u s t r a l i a , B r a z i l , 
I n d o n e s i a , S o u t h K o r e a and T a i w a n , w h i l e two major p r o d u c e r s , N i g e r i a and 
P a k i s t a n , impose s i g n i f i c a n t t a x e s on t h e i r r i c e f a r m e r s . I t i s 
i n t e r e s t i n g t h a t t h e r e i s no c l e a r r e l a t i o n between b e i n g a n e t e x p o r t e r 
o r i m p o r t e r and w h e t h e r r i c e f a r m e r s a r e s u b s i d i s e d o r t a x e d . Of t h e 
c o u n t r i e s l i s t e d , A u s t r a l i a , t h e U n i t e d S t a t e s , P a k i s t a n and T h a i l a n d a r e 
s i g n i f i c a n t n e t e x p o r t e r s . B r a z i l , N i g e r i a and S o u t h K o r e a a r e m a j o r 
i m p o r t e r s . 

An i m p l i c a t i o n o f t h e s m a l l p r o p o r t i o n of p r o d u c t i o n w h i c h e n t e r s 
i n t e r n a t i o n a l t r a d e , t o g e t h e r w i t h t h e h i g h d e g r e e o f p r o d u c e r 
p r o t e c t i o n i n most o f t h e major p r o d u c i n g c o u n t r i e s , i s t h a t t h e w o r l d 
p r i c e i s v e r y s e n s i t i v e t o s m a l l changes i n s u p p l y , o r , more p r e c i s e l y , 
s h i f t s i n t h e e x p o r t s u p p l y s c h e d u l e s . Such s h i f t s may be c a u s e d by 
c l i m a t i c v a r i a t i o n s o r by changes i n s u b s i d y r e g i m e s . 

The m a jor U n i t e d S t a t e s s u p p o r t programmes c o n s i s t o f d e f i c i e n c y payments 
f o r f a r m e r s p a r t i c i p a t i n g i n a c r e a g e r e d u c t i o n s , and t h e s p e c i a l r i c e 
m a r k e t i n g l o a n scheme under t h e 1985 Farm B i l l , w h i c h a l l o w s repayment of 
l o a n s on p r o d u c t i o n a t l e v e l s b e l o w t h e l o a n r a t e and r e l a t e d t o t h e 



w o r l d p r i c e . B o t h o f t h e s e may have g i v e n an i m p a c t on w o r l d p r i c e 
l e v e l s , t h e f o r m e r i n an upward d i r e c t i o n b e c a u s e i t e n c o u r a g e s t h e 
w i t h d r a w a l o f l a n d f r o m r i c e p r o d u c t i o n , and t h e l a t t e r , downwards, 
b e c a u s e i t e n a b l e s f a r m i ncomes t o be m a i n t a i n e d w i t h o u t a r i s e i n t h e 
l o a n r a t e ( w h i c h i s e f f e c t i v e l y an i n t e r v e n t i o n p r i c e ) . 

However t h e g r e a t e s t i m p a c t has come t h r o u g h r e d u c t i o n s i n t h e U.S. l o a n 
r a t e i t s e l f . T h i s has been d e c r e a s e d f r o m an a v e r a g e of $8.14 p e r c w t . 
i n 1982 t o S6.84 i n 1987. S e c o n d l y l a s t y e a r t h e U n i t e d S t a t e s u s e d t h e 
E x p o r t Enhancement P r o g r a m t o s e l l 70,000 t o n n e s t o T u r k e y and 60,000 
t o n n e s t o J o r d a n , e f f e c t i v e l y u n d e r c u t t i n g w o r l d p r i c e s . 

J a p a n a l s o has an a r e a - r e d u c t i o n programme. I n t h e c o u r s e of 3 
y e a r s 35 p e r c e n t o f a c r e a g e under r i c e i s t o be c o n v e r t e d t o 
o t h e r c r o p s . 

However, w i t h i n c r e a s e d s u p p l i e s i n , n o t a b l y , C h i n a and S o u t h E a s t A s i a , 
and s e l f - s u f f i c i e n c y b e i n g r e a c h e d i n s e v e r a l t r a d i t i o n a l i m p o r t i n g 
c o u n t r i e s , and t h e i m p a c t of U.S. s u b s i d i e s , w o r l d p r i c e s have f a l l e n 
s t e a d i l y o v e r t h e l a s t f i v e y e a r s , o n l y p i c k i n g up t o w a r d s t h e end o f 
1987 i n r e s p o n s e t o t i g h t e r w o r l d s u p p l y . On a v e r a g e i n 1987 p r i c e s were 
IS p e r c e n t b e l o w t h e i r a v e r a g e 1980-82 l e v e l . S h a r p r e d u c t i o n s o f o u t p u t 
have t a k e n p l a c e i n I n d i a and c e r t a i n c o u n t r i e s o f S o u t h - E a s t A s i a 
b e c a u s e o f d r o u g h t , and i n B a n g l a d e s h b e c a u s e o f f l o o d i n g . T h e r e h a s 
a l s o been some r e d u c t i o n m p l a n t i n g s i n A u s t r a l i a , A r g e n t i n a and 
Uruguay, r e l a t e d t o t h e low l e v e l of w o r l d p r i c e s (USDA 1987b) . 

But t h e s e i m p r o v e d p r i c e s c a n n o t be e x p e c t e d t o l a s t . When p r i c e s r e v e r t 
t o t r e n d , l e s s e f f i c i e n t p r o d u c e r s , where t h e y f a c e w o r l d p r i c e s o r , 
w o r s e , s u f f e r n e g a t i v e PSEs, w i l l a g a i n f i n d t h e m s e l v e s b e i n g 
i n c r e a s i n g l y s q u e e z e d o u t o f t h e m a r k e t . Farmers i n N i g e r i a w o u l d be 
u n a b l e t o compete w i t h U n i t e d S t a t e s r i c e even w i t h o u t i t s PSE o r t h e i r 
own n e g a t i v e PSE. I n 1986 i t c o s t t h e a v e r a g e f a r m e r i n t h e U n i t e d 
S t a t e s $ 368 t o p r o d u c e one t o n n e a g a i n s t S 635 i n N i g e r i a ( a t 1986 
e x c hange r a t e s ) . The A m e r i c a n f a r m e r r e c e i v e d a s u b s i d y o f $ 246 p e r 
t o n n e . The N i g e r i a n f a r m e r p a i d a t a x o r n e g a t i v e s u b s i d y e q u i v a l e n t t o 
S 186 p e r t o n n e . 

Some c o u n t r i e s , s u c h as T h a i l a n d , h ave c u t p r i c e s and r a i s e d p r o d u c t i o n 
t o t r y and m a i n t a i n e a r n i n g s . At t h e same t i m e T h a i l a n d i s r e d u c i n g 
a c r e a g e under a f o u r - y e a r programme. O t h e r s have r e s o r t e d t o e v e r - h i g h e r 
p r o d u c e r s u b s i d i e s . 

EC M a r k e t O r g a n i s a t i o n f o r R i c e 

The p r i c e and i n t e r v e n t i o n s y s t e m f o r r i c e w i t h i n t h e Common 
A g r i c u l t u r a l P o l i c y i s i n a l l i m p o r t a n t r e s p e c t s t h e same as t h a t o f t h e 
o t h e r c e r e a l s , wheat, b a r l e y and m a i z e . I t f o l l o w s t h e a r c h e t y p a l CAP 
s y s t e m i n t r o d u c e d i n 1962, a s y s t e m e f f e c t i v e l y unchanged but f o r one 
i m p o r t a n t r e s p e c t . ' 

O r i g i n a l l y t h e g u a r a n t e e d p r i c e s y s t e m a p p l i e d t o u n l i m i t e d q u a n t i t i e s o f 
p r o d u c t i o n . Now f o r most goods, t h r e s h o l d s have been i n t r o d u c e d w h i c h 
l i m i t t h e f u l l i n t e r v e n t i o n p r i c e t o a q u a n t i t y u s u a l l y b a s e d on 
h i s t o r i c a l l e v e l s o f p r o d u c t i o n . However r i c e has so f a r e s c a p e d t h e 
i n t r o d u c t i o n of t h e s e " s t a b i l i s e r s " on t h e g r o u n d s t h a t p r o d u c t i o n i s 



f a i r l y s t a b l e and t h e r e g i m e i s r e l a t i v e l y i n e x p e n s i v e when v i e w e d as a 
s h a r e of CAP s p e n d i n g (0.42 p e r c e n t o f a p p r o p r i a t i o n s i n 1986 and 0.41 
p e r c e n t i n 1987) ( C o m m i s s i o n 1988 b ) . 

Not t h a t many w o u l d ar g u e t h a t t h e Community has a c o m p a r a t i v e a d v a n t a g e 
i n t h e p r o d u c t i o n of r i c e . F u r t h e r m o r e t h e r i c e grown i n t h e Community, 
m a i n l y i n t h e Po v a l l e y o f I t a l y , i s l e s s and l e s s i n demand and i s 
m o s t l y e x p o r t e d t o N o r t h A f r i c a , w i t h t h e h e l p o f s u b s t a n t i a l 
" r e s t i t u t i o n s " t o b r i n g t h e p r i c e down t o t h e w o r l d l e v e l . 

The Community s u b s i d y s y s t e m i n v o l v e s t h r e e t y p e s o f p r i c e : t a r g e t , 
i n t e r v e n t i o n and t h r e s h o l d . The i n t e r v e n t i o n p r i c e i s t h e p r i c e a t w h i c h 
t h e i n t e r v e n t i o n a g e n c i e s a r e r e q u i r e d t o buy a l l t h e r i c e o f f e r e d t o 
them by Community f a r m e r s . I n 1986-87 i t was 314 e c u / t o n n e , unchanged 
from 1985-86. I t i s t h e same f o r b o t h r o u n d - g r a i n and l o n g - g r a i n 
v a r i e t i e s , and so i n i t s e l f does not g i v e any i n d u c e m e n t f o r f a r m e r s t o 
s w i t c h t o v a r i e t i e s most i n demand. M o n t h l y i n c r e a s e s a r e a p p l i e d t o the 
i n t e r v e n t i o n (and a l s o t o t h e t a r g e t and t h r e s h o l d ) p r i c e t o e n s u r e a 
smooth f l o w o f s u p p l i e s o v e r t h e y e a r f o l l o w i n g t h e h a r v e s t (OECD 1987b, 
66- 6 9 ) . 

T h r e s h o l d p r i c e s a r e s e t f o r h u s k e d r i c e , m i l l e d r i c e and b r o k e n r i c e . 
They a r e u s e d t o e n s u r e p r e f e r e n c e f o r C o m m u n i t y - p r o d u c e d r i c e . An 
i m p o r t l e v y i s b a s e d on t h e d i f f e r e n c e between t h e h i g h e s t w o r l d p r i c e 
and t h e t h r e s h o l d p r i c e , s u c h t h a t when t r a n s p o r t c o s t s and a t r a d i n g 
mark-up a r e i n c l u d e d , t h e i m p o r t e d r i c e s h o u l d be more e x p e n s i v e . F o r 
1986/87 th e t h r e s h o l d p r i c e was s e t a t 541.63 e c u . T h i s may be compared 
t o an a v e r a g e c i f p r i c e a t R o t t e r d a m of about 182 e c u / t o n n e f o r A m e r i c a n 
l o n g - g r a i n h u s k e d r i c e , t h o u g h w o r l d p r i c e s were p a r t i c u l a r l y low o v e r 
t h e 1986/87 m a r k e t i n g y e a r . 

T h e r e i s a l s o a s m a l l l e v y on s e m i - m i l l e d and m i l l e d r i c e d e s i g n e d t o 
p r o t e c t t h e E u r o p e a n Community m i l l i n g i n d u s t r y . T h i s amounted t o about 
7 e c u / t o n n e on w h o l l y m i l l e d r i c e i n 1987. 

P r e f e r e n c e i s g i v e n t h e ACP c o u n t r i e s t h r o u g h a r e d u c t i o n i n t h e 
v a r i a b l e l e v y o f 50 p e r c e n t p l u s 3.6 e c u / t o n n e on paddy and h u s k e d r i c e 
and t h r o u g h a r e d u c t i o n of 50 p e r c e n t p l u s 5.4 e c u / t o n n e on m i l l e d r i c e . 
I n a d d i t i o n f o r m i l l e d r i c e ACP s t a t e s a r e e x o n e r a t e d t h e "amount f o r 
t h e p r o t e c t i o n of t h e i n d u s t r y " . F o r example by a C o m m i s s i o n r e g u l a t i o n 
o f 8 May 1987 t h e ACP l e v y on r o u n d - g r a i n paddy and h u s k e d r i c e was s e t 
t o 173.57 e c u / t o n n e as o pposed t o t h e t h i r d c o u n t r y l e v y of 354.34 
e c u / t o n n e . F o r m i l l e d l o n g - g r a i n r i c e t h e y were 731.09 ecu and 353.19 
ecu r e s p e c t i v e l y . 

T a b l e 6.3 

EC i m p o r t l e v i e s on r i c e as p e r c e n t o f i m p o r t p r i c e ( c i f ) 
and e x p o r t r e f u n d s as p e r c e n t o f consumer p r i c e 

1982 1983 1984 1985 1986 

i m p o r t l e v i e s 
e x p o r t r e f u n d s 

29.2 
9.6 

23.1 
6.8 

43.1 
11.1 

58.3 
13.0 

73.1 
n.a. 

S o u r c e s : USDA 1988b. 



The r i s e i n t h e r a t e o f Community p r o t e c t i o n t o r i c e p r o d u c t i o n 
i s e v i d e n t f r o m t h e t a b l e . The r e a s o n s f o r t h e s t e a d y i n c r e a s e 
have been t h e f a l l i n g r e a l p r i c e o f r i c e on t h e w o r l d market and 
t h e p o l i c y o f r e a l income i n c r e a s e s f o r Community p r o d u c e r s . The 
i n c r e a s e s i n y i e l d s i n t h e Community have a g g r a v a t e d t h e p r o b l e m 
s i n c e t h e s e i n c r e a s e s have n ot been a c h i e v e d by f a r m e r s i n a l l 
a r e a s , w i t h t h e r e s u l t t h a t p r i c e s have l a r g e l y had t o r e f l e c t 
t h e c o s t s o f t h e l e a s t e f f i c i e n t p r o d u c e r s . Between 1973 and 1986 
y i e l d s r o s e 27 p e r c e n t i n G r e e c e , 30 p e r c e n t i n I t a l y and 
60 p e r c e n t i n F r a n c e . 

T a b l e 6.4 

Community b a l a n c e i n r i c e , 1985-86, '000 t o n n e s m i l l e d r i c e e q u i v a l e n t 

1983/84 1984/85 1985/86 

P r o d u c t i o n 945 1056 1230 
Change m s t o c k s -45 -11 -35 

I m p o r t s 681 878 780 
E x p o r t s 359 505 562 

I n t e r n a l use 1421 1437 1482 
o f w h i c h 
human c o n s u m p t i o n 1214 1247 1266 

S e l f - s u f f i c i e n c y r a t i o 66.5 73.5 83.0 

S o u r c e : C o m m i s s i o n 1988a. 

The i m p a c t o f t h e Common A g r i c u l t u r a l P o l i c y r i c e r e g i m e t o g e t h e r w i t h 
t h e i n c r e a s e s i n p r o d u c t i o n y i e l d s i n shown i n T a b l e 6.4. P r o d u c t i o n has 
c l i m b e d a l t h o u g h c o n s u m p t i o n has r e m a i n e d b r o a d l y s t a b l e . As a r e s u l t 
s e l f - s u f f i c i e n c y h a s a p p e a r e d t o i n c r e a s e . However s i n c e p r o d u c t i o n has 
been of t h e r o u n d - g r a i n v a r i e t i e s and c o n s u m p t i o n p r i n c i p a l l y and 
i n c r e a s i n g l y o f t h e I n d i c a v a r i e t i e s , t h e Commission s e l f - s u f f i c i e n c y 
s t a t i s t i c s a r e m i s l e a d i n g . E x p o r t s have had t o r i s e - i m p l y i n g a g r o w i n g 
r e s t i t u t i o n b u r d e n f o r t h e Common A g r i c u l t u r a l P o l i c y b u d g e t . 

The Community R i c e C o n v e r s i o n P o l i c y 

L a s t y e a r (1987) t h e U n i t e d S t a t e s c l a i m e d t h a t t h e E u r o p e a n Community 
had b r o k e n t h e s t a n d s t i l l commitment under w h i c h m i n i s t e r s had a g r e e d 
n o t t o i n t r o d u c e new p r o t e c t i v e measures w h i l e t h e Urugua y Round was i n 
p r o g r e s s . The p o l i c y i n q u e s t i o n was t h e s u b s i d y d e s i g n e d t o e n c o u r a g e 
f a r m e r s t o c o n v e r t f-rom r o u n d - g r a i n ( J a p o n i c a ) r i c e t o l o n g - g r a i n 
( I n d i c a ) v a r i e t i e s . 

A t t h e moment t h e Community e x p o r t s most o f i t s p r o d u c t i o n of 
r o u n d - g r a i n r i c e , and i m p o r t s l o n g - g r a i n f r o m , i n o r d e r o f i m p o r t a n c e . 



t h e U n i t e d S t a t e s , T h a i l a n d , S u r i n a m , A u s t r a l i a and I n d i a . ' ' J a p o n i c a 
v a r i e t i e s have been grown i n I t a l y , a t l e a s t s i n c e t h e days o f t h e Roman 
e m p i r e . ^ They a b s o r b more w a t e r m c o o k i n g and a r e s u i t a b l e f o r 
r i s o t t o s and p u d d i n g s . However t h e t r e n d i n demand has l o n g been t o w a r d s 
t h e d r i e r I n d i c a v a r i e t i e s ( w h i c h c o n f u s i n g l y i n c l u d e a num.ber o f 
s h o r t - g r a i n v a r i e t i e s ) . 

I n d e f e n c e of t h e r i c e c o n v e r s i o n p o l i c y , t h e C o m m i s s i o n a r g u e d t h a t i t 
was b o t h l i m i t e d i n s c o p e and s c h e d u l e d t o l a s t o n l y 3 t o 5 y e a r s . 
I n d e e d t h e l a n d and c l i m a t i c c o n d i t i o n s i n I t a l y w h i c h a r e s u i t a b l e f o r 
I n d i c a v a r i e t i e s a r e s t r i c t l y l i m i t e d . 

The p u r p o s e o f t h e c o n v e r s i o n scheme i s t o e n c o u r a g e f a r m e r s t o s w i t c h 
f r o m J a p o n i c a t o I n d i c a v a r i e t i e s . The means i s t h r o u g h a f i n a n c i a l 
i n d u cement of 330 e c u / h e c t a r e , b u t w i t h o u t any d i s c r i m i n a t i o n i n 
g u a r a n t e e d p r i c e s between v a r i e t i e s . To t h e e x t e n t t h i s i s s u c c e s s f u l , 
and c l i m a t i c and s o i l c o n d i t i o n s a r e t h e p r i n c i p a l t e c h n i c a l l i m i t i n g 
f a c t o r s , t h e CAP budget w i l l g a i n once t h e i n c e n t i v e payments a r e made. 

Even i f i m p o r t s and e x p o r t s d i m i n i s h by t h e same volume, t h e s a v i n g s on 
s u b s i d i e s on t h e e x p o r t of t h e J a p o n i c a v a r i e t i e s w i l l be c o n s i d e r a b l y 
l e s s t h a n o f f s e t by t h e l o s s of r e v e n u e f r o m t h e l e v i e s on i m p o r t s of 
I n d i c a r i c e , b e c a u s e o f t h e d i s p a r i t y i n w o r l d p r i c e s . U s i n g 1985 l e v i e s 
and i n t e r v e n t i o n p r i c e s , i f 50 p e r c e n t o f i m p o r t s were r e p l a c e d by 
Community p r o d u c t i o n o f l o n g - g r a m r i c e , t h e Community budget w o u l d g a i n 
on t h e t r a d e s i d e by 203.19 e c u / t o n n e on e x p o r t s u b s i d i e s l e s s 83.29 
e c u / t o n n e on i m p o r t l e v i e s , o r by a t o t a l o f about 47 m i l l i o n e c u on t h e 
b a s i s o f 1986 t r a d e d a t a . S i n c e w o r l d p r i c e s have d i m i n i s h e d s i n c e 1985, 
t h e s a v i n g s w i l l a l s o have come down. 

A g a i n s t t h e s e s a v i n g s must be s e t t h e a p p r o x i m a t e l y 235 m i l l i o n e c u of 
i n c e n t i v e payments, t h o u g h t h i s s h o u l d be a o n c e - a n d - f o r - a l l 
e x p e n d i t u r e . W o r l d p r i c e s a r e n o t l i k e l y t o be much a f f e c t e d s i n c e 
Community t r a d e i s a r e l a t i v e l y s m a l l p a r t o f w o r l d t r a d e . 

However t h e b r u n t of t h e r e d u c t i o n i n i m p o r t s of l o n g - g r a i n r i c e i s 
l i k e l y t o be b o r n e by t h e MFN s u p p l i e r s , t h a t i s p r i n c i p a l l y t h e U n i t e d 
S t a t e s . I n t h e e v e n t o f a r e d u c t i o n i n Community i m p o r t s o f a b o u t 50 
p e r c e n t , t h e MFN s u p p l i e r s c o u l d be s q u e e z e d out o f t h e Community market 
e n t i r e l y . 

The n e t g a i n s f r o m t h e p o l i c y c o u l d , t h e n , be s a v i n g s of l e s s t h a n 50 
m i l l i o n e c u p e r y e a r a t t h e e x p e nse o f a 235 m i l l i o n e c u c a p i t a l 
e x p e n d i t u r e and c o n s i d e r a b l e f r i c t i o n w i t h t h e U n i t e d S t a t e s . T h e r e 
w o u l d be l i t t l e i m p a c t on, and c e r t a i n l y no g a i n s , f o r t h e C-SP o r ACP 
s u p p l i e r s . 

^ C o n f u s i n g l y i n t h e t r a d e s t a t i s t i c s t h e s e a r e l a r g e l y l a b e l l e d 
" l o n g - g r a i n " s i n c e t h e NIMEXE c l a s s i f i c a t i o n o n l y t a k e s t h e r a t i o of 
l e n g t h t o w i d t h i n t o a c c o u n t , and not t h e v a r i e t y . 

8 However i t was t h e C a r t h u s i a n monks o f t h e C e r t o s a o f P a v i a , 
f o u n d e d i n 1396, who soon t h e r e a f t e r d e v e l o p e d t h e p r e s e n t s y s t e m of 
c o n t r o l l e d f l o o d i n g o f t h e paddy f i e l d s . 



R i c e P o l i c y i n G e n e r a l 

C u r r e n t l y t h e r e does n o t a p p e a r t o be any c l e a r medium-term p o l i c y f o r 
r i c e as a w h o l e . I t w o u l d be r e l a t i v e l y e a s y t o p e r s u a d e f a r m e r s t o 
s w i t c h f r o m r i c e t o o t h e r g r a i n s by a d j u s t i n g t h e r e l a t i v e r e t u r n s . 
(Land t h a t c a n s u p p o r t r i c e can s u p p o r t a wide r a n g e o f c e r e a l s , t h o u g h 
t h e i n v e r s e i s n o t n e c e s s a r i l y t r u e . I n t h e Po v a l l e y f a r m e r s w o u l d 
g e n e r a l l y s w i t c h t o m a i z e . ) However w i t h t h e c u r r e n t e x c e s s s u p p l y i n 
wheat and c o a r s e g r a i n s t h i s i s n o t i n c o n t e n t i o n . The s u b s i d i e s f o r 
r i c e a b s o r b r e l a t i v e l y l i t t l e money i n r e l a t i o n t o o t h e r CAP r e g i m e s . 
A p p r o p r i a t i o n s i n 1986 were 93,700 e c u and i n 1987 95,000 e c u , most of 
w h i c h ta)ce t h e f o r m o f e x p o r t s u b s i d i e s . I n 1987 t h e c o s t o f t h e g r a i n 
s e c t o r was 3.7 m i l l i o n e c u . 

The a r e a under c u l t i v a t i o n has been v e r y c o n s t a n t . I n t h e 12 member 
s t a t e s 220,000 h e c t a r e s were under r i c e i n 1986, o f w h i c h 193,000 were 
m I t a l y . I n 1973 t h e numbers were 225,000 and 190,000 r e s p e c t i v e l y . 
Y i e l d s , as we have s e e n , have r i s e n s i g n i f i c a n t l y , so t h a t p r o d u c t i o n i n 
EC-12 was 1.265 m i l l i o n t o n n e s i n 1986 as a g a i n s t 975 t h o u s a n d t o n n e s i n 
1973. 

The Community p r e f e r e n c e i s t o l e t s l e e p i n g dogs l i e . S i n c e t h e U n i t e d 
S t a t e s IS t h e most i m p o r t a n t e x t e r n a l s u p p l i e r , i t may seem u n w i s e t o 
t r i g g e r a t r a d e d i s p u t e o v e r what i s , t o t h e Community, a r e l a t i v e l y 
m i n o r commodity. The r e a c t i o n t o t h e c o n v e r s i o n premium seems t o have 
been u n f o r e s e e n (and, i n any e v e n t , was p r o b a b l y s e t o f f by t h e r e f u s a l 
o f t h e Community t o a c c e p t a GATT p r o c e d u r e o v e r t h e s o y b e a n d i s p u t e . ) 
However t h e f a c t t h a t t h e Community i s a m i n o r p r o d u c e r o f r i c e and t h a t 
few f a r m e r s depend upon i t , i s i n i t s e l f an argument f o r c o n s i d e r i n g t h e 
i m p a c t o f l i b e r a l i s a t i o n on t h e s u p p l y i n g c o u n t r i e s . 

E s t i m a t e s o i t h e E f f e c t s o i E l i m i n a t i n g EC P r o t e c t i o n i n R i c e 

A number of s t u d i e s have l o o k e d a t t h e e f f e c t s o f a l i b e r a l i s a t i o n o f t h e 
E u r o p e a n Community r i c e r e g i m e . The s e v e r a l s t u d i e s u s i n g t h e T y e r s 
model ( T y e r s , 1985, T y e r s and A n d e r s o n 1986, 1987a, 1987b) e x p l i c i t l y 
model t h e i n t e r - r e l a t i o n s h i p s between d i f f e r e n t a g r i c u l t u r a l s e c t o r s . 

I n p r i n c i p l e i t i s i m p o r t a n t t o c a p t u r e t h e c r o s s - p r i c e e f f e c t s o i 
p o l i c y changes i n one s e c t o r on t h e s u p p l y and demand s c h e d u l e s f o r 
o t h e r c o m m o d i t i e s . I n t h e Community g r a i n s e c t o r a r e d u c t i o n i n r i c e 
o u t p u t w i l l l e a d t o i n c r e a s e s i n t h e p r o d u c t i o n o i wheat and c o a r s e 
g r a i n s and p o s s i b l y h ave m i n o r i m p a c t s on o t h e r c r o p s and meat 
p r o d u c t i o n . Changes i n t h e p r i c e o f r i c e t o t h e consumer w i l l l e a d t o 
changes i n demand f o r s u b s t i t u t a b l e c e r e a l s , p a r t i c u l a r l y wheat. The 
e l a s t i c i t y o f s u b s t i t u t i o n i s however l i k e l y t o be l o w . T y e r s (1985) 
s u g g e s t s , f o r t h e Community, 0.8 f o r t h e e l a s t i c i t y o f wheat demand and 
0.1 f o r t h e e l a s t i c i t y of c o a r s e g r a i n demand, b o t h w i t h r e s p e c t t o t h e 
p r i c e o f r i c e . B o t h t h e s e seem e x c e s s i v e l y h i g h , g i v e n t h e r e l a t i v e l y 
low l e v e l o f r i c e c o n s u m p t i o n , and t h a t t h e o w n - p r i c e e l a s t i c i t y i s 
assumed t o be - 0 . 5 . On t h e o t h e r hand T y e r s s e t s t h e c r o s s - p r i c e 
e l a s t i c i t i e s o f s u p p l y o f wheat and c o a r s e g r a i n s w i t h r e s p e c t t o t h e 
p r i c e o f r i c e a t z e r o . One w o u l d e x p e c t t h a t a r e d u c t i o n i n r i c e a c r e a g e 
w o u l d l e a d t o some i n c r e a s e i n a c r e a g e d e v o t e d t o o t h e r c e r e a l s , and so 
s m a l l b u t n o n - z e r o e l a s t i c i t i e s . 



I m p o r t a n t t h o u g h t h e s e i n t e r - r e l a t i o n s h i p s a r e i n p r i n c i p l e , i n p r a c t i c e 
r i c e o u t p u t i s s u c h a m i n o r p a r t of t o t a l g r a i n s o u t p u t i n t h e 
Community, w h i l e t h e c o n s u m p t i o n s h a r e i s a l m o s t as s m a l l , t h a t changes 
i n t h e CAP r i c e r e g i m e a r e u n l i k e l y t o add s i g n i f i c a n t l y t o e x i s t i n g CAP 
o v e r s u p p l y p r o b l e m s o r t o p r o v i d e s o l u t i o n s t o them. I n 1986 r i c e 
c o n t r i b u t e d 0.3 p e r c e n t o f EC-10 f i n a l a g r i c u l t u r a l p r o d u c t i o n , a g a i n s t 
12.0 p e r c e n t f o r o t h e r g r a i n s . I n t h e l a r g e s t r i c e p r o d u c i n g member 
s t a t e , I t a l y , t h e c o r r e s p o n d i n g f i g u r e s were 1.1 p e r c e n t and 11.4 
p e r c e n t r e s p e c t i v e l y . I n 1985 r i c e t o o k 0.2 p e r c e n t of t h e UAA ( u t i l i s e d 
a g r i c u l t u r a l a r e a ) i n t h e Community of 12, and 1.1 p e r c e n t i n I t a l y . 

T a b l e 6.5 

Impact o f t h e l i b e r a l i s a t i o n o f t h e CAP on t r a d e and w o r l d p r i c e s 
o f r i c e : r e s u l t s f r o m p r i o r s t u d i e s 

S t u d y EC 
b a s e c o n c e p t 
y e a r 

n e t EC net DME n e t LDC 
i m p o r t s i m p o r t s i m p o r t s 

m i l l i o n t o n n e s 

w o r l d v a r i a b i l i t y 
p r i c e o f w o r l d p r 

p e r c e n t p e r c e n t (a) 

V a l d e s and Z i e t z (1980) 
1975/77 EC-9 -0.1 b 

A n d e r s o n and T y e r s (1984) 
1980 EC-9 5.0 12.1 

T y e r s and A n d e r s o n (1986) 
1980 EC-10 0.1 0.1 -0.1 0.7 9.6 

Matthews (1985) 
1978-82 EC-10 0.1 

T y e r s and A n d e r s o n 
1980/82 EC-12 
1988/90 EC-12 

(1987a and 1987b) 
5.6 -2.9 15.8 

Not e a: p e r c e n t s h a r e o f v a r i a b i l i t y o f w o r l d p r i c e due t o CAP 
b: m i l l e d r i c e . The a u t h o r s g i v e a d o l l a r amount. T h i s has 
been c o n v e r t e d a t S 190 p e r t o n n e 

S o u r c e s : as i n t a b l e . 

T a b l e 6.5 s u m m a r i s e s t h e e f f e c t s of t o t a l l i b e r a l i s a t i o n of t h e 
Community r i c e m a r k e t . The most r e c e n t T y e r s and A n d e r s o n p a p e r 
i n d i c a t e s how much g r e a t e r t h e e f f e c t s o f l i b e r a l i s a t i o n have be- come, 
as p r o t e c t i o n has i n t e n s i f i e d , s i n c e t h e i r o r i g i n a l s t u d y b a s e d on 
1980-82 d a t a . 

A l t h o u g h i t i s i m p o r t a n t t o know t h e i m p a c t of f u l l l i b e r a l i s a t i o n , i t i s 
a l s o c r u c i a l t o c o n s i d e r some more modest p o l i c y moves, w h i c h a r e b o t h 
p o l i t i c a l l y f e a s i b l e , c o u l d be a g r e e d and i m p l e m e n t e d i n a r e l a t i v e l y 
s h o r t p e r i o d o f t i m e (and i d e a l l y f o r m p a r t o f t h e T r o p i c a l P r o d u c t s 
p a c k a g e t o be a g r e e d a t M o n t r e a l ) and, most i m p o r t a n t , w o u l d have more 
t h a n a t o k e n i m p a c t on t h e t h i r d w o r l d . I t i s f o r t h i s r e a s o n t h a t we 
d e c i d e d t o s i m u l a t e t h e i m p a c t o f e l i m i n a t i n g v a r i a b l e l e v i e s on 
Community i m p o r t s o f r i c e . 



The E f f e c t o f E l i m i n a t i n g L e v i e s on L o n g - g r a i n Rice 

T a b l e 6.6 shows t h e l e v e l s and s h a r e s of i m p o r t s o f t h e t h r e e p r i n c i p a l 
s o r t s of l o n g - g r a m r i c e f r o m t h e MFN, GSP and ACP s u p p l i e r s . As has 
been p o i n t e d o u t , t h e NIMEXE c l a s s i f i c a t i o n does n o t f o l l o w v a r i e t i e s 
(of w h i c h i n t h e c a s e o f r i c e t h e r e a r e many t h o u s a n d s ) . The d i s t i n c t i o n 
b etween r o u n d - g r a i n and l o n g - g r a i n i n t h e t r a d e d a t a does n o t c o i n c i d e 
w i t h t h e c o n v e n t i o n a l b r o a d g r o u p i n g i n t o J a p o n i c a and I n d i c a v a r i e t i e s , 
b ut m e r e l y r e f l e c t s t h e a v e r a g e l e n g t h - t o - b r e a d t h r a t i o o f t h e k e r n e l . 
We have o n l y t a k e n i m p o r t s c l a s s i f i e d as l o n g - g r a i n and as b r o k e n . These 
a c - c o u n t f o r 66 p e r c e n t of i m p o r t s i n 1986 f r o m o u t s i d e t h e Community o f 
r i c e o t h e r t h a n f o r s o w i n g . I t c a n be s e e n t h a t e a c h c a t e g o r y of 
s u p p l i e r IS e f f e c t i v e l y d o m i n a t e d by one c o u n t r y , t h e U n i t e d S t a t e s i n 
th e MFN g r o u p , T h a i l a n d i n t h e GSP g r o u p and S u r i n a m among t h e ACP 
s t a t e s . 

T a b l e 6.6 

EC i m p o r t s o f l o n g - g r a i n r i c e , 1985/86 a v e r a g e , m i l l , ecu 
o r p e r c e n t 

paddy and m i l l e d b r o k e n t o t a l 
h u s k e d s e m i - m i l l e d 

V a l u e 
m i l l , e cu 221.7 49.7 28.4 299.9 

S h a r e s p e r c e n t 

MFN 52.7 11.8 15.0 42.3 
of w h i c h 
U n i t e d S t a t e s 48.7 11.5 - 37.9 

GSP 27.4 85.2 71.0 41.1 
of w h i c h 
T h a i l a n d 18.1 62.9 65.9 30.1 

ACP 20.0 2.8 9.6 16.1 
of w h i c h 
S u r i n a m 18.0 2.8 6.3 14.4 

C e n t r a l l y 
P l a n n e d - 0.2 4.4 0.5 

S o u r c e : E u r o s t a t Comext. 

I n t h e c a s e o f t h e MFN s u p p l i e r s t h e s i g n i f i c a n c e o f t h e U n i t e d S t a t e s 
i s even g r e a t e r t h a n t h e t a b l e i n d i c a t e s , s i n c e o t h e r s u p p l i e r s i n c l u d e 
A u s t r i a and F i n l a n d w h i c h may w e l l have o b t a i n e d t h e i r s u p p l i e s f r o m t h e 
U n i t e d S t a t e s . O t h e r p r o d u c i n g c o u n t r i e s w h i c h a c c o u n t f o r some o f t h e 
MFN s h a r e a r e S p a i n (not i n c l u d e d i n t h e Community f o r o u r p u r p o s e s ) , 
T a iwan ( e x c l u d e d from t h e GSP g r o u p f o r p o l i t i c a l c o n v e n i e n c e ) and 
A u s t r a l i a . 



The b a s i c a s s u m p t i o n u n d e r l y i n g two s i m u l a t i o n s of t h e s u p p r e s s i o n of t h e 
v a r i a b l e l e v i e s was t h a t t h e i n t e r n a l Community r i c e r e g i m e w o u l d 
c o n t i n u e much as b e f o r e . F a r m e r s w o u l d c o n t i n u e t o s e l l d i r e c t l y t o t h e 
market o r i n t o i n t e r v e n t i o n i n u n l i m i t e d q u a n t i t i e s , and s u r p l u s 
s h o r t - g r a i n r i c e w o u l d c o n t i n u e t o be s o l d t o t h i r d c o u n t r i e s w i t h 
s u b s i d i e s t o b r i n g t h e p r i c e down t o Community l e v e l . The p r i c e p a i d by 
consumers w o u l d , however, be t h e w o r l d p r i c e ( a f t e r a d j u s t m e n t s f o r 
t r a n s p o r t c o s t s e t c . ) The r i c e t h a t was p r o d u c e d and consumed i n t h e 
Community, a r e l a t i v e l y s m a l l p r o p o r t i o n of Community o u t p u t , c o u l d be 
b r o u g h t down t o t h e w o r l d p r i c e by p r o v i d i n g p r e m i a t o w h o l e s a l e r s o r 
m i l l e r s , much i n t h e same way as p r e m i a a r e p a i d t o v e g e t a b l e 
o i l - c r u s h e r s . I n d e e d t o m a i n t a i n t h e much c h e r i s h e d p r i n c i p l e o f 
Community p r e f e r e n c e , t h e p r e m i a c o u l d be s u c h as t o make Community grown 
l o n g - g r a i n r i c e somewhat more a t t r a c t i v e t h a n i m p o r t s . 

The s i m u l a t i o n s a r e c o n s e r v a t i v e i n t h a t o n l y l e v i e s on l o n g - g r a i n e d r i c e 
a r e s u p p r e s s e d . Thus t h e p r o b l e m of b r i n g i n g t h e p r i c e of c o m p e t i t i v e 
C o m munity-produced r i c e down t o t h e w o r l d l e v e l i s m i n i m i s e d , s i n c e 
Community p r o d u c t i o n o f t h e s e v a r i e t i e s o n l y a c c o u n t s f o r about 15 
p e r c e n t o f t o t a l t o n n a g e . 

Two a l t e r n a t i v e s i m u l a t i o n s a r e r e p o r t e d , t h e f i r s t i n v o l v i n g t h e 
a b o l i t i o n of t h e l e v i e s a c r o s s t h e b o a r d and t h e s e c o n d a b o l i s h i n g them 
o n l y f o r t h e GSP and ACP c o u n t r i e s . The l a t t e r s i m u l a t i o n i s c o n s i s t e n t 
w i t h t h e FAO I n t e r g o v e r n m e n t a l Group on R i c e r e c o m m e n d a t i o n t h a t , i n t e r 
a l i a , " d e v e l o p e d c o u n t r i e s s h o u l d make a l l e f f o r t s t o i m p l e m e n t , i m p r o v e 
and e n l a r g e GSP schemes f o r r i c e " , and t h u s s h o u l d n o t be s e e n as an 
a g g r e s s i v e t r a d e a c t i o n . (FAO, 1987c) 

The f i r s t p o i n t t o be made about t h e r e s u l t s r e p o r t e d i n T a b l e 6.7 i s 
t h a t t h e y a r e s i g n i f i c a n t t o a l l t h e p a r t i e s i n v o l v e d . The r e d u c t i o n s i n 
t h e EC i n t e r n a l p r i c e s a r e s u b s t a n t i a l , p a r t i c u l a r l y , o f c o u r s e , where 
i m p o r t l e v i e s a r e a b o l i s h e d a c r o s s t h e b o a r d . These p r i c e r e d u c t i o n s 
stem f r o m t h e h i g h l e v e l o f t h e l e v i e s , r a t h e r f r o m any a r g u a b l e 
a s s u m p t i o n s about th e demand o r s u p p l y e l a s t i c i t i e s . (The a s s u m p t i o n s 
about e l a s t i c i t i e s a r e e x p l a i n e d i n A p p e n d i x 2.) 

The i m p a c t on Community i m p o r t s i s of c o u r s e d i r e c t l y d e t e r m i n e d by t h e 
e l a s t i c i t y of Community demand. Here a demand e l a s t i c i t y of -0.5 i s 
t a k e n . The g a i n e r s f r o m t h e s u r g e m i m p o r t s a r e , m S i m u l a t i o n 1. 
l a r g e l y t h e U n i t e d S t a t e s , t h e p r i n c i p a l MFN e x - p o r t e r o f paddy and 
h u s k e d r i c e . The r e a s o n why t h e GSP s u p p l i e r s do not i n c r e a s e t h e i r 
e x p o r t s i n t h e f i r s t s i m u l a t i o n i s t h a t i t i s assumed t h a t ( i ) t h e 
U n i t e d S t a t e s i s t h e m a r g i n a l s u p p l i e r , w i t h an i n f i n i t e e l a s t i c i t y of 
s u p p l y a t t h e w o r l d p r i c e , and ( i i ) t h e Community f i t s i n t o t h e " s m a l l 
c o u n t r y " model o f i m p o r t e r . 

The j u s t i f i c a t i o n f o r t h e a s s u m p t i o n t h a t t h e U n i t e d S t a t e s i s t h e 
m a r g i n a l s u p p l i e r l i e s i n U.S. a g r i c u l t u r a l p o l i c y . The l o a n r a t e s y s t e m 
means t h a t U.S. f a r m e r s have had no i n c e n t i v e t o p u t t h e i r o u t p u t on t h e 
market u n t i l t h e l o a n r a t e (or p r i c e ) i s r e a c h e d . When a Commodity 
C r e d i t C o r p o r a t i o n (C.C.C.) non- r e c o u r s e commodity l o a n m a t u r e s , f a r m e r s 
may o p t t o f o r f e i t t h e commodity r a t h e r t h a n r e p a y t h e l o a n w i t h 
i n t e r e s t and r e c e i v e t h e p r e v a i l i n g m a r k e t p r i c e . 



E f f e c t s o f t h e s u p p r e s s i o n o f v a r i a b l e i m p o r t l e v i e s on l o n g -
g r a i n e d r i c e , m i l l , e c u and p e r c e n t 

a l l l e v i e s 
s u p p r e s s e d 

l e v i e s on GSP and ACP 
c o u n t r i e s s u p p r e s s e d 

PDR (a) m i l l e d (b) PDR m i l l e d 

a v e r a g e l e v y 1985/86, p e r c e n t 
MEN, GSP s u p p l i e r s 66 162 66 162 
ACP s u p p l i e r s 32 78 32 78 

i n t e r n a l EC p r i c e s . 
p e r c e n t -39. .6 -61.8 -13.8 -58.1 

EC i m p o r t s , p e r c e n t 
t o t a l 19. .8 30.9 6.9 29.0 
MFN 40. .6 30.9 -100.0 -100.0 
GSP 0. .0 0.0 213.6 48.3 
ACP -7. .9 -12.9 5.7 -10.3 

w e l f a r e e f f e c t s , p e r c e n t 
of i n i t i a l t r a d e 
EC consumer g a i n 43. ,6 71.3 14.3 33.1 
l o s s o f l e v i e s 39. ,6 61.7 13.9 28.9 
n e t EC w e l f a r e g a i n 3. 9 9.5 0.5 4.2 

MFN 0 0 0 0 
GSP 0 0 88.3 12.0 
ACP -17. ,0 -30.0 14.7 -24.3 

f o r e i g n e xchange e f f e c t s 
m i l l , ecu 
EC -40. ,9 -14.8 -110.6 -20.2 
MFN 53, .2 15.6 -121.0 -5.9 
GSP 0 0 222.9 26.6 
ACP -12, .3 -0.6 8.1 -0.5 

N o te a: paddy and h u s k e d 
b: and s e m i - m i l l e d . 

S i n c e U.S. f a r m e r s a r e a l s o t h e l a r g e s t s o u r c e o f s u p p l y , i n t h e m t h e 
medium-term, t h e l o a n r a t e has t e n d e d t o put an upper l i m i t on t h e w o r l d 
p r i c e . I n t h e s h o r t t e r m , t h e w o r l d p r i c e was and i s a l s o a f f e c t e d b y ' t h e 
U.S. g o v e r n m e n t s d i s p o s a l o f i t s r i c e s t o c k s , e i t h e r t h r o u g h t h e E x p o r t 
Enhancement P r o g r a m ( w h i c h u s e s t h e s e s t o c k s as a s u b s i d y f o r b u y e r s i n 
s e l e c t e d d e v e l o p i n g ' c o u n t r i e s ) o r , as a i d , t h r o u g h PL 480, S e c t i o n 416 
of t h e 1949 A c t o r t h r o u g h t h e C.C.C e x p o r t c r e d i t p r o g r a m s . However 
s i n c e t h e 1986 c r o p , l o a n r e p a y m e n t s may be made a t b e l o w t h e l o a n 
r a t e . I n 1987/88 t h e y may be made a t h e l e s s e r o f t h e l o a n r a t e o r t h e 
h i g h e r o f 50 p e r c e n t o f t h e l o a n r a t e o r t h e p r e v a i l i n g w o r l d m a r k e t 
p r i c e . 



T h i s means t h a t t h e l o a n r a t e w i l l no l o n g e r t e n d t o a c t as an upper 
l i m i t t o t h e w o r l d p r i c e , but i t r e i n f o r c e s t h e argument t h a t t h e 
e l a s t i c i t y of A m e r i c a n e x p o r t s i s e f f e c t i v e l y i n f i n i t e a t t h e w o r l d 
p r i c e . 

The s m a l l c o u n t r y a s s u m p t i o n i s a l s o made, t h a t i s t h a t c h a n g e s i n 
Community demand do n o t e f f e c t t h e w o r l d p r i c e . I n f a c t on a v e r a g e i n 
t h e two y e a r s Community i m p o r t s of r i c e a c c o u n t e d f o r o n l y 11 p e r c e n t of 
w o r l d t r a d e (USDA, 1987b) and a m i n u s c u l e s h a r e o f w o r l d o u t p u t . One 
s t u d y l i s t e d i n T a b l e 6.5 s u g g e s t s t h a t t h e e f f e c t of Community p o l i c y 
as a w h o l e on t h e w o r l d p r i c e may be t o l o w e r i t by as much as 9 
p e r c e n t . However t h i s r e s u l t stems f r o m s i m u l a t i n g t h e c o m p l e t e 
l i b e r a l i s a t i o n of t h e EC r i c e m a r k e t (and a l l o t h e r a g r i c u l t u r a l 
m a r k e t s ) . I n o u r more r e s t r i c t e d s i m u l a t i o n , t h e p o l i c y s t a y s i n t a c t -
and w i t h i t s u b s i d i s e d s a l e s of r o u n d - g r a i n r i c e o n t o t h e w o r l d market -
and t h e o n l y d i r e c t i m p a c t on w o r l d p r i c e s w i l l be t h r o u g h i n c r e a s e d 
i m p o r t s o f l o n g - g r a i n r i c e . These i n c r e a s e d i m p o r t s o n l y t a k e t h e 
Community f r o m 11 p e r c e n t of w o r l d i m p o r t s t o 13 p e r c e n t i n t h e f i r s t 
s i m u l a t i o n o r 11.8 p e r c e n t i n t h e s e c o n d s i m u l a t i o n . I n n e i t h e r c a s e i s 
t h e r e l i k e l y t o be a s i g n i f i c a n t upward p r e s s u r e on w o r l d p r i c e s . 

The ACP s u p p l i e r s l o s e Community e x p o r t s h a r e and s u f f e r w e l f a r e l o s s e s 
i n t h e f i r s t s i m u l a t i o n b e c a u s e t h e i r p r e f e r e n c e i s e r o d e d . S i n c e S u r i n a m 
i s t h e m a j o r ACP r i c e e x p o r t e r , i t b e a r s t h e b r u n t and, i n d e e d , as much 
as 12 m i l l i o n ecu o f t h e ACP 12.9 m i l l i o n ecu l o s s i n f o r e i g n exchange 
e a r n i n g s . 

I n t h e s e c o n d s i m u l a t i o n where t h e l e v y i s e l i m i n a t e d o n l y on GSP and 
ACP i m p o r t s , t h e s e c o u n t r i e s c l e a r l y g a i n c o n s i d e r a b l y more. I n d e e d t h e 
Community w o u l d s t o p i m p o r t i n g r i c e f r o m t h e MEN s u p - p l i e r s a l t o g e t h e r , 
s i n c e t h o u g h t h e p r i c e of GSP and ACP r i c e r i s e s u b s t a n t i a l l y ( i n f a c t 
by 42.7 p e r c e n t f o r paddy and h u s k e d ) , i t i s s t i l l c h e a p e r t h a n t h e MFN 
r i c e w h i c h i s l i a b l e f o r t h e l e v y o f 66 p e r c e n t o r more. 

I t IS c e r t a i n l y a good example of a P a r e t o - d e s i r a b l e c h a n g e , b e c a u s e 
t h e r e i s no w e l f a r e c o s t t o t h e MFN c o u n t r i e s ( s i n c e t h e i r s u p p l y c u r v e 
i s h o r i z o n t a l ) and a l l t h e o t h e r p l a y e r s e n j o y n e t w e l f a r e g a i n s . The 
e x c e p t i o n i s t h e c a s e o f t h e ACP c o u n t r i e s w i t h t h e c o n s i d e r a b l y l e s s 
i m p o r t a n t m i l l e d r i c e . I n t h a t c a s e t h e l o s s o f l e v y - p r e f e r e n c e 
o u t w e i g h s t h e g a i n s f r o m m a r k e t g r o w t h . T a k i n g t h e two c a t e g o r i e s of 
r i c e t o g e t h e r , t h e ACP i n - c r e a s e f o r e i g n exchange e a r n i n g s by 8.2 
m i l l i o n ecu o f w h i c h S u r i n a m w o u l d r e c e i v e 7.6 m i l l i o n e c u i f i t h e l d 
i t s e x p o r t s h a r e w i t h i n t h e ACP b l o c . E l i m i n a t i n g l e v i e s c l e a r l y would 
have an i m p a c t on t h e Common A g r i c u l t u r a l P o l i c y b u d g e t . Under t h e 
a s s u m p t i o n t h a t Community r i c e g r o w e r s c o n t i n u e d t o be s u b s i d i s e d as at 
p r e s e n t , t h e main b u d g e t a r y i m p a c t w i l l be t h r o u g h t h e l o s s i n l e v i e s . 
These a r e e s t i m a t e d a t 101.3 m i l l i o n ecu i n s i m u l a t i o n 1 and 42.8 
m i l l i o n ecu i n s i m u l a t i o n 2, o r 0.48 p e r c e n t and 0.20 p e r c e n t of CAP 
g u a r a n t e e e x p e n d i t u r e on a v e r a g e i n 1985 and 1986. The g a i n t o t h e 
c o nsumers i n a l l c a s e s e x c e e d s t h e l o s s t o t h e CAP b u d g e t . 

A n o t h e r w o r r y m i g h t be t h e i m p a c t o f much c h e a p e r r i c e on t h e demand f o r 
o t h e r c e r e a l s . I f t h e i n c r e a s e d c o n s u m p t i o n o f l o n g - g r a i n e d r i c e i m p l i e s 
an e q u a l r e d u c t i o n i n t h e c o n s u m p t i o n ( i n t o n n e s ) o f o t h e r c e r e a l s , 
demand f o r o t h e r c e r e a l s w o u l d be r e d u c e d by some 35,000 t o n n e s , w h i c h 
i s e q u i v a l e n t t o .03 p e r c e n t o f Community g r a i n p r o d u c t i o n ( e x c l u d i n g 



r i c e ) . I f t h a t were a l l r e f l e c t e d i n a f a l l i n durum wheat demand ( t h e 
most h i g h - p r i c e d o f t h e c e r e a l s ) , and i t meant a s i m i l a r q u a n t i t y had t o 
be bought i n t o i n t e r v e n t i o n , t h e a d d i t i o n a l CAP b u d g e t a r y c o s t w o u l d 
have been m e r e l y 9.15 m i l l i o n e c u , u s i n g 1985-86 a v e r a g e i n t e r v e n t i o n 
p r i c e s . 

Of c o u r s e t h i s i s a m a x i m a l i s t a s s u m p t i o n . I t i s u n l i l i e l y t h a t t h e 
demand f o r o t h e r g r a i n s w o u l d f a l l as much as t h a t of r i c e i n c r e a s e s , so 
t h e e f f e c t on t h e c o s t s o f i n t e r v e n t i o n b u y i n g i n g r a i n s i s l i k e l y t o be 
v e r y s m a l l i n d e e d . 

F i n a l l y i t s h o u l d be s t r e s s e d t h a t t h e g a i n s a v a i l a b l e t o t h e d e v e l o p i n g 
c o u n t r i e s f r o m an e x t e n s i o n of t h e GSP t o i n c l u d e f r e e d o m f r o m i m p o r t 
l e v i e s on r i c e w o u l d now be c o n s i d e r a b l y g r e a t e r t h a n t h o s e e s t i m a t e d on 
t h e b a s i s of 1985/86 d a t a . W i t h t h e f a l l i n t h e w o r l d r i c e p r i c e i n 
1987, l e v i e s r o s e t o l e v e l s w e l l above t h o s e o f t h e p r e v i o u s two y e a r s . 
I n May 1987 t h e t h i r d c o u n t r y l e v y on l o n g g r a i n paddy was f i x e d a t 
381.94 e c u . T h i s was o v e r 350 p e r c e n t o f w o r l d p r i c e s o r o v e r 75 p e r c e n t 
of t h e p r i c e s r e c e i v e d by Community g r o w e r s . 



CHAPTER 7 

CASSAVA' 

T a b l e 7.1 

W o r l d e x p o r t s and i m p o r t s of c a s s a v a , by w e i g h t o f c h i p s and p e l l e t s 
('000 t o n n e ) 

1981-83 1984 1985 1986a 

E x p o r t s 
D e v e l o p i n g c o u n t r i e s 7300 7180 8130 • 7400 
of w h i c h 
L a t i n A m e r i c a 20 20 20 20 
A s i a 7150 7150 8110 7380 
of w h i c h 
C h i n a 450 70 100 300 
I n d o n e s i a 280 400 600 500 
T h a i l a n d 6540 6690 7410 6600 

I m p o r t s 
W o r l d 7300 6400 9000 7400 

D e v e l o p i n g c o u n t r i e s 500 600 1000 770 
o f w h i c h 
A s i a 450 540 950 750 

D e v e l o p e d c o u n t r i e s 6800 5800 8000 6630 
of w h i c h 
E a s t e r n E u r o p e 190 100 400 300 
I s r a e l - 30 150 70 
J a p a n 120 240 650 300 
U n i t e d S t a t e s 50 70 70 60 

EC-12 6430 5310 6730 5900 

Note a: e s t i m a t e s 

S o u r c e : GATT S e c r e t a r i a t , b a s e d on FAO d a t a ; E u r o s t a t Comext 

The Community a c c o u n t s f o r t h e b u l k o f w o r l d t r a d e i n c a s s a v i 
d o i n g s o , t h e Community t r a d e p o l i c y on t h a t commodity e f f e c t i v e l y 

« The t u b e r , m a n i h o t e s c u l e n t a C r a n t z , i s g e n e r a l l y known i n 
E n g l i s h - s p e a k i n g a cademic c i r c l e s and i n A f r i c a as " c a s s a v a " , t h e D u t c h 
t e r m , and as " t a p i o c a " when p r e p a r e d i n p e l l e t f o r m f o r human 
c o n s u m p t i o n . I n M a l a y a and T h a i l a n d t h e c r u d e t u b e r i s known as 
" t a p i o c a " , b u t t o I n d o n e s i a n s , s p e a k i n g E n g l i s h , as " c a s s a v a " . D r i e d 
c a s s a v a i m p o r t e d i n t o E u r o p e i s known as "manioc" ( i n E n g l i s h and 
F r e n c h , "maniok" i n German, " y u c a " i n S p a n i s h ) and i s so l i s t e d i n EC 
s t a t i s t i c s ( N e l s o n , 1 9 8 3 ) . 



d e t e r m i n e s i t s v o r l d p r i c e . W i t h p r o t e c t i o n on c e r e a l s i n t h e Community 
at r a t e s , measured by PSEs, a v e r a g i n g a b o u t 90 p e r c e n t , t h e r e has been 
c o n s i d e r a b l e i n c e n t i v e t o f i n d new c h e a p e r s o u r c e s o f a n i m a l f e e d s t u f f s . 
C a s s a v a was f o u n d t o p r o v i d e an e x c e l l e n t s u b s t i t u t e when mixed w i t h 
s o y b e a n o r o t h e r o i l s e e d c a k e o r meal ( p r o t e i n - r i c h , w h e reas c a s s a v a i s 
a l m o s t e n t i r e l y s t a r c h o r c a r b o h y d r a t e ) i n t h e r a t i o of about 4:1, t h e 
e x a c t mix d e p e n d i n g on w h e t h e r t h e f e e d was t o be u s e d f o r p i g s o r f o r 
c a t t l e and on t h e p r o t e i n c o n t e n t o f t h e meal ( S a t h i r a t h a i and 
S i a m w a l l a , 1987; N e l s o n , 1 9 8 3 ) . T h i s m i x t u r e i s t h e n compounded w i t h 
f e e d g r a i n s , w i t h a maximum of 40 p e r c e n t c a s s a v a i n p i g r a t i o n s , 25 
p e r c e n t i n c a t t l e r a t i o n s and 15 p e r c e n t i n p o u l t r y r a t i o n s . ( I n g r a i n s 
t h e p r o t e i n c o n t e n t i s r o u g h l y 10 p e r c e n t . ) 

I n t h e c h o i c e o f raw m a t e r i a l s t o o b t a i n b a l a n c e d f e e d compounds, c o s t s 
a r e m i n i m i s e d ( t h r o u g h l i n e a r p r o g r a m m i n g ) , g i v e n t h e p r e v a i l i n g market 
p r i c e s and s u b j e c t t o t h e r e q u i r e m e n t o f a r a t i o n o f a p a r t i c u l a r 
n u t r i t i o n a l v a l u e . S t a r c h , p r o t e i n , m i n e r a l s , v i t a m i n s and v a r i o u s t r a c e 
e l e m e n t s can be f o u n d i n t h e f o r m o f n a t u r a l l y b a l a n c e d compounds, as 
a r e c e r e a l s , a n d / o r as s e p a r a t e components s u c h as o i l m e a l , c a s s a v a , t h e 
v a r i o u s g l u t e n f e e d s ( p r o t e i n ) , c i t r u s p e e l ( s t a r c h ) and so o n . 

In 1972/73, c e r e a l s a c c o u n t e d f o r more t h a n 62 p e r c e n t of t h e e n e r g y 
( s t a r c h ) c o n t e n t o f c o n c e n t r a t e f e e d s ( t h a t i s e x c l u d i n g r o u g h a g e , 
p a s t u r i n g , hay, s i l a g e e t c . w h i c h s t i l l a c c o u n t f o r about 55 p e r c e n t o f 
a l l a n i m a l f e e d ) ( C o m m i s s i o n , 1 9 8 7 a ) . The c e r e a l s p r o p o r t i o n had f a l l e n 
t o 51.6 p e r c e n t by 1984/85. Over t h e same p e r i o d t h e s h a r e a c c o u n t e d f o r 
by c a s s a v a r o s e f r o m 1.5 p e r c e n t t o 4.4 p e r c e n t by 1981/82 b u t , w i t h t h e 
i n t r o d u c t i o n of i m p o r t q u o t a s , has s i n c e s t a b i l i s e d a t about t h a t l e v e l . 
The s h a r e of o i l s e e d c a k e and meal i n c r e a s e d f r o m 12 p e r c e n t i n 1972/73 
t o n e a r l y 17 p e r c e n t i n 1984/85. 

T a b l e 7.2 

E u r o p e a n Community i m p o r t s o f g r a i n s u b s t i t u t e s , 1974 t o 1986, 
m i l l , t o n n e s 

EC-10 EC-12 

1974 1982 1984 1986 1986 

C a s s a v a 2.1 8.1 5.3 5.1 5.9 
C o r n g l u t e n f e e d 0.7 2.8 3.7 3.7 4.1 
C i t r u s p e e l 0.3 1.3 1.3 1.2 1.2 

S o u r c e : C o m m i s s i o n , 1987a, 33. 

B e s i d e s c a s s a v a a number o f i n d u s t r i a l b y - p r o d u c t s have been f o u n d 
u s e f u l as cheap c e r e a l a n d / o r o i l s e e d meal s u b s t i t u t e s . Of t h e s e t h e 
most i m p o r t a n t a r e c o r n g l u t e n f e e d and c i t r u s p e e l , t h o u g h m a i z e and 
r i c e b r a n , m o l a s s e s ; m a i z e germ c a k e , g r a p e must and o t h e r f r u i t w a s t e 
a r e a l s o u s e d , as a r e c e r t a i n a g r i c u l t u r a l c o m m o d i t i e s grown p r i m a r i l y 
f o r o t h e r p u r p o s e s , s u c h as b e e t p u l p and b r e w e r ' s g r a i n s . 



T a b l e 7.3 

A n i m a l c o n s u m p t i o n o f m a r k e t a b l e f e e d s , p e r c e n t s h a r e s 

1975 1980 1985 

C e r e a l s 61 54 51 
C e r e a l s u b s t i t u t e s 5 9 11 

of w h i c h c a s s a v a 3.8 4.4 4.3 
O i l m e a l and cake 13 17 17 
o t h e r 21 20 21 

S o u r c e : i b i d . , 169; House o f L o r d s ( 1 9 8 8 ) . 

I n i t i a l l y t h e s o u r c e s f o r c a s s a v a were B r a z i l and I n d o n e s i a , though 
T h a i l a n d , w i t h c o m p a r a t i v e a d v a n t a g e i n i t s t r a n s p o r t s y s t e m , d o u b l e d 
p r o d u c t i o n e v e r y t h r e e t o f o u r y e a r s between 1967 and 1982. By 1980-82 
T h a i l a n d s u p p l i e d 87 p e r c e n t of Community i m p o r t s , w h i l e C h i n a , w h i c h 
o n l y had begun e x p o r t i n g i n 1979, s u p p l i e d a f u r t h e r 9 p e r c e n t . 

The N e t h e r l a n d s , B e l g i u m and Germany were t h e main i m p o r t i n g c o u n t r i e s m 
the Community, s i n c e t h e i r g r e e n e x c h a n g e r a t e s t e n d e d t o be l o w e r t h a n 
t h e i r o f f i c i a l r a t e s , g i v i n g c a s s a v a an a d d i t i o n a l p r i c e a d v a n t a g e 
a g a i n s t f e e d g r a m s . A l s o t r a n s p o r t c o s t s a r e an i m p o r t a n t f a c t o r and h e l p 
e x p l a i n t h e c o n c e n t r a t i o n of t h e use of c a s s a v a i n t h e s o u t h e r n h a l f of 
t h e N e t h e r l a n d s , t h e n o r t h e r n h a l f o f B e l g i u m and t h e German r e g i o n 
b o r d e r i n g t h e N e t h e r l a n d s , a l l of w h i c h a r e s u p p l i e d f r o m t h e R o t t e r d a m , 
Amsterdam and Antwerp p o r t c o m p l e x , and n o r t h e r n Germany n e a r t h e p o r t s 
of Bremen and Hamburg. F r a n c e and I t a l y were a t a c o s t d i s a d v a n t a g e and 
demanded t r a d e r e s t r a i n t s . ( S a t h i r a t h a i and S i a m - w a l l a , 1987, 597) 

I n 1982 t h e Community e n t e r e d a " v o l u n t a r y e x p o r t r e s t r a i n t " agreement 
w i t h T h a i l a n d . Under t h e agreement, T h a i l a n d i s s u e s e x - p o r t l i c e n c e s up 
t o a maximum o f a c e r t a i n t o n n a g e e a c h y e a r , and, on t h e b a s i s o f t h e s e , 
t h e Community w i l l i s s u e i m p o r t l i c e n c e s . Under t h e agreement t h e 
Community u n d e r t o o k t o p r o v i d e a s s i s t a n c e f o r r u r a l d e v e l o p m e n t and c r o p 
d i v e r s i f i c a t i o n . i " 

S a t h i r a t h a i and S i a m w a l l a d i s c u s s c e r t a i n q u e s t i o n a b l e a s p e c t s of 
t h e e x t e n s i o n o f t h e t r e a t y a f t e r December 1986. I n p a r t i c u l a r t h e f a c t 
t h a t t h e EC t o o k a d v a n t a g e o f t h e f a c t t h a t T h a i l a n d was not y e t a GATT 
member, so as t o deny t h e a p p l i c a b i l i t y o f A r t i c l e X I I I ( 2 ) 
( n o n d i s c r i m i n a t o r y t r e a t m e n t o f q u a n t i t a t i v e r e s t r i c t i o n s ) w h i l e 
t h r e a t e n i n g t h e use of A r t i c l e XXXV ( n o n - a p p l i c a b i l i t y of s p e c i f i c GATT 
o b l i g a t i o n s ) and a more r e s t r i c t i v e agreement i f t h e y were t o d e l a y 
s i g n i n g . The a u t h o r s make a number o f f u r t h e r c r i t i c i s m s o f t h e 
Community's i n t e r p r e t a t i o n o f i t s o b l i g a t i o n s u n d e r t h e GATT and a t 
T h a i l a n d ' s r e l u c t a n c e t o i n s i s t on i t s r i g h t s under GATT p r o v i s i o n s , 
w h i c h t h e y a t t r i b u t e t o an i n s u f f i c i e n t u n d e r s t a n d i n g o f how t h e GATT 
p r o c e d u r e s work as w e l l as t h e a b s t r u s e n e s s o f t h e GATT i t s e l f . 



Community (EC-IO) import quotas and a c t u a l imports of cassava 
1983 - 1988, ( m i l l i o n tonnes) 

T h a i l a n d 

1983 1984 1985 1986 1987 1988 

Quota 
I m p o r t s 

5.0 
4.40 

5.0 
5.35 

4.5 b 
4.56 

4.5 b 
4.68 

5.5 c 5.5 c 
4.16 d ... 

GATT e 

Quota 0.88 
I m p o r t s 0.18 

0.88 
0.40 

0.97 
0.51 

0.97 
0.42 

0.97 0.97 
0.62 d ... 

non-GATT f 

Quota 
I m p o r t s 

0.37 
0.05 

0.37 
0.06 

0.30 
0.12 

0.30 
0.30 

0.38 g 0.35 h 
0.37 J ... 

T o t a l s 

Quota 
I m p o r t s 

6.25 
4.61 

6.25 
5.82 

5.77 
5.18 

5.77 
5.40 

6.85 
5.15 d 

6.82 g 

Note a: i m p o r t s base on l i c e n c e s - hence d a t a may d i f f e r f r o m 
Comext t r a d e s t a t i s t i c s 

b: p l u s 0.5 m i l l i o n t o n n e s o v e r t h e y e a r s 1983 and 1984 and 
0.45 m i l l i o n t o n n e s o v e r t h e y e a r s 1985 and 1986 

c: f o r t h e p e r i o d 1.1.87 t o 31.12.90 t h e q u o t a i s s e t a t 
21.0 m i l l i o n t o n n e s w i t h a maximum of 5.5 m i l l i o n t o n n e s 
w i t h i n any y e a r 

d: J a n u a r y t o September 
e: 85 p e r c e n t o f t h e q u o t a i s r e s e r v e d f o r I n d o n e s i a 
f : P e o p l e s ' R e p u b l i c o f C h i n a and V i e t n a m 
g: of w h i c h C h i n a has a q u o t a of 350,000 t o n n e s and V i e t n a m 

30,000 t o n n e s 
h: C h i n a o n l y . A q u o t a f o r V i e t n a m i s t o be s e t 
j : J a n u a r y t o September of w h i c h V i e t n a m 30,000 t o n n e s 

S o u r c e : C o m m i s s i o n , i n t e r n a l documents. 



The agreement w i t h T h a i l a n d d i d n o t stem t h e g r o w t h o f i m p o r t s o f 
c a s s a v a and o t h e r c e r e a l s u b s t i t u t e s . The Community, t h r e a t e n i n g e v en 
more s t r i n g e n t m e a s u r e s , was a b l e t o e n t e r i n t o VER a g r e e m e n t s w i t h t h e 
o t h e r main s u p p l i e r s of c a s s a v a , I n d o n e s i a , B r a z i l and C h i n a and, from 
1987, V i e t n a m . 

The Community a l s o s o u g h t t o l i m i t i m p o r t s o f c o r n g l u t e n f e e d and 
c i t r u s p e l l e t s f rom t h e U n i t e d S t a t e s . I n t h i s t h e Community was 
u n s u c c e s s f u l . When a s u b c o m m i t t e e of t h e House A g r i c u l t u r a l Committee 
h e l d a h e a r i n g on 4 O c t o b e r 1983, i t was c l e a r t h a t t h e U n i t e d S t a t e s 
was w i l l i n g t o s t a r t a t r a d e war t o p r e v e n t t h e s e p r o p o s a l s t a k i n g 
e f f e c t . ( K o e s t e r and V a l d e s , 1 9 8 4 ) . 

The E x t e r n a l T r a d e Regime f o r C a s s a v a 

A 5 p e r c e n t d u t y i s c h a r g e d on i m p o r t s o f c a s s a v a i f t h e y f a l l w i t h i n 
t h e q u o t a l i m i t s . I n p r i n c i p l e a v a r i a b l e l e v y , s e t a t t h e r a t e f o r 
b a r l e y , i s p a y a b l e on i m p o r t s m e x c e s s o f t h e q u o t a l i m i t s b u t 
s u r v e i l l a n c e i s s t r i c t and t h e q u o t a s a r e i n p r a c t i c e r e s p e c t e d . The 
t a r i f f i s VAT-bound and, b e i n g l o w e r , t a k e s p r e c e d e n c e o v e r t h e l e v y f o r 
amounts w i t h i n t h e q u o t a s . 

However t h e t a r i f f on t a p i o c a f l o u r o r meal i s not bound and s t a n d s a t 
28 p e r c e n t , and does i n e f f e c t e x c l u d e s u c h i m p o r t s . F o r t h e ACP s t a t e s , 
i n p r i n c i p l e t h e r e i s a p r e f e r e n t i a l l e v y on c a s s a v a , b u t t h i s i s 
i n e f f e c t i v e as t h e 5 p e r c e n t bound t a r i f f i s l o w e r and t h e r e f o r e 
o p e r a t i v e . 

Community I m p o r t s and T h a i l a n d 

A m a j o r r e a s o n f o r t h e g r o w t h o f e x p o r t s f r o m T h a i l a n d has been t h e 
i n v o l v e m e n t o f German and D u t c h f i r m s i n t h e p e l l e t i s a t i o n and s h i p p i n g 
o f c a s s a v a t o t h e Community. I n 1980 s i x f o r e i g n c o m p a n i e s a c c o u n t e d f o r 
85 p e r c e n t o f T h a i l a n d ' s c a s s a v a e x p o r t s ( A r n o l d , 1 9 8 2 ) . 

A l t h o u g h t h e r e have been a number of d i s s e n t i n g v i e w s - N e l s o n a r g u e s 
t h a t c a s s a v a c u l t i v a t i o n i s r e s p o n s i b l e f o r a l o s s i n f e r t i l i t y , w h i l e 
A r n o l d a r g u e s t h a t t h e d e c l i n e i n y i e l d s i s r a t h e r t h e r e s u l t of 
e x t e n d i n g c u l t i v a t i o n i n t o l e s s f e r t i l e r e g i o n s - i n g e n e r a l T h a i l a n d 
seems t o have b e n e f i t e d s i g n i f i c a n t l y f r o m t h e t r a d e . The e f f e c t o f t h e 
q u o t a has been t o r a i s e t h e p r i c e on t h e Community marke t t o c l o s e t o 
t h e n e x t c h e a p e s t s o u r c e of s t a r c h . A r n o l d r e p o r t s t h a t by March 1983, 
t h e p r i c e of a s o y a m e a l / c a s s a v a mix had r i s e n t o 99.3 p e r c e n t of t h e 
Community p r i c e o f b a r l e y . M o r e o v e r t h e e c o n o m i c r e n t a p p e a r s t o have 
been a p p r o p r i a t e d by T h a i l a n d and l a r g e l y r e f l e c t e d i n t h e f a r m - g a t e 
p r i c e s o f u n p r o c e s s e d c a s s a v a . The e f f e c t o f t h e q u o t a was t o r a i s e t h e 
f a r m g a t e p r i c e 65 p e r c e n t between 1981 and March 1983, and a t t h e l a t t e r 
p r i c e t h e r e t u r n t o l a b o u r became 6 d o l l a r s p e r day compared t o t h e 
Bangkok minimum i n d u s t r i a l wage o f 3 d o l l a r s p e r day ( A r n o l d , 1982) . 
T h a i l a n d has a l s o r e c e i v e d f u n d s f r o m t h e Community t o e n c o u r a g e 
d i v e r s i f i c a t i o n i n t o o t h e r c r o p s . 

N e v e r t h e l e s s t h e arguments i n f a v o u r o f a l i b e r a l i s a t i o n o f t h e i m p o r t s 
o f c a s s a v a a r e p o t e n t . F i r s t o f a l l t h e r e w o u l d s t i l l be a w e l f a r e g a i n 
t o T h a i l a n d and t h e o t h e r e x p o r t i n g c o u n t r i e s . The n e t g a i n i s s m a l l e r 



t h a n i t w o u l d be i f t h e s e c o u n t r i e s were not now r e c e i v i n g an e c o n o m i c 
r e n t b u t i s s i g n i f i c a n t n o n e t h e l e s s . S e c o n d l y t h e r e w o u l d be a w e l f a r e 
g a i n i n t h e Community i f compounders were p e r m i t t e d t o use l e s s c o s t l y 
i n g r e d i e n t s i n t h e i r a n i m a l f e e d , g a i n s w h i c h w o u l d be p a s s e d o n t o t h e 
l i v e s t o c k f a r m e r s and u l t i m a t e l y t o t h e consumer. A g a i n s t t h i s consumer 
s u r p l u s g a i n , t h e r e i s c l e a r l y a p r o d u c e r s u r p l u s l o s s ( w h i c h u n d e r 
n e o - c l a s s i c a l a s s u m p t i o n s i s s m a l l e r t h a n t h e consumer g a i n ) s u f f e r e d 
p r i n c i p a l l y by f e e d wheat and c o a r s e g r a i n f a r m e r s . 

On a more g e n e r a l and d ynamic l e v e l , however, t h e r e i s t h e whole v a s t 
q u e s t i o n o f t h e a l l o c a t i o n o f a g r i c u l t u r a l r e s o u r c e s among t h e 
i n d u s t r i a l c o u n t r i e s and t h e t h i r d w o r l d . T h i s i s a c l e a r c a s e where, a t 
l e a s t a t t h e moment and f o r some t i m e t o come, t h e d e v e l o p i n g c o u n t r i e s 
have a c l e a r c o m p a r a t i v e a d v a n t a g e i n t h e p r o d u c t i o n o f an i m p o r t a n t 
c o n s t i t u e n t o f a n i m a l f e e d . A t a t i m e when t h e s e c o u n t r i e s a r e l o s i n g 
t h e i r a d v a n t a g e i n a r a n g e of o t h e r m a r k e t s ( v e g e t a b l e o i l s and 
o i l m e a l s , s u g a r , r u b b e r , f i b r e s ) o r c o n s u m p t i o n i n t h e m a j o r i n d u s t r i a l 
m a r k e t s i s a p p r o a c h i n g s a t u r a t i o n ( t r o p i c a l b e v e r a g e s ) o r d e c l i n i n g 
( t o b a c c o ) , i t h a r d l y makes s e n s e f o r t h e i n d u s t r i a l c o u n t r i e s t o 
r e s t r i c t t h e t h i r d w o r l d i n t h e p r o d u c t i o n of t h i s commodity. O b v i o u s l y 
a p p a r e n t b u d g e t a r y i m p e r a t i v e s f r e q u e n t l y o v e r r i d e economic r a t i o n a l i t y , 
so i t i s i m p o r t a n t t o c a l c u l a t e t h e i m p a c t on t h e Community o f t h e 
l i b e r a l i s a t i o n o f t r a d e i n c a s s a v a . 

Gains from L i b e r a l i s a t i o n o i the Cassava Regime 

T h e r e a r e s e v e r a l ways i n w h i c h t h e r e g i m e m i g h t be e a s e d . The t a r i f f on 
c a s s a v a c o u l d be r e d u c e d o r s e t t o z e r o . The VER q u o t a s c o u l d be r a i s e d 
o r a b o l i s h e d . We t a k e a m a x i m a l i s t h y p o t h e s i s and assume t h a t b o t h t h e 
t a r i f f and t h e q u o t a s a r e removed. 

One d i f f i c u l t y i n t h e s i m u l a t i o n o f s u c h a p o l i c y change i s t h a t t h e 
w o r l d p r i c e a f t e r l i b e r a l i s a t i o n may be v e r y d i f f e r e n t t o t h e e x i s t i n g 
w o r l d p r i c e , s i n c e t r a d e i n c a s s a v a i s d o m i n a t e d by t h e Community and 
t h e a c t u a l p r i c e i s t h e r e f o r e l a r g e l y d e t e r m i n e d by t h e e x i s t e n c e and 
s i z e o f t h e Community q u o t a s . Thus l i b e r a l i s a t i o n may i m p l y l a r g e 
i n c r e a s e s i n t r a d e f l o w s and changes i n t h e w o r l d p r i c e . The r e s u l t s 
w i l l be more s e n s i t i v e t o t h e a s s u m p t i o n s on t h e s u p p l y and demand 
e l a s t i c i t i e s t h a n s i m i l a r s i m u l a t i o n s f o r o t h e r c o m m o d i t i e s i n t h i s 
s t u d y . 

The a p p r o p r i a t e model i s a t once c o m p l i c a t e d and s i m p l i f i e d by t h e f a c t 
t h a t c a s s a v a i s e f f e c t i v e l y a p e r f e c t s u b s t i t u t e f o r t h e s t a r c h c o n t e n t 
o f any c e r e a l (or r o o t o r t u b e r ) . I t i s s i m p l i f i e d b e c a u s e as l o n g as 
c a s s a v a i s c h e a p e r t h a n o t h e r f o r m s o f s t a r c h , i t w i l l be i n c o r p o r a t e d 
i n t o f e e d s . The l i m i t i n g f a c t o r i s t h e n t h e e l a s t i c i t y of e x p o r t s u p p l y 
i n t h e p r o d u c i n g c o u n t r i e s . The c o m p l i c a t i o n s come i n t r y i n g t o e s t i m a t e 
t h e e f f e c t s on t h e m a r k e t s i n t h o s e c o m m o d i t i e s , f e e d wheat, c o a r s e 
g r a i n s , c i t r u s p e e l and so f o r t h , w h i c h m i g h t s u f f e r a r e d u c t i o n i n 
demand. 

S i n c e a s u f f i c i e n t l y d e t a i l e d m o d e l , i n c o r p o r a t i n g s u p p l y r e l a t i o n s h i p s 
f o r c e r e a l s and s u b s t i t u t e s and demand f u n c t i o n s , c o n s i s t e n t w i t h t h e 
s o r t o f o p t i m i s a t i o n t e c h n i q u e s u s e d by t h e f e e d compounders, i s not 
c u r r e n t l y a v a i l a b l e ( t h o u g h i t i s u n d e r s t o o d t h a t t h e OECD i s w o r k i n g on 
j u s t s u c h a m o d e l ) , t h e s i m u l a t i o n s r e p o r t e d h e r e o n l y g i v e b r o a d 



i n d i c a t i o n s of t h e p o t e n t i a l e f f e c t s of c a s s a v a l i b e r a l i s a t i o n on 
r e l a t e d m a r k e t s . 

The model assumes t h a t t h e demand f o r c a s s a v a f o r any one f e e d 
compounder i s p e r f e c t l y e l a s t i c a t a p r i c e m a r g i n a l l y b e l o w t h e i m p l i c i t 
p r i c e o f t h e e q u i v a l e n t s t a r c h c o n t e n t o f f e e d g r a i n . However e a c h 
compounder i s f a c e d w i t h a somewhat d i f f e r e n t s p e c t r u m o f p r i c e s , 
d e p e n d i n g on t r a n s p o r t c o s t s t o t h e m i l l , and, most i m p o r t a n t l y , t h e 
monetary c o m p e n s a t i o n amounts i n h i s c o u n t r y . Thus f o r t h e Community as 
a whole t h e i m p o r t demand t o r c a s s a v a w i l l be downward s l o p i n g . 
H i s t o r i c a l l y , t h a t i s o v e r t h e p e r i o d 1976 t o 1983, t h e p r i c e of t h e 
compound has been, w i t h m i n o r f l u c t u a t i o n s , 27 p e r c e n t g r e a t e r t h a n t h e 
p r i c e o f m a i z e . The d i f f e r e n t i a l n a r r o w e d i n 1985 and 1986, r e f l e c t i n g a 
f a l l i n t h e m a i z e p r i c e i n 1985 and r i s e m c a s s a v a p r i c e m 1986 owing 
t o t h e e n t r y of S p a i n and P o r t u g a l i n t o t h e Community (FAO, 1 9 8 7 b ) . 
N e l s o n (1983) r e p o r t s a r e g r e s s i o n s h o w i n g t h a t t h e p r i c e of c a s s a v a i n 
t h e Community i s a l m o s t p e r f e c t l y c o r r e l a t e d w i t h t h e p r i c e o f 
f e e d g r a i n s . 

D e t a i l s o f t h e c a l c u l a t i o n s and e l a s t i c i t i e s u s e d a r e g i v e n m t h e 
a p p e n d i x t o t h i s c h a p t e r . One of t h e c r i t i c a l v a r i a b l e s i s t h e " w o r l d " 
p r i c e of c a s s a v a . S i n c e t h e Community i s t h e dominant i m p o r t e r , t a k i n g 
75 p e r c e n t of w o r l d i m p o r t s i n 1985 and n e a r l y SO p e r c e n t i n 1986 i t i s 
i n t h e p o s i t i o n o f a q u a s i - m o n o p s o n i s t . Thus i t c a n n o t be a r g u e d t h a t 
t h e p r i c e at w h i c h t h e b a l a n c e o f t r a d e i s e f f e c t e d i s t h e p r i c e t h a t 
w o u l d p r e v a i l , a b s e n t t h e Community q u o t a a r r a n g e m e n t s . T h i s p r o b l e m i s 
a c c e n t u a t e d by t h e p o l i c y o f r e w a r d i n g t r a d e r s who s e l l t o non-Community 
m a r k e t s by i n c r e a s i n g t h e i r i n d i v i d u a l q u o t a s on t h e Community market 
( A s i a n W a l l S t r e e t J o u r n a l , March 9, 1 9 8 8 ) . T h i s p o l i c y i s d e s i g n e d t o 
s p e e d t h e development of new m a r k e t s . Thus an e x p o r t e r who s e l l s , s a y , 
100,000 t o n n e s t o S o u t h K o r e a i s e n t i t l e d t o s e l l an e x t r a 130,000 
t o n n e s t o t h e Community ( t h o u g h t h e o v e r a l l T h a i q u o t a of e x p o r t s t o t h e 
EC i s not a f f e c t e d ) . The s y s t e m has e n c o u r a g e d e x p o r t e r s t o dump c a s s a v a 
on t h e non-European market w i t h t h e e x p e c t a t i o n of r e c o u p i n g l o s s e s on 
a d d i t i o n a l s a l e s t o t h e Community. 

I n 1987 c a s s a v a p r i c e s were p a r t i c u l a r l y d e p r e s s e d , b u t on a v e r a g e i n 
our two r e f e r e n c e y e a r s , 1985 and 1986, t h e y were not much below t h e 
a v e r a g e l e v e l s f o r t h e 1981 t o 1984 p e r i o d (FAO, 1 9 8 7 b ) . M o r e o v e r t h e r e 
IS l i t t l e e v i d e n c e o f "dumping" on non- Community m a r k e t s i n t h o s e y e a r s . 
The Bangkok p r i c e of c a s s a v a on t h e " w o r l d " m a r k e t was 40 p e r c e n t below 
t h e R o t t e r d a m c i f p r i c e . A d j u s t i n g f o r s h i p p i n g c o s t s " , a " w o r l d " f o b 
p r i c e of 77.4 e c u / t o n n e was assumed. T h i s i s c o n s i s t e n t w i t h A r n o l d ' s 
e s t i m a t e o f t h e e f f e c t of t h e q u o t a on f a r m g a t e p r i c e s q u o t e d above. 
A l t e r n a t i v e w o r l d p r i c e s o f 10 p e r c e n t above and below t h e c e n t r a l 
a s s u m p t i o n were a l s o u s e d t o e x p l o r e t h e s e n s i t i v i t y o f t h e r e s u l t s . 

T a k i n g 78.4 e c u / t o n n e as t h e c e n t r a l e s t i m a t e of t h e w o r l d p r i c e , a b s e n t 
t h e E u r o p e a n Community i m p o r t q u o t a s and t a r i f f , s u g g e s t s t h a t t h e 
p r o d u c i n g c o u n t r i e s have been e x p r o p r i a t i n g a r e n t o f 334 m i l l i o n ecu i n 
1985/86 o r 37 p e r c e n t o f e x p o r t e a r n i n g s . T h a i l a n d ' s c a s s a v a r e v e n u e s on 

11 On t h e b a s i s o f a sample o f f r e i g h t c h a r g e s between Bangkok and 
E u r o p e o v e r t h e t w o - y e a r p e r i o d $15 p e r t o n n e was u s e d , ( S h i p p i n g 
S t a t i s t i c s and E c o n o m i c s , 1 9 8 5 / 8 6 ) . 



a v e r a g e i n t h o s e y e a r s were 800 m i l l i o n ecu o r 89 p e r c e n t o f t h e t o t a l , 
t h o u g h T h a i l a n d w i t h h i g h e r y i e l d s and p r e s u m a b l e e c o n o m i e s o f s c a l e i n 
p e l l e t i n g and t r a n s p o r t i s l i k e l y t o have g a r n e r e d a h i g h e r s h a r e o f t h e 
r e n t . I n d e e d i t i s p r o b a b l e t h a t f o r s m a l l e r p r o d u c e r s s u c h as T a n z a n i a 
and t h e P h i l i p p i n e s , t h e r e was l i t t l e r e n t t o be had. 

D e s p i t e t h e s e v e r y s u b s t a n t i a l r e n t s , i t i s e s t i m a t e d t h a t t h e p r o d u c i n g 
c o u n t r i e s w o u l d have r e c e i v e d a n e t w e l f a r e g a i n o f 25 m i l l i o n e c u f r o m 
l i b e r a l i s a t i o n . W o r l d p r i c e s w o u l d a p p r o x i m a t e l y d o u b l e and t h e y w o u l d 
have s o l d an a d d i t i o n a l 3.3 m i l l i o n t o n n e s and i n c r e a s e d t h e i r e x p o r t 
e a r n i n g s by o v e r one b i l l i o n e c u . 

T a b l e 7.5 

R e s u l t s o f c o m p l e t e l i b e r a l i s a t i o n o f Community i m p o r t s o f c a s s a v a , 
1985/86 ( e c u m i l l , u n l e s s o t h e r w i s e s p e c i f i e d ) 

S i m u l a t i o n 

I n i t i a l w o r l d p r i c e 
( e c u / t o n n e ) 
I n i t i a l EC p r i c e 
F i n a l w o r l d p r i c e 

P r o d u c e r g a m 
Rent l o s s 

Net w e l f a r e g a i n s t o 
e x p o r t i n g c o u n t r i e s : 
ecu m i l l . 
p e r c e n t i n i t i a l e x p o r t s 

Community consumer g a i n 
T a r i f f r e v e n u e l o s s 

Net w e l f a r e g a i n s t o Community: 

I I I I I I 

70.6 
130.7 
113.5 

78.4 
130.7 
116.7 

86.3 
130.7 
119.7 

393 .0 
363.5 

334.9 
309.5 

278.9 
255.4 

29.5 
3.2 

25.4 
2.8 

23.5 
2.6 

158.7 
51.0 

121.7 
51.0 

92.1 
51.0 

ecu m i l l . 107. .6 70 .7 41. .1 
p e r c e n t i n i t i a l i m p o r t s 11. .9 7, .8 4. .6 

I n c r e a s e i n EC i m p o r t s 
t o n n e s m i l l . 4. .1 3, .3 2, .6 
p e r c e n t o f EC c e r e a l p r o d . 3. .0 2 .4 1 .9 
A d d i t i o n a l i n t e r v e n t i o n c o s t s : 
p e r c e n t 1985/86 c o s t s 47. .1 38. ,0 30, .0 
ecu m i l l . 601. .8 484. .9 384, .0 

I f t h e l i b e r a l i s a t i o n had been begun and c o m p l e t e d i n t h e y e a r s 1985 and 
1986, t h e c o s t t o t h e Common A g r i c u l t u r a l P o l i c y b u d g e t , a s s u m i n g 
unchanged i n t e r v e n t i o n p r i c e s f o r c e r e a l s , w o u l d have been some 484 
m i l l i o n e cu o r 38 p e r c e n t of t o t a l e x p e n d i t u r e on c e r e a l i n t e r v e n t i o n . 
C l e a r l y t h i s i s a s i z e a b l e sum o f money a t a t i m e o f a u s t e r i t y i n t h e 
CAP. However l i b e r a l i s a t i o n need n o t mean t h a t c e r e a l i n t e r v e n t i o n 
payments a c t u a l l y were i n c r e a s e d i n a b s o l u t e t e r m s . S i n c e t h e p o l i c y i s 
t o r e d u c e c e r e a l o u t p u t i n t h e Community by a c o m b i n a t i o n o f f r e e z i n g o r 
l i m i t i n g p r i c e i n - c r e a s e s ( o r even r e d u c i n g p r i c e s as has happened w i t h 



durum wheat t h i s y e a r ) and c o - r e s p o n s i b i l i t y l e v i e s . A l o n g w i t h t h e 
i m p l e m e n t a t i o n of t h i s p o l i c y , i f c a s s a v a i m p o r t s were g r a d u a l l y 
l i b e r a l i s e d , t h e r a t e of r e d u c t i o n i n i n t e r v e n t i o n o u t l a y s need o n l y be 
m a r g i n a l l y s l o w e d . The c e n t r a l w o r l d p r i c e a s s u m p t i o n has t h e p e r c e n t 
r e d u c t i o n i n c e r e a l demand a t o n l y 2.4 p e r c e n t f o r f u l l l i b e r a l i s a t i o n 
of c a s s a v a i m p o r t s . 

However, w h a t e v e r t h e i m p a c t on t h e CAP b u d g e t , t h e Community as an 
e n t i t y i s a s i g n i f i c a n t n e t g a i n e r f r o m t h e l i b e r a l i s a t i o n . R e g a r d l e s s 
of t h e e x t e n t t o w h i c h t h e A g r i c u l t u r e M i n i s t e r s ' C o u n c i l i n B r u s s e l s 
d e c i d e s t o r e a l l o c a t e income f r o m t a x p a y e r s t o c e r e a l f a r m e r s , t h e 
Community as a n e t consumer of c a s s a v a i s b e t t e r o f f t o t h e t u n e of some 
90 m i l l i o n e c u , a f t e r s u b t r a c t i n g t h e l o s s i n t a r i f f r e v e n u e . These 
g a i n s come f r o m t h e r e d u c t i o n i n t h e p r i c e of a n i m a l f e e d . Whether t h e 
g a i n i s a l l o w e d t o be a b s o r b e d m h i g h e r l i v e s t o c l ? f a r m e r m a r g i n s or i s 
p a s s e d on i n t h e f o r m of l o w e r meat p r i c e s depends on t h e p r i c i n g p o l i c y 
f o r t h e v a r i o u s s o r t s of meat w i t h i n t h e CAP. 

P r o p o s a l s f o r i n c o r p o r a t i o n premium 

C o n c e r n about t h e d e c l i n i n g use o f c e r e a l s i n a n i m a l f e e d i n t h e 
Community has r e c e n t l y l e d t h e C o m m i s s i o n , s u p p o r t e d m t h e main by 
F r a n c e and Germany, t o p u t f o r w a r d a p r o p o s a l t o s u b s i d i s e t h e use of 
c e r e a l s i n f e e d m a n u f a c t u r e . The b a s i s o f t h e p r o p o s a l i s t h a t a n i m a l 
f e e d compounders r e c e i v e a s u b s i d y f o r i n c o r p o r a t i n g more c e r e a l s , where 
t h e s u b s i d y w o u l d be based on t h e number o f a d d i t i o n a l t o n n e s o f c e r e a l s 
u s e d compared w i t h t h e a v e r a g e usage o v e r a base p e r i o d . The s u b s i d y p e r 
t o n n e w o u l d be e q u a l t o t h e d i f f e r e n c e between t h e g r a i n p r i c e and t h e 
p r i c e o f c e r e a l s u b s t i t u t e s , s u c h as c o r n g l u t e n f e e d ( A g r a E u r o p e , May 
13, 1 9 8 8 ) . A c c o r d i n g t o t h e p r o p o s a l , t h e s u b s i d y w o u l d be f i n a n c e d from 
t h e p r o c e e d s of t h e c o - r e s p o n s i b i l i t y l e v y on c e r e a l p r o d u c e r s . I n 
p r a c t i c e , s i n c e t h e l e v y i s a l r e a d y i n p l a c e , t h e s u b s i d y w o u l d be a 
f u r t h e r b u r d e n on t h e CAP b u d g e t . 

W h i l e t h e s u b s i d y w o u l d be r e l a t e d t o t h e p r i c e of c o r n g l u t e n f e e d , 
w h i c h , b e i n g p r o t e i n - r i c h i s a complement t o c a s s a v a (and i t s main 
a l t e r n a t i v e , r i c e b r a n ) , c l e a r l y r e d u c t i o n s i n t h e u s e o f c o r n g l u t e n 
f e e d w o u l d l e a d t o s i m i l a r p r o p o r t i o n a t e r e d u c t i o n s i n t h e " f i l l e r 
i n g r e d i e n t s " . However, as we have s e e n , t h e r e i s s t i l l a c o n s i d e r a b l e 
p r o f i t m a r g i n i n e x p o r t s of c a s s a v a t o t h e Community. The i m p a c t of t h e 
s u b s i d y w o u l d be t o f o r c e down t h e p r i c e of c a s s a v a more t h a n 
p r o p o r t i o n a t e l y so as t o Jceep t h e p r i c e o f t h e c a s s a v a - s o y b e a n meal o r 
c a s s a v a - g l u t e n mix c o m p e t i t i v e w i t h t h e s u b s i d i s e d p r i c e o f c e r e a l s . T h i s 
w o u l d c l e a r l y be e x t r e m e l y s e r i o u s f o r c a s s a v a p r o d u c e r s and f o r 
T h a i l a n d i n p a r t i c u l a r . 

The p r o p o s a l has s p r e a d a l a r m among t h e U n i t e d S t a t e s c o r n g l u t e n f e e d 
i n d u s t r y , w h i c h w i l l l i k e l y p r e s s t h e U n i t e d S t a t e s government t o b l o c k 
t h e p r o p o s a l i f p o s s i b l e , and i f not t o r e t a l i a t e . The p r o p o s a l i s a l s o 
b e i n g r e s i s t e d by a number o f Community member s t a t e s , i n c l u d i n g t h e 
U n i t e d Kingdom. 

As t h e p r o p o s a l s t a n d s i t seems u n l i k e l y t h a t i t w i l l be a d o p t e d . From 
t h e Community v i e w p o i n t i t has a number o f d r a w b a c k s . F o r e xample, as an 
a d v i s o r y c o m m i t t e e t o t h e C o m m i s s i o n has p o i n t e d o u t , t h e f i r s t 
s u b s t i t u t e s t o be e l i m i n a t e d f r o m f e e d w o u l d be C o m m u n i t y - p r o d u c e d peas 



and f i e l d b e a n s . A t a h i g h e r l e v e l o f premium Community r a p e s e e d meal 
w o u l d be e l i m i n a t e d ( W o r k i n g P a r t y o f t h e A d v i s o r y Committee on A n i m a l 
F e e d i n g , 1 9 8 8 ) . However, l i k e t h e i n f a m o u s o i l s and f a t s t a x , f i r s t 
p r o p o s e d o v e r a d ecade ago, i t i s i m p r o b a b l e t h a t t h i s p r o p o s a l w i l l d i e 
an e a r l y d e a t h . 



CHAPTER 8 

VEGETABLE OILS 

T h i s c h a p t e r d e a l s w i t h t h e p o s s i b l e l i b e r a l i s a t i o n o f t h e Community 
market t o i m p o r t s of v e g e t a b l e o i l s . We a r e i m m e d i a t e l y c o n f r o n t e d w i t h 
t h e p r o b l e m t h a t o i l s a r e a p r o c e s s e d commodity and p a r t o f a complex 
p r o c e s s i n g c h a i n . At t h e p r i m a r y l e v e l , s e e d s (or o l e a g i n o u s f r u i t s 
w h i c h i s how t h e customs s c h e d u l e s d e s c r i b e p a l m n u t s and k e r n e l s and 
c o c o n u t k e r n e l s , i . e . c o p r a ) a r e c r u s h e d t o p r o d u c e b o t h o i l s and 
h i g h - p r o t e i n m e a l s , u s e d i n c o n j u n c t i o n w i t h c e r e a l s o r h i g h - s t a r c h 
s u b s t i t u t e s s u c h as c a s s a v a t o p r o d u c e a n i m a l f e e d s . The p r o d u c t i o n of 
o i l s i n t h e Community and e l s e w h e r e w i l l t h e n depend not o n l y on t h e i r 
own p r i c e and t h e p r i c e s o f a l t e r n a t i v e c r o p s , but a l s o on t h e p r i c e s o f 
o i l m e a l s w h i c h t h e m s e l v e s depend on t h e meat and p o u l t r y m a r k e t s . At the 
n e x t l e v e l o i l s a r e t h e b a s i c i n p u t i n t o f a t t y a c i d c h e m i c a l s , i n c l u d i n g 
s t e a r i c and o l e i c a c i d s , a c i d o i l s , f a t t y a l c o h o l s and g l y c e r o l , as w e l l 
as b e i n g used i n t h e p r o c e s s e d f o o d i n d u s t r y , t h e c o s m e t i c s i n d u s t r y , 
f o r p r o d u c i n g c a n d l e s , soap and o f c o u r s e d o m e s t i c c o o k i n g o i l s , and f o r 
c e r t a i n i n d u s t r i a l p r o c e s s e s i n c l u d i n g t i n - p l a t i n g . 

I n some c a s e s u n p r o c e s s e d o i l s e e d s a r e i m p o r t e d and p r o c e s s i n g t a k e s 
p l a c e w i t h i n t h e Community. T h i s i s l a r g e l y t h e c a s e w i t h s o y b e a n s . I n 
o t h e r c a s e s , p a l m n u t s and palm k e r n e l s and c o p r a , p r o c e s s i n g i n d u s t r i e s 
a r e w e l l e s t a b l i s h e d i n t h e p r o d u c i n g c o u n t r i e s and t h e o i l t e n d s t o be 
i m p o r t e d r a t h e r t h a n t h e raw commodity. One r e a s o n f o r t h e d i f f e r e n c e i s 
t h a t s o y beans a r e a m a j o r s o u r c e o f m e a l , and t h e i r p r o t e i n c o n t e n t was 
t h e i n i t i a l s t i m u l u s f o r t h e i r i m p o r t a t i o n . T h e r e i s l i t t l e s a v i n g i n 
t r a n s p o r t c o s t s i n i m p o r t i n g meal r a t h e r t h a n t h e s o y b e a n s them- s e l v e s . 
On t h e o t h e r hand p a l m n u t s and c o p r a a r e r i c h i n o i l s b u t r e l a t i v e l y 
d e f i c i e n t i n p r o t e i n c o n t e n t . W i t h them c o n s i d e r a b l e s a v i n g s i n 
t r a n s p o r t c o s t s were a v a i l a b l e t h r o u g h i m p o r t i n g t h e o i l r a t h e r t h a n t h e 
n u t s o r k e r n e l s . The e f f o r t s by t h e p r o d u c i n g c o u n t r i e s t o b u i l d up 
t h e i r p r o c e s s i n g i n d u s t r i e s a l s o i n c r e a s e d t h e c o s t a d v a n t a g e of 
i m p o r t i n g t h e o i l . ' ^ T a b l e 8.1 shows t h a t t h e f a s t e s t g r o w i n g of t h e 
p r i n c i p a l o i l s e e d s i n t e r m s of w o r l d p r o d u c t i o n has been r a p e s e e d , w i t h 
s u n f l o w e r s e e d coming s e c o n d . The p r i n c i p a l r e a s o n f o r t h e f a s t i n c r e a s e 
i n p r o d u c t i o n of t h e s e s e e d s has been t h e s u p p o r t , i n p a r t i c u l a r t h e 
c r u s h i n g premiums, g i v e n u nder t h e Common A g r i c u l t u r a l P o l i c y . However 
t h e o u t p u t of r a p e s e e d has a l s o be g r o w i n g r a p i d l y i n Canada, C h i n a 
(PRC) and P o l a n d . 

Y e t a l l o f t h e e x p l a n a t i o n does n o t l i e i n s u b s i d i e s . I n t h e 1970s t h e 
f a s t e s t g r o w i n g s e c t o r was m e a l s , a s s o c i a t e d w i t h r a p i d l y r i s i n g h e r d s . 
Thus o i l s e e d s w i t h h i g h p r o t e i n c o n t e n t were f a v o u r e d , e s p e c i a l l y 
s o y b e a n s . R e c e n t l y demand f o r m e a l s has s t a g n a t e d w h i l e demand f o r o i l s 
has been s t r o n g , p a r t i c u l a r l y f r o m t h e d e v e l o p i n g c o u n t r i e s . O i l s e e d s 
a l s o a r e a t t r a c t i v e r o t a t i o n c r o p s f r o m a t e c h n i c a l f a r m i n g v i e w p o i n t . 

12 O u t s i d e t h e p r o d u c i n g c o u n t r i e s o n l y t h e U.K. s t i l l e x t r a c t s o i l s 
f r o m p a l m n u t s o r k e r n e l s , but t h e s c a l e o f t h a t a c t i v i t y i s r a p i d l y 
d i m i n i s h i n g . 



W o r l d p r o d u c t i o n and e x p o r t s o f v e g e t a b l e o i l s , 1981/82 t o 1986/87 and 
a v e r a g e a n n u a l g r o w t h r a t e s (a) ( m i l l . t o n n e s and p e r c e n t ) 

P r o d u c t i o n 1980 1982 1984 1985 1986 g r o w t h 
r a t e { b ) 

Soybeans 12.8 13.6 13.3 13.6 14.7 0.5 
S u n f l o w e r s e e d 4.7 5.6 6.2 6.6 6.5 4.7 
Rapeseed 4.0 5.0 5.6 6.2 6.7 10.5 
Palm o i l 5.2 5.9 6.9 8.1 8.0 9.1 
o t h e r (c) 11.4 12.0 13.7 13.3 12.3 1.4 
T o t a l 38.1 42.1 45.7 47.8 48.2 4.1 

E x p o r t s 

Soybeans 3.4 3.7 3.7 3.2 3.8 -1.9 
S u n f l o w e r s e e d 1.2 1.6 1.9 2.2 1.8 12.2 
Rapeseed 0.8 0.8 1.3 1.3 1.6 13.7 
Palm o i l 3.4 4.0 4.4 5.4 5.2 6.5 
Palm k e r n e l o i l 0.4 0.5 0.5 0.6 n.a n.a 
C oconut o i l 1.2 1.3 1.0 1.2 n.a n.a 
o t h e r 0.9 0.7 1.0 1.0 3.0(d) 5.8(d) 

N o t e s a: c r o p y e a r r u n s f r o m O c t o b e r 1 of y e a r c i t e d t o September 
30 o f f o l l o w i n g y e a r 
b: a n n u a l a v e r a g e g r o w t h r a t e , 1979/80 - 1985/86 
c: c o t t o n s e e d , palm n u t , c o c o n u t , g r o u n d n u t , l i n s e e d , s a f -
f l o w e r and m i n o r o i l s e e d s 
d: i n c l u d i n g p a l m k e r n e l and c o c o n u t o i l 

S o u r c e : USITC, 1987; UNCTAD, 1988. 

T a b l e 8.2 shows t h e amounts and s o u r c e s o f t h e p r i n c i p a l t r o p i c a l o i l s . 
I n e a c h c a s e t h e c o u n t r i e s of S o u t h E a s t A s i a a r e t h e p r e d o m i n a n t 
e x p o r t e r s . Two A f r i c a n ACP c o u n t r i e s , Z a i r e and t h e C o t e d ' l v o i r e , a r e 
m i n o r e x p o r t e r s t o t h e Community, as a r e Papua New G u i n e a and F i j i , a l s o 
ACP. O i l s e e d p r o d u c t i o n on a g l o b a l b a s i s has been g r o w i n g r a p i d l y . 
O t h e r t h a n i n E u r o p e , e x p a n s i o n has been p a r t i c u l a r l y f a s t i n t h e F a r 
E a s t though L a t i n A m e r i c a has a l s o c o n t r i b u t e d . 

The Community i n W o r l d T r a d e i n O i l s e e d s and V e g e t a b l e O i l s 

T a b l e 8.3 shows how t h e p r o d u c t i o n of o i l s e e d s has grown i n t h e 
Community o v e r t h e l a s t decade and a h a l f . P r o d u c t i o n o f r a p e s e e d and' 
s u n f l o w e r s e e d have expanded a t a v e r a g e a n n u a l g r o w t h r a t e s o f 10 and 
17 p e r c e n t r e s p e c t i v e l y w h i l e s o y b e a n p r o d u c t i o n has gone f r o m z e r o t o 
o v e r 900 t h o u s a n d t o n n e s . I t a l s o i l l u s t r a t e s t h e i m b a l a n c e i n t h e 
p r o d u c t i o n - c o n s u m p t i o n r a t i o s f o r o i l and f o r m e a l . R a p e s e e d o i l and 
s o y b e a n o i l a r e e x p o r t e d i n s i g n i f i c a n t q u a n t i t i e s w h i l e r a p e s e e d meal 
and s o y b e a n meal a r e i m p o r t e d i n even more s u b s t a n t i a l amounts. E l e v e n 
m i l l i o n t o n n e s o f s o y b e a n meal was i m p o r t e d i n 1986/87, about t h e same 



E x p o r t s o f palm o i l , p a l m k e r n e l o i l and c o c o n u t o i l , t o t a l and 
by major c o u n t r y , s e l e c t e d y e a r s , 1980 t o 1985, (000 t o n n e s ) 

1980 1982 1984 1985 
Palm o i l 

W o r l d e x p o r t s 3615. 8 3772. ,9 4307, .4 5220.3 
of w h i c h 
M a l a y s i a 2136. 2 2700. ,0 2959, .4 3214.9 
S i n g a p o r e 656. ,0 483. ,7 739, .6 929.4 
I n d o n e s i a 510. 5 302. ,2 246, .9 651.9 

Cote d ' l v o i r e 96. ,4 61, .2 52 .6 55.7 
Z a i r e 10. 0 4, .2 6, .4 15.0 

Honduras 0. 0. .2 15. .1 20.0 

Palm k e r n e l o i l 

W o r l d e x p o r t s 387. 8 455. ,0 540, .5 631.6 
of w h i c h 
M a l a y s i a 218. ,9 334. .2 390, .0 429.9 
S i n g a p o r e 13. ,5 8. .7 12, .1 13.6 
I n d o n e s i a 4. ,9 2. .6 14, .7 98.0 

C o t e d ' I v o i r e 14. ,0 10. ,2 9, .8 11.9 
Z a i r e 18. 7 13. ,4 13, .2 19.0 

B r a z i l 2. ,6 0. .1 12 .8 5.7 

Coconut o i l 

W o r l d e x p o r t s 1216. ,0 1270. .3 991 .4 1231.2 
of w h i c h 
P h i l i p p i n e s 918. .5 921. .2 587 .6 650.6 
I n d o n e s i a 40. .6 n. .a. 35 .3 192.1 
S r i L a n k a 3. ,0 33. .6 11, .9 67.4 
S i n g a p o r e 35, .0 50, .0 72 .1 63.2 
M a l a y s i a 62. ,5 59, .0 67 .7 60.1 

C o t e d ' l v o i r e 11, .5 18, .7 28 .0 31.2 

Papua New G u i n e a 34. .1 37, .6 40 .9 38.8 
F i j i 12, .7 14, .9 15 .5 10.7 

S o u r c e : UNCTAD, 1988. 

as was p r o d u c e d i n t h e Community. The r e a s o n why t h e c o n s u m p t i o n o f 
s u n f l o w e r o i l i s c l o s e t o p r o d u c t i o n i s t h a t , b e i n g f r e e o f e r u c i c a c i d , 
i t i s b e t t e r s u i t e d t o t h e p r o d u c t i o n of m a r g a r i n e t h a n i s r a p e s e e d . 
N e v e r t h e l e s s as a r e s u l t of t h e e x p a n s i o n o f p r o d u c t i o n o f o i l s e e d s i n 
t h e Community o v e r t h e l a s t 15 y e a r s , t h e Community has grown i n 



Community p r o d u c t i o n o l o i l s e e d s , v e g e t a b l e o i l s and o i l s e e d m e a l and 
c a k e and s e l f - s u f f i c i e n c y r a t i o s ( a ) , 1973/74, 1985/861986/87, and a n n u a l 

a v e r a g e g r o w t h r a t e s (000 t o n n e s and p e r c e n t ) 

R a peseed and c o l z a (b) 

1973/74 1985/86 1985/87 g r o w t h r a t e 
1973/74-1986/87 

Seed: p r o d u c t i o n 
s e l f - s u f f ' y 

1058 
75.7 

3737 
90.3 91.0 

10.1 

O i l : p r o d u c t i o n 
s e l f - s u f f 'y 

573 
125.1 

1513 
129.6 

1581 
140.0 

! . l 

H e a l : p r o d u c t i o n 
s e l f - s u f f ' y 

748 
91.2 

2315 
83.6 

2270 
75.6 

8.9 

S u n f l o w e r s e e d 

Seed: p r o d u c t i o n 
s e l f - s u f f ' y 

406 
130.1 

2700 
!.4 

3150 
93.1 

17.1 

O i l : p r o d u c t i o n 
s e l f - s u f f 'y 

120 
32.1 

1282 
94.4 

1421 
100.1 

20.9 

M e a l : p r o d u c t i o n 
s e l f - s u f f 'y 

134 
91.2 

1191 
83.6 

1319 
75.6 

19.2 

Soybean 

Seed: p r o d u c t i o n 
s e l f - s u f f 'y 

0. 
n.a. 

348 
2.6 

918 
6.9 

O i l : p r o d u c t i o n 
s e l f - s u f f ' y 

0. 
n.a. 

2288 
147.4 

2318 
152.2 

M e a l : p r o d u c t i o n 
s e l f - s u f f ' y 

0. 
n.a. 

10733 
52.6 

10597 
52.3 

Note a: s e l f - s u f f i c i e n c y i s h e r e measured as t h e r a t i o of p r o d u c ­
t i o n t o a b s o r p t i o n ( p r o d u c t i o n + i m p o r t s - e x p o r t s ) , e x ­
p r e s s e d as a p e r c e n t a g e 
b: t h e t e r m s r a p e s e e d and c o l z a a r e sometimes u s e d i n t e r ­
c h a n g e a b l y , o r t h o u g h c o l z a i s sometimes u s e d t o d i s t i n g u i s h 
r a p e f r o m t u r n i p r a p e . 

S o u r c e : C o m m i s s i o n , ' 1 9 8 8 a . 

i m p o r t a n c e as an e x p o r t e r o f v e g e t a b l e o i l s , w h i l e r e m a i n i n g a m a j o r 
i m p o r t e r o f s e e d s , p a r t i c u l a r l y s o y b e a n s , and m e a l s . 

The Community c o n t i n u e s t o i m p o r t s u b s t a n t i a l q u a n t i t i e s of s o y b e a n s 
from t h e U n i t e d S t a t e s . I t has t a k e n o v e r 55 p e r c e n t o f t o t a l U.S> 



e x p o r t s on a v e r a g e o v e r the l a s t 10 y e a r s , but t h e s h a r e i s now f a l l i n g 
i n r e s p o n s e t o t h e Community's own p r o d u c t i o n . The n e x t l a r g e s t i m p o r t e r 
of US s o y b e a n s has been J a p a n w h i c h has t a k e n an a v e r a g e of ] u s t under 
20 p e r c e n t . T a k i n g s o y b e a n s and s o y b e a n p r o d u c t s t o g e t h e r t h e Community 
has t a k e n 65 p e r c e n t o v e r t h e decade and J a p a n some 20 p e r c e n t . 

The Community o u t p u t of s o y b e a n s has r i s e n p a r t i c u l a r l y r a p i d l y , m a i n l y 
b e c a u s e of t h e h i g h p r o p o r t i o n of meal r e l a t i v e t o o i l . The market f o r 
h i g h - p r o t e i n meals has b e n e f i t e d from t h e i r p r i c e a d v a n t a g e r e l a t i v . i t o 
c e r e a l s . Soybean meal i s a l s o i n some c a s e s p r c - l e r r e d t o o t h e r o i l m e a l ' ; , 
e.g. as a p o u l t r y f e e d . 

I n s u n f l o w e r t o o , p l a n t i n g s and h a r v e s t s have e x p l o d e d a f t e r a s t e a d y 
g r o w t h o v e r t h e l a s t two d e c a d e s . The s u n f l o w e r s e e d l i a r v o s t amounted '.n 
112 t h o u s a n d tonnt-s m 1973, 1785 t h o u s a n d m 1985 and p r o b ? b l y some '̂ .S 
m i l l i o n m 1987. 

W h i l e t h e a c r e a g e d e v o t e d t o a l ] v a r i e t i e s of o i l s e e d s , e s p e c i a l l y 
r a p e s e e d , m t h e Community has been e n c o u r a g e d by s u p p o r t s t o c r u s h e r s , 
t h e n o r t h e r n p r o d u c e r s , and Sweden o u t s i d e the Community, have s u c c e e d e d 
i n p r o d u c i n g r a p e s e e d v a r i e t i e s w i t h low or z e r o amoun':s oJ; t o x i c c - i u c i c 
a c i d s and g l u c o s i n a t e s . I n t h e Community t h e r e i s a sp>jci3l c r u s h i n g 
premium a t t a c h e d t o en- c o u r a g e p r o d u c t i o n of t h e s e v a i i e t i e s s i n c e i h e y 
can be more w i d e l y used i n t h e f o o d and f e e d i n d u s t r i e s and .-ompete 
d i r e c t l y w i t h i m p o r t s of U.S. s o y b e a n s and s o y b e a n m e a l s . 

The O u t l o o k f o r O i l s e e d P r i c e s 

W o r l d p r i c e s have r e c e n t l y been d e p r e s s e d by s u b s i d i e s m t h e U n i t e d 
S t a t e s as w e l l as i n t h e Community. The s u b s i d y r e g i m e m t h e U n i t e d 
S t a t e s has f o r many y e a r s c o n s i s t e d of w i t h d r a v i i n g the commodity f r o f f 
t h e market i f t a r g e t p r i c e s c o u l d not be r e a c h e d . A l o a n i s made l^o t h e 
f a r m e r of t h e v a l u e a t s u p p o r t p r i c e s of the q u a n t i t y he p l a c e s i n 
g o v e r n m e n t - c o n t r o l l e d s t o r a g e . I f market p r i c e s r i s e above the s u p p o r t 
p r i c e (making a p p r o p r i a t e a d j u s t m e n t s f o r i n t e r e s t on the l o a n e t c . ) , 
t h e f a r m e r may w i t h d r a w h i s c r o p f r o m s t o r a g e and s e l l i t on t h e m a r k e t . 
I f n o t , he s u r r e n d e r s h i s t i t l e t o t h e c r o p i n r e t u r n f o r t h e l o a n p l u s 
i n t e r e s t . 

I n t h e s h o r t r u n , t h i s s y s t e m of s u b s i d i s a t i o n t e n d s t o s u p p o r t w o r l d 
p r i c e s b e c a u s e l a r g e q u a n t i t i e s a r e w i t h d r a w n from t h e . l o r l d market 
u n l e s s t h e w o r l d p r i c e r e a c h e s a c e r t a i n l e v e l . 

I n t h e l o n g r u n , t h e i m p a c t on t h e w o r l d p r i c e i s not c l e a r . I t depends 
on w h e t h e r t h e s u b s i d y program e n c o u r a g e s more of t h e commodity t o be 
grown and on how t h e a c c u m u l a t e d s t o c k s a r e f i n a l l y d i s p o s e d o f . A.̂  l o n g 
as t h e U.S. government a b s o r b e d s o y b e a n s u p p l i e s when th e w o r l d p r i c e 
was b e l o w t h e g u a r a n t e e d p r i c e t o U.S. f a r m e r s , t h e w o r l d p r i c e 
b e n e f i t e d . T h i s t o a l a r g e e x t e n t i s what happened b e f o r e 1980, wh<;n 
w o r l d p r i c e s were pushed up by t h e embargo on U.S. s a l e s t o t h e S o v i e t 
U n i o n . 

Under P u b l i c Law 480, c o n c e s s i o n a l s a l e s and g r a n t s a r e made f o r 
h u m a n i t a r i a n p u r p o s e s o r d e v e l o p m e n t a s s i s t a n c e . T h i s has p a r t i c u l a i l y 
h e l p e d U.S. e x p o r t s of s o y b e a n o i l i n t h e 1980s, but t h e s e s a l e s and 



g r a n t s must have had some n e g a t i v e i m p a c t on t h e w o r l d p r i c e . I n 1985 
n e a r l y one t h i r d o f s o y b e a n o i l e x p o r t s r e c e i v e d P.L. 180 a s s i s t a n c e . 
A n o t h e r program t o h e l p e x p o r t s has been t h e d i r e c t l o a n s t o f o r e i g n 
g o v e r n m e n t s and g u a r a n t e e s o f l o a n s made by c o m m e r c i a l banks t o f i n a n c e 
f o r e i g n i m p o r t s o f U.S. a g r i c u l t u r e e x p o r t s t h r o u g h t h e Commodity C r e d i t 
C o r p o r a t i o n . E x p e n d i t u r e s i n c u r r e d f o r i n d i v i d u a l c r o p s a r e n o t 
s e p a r a t e l y r e p o r t e d . (USITC 1 9 8 7 ) . R e c e n t l y s o y b e a n e x p o r t s have been 
i n c r e a s i n g l y s u b s i d i s e d t h r o u g h t h e E x p o r t Enhancement Programme (EEP) . 

Over t h e l a s t two y e a r s i n p a r t i c u l a r , t h e r e has been i n c r e a s e d r e c o u r s e 
t o t h e EEP t o s e l l v e g e t a b l e o i l s t o t h e d e v e l o p i n g c o u n t r i e s , 
p a r t i c u l a r l y I n d i a , T u r k e y , M o r o c c o and A l g e r i a . T h e r e i s now p r e s s u r e 
f o r t h i s programme t o be used t o s u b s i d i s e s a l e s t o t h e S o v i e t U n i o n . 
Under t h e EEP, t h e U.S. government s u p p l e m e n t s e x p o r t s n o m i n a l l y s o l d a t 
w o r l d p r i c e s w i t h a g i v e n " f r e e " p r o p o r t i o n drawn from s t o c k s 
a c c u m u l a t e d under p a s t m a r k e t s u p p o r t programmes. T h i s o f c o u r s e t e n d s 
t o r e d u c e w o r l d p r i c e s , w h i l e p r o t e c t i n g U.S. m i l l s . B e s i d e s t h e U n i t e d 
S t a t e s , B r a z i l and A r g e n t i n a have a l s o been a g g r e s s i v e l y s u b s i d i s i n g 
e x p o r t s of s o y b e a n s . The U n i t e d S t a t e s r e s e n t s what i t s e e s as t h e l o s s 
of e x p o r t m a r k e t s f o r s o y b e a n s and c e r e a l s o w i n g t o " u n f a i r " com­
p e t i t i o n from t h e Community. 

The DME g r o u p w i l l t u r n i n t o a n e t e x p o r t e r o f o i l s on p r e s e n t t r e n d s , 
and, a s s u m i n g some s l o w b u t c o n t i n u e d run-down i n h e r d s , w i l l become 
s e l f - s u f f i c i e n t i n meal and c a k e . W i t h i n t h e DMEs t h e r a t i o of e x p o r t s 
t o i m p o r t s of v e g e t a b l e s e e d s and o i l s has r i s e n f r o m 0.71 m 1970 t o 
0.83 i n 1985. E x c l u d i n g t h e U n i t e d S t a t e s t h e r a t i o has r i s e n f r o m 0.23 
t o 0.44, and f o r t h e E u r o p e a n Community a l o n e i t has r i s e n f r o m 0.23 t o 
0.48 (UNCTAD, 1 9 8 8 ) . The C o m m i s s i o n s t a t e s t h a t , w i t h o u t t h e r e c e n t 
t o u g h e r p r i c e a d j u s t m e n t s t o e x c e s s o u t p u t , " o v e r a l l p r o d u c t i o n o f 
o i l s e e d s by 1994 may be p u t a t a b out 17 m i l l i o n t o n n e s , i . e . about 5 
m i l l i o n more t h a n t h e 1987 r e c o r d h a r v e s t " ( C o m m i s s i o n , 1 9 8 8 a ) . 

The FAO p o i n t s t o d a n g e r t h a t o i l s e e d p r o d u c t i o n i n t h e d e v e l o p e d 
c o u n t r i e s may r i s e i n r e s p o n s e t o p r e s s u r e s t o l i m i t c e r e a l s p r o d u c t i o n 
(FAO, 1 9 8 7 a ) . T h e r e i s some s u g g e s t i o n t h a t t h i s i s h a p p e n i n g i n t h e 
Community a t t h e moment o w i n g t o more s t r i n g e n t p e n a l t i e s f o r 
o v e r - p r o d u c t i o n i n t h e c e r e a l s s e c t o r under t h e new s t a b i l i s a t i o n 
a g r e e m e n t . However t h i s may m e r e l y r e p r e s e n t t h e "shake down" p r o b l e m s 
o f t h e a d j u s t m e n t s t o t h e p r i c e and i n t e r v e n t i o n mechanisms, t h o u g h , as 
we s h a l l s e e , t h e p e n a l t i e s f o r e x c e e d i n g t h e maximum g u a r a n t e e d 
q u a n t i t i e s r e m a i n f a i r l y l i g h t . 

Community M a r k e t O r g a n i s a t i o n 

The p r i n c i p l e s f o r t h e common ma r k e t o r g a n i s a t i o n i n o i l s e e d s , o i l s and 
f a t s were l a i d down i n 1966 i n R e g u l a t i o n No. 136/66/EEC. S i n c e t h e 
Community was f a r f r o m s e l f - s u f f i c i e n t when t h e common o r g a n i s a t i o n o f 
t h i s m arket was e s t a b l i s h e d , and s i n c e i m p o r t d u t i e s on o i l s e e d s a r e 
"bound" under GATT r u l e s a t z e r o , t h e o r g a n i s a t i o n d i f f e r s f r o m t h e 
a r c h e t y p a l v a r i a b l e l e v y and i n t e r v e n t i o n b u y i n g model of t h e c e r e a l s , 
meat and d a i r y s e c t o r s . 

A t a r g e t p r i c e i s s e t f o r r a p e and s u n f l o w e r s e e d s , and s l i g h t l y b e l o w 
t h i s an i n t e r v e n t i o n p r i c e i s e s t a b l i s h e d . G u a r a n t e e t h r e s h o l d s f o r 



r a p e s e e d have been s e t s i n c e 1982/83. A g u a r a n t e e t h r e s h o l d was f i r s t 
e s t a b l i s h e d f o r s u n f l o w e r s e e d i n 1984/85. I f b u y m g - i n e x c e e d s t h e 
t h r e s h o l d , a r e d u c t i o n i s made t o t h e i n t e r v e n t i o n p r i c e i n t h e 
s u b s e q u e n t y e a r . T h i s has happened f o r t h e f i r s t t i m e w i t h t h e 1987/88 
c r o p . However t h e p e n a l t i e s f o r e x c e e d i n g q u o t a a r e r e l a t i v e l y m i l d , 
w i t h a maximum o f a 10 p e r c e n t r e d u c t i o n i n g u a r a n t e e d p r i c e s f r o m t h e 
b e g i n n i n g o f t h e c u r r e n t m a r k e t i n g y e a r . F u r t h e r m o r e t h e p r o p o s e d 
"maximum g u a r a n t e e d q u a n t i t i e s " f o r t h e 1988/89 have been r a i s e d 
c o n s i d e r a b l y on t h e i r 1987/88 l e v e l s , 4500 t h o u s a n d t o n n e s r a t h e r t h a n 
3500 f o r r a p e , 2000 r a t h e r t h a n 1700 f o r s u n f l o w e r and 1300 r a t h e r t h a n 
1100 f o r s o y b e a n s . F u r t h e r m o r e , as F r i e d e b e r g p o i n t s o u t , u n l i k e t h e 
m i l k q u o t a s y s t e m , under t h e t h r e s h o l d s y s t e m t h e r e i s no d i r e c t l i n k 
between t h e d e c i s i o n s of t h e i n d i v i d u a l f a r m e r and what he w i l l r e c e i v e 
( 1 9 8 7 ) . 

A c r u s h i n g a i d m a t c h i n g t h e d i f f e r e n c e between t h e t a r g e t p r i c e s and t h e 
w o r l d m a r k e t p r i c e s i s f i x e d w e e k l y and p a i d t o t h e i n d u s t r y on s e e d f o r 
w h i c h It has p a i d t h e i n t e r v e n t i o n p r i c e . 

The c o s t s o f t h e o i l s e e d r e g i m e have been i n c r e a s i n g r a p i d l y . These have 
m a i n l y t a k e n t h e f o r m of p r i c e s u b s i d y payments t o c r u s h e r s . F o r r a p e 
and s u n f l o w e r s e e d , t o t a l EAGGF e x p e n d i t u r e amounted t o 925 m i l l i o n ecu 
i n 1983 and 166S m i l l i o n ecu i n 1987. F o r s o y a beans and f l a x s e e d , 
e x p e n d i t u r e has r i s e n f rom 21 m i l l i o n e c u m 1983 t o 225 m i l l i o n i n 
1987. 

T o t a l e x p o r t r e f u n d s i n t h e s e c t o r m 1987 o n l y came t o 4 m i l l i o n ecu of 
t h e 1891 m i l l i o n t o t a l b u d g e t a r y c o s t , but t h e c o s t o f e x - p o r t r e f u n d s 
i s l i k e l y t o l e a p t h i s y e a r as p l a n t i n g s have r i s e n s u b s t a n t i a l l y 
( t h o u g h i n t h e OK p l a n t i n g s a p p e a r t o be down by 6 o r 7 p e r c e n t ) . F o r 
t h e l e s s i m p o r t a n t s e e d s ( c a s t o r and c o t t o n ) and f o r t h e i n c r e a s i n g l y 
i m p o r t a n t s o y a b e a n s , t h e same o r g a n i s a t i o n p r e v a i l s e x c e p t t h e 
t e r m i n o l o g y i s d i f f e r e n t . I n t h e c a s e o f f l a x s e e d , o n l y a g u i d e p r i c e 
i s s e t w h i l e p r o c e s s i n g a i d i s a v a i l a b l e t o t h e f l a x s c u t c h e r i n t h e 
c a s e of f i b r e f l a x and t o g r o w e r i n c a s e of s e e d f l a x . 

I n t h e c a s e o f r a p e s e e d a premium i s a p p l i e d t o t h e t a r g e t and 
i n t e r v e n t i o n p r i c e s f o r t h e d o u b l e - z e r o v a r i e t i e s . The c o m m i s s i o n has 
p r o p o s e d r e s t r i c t i n g a i d t o o n l y t h e s e v a r i e t i e s by 1991/92, but t h e 
p r o p o s a l has been f r o z e n w h i l e t h e i m p a c t on w i l d - l i f e i s s t u d i e d . 

The P r o p o s e d O i l s and F a t s Tax 

The i n c r e a s i n g c o s t of s u b s i d i e s i n t h e o i l s e e d s s e c t o r l e d t o t h e 
C o m m i s s i o n r e n e w i n g t h e i r p r o p o s a l s f o r a c o n s u m p t i o n t a x on o i l s and 
f a t s , t h o u g h i t has been renamed a " s t a b i l i s a t i o n mechanism". The aim 
w o u l d be t o r a i s e r e v e n u e t o f i n a n c e t h e g r o w i n g c o s t s o f t h e o i l s e e d s 
r e g i m e . I t h a s a l s o been s u g g e s t e d t h a t s u c h a t a x w o u l d l i m i t t h e 
g r o w i n g c o s t s o f i n t e r v e n t i o n i n t h e o l i v e o i l and d a i r y s e c t o r s , by 
s h i f t i n g demand away f r o m o t h e r v e g e t a b l e o i l s t o o l i v e o i l and b u t t e r . 

The t a x w o u l d amount t o t h e d i f f e r e n c e between t h e c u r r e n t y e a r ' s p r i c e 
and a r e f e r e n c e p r i c e ( t h e a v e r a g e EC r e f i n e d s o y b e a n o i l p r i c e between 
1981 and 1 9 8 5 ) . E a c h y e a r i n w h i c h t h e r e f e r e n c e p r i c e e x c e e d e d t h e 
p r e v i o u s y e a r ' s a v e r a g e p r i c e , a f l a t r a t e t a x e q u a l t o t h a t d i f f e r e n c e 



w o u l d be l e v i e d on a l l o i l s and f a t s , i n c l u d i n g f i s h o i l s , a t t h e 
r e f i n e r y o r , i n t h e c a s e of i m p o r t s , a t t h e b o r d e r . I t w o u l d a l s o be 
l e v i e d on t h e o i l c o n t e n t of i m p o r t e d f o o d s . The t a x r a t e w o u l d have 
amounted t o a b o u t 330 ecu p e r t o n n e i n 1987. 

The t a x has been s t r o n g l y o p posed by t h e e x p o r t i n g c o u n t r i e s , i n 
p a r t i c u l a r M a l a y s i a and t h e P h i l i p p i n e s , and by t h e U n i t e d S t a t e s . I n 
t h e Community i t was been r e s i s t e d t h e most a f f e c t e d p r o d u c e r i n t e r e s t s 
and, t o some e x t e n t , by consumer g r o u p s . A f t e r w i t h d r a w i n g t h e p r o p o s a l 
i n June 1987, t h e C o m m i s s i o n , s t r o n g l y s u p p o r t e d by F r a n c e , p r e s e n t e d i t 
a g a i n a t t h e E u r o p e a n C o u n c i l m e e t i n g i n Copenhagen l a t e r i n t h e y e a r . 
The p r o p o s a l was a g a i n s u c c e s s f u l l y r e s i s t e d i n 1987, m a i n l y by t h e U.K. 
and German g o v e r n m e n t s . I t c a n n o t be e x c l u d e d t h a t i t w i l l be 
r e p r e s e n t e d a t some f u t u r e d a t e , e s s e n t i a l l y as p a r t o f a p a c k a g e t o 
p e r s u a d e t h e U n i t e d S t a t e s government t o a d o p t r e s t r a i n t s on s o y b e a n ex­
p o r t s t o t h e Community. At t h e l a t e s t FAO I n t e r g o v e r n m e n t a l Group on 
O i l s and F a t s m e e t i n g , t h e C o m m i s s i o n r e p r e s e n t a t i v e r e f u s e d t o d e c l a r e 
t h a t t h e p r o p o s a l was dead. 

The Community's E x t e r n a l T r a d e Regime i n T r o p i c a l O i l s 

O i l s e e d s e n t e r t h e Community t a r i f f - f r e e , w h i l e t h e low o r z e r o t a r i f f s 
on o i l s e e d p r o d u c t s a r e GATT-bound. The r e l a t i v e l y l i b e r a l t r a d e r e g i m e , 
w h i c h i s so o u t o f c h a r a c t e r w i t h t h e t y p i c a l p r o t e c t i o n i s m o f t h e CAP, 
was i n t e n d e d t o compensate f o r t h e e f f e c t s of c r e a t i n g t h e Community on 
t h e a c t u a l and p r o s p e c t i v e v e g e t a b l e o i l e x p o r t s o f t h e d e v e l o p i n g 
c o u n t r i e s . S i n c e t h e n t h e c o m m e r c i a l i n t e r e s t s o f a number o f c o u n t r i e s 
h ave changed. I n p a r t i c u l a r t h e U n i t e d S t a t e s h a s become a m a j o r 
e x p o r t e r o f s o y b e a n s . M o r e o v e r t h e r i s i n g c o s t s o f f a r m s u p p o r t m t h e 
o i l s e e d s e c t o r i s y e t a n o t h e r s o u r c e o f s t r a i n on t h e Common 
A g r i c u l t u r a l P o l i c y b u d g e t . I t i s n o t s u r p r i s i n g t h a t t h e o i l - s e e d s 
s e c t o r i s now r i v a l l i n g t h e d a i r y s e c t o r as t h e m a j o r s o u r c e o f 
a g r i c u l t u r a l d i s h a r m o n y between t h e U n i t e d S t a t e s and t h e Community. 
D e t a i l s of t h e MFN and GSP t a r i f f s a r e g i v e n i n A p p e n d i x 2. 

K o d e l l i n q the Community Market i n Vegetable O i l s 

I n o r d e r t o d e t e r m i n e t h e b e s t s t r u c t u r e f o r a l i m i t e d s i z e model of t h e 
Community v e g e t a b l e o i l m a r k e t , i t i s n e c e s s a r y t o c o n s i d e r t h e d e g r e e o f 
s u b s t i t u t a b i l i t y as o p posed t o s p e c i f i c i t y i n t h e u s e s o f d i f f e r e n t 
v e g e t a b l e o i l s , and i n p a r t i c u l a r , f o r o u r p u r p o s e s , t h e r o l e o f palm, 
palm k e r n e l and c o c o n u t o i l s . 

P a l m o i l e x p o r t s t o t h e d e v e l o p e d c o u n t r i e s have t o compete i n p r i c e w i t h 
" l i q u i d " o i l s p r o d u c e d f r o m r a p e s e e d , s u n f l o w e r , s o y a and o t h e r 
t e m p e r a t e l y - p r o d u c e d o i l s e e d s . These a r e a l l a l t e r n a t i v e s i n t h e 
p r o d u c t i o n o f m a r g a r i n e t h o u g h p a l m o i l ( t o g e t h e r w i t h c o c o n u t o i l ) has 
t h e c o s t a d v a n t a g e o f not r e q u i r i n g h y d r o g e n a t i o n . ' ^ D e v e l o p m e n t s i n 
r e f i n i n g and f r a c t i o n a t i o n have l e d t o r e a d i e r s u b s t i t u t i o n o f one o i l 

On t h e o t h e r hand p a l m o i l has been s u b j e c t e d t o a c a m p a i g n by t h e 
s o y b e a n g r o w e r s i n t h e U n i t e d S t a t e s . I t i s c e r t a i n l y t h e c a s e t h a t t h e 
r e l a t i v e demand f o r p o l y u n s a t u r a t e d f a t s i s i n c r e a s i n g and r a p e s e e d and 
s u n f l o w e r s e e d g r o w e r s , even more t h a n s o y b e a n g r o w e r s , w i l l b e n e f i t a t 
t h e e x p e nse of p a l m and, e s p e c i a l l y , c o c o n u t o i l p r o d u c e r s . 



by a n o t h e r , but i t i s s t i l l l a r g e l y t r u e t h a t each v e g e t a b l e o i l , w i t h 
i t s u n i q u e t a t t y a c i d c h a i n , has r e t a i n e d i t s p a r t i c u l a r uses i n t h e 
f o o d i n d u s t r y , w h i c h no o t h e r o i l c a n s e r v e as w e l l . ' ' ' F o r example 
p a l m o i l i s g e n e r a l l y p r e f e r r e d i n c h o c o l a t e m a n u f a c t u r e and u s e d t o t h e 
e x t e n t t h a t i t i s p e r m i t t e d , w h i c h i n t h e U n i t e d Kingdom i s 5 p e r c e n t of 
t h e o i l c o n t e n t but i n most E u r o p e a n c o u n t r i e s i s z e r o . I f t h e 
" c o m p l e t i o n " o f the i n t e r n a l Community m a r k e t i n 1992 l e a d s t o a 
r e l a x a t i o n of t h e r u l e s g o v e r n i n g t h e use of n o n - c o c o a v e g e t a b l e o i l s i n 
c h o c o l a t e p r o d u c t i o n , p a l m o i l p r o d u c e r s a r e l i k e l y t o be t h e p r i n c i p l e 
g a i n e r s . A l i g n i n g t h e Community norm t o t h e c u r r e n t U n i t e d Kingdom 5 
p e r c e n t r u l e w ould mean an i n c r e a s e i n demand f o r p a l m o i l i n t h e 
Community o f about 30 t h o u s a n d t o n n e s , a not n e g l i g i b l e amount e q u i v a l e n t 
t o between 1/2 and 1 p e r c e n t of w o r l d t r a d e i n p a l m o i l . 

Palm o i l a l s o has c h a r a c t e r i s t i c s m a king i t p a r t i c u l a r l y s u i t a b l e f o r 
c e r t a i n t y p e s o f c o o k i n g ( i n c l u d i n g f i s h and c h i p s ) , " as w e l l as i t s 
t r a d i t i o n a l i n d u s t r i a l u s e s i n s o a p , c a n d l e and t i n - p l a t e p r o d u c t i o n . 
The c h e m i c a l p r o p e r t i e s of palm k e r n e l o i l a r e v e r y d i f f e r e n t f r o m t h o s e 
of palm o i l . The v a l u e of palm k e r n e l o i l i m p o r t s i n t o t h e Community i s 
r e l a t i v e l y s m a l l (305 m i l l i o n e c u i n 1985) and, f o r t h e p u r p o s e s of t h e 
c a l c u l a t i o n s , t h i s o i l was a g g r e g a t e d w i t h t h e o t h e r main l a u r i c o i l , 
c o c o n u t o i l , w i t h w h i c h i t i s a c l o s e s u b s t i t u t e . 

The p r e d o m i n a n t o i l s e e d s i n Community a r e r a p e , s u n f l o w e r , s o y a , palm, 
c o c o n u t and palm k e r n e l . These a r e t h e o i l s s p e c i f i c a l l y t r e a t e d i n t h e 

''' Hew t r e a t m e n t s o f p a l m o i l , i n p a r t i c u l a r , r e f i n i n g and 
i n t e r e s t e r i f i c a t i o n , r e n d e r i t c h e m i c a l l y s u i t a b l e f o r a r a n g e o f end-
u ses p r e v i o u s l y met o n l y by t h e l i q u i d o i l s . I t can now s a t i s f y t h e 
b e h a v i o u r a l r e q u i r e m e n t s o f m a r g a r i n e m a n u f a c t u r e r s a t a c c e p t a b l e 
d e g r e e s of u n s a t u r a t i o n , b u t i n t h e p r o c e s s i n g p a l m o i l l o s e s some o f i t s 
c o m p e t i t i v e edge. I t w o u l d now be t e c h n i c a l l y p o s s i b l e t o r e p l a c e a l l 
t h e c o c o a o i l i n c h o c o l a t e by a m i x t u r e o f p a l m o i l f r a c t i o n s t h r o u g h t h e 
i n t e r e s t e r i f i c a t i o n p r o c e s s ( M a c r a e , 1 9 8 5 ) . However i t may not be 
e c o n o m i c a l l y a d v a n t a g e o u s , a n d , i n any e v e n t , i t i s c u r r e n t l y and l i k e l y 
t o r e m a i n i l l e g a l t o l a b e l t h e e n d - p r o d u c t " c h o c o l a t e " , a t l e a s t i n t h e 
Community. 

Palm k e r n e l o i l and c o c o n u t o i l b o t h c o n t a i n l a u r i c a c i d , w h i c h has a 
number o f i n d u s t r i a l u s e s , as w e l l as b e i n g w i d e l y used i n t h e f o o d 
i n d u s t r y . F o r e v e r y t o n o f p a l m o i l p r o d u c e d i n t h e F a r E a s t , 1/5 t o 1/4 
t o n s o f palm k e r n e l o i l a r e p r o d u c e d . T h i s i s about 90 p e r c e n t s a t u r a t e d 
a c i d s , o f w h i c h a l m o s t 1/2 i s l a u r i c a c i d . There has been some 
s u g g e s t i o n t h a t e n v i r o n m e n t a l c o n c e r n s m i g h t r e s t o r e t h e r o l e of l a u r i c 
a c i d i n d e t e r g e n t p r o d u c t i o n . On t h e o t h e r hand i n t e n s i v e r e s e a r c h i s 
c u r r e n t l y b e i n g u n d e r t a k e n i n t o ways o f p r o d u c i n g s y n t h e t i c l a u r i c a c i d , 
p a r t i c u l a r l y b e c a u s e of t h e u n r e l i a b i l i t y of t h e s u p p l y and p r i c e of 
c o c o n u t o i l . The l a u r i c o i l s ( w h i c h a l s o i n c l u d e b a b a s s u n u t o i l , w h i c h 
i s l i t t l e u sed t h e s e d a y s ) a r e u s e d i n c o n f e c t i o n e r y m a n u f a c t u r e , 
b e c a u s e o f t h e i r r e s i s t a n c e t o r a n c i d i t y , and f o r t h e e x t r a c t i o n of 
l a u r i c a c i d . 

" T h i s i s b e c a u s e i t c o n t i n u e s t o r e t a i n i t s f r y i n g p r o p e r t i e s 
a f t e r b e i n g h e a t e d t o h i g h t e m p e r a t u r e s and a l l o w e d t o c o o l t i m e and 
t i m e a g a i n . 



c a l c u l a t i o n s . A number o f o t h e r o i l s a r e p r o d u c e d i n t h e Community o r 
i m p o r t e d , o f w h i c h t h e most i m p o r t a n t a r e c o t t o n s e e d , s a f f l o w e r , 
g r o u n d n u t , c o r n , m u s t a r d and l i n s e e d . Groundnut o i l has been t h e most 
s i g n i f i c a n t of t h e s e i n t h e p a s t . However t h e f o o d p r o c e s s i n g companies 
have t u r n e d t o s u n f l o w e r s e e d o i l w h i c h s h a r e s many o f i t s p r o p e r t i e s and 
i s i n much more d e p e n d a b l e s u p p l y . To some e x t e n t f i s h o i l s and a n i m a l 
f a t s a l s o compete m t h e same m a r k e t . 

In t e r m s o f a c r e a g e r a p e , s u n f l o w e r and s o y a t o o k 92.6 p e r c e n t of t h e 
Community a c r e a g e g i v e n o v e r t o o i l s e e d s i n 1985. I n te r r a s o f Community 
p r o d u c t i o n of v e g e t a b l e o i l s and f a t s , t h e s e t h r e e a c c o u n t e d f o r 71 
p e r c e n t on a v e r a g e o v e r t h e y e a r s 1985 and 1986. 

B u t t e r and o l i v e o i l a r e not c l o s e s u b s t i t u t e s f o r t h e v e g e t a b l e o i l s 
u nder d i s c u s s i o n and were o m i t t e d f r o m t h e a n a l y s i s . D e t a i l s of t h e 
model and t h e e l a s t i c i t i e s used a r e t o be f o u n d i n A p p e n d i x 2. The 
s u p p l y e l a s t i c i t i e s o f s o y b e a n o i l w i t h r e s p e c t t o i t s own p r i c e and t h e 
p r i c e of s u b s t i t u t e o i l s a r e somewhat l o w e r t h a n t h e e q u i v a l e n t 
e l a s t i c i t i e s f o r t h e o t h e r o i l s t o r e f l e c t t h e f a c t t h a t s o y b e a n o i l i s 
v e r y l a r g e l y a b y - p r o d u c t o f s o y m e a l . 

The E f f e c t s of E l i m i n a t i n g T a r i f f s on T r o p i c a l O i l s 

Here we o n l y c o n s i d e r t h e t a r i f f q u e s t i o n i n r e s p e c t t o c r u d e o i l s . 
I m p o r t s of p r o c e s s e d t r o p i c a l o i l s a r e c u r r e n t l y i n s i g n i f i c a n t , t h o u g h 
t h i s IS a p o t e n t i a l a r e a f o r d e v e l o p m e n t by t h e p r o d u c i n g c o u n t r i e s . 
(See A p p e n d i x 1 f o r a d i s c u s s i o n o f p r o c e s s i n g and t a r i f f e s c a l a t i o n . ) 

The Community i m p o r t s l i t t l e s o y b e a n o i l o r r a p e s e e d o i l . However t h e r e 
a r e not i n c o n s i d e r a b l e i m p o r t s of s u n f l o w e r o i l f r o m A r g e n t i n a ( w h i c h 
t a x e s s e e d e x p o r t s t o p r o t e c t t h e l o c a l c r u s h i n g i n d u s t r y ) . Thus i t i s 
n o t i m m a t e r i a l w h e t h e r GSP i m p o r t s o f a l l v e g e t a b l e o i l s , o r o n l y 
t r o p i c a l v e g e t a b l e o i l s , a r e e x o n e r a t e d from t a r i f f s . I n f a c t h e r e we 
assume t h a t o n l y t h e t r o p i c a l o i l s a r e i n c l u d e d . T h i s i s p r o b a b l y 
p o l i t i c a l l y l e s s c o n t e n t i o u s . 

B u t t e r does not have t h e c h e m i c a l p r o p e r t i e s t h a t a r e r e q u i r e d 
by t h e f o o d p r o c e s s i n g i n d u s t r y o r f o r c o m m e r c i a l c o o k i n g . Though 
c l e a r l y b u t t e r c a n r e p l a c e m a r g a r i n e o r v e g e t a b l e o i l s at t h e d o m e s t i c 
l e v e l , w i t h r i s i n g incomes h o u s e h o l d s a r e i n c r e a s i n g l y t u r n i n g t o 
p a r t i c u l a r o i l s and f a t s f o r s p e c i f i c p u r p o s e s . I n t e r e s t i n g l y t h e 
c o n c e p t of a u n s p e c i f i e d f r y i n g medium c a l l e d " v e g e t a b l e o i l " i s a l m o s t 
unknown i n t h e r e s t o f t h e Community, e x c e p t t h e N e t h e r l a n d s . E l s e w h e r e 
h o u s e h o l d s demand a s i n g l e o i l , t h o u g h w h i c h s t i l l depends l a r g e l y on 
l o c a l t r a d i t i o n . The same i s l a r g e l y t r u e of o l i v e o i l . Though a l i m i t e d 
s u b s t i t u t a b i l i t y seems t o e x i s t i n t h e M e d i t e r r a n e a n c o u n t r i e s , i t i s 
o n l y a t t h e h o u s e h o l d l e v e l . Even t h e n e c o n o m e t r i c e s t i m a t e s o f c r o s s 
p r i c e e l a s t i c i t i e s a r e s m a l l ( P e r o n e - P a c i f i c o and P i e r a c c i n i , 1974, 
q u o t e d by C a s p a r i , M a c L a r e n and Hobhouse, 1 9 8 0 ) . 



S o u r c e s o f Community t r o p i c a l o i l i m p o r t s , a v e r a g e 1985 and 1986, 
'000 t o n n e s and p e r c e n t 

Palm o i l L a u r i c a c i d o i l s 
( C oconut and palm k e r n e l ) 

t o n n e s p e r c e n t t o n n e s p e r c e n 

C o t e d ' l v o i r e 61, .3 8. .9 46, .1 6.4 
o t h e r ACP 51 .7 7, .5 37 .3 5.2 
t o t a l ACP 111, .0 16. ,5 83, .4 11.5 

M a l a y s i a 52 .8 7. .7 218, .5 30 .2 
I n d o n e s i a 346, .7 50. .5 91 .5 12.7 
P h i l i p p i n e s 2 .9 0. .4 273, .3 37.8 

o t h e r GSP n o . .6 24. ,9 55, .8 7.7 
t o t a l GSP 573, .1 83. .5 639, .2 88.5 

DMEs 0, .3 - 0, .5 -

T o t a l 686, .3 100. ,0 722, ,5 100.0 

S o u r c e : E u r o s t a t Comext. 

At p r e s e n t t h e a v e r a g e GSP t a r i f f s on palm o i l and l a u r i c a c i d o i l s a r e 
8 and 10 p e r c e n t r e s p e c t i v e l y , as a g a i n s t 12.5 p e r c e n t f o r most o i l s 
s u p p l i e d u nder MFN t a r i f f s . The GSP r a t e s d i f f e r d e p e n d i n g on t h e s i z e 
o f t h e c o n t a i n e r ( a n o t h e r form o f t a r i f f e s c a l a t i o n w h i c h m i l i t a t e s 
a g a i n s t t h e p r o d u c i n g c o u n t r i e s d e v e l o p i n g p a c k a g i n g i n d u s t r i e s ) , on 
whether t h e y a r e i n t e n d e d f o r human c o n s u m p t i o n o r i n d u s t r i a l use and 
w h e t h e r t h e y a r e i n l i q u i d f r a c t i o n o r s o l i d f o r m . 

I t can be s e e n f r o m T a b l e 8.4 t h a t t h e t r o p i c a l o i l s a r e p r e d o m i n a n t l y 
i m p o r t e d f r o m GSP c o u n t r i e s and, among t h e s e , p a r t i c u l a r l y f r o m 
S o u t h - E a s t A s i a . However t h e r e a r e s i g n i f i c a n t e x p o r t s from t h e ACP 
s t a t e s , and t h i s p a r t l y e x p l a i n s t h e c o n t i n u a n c e of r e l a t i v e l y h i g h 
t a r i f f s on non-ACP i m p o r t s . 

T a b l e 8.5 shows t h e r e s u l t s of t h e e s t i m a t e s o f t h e e f f e c t s o f 
e l i m i n a t i n g t a r i f f s on i m p o r t s o f t r o p i c a l o i l s . The numbers a r e s m a l l 
i n a b s o l u t e amounts, t h o u g h t h e p e r c e n t a g e changes i n Community p r i c e s 
a r e s u b s t a n t i a l . The p r i c e o f p a l m o i l i n t h e Community i s e s t i m a t e d t o 
f a l l o v e r 6 p e r c e n t and t h e p r i c e o f l a u r i c a c i d o i l s 8 p e r c e n t . W o r l d 
p r i c e s of t h e s e c o m m o d i t i e s r i s e m a r g i n a l l y . The ACP c o u n t r i e s l o s e o u t 
m t h e i r e x p o r t s o f t r o p i c a l o i l s t o t h e Community and as a r e s u l t i n c u r 
w e l f a r e l o s s e s . The consumer s u r p l u s g a i n s , n e t o f p r o d u c e r s u r p l u s 
l o s s e s , ( 3 r a c o l u m n , l o w e r p a n e l ) t o t h e Community a r e a s i z e a b l e s h a r e 
of i n i t i a l t r a d e (7 p e r c e n t i n t h e c a s e o f p a l m o i l and 8.6 p e r c e n t i n 
t h e c a s e of t h e l a u r i c a c i d o i l s ) , t h o u g h t h e s e d i s a p p e a r a f t e r t h e l o s s 
of t a r i f f r e v e n u e i s t a k e n i n t o a c c o u n t . 

The i m p a c t on t h e CAP budget w o u l d be m i n i m a l . The model c a l c u l a t i o n s 
assume t h a t t h e r e d u c e d demand f o r o i l s e e d s i n t h e Community i s 



E f f e c t s of e l i m i n a t i n g t a r i f f s on GSP imports of crude t r o p i c a l 
o i l s on the Community and on ACP and GSP exporters, (percent, of 

av. 1985-86 l e v e l s and m i l l , ecu) 

D i r e c t e f f e c t s : 
EC/ACP G S P / w o r l d ACP GSP EC 

O i l ( p e r c e n t ) p r i c e p r i c e e x p o r t s e x p o r t s c o n s . 

s o y b e a n -1.4 -1.4 0 -1.3 -1.3 
r a p e s e e d -1.3 -1.3 0 -1.4 -1.4 
s u n f l o w e r s e e d -4.5 -4.5 1.1 1.1 1.1 
p a l m o i l -6.3 1.2 -18.9 3.3 2.5 
l a u r i c a c i d o i l s -8.0 1.2 -23.9 3.4 2.9 

ACP GSP EC EC t a r i f f t o t a l 
( m i l l , ecu) w e l f a r e w e l f a r e w e l f a r e r e v . l o s s 

s o y b e a n 0 0 14.1 0 14.1 
r a p e s e e d 0 0 11.1 0 11.1 
s u n f l o w e r s e e d 0 -3.4 40.1 0 36.8 
p a l m o i l -9.3 4.3 23.5 -26.4 -7.9 
l a u r i c a c i d o i l s -6.4 6.0 38.4 -35.6 2.5 

t o t a l s -15.7 7.0 127.3 62.0 56.5 

I n d i r e c t e f f e c t s ( a , b ) : 

r e d i s t r i b u t i o n w i t h i n LDCs 29.6 
r e d i s t r i b . f r o m non-EC d e v e l o p e d c ' t r i e s t o LDCs 42.1 

o f w h i c h t o ACP s t a t e s 0.1 
t o t a l g a i n s t o LDCs 51.2 
o f w h i c h t o ACP s t a t e s -15.6 

N o t e a: i n d i r e c t e f f e c t s b a s e d on 1985 t r a d e d a t a (UNCTAD, 1988) 
b: b a s e d on t r a d e i n p alm, palm k e r n e l and c o c o n u t o i l . 

r e f l e c t e d i n l o w e r p r o d u c t i o n and t h e l o w e r volume o f o u t p u t and l o w e r 
p r i c e s mean a r e d u c t i o n m f a r m i n c o m e s . Even i f i t were d e c i d e d t o 
m a i n t a i n i n t e r v e n t i o n p r i c e s f o r o i l s e e d s , t h e c o s t w o u l d be s m a l l s i n c e 
t h e p r i c e of s o y b e a n o i l and r a p e s e e d o i l o n l y f a l l by j u s t o v e r one 
p e r c e n t , w h i l e t h e p r i c e o f s u n f l o w e r s e e d o i l a c t u a l l y r i s e s . M o r e o v e r ' 
c hanges i n o i l p r i c e s w o u l d o n l y be p a r t i a l l y r e f l e c t e d m s e e d p r i c e s , 
g i v e n t h a t t h e m a r k e t f o r o i l s e e d m eals i s not d i r e c t l y a f f e c t e d . 

The g a i n s t o t h e d e v e l o p i n g c o u n t r i e s a r e u n e q u i v o c a l when t h e b e n e f i t s 
o f t h e h i g h e r p r i c e s on non-Community t r a d e a r e t a k e n i n t o a c c o u n t . The 
o v e r a l l g a i n s t o t h e d e v e l o p i n g c o u n t r i e s w o u l d be o f t h e o r d e r of 1 1/4 
p e r c e n t o f t o t a l t r a d e . 

S i m i l a r c a l c u l a t i o n s have done t o d e t e r m i n e what w o u l d have been t h e 
e f f e c t s o f t h e p r o p o s e d f a t s and o i l s t a x i f i t had been l e v i e d a t a 



E f f e c t s o f a consumer t a x o f 330 e c u / t o n n e on v e g e t a b l e o i l s on 
t h e Community and on ACP and GSP e x p o r t e r s , ( p e r c e n t , o f av. 

1985-86 l e v e l s and e c u m i l l . ) 

EC/ACP G S P / w o r l d ACP GSP EC 
O i l ( p e r c e n t ) p r i c e p r i c e e x p o r t s e x p o r t s cons 

soybean 45.7 -2.6 0 0 -2.5 
r a p e s e e d 46.1 -2.4 0 0 -2.8 
s u n f l o w e r s e e d 38.9 -4.9 0 2.9 2.9 
p a l m o i l 56.3 -2.7 -12.7 -12.7 -12.7 
l a u r i c a c i d o i l s 45.8 -1.8 -9.0 -9.0 -9.0 

(ecu m i l l . ) ACP GSP EC EC t a x t o t a l 
w e l f a r e w e l f a r e w e l f a r e r e v . g a i n 

soybean 0 0 -501.1 494.8 -6.3 
r a p e s e e d 0 0 -451.5 445.0 -6.5 
s u n f l o w e r s e e d 0 -3.4 -397.5 403.3 2.4 
p a l m o i l -3.9 -9.5 -210.9 196.5 -27.9 
l a u r i c a c i d o i l s -1.4 -8.4 -228.8 218.0 -20.5 

t o t a l s -5.3 -21.4 • -1789.7 1757.5 -58.8 

I n d i r e c t e f f e c t s ( a , b ) : 

r e d i s t r i b u t i o n w i t h i n LDCs 49.8 
r e d i s t r i b . f r o m non-EC d e v e l o p e d c ' t r i e s t o LDCs -62.7 
o f w h i c h t o ACP s t a t e s -0.2 

t o t a l g a i n s t o LDCs -16.2 
o f w h i c h t o ACP s t a t e s -5.5 

Note a: i n d i r e c t e f f e c t s b a s e d on 1985 t r a d e d a t a (UNCTAD,1988) 
b: b a s e d on t r a d e m palm, palm I t e r n e l and c o c o n u t o i l s , 

r a t e o f 330 e c u / t o n n e i n 1985/86, w h i c h seems t o be t h e s o r t of l e v e l 
under c o n s i d e r a t i o n . 

D e s p i t e t h e r e p e a t e d a v o w a l s of t h e C o m m i s s i o n , t h e p r o p o s e d t a x would 
be h i g h l y damaging t o t h e d e v e l o p i n g c o u n t r i e s . The f a l l s i n w o r l d 
p r i c e s a r e not as g r e a t as one m i g h t e x p e c t , p r i m a r i l y b e c a u s e t h e 
c r o s s - p r i c e e l a s t i c i t i e s i m p l y t h a t t h e demand f o r o i l s talcen as a whole 
IS r e l a t i v e l y p r i c e - i n e l a s t i c . A l t h o u g h Community p r i c e s r i s e by up t o 
56 p e r c e n t , t h e demand f o r v e g e t a b l e o i l s as a g r o u p f a l l o n l y by about 
3 p e r c e n t . U n f o r t u n a t e l y f o r t h e c o u n t r i e s e x p o r t i n g t h e t r o p i c a l o i l s 
t h e i r p e r c e n t a g e p r i c e i n c r e a s e s f r o m t h e p r o p o s e d f l a t t a x a c r o s s a l l 
p r o d u c t s w o u l d be h i g h e r t h a n f o r d o m e s t i c a l l y p r o d u c e d o i l s . That and 
t h e p a t t e r n of demand e l a s t i c i t i e s mean t h a t t h e Community demand f o r 
palm and t h e l a u r i c a c i d o i l s i s e s t i m a t e d t o f a l l 12.8 and 9.0 p e r c e n t 
r e s p e c t i v e l y . 



The l o s s i n w e l f a r e and f o r e i g n exchange e a r n i n g s t o t h e e x p o r t i n g 
c o u n t r i e s , b o t h ACP and GSP, w o u l d be q u i t e s e v e r e . I t c l e a r l y i s 
i n g e n u o u s of t h e C o m m i s s i o n t o a r g u e t h a t t h e d e v e l o p i n g c o u n t r i e s w i l l 
not s u f f e r . M o r e o v e r n o t o n l y w i l l t h e r e l a t i v e l y w e l l - o f f c o u n t r i e s of 
S o u t h E a s t A s i a l o s e e x p o r t m a r k e t s , b u t so t o o w i l l t h e much more 
v u l n e r a b l e ACP c o u n t r i e s o f A f r i c a , some o f whom have r e c e n t l y gone i n t o 
o i l palm c u l t i v a t i o n . The e f f e c t o f t h e t a x w i l l be t o more t h a n wipe 
out t h e GSP and Lome t a r i f f p r e f e r e n c e s . 

However t h e r e a l l y l a r g e c o s t i s i n c u r r e d by consumers i n t h e Community. 
The 1790 m i l l i o n ecu i n T a b l e 8.6 i n c l u d e s b o t h a consumer and a p r o d u c e r 
l o s s . However some 70 p e r c e n t o f t h e c o s t w i l l f a l l on t h e consumers. I f 
f a r m e r s a r e c o m p e n s a t e d f o r f a l l i n g o i l p r i c e s so t h a t t h e i r r e a l incomes 
a r e m a i n t a i n e d , t h e t a x p a y e r s w i l l b e a r t h e o t h e r 30 p e r c e n t (about 540 
m i l l i o n ecu) o f t h e w e l f a r e b u r d e n o f t h e t a x . The r e v e n u e e s t i m a t e d a t 
1758 m i l l i o n ecu compares w i t h EAGGF e x p e n d i t u r e s o f 2028 and (an 
e s t i m a t e d ) 1891 m i l l i o n e c u on t h e o i l s e e d s e c t o r i n 1985 and 1986. Vhen 
t h i s i s b l o w n up t o c o v e r o i l s e x c l u d e d f r o m ou r c a l c u l a t i o n s , t h e 
r e v e n u e w o u l d have come t o some 2.5 b i l l i o n e c u , enough t o have more 
t h a n c o v e r e d i n t e r v e n t i o n and r e s t i t u t i o n c o s t s on a v e r a g e i n 1985 and 
1986 ( t h o u g h , i n t e r m s o f t h e c r u d e s e l f - f i n a n c i n g r u l e s - o f - t h u m b 
b e l o v e d o f t h e C o u n c i l of A g r i c u l t u r a l M i n i s t e r s , t h i s i g n o r e s t h e f a c t 
t h a t h a l f t h e v a l u e added f r o m t h e o i l s e e d s s e c t o r comes i n o i l m e a l s ) . 

Reforming the Community o i l s e e d s regime 

The q u a n t i t a t i v e a n a l y s i s i n t h i s c h a p t e r has been c o n c e r n e d w i t h t h e 
q u e s t i o n o f w h e t h e r some l i b e r a l i s a t i o n of t a r i f f b a r r i e r s t o GSP o i l 
i m p o r t s i s f e a s i b l e , i n p a r t i c u l a r i n terms of t h e l o s s o f p r o t e c t i o n 
g i v e n t o Community o i l r e f i n e r s and t o ACP p r o d u c e r s . S e c o n d l y we have 
s o u g h t t o d e m o n s t r a t e t h e e f f e c t s t h a t t h e i m p o s i t i o n o f an o i l s and 
f a t s t a x w o u l d have on t h e e x - p o r t i n g c o u n t r i e s and t h e Common 
A g r i c u l t u r a l P o l i c y b u d g e t . 

The l a t e s t moves t o " r e f o r m " t h e CAP o i l s e e d s r e g i m e i s a r e l a t e d but 
c o n c e p t u a l l y d i s t i n c t s e t o f p o l i c y a d j u s t m e n t s i n v o l v i n g g u a r a n t e e 
t h r e s h o l d s and r e d u c e d i n t e r v e n t i o n p r i c e s . E a r l i e r i n t h i s c h a p t e r 
t h e r e was some d i s c u s s i o n o f t h e 1988 agreement on t h e d e t a i l s o f t h e s e 
r e f o r m s . C l e a r l y any q u a n t i t a t i v e e x e r c i s e t o d e t e r m i n e t h e i r e f f e c t s 
w i t h i n t h e Community o r on t h e r e s t o f t h e w o r l d w o u l d r e q u i r e a 
d e t a i l e d model of t h e w hole o i l s e e d c o m p l e x . 

I n g e n e r a l , however, t h e d e v e l o p i n g c o u n t r i e s as w e l l as t h e consumers 
i n t h e Community s h o u l d welcome any moves t o r e d u c e t h e s c a l e o f 
p r o t e c t i o n i s m i n t h e o i l s e e d s s e c t o r . At t h e same t i m e i t i s c l e a r t h a t 
t h e r e a r e t h o s e w i t h i n t h e Community f a r m l o b b i e s , g o v e r n m e n t s and i n 
t h e C o m m i s s i o n i t s e l f who see a s o l u t i o n t o t h e g r o w i n g c o s t of 
s u p p o r t i n g t h i s s e c t o r (now t h i r d i n t e r m s o f EAGGF e x p e n d i t u r e ) i n 
f u r t h e r p r o t e c t i o n , o r as i t i s put " r e b a l a n c i n g " t h e Common 
A g r i c u l t u r a l P o l i c y . T h i s w o u l d i m p l y a t r a d e - o f f , n e g o t i a t e d 
e s s e n t i a l l y w i t h t h e U n i t e d S t a t e s , i n w h i c h some r e d u c t i o n i n t h e 
s u b s i d i s a t i o n o f c e r e a l and o i l s e e d e x p o r t s w o u l d be o f f e r e d i n r e t u r n 
f o r t h e i m p o s i t i o n o f t a r i f f s on o i l s e e d s , now GRTT-bound at z e r o . THe 
l o s e r s f rom s u c h an a r r a n g e m e n t w o u l d be t h e consumers i n t h e Community, 
t h e d e v e l o p i n g c o u n t r i e s and t h e GATT p r i n c i p l e o f s t e a d i l y r e d u c i n g 
b a r r i e r s t o i n t e r n a t i o n a l t r a d e . A q u a n t i t a t i v e a s s e s s m e n t of t h e 



i m p l i c a t i o n s must a w a i t t h e m o d e l l i n g o f t h e i n t e r n a t i o n a l t r a d i n g 
s y s t e m i n a g r i c u l t u r a l goods, w h i c h needs t o be b o t h more c o m p r e h e n s i v e 
i n i t s l i n k a g e of d i f f e r e n t s e c t o r s and more d i s a g g r e g a t e d t h a n has been 
a c h i e v e d up t o now. 



TARIFF ESCALATION AND TROPICAL PRODUCTS 

One r o u t e by w h i c h t h e d e v e l o p i n g c o u n t r i e s m i g h t r e d u c e t h e i r 
d ependence on t r a d i t i o n a l p r i m a r y goods e x p o r t s i s t h r o u g h i n c r e a s i n g 
t h e p r o c e s s i n g o f t h e s e goods now e x p o r t e d i n c r u d e f o r m . I t i s o f t e n 
a r g u e d t h a t t h e r e a s o n f o r t h e f a i l u r e t o s u b s t a n t i a l l y r a i s e t h e r a t i o 
of p r o c e s s e d t o u n p r o c e s s e d c o m m o d i t i e s has been t a r i f f e s c a l a t i o n , t h a t 
i s t h e t e n d e n c y f o r t a r i f f s f a c i n g t h e s e c o u n t r i e s t o i n c r e a s e t h e 
h i g h e r t h e goods a r e i n t h e p r o c e s s i n g c h a i n . I t i s n o t t h e p u r p o s e of 
t h i s a p p e n d i x t o u n d e r t a k e s i g n i f i c a n t new a n a l y s i s of t h e e x t e n t o r 
e f f e c t s o f t a r i f f e s c a l a t i o n . T h i s r e p o r t i s e s s e n t i a l l y c o n c e r n e d w i t h 
o p p o r t u n i t i e s f o r t h e l i b e r a l i s a t i o n of t a r i f f s and r e m o v a l of NTBs on 
t r o p i c a l goods i n t h e i r p r i m a r y f o r m . T h i s a p p e n d i x m e r e l y s e t s out t o 
r e v i e w t h e s e r i o u s n e s s of t a r i f f e s c a l a t i o n on t h e t r o p i c a l goods under 
c o n s i d e r a t i o n , and some o t h e r s i g n i f i c a n t e x p o r t s o f t r o p i c a l c o u n t r i e s . 

F i r s t however c o n s i d e r t h e changes o v e r t h e l a s t two d e c a d e s m t h e 
r e l a t i v e p r o p o r t i o n s of e x p o r t s o f c e r t a i n key c o m m o d i t i e s i n t h e i r 
p r o c e s s e d and u n p r o c e s s e d f o r m s as shown i n T a b l e A.1.1. 

P e r h a p s t h e most s t r i k i n g message i n t h e s e d a t a i s t h a t , d e s p i t e 
w i d e s p r e a d i m p r e s s i o n s t o t h e c o n t r a r y , t h e d e v e l o p i n g c o u n t r i e s have 
made s u b s t a n t i a l p r o g r e s s i n i n c r e a s i n g t h e e x t e n t t o w h i c h t h e i r 
n a t u r a l - r e s o u r c e - b a s e d p r o d u c t s a r e p r o c e s s e d p r i o r t o e x p o r t . T h i s i s 
t h e c a s e w i t h most o f t h e c o m m o d i t i e s d e t a i l e d i n t h e t a b l e , i n c l u d i n g 
c o c o a , c o p r a , c o t t o n , r u b b e r , t o b a c c o and wood. The same g e n e r a l i s a t i o n 
a l s o h o l d s f o r f r u i t , meat, l e a t h e r and j u t e ( C a b l e , 1987, 1 7 5 ) . C l e a r l y 
f u r t h e r p r o g r e s s c o u l d be made i n i n c r e a s i n g t h e s h a r e o f p r o c e s s e d 
e x p o r t s o f t h e s e , and o t h e r , c o m m o d i t i e s . A l s o a c o u n t r y - b y - c o u n t r y 
a n a l y s i s w o u l d show t h a t most p r o c e s s i n g o f t h e s e c o m m o d i t i e s i s 
u n d e r t a k e n i n t h e r e l a t i v e l y b e t t e r - o f f e c onomies o f S o u t h E a s t A s i a , 
I n d i a and L a t i n A m e r i c a , r a t h e r t h a n A f r i c a and t h e p o o r e r e c o n o m i e s of 
S o u t h A s i a (UNCTAD 1988, T a b l e 1.25). 

W h i l e t a r i f f e s c a l a t i o n c l e a r l y does make i t more d i f f i c u l t f o r t h e 
e x p o r t i n g c o u n t r i e s t o r a i s e t h e s h a r e of p r o c e s s e d goods i n t h e i r 
e x p o r t s , i t i s by no means t h e o n l y , o r i n a l l c a s e s , t h e most i m p o r t a n t 
f a c t o r . A f t e r a l l t o a l a r g e e x t e n t under v a r i o u s GSP a r r a n g e m e n t s t h e 
p r o c e s s e d goods o f d e v e l o p i n g c o u n t r i e s a r e i m p o r t e d t a r i f f - f r e e by t h e 
d e v e l o p e d c o u n t r i e s . T h i s i s g e n e r a l l y t h e c a s e w i t h a r t i c l e s made of 
wood, r u b b e r and l e a t h e r . Most GSPs a r e l e s s g e n e r o u s w i t h f o o d s t u f f s , 
and v e r y o f t e n GSP t a r i f f r a t e s on p r o c e s s e d f o o d s r e m a i n e x t r e m e l y h i g h 
( D a v e n p o r t , 1 9 8 6 ) . 

F u r t h e r m o r e i t has been shown by C a b l e (1987) t h a t t h e Tokyo Round MTNs 
a c t u a l l y r e s u l t e d i n r a i s i n g t a r i f f e s c a l a t i o n i n a f a i r number o f t h e 
c a s e s he e x a m i n e d . The d e v e l o p i n g c o u n t r i e s s o u g h t t o c o u n t e r t h i s by 
s p e c i f i c a l l y r e q u e s t i n g r e d u c t i o n s i n e s c a l a t i o n and by t r y i n g t o g e t 
t h e S w i s s f o r m u l a f o r t a r i f f - c u t t i n g a c c e p t e d . Under t h a t s y s t e m h i g h e r 
t a r i f f s a r e c u t p r o p o r t i o n a t e l y more t h a n l o w e r t a r i f f s . C a b l e ' s r e s u l t s 
a r e s u mmarised i n T a b l e A.1.2. 



P r i m a r y c o m m o d i t i e s i m p o r t e d by t h e DME c o u n t r i e s i n raw and 
p r o c e s s e d f o r m s f r o m d e v e l o p i n g c o u n t r i e s as a p r o p o r t i o n o f t h e 

t o t a l i m p o r t v a l u e s o f t h e commodity g r o u p . 1965, 1! 
a v e r a g e 1981/1984, p e r c e n t 

1965 1975 1981/1 
Cocoa 
b e a n s , raw and r o a s t e d 90.5 79.9 71.8 
powder 0.2 1.2 1.7 
b u t t e r and p a s t e 9.2 17.6 20.8 
c h o c o l a t e e t c . 0.1 1.2 5.7 

C o f f e e 
r o a s t e d o r n o t . 
and c o f f e e s u b s t i t u t e s 99.8 97.2 95.9 
e x t r a c t s , e s s e n c e s 
and c o n c e n t r a t e s 0.2 2.8 4.1 

S n a a x 

raw, s o l i d 45.7 62.0 39.1 
r e f i n e d 46.9 33.1 46.6 
m o l a s s e s 7.5 4.9 14.3 

C o p r a 
c o p r a 72.6 49.8 15.5 
c o c o n u t o i l 27.4 50.2 84.5 

C o t t o n 
raw 80.9 60.7 42.2 
y a r n 1.9 10.3 24.4 
f a b r i c s , woven 17.2 29.0 33.4 

Rubber 
n a t u r a l and s i m i l a r gums 99.4 93.0 77.7 
m a t e r i a l s e.g. s h e e t s , t u b e s 0.3 0.6 0.9 
t y r e s and r u b b e r a r t i c l e s 0.3 6.4 21.3 

Tobacco 
u n m a n u f a c t u r e d 97.2 95.6 86.0 
m a n u f a c t u r e d 2.8 4.4 14.0 

Wood 
i n t h e r o u g h o r r o u g h l y s q u a r e d 55.9 43.8 40.5 
shaped o r s i m p l y worked 26.3 24.7 23.7 
p u l p and w a s t e p a p e r 1.9 3.1 7.4 
v e n e e r s , p l y w o o d e t c . 13.5 20.6 18.0 
wood m a n u f a c t u r e s 2.4 7.8 10.5 

S o u r c e : U n c t a d , 1988. 



(a) 
N o m i n a l t a r i f f (b) 
b e f o r e MTN a f t e r MTN 

P e r c e n t 
r e d u c t i o n 

Change i n 
e s c a l a t i o n 

C o f f e e 
P r o c e s s e d c o f f e e 

10.0 
13.3 

6.8 
9.4 

32.0 
29.3 i n c r e a s e d 

Cocoa beans 4.2 
P r o c e s s e d c o c o a 6.7 
C h o c o l a t e p r o d u c t s 15.0 

O i l s e e d s 2.7 
V e g e t a b l e o i l s 8.5 

U n m a n u f a c t u r e d 
t o b a c c o 56.1 
M a n u f a c t u r e d t o b a c c o 82.2 

N a t u r a l r u b b e r 2.8 
S e m i - P r o c e s s e d r u b b e r 4.6 
Rubber a r t i c l e s 7.9 

2.6 
4.3 

11.8 

2.7 
8.1 

55.8 
81.8 

2.3 
2.9 
6.7 

38.1 
35.0 
21.3 

0.0 
4.7 

0.5 
0.5 

17.9 
37.0 
15.2 

no change 
i n c r e a s e d 

r e d u c e d 

no change 

r e d u c e d 
i n c r e a s e d 

T e x t i l e y a r n s 
( e x c . hemp) 4.0 
T w i n e , r o p e , e t c . 5.6 
J u t e f a b r i c s 9.1 

2.9 
4.7 
8.3 

37.0 
16.1 i n c r e a s e d 

i n c r e a s e d 

S e m i - M a n u f a c t ' d wood 2.6 
Wood p a n e l s 10.8 
Wood a r t i c l e s 6.9 
F u r n i t u r e 8.1 

1.8 
9.2 
4.1 
6.6 

30.8 
14.8 
40.6 
18.5 

i n c r e a s e d 
r e d u c e d 
i n c r e a s e d 

N o t e s a: EC, J a p a n , A u s t r a l i a , New Z e a l a n d , Canada, S w i t z e r l a n d , 
F i n l a n d , N o r w a y and Sweden 
b: u n w e i g h t e d a v e r a g e o f p r o d u c t a v e r a g e s i n e a c h m a r k e t 

i n c l u d i n g z e r o t a r i f f l i n e s . 

S o u r c e : C a b l e 1987, 173. 

p r o t e c t i o n a t d i f f e r e n t s t a g e s i n t h e p r o c e s s i n g c h a i n . A p p a r e n t l y low 
t a r i f f r a t e s may c o n c e a l h i g h r a t e s o f e f f e c t i v e p r o t e c t i o n where t a r i f f 
r a t e s on i n p u t s a r e even l o w e r , o r z e r o , and, p a r t i c u l a r l y where 
p r o c e s s i n g i n v o l v e s m a j o r i n c r e a s e s i n v a l u e added. Thus i n t h e 
d e v e l o p e d c o u n t r i e s r a t e s o f e f f e c t i v e p r o t e c t i o n on v e g e t a b l e o i l s r i s e 
t o e i g h t t i m e s t h e n o m i n a l r a t e o f p r o t e c t i o n ( Y e a t s , 1987, 1 1 9 ) . I n t h e 
Community t h e e f f e c t i v e r a t e on v e g e t a b l e o i l s i s e s t i m a t e d a t o v e r 50 
p e r c e n t , t h o u g h t h e a v e r a g e o f n o m i n a l r a t e s i s o f t h e o r d e r o f 10 
p e r c e n t . 

T h e r e a r e m a j o r p r o b l e m s i n c a l c u l a t i n g e f f e c t i v e t a r i f f r a t e s 
a c c u r a t e l y , p r i n c i p a l l y b e c a u s e t h e n e c e s s a r y d a t a on v a l u e added i n 
each s t a g e o f p r o c e s s i n g i n t h e i m p o r t i n g c o u n t r y a r e n o t r e a d i l y 



A p p r o x i m a t i o n s o f t h e e f f e c t i v e r a t e s o f p r o t e c t i o n f o r s e l e c t e d 
c o m m o d i t i e s , p e r c e n t 

E u r o p e a n J a p a n U n i t e d A l l 
Community S t a t e s d e v e l o p e d 

P r o c e s s e d meat 
p r o d u c t s 51, .7 59, .6 4.4 15.0 
P r e s e r v e d s e a f o o d 26, .5 23, .2 2.5 3.7 
P r e s e r v e d f r u i t s 40. .8 21. .6 72.5 43.4 
P r o c e s s e d v e g e t a b l e s 37, .9 40 .2 20.2 30.6 
C o f f e e e x t r a c t s 45. ,5 76. .6 0.0 42.6 
C h o c o l a t e (a) 82 .6 0.1 -3.3 
Wood m a n u f a c t u r e s 9, .2 1, .3 10.3 7.4 
Pa p e r and p a p e r b o a r d 5 .5 13 .7 0.7 4.3 
A r t i c l e s o f p a p e r 12, .6 0, .7 8.7 7.6 
Rubber m a n u f a c t u r e s 4, .5 1. .1 -0.4 5.0 
C o t t o n y a r n 7, .5 13, .7 18.3 9.0 
Wool y a r n 1 .1 14 .0 18.1 7.8 
J u t e y a r n 7, .2 19, .8 4.7 8.7 
C o t t o n f i b r e s 11 .8 10 .0 13.5 11.0 
Wool f a b r i c s 5. .1 25. .3 85.8 34.0 
J u t e f a b r i c s 10. .0 5 .3 (a) 0.3 
L e a t h e r 6, .0 21, .2 8.1 7.0 
L e a t h e r m a n u f a c t u r e s 9. .9 18, .6 17.5 13.7 
V e g e t a b l e o i l s 50. .6 49. .6 -1.5 36.1 
T o bacco m a n u f a c t u r e s 117 .4 156, .0 9.4 47.0 

N o te a: no e f f e c t i v e t a r i f f i s g i v e n s i n c e t h e r a t i o o f t h e i n p u t 
t o f i n a l p r o d u c t t a r i f f c o u l d n o t be computed 

S o u r c e : Y e a t s , 1987, 119. 

a v a i l a b l e . S e c o n d l y t h e r e i s t h e p e r e n n i a l p r o b l e m o f t a r i f f - a v e r a g i n g 
when e s t i m a t e s of e f f e c t i v e p r o t e c t i o n f o r a g r o u p o f p r o d u c t s a r e 
s o u g h t . As a r e s u l t t h e r e a r e w i d e d i f f e r e n c e s i n p u b l i s h e d e s t i m a t e s of 
e f f e c t i v e p r o t e c t i o n ( Y e a t s , 1 9 8 4 ) . 

Beyond t h e s e p r o b l e m s t h e r e a r e c o n c e p t u a l d i f f i c u l t i e s . I n p a r t i c u l a r 
t a r i f f e s c a l a t i o n need not mean a t r a d e b i a s a g a i n s t p r o c e s s e d g o o d s, 
s i n c e t h e e x t e n t o f b i a s i n d u c e d by any t a r i f f depends on t h e p r i c e 
e l a s t i c i t y o f demand f o r t h e good i n q u e s t i o n ( Y e a t s , 1 9 8 4 ) . W i t h a l l 
t h e s e c a v e a t s . T a b l e A.1.3 p r e s e n t s c a l c u l a t i o n s of a p p r o x i m a t e 
e f f e c t i v e r a t e s of p r o t e c t i o n f o r a number of t r o p i c a l g o o d s . 

The t a b l e shows t h a t e x c e p t i o n a l l y h i g h r a t e s of e f f e c t i v e p r o t e c t i o n i n 
t h e E u r o p e a n Community and J a p a n a p p l y t o p r o c e s s e d f o o d s i n g e n e r a l and 
m a n u f a c t u r e d t o b a c c o . I n an e a r l i e r s t u d y Y e a t s c a l c u l a t e d a E u r o p e a n 
Community e f f e c t i v e t a r i f f r a t e on c o c o a powder and b u t t e r o f 76 
p e r c e n t , on r o a s t e d c o f f e e 35.7 p e r c e n t and on m i l l e d r i c e o f 70.3 
p e r c e n t o r 105.9 p e r c e n t when l e v i e s a r e i n c l u d e d ( 1 9 8 1 ) . These l a s t 
f i g u r e s a r e b a s e d on n o m i n a l r a t e s a t t h e end of t h e Kennedy Round of 
MTNs. I n f a c t e f f e c t i v e r a t e s f o r t h e s e c o m m o d i t i e s a r e l i l c e l y t o be 
h i g h e r now, s i n c e t h e n o m i n a l r a t e s on t h e p r o c e s s e d p r o d u c t s have 



r e m a i n e d b r o a d l y unchanged w h i l e n o m i n a l r a t e s on t h e raw m a t e r i a l have 
been l o w e r e d . 

T a b l e A.1.4 

H y p o t h e t i c a l e f f e c t s o f U r u g u a y Round m u l t i l a t e r a l t r a d e nego­
t i a t i o n s on EC e f f e c t i v e t a r i f f s f o r c e r t a i n p r o d u c t s (a) 

N o m i n a l t a r i f f (b) E f f e c t i v e t a r i f f 
b e f o r e MTH a f t e r MTN b e f o r e MTN a f t e r MTN 

Cocoa beans 3.0 0, .0 
( i ) B u t t e r , p a s t e 10.0 7. .5 49. .7 50. .0 
( i i ) B u t t e r , p a s t e 10.0 5. .0 49, .7 33 .3 

( i ) Powder 8.0 6. .0 36. ,3 40. .0 
( l i ) Powder 8.0 4. .0 35, .3 26, .7 

C o f f e e 4.5 0. .0 
( i ) P r o c e s s e d c o f f e e 12.6 9. .5 29. .4 29, .1 
( l i ) P r o c e s s e d c o f f . 12.6 6. .3 29. ,4 19. .4 

C o p r a 0.0 0. .0 
( i ) Coconut o i l 10.8 8. .1 120. ,3 90, .3 
( i i ) C oconut o i l 10.8 5. .4 120 .3 60 .2 

Palm n u t s 0.0 0. .0 
( i ) P a l m o i l 8.4 6. .3 120, .2 90 .1 
( i i ) P a l m o i l 8.4 4. .2 120, .2 60, .1 

Palm k e r n e l s 0.0 0. ,0 
( i ) Palm k e r n e l o i l 10.0 7. .5 154. ,7 107. ,1 
( l i ) Palm k e r n e l o i l 10.8 5. .4 154, .7 77, .4 

T o b acco 
U n m a n u f a c t u r e d 7.5 c 0. .0 
( i ) M a n u f a c t u r e d 82.0 d 61. .5 117. .1 90, .4 
( i i ) M a n u f a c t u r e d 82.0 d 41. .0 117. .1 60, .3 

N o t e s a: see t e x t f o r d i s c u s s i o n o f a s s u m p t i o n s 
b: where d i f f e r e n t r a t e s a r e a p p l i c a b l e an u n w e i g h t e d a v e r a g e o f 
GSP t a r i f f r a t e s e x c e p t where t h e r e i s a t a r i f f q u o t a , when MFN 
r a t e s i s u s e d . F o r example, i n t h e c a s e o f v e g e t a b l e o i l s , t h e 
a v e r a g e i n c o r p o r a t e s GSP r a t e s f o r c r u d e o i l s and o t h e r o i l s , i n 
s o l i d f r a c t i o n and o t h e r w i s e , i n s m a l l c a p a c i t y p a c k i n g s and o,ther 
p a c k i n g s , b o t h f o r human c o n s u m p t i o n and f o r o t h e r u s e s 
c: MFN r a t e s . GSP e x p o r t s a r e s u b j e c t t o q u o t a . T o b a c c o t a r i f f s 
have s p e c i f i c maxima and m i n i m a . The r a t e s u s e d a r e b a s e d on u n i t 
v a l u e s f o r e a c h t a r i f f l i n e i n 1985 and where n e c e s s a r y c o n v e r t e d 
t o ad valorem e q u i v a l e n t s , 
d: c i g a r e t t e s 

S o u r c e : see t e x t . The p r o p o r t i o n o f v a l u e added i n p r o c e s s i n g i s b a s e d 
on Y e a t s (1984 and 1987) . 



F i n a l l y we have s e t out t o l o o k a t t h e i m p a c t o f a s e t of h y p o t h e t i c a l 
b u t p l a u s i b l e t a r i f f r e d u c t i o n s i n t h e Uruguay Round on e f f e c t i v e 
p r o t e c t i o n f o r a number of t r o p i c a l p r o d u c t s . We have assumed, m some 
c a s e s r a t h e r o p t i m i s t i c a l l y , t h a t t a r i f f s on a number of p r i m a r y 
p r o d u c t s a r e a l t o g e t h e r e l i m i n a t e d , a t l e a s t f o r G S P - e l i g i b l e c o u n t r i e s . 
F o r c o c o a and c o f f e e beans t h i s seems a f a i r l y l i k e l y outcome. I n t h e 
c a s e s of t o b a c c o i t i s l e s s l i k e l y , b o t h b e c a u s e o f t h e c o n c e r n t o 
p r o t e c t Community p r o d u c e r s , t h e b u d g e t a r y i m p l i c a t i o n s o f t h e l o s s of 
t a r i f f r e v e n u e and, most i m p o r t a n t l y , h e a l t h arguments ( t h o u g h p r o t e c t i o n 
i s a s e c o n d - b e s t means o f d e a l i n g w i t h t h a t ) . T a r i f f s on o i l s e e d s and 
n u t s a r e a l r e a d y z e r o and GATT-bound. 

F o r t h e p r o c e s s e d goods, two a l t e r n a t i v e a s s u m p t i o n s a r e made: f i r s t l y , 
t a r i f f s a r e assumed t o be c u t by 25 p e r c e n t ; s e c o n d l y by 50 p e r c e n t . The 
s e c o n d a s s u m p t i o n s p r i n g s d i r e c t l y f r o m t h e Community p r o p o s a l on 
t r o p i c a l p r o d u c t s , i n w h i c h a c u t of up t o 50 p e r c e n t i s s u g g e s t e d f o r 
f i n i s h e d i n d u s t r i a l p r o d u c t s , t h ough f o r p r o c e s s e d a g r i c u l t u r a l goods 
o n l y " s i g n i f i c a n t " r e d u c t i o n s a r e m e n t i o n e d . 

The u p s h o t of t h e e x e r c i s e i s t h a t where c u r r e n t n o n - z e r o t a r i f f s on t h e 
u n p r o c e s s e d commodity, c o c o a b e a n s , c o f f e e and t o b a c c o i n o u r l i m i t e d 
l i s t , a r e s e t t o z e r o , a 25 p e r c e n t r e d u c t i o n i n t a r i f f s on t h e 
p r o c e s s e d commodity i s b a r e l y enough t o b r i n g about a r e d u c t i o n i n 
e f f e c t i v e p r o t e c t i o n . These r e s u l t s must o n l y be s e e n as r o u g h 
a p p r o x i m a t i o n s t o e f f e c t i v e exchange r a t e s . Nor do t h e y t a k e i n t o 
a c c o u n t d i f f e r e n t p r i c e e l a s t i c i t i e s of demand f o r d i f f e r e n t s t a g e s i n 
t h e p r o c e s s i n g c h a i n . N e v e r t h e l e s s t h e y do s e r v e t o i l l u s t r a t e t h e p o i n t 
t h a t i f t a r i f f r e d u c t i o n s a r e not t o i n c r e a s e t h e b i a s a g a i n s t p r o c e s s e d 
c o m m o d i t i e s , t a r i f f c u t s on p r o c e s s e d goods may have t o be a s i g n i f i c a n t 
m u l t i p l e o f t h e c u t s on t h e u n p r o c e s s e d goods. O t h e r w i s e t h e r e i s a 
d a n ger t h a t t h e Uruguay Round w i l l i n c r e a s e e f f e c t i v e p r o t e c t i o n as i t 
seems th e Tokyo Round d i d i n many c a s e s . 



APPENDIX 2 

T a b l e A.2.1 

TARIFF RATES, Eli A S T I C I T Y ASSUMPTIONS AND DATA SOURCES 

N o m i n a l MTN T a r i f f r a t e s , GSP r a t e s i n p a r e n t h e s e s , p e r c e n t un­
l e s s o t h e r w i s e e x p l i c i t . 

(General note: These rates include MFN and GSP rate reductions following 
the 1982-84 consultations on t r o p i c a l products to the extent that 
information has been made a v a i l a b l e to the GATT Secretariat. Actual rates 
are given where they are d i f f e r e n t from GATT-bound rates.) 

Commodity 
and CN code 

EC U n i t e d 
S t a t e s 

J a p a n Canada 

Cocoa 

be a n s , raw o r r o a s t e d ; 
1801.00, a l s o 
s h e l l s , h u s k s e t c 
1802.00 3.0 

(-)a 
0.0 0.0 0.0 

c o c o a p a s t e ; 
n o t d e f a t t e d 
1803.10 15.0 

(11.0) 
0.0 10.0 

(5.0) 
0.0 

d e f a t t e d 
1803.20 15.0 

(11.0) 

b u t t e r , f a t o r o i l ; 
1804.00 12.0 

(8.0b) 

powder; 
1805.00 16.0 

(9.0) 

0.82 c / k g 
(0.0) 

0.0 

0.82 c/kg 
(0.0) 

20.0 
(10.0) 

2.5 
(0.0) 

21.5 
(15.0) 

0.0 

0.0 

10.0 
(5.0) 

N o t e a: (-) means no GSP t r e a t m e n t f o r d u t i a b l e i t e m s 
b: EC q u o t a l i m i t a t i o n on GSP a p p l i c a t i o n was removed i n 
1987. 



C o f f e e 

not r o a s t e d ; 
not d e c a f f e i n a t e d 

0901.11 5.0 0.0 0.0 0.0 
(4.5) 

d e c a f f e i n a t e d 
0901.12 13.0 0.0 0.0 0.0 

(8.5) 
r o a s t e d ; 
not d e c a f f e i n a t e d 
0901.21 15.0 0.0 20.0 4.41 c/kg 

(11.5) (-) 0.0 

d e c a f f e i n a t e d 
0901.22 18.0 0.0 20.0 4.41 c/kg 

(12.5) (-) 0.0 

e x t r a c t s e t c . 
ex 2101.10 18.0 0.0 14.0-35.0 15.43 c/kg 

(9.0b) 0.0-35.0 0.0 

Note a: t h e s e r a t e s i n c l u d e MFN and GSP r a t e r e d u c t i o n s f o l l o w i n g t h e 
1982-84 c o n s u l t a t i o n s on t r o p i c a l p r o d u c t s , t o t h e e x t e n t t h a t 

i n f o r m a t i o n has been made a v a i l a b l e t o t h e GATT S e c r e t a r i a t . A c t u a l 
r a t e s a r e g i v e n where t h e y a r e d i f f e r e n t f r o m GATT-bound r a t e s . 

b: w i t h i n a Community t a r i f f q u o t a o f 19,2000 t o n n e s f o r s o l u b l e 
c o f f e e i n 1987 (see O f f i c i a l J o u r n a l L 3 7 3, page 130 f o r d e t a i l s ) . 

D i f f e r e n t r a t e s a p p l y t o GSP i m p o r t s i n t o P o r t u g a l and S p a i n . T h e r e 
i s no q u o t a l i m i t a t i o n f o r GSP i m p o r t s o f e s s e n c e s and c o n c e n t r a t e s 
of c o f f e e . 

-: no GSP t r e a t m e n t f o r d u t i a b l e i t e m . 



Tobacco ( e x c l u d i n g t o b a c c o f o r use i n c i g a r s , and c i g a r s ) 

not s t e m m e d / s t r i p p e d ; 
2401.10.. 
10-49 23.0a 7.2-7.8b 0.0 27.56 c / l t g 

{6.0c) (0.0) (8.36 c/l5g) 
o t h e r 14.Od 12.6b 0.0 27.56 c / k g 

(14.Oe) (0.0) (8.36 c/kg) 

Stemmed/stripped,-
2401.20.. 
10-49 23.0a S1.37/kg f 0.0 44.0 c / k g 

(6.0c) (0.0) (0.0) 
o t h e r 14.Od 13.4 0.0 44.0 c.kg 

(6.0c) (-) (0.0) 

c i g a r e t t e s ; 
2402.20 90.0 26.0b 0.0 20.0 

(82.0) (-) (-) 

Note a: min 28 e c u , max 30 e c u / k g 
b: a v e r a g e i n c i d e n c e f o r 1981-83 
c: min 16 e c u , max 27 e c u / k g 
d: min 28 e c u , max 70 e c u / k g 
e: min 28 e c u , max 31 e c u / k g 
f : p l u s S2.04/kg on f i l l e r t o b a c c o c o n t e n t 

N.B. B e c a u s e t h e H a r m o n i s e d Customs N o m e n c l a t u r e i s o n l y b e i n g p h a s e d i n 
g r a d u a l l y , t a r i f f r a t e s on t o b a c c o a r e d i f f i c u l t t o compare. Hence c i g a r 
t o b a c c o s a r e e x c l u d e d f r o m t h i s t a b l e . A l s o t h e d a t a i n t h i s t a b l e i s by 
no means c o m p l e t e as r e g a r d s t h e U n i t e d S t a t e s and Canada, but t r i e s t o 
g i v e the t y p i c a l r a t e s on t h e most i m p o r t a n t v a r i e t i e s i n e a c h c a t e g o r y . 



R i e e 

i n husk 
1006.10 VL 2.8c/kg 0.0a 0.0 

(-) (-) 
husked (brown) 
1006.20 VL 3.3c/kg b 0.0a 0.0 

(-) (-) 

m i l l e d 
1006.30 VL 2.2c/kg c 0.0a S 5 . 5 1 / t o n 

(-) (-) (0-0) 
b r o k e n 
1006.40 VL 0.69c/kg 0.0a $ 5 . 5 1 / t o n 

(-) (-) (0.0) 
f l o u r 
1102.30 VL 0.2c/kg 25.0a 1.65c/kg 

(-) (0.0) (-) (0.0) 
g r o a t s , meal e t c . 
1103.14 VL 0.2c/kg 25.0a 0.0 

(-) (0.0) (-) 

Note VL: v a r i a b l e l e v y . Under a 1987 r e g u l a t i o n , 10,000 t o n n e s of 
b a s m a t i r i c e a r e a d m i t t e d a t a r e d u c e d l e v y , i . e . 25 
p e r c e n t l o w e r t h a n l e v y on o t h e r l o n g - g r a i n e d r i c e 
a: e x p o r t and i m p o r t under Government management 
b: b a s m a t i 1.3c/kg 
c: p a r b o i l e d 17.5 p e r c e n t . 

Commodity EC U n i t e d J a p a n Canada 
and CN code S t a t e s 

C a s s a v a 

f r e s h o r d r i e d ; 
0714.10 6.0TQ 

1 -\ 
25.0 0.0a 

(-1 
0.0 

s t a r c h ; 
\ 1 

1108.14 L 0.0 25.0b 1.65c/kg 
(-) (-) (0.0) 

t a p i o c a ; 
1903.00 lO.OVC 0.0 16.0 0.0 

2.0VC (-) (-) 

Note TQ: t a r i f f q u o t a s f o r T h a i l a n d , o t h e r GATT members (of w h i c h 
85 p e r c e n t r e s e r v e d f o r I n d o n e s i a ) and non-GATT members ( C h i n a and 
V i e t n a m ) . I m p o r t s above q u o t a a r e s u b j e c t t o l e v i e s , b u t p r a c t i c a l l y 
none have t a k e n p l a c e 
a: 15.0 p e r c e n t f o r n o n - f e e d s t u f f p u r p o s e s , 25.0 p e r c e n t f o r p e l l e t s 
L: i m p o r t l e v y b: g l o b a l q u o t a 
c: d i s c r e t i o n a r y l i c e n s i n g a p p l i e d 
VC: p l u s a v a r i a b l e component. 



Commodity 
and CN code 

EC U n i t e d 
S t a t e s 

Palm o i l 

c r u d e ; 
1511.10 

o t h e r ; 
1511.90 

6.0a 
{4.0b) 

8.0-20.0C 
{12.Oe) 

0.0 

0.0 

7.0 
(0.0) 

7.0d 
(0.0) 

10.0 
(0.0) 

17.5 
(12.5) 

Coconut o i l 

c r u d e ; 
1513.11 

o t h e r ; 
1513.19 

10.Of 
(7.Oh) 

15.Oj 
(13.01c) 

0.0 

0.0 

9.0g 
(-) 

9.0g 
(-) 

10.0 
(0.0) 

17.5 
(0.0) 

Palm k e r n e l o i l 

c r u d e ; 
1513.21 

o t h e r ; 
1513.29 

10.Of 
(7.Oh) 

15.Oj 
{13.0k) 

0.0 

0.0 

8.0 
{-) 

8.0 
(-) 

10.0 
(0.0) 

17.5 
(12.5) 

N o t e a: 
b: 
c: 

not f o r human c o n s u m p t i o n 4.0 p e r c e n t 
n o t f o r human c o n s u m p t i o n 2.5 p e r c e n t 
s o l i d f r a c t i o n : i m m e d i a t e p a c k i n g s of 1 k g . o r l e s s 20% 

: o t h e r 17% 
o t h e r : n o t f o r human c o n s u m p t i o n 8% 

: o t h e r 14% 
p a l m s t e a r i n 4 p e r c e n t 
e x . o t h e r t h a n s o l i d f r a c t i o n , n o t f o r human c o n s u m p t i o n 
n o t f o r human c o n s u m p t i o n 5.0 p e r c e n t 
i n i m m e d i a t e p a c k i n g s o f 1 k g . o r l e s s 20 p e r c e n t 
m i n . Yen 10/kg 
not f o r human c o n s u m p t i o n 2.5 p e r c e n t 
i n i m m e d i a t e p a c k i n g s o f 1 k g . o r l e s s 
n o t f o r human c o n s u m p t i o n 8.0 p e r c e n t 
i n i m m e d i a t e p a c k i n g s o f 1 k g . o r l e s s 
n o t f o r human c o n s u m p t i o n 6.5 p e r c e n t 
i n i m m e d i a t e p a c k i n g s o f 1 k g . o r l e s s 

20 

18 

p e r c e n t 

p e r c e n t 

p e r c e n t . 



T r a d e d a t a , i n c l u d i n g i m p o r t and e x p o r t p r i c e s , a r e from t h e E u r o s t a t 
Comext d a t a bank, 1985 and 1986. P r o d u c t i o n d a t a were g e n e r a l l y drawn 
from C o m m i s s i o n (1987a, 1987b, 1988a, 1 9 8 8 b ) , o c c a s i o n a l l y s u p p l e m e n t e d 
by FAO ( 1 9 8 7 b ) . 

I n g e n e r a l e l a s t i c i t i e s were drawn from t h e f o l l o w i n g s u r v e y s ; A s k a r i 
and Cummings ( 1 9 7 7 ) , C a s p a r i , M a c L a r e n and Hobhouse ( 1 9 8 0 ) , V a l d e s and 
Z i e t z (1980) and Bond ( 1 9 8 4 ) . ¥here a d d i t i o n a l s o u r c e s were u s e d t h e y 
a r e m e n t i o n e d b e l o w . 

C o c o a : The Community demand e l a s t i c i t y was s e t a t -0.58, t h e e x p o r t 
s u p p l y e l a s t i c i t y a t 0.8 f r o m a l l s u p p l i e r s 

C o f f e e : Adams and Behrman a l s o p r o v e d a u s e f u l s o u r c e . The Community 
demand e l a s t i c i t y was s e t a t -0.32, the ACP e x p o r t s u p p l y e l a s t i c i t y a t 
0.46 and t h e GSP e x p o r t s u p p l y e l a s t i c i t y a t 0.65. 

T o b a c c o : 
Com.munity demand; h i g h e r q u a l i t y t o b a c c o -0.4 

l o w e r q u a l i t y t o b a c c o -0.4 
c r o s s p r i c e e l a s t i c i t i e s 0.1 

Community s u p p l y ; Q u a l i t y h i g h e r l o w e r 
h i g h e r 0.7 -0.05 
l o w e r -0.3 0.7 

R e s t - o f - w o r l d e x p o r t s u p p l y ; Q u a l i t y h i g h e r l o w e r 
h i g h e r 0.4 -0.05 
l o w e r -0.15 0.4 

E s t i m a t e s of c r o s s p r i c e e l a s t i c i t i e s of demand a r e n o t , as f a r as we 
can d e t e r m i n e a v a i l a b l e . I n t h e Community t h e l a c k of e a s y a v a i l a b i l i t y 
o f c i g a r e t t e s made o f a i r - c u r e d and s u n - c u r e d t o b a c c o s i n member s t a t e s 
o u t s i d e I t a l y and G r e e c e s u g g e s t low v a l u e s . 

Nor a r e e s t i m a t e s o f c r o s s p r i c e e l a s t i c i t i e s of s u p p l y a p p a r e n t l y 
a v a i l a b l e . The s w i t c h from a i r - o r s u n - c u r e d v a r i e t i e s t o f l u e - o r 
f i r e - c u r e d v a r i e t i e s u s u a l l y r e q u i r e s m a j or i n v e s t m e n t s i n c u r i n g 
f a c i l i t i e s , b a r n s , f u r n a c e s e t c . , as w e l l as r e q u i r i n g a c o n s t a n t s u p p l y 
of f u e l . These f i x e d and w o r k i n g c a p i t a l r e q u i r e m e n t s i m p l y low c r o s s 
p r i c e e l a s t i c i t i e s ( s e e E I U , 1 9 8 3 ) . A n o t h e r f a c t o r w h i c h may r e s t r i c t 
s u b s t i t u t a b i l i t y i s s o i l c o n d i t i o n . 

I n t e r v e n t i o n p r i c e d a t a were t a k e n from Commission ( 1 9 8 8 c ) . 

R i c e : The Community demand e l a s t i c i t y was t a k e n as -0.5, t h e e x p o r t 
s u p p l y e l a s t i c i t i e s f o r t h e ACP, GSP and MFN ( i . e . U.S.) e x p o r t e r s a t 4, 
5 and i n f i n i t y r e s p e c t i v e l y . V a r i a b l e l e v i e s were c a l c u l a t e d f r o m d a t a 
i n USDA ( 1 9 8 7 b ) . 

C a s s a v a : The e l a s t i c i t y of e x p o r t s u p p l y i n T h a i l a n d was t a k e n as 1.09 
on t h e b a s i s o f a s t u d y q u o t e d by A s k a r i and Cummings ( 1 9 7 7 ) . The e x p o r t 



s u p p l y e l a s t i c i t y f o r t h e o t h e r e x p o r t i n g c o u n t r i e s was s e t a t t h e same 
v a l u e . The Community i m p o r t demand e l a s t i c i t y was s e t a t -5 on t h e 
b a s i s of the c o a r s e c e r e a l e l a s t i c i t i e s i n T y e r s (1984) and B u c k n e l l et 
a l . 1982) 

D a t a on q u o t a s were s u p p l i e d by t h e C o m m i s s i o n . 

V e g e t a b l e o i l s : The f o l l o w i n g e l a s t i c i t y a s s u m p t i o n s were 
a d o p t e d : 

e l a s t i c i t y o f Community demand w i t h r e s p e c t t o t h e p r i c e o f : 
o i l s s o y b e a n r a p e s e e d s u n f l o w e r palm l a u r i c 

s o y b e a n -0.6 0.2 0.2 0.1 0.05 
r a p e s e e d 0.2 -0.6 0.2 0.1 0.05 
s u n f l o w e r 0.2 0.2 -0.6 0.1 0.05 
palm 0.1 0.1 0.1 -0.5 0.05 
l a u r i c 0.05 0.05 0.05 0.05 -0.4 

Community s u p p l y : 

s o y b e a n 0.5 -0.2 -0.2 0 0 
r a p e s e e d -0.3 1.0 -0.3 0 0 
s u n f l o w e r -0.3 -0.3 1.0 0 0 
palm 0 0 0 0 0 
l a u r i c 0 0 0 0 0 

R e s t o f w o r l d e x p o r t s u p p l y : 

s o y b e a n 4 -1.5 -1.5 0 0 
r a p e s e e d -1.5 4 -1.5 0 0 
s u n f l o w e r -1.5 -1.5 4 0 0 
palm 0 0 0 3 -0.25 
l a u r i c 0 0 0 -0.25 3 

U n w e i g h t e d a v e r a g e s of t a r i f f s on c r u d e o i l s , s o l i d f r a c t i o n , and 
l i q u i d , i n s m a l l c a p a c i t y p a c k i n g s o r n o t , and f o r human c o n s u m p t i o n o r 
i n d u s t r i a l u s e , were u s e d . I n t h e c a s e s o f s o y b e a n , r a p e s e e d and 
s u n f l o w e r s e e d o i l s , MFN t a r i f f r a t e s were used and, i n t h e c a s e s of palm 
and l a u r i c a c i d o i l s , GSP r a t e s were u s e d . 
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