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CHAPTER II 
 

The implications of the global subsidy regime and its impact on the Indian agriculture 
have been discussed in this chapter. The scope of the global subsidy regime, its size and 
sweep and its debilitating impact form the integral part of this chapter. The origin and 
the evolution of the subsidy regime, how the subsidy regime became the centrifugal 
force of agricultural economics in the West, how the global subsidy regime operates, 
the psychology of the subsidy regime and how it devastates farm income in developing 
countries is discussed in this Chapter. This Chapter exposes the myth of free trade in 
agriculture and the continued existence of the subsidy regime in the West despite 
commitments made to the contrary in the WTO. This Chapter recalls the promises 
made to the developing countries like India who lured into the WTO regime and 
contrasts it with the experiences of the post WTO regime of the developing countries 
to demonstrate the failure of the WTO regime especially on Agriculture.   

 
THE SUBSIDIES REGIME- EXPLAINING THE SCOPE AND SWEEP OF 
THE SUBSIDIES AND UNDERSTANDING AS TO HOW WORLD OVER 
FARMING COMMUNITY IS DEPENDEDENT ON SUBSIDIES  
 
The concept of subsidies, its dimensions, its implications and the manner of 
distinguishing the subsidy in the India from the subsidy regime outside India forms an 
integral part of this Chapter. Notwithstanding the legal explanations, justifications and 
rationalisations available within the AoA, the fact of the matter is that the quantum of 
subsidies in the global scenario is significantly impacting the global trade in Agriculture 
and with it perhaps the edifice of multilateral trade agreements. And the perturbing 
fact that is emerging over the past decade since the Uruguay round is that this regime 
has been sanctified, legalised and legitimised through the Agreement of Agriculture 
within the WTO regime. In fact, the very countries that were expected to abide to the 
disciplines of the AoA, have taken recourse to the very AoA to maintain their subsidy 
regime. To comprehend the sweep and scope of the subsidies regime, we need to at the 
outset understand the quantum of the global trade in Agriculture that is provided by 
certain developed countries as well as its implications on global trade in agriculture. 
Suffice it would be to say at this point in time that the global subsidies in Agriculture is 
dominated by certain developed countries. The following table encapsulates the global 
subsidy regime in various countries. 
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Share of Agricultural Subsidies (PSE) in Select OECD Countries 

 Base Year (1986-88) 
  
 1997                            1998                                          1999                                              

Country Total % of Total % of Total % of Total % of 

  Subsidies AGDP Subsidies AGDP Subsidies AGDP Subsidies AGDP 

         

Canada 5645 34.00 3113 14.0 3573 18.0 3093 20.0 

EC 95214 44.00 112260 38.0 122946 45.0 114450 49.0 

Japan 53637 67.00 50534 57.0 49962 62.0 58885 65.0 

USA 41890 25.00 30459 14.0 48441 22.0 54009 24.0 

OECD 246226 40.00 246167 31.0 270869 36.0 282780 40.0 

 

 
It has to be noted that the subsidy granted by these countries to their domestic 
agriculture is so high that it reaches 65% of the Agriculture GDP as in the case of Japan 
and 40% of the OECD countries put together. Not withstanding the avowed objectives 
of the Agreement on Agriculture, which is to reduce the subsidies on Agriculture it is 
also important to note that the figure for the OECD countries remains even today in 
their 1988 at the levels i.e. at the same level that prevailed during the pre UR levels.  
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On an objective analysis, it has to be conceded, at this point in time that the Indian 
Agriculture is going to be impacted by the Agreement on Agriculture and the 
disciplines associated with such a regime. Though some protagonists of global trade in 
agriculture may argue to the contrary, many experts are of the view that the disciplines 
laid out by the Agreement on Agriculture may adversely affect the Indian Agriculture 
scenario. It may be so in the present scenario where the falling global prices of primary 
products are falling affecting the global competitiveness of the Indian Agriculture. 
Thus certain studies1 are apprehensive of the food insecurity in many developing 
countries like India owing to liberalisation in Agriculture. The trend in global price 
movement of Agriculture products is laid out in a table2 hereunder: 
                                     (In USD per 
MT) 
 
YEAR WHEAT RICE SUGAR COTTON TEA 
1970 250 574 323 NA NA 
1980 240 571 877 2843 2305 
1990 136 271 277 1819 2058 
1995 149 269 246 1785 1249 
1998 121 293 189 1389 1968 
  
What is interesting to note is that the fall in the international prices of foodgrains, 
which is co-related to the introduction of the present subsidy regime in the developed 
countries, has accelerated the price fall since the formation of the WTO. The 
implementation of the disciplines laid out under the AOA and have turned our 
domestic prices to be higher in certain cases than the prevailing international prices. 
This has turned India as attractive destination to export food grains as well as other 
agricultural products. Even with high to moderate tariff and relatively easier market 
access, imports are slowly becoming competitive when compared to local production. 
Further imports albeit in smaller quantities have already begun to depress the local 
prices to a substantial extent. The consequences of such a paradigm are elaborated in 
greater detail else where in this document. Such developments are threatening 
agriculture production, de-legitimising agriculture and it is feared would destroy 
agriculture in the country causing lot of apprehension about the implication of the 
trade liberalisation and WTO commitments. A sense of despondency caused by the 
lack of general understanding of disciplines of the WTO regime and the AoA in 
particular with the simultaneous manifestations of the adverse effects of the global 
trade in agriculture has started drawing on the farming community relating to the 
future of agriculture in India.  

                                                           
1 Bhattacharya 2000 and FAO in 1999 
2
 Source: World Bank Reports  
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It would be pertinent at this point in time to see long-term trend in prices of 
manufactured and agricultural products and to find out how terms of trade have 
behaved for agriculture in global trade. Price trends and terms of trade are presented in 
Table hereunder. The long-term series show that during 1950 to 1960 agriculture prices 
have increased at a lower rate than export price of manufacture sector.  After 1961 
terms of trade for agriculture export improved for some years but then reverted back 
to the level of 1960 by 1970.  Agriculture prices witnessed abrupt jumps in early 1970s 
and these improved terms of trade for agriculture export for 3-4 years.  However by 
the turn of the eighties the terms of trade irrevocably turned in favour of the 
manufacturing sector and continues to remain so even today.  
 

Year 
 
 

Agricultural 
products 

Manufacture products 
 

Terms of Trade 
 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 

100 
123 
106 
103 
107 
99 
100 
99 
92 
89 
88 
85 
85 
91 
92 
91 
92 
90 
88 
90 
96 
101 
114 
165 
211 
212 
218 

100 
117 
124 
116 
112 
117 
124 
121 
118 
118 
120 
121 
121 
120 
120 
124 
124 
128 
124 
125 
132 
138 
150 
177 
214 
244 
245 

100 
105 
85 
89 
95 
85 
81 
82 
78 
75 
73 
70 
71 
76 
77 
74 
74 
70 
71 
72 
73 
73 
76 
93 
99 
87 
89 
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1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 

239 
254 
298 
317 
297 
280 
275 
282 
269 
304 
331 
365 
369 
383 
374 
378 
359 
379 
424 
418 
393 
374 
354 
335 

267 
306 
350 
383 
365 
360 
344 
336 
333 
385 
433 
459 
455 
492 
490 
506 
486 
501 
546 
535 
503 
486 
473 
454 

90 
83 
85 
83 
81 
78 
80 
84 
81 
79 
76 
79 
81 
78 
76 
75 
74 
76 
78 
78 
78 
77 
75 
74 

 
 
From the above it can be seen that the prices of the world agriculture products has 
undergone a significant decline over the period from 1980 till date and stands in adverse 
comparison to the manufacturing products. This rapid decline of the Agriculture prices 
has been attributed to the fact that the Developed Countries, more specifically the 
OECD countries, have been subsidising their Agriculture. This analysis of the falling 
prices of primary agricultural products – its causes and consequences is one of the 
significant issues that are addressed by this document.   
 
The quantum of subsidisation and the impact of the subsidy on the global trade have 
been of great concern to the trade analysts worldwide. In this connection 2003 Annual 
report of the WTO expresses the concern of the WTO and trade analysts on the 
subject while commenting on the quantum of the subsidy that is prevalent in the global 
agriculture trade states “ 
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” 
 

 
 
In a nutshell, the evolution of this global subsidy regime, the impact of the subsidy on 
the global trade in agriculture, the manner in which the global trade in agriculture is 
carried out and how the subsidies within the economy has been shifted from being 
prohibited to those which are non-prohibited, the impact that this subsidy regime had 
on the global food grains prices, is at the heart of this Chapter. It has to be noted that 
the implementation of the disciplines laid out under the Agreement on Agriculture 
(AoA) under the UR were meant to bring in a structural change in the world food 
grains market. It was expected that due to the reduction commitments within the 
AoA, the world production of cereals would shift from those countries that were 
subsidising to non-subsiding countries. However empirical studies till date 
indicate that there has been no such change in the pattern in the production of 
the cereals and the proclaimed shift in the cereal production is yet to take place. 
Further, it was expected that due to the mandated reductions in the subsidies by the 
developed countries, the world prices of food grains would increase. However since the 
UR, prices of most agricultural commodities are declining. This has adversely affected 
the developing countries with export potential of food grains have not benefited 
significantly from the UR.  
 
While this position as it stands is disturbing, the increased sale of agricultural products 
on the other hand by the developed countries to the developing nations at below 
market prices has often had a devastating effect on the ability of farmers in such 
developing nations to prosper, and the continuation of such subsidies has become a 
stumbling block to the efforts to dismantle international trade barriers. The current 
practice of extending enormous export subsidies to the farmers by these developed 
countries is another source of contention between the developing and the developed 
countries within the WTO on matters relating to the AoA.  
 
In effect, if there is no subsidy there is no Agriculture in many countries and as a result 
there is no global trade in agriculture. This is the extent, sweep and potency of the 
AoA.  
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EVOLUTION OF GLOBAL SUBSIDY REGIME – A REGIME THAT IS OVER 
SEVEN DECADES OLD AND THAT CONTINUES IN NEWER FORMS 
THAN WHAT WE INDIANS CAN COMPREHEND3 
 
Before we proceed further let us capture the evolution of the Agriculture subsidy and 
try to trace its origin, development and its sweep over a period of over 70 years till the 
advent of the WTO regime which laid out the disciplines for the reduction of the 
subsidies through the Agreement on Agriculture.  
 
Beginning in the 1930s most industrialized countries developed agricultural price-
support policies to reduce the volatility of prices for farm products and to increase, or 
at least stabilize, farm income. In food-exporting countries, such as the United States 
and France, agricultural subsidies have been designed primarily to increase farm 
income, either by raising the long-term level of prices above free-market levels or by 
providing direct payments to farmers.                 
             
In the United States, the federal government first assisted agriculture directly in the 
1920s. During World War I farmers had been encouraged to increase production, and 
in the post war period wartime levels of production were maintained. This resulted in 
an oversupply that caused a sharp drop in prices. The Agricultural Credits Act (1923) 
failed to solve the problem. In 1929, President Hoover signed the Agricultural 
Marketing Act, establishing the Federal Farm Board with a fund of USD 500 million to 
further farming cooperatives and to set up stabilization boards, which by their 
purchases on the open market were to stabilize the prices of grain and cotton. Such 
purchases, however, only encouraged farmers to raise still larger crops in expectation 
of greater profits; consequently, the Farm Board failed and had to sell its holdings at a 
loss of USD 200 million.    
 
The Agricultural Adjustment Act (AAA) of 1933, one of the first pieces of legislation 
passed under President Franklin Delano Roosevelt’s New Deal program, attempted to 
control farm prices by reducing and controlling the supply of basic crops. The AAA 
empowered the Secretary of Agriculture to fix marketing quotas for major farm 
products, to take surplus production off the market, and to reduce production of staple 
crops by offering producers payments in return for voluntarily reducing the acreage 
devoted to raising such crops. The Commodity Credit Corporation (CCC), also 
created in 1933, began making loans to farmers on agricultural products. Loans were 
granted only to farmers who agreed to sign production-control agreements. Farm 
prices steadily improved: between 1932 and 1937 the prices for major farm products 
increased by approximately 85%. However, the Supreme Court declared certain 
production control features of the AAA unconstitutional.    
 
                                                           

3 This portion of this document has been adapted from The Columbia Encyclopaedia, Sixth Edition  
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Large crops of wheat and cotton led to passage of the Agricultural Act of 1937. In its 
amended form, this act provided the framework for the major farm programs in effect 
since that time. The act made price-support loans by the CCC mandatory on the 
designated basic commodities of corn, wheat, and cotton; optional support was 
authorized for other commodities. Under this act and related legislation, the CCC has 
supported more than 100 different commodities, including fruit, vegetables, and 
various types of seed.  
 
From 1941 to 1948, during and just after World War II, surpluses were rapidly utilized, 
and price supports were used as an incentive to stimulate production of agricultural 
commodities. In 1948 price-support levels were lowered for most of those 
commodities. By 1949 the agriculture of war-devastated Europe and Asia had recovered 
to a significant extent, and demand for American farm products declined considerably. 
At the same time, however, crop production in the United States had greatly increased, 
with the result that farm commodity prices dropped and surpluses began to build up 
again.  
             
Rigid support levels were once again enacted, but the Korean War strengthened farm 
prices and most CCC stocks were sold. Mounting surpluses and increased costs of 
government programs led to the enactment of a flexible price support program (1954) 
and of the Soil Bank program (1956), which provided for direct payments to farmers in 
return for reducing their acreage of major supported crops and required that they leave 
fallow the land removed from production. The desired effect of control programs was 
largely negated, because improved technology made it possible to greatly increase 
yields per acre.    
 
In the early 1960s price supports on major commodities were dropped to or near 
market-clearing prices, and producers’ incomes were protected by direct payments on 
fixed quantities of products. Direct payments to farmers greatly increased after the 
1960s, the feed grain, cotton, and wheat programs accounting for most of this increase.                 
 
Once introduced, subsidies to maintain prices have proved extremely difficult to end. 
In France, farmers have vigorously protested decreases in subsidies that have made 
them the second largest food exporter after the United States. Agricultural subsidies in 
the United States, Japan, and the European Community (now the European Union) 
were issues of contentious debate in the Uruguay (1986–94) round of international 
trade negotiations under the General Agreement on Tariffs and Trade (GATT) and 
remain so in the World Trade Organization. Despite its long history of farm price 
supports, the U.S. Congress in 1996 passed the Freedom to Farm Act, which 
eliminated such agricultural subsidies in favour of fixed payments to farmers. The 
legislation failed to decrease payments to farmers, however, and by 2000 aid to farmers 
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(including so-called emergency payments) had reached more than USD 22 billion, three 
times the 1996 level.  
 
A new federal farm bill in 2002 abandoned the 1996 goal of reducing farm payments, 
increasing base program expenditures by 80%. India has expressed concern over this 
controversial new US farm subsidy law, which raises dairy and crop subsidies beyond 
the limits permitted by the World Trade Organisation (WTO). It would hurt India’s 
interests in the global trade scenario, the government has stated. Called the United 
States Farm Security and Rural Investment Act, 2002, the new law has been approved 
by US President George Bush after its passage by the US Senate as well as the 
Congress. It authorises the US administration to increase farm spending by a whopping 
USD 73 billion and raise crop subsidy payments by over USD 50 billion in 10 years. 
The US authorisation to increase farm spending would amount to an 11 per cent 
increase in the US domestic support over the 1998 level. At the end of 10 years, it 
would be approximately 115 per cent of the 1998 level.  
 
The US Farm Act is likely to inflate the subsidy under those very heads, that are 
known to be trade distorting and have been sought by developing countries to be 
included in the commitments for reduction in the aggregate measure of support (AMS). 
The concern of the WTO members underlined in the Doha Ministerial Declaration 
seemed to have been ignored by extending the enhanced level of support through this 
Act. Such an increase in the domestic support, with the thrust on opening overseas 
market opportunities, would aggravate the vulnerability of the farm sector in India and 
other developing countries. It should be noted that developing countries were already 
struggling to retain their comparative advantage in some agricultural commodities. The 
erosion of this advantage would directly hit the food and livelihood security of 
millions of small and marginal farmers worldwide.  
 
THE PSYCHOLOGY OF SUBSIDIES – THE IMPACT OF WHICH IS 
PROFOUND AND DEBILITATING FOR THE DEVELOPING ECONOMIES 
AND REMAINS UNARTICULATED IN INDIA                        
 
In the context of how various economies led by the US and the EU, which are the 
principal promoters of the subsidy regime in Agriculture, it is important at this stage to 
look at the Saudi example to compare how the agricultural subsidy regime operates and 
how it distorts the agriculture trade. This reference4 to Saudi may, on a superficial 
examination seem a little out of context, but is intrinsically linked to the psychology, 
which rationalizes and operates the subsidy regimes world over and thus is the core of 
this document.  
  

                                                           
4
 Source: www.american.edu/TED/SAUDI.HTM 
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The issue on hand is the Saudi government decision to embark on an ambitious 
agricultural promotion two decades ago, as part of its overall strategy to diversify the 
structure of its economy away from oil. In spite of difficult climatic conditions, Saudi 
Arabia has succeeded over these years to modernize its agricultural sector by 
introducing new and modern technologies, fertilizers and other methods of cultivation. 
As a result, Saudi Arabia's wheat output touched a peak of 4.5 million tons in 1993. 
Overall, Saudi agricultural production amounted to a surplus and growing exports to 
neighbouring countries.  
 
The plan provided for subsidies to farmers to encourage them to increase their 
production. Wheat productions increased from 3000 tones a year two decades ago to 
million tones in 1992, which is equivalent to twice the domestic consumption. A 
representative at the ministry of agriculture and water, said it is important to note that 
our wheat strategy was aimed always at self - sufficiency, “as we have no intention to 
compete in the world wheat markets”.  The government subsidy to what producers 
this year fell to USD 850 million, down from USD 1.87 billion in 1993. The plan was 
so generous to farmers it backfired as they took advantage of subsidies, and the flood of 
exports raised much criticism against Saudi Arabia by competing wheat exporters.  A 
crop year, which runs from October to around June, the amount of wheat bought by 
the government at subsidized prices are 3.3 million tones for 1991-1992, three for 1992-
1993, 2.8 for 1993-1994, 2.5 for 94-95, 2.3 for 1995-1996 reaching self-sufficiency of two 
million by 1996-1997.Therefore, farm with more than one owner will be able to sell 
more than one quota allocation to the GSFMO. Non-commercial farmers are allowed 
to sell their entire output to the GSFMO at USD 534 a tone. 
 
Another reason for cutting subsidies is the environmental, as the country's booming 
agricultural sector consumed ever-greater amount of ground water consumed in the 
kingdom for any purpose.  Saudi Arabia's water scarcity is the cause of urban 
degradation and pollution from the neighbouring countries, but Saudi Arabia has the 
economic capacity to process its drinking water. Urban degradation has been a very 
serious problem in the Middle East.  The World Bank indicates that urban population 
and industrialization have created massive air pollution problems.  
 
Before the discovery of oil, Saudi Arabia was endowed with an agricultural sector 
aiming at satisfying local needs. In the mid-1970s, Saudi arable land did not exceed 
150,000 hectares and its wheat yield hardly amounted to 3,000 tons, thus meeting the 
needs of only 20,000 people per year. After a period of decline, the use of modern 
technology, government incentives to farmers and pragmatic economic planning have 
enabled Saudi Arabia to achieve major breakthroughs in agricultural production during 
the two last decades. Now the arable land amounts to 2 million hectares and the wheat 
yield totals about 4 million tons.  With relatively a small population, there has never 
been a population pressure on available land, although only about 0.6% of it is arable. 
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The government could easily distribute vast areas of land free of cost to volunteers. A 
few specialised regional agricultural development companies have also been set up on a 
joint stock basis with the initial support of the government. These companies, backed 
by massive resources, have contributed significantly to the development of the 
Kingdom's agriculture. In addition, the government has pumped in large volume of 
finance into agricultural development projects. 
 
Massive investment, backed by interest-free official loans and heavily subsidized inputs, 
have aided the emergence of an agricultural set-up based mostly on large scale farming 
in all the sectors concerned. Saudi Arabia's strategy relied heavily on capital-intensive 
techniques, import of state-of-the-art farming technology and large-scale operation. To 
overcome water shortage, Saudi Arabia has chosen to adopt the best technology 
available anywhere in the world. For wheat production, modern equipment (like the 
centre pivot irrigation system) to draw underground water has been used extensively. 
To augment water supply, several plants for treatment of water have been set up. 
There are now about 200 dams at various locations contributing to underground water 
storage, domestic water supply and protection from occasional floods. Wadi Bisha, 
with a capacity of 325m cubic meters, is one of the largest dams in the region. Besides, 
the Al-Absa irrigation and drainage project, serving 14,000 hectares of agricultural land, 
has 3000 km of irrigation canals and over 1000 km of drainpipes. There are similar 
irrigation and drainage network in other agricultural areas like Al-Jouf, Al-Aflag and 
Al-Kharj. Additionally, liberal imports of drought-resistant seeds have been allowed. 
      
The strategy was the same for vegetables and fruits. The introduction of greenhouses 
has given a big boost to the cultivation of a wide range of vegetables, fruits and even 
exotic flowers, which have found export markets in Europe. These greenhouses, some 
of them computer-controlled to regulate the temperature and supply of water and 
fertilizers, have modernized the basic production techniques in Saudi horticulture. The 
protected agriculture has also eliminated the seasonality in the supply of certain 
vegetables and fruits, which are now available year round. 
 
As a consequence, Saudi Arabia has made a breakthrough at least in certain sectors of 
agriculture: wheat, fruit, milk, eggs and meat. The Kingdom has attained near self-
sufficiency in a number of staple foodstuffs. Indeed, the growth of food production and 
the food processing industry has had an import substitution effect. Saudi Arabia's 
domestic production accounts for 74 percent of the total domestic demand for 
foodstuffs, according to an official estimate. The comparative figure for 1984 was only 
34 percent. Saudi Arabia still imports large quantities of food (SR13bn - USD 3.5bn in 
1992), but without the recent progress in domestic agriculture, the import bill would 
have been substantially larger. The domestic demand, meanwhile, has been steadily 
going up because of the growth in population-estimated at an annual rate of 4 percent, 
one of the highest in the world-and the high levels of per capita income and purchasing 
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power in the Kingdom. Beyond meeting its domestic needs, Saudi Arabia has been able 
to export some of its products, like wheat, vegetables, dates, eggs, dairy products and 
seafood, to its neighbouring countries. According to the Agricultural Statistical 
Yearbook-1992 released by the Department of Economic Studies and Statistics of the 
Ministry of Agriculture and Water, Saudi Arabia's wheat output touched a peak of 
4.07m tons in 1992.  
 
The actual domestic consumption of wheat is estimated at no more than1.3m tons a 
year, leaving a large surplus. Exports amounted to 2.5m tons in 1993. As a result, 
agriculture has contributed to the progress of economic diversification taking place in 
the economy. The share of agriculture in Saudi Arabia's GDP used to be traditionally 
negligible. Following large flow of investment in this sector from mid-70s, its share 
improved 3.4 percent by 1984-1985. By the end of the Fourth Development Plan (1985-
1990), the share of agriculture in the total GDP rose further to 8 percent. A more 
reliable index of growth is the agriculture's contribution to the “value added” which 
grew at an annual rate of 13.8 percent during the Fourth Plan, as against 8.7 percent 
during the Third Plan (1980-85). During the Fifth Plan (1990-1995), the annual average 
growth of agriculture is envisaged at around 7 percent. This rate of growth represents a 
relative decline, but this is understandable in the context of the need for maintaining 
the supply and demand balance for agricultural commodities and conservation of 
underground water.       
 
Another major impact of the upsurge in food production has been felt in the industrial 
field. The food processing industry (flour mills, wheat and dairy products) has become 
dynamic in recent years. Revitalization of agriculture has also its impact on supporting 
industries like fertilizers, insecticides, plastics, etc. However, sources of water are rare 
in the region. Scarcity of rains and surface waters, coupled with an arid desert land and 
hot climatic conditions has made agrarian reforms a costly challenge. In addition, 
agriculture is now the most logical area to examine for potential budgetary savings. 
The result has been the creation of a farming sector that appears to be technologically 
sophisticated but economically very inefficient. Wheat is grown at eight times world 
prices and then subsidized for exports. To that extent, U.S. Secretary of Agriculture 
Block once called the Saudi wheat program “crazy”. 
      
The Saudi government provided subsidies and various agriculture-promotion measures 
to farmers. Dr. Mohammed Al-Qunaibet, head of the Agricultural Economic 
Department, King Saud University, estimates that the Government procurement 
policy price for wheat crop was USD 933 per ton, which was later reduced to USD 
533. According to the same expert, the Government has so far paid more than USD 13 
billion to wheat farmers. This price does not include subsidies on agricultural 
machinery and interest-free loans of over USD 7 billion. These arrangements may be 
regarded as export incentives for agricultural produces. It has to be noted that cash 
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shortages due to Gulf War expenditure and lower oil revenue played an essential role 
in the current decrease of subsidies. 
 
Subsidies and agriculture support mechanisms have created the Saudi agricultural 
production system. Indeed, in the late 1980s, Saudi Arabia was paying farmers more 
than USD 500 a ton for wheat it was selling on the world market for about USD 170. 
However, it is important to note that Saudi wheat strategy was never aimed at 
exporting, but at self-sufficiency. Saudi Arabia did not intend to compete in the world 
wheat markets. To that extent, subsidies did not affect competitors substantially. In 
addition, following the trimming of subsidies, Saudi wheat production is expected to be 
limited at the level of self-sufficiency from 1996. Consequently, there will not be any 
surplus for exports. 
 
Saudi Arabia has become one of the major wheat-exporting countries worldwide. It has 
been awarded many decorations for the quality of its wheat from various 
organizations, including the FAO. The Saudi case is pretty straightforward: a reduction 
of wheat subsidies would encourage neighbouring countries to switch to alternative, 
more relevant suppliers. As a second step, a further reduction of subsidies would lead 
Saudi Arabia to import part of its wheat needs at a cheaper cost than local production. 
As a consequence, constraints on the level of water reserves would be alleviated. 
 
Saudi wheat exports are the result of a long-term strategy aiming at securing self-
sufficiency to the Kingdom. The issue thus pertains to a notion of "food security", 
rather similar to the Japanese relationship to rice self-sufficiency, or the concept of "oil 
security" coined by the United States. The willingness of the Kingdom to attain self-
sufficiency comes as a national-pride oriented answer to a perceived threat of potential 
wheat embargo by traditional exporters, on which Saudi Arabia was highly dependent. 
In addition, wheat is considered to reflect the strength of Saudi agriculture, deriving 
from the fact that nowhere else in the world a field crop like wheat has been cultivated 
on a large scale in a desert land. To that extent, the case relates to a specific cultural 
perception of the wheat issue by Saudi officials. 
 
The above example seeks to demonstrate the fact that how subsidy regimes can make 
Agriculture possible even in a dessert and sustain the programme on a continuous 
basis. Though admittedly Saudi Arabia is not yet a member of the WTO, and hence 
the disciplines on laid out by the AoA may not apply, the above example drives home 
the point as to how the subsidy regime can sustain agriculture in desert and further also 
makes the produce extremely competitive in the world markets.   
 
The lessons for India, and for that matter - the entire world are compelling - that 
Saudi despite having the world’s largest reserves of oil (through which it can at 
any time purchase any quantity of foodgrains) had resorted to the self sufficiency 



 14 

programme for food production demonstrates the strategic and compelling 
importance of food self sufficiency. Ignoring this fundamental issue could be to 
the peril of national interests. It must be noted that there is no food grain excess 
in the entire world that could be exported to India. In short, there is no 
alternative to self-sufficiency on food production, for a country like India with its 
huge population.  
 

HOW SUBSIDY DEVASTATES THE FARM ECONOMIES OF THE 
DEVELOPING COUNTRIES AND PERPETUATES POVERTY  

At this stage it is pertinent to examine how the subsidy regime as it exists in the 
developed countries have begun devastating the farm economies of the developing 
countries. In a fair market scenario it is expected that the farmers from the developing 
countries would sell their products in their own cities and export them at best to their 
neighbours. In fact this was how countries like India believed would be the logical 
outcome of the WTO regime. As a logical consequence the AoA was expected to create 
economic growth and jobs for poor people allowing them to feed and sustain their 
families. But the domestic policies of the US and Europe Governments, more 
specifically in the post WTO regime has ensured that this does not happen. Rich 
farmers and agribusinesses in these countries get their governments to pay in excess of 
USD 1 billion in subsidies a day (This calculation is under a particular mode of 
computation). This subsidy pays them well over the true world price of their produce 
so that they can dominate the poor in developing countries. 

With the government offering them such huge quantum of subsidy that is linked to 
production, the farmers of course produce as much as they possibly can. This unleashes 
a vicious cycle because as farmers produce more, the prices drop. This in turn leads to a 
vast surplus of agricultural products that cannot be consumed in their domestic 
markets. These surpluses are in turn then dumped on the world market depressing the 
price to low levels in the country of imports, mostly through another type of subsidies 
– viz., the export subsidies.  

The economic devastation caused by flooding economies based on agriculture with 
such commodities whose prices have been artificially deflated cannot be overstated. 
Farmers who have worked and toiled all season go to the market only to see subsidised 
products selling and at prices, which they cannot compete. Many stop farming or as 
the recent trends indicate in India, even commit suicide or move to the cities, where 
they are either unemployed or underemployed. And over a period of time these fertile 
countries would become completely dependent on these developed countries, which 
indulge in such subsidy regime for their food security. The vicious cycle unleashed by 
the subsidy regime can be explained through the following chart5. 

                                                           
5
 Source: www.subsidykills.org 
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The Economics of Farm Subsidies 

 

 

It is in this connection that Fidel Castro, President of Cuba stated  
"The U.S. agricultural sector receives some 80 billion dollars in subsidies and will 
continue receiving them in the future, whatever the disguise, although its per capita 
and per hectare productivity is much higher, due to the use of large and sophisticated 
machinery and abundant fertilization. It will grow genetically modified grains, with 
much higher crop yields, heedless of its implications for human health. As a 
consequence, crops of corn, wheat, rice, soybeans and other grains will practically 
disappear from many Latin American countries that will be left with no food security." 

THE CHARADE OF GLOBAL TRADE LIBERALISATION IN 
AGRICULTURE WITH SIMULTANEOUS JUGGLERY OR INCREASE OF 
SUBSIDIES IN THE WEST – NOT UNDERSTOOD BY MANY IN INDIA 
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Saudi is no exception to this phenomenon of state subsidy sponsoring agriculture and 
sustaining it. In fact, the Saudi way of propagating domestic Agricultural regime is the 
rule. Perhaps it is correct one given the geo-political constraints and the uni-polar 
world. The economics of food subsidy is driven by the present day global politics. 
Excessive food production and dumping such excess production to other countries has 
now become a natural consequence of this subsidy regime. Dumping cheap foodgrains 
in developing countries and thereby making the local markets uneconomical for the 
local farmers itself is now the rule. Take, for instance6, the British way of dumping 
cheaper wheat onto the global market. In 2000, the world price of wheat was £73 a ton, 
the production cost of UK wheat was £113 a ton, and the UK wheat price was £70 a 
ton. The selling price of UK wheat was therefore £43 below the production cost. The 
government in the form of direct payments paid huge subsidies--to compensate for 
reducing the previous system of price support--and wheat farmers were paid £226 per 
hectare in 2001 and subsidies for “set-asides” (another £226 per hectare). In 2000, £458 
million was paid for 2 million hectares of wheat and another £127 million for set-aside 
for 550,000 hectares.  

What it important to note here is that the current situation of subsidising agriculture is 
not a product of the WTO regime or a direct consequence of the implementation of 
the AoA. But the fact of the matter remains that this subsidy regime existed well before 
India signed the WTO Agreements. The charge if any on the AoA itself could be that 
it has at best only legitimised the already existing subsidy paradigm. If that were so, 
the next question that logically follows this is why is it that our government not 
foresee the consequences of accepting to bring agriculture within the disciplines of 
the WTO? Who authorised India’s acceptance of the AoA? Whether a the cost 
benefit analysis of the AoA made out for the Indian Agriculture prior to India’s 
acceptance of the AoA? Whether the pitfalls arising of our theoretical 
understanding of these issues were discussed within the polity and the media? 
Whether the stakeholders within the Indian economy, most importantly the 
Indian farmer ever consulted on the issues that were of direct concern to him? 
Whether the important features of the AoA and the adverse impact arising out of 
the implementation of this agreement were ever explained to the stakeholders and 
the steps taken by the government in the past decade to address these issues? These 
questions are not empty rhetoric and have been repeatedly been raised by the policy 
analysts over the past decade. The unfortunate part of this is that the Indian polity has 
never addressed these questions and answered them in a convincing manner.   

The fact of the matter is that developing countries including India were lured into the 
WTO regime under the mistaken belief that they could gain by increasing their exports 
to the developed countries While the talk of providing market access to developed 
country markets has increased, actual access remains as elusive as other commitments. 

                                                           
6
 Source: Devinder Sharma, Foreign Policy in Focus February 5, 2003 
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In retrospect it looks like that in the Uruguay Round Agreement developing countries 
undertook substantial commitments for trade liberalisation compared to the developed 
countries. Developed countries continue to impose high tariffs, specific duties and non-
tariff barriers on imports from developing countries. In this connection the RIS7 in its 
recent report states: “A startling example is the fact that tariffs collected by the US 
on the USD 2 billion worth of imports from Bangladesh are higher than those 
imposed on imports worth 30 billions from France. The experience of the past 
seven-eight years suggests that this promised market access has been a mirage. 
Precious little has been delivered under any of these areas in real terms.” The 
reason for the higher tariffs collected by the US from Bangladesh is primarily because 
Bangladesh exports Agriculture and fisheries into the US which attracts higher rates of 
duties than for manufactured items which are exported from France.  

Thus, practically the developed countries have reduced the market access conditions 
and lowering the subsidy regime to a mere theoretical exercise with no visible benefit 
accruing to the developing countries. As a result, post Uruguay Round exports from 
developed countries have increased compared to the exports from the developing to the 
industrialized countries. The developed countries with higher tariffs and or stiff 
sanitary and phytosanitary measures have continuously blocked exports from the 
developing countries using techniques and trade measures that sometimes borders on 
the absurd.  

Such is the level of sensitivity to imports from the developing countries that even 
minor horticultural produce is blocked. Argentina’s honey exports to the United States 
face tariffs of up to 66%, effectively shutting it out of the market. The U.S. decision, 
which came in November 2002, dealt a serious blow to an industry that provides a 
livelihood to thousands of farmers. Earlier, orange exports from Argentina had met the 
same fate. And a few years back, cut flower exports from India to Europe attracted a 
hefty import duty thereby exerting a big blow to the nascent domestic flower industry. 
In fact it is this intransigent attitude of the developed countries ultimately lead to the 
collapse of the latest Cancun Ministerial8 in September 2003.  

Producer subsidies are also being converted into processor subsidies so as to meet the 
obligations of the WTO subsidy reduction commitments, at least on paper. According 
to an estimate, in 1995-96, EU provided USD 48 billion under “amber-box”9 subsidies 
and another USD 40 billion under “blue” and “green box” subsidies. In 2002, it shifted 
and juggled the figures to provide USD34 billion in amber box and USD 52 billion as 

                                                           
7
 Source: Research and Information System for the Non-Aligned and other developing Countries. 

8
 Reason of the collapse of the Cancun Ministerial in so far as it pertains to the agriculture is dealt 

separately in this document 
9 What constitutes Blue Box, Green Box, and Amber Box subsidies – the system of administering the 

subsidies are explained elsewhere in this document. However suffice to state at this point in time that the 

AoA assumes that both Blue and Green box subsidies are not trade distorting and hence outside the purview 

of the reduction disciplines mandated by the AoA.   
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blue and green box subsidies, thereby demonstrating the reduction in the Amber box 
subsidies. The net subsidy level, the critical level and of interest to the farmers within 
the developing country, however did not show any significant shift, and in fact 
remained at almost same levels: USD 88 billion in 1995-96 and USD 86 billion in 2002.  

Included in the blue box are any support payments that are not subject to the amber 
box reduction agreement because they are direct payments under a production-limiting 
program and hence unlike the amber box subsidy programmes, not subjected to any 
reduction commitments. To be blue box policies, direct payments must be made on 
fixed areas and yields, or payments must be made on 85 percent or less of the base level 
of production. Livestock payments must be on a fixed number of head. The blue box, 
WTO says, “Is an exemption from the general rule that all subsidies linked to 
production must be reduced or kept within defined minimal levels. It covers payments 
directly linked to acreage or animal numbers, but under schemes which also limit 
production by imposing production quotas or requiring farmers to set aside part of 
their land.” 

The elimination of the Blue box subsidy regime is a matter of intense debate amongst 
economists. Some economists want it eliminated because they say the payments are 
only partly decoupled from production, or they want an agreement in place to reduce 
the use of these subsidies. Defenders say the blue box is an important tool for 
supporting and reforming agriculture, and for achieving certain non-trade objectives 
and argue that it should not be restricted as it distorts trade less than other types of 
support. 

The domestic support in agriculture that the developed countries have applied 
extensively and have even been enhanced over the years grossly distorts production 
and trade. A major part of their domestic support (i.e., "green box" and "blue box" 
subsidies) is immune from reduction on the plea that these are not trade distorting. It 
is totally misleading to declare that these subsidies are not trade distorting and 
remains a case where theoretical law triumphs over practical economics. It is no 
wonder that many countries have pointed out this anomaly within the AoA in the 
past few years and sought appropriate remedies within the WTO.  

What is critical to note is that after all, these payments are made to the farmers and not 
to the other sections of the population. These are not general welfare programmes, but 
specific subsidy to farmers. These are directed and targeted. These payments to farmers 
enhance their capacity to continue with non-viable, non-economical and unsustainable 
farming. Through the support of the non-reducible subsidies, they are able to sell their 
agriculture products in domestic and foreign markets at prices far below the cost of 
production. Enough information is now available on such practices and on the 
damaging effects of the subsidies of the developed countries on the agriculture of the 
developing countries. Important studies are those done by Action Aid, CAFOD, 
Oxfam, FAO, IATP, etc., some of which have been put together by Martin Khor 
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in his paper: The WTO Agriculture Agreement: Features, Effects, Negotiations, 
and What is at Stake. This paper also gives calculation to demonstrate that green 
box and blue box subsidies i.e. those of subsidises that are not subjected any 
reduction commitments within the WTO, cannot be claimed to be non-trade 
distorting. 

The U.S. favours, one is given to understand, the "Swiss formula" to lower trade-
distorting domestic support to an amount equal to 5% of the value of a country's total 
agricultural production. This would lead to greater reductions in domestic subsidies in 
countries that currently have the highest levels of trade-distorting support, and would 
have the effect of reducing the European Union's limit on such subsidies from USD 62 
billion to USD 12 billion and the U.S. limit from USD 19 billion to USD 10 billion. 
All of this is on paper only, knowing that the shifting of subsidies to more suitable 
“boxes” is already going on. For the farmers in the developing countries, such 
combinations do not bring any reduction in their misery and suffering because of their 
dependency on global market forces.  

The European Union's proposal is to reduce direct payments to farmers by 3% a year 
up to a total reduction of 20%, leading to an estimated savings of between 500 and 600 
million euros in 2005. The proposal also aims to cap direct payments to an individual 
farm at 300,000 euros. Some of our own analysts in their anxiety to be seen as liberals 
and to be counted as a trade analysts would approve of this and proceed on to say that 
the EU proposal is a step forward. Sure it is. But the real issue is that while the phase-
out is in progress simultaneously developing countries are required to open up their 
markets for these imports by increasing their market access and lower tariffs. Many of 
these people who float this theory do not realize that the direct payment that the EU 
proposes as the upper limit is more than the annual aggregate earning of more than 
1,000 farming families in India or more than 5000 Indians on an average. This amply 
demonstrates the nature and sweep of the subsidy regime prevalent globally as well as 
the rigid positioning that the “way forward” would suggest.   

And yet, there seems to be no respite. Cries of "foul" of the developing countries have 
fallen on deaf ears. As the President of Nigeria, Olusegun Obasanjo, recently told an 
international gathering at Rome: "Hopes for fairer markets have been dashed by the 
strategic protection given by the developed countries to their agriculture through 
export subsidies, tariffs, quotas, and other restrictions on commodity imports from 
developing countries." With the political leadership of the majority world clearly 
divided or too weak to stand up, the European Union, United States, and the 
Cairns group of countries continue to play the myth of free markets in 
agriculture.  

The developed countries subsidise their agriculture on a much larger scale than India 
does or can be under our comprehension. In 1999, subsidy payments to agriculture 
were USD 54 billion in the US, USD 114.5 billion in EU countries and USD 58.9 
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billion in Japan, against USD 7.2 billion in India. On a per farmer basis, the subsidy 
was USD 21,000 in US, USD 17,000 in EC, USD 26,000 in Japan, and a measly USD 
66 in India. Expressed as percentage of the value of agricultural production, the subsidy 
was 24 per cent in US, 49 per cent in EC and 65 per cent in Japan, but just 6.5 per cent 
in India.  The following table10 captures in brief the subsidy regime prevalent globally: 

 
 
 
 
 
 
 
 
Share of Agricultural subsidies (PSE) in Selected OECD Countries and India 

              

  Base year (1986-88)   1997 

              

Country Total % of GDP % AGDP Total % of GD

  Subsidies     Subsidies 

              

Canada 5645 1.51 34   3113 1.17

Ec 95214 1.79 44   112260 1.61

Japan 53637 3.04 67   50534 2.35

USA 41890 1.34 25   30459 1.16

OECD 246226 1.67 40   246167 1.45

India 1058 1.7 6.2   6096 1.9

* Exact comparison of subsidies between India  & OECD countries is not possible on account of difference  in composition of PSE and subsidies as computed in India.

* Figures Relating to India are provisional & not yet filed in WTO. 

* In case of India, values in Rupees have been converted into US dollars at exchange rate prevailling in 1999 viz. Rs. 43.3 per Us Dollar.

 

       

       

       

       

Agricultural Subsidies (PSE) per Farmer and per Hectare in Selected OECD Countries and India
11
 

              

  Base year         

  (1986-88)   1997   

                                                           
10
 Source: For developed countries – Agricultural policies in OECD countries monitoring and evaluation 

2000 & CSO for India  

 
11
 Source: For developed countries – Agricultural policies in IECD countries monitoring and evaluation 

2000 & CSO for India  
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Country Per Per   Per Per   

  Farmer Hectare   Farmer Hectare   

Canada 12000 75   7000 42   

EC 11000 707   16000 815   

Japan 15000 10048   21000 10211   

USA 17000 98   12000 73   

OECD 11000 187   10000 189   

India 11 8   55 43   

* Exact comparison of subsidies between India & OECD countries is not possible on account of difference in  

composition of PSE and subsidies as computed in India.  

* In case of India, Values in Rupees have been converted into Us dollar at exchange rate prevailing in 1999 viz. Rs. 43.3 per Us dollar.

 
 
 
 
 
 
The total subsidies of the OECD countries – both under the PSE and TSE 
methods of computation is enclosed hereunder.  
 

 
 
 
The WTO in its annual report 2003 had expressed concern at the growing amount 
of agricultural subsidies as well existing protectionist measures maintained for the 
agriculture sector. The quantum and the manner of subsidization show no 
abatement in the near future. Despite the diminishing share of agriculture in the 
relative share of the their exports, developed countries more or less continue to 
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maintain the quantum of subsidy that they maintained in the pre UR period. 
What is important for policy analysts is that the Quantum of agricultural 
subsidies is several times the development assistance given out by these developed 
countries.  
 
THE MYTH OF FREE TRADE IN AGRICULTURE, USED AS A RUSE BY 
THE DEVELOPED COUNTRIES TO FORCE DEVELOPING COUNTRIES 
DURING THE URUGUAY ROUND 
 
Much what is being stated now is a reference to the Uruguay Round Negotiations that 
took place in the late eighties and the early nineties. In fact during those times when 
the negotiations within the Uruguay round Agreement were underway and it was 
Agriculture that was the most contentious issue where each of the negotiating 
countries could not accept the others’ stated positions. Developing countries were 
tempted to accept substantial commitments without fully understanding the cost and 
consequences of the agreeing to the liberalisation of agriculture trade.  
 
In this connection the RIS12 states “The gains from the UR proposals of 
liberalisation in these areas were estimated to the tune of USD 213 to the USD 
510 billions rise in the world incomes with the developing countries benefiting to 
the extent of 86 billion USD to 122 Billion USD. Contrary to these claims it has 
now been empirically shown that much deeper commitments have been 
undertaken by the developing countries in the UR.” The trade balance post UR has 
accelerated in favour of the developed countries.  The fact remains that the UR has not 
been able to deliver the proverbial pot at the end of the rainbow.   
 
Developing countries undertook commitments to expand tariff bindings to cover 61 
per cent of their imports compared to 13 per cent earlier and have offered 15 billion 
USD worth of concessions by way of reducing their tariffs on imports from 
industrialised countries by 28 per cent. On the other hand the developed countries 
have shown great reluctance in bringing out the peak tariffs on specific products and 
tariff escalation that affect imports from developing countries. The RIS states “The 
average applied Tariff applicable to agriculture products compared to those on 
industrial goods have been higher by 641 per cent in Japan, by 353 per cent in the 
EU and by 100 per cent in the US.  A very high proportion of the agriculture 
products are subject to peal tariffs and specific duties in the developed countries. 
For instance, nearly 98% of Tariff peaks in case of the European Union and as 
many as 85% in Japan are related to the Agriculture and fishery products”.  
 
Further, despite a heavy subsidy regime maintained by the developed countries it has 
been observed that the average bound tariff rates for the agricultural products is higher 
                                                           
12
 Source: Research and Information System for the Non-Aligned and other developing Countries. 
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than the average tariff rates. Further, countries across the globe maintain tariff peaks 
for certain specified products, which they consider as being sensitive and capable of 
affecting their domestic production. In this connection the WTO had the following to 
comment in its annual Report of 2003. 
 

 

 

Further, in a recent study in 2000 conducted by the Food and Agriculture 
Organisation (FAO) covering fourteen case studies13 across Asia, Latin America and 
Africa on the effects of liberalisation under the AoA since 1995, when the AoA was 
implemented are illuminating on the impact of the trade liberalisation of the 
Agriculture sector on the economies of developing countries. Their findings are given 
below: 

• General trend towards consolidation of farms as competitive pressures began to 
build up following agriculture liberalisation. This meant displacement and 
marginalisation of small and medium farmers  

• Despite increase in production and productivity there is a simultaneous 
marginalisation of the small and medium farmers 

• The aggregate imports of the fourteen countries in the post UR period exceeds the 
exports immediately prior to the UR  

• Flood of imports usually arising out of subsidised trade put pressure on the 
domestic markets 

 
The quantum of subsidies has already been discussed in great detail of major countries 
in the earlier paragraphs of this Chapter. But, what it means to all of us as is to 
examine as to how does it impact global trade in agriculture, allied activities should be 
of great interest and manifestes itself at a micro level. It is in this connection, we give 
hereunder the subsidy regime as prevalent in the world. For instance the subsidy per 
cow in Japan is estimated at 1,372 USD, which is far above the per capita of an Indian 
at approximately 500 USD. This raises the question of the issue of unequal 
competition, which is never discussed in great detail by the polity or the media. If at 
all, these issues have been raised by some of the independent analysts, whose voice has 
unfortunately been drowned in the din.  

                                                           
13
 Source: Behind the scenes at the WTO by Futuomata Jawara & Aileen Kwa 
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UNDERSTANDING THE GLOBAL SUBSIDY REGIME  - THROUGH A 
SNAPSHOT 

 
 

 
That these subsidies are trade distorting is accepted, that they impose long-term costs 
on the global economy is appreciated and elimination of these measures is 
acknowledged and understood by these developed countries. The problem for the 
developed countries is that they cannot eliminate this regime for its impact on their 
economy could be disastrous. If they were to remove the subsidy regime the entire 
Agriculture sector within the economy would collapse. In fact the distorted trade 
regime in global agriculture is a burden on the poor of the developing countries. And 
worse still by entering into the AoA, the developing countries seem to have accepted 
the legitimisation of such a regime. The worrying part is that there seems to be no 
redemption in the near future from this skewed regime. It is to be noted that the 
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marginal reduction of the subsidies offered by the developed countries through the 
AoA in 1994 has not been yet been effectuated in any significant manner and hence has 
not created any considerable impact on the global trade in agriculture.  

This hostile regime has divided the world especially within the WTO and experts are 
unanimous in their view that it is Subsidies on Agriculture that would be the 
significant stumbling block for any future multilateral trade negotiations. One needs to 
recall the anger of the developing and least developing countries witnessed at the 
recently concluded WTO Ministerial at Cancun, Mexico. West African countries in 
the Cancun meet pressed for cuts in the USD 4 bn the US spends yearly 
subsidising its cotton growers who flood world markets with their surplus 
produce, depressing the prices for reportedly more efficient producers in Benin, 
Chad, Burkina Faso, and Mali. The unfortunate part for these countries is that 
nothing else grows efficiently in the arid farms of these countries. The US did not 
budge and repeatedly brushed aside the pleas of these countries. That they had 
nothing else to loose and angered by the manner in which they were treated by 
the developed counties, these four least developed countries walked out of the 
Cancun Ministerial meet. This in turn led to the ultimate collapse of the Cancun 
ministerial.  

 
In this connection we present the observations of the summary report of the Market 
and Trade Economics Division, Economics research service, U.S. Department of 
Agriculture. The issues contained therein explain the concerns confronting the global 
agricultural trade regime and are reproduced hereunder:  
 
ISSUES CONCERNING THE GLOBAL AGRICULTURAL TRADE14  
 

                                                           
14
 Edited based on the summary report of the Market and Trade Economics Division, Economics research 

service, U.S. Department of Agriculture 
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In short, contrary to popular expectations, there seems to be a protectionist backlash, 
especially in the past decade coinciding with the WTO regime, within the developed 
countries. This arises out of the fact that the strategic trade policy that these countries 
seem to have pursued post UR. The continued heavy subsidisation of the 
Agriculture by some of the developed countries is part of the well-orchestrated 
strategy and serious consequences beyond economics and trade. The OECD 
countries’ agricultural subsides and dumping seem to have legitimised rather than 
illegalised, approved rather than disapproved, permitted rather than prohibited. 
Consequently these subsidies have increased rather than decreased since the UR. By 
critically analysing and exploiting grey areas within the AoA these countries have put 
in place a gigantic subsidy regime that truly and effectually distorts global trade in 
Agriculture. While one does appreciate the gargantuan size of the subsidy one is also 
left with a sense of bewilderment as to how these subsides would be contained and 
thereafter rolled back. 
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In order to appreciate the global agriculture regime we need to understand the AoA, 
which is the legal framework that governs global trade in agriculture. In the following 
chapter we precisely attempt to understand the implications of the AoA, more 
specifically the impact that it would have on the Indian Agriculture. 
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