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New US Farm Bill Could Complicate WTO Negotiations

The US Congress has approved a new US$307 billion farm with majorities large enough to override President George W. Bush’s veto. The legislation largely continues the current system of agricultural subsidies for the next five years. 
Admittedly, much of the lavish support in the Food, Conservation and Energy Act is directed to purposes that are not, or only marginally, trade-distorting. Over two-thirds of the bill’s total funding has been allocated for food stamps, emergency food assistance, and other domestic nutrition schemes. Conservation programmes that aim to protect environmentally sensitive farmlands will receive US$27 billion, or roughly 9 percent of the total funding. 
Nevertheless, critics claim that the bill misses a key opportunity to lower subsidy levels at a time when farmers are enjoying substantial income increases due to high food prices. Indeed, with wheat prices 87 percent above their five-year average, soybean prices up 70 percent, and corn prices up 90 percent, producers have made windfall profits. Net farm income in the US will reach US$92.3 billion this year, more than 50 percent above where it was two years ago, according to US government statistics. 
The more controversial sections of the bill, and the ones that could cause trouble in WTO negotiations, are those for product-specific farm subsidies, which will receive US$43 billion in the current bill (14 percent of the total cost). Crop insurance to help shield farmers from losses, will be given US$23 billion (8 percent of the total). 
Implications for the Doha Round 
There is no denying that the passage of the subsidy-laden election year bill foreshadows a slimmer margin of manoeuvre than ever for the administration in the WTO negotiations on agriculture. 
Democratic presidential contenders Hilary Clinton and Barack Obama hailed the bill’s passage, while presumptive Conservative nominee John McCain called it a “bloated piece of legislation that will do more harm than good for most farmers and consumers.” 
Independently of the presidential election outcome, any deal that emerges – if it ever does – will need congressional approval. Many predict that a post-November 2008 legislature is unlikely to support a Doha agreement that conflicts with the programmes in the farm bill that it has just passed. Indeed, congressional leaders on agriculture largely ignored ongoing WTO negotiations when they drafted the farm bill, arguing that it could always be amended if an acceptable multilateral accord were finalised. 
In the Doha Round subsidy discussions, Washington has unofficially hinted that it could accept a new ceiling for overall trade-distorting support around, or perhaps even under US$13billion, down from the US$48 billion spending limit it is currently bound to. However, such a reduction could prove challenging given the subsidy levels written into the farm bill. 
These are the among the concerns that fuelled fuel President Bush’s opposition to the legislation. Indeed, in his veto message to the House of Representatives, sent on 22 May, the President decried the bill’s lack of progress toward cutting farm payments: “At a time of high food prices and record farm income, this bill lacks programme reform and fiscal discipline. It continues subsidies for the wealthy and increases farm bill spending by more than US$20 billion [over the administration’s baseline, ed.] It is inconsistent with our objectives in international trade negotiations.” 
Top US agriculture officials were even harsher in their criticism. “This farm bill heads in the wrong direction in terms of our international obligations,” Deputy Agriculture Secretary Chuck Conner said in a press briefing. US trading partners “are going to be incensed, and we would expect them to protest in every way they can,” he said. Brazilian authorities have already evoked a possible WTO challenge over the bill’s ethanol provisions. In addition, both Brazil and Canada might now press ahead with their broader WTO dispute on US subsidies, which they had put aside while the new legislation was in the making. 
Crawford Falconer, chair of the WTO agriculture negotiations, said that the passage of the farm bill did not have an immediate impact on negotiations at the global trade body, but remarked: “It’s another factor which complicates everybody’s life, there’s no doubt about that politically.” Director- General Pascal Lamy concurred that bill was “not sending a great signal that the US is serious about reducing subsidies.” 
Specific Problem Issues 
Some provisions are more vulnerable to potential WTO challenges than others, including revenue guarantees for farmers, disaster recovery aid, and subsidies for sugar and cotton. 
One potential problem area is the Average Crop Revenue Election (ACRE) programme, a critical component of the new bill, which represents a significant shift from previous payment structures in that it requires farmers to show a loss in order to qualify for subsidies. The programme provides revenue guarantees for farmers who choose to forgo a proportion of the direct payments to which they would otherwise be entitled. In exchange, they would be given subsidies equal to the difference between their home state’s actual revenue from a crop and a calculated average that will be based on both five-year state average yields and the national average price for that crop over the previous two years. 
Because the calculated average for 2009 will be based on recent record-high food prices, a sudden drop to regular price levels could cause a substantial rise in payments. Experts disagree over how popular the programme would be, but given that the potential payout could be quite large, it is possible that a very high proportion of farmers could opt into the programme. If enough producers enrol, ACRE could end up doling out billions of dollars in subsidies. If that were the case, the US could run into problems at the WTO, as experts say that ACRE payments would be considered Amber Box subsidies, which the US has pledged to reduce. 
A new and permanent agriculture disaster programme, funded at US$3.85 billion over five years, is also likely to conflict with US reduction commitments at the WTO. The programme, which will be classified as an Amber Box activity, will allow farmers who suffer crop losses due to weatherrelated production problems to collect payments for both crop insurance and disaster aid. 
Changes to sugar subsidies could further affect the US’ ability to meet its Amber Box commitments. Under the new farm bill, loan rates for sugar cane marketing assistance will go up by 4.2 percent between 2008 and 2012, while loan rates for sugar beets will rise by 5.2 percent by next year. These loan rate increases, which effectively ensure that the price for sugar in the US will remain above world market prices, will certainly increase the US’ total Amber Box payments, albeit by a relatively small amount. 
US cotton subsidies, the source of much controversy at the WTO, are also addressed in the farm bill, but with little change in terms of compliance with international trade rules. While the new measure slightly lowers the target price for cotton, it also establishes a payment programme for domestic cotton mills that is very similar to a cotton incentive programme that the WTO recently ruled illegal. Despite the many subsidies it maintains, the farm bill does make at least some progress toward WTO compliance. Changes to the dairy price supports in the new farm bill will decrease US Amber Box commitments. Specifically, the new measure changes the distribution of dairy price supports in a way that reduces US tradedistorting activities while maintaining support levels for dairy farmers at essentially the same level. 

