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Abstract

The World Trade Organization (WTO) which was established in 1995 is a
landmark development in the history of international trade in agriculture. Before
its establishment, trade in agriculture has been distorted and not liberalized. But
due to the coming into effect of the Uruguay round Agreement on Agriculture
(AOA), trade in agriculture has been fully liberalized. However, despite its
establishment one could observe several drawbacks in fully realizing the benefit
from being part of it. This is particularly so with the Less Developed Countries
(LDCs) who have been caught between the need for developing their agricultural
and industrial base on the one hand and unable to secure the benefits from their
membership on the other hand. The central objective of the study, therefore, is to
analyze the implications of WTO for the agricultural sector on selected less
developed countries and to draw lessons for Ethiopia.

The research was undertaken by raising some guiding questions such as Does
membership to the WTO benefit the agricultural sector of LDCs? What lessons
Ethiopia can learn from the experience of LDCs? To understand the extent to
which membership in the WTO have implications for LDCs, the study employed
qualitative approach. In order to do that, data from the experience of Nepal and
Uganda has been gathered from primary and secondary sources and analyzed.
The finding of the study reveals that under the existence of internal and external
factors membership in the WTO could not benefit the agriculture sector of LDCs.
Internally, lack of surplus products, diversification, infrastructure, quality
product, technology and sufficient capital are the major factors that hinder the
benefit of being a membership. Along with these, the study identified that there are
external factors, like domestic support, export subsidy, tariff and non-tariff
barriers which are practiced in developed countries that could affect the benefit of
membership. The study concludes that Ethiopia which has the same agricultural

context with other LDCs could face the same problem.

vii



Chapter One

Introduction

1.1 Background of the Study

In today’s globalized world, trade has become an important aspect of international
relations and it is a very crucial activity for a country’s over all development. It is also a
necessity for all countries, rich or poor. Since all countries are not endowed with
everything they need, they have been engaging in a more intense trade relation than ever
in the history of mankind. As a result, trade has expanded rapidly and the world has
entered into an era of growing economic interdependence (Kegly and Wittkopt, 1989). To
liberalize this interdependence and to avoid different trade related problems such as tariff
and non- tariff barriers, countries established many regional and international institutions.
Among these, the General Agreement on Tariffs and Trade (GATT), which was

established in 1947, was the most important one (Rourke, 2005).

The purpose of establishing the GATT was to facilitate international trade between
countries which mainly focused on trade in industrial products (Tewolde Brhane, 2005).
It fully liberalized trade in industrial products and the use of subsidies on them was
totally prohibited. However, subsidizing agricultural products was allowed and
liberalizing agriculture was not an issue under the first GATT negotiations (Selahaddin,
2010). Through time the issues of agriculture has become the agenda of GATT. Hence,
the Agreement on Agriculture (AOA) was concluded under the Uruguay round in 1994
and the World Trade Organization (WTQ) came to exist in 1995. The WTO s the first
rule based organization with the aim to regulate trade between nations by removing
artificial trade barriers that have for many years practiced by nations through negotiations
(Melaku, 2002).*

! The WTO is different from the GATT by its scope. GATT had mainly dealt with trade in goods, but the
WTO covers trade in services and its agreement include trade interventions, creations and designs.
Moreover, the GATT was mainly focused on tariff reduction whereas the WTO focuses not only on tariff
reduction but also the abolishment of non-tariff barriers (WTO, 2003).



Since its establishment, it is widely argued that increased participation in the WTO can
serve as an engine for economic growth and development. The WTO has also raised
expectations that the world as a whole would benefit from trade liberalization. It is under
this expectation that many states including the Less Developed Countries (LDCs)? have
already joined and applied for joining the WTO (Mussie, 2005). LDCs, whose agriculture
sector is the backbone of their national economy, play marginal role in the World Trade
Organization. Although there is intense debate on whether LDCs are beneficiary of the
AOA, some countries have embarked on the accession process. Ethiopia is one of these
countries, which applied for membership and the government submitted application of
membership to the WTO on January 2003 (Fikremarkos, 2008).

Ethiopia, like other LDCs, has also recognized the importance of being a member of
WTO. And for years, Ethiopia has been negotiating accession to WTO as part of its
integration into the world economy. Subsequently, to look into the application, the
General Council® of the WTO established working party in 2003. And in 2007 Ethiopia
has submitted its memorandum of trade regime which is the initial requirement for

accession process (Amdissa, 2007 and Degene et al., 2006).

The government of Ethiopia argues that WTO accession will help to accelerate its
agriculture sector development (Selahaddin, 2010). But one should not ignore the pains
that less developed member countries faced and are facing. There are different challenges
which member LDCs are experiencing. In order to mitigate potential problems which are
expected to come with the accession of Ethiopia to the WTO, the government should take
in to account the experience of these LDCs. This thesis is, therefore, intended to show the
implication of WTO on agricultural sector of those LDCs acceded to it and tries to draw

relevant lessons that Ethiopia should consider in its accession process.

2 For this study the term less developed countries refers to those countries which are characterized by low
income, weak human assets and economic vulnerability.

3 According to the accession rule of the WTO, to examine the application of a country, the General Council
of the WTO Secretariat is authorized to establish the working party which consists of interested countries
(Hoekman and Kostecki, 1995)



1.2 Statement of the Problem

The over arching assumption in the contribution of trade liberalization to agriculture
sector is premised on the improvement and productivity of the sector through export
competition, market access and reduction in tariff. The WTO’s AOA clearly indicates
that liberalization of trade in agriculture will be realized through market opening,
reduction of domestic support and export subsidy (Zenebe, 2008 and Glipo, 2003).* It is
also argued that membership to the WTO can create more access to foreign market and
improved tariff reduction (ibid). This has encouraged some LDCs to become a member of
WTO and export their product to other states. Since the LDCs are isolated in the
multilateral trading system, their membership in the WTO will help the integration of

these poor countries in the global economic system (Mussie, 2005).

The AOA which is the result of the Uruguay round agreement is intended to benefit the
agricultural sector of member countries through market access, domestic support and
export subsidy principles. In market access principle, membership could benefit the
agriculture sector of member states if there are surplus products, diversification of
exports, developed infrastructure, advanced technology and sufficient capital. But this is
not the case in the agricultural sector of most LDCs. The LDCs which are mainly
dependent on agriculture sector are characterized by the absence of those mentioned
qualities (Koroma, 2007 and De Vylder, 2007).

In addition to the above mentioned internal problems of LDCs, the developed countries
agricultural markets are protected by high tariffs such as tariff peaks® and tariff

escalation®. Although market access principle obliged member states to open their foreign

* Domestic support and export subsidies are special incentives provided by governments to encourage their
agricultural sector. Since these subsidies distorted trade in agricultural products, the provision of the AOA
prohibits such kind of subsidies on agricultural products (Cordella and Mamo, 2005).

> Itis extra high charges for certain individual products. It is higher rates apply primarily to products which
other countries label “’sensitive’” (De Vylder, 2007).

® |t i tariff rates that tend to rise with the degree of processing. The combination of low or non-existent
tariffs on raw materials and higher tariffs on processed products creates tariff escalation which acts as a
barrier to processing products. For example, the USA and EU import tariffs are much higher on roasted
coffee and chocolate as compared to coffee and cacao beans (De Vylder, 2007).



markets, LDCs access to developed countries market is also hampered by non- tariff
barriers. Among these non- tariff barriers sanitary and phyto-sanitary measures’, import
quotas and quality standards of agricultural products paralyzed the agricultural export of
LDCs and hence not able to enter into the market of developed countries (De Vylder,
2007). Demesse (2005) also argued that, due to market access principle LDCs are forced
to open their markets to foreign products and this resulted in food insecurity and the

collapse of their agricultural products.

As far as domestic support principle is concerned, there is also problem in the agricultural
sector of LDCs. Although the AOA make provision for limits to domestic support,
developed states still provide producers support (Wiggerthale, 2004). This highly
distorting international trade in agricultural products and the domestic agricultural sectors
of LDCs are hard hit by dumping of food surpluses by rich countries surpluses that are
the result of heavy subsidies to their agricultural production and exports (Ostensson,
2007). In addition to developed states subsidy, lack of sufficient capital in LDCs further
complicated the problem. Although LDCs are exempted from the domestic support
commitment, they have no enough capital to support their agriculture sector. Due to this
fact, LDCs are not able to compete with the agricultural product of developed countries
in international market. In terms of export subsidy principle, like that of the domestic
subsidy, there is no enough capital to support the agricultural export of LDCs. In addition
to the internal financial problem of LDCs, the export subsidy given by other member

countries further aggravated the problem (Ostensson, 2007).

Like other LDCs, both Nepal and Uganda, which are selected to draw lessons, have
joined the WTO under the expectation that their membership would benefit their
agriculture sector. Since these countries have the same agricultural context with most

LDCs, they could face the same problem. Ethiopia, which is under the category of LDCs,

! Sanitary and phyto-sanitary measures are those measures necessary to protect human, animal or plant life
and health. According to article 20 of the AOA, countries are permitted to impose these measures but they
do not constitute a means of arbitrary or unjustifiable discrimination. The same article further states that
countries must primarily base their sanitary and phyto-sanitary measures on international standards
(Croome, 1999).



is in the process of accession. Similar to other LDCs, the country’s economy is based on
agriculture sector. It is obvious that the sector is the main source of export and supports
approximately 50 percent of the GDP. As high as 80 percent of the country’s population
is also earn their livelihood from agriculture (Badege, 2006). Since the economic
foundation of the country is similar with other less developed WTO member countries,
the problems which less developed member countries faced can be the source of lessons
for Ethiopia. So this research examines the experience of selected LDCs which are a

member of WTO and draw lessons for Ethiopia.

1.3 Objectives of the Study

1.3.1 General Objective

Generally, this study aims at analyzing the implication of WTO for the agricultural sector
of less developed member countries. By doing so it attempts to draw lessons that Ethiopia

could learn from others experience.

1.3.2 Specific Objectives
The specific objectives of the research are:
e to assess the benefit and costs of WTO principle for the agriculture sector of
selected LDCs
e to evaluate the principle of AOA in relation to the agriculture sector of selected
LDCs
e indicate the competitive nature of agriculture market and its impact on LDCs

e identify lessons that Ethiopia could have to consider in being a member of WTO

1.4 Research Questions
The research addressed the following questions:
e What are the problems that the LDCs have faced after being a member of WTO?
e Does membership to the WTO benefit the agricultural sector of LDCs?
e What are the costs of WTO AOA for LDCs?
e What lesson Ethiopia learns from the experience of selected less developed

member countries?



1.5 Methodology and Methods of Data Collection
The research methodology of this study is qualitative in its approach. This method is
important to study the implication of WTO on agriculture sector of LDCs for various
reasons. First, this approach is suited for the collection and analysis of relevant data on
the experience of some selected countries. Since the research is mainly based on different
literature, it helps to improve the validity of the finding. Second, there are some aspects
of the object under investigation whose data cannot be expressed and analyzed through
quantitative methods. According to Cresswell (2009), qualitative approach is best suited
for detailed and complex analysis of a given issue as well as for problems that cannot
easily be quantified. Since the research is not concerned with quantifying its results
through statistical summary or analysis, it is best to use the qualitative approach. The
other reason for adapting qualitative approach is that this research seeks to describe the
implication of WTO’s AOA on the agriculture sector of selected LDCs and explains the
reason why LDCs are not benefited from the WTO. Hence, it is basically a descriptive
and explanatory research which tries to understand and describe the implication of WTO
membership for LDCs. Finally, since the researcher analyzed the experience of some
countries, the method helped to interpret and analyze the result obtained from those

experiences.

To investigate the object of the study and draw lessons for Ethiopia, the researcher chose
the experience of Nepal and Uganda. These countries are selected based on their similar
context with Ethiopia’s agriculture, the availability of resources, landlocked status and
geographical representation. Agriculture is the main source of Nepalese and Uganda’s
economy and about 80 percent of their population earns its livelihood from this sector. In
addition to this, the sector is the basic source of their foreign exchange and GDP. The
other reason is the availability of resources. Although there are other LDCs which have
similar context with Ethiopia’s agriculture, there is no sufficient literature on the
implication of WTO on their agricultural sector and this creates difficulties to see their
experience. Thirdly, landlockdness is the other criterion to select those countries. This is

because land locked status is cited as one factor which minimize the benefit of market



access under the AOA. Finally, since LDCs are existing in different continents, it is

important to see the experience of one country beyond Africa.

To gather data about the experience of those countries, the researcher collected,
organized and interpreted the available primary and secondary sources. Primary sources
of data are collected from official websites of their respective government and the WTO.
While the secondary source of the study was collected from different sources like books,
journal articles and relevant official documents. And communication medias, such as
news paper and magazines, and different websites are also employed. Based on the
experience of those selected countries, those primary and secondary sources are analyzed
and the research tries to draw lessons that Ethiopia could have to consider in its accession

process.

1.6 Significance of the Study

The finding of this research has relevance in producing information to the government of
Ethiopia, which is in the process of acceding to the WTO. It is also the researcher’s firm
belief that it could help policy makers to react proactively for the possible impact of
AOA on the agriculture sector of the country. Since there are few researches on
Ethiopia’s accession to the WTO, it will contribute in filling the gap in the area
understudy. Furthermore, it could also be used as a spring board for further study on the
issue raised. Last but not least, it will create awareness among the public on how
Ethiopia’s accession could affect the agricultural sector of the country.

1.7 Scope and Limitation of the Study
Although the problem affects all economic sectors of all LDCs, the study focuses only on
the experience of the agricultural sector of Nepal and Uganda and it brings out the
lessons that Ethiopia should have to consider in its accession process. Since the issue is a
recent phenomenon, it was difficult to get enough sources particularly on the experience
of those countries. In addition, since the researcher could not travel to Nepal and Uganda,
the study was primarily dependent on secondary sources of data collection and this might

affect the validity of the study. However, the researcher has used pertinent documents



and research reports from which lesson can be drawn. Furthermore, it was not easy to

accomplish the research within the given budget.

1.8 Organization of the study

This study is organized into five chapters. The first chapter introduces the background of
the study. This part tries to show the statement of the problem, research questions and
methodology that the researcher used. Chapter two gives insights about the historical
development of WTO system. It also treats the aim, principle and objectives of the
WTO. It further discusses AOA and its three principles. Chapter three deals with the
experience of two selected less developed WTO member countries. In this part, there is
a brief discussion of the agriculture sector, agriculture policy of these countries and it
then discuss the implication that these countries faced after being a member of WTO.
The fourth chapter briefly indicates the agricultural sector and policy of Ethiopia and it
tries to draw possible lessons. This part also shows the accession process of the country.
Finally, in the fifth chapter, the thesis gives summary, conclusion and recommendations.



Chapter Two

Literature Review

2.1 Introduction

International trade is being practiced by states for several centuries. However, this global
trade does not take place in a conducive environment; rather trade protection through
different mechanism has been a salient feature of international trade. To avoid this
problem, efforts have been made by states to liberalize trade among them. Through time
in 1947 the General Agreement on Tariffs and Trade (GATT) was established as the first
international institution and later the World Trade Organization (WTO) came in to
existence in 1995 as a strong organization to govern trade among states. The WTO has its
own objectives, principles and performs different functions. The WTO document, for the
first time, included the liberalization of agriculture sector and agricultural trade has been
fully integrated in to the WTO rules.

This chapter attempts to clarify terminologies such as agriculture sector and Less
Developed Countries (LDCs). It also highlights the historical development of the WTO
and focuses on its objectives, principles and functions. Moreover, the chapter briefly
shows how agricultural trade liberalization was achieved through a long process of
negotiation and it discusses the three principles of AOA. Finally, the chapter deals with

the special and differential treatment for LDCs.

2.2 Definition of Terms

2.2.1 Agriculture Sector

Although “Agriculture Sector’ is the basic source of many states’ economy, the term is
open to contestation among scholars. The term, like many other terminologies, is one of
the most controversial concept which has no distinct and universally accepted definition.
Hence, it is very complicated and difficult to come up with a single accepted definition.
Even in some definitions the term has been conceptualized narrowly in terms of specific

combination of activities. However, it is proper to see some definitions.



According to Crowley et al. (2003),

Agricultural sector can be defined differently in developing and in higher
income countries. In developing countries the term includes all those
practices which are related to farming and fishing activities for
subsistence purposes or for commercial purpose. While in higher income
countries agriculture sector also refers to those practices which derive
income principally from primary activities.

The above definition is limited in the sense that the term includes fishing activity, which
is beyond agriculture sector. And it doesn’t include the production of useful agricultural
products from animals. In addition to this, the definition doesn’t show which products are
classified under agricultural products and which are not. Moreover, the definition
includes all primary products, which are not part of agriculture sector. For example, in
higher income countries the term includes primary activities. These activities also include

mining, which actually is not part and parcel of agriculture sector.

For the purpose of this research, the researcher uses one working definition. This working
definition of ‘agriculture sector’ is derived from the WTO Agreement on Agriculture
(AOA). The AOA defines the term as:

All those activity which results from not only basic agricultural products
such as wheat, milk and live animals, but also products derived from them
such as bread, butter, oil and meat, as well as all processed agricultural
products such as chocolate, yoghurt and sausages. The coverage also
includes wines, spirits and silk, and raw animal skins destined for leather
production (UNCTAD, 2003:5).
This definition is holistic because not only it is derived from the AOA which is the main
issue under the research but also it is broad and includes both unprocessed and processed
agricultural products. Furthermore, unlike the definition of Crowley et al. (2003), it

clearly shows which products are included and which are not.

2.2.2 Less Developed Countries (LDCs)
Like other terms, the notion of LDCs is again one of the most contested, complex and
ambiguous concept to define. According to Financial and Investment Dictionary (2006),

“LDCs are countries that are not fully industrialized or do not have sophisticated

10



financial or legal systems. These countries typically have low levels of per capita income,
high inflation and large trade deficits’’. This definition includes some indicators that
could not be accepted. As we know trade deficits and inflations are not the only
phenomena that happen in LDCs but also happen in developed countries. If one accepts
this definition, some developing and developed countries will be classified as LDCs.?

This makes the definition vague and problematic.

Banking Dictionary also defines the term ‘LDCs’ in different way. Accordingly, it
defines LDCs as ““countries, whose state of economic development is characterized by a
low national income, a high rate of population growth and unemployment and
dependence on commodity exports” (Banking Dictionary, 2006). Again this definition is
ambiguous. For example, if one person uses high rate of population growth and
unemployment as a criteria for LDCs, some countries which are not under the category of
LDCs could also be considered as LDCs. The term is also defined differently by
Accounting Dictionary. This dictionary uses the term to refer to “‘economically poor
nations which exporting raw materials, fuels, minerals, and some food products to the
industrialized and developed countries” (Accounting Dictionary, 2005). Like other
definition, this too has its own limitation. If one takes this simple definition, some
developed countries may be counted as LDCs. This is because LDCs are not the only
countries which are exporting fuels and minerals. But some developing and developed

countries also export these commodities and generate their income from this export.

8 Terms like ‘developing’ and “developed countries’ are controversial in their usage. But for the purpose of
this study a distinction is made among them based on some criterias such as per capita income, human
development index and level of industrialization. For this study the term ** developing countries’” refers to
those countries with transition economies, have middle levels of per capita income and have a low level of
material well being. On the other hand the term *’ developed countries’ refers to countries which are
highly industrialized, have high per capita income, high living standard and have large stock of physical
capital. In common practice, Japan in Asia, Canada and the United States in Northern America, Australia
and New Zealand in Oceania and Europe considered as developed regions (Rigg, 2007
www.worldbank.org ).

11



The working definition of Less Developed Countries is derived from the UN system. The
concept of LDCs arose for the first time from a UN initiative in 1971. According to UN
Economic and Social Council,

LDCs are those countries characterized by: low income, based on a three
year average estimate of Gross National Income (GNI) per capita. Under
US Dollar 750 for cases of addition to the list, above 900 US Dollar for
cases of graduation; weak human assets, in the height of a composite
Human Assets Index based on indicators of nutrition, health, school
enrollment and adult literacy; economic vulnerability, according to an
economic vulnerability index based on indicators of instability of
agricultural production, instability of exports, economic diversification,
export concentration and small economic size (De Vylder, 2007:25).
To sum up, the term agriculture sector and LDCs do not have one agreed
definition. As this research aims at looking to the implication of WTO on the
agricultural sector of LDCs, it is proper to have a working definition on the two
concepts. Hence, the researcher indicated some of those definitions which are

related to the issue under discussion.

2.3 Historical Background of the WTO

Trade is a very crucial activity for countries’ economic development. Since states are not
endowed with all they need and can not produce as much as they want, they are
compelled to participate in trade and thereby promote their foreign trade (Demssiew,
2007). But to participate in trade and benefit from it, there must be a conducive
environment which promotes the export and import of states. Before 1940s, however, the
condition of international trade was not as such liberal. And governments of different
states utilized both tariffs and non-tariff barriers as an instrument of controlling foreign
trade. These activities distorted international trade in a big way and discouraged open

trade among them (lIbid).

However, things changed after the end of the Great Depression and World War Il. The
Great Depression, which started in 1929 and ended in the early of 1940’s, was basically
triggered as a result of excessive trade protections and it highly affected the economic
activity of many countries (UNEP, 2000). During the World War Il countries were also
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pre-occupied with war and didn’t promote trade with each other. The end of the
depression and World War 1l finally brought about a fundamental change in the
architecture of global economic management (ibid). “These two events led to the
establishment of Bretton woods institutions such as International Monetary Fund (IMF)
and World Bank (WB) which was the outcome of the conference held in 1944 (Van
Den Bossche, 2009:78). Although the conference created an agreement which established
the charter of IMF and WB, it didn’t consider the problem of international trade
(Matsushita et al., 2006).

Later in 1947 countries created the International Trade Organization (ITO) as a
specialized agency of the UN in Havana. This organization was intended to regulate the
cooperation among states and to handle the task of regulating international trade among
states. Furthermore, the creation of such organization included aims beyond world
trading affairs (Van Den Bossche, 2008 and Melaku, 2002). According to the draft ITO
charter, “non-trade issue like rules on employment, international investment, service and
regulation on competition were other extra aims of ITO” (WTO, 2003:15). However, the
ITO charter never entered in to force because the US Congress was reluctant to ratify the
charter and join the organization due to ITO’s coverage far beyond the concept of free
trade (Orcalli, 2008).

After the failure of the establishment of ITO, the GATT was signed and was intended to
administer trade between signatory states (Matsushita et al., 2006). The GATT is a
multilateral agreement that clearly defined rules by which the contracting states further
negotiate tariff reductions. It was also designed to reduce other non-tariff impediments to
international trade (Hoekman, and Kostecki, 1995). Formally, the GATT was not an
international organization intended to administer trade but an inter-governmental treaty
(Ibid). But with the collapse of ITO, in the absence of an international organization for
trade, countries turned to the only existing multilateral institution GATT which became
the best means of controlling international trade relations of its signatories (Van Den
Bossche, 2009).

13



According to the preamble of the GATT, its objective included rising standards of living,
ensuring full employment and a large and steadily growing volume of real income and
effective demand (GATT, 1994). The preamble goes on to mention reciprocal and
mutually advantageous arrangements involving a substantial reduction of tariffs as well
as the elimination of discriminatory treatment in international trade will contribute to the

realization of these objectives (Hoekman, and Kostecki, 1995).

Through time, due to the needs of contracting parties, GATT developed in to a de-facto
organization. After its creation in 1947, the GATT progressively developed into a system
of great complexity. In response to developments in the world economy and the interest
of its signatories, the GATT further expanded its scope and function (ibid). As a result of
the dynamic nature of world trade and the expansion in scope, many rounds of
negotiations took place, between1948 to 1994, under the auspices of GATT. These
rounds were a response to questions of the signatory states and further liberalized trade
among them (UNEP, 2000).

However, most of the negotiations dealt exclusively with tariff reductions and trade in
industrial products. Agricultural trade liberalization was not an issue under these
negotiations. Moreover, the GATT was the major focal point of industrial countries
whereas the LDCs, due to lack of capital and experts, did not fully participate in the

negotiation of different rounds (Hoekman and Kostecki, 1995).

Although the GATT progressively acquired many of the attributes of an international
organization, it was increasingly felt that it was not keeping with the rapid change
underway in the global economy (ibid). In addition to this rapid change, there were also a
number of problems related with the GATT institutional nature such as ineffective
dispute settlement mechanism and low enforcement method. So to fit to the dynamic
nature of world economy and to alleviate the inherent institutional problems, the Uruguay
Round was negotiated between 1986 and 1994 (Croome, 1999).
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The Uruguay Round, which concluded after eight years of complex negotiation, was a
land mark in the history of the trading system. This round intended far beyond the scope
of the original GATT and it dealt with many issues including agricultural trade
liberalization which was subjected to stronger multilateral discipline and fully integrated

into a rule-based multilateral trading system (Melaku, 2002).

After reaching an agreement in the Uruguay round at Marrakesh, Morocco, the WTO
came into being on 1 January 1995 as the organization responsible for administering
international trade (Krutilla, 1997). Further more, the WTO provides the institutional and
legal foundation for the new multilateral trading system by its members. It also
established the rule of trade policy game for its members and included LDCs in the world

trading system (Hoekman et al., 2002).

The WTO is the youngest of all the major international organizations and it is the most
influential in this time of economic globalization. As compared with the GATT, it is also
unique in that it has a well-functioning and binding dispute settlement mechanism.
Unlike the GATT, the WTO has clear organizational structure which identifies the scope
and functions of its different organs and its dispute settlement mechanism is based on
clear procedures and the decision is binding. In the case of GATT, the dispute settlement
arrangements had been weak and it had evolved on a largely ad hoc manner (Van Den
Bossche, 2009). According to Hoekman et al. (2002: 41),

The WTO is different from the GATT in a number of important aspects.
As a means of controlling international trade the GATT was a rather
flexible institution; bargaining and deal-making lay at its core, with
significant opportunities for countries to ““opt out’” of specific disciplines.
In contrast, WTO rules apply to all members, who are subject to binding
dispute settlement. Unlike the WTO, the GATT had also a far weaker
institutional basis®. In addition to this, the coverage of the GATT is much

% The GATT had weaker institutional basis as the system of rights and obligations for trade in goods were
not comprehensively embodied in a single legal document. Although the General agreement’s provisions
were applied to all its signatory countries, some of the most important agreements had been signed by
comparatively few countries (Croome, 1999).
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narrow than the WTO. Unlike the GATT, the provision of the WTO
includes many issues and its scope is much wider than the GATT.

To conclude, the WTO came in to existence after a long period of negotiation
among states. As an organization for international trade, it is effective with its
rule-based system than the GATT.

2.4 WTO: Objectives, Principles and Functions

Like other international organizations the reason for the establishment of WTO is to
achieve some objectives. As indicated in the preamble of WTO document, the main
objectives of the organization are the expansion of trade in goods and services, the
attainment of good living standard, increasing of employment opportunity and the growth
of real income and effective demand ( www.wto.org and VVan Den Bossche, 2009). The
preamble further states that, the integration and increasing participation of LDCs into the
world trading system and the protection of the natural environment are also the objectives
of WTO (ibid).

In addition to the above mentioned objectives, WTO has also other objectives. According
to Demissiew (2007), “the WTO is an international organization intended to constraint
governments from imposing or maintaining a variety of measures, which restrain or
distort international trade and give a mutual advantage to its entire member”. The WTO
aims to achieve its objectives by reducing existing barriers to trade and by preventing
new ones from developing. It seeks to ensure fair and equal competitive conditions for
market access and predictability of access for all trade in goods and services
(www.wto.org and UNEP, 2000). However, this approach appears to be unrealistic for
the reason that developed countries could not give up their power base for the seek of fair

and equal completion.
The WTO document clearly shows the way to achieve the above mentioned objectives

through different principles, two of which are core principles and are collectively known

as the principle of non-discrimination. According to Gashaun (2007), the non-
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discrimination principle imposes obligations to member countries. These obligations are
the Most Favored Nation (MFN) Treatment and National Treatment (WTO, 2003).

The MFEN principle requires member countries to give equal treatment to products
originating from all member states (Van Den Bossche, 2009). In other words, if special
treatment is given to the goods of one country, it must be applied to all WTO member
countries. And no country should receive favors that distort trade. According to Melaku
(2002), MFN clause creates the obligation, on every contracting party, to treat all parties
in the same manner. The other principle is the principle of national treatment which
requires member states to give the same treatment to domestic products and products
imported from other member states (Gashaun, 2007). Furthermore, this principle requires
a WTO member to treat foreign products, service and service suppliers no less favorably
than it treats like domestic products, services and service suppliers (Van Den Bossche,
2009). The principle also implies that “no domestic law should be applied to imported
products to protect domestic producers from competing products and imported products

should receive the same treatment like domestic products’” (UNEP, 2000:28).

In broad terms, the primary function of the WTO is to provide the common institutional
framework for the conduct of trade relations among its members in matters related to the
agreements and associated legal instruments included in the WTO agreements. More
specifically, the WTO performs the following four functions. According to Article 111 of
the WTO agreements:
1. WTO shall facilitate the implementation, administration and operation of the
Uruguay round legal instruments and of any new agreements that may be
negotiated in the future.
2. WTO shall provide a forum for further negotiations among member countries
on materials covered by the agreements, on new issues falling within its mandate
and on further liberalization of trade.
3. The other function of the WTO is that it shall be responsible for the settlement

of differences and disputes among its member countries.
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4. WTO shall be responsible for carrying out periodic reviews of trade policies of

its member countries (GATT, 1994 and www.wt0.0rg).

In sum, the WTO which is the first rule-based organization is established to perform
some functions and to achieve some specific objectives. Hence, to perform these things,
the organization applies the above mentioned basic principles.

2.5 Agriculture: From GATT to WTO

Agriculture has been one of the great problem areas of international trade (Croome,
1999). Before 1994 one of the most important obstacles of the world agricultural trade
has always been the excessive use of agricultural subsides. While most sectors of trade
were increasingly liberalized over the years following the establishment of the GATT,
trade in agricultural products remained affected by restrictions and distortions (Windfuhr,
2001). This was the result of agricultural subsidies used by different states. Moreover, the
GATT rules which were applied to agricultural trade were weaker than those that applied
to manufactured goods (Orcalli, 2008).

Furthermore, the GATT rules, as well as accession conditions and renunciations also
permitted signatory states to maintain greater protection against agricultural imports. And
states were free to provide wider range of subsides for agricultural exports than was
allowed for industrial goods (Croome, 1999). The reason for this protection and subsidies
is that many nations regarded agriculture as a sector of economic activity that should be

accorded special status (Hoekman and Kostecki, 1995).

Although few market opening commitments were made under the GATT negotiations,
the degree of binding achieved was far less than for industrial products and quantitative
restrictions were widely applied (Croome, 1999). According to Melaku (2002),
successive attempts were made to bring agriculture into the main stream rules of the
multilateral trading system but they largely failed. Later on, very little progress was made
on agriculture in the Tokyo Round and agriculture became a subject of trade negotiation.

Finally, the ministerial meeting held in Uruguay launched the Uruguay Round. This
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round, for the first time, proved able to put agriculture on the table in a comprehensive

manner (Hoekman and Kostecki, 1995).

Following the Uruguay Round, the Agreement on Agriculture entered into force in 1995
together with the WTO. The WTO agreement provides specific rules in the liberalization
of agricultural products (Glipo, 2003). According to Crome (1999), the WTO agreement
on agriculture represents a major break with the past. It was for the first time that
agriculture, traditionally heavily protected on most markets, came under WTO rules and
regulations. This is a serious beginning to bring agricultural products in to the normal
discipline of the international trading rule ( Devylder, 2007 and Lal Das, 2001).

2.6 The Agreement on Agriculture (AOA)

The AOA is one of the key agreements within the WTO system. Its importance is
reflected by its presence as the first agreement annexed to the Marrakesh agreement that
established the WTO. The WTO document indicates that AOA is based on the rational of
opening international trade in the agricultural sector (Demesse, 2005). According to
Melaku (2002), the AOA presupposes the supremacy of the price system and the
comparative advantage of this sector. The implication is that a country must import its
agricultural products from countries that produce them with least cost than using its own
production. Furthermore, the WTO document states that the AOA was set to establish a

basis for initiating a process of liberalization of trade in agriculture (lbid).

The provision of the AOA clearly indicates its objectives. According to the provision, the
long-term objective of the agreement is “to establish a fair and market-oriented
agricultural trading system in order to effect a substantial progressive reduction in
agricultural support and protection measures and as a result to prevent restrictions and
distortion in world agricultural market” (Li, 2008:19). This objective is intended to
reform trade in the sector and to make policies more market-oriented. This would
improve predictability and security for importing and exporting countries alike (WTO,
2003). The agreement also put specific binding commitments and called member nations

to increase market access and reduce trade distorting agricultural subsides. This
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commitment is a long-term reform, with the aim of making agricultural trade fairer

through correction and prevention of restrictions (Croome, 1999).

2.6.1 Principles of AOA

The Agreement on Agriculture is based on three main principles. These principles are
also known as pillars of the AOA. These are: market access, domestic support (subsidies)
and export subsidies (Glipo, 2003).

2.6.1.1 Market Access

Market access is the central problem of international trade. Countries often erect different
forms of barriers against the free entry of goods and services into their territories
(Melaku, 2002). However, through the AOA this activity dismantled barriers erected by
states. Under the AOA market access simply means “the right which exporters have to
access a foreign market” (UNCTAD, 2003:6). Although the principle allows the opening
of market, the AOA agreements allow members to protect their market when there is
import surge™ which result in the collapse of domestic production.™ In practice “Market
access refers to ways in which that protection can be implemented’” (lbid). Besides this,
under market access commitment, member countries are obliged to eliminate all non-

tariff and tariff barriers and open up their markets to imports (Glipo, 2003).

The key elements of market access commitments for agricultural products are the
establishment of tariffication, tariff reduction'? and the binding of all agricultural tariffs
(Croome, 1999). According to Melaku (2002: 67), tariffication is “the process of

101t is a situation when the volume of imports increase in real or absolute terms in a year to an extent- or
imported products entered into a market at a price below the prevailing average price in a season- which is
detrimental to domestic producers (Action Aid International, 2006; FAO, 2006).

1 According to article 5 of the AOA, member countries can impose additional custom duty over and above
the amount which they are using when the amount of import products are create import surge. This
indicates that WTO members can raise their duties on agricultural products if import surge occurs
(UNCTAD, 2003).

21t is the process through which a country reduces the tariffs it imposes on import goods in to a level
stated by the AOA (Cordella and Mamao, 2005).
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conversion of all non-tariff market protection measures into the tariff equivalent*”. Prior
to the Uruguay Round, broader protection for agricultural products was not always in the
form of tariffs. In addition to tariffs, non-tariff measures were applied. But the Uruguay
Round negotiation converted those other type of broader protection mechanism into
tariffs (UNCTAD, 2003). According to Croome (1999:53),

The tariffication process has brought about radical change in the
structure of world-wide protective barriers against imports of
agricultural products. As a result, all of the quantitative restrictions,
variable levies, import bans and other non-tariff measures that have
been wide spread elements in agricultural protection at national
frontiers have been replaced by import duty.

Under the tariff reduction provisions, all WTO members are required to reduce and bind
all their custom duties on agricultural products (Fikermarkos, 2007). Regarding the tariff
reduction commitment, members states agreed, in the Uruguay Round, to reduce their
tariffs over time. Accordingly, “developed countries agreed to reduced, over a six year
period beginning in 1995, their tariffs on agricultural products by 36 percent on average
and with a minimum cut of 15 percent for any product” (UNCTAD, 2003:14). Under the
same provision developing countries are required to cut their tariffs by 24 percent on
average and 10 percent for any product and apply their reduction over a 10 year period
(Glipo, 2003).

Although market access commitment requires the reduction of tariff in both developed
and developing counties, it doesn’t require the LDCs to make reduction. Because of their
level of economic development, the LDCs are exempted from tariff reduction. But the
LDCs are required to bind all agricultural tariffs."* According to the market access
principle of the AOA, the LDCs should clearly indicate the amount of tariff that they
have applied in their agriculture sector and they cannot apply new tariff above the
indicated level (UNCTAD, 2003).

B3|t is the amount of tariff which is equal to the amount of non-tariff barriers.
14 According to the AOA, LDCs should set a clear tariff level beyond which they cannot increase tariff.
This bound tariff act as the level above which tariffs will not be raised in the future (UNCTAD, 2003).
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2.6.1.2 Domestic Support

The AOA seeks to ensure that agricultural trade is not distorted through the use of
subsidies (Fikremarkos, 2007). As Croome (1999:56) states, “The central thrust of the
domestic support provision is to encourage a further shift towards measures and policies
that distort production and trade as little as possible”. According to UNCTAD (2003:21),

The AOA provision on domestic support is also intended to discipline
and reduce all subsidies, while at the same time leaving scope for
governments to design effective agricultural polices. This means that
although some limitation is put on domestic support, governments of
member states are free to design domestic polices which can promote
their agriculture products.

The basic consideration under domestic support is whether they are preferable or not.
There are three types of domestic support. The first type is called ‘Green Box’. As the
name implies, it is assumed not to have effects on production and considered as
acceptable and has little or no distorting effect on trade (WTO, 2003). For example,
agricultural research, disease control or training provided by the government is regarded
as falling in the Green Box category (ibid).

The second type of domestic support is the “Amber Box”. These are measures which are
considered as trade distorting and therefore subjected to reduction. For example, market
price support is counted as Amber Box. So the agreement forces WTO member countries
to make reduction their Amber Box support (Glipo, 2003). The third type of domestic
support is called “Blue Box”. These are measures such as direct payments to farmers who
are intended to limit production. These are considered as acceptable and are not subject to
reduction (WTO, 3003 and Indian Ministry of Commerce, 1999).

The commitment to reduce trade distorting domestic support is clearly stated in the
Marrakesh protocol. According to this protocol, the developed countries are required to
reduce their support by 20 percent over six years from 1995 whereas developing

countries are required to reduce 13 percent over 10 years. But, like other commitments,
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LDCs are not required to make any domestic support reduction (Glipo, 2003 and
Croome, 1999).

2.6.1.3 Export Subsidies

Export subsidies are those special incentive provided by governments to encourage
increased foreign-sales. These subsidies may take the form of cash payments, marketing
subsidies, transportation and freight subsidies (UNCTAD, 2003). Since states utilized
these export subsidies for several decades, the Agreement on Agriculture sets some
commitments for member states. Before the coming into effect of AOA, the GATT
explicitly permitted such subsidies (Fikermarkos, 2007). However, the agreement which
is a landmark in the history of agricultural trade regulation breaks with the past and bans
their use. Following the AOA, new basic rules to govern export subsidies for agricultural
products were established and special discipline for the reduction of export subsidies
introduced (Melaku, 2002).

According to the export subsidy commitment, developed countries have to reduce their
subsidy by 36 percent in value and 21 percent in volume over 6 years (Glipo, 2003).
However, for developing countries, the commitments are different. They are subject to
lower reduction requirements and hence they are required to lower by 24 percent in value
and 14 percent in volume (WTO, 2003). Furthermore, the implementation of these
commitments is longer than that of developed countries. As far as export subsidy
principle is concerned, like the other two principles of AOA, the LDCs are not required
to make reduction commitments (Ibid).

2.7 Special and Differential Treatment for LDCs

This treatment is a collection of different provisions which is intended to protect the
interest of Less Developed member countries of the WTO (Pal, 2006). It is also the
special provisions within the WTO agreements which give the LDCs special right.
According to the WTO provisions, the LDCs receive extra attention in the organization
and all the WTO agreement recognize that they must benefit from the greatest possible

flexibility and developed member countries must make extra efforts to lower import
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barriers on LDCs export (WTO, 2003). At the time of signing of the Marrakesh
agreement, member states agreed to assists the LDCs. This agreement arose due to a
concern that there would be a negative impact on LDCs as a result of implementation of
the AOA. According to Croome (1999), the objective of this special and differential
treatment is to ensure the effective share of the LDCs in international trade and to secure
their participation in the growth of international needs. Because of this treatment many
developed countries have now significantly decreased tariffs on imports from LDCs
(ibid). Furthermore, the WTO member countries commit themselves to the objective of
duty free, quota free market access for LDCs products and consider additional measures
to improve market access for the exports of LDCs (WTO, 2003).

Since the Uruguay Round agreements were signed in 1994, several decisions in favor of
LDCs have been taken. The WTO ministerial committee decided on several measures in
favor of LDCs. This decision gives them special treatment with regard to all aspects of the
agreement (Croome, 1999). The WTO ministers, in 1996, also agreed to give technical
assistance to the LDCs. This passed to support the effective participation of the LDCs in
the multilateral trading system (ibid).

According to Hoekman and Kostecki (1995), the special and differential treatment of the
LDCs includes:

e Longer time for implementing agreements and commitments

e Allow LDCs to introduce certain export related subsidies which are forbidden in

other countries

e Provisions requiring all WT O members to protect the trade interest of LDCs

e Fewer obligations or differing rules

e Giving technical assistance and training to LDCs

e Measures to improve trading opportunities for LDCs
Since the LDCs are not in the same level of economic development with that of
developed states, this treatment could safeguard their agriculture sector which is a basis

of their economy.
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2.8 Chapter Summary

Agricultural trade liberalization is achieved over a long period of trade negotiations.
Before the establishment of the GATT, there was no strong and rule based international
institution for regulating the post-World War 11 agricultural trade. Although the ITO was
intended to regulate trade among states, it was not established as a full-fledged
organization and agriculture was not the issue of negotiations. Consequently, the GATT
emerged as the first international institution for trade and it regulated global trade for
nearly a century. However, due to the institutional weakness of the GATT and the
absence of trade liberalization in agriculture, the WTO came in to existence in 1995.1t is
under this new and highly effective organization that the AOA annexed. Before the
establishment of the WTO, agriculture trade was not the main issue and its market was
highly protected. But the WTO AOA changed this situation and clearly focuses on the
principles by which agricultural market can be regulated. Furthermore, the WTO
indicates the different treatments through which the LDCs agriculture sector can be

protected.
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Chapter Three

The Experience of Selected Countries: Nepal and Uganda

3.1 Introduction

Agriculture is the backbone of most LDCs’ economy. A majority of LDCs are dependent
on this sector for the livelihood of their population, growth of real out put and export
earnings (De Vylder, 2007). Due to this fact the multilateral trade liberalization in
agriculture is crucial for them. Currently there are 32 LDCs which are members of WTO.
The commitment made by these countries in the context of the WTO AOA has a
significant impact for their agricultural sector. Although such implications could be seen
in all less developed countries, this research focuses only on the experience of two
selected member countries: Nepal and Uganda. As indicated in the methodology part
these countries are selected based on their similar context with Ethiopia’s agriculture.
Therefore, this chapter aims at revealing the experience of these two countries by treating
them separately in terms of accession process in both countries and implications on their

agricultural sector.

3.2 Nepal

Nepal is a small land locked country situated in southern Asia between two emerging
economic powers, China to the north and India on other three sides. It lies 2800 N and
8400 E, in the southern slopes of the Himalayas. It is rectangular in shape with a total
area of 147,181 sq km, about 800 km length and mean breadth of about 190 km
(Shrestha, 2009). In July 2009 estimation, Nepal has a population of nearly 29 million
and has the population growth rate of 1.28. It is the home to many ethnic groups with
diverse languages and religions. Nepal is one of the LDCs in the world and net food
importer. And to pursue its economic development goals, the country is heavily reliant on
foreign aid (Bhatt and Bhattaria, 2006).
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3.2.1 Agriculture in Nepal

Agriculture is the foundation of Nepalese economy and it is part of the culture,
knowledge system and way of life of Nepalese society. It is the most important sector in
terms of employment, GDP and source of export in the country (Shrestha and Stads,
2006). In terms of employment, agriculture is the source of people’s livelihood. It
provides employment opportunities to about 80% of the total population. Despite the
decline of its contribution to the GDP from 47.4 percent in 1991 to 39.2 percent in 2004,
agriculture remains as the main source of Nepalese GDP (Jull, 2006). Besides being the
source of GDP, the sector also accounts to about three-fourth of the total exports. Like
many LDCs, most exports of the country consist of primary agricultural products such as

coffee, tea, cotton, tobacco and sugarcane (ibid).

As LDC, Nepal is mainly dependent on few exports and the sources of its imports are
also from few countries. In other words, Nepalese export of agricultural products is
highly concentrated in few products and also in few countries (Adhikari R. and Adhikari
K., 2005). In its foreign trade USA, Germany and India are the major destinations of
Nepalese exports covering more than 80% of the total exports. And this makes the

country vulnerable to external shock (Ibid).

Although agriculture is the foundation of Nepalese economy, the sector has been based
on subsistence farming and this resulted in lack of surplus production. This is due to the
fact that peasants derive their living from fragmented plots of land cultivated in difficult
conditions (Nations Encyclopedia, 2010). In addition to this, the agricultural out- put is
highly dependent on the monsoon and is affected by lack of well developed
infrastructures. Though Nepal is an agricultural country with the majority people
involved in farm related work, the country’s farmers depend on traditional methods like
using animals for ploughing (Sharma and Karkee, 2004). Moreover, the production of
crops fluctuates widely as a result of weather conditions. Because Nepalese farmers
depend highly on rain, the absence of it leads to low level of production (ibid).
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In sum, due to the above mentioned problems, agricultural production in Nepal is
insufficient to keep with the population growth of the country and this has resulted in the
country to be a net food importer.

3.2.2 Agriculture Policy

Since 1950’s Nepal has been undertaking a free trade policy. Despite this liberalization,
the country had not achieved the intended goal of its policy such as economic
development. This is because there was a very high level of state intervention in all
economic sector of the country. Due to this state intervention and distortion, there were
high fiscal and external sector deficits (Trade Promotion Center, NY). Later on,
Structural Adjustment Programmes, initiated and introduced by other external factors,
was implemented in Nepal. These programmes targeted the economic problem of the
country and to open up the Nepalese economy. However, like the experience of other

LDCs, these programes did not achieve economic development (Jull, 2006).

But when the Nepalese congress united left front coalition government came to power in
1991, Nepal embarked on a more liberal trade policy. Although the new government’s
market oriented policy focused on the areas of trade, industry and taxes and did not target
the agriculture sector, each have the potential contribution to agricultural sector
development (Acharya, 2007). Under this new trade policy, the government aimed to
accelerate the economic and social development of the country by way of promoting
national production and improved foreign market access (Bhatt and Bhattaria, 2006 and
Jull, 2006).

Reforms in the agricultural sector were primarily implemented under the 1995
Agricultural Perspective Plan (APP). This plan was the outcome of Asian Development
Bank to provide a framework to encourage agricultural growth, stimulate the economy
and reduce poverty over a 20 year period. Nepal, as LDC in South Asia, to get aid and
technical assistance from the Asian Development Bank formulated this new Agricultural
Perspective Plan (Mosoti and Gobena, 2007 and Basnet, 1999).
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The primary objective of APP was to improve the diversity of agricultural production and
to develop commercial agriculture. It also sought to increase investment in irrigation,
rural roads, fertilizers and technology. Moreover, under the new APP, the government of
Nepal took efforts to boost agricultural economy and focused on easing dependence on
weather conditions by diversifying the range of crops for exports and industrial inputs
and increased productivity ( Shrestha and Stads, 2006). Finally, the other objective of
APP is to reduce the proportion of population living below the poverty line and to
specifically include rural women in that process through agricultural interventions
(Mosoti and Gobena, 2007).

3.2.3 Accession Process

Nepalese accession to the WTO was a result of long and complicated process of
negotiations at multilateral level that lasted many years (Sharma and Karkee, 2004). As
part of a strategy to promote broad based growth and economic development through
global integration, the Task Force for Trade and Commercial Policy has formed by the
government during1970s (Trade Promotion Center, NY). And this policy recommended
the integration of the country into the multilateral trading system. However, Nepal was
not integrated at that time and the country formally applied for membership in GATT in
1989 following which it was given observer status in 1993 (www.wto.org and Bhatt,
2006).

As per the guidelines of GATT, a working party was established to examine Nepalese
application for accession into the GATT. During that time Nepal realized that GATT
membership was essential to ensuring predictable and stable trade relation with other
states (Jull, 2006). But efforts to obtain membership under the GATT lost momentum
after the GATT was transformed in to the WTO in 1995. In the same year Nepal again
presented a formal application to accede to the newly created WTO and then its observer
status to the GATT was transformed in the WTO in December 1995. Following this the
existing working party of Nepal’s accession into the GATT was converted to a WTO

accession working party (Shrestha, 2007).
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Subsequently, in 1998 as a prerequisite to the accession procedure Nepal submitted a
Memorandum of Foreign Trade Regime (MFTR) to the working party. Then the WTO
secretariat circulated the memorandum to the WTO members and a direct question and
answer between members and Nepalese government concluded (www.wto.org and
Sharma and Karkee, 2004). This was followed by the meeting of the working party and
the government was engaged in follow-up activities to expedite the process. To fulfill its
function, the working party convened regularly over the course of 2000-2003 and

considered the application and made recommendations (Ibid).

Following years of negotiations, Nepal was finally approved for membership in
September, 2003 along with another LDC, Cambodia, during the 4™ WTO ministerial
meeting in Cancun, Mexico (WTO, 2003). On March 24, 2004 Nepal notified the WTO
that the process of ratification and acceptance of the protocol of accession were
completed by Royal ordinance. And on April 23, 2004 the protocol entered into force and
Nepal becomes the first LDC to join the WTO (Baumuller, 2008).

3.2.4 The AOA and the Experience of Nepalese Agriculture

Nepal acceded to the WTO with the firm belief that its membership in the WTO would
help its integration into the global economy. When the country acceded to the WTO, the
government was believed that WTO membership is essential for expanding trade
opportunities and facilitating competition (Bhatt, 2006). However, Nepalese accession to
the WTO brought about mixed consequences. While the benefits of membership are only
potentialities in the long-run, many risks and costs associated with the new WTO were
bitter realities that faced Nepal (Bhatt and Bhattarai, 2006). According to Malaker
(2008), agricultural liberalization in Nepal brought both benefits and cost where benefits
are potential in the long-run but the costs are immediate. Bhatt and Bhattaria (2006) also
argue that trade liberalization might help to expand trade but does not necessarily
guarantee immediate or even long-term agricultural development. Sharma and Karkee
(2004), on the other hand, argue that after Nepal became a member of WTO, the country
has been facing many problems in the area of agriculture export and international
competition. They further stated that since the WTO AOA obliged member countries to
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avoid export subsidies and promote export competition, Nepal faced several problems.
Hence, from the above one can see that all WTO agreements has not highly benefited

Nepalese agricultural sector.

In view of the AOA principles, Nepalese agricultural policy also underwent changes
(Shrestha, 2007). Under the term of its accession to the WTO, Nepal committed to
review existing laws and regulations to ensure compliance with several technical
agreements affecting trade in agricultural goods. Many of these legislative changes and
amendments made prior to accession as well as the commitments made during accession
to the WTO have a direct impact on Nepalese agricultural trade polices (Ghimire, 2010).
Since the existing policies of the country should be compatible with the AOA principle, a
change in agricultural policy of the country was inevitable. For example, 10 new
legislations were made and 25 existing acts were amended. As part of the commitment,
Nepal has to undertake a number of policy and institutional reforms in its agriculture

sector. This in turn had some implication for its overall economic development (Ibid).

As a member of WTO, Nepal is obliged to abide by the WTO Agreement on Agriculture
especially by the three principles of AOA. This has some crucial and challenging
implications on Nepalese agricultural sector (Shrestha, 2007). The following section

analyzed the implication of the three principles of the AOA on Nepalese agriculture.

3.2.4.1. Domestic Support Principle and Nepalese Agriculture

The focus of the domestic support provision of the AOA is on limiting subsidies on those
areas that distort trade in agricultural products. At the same time, it leaves ample scope
for designing domestic agricultural policies that are not trade distorting. Given the
importance of agricultural development for most LDCs, domestic subsidies measure area

is the most important principle for them (Sharme and Karkee, 2004).
The AOA does not place any limitation on the expenditure of any government on exempt

cases. From the stand point of the AOA, the agreement by itself has no implication for

Nepalese agriculture. But given the situation in Nepal and the subsidy applied by other
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member states, the principle seems not benefiting Nepalese agriculture. At the time of its
accession, Nepal committed to limit these subsidies to the minimum level that is 10
percent of the value of the agricultural output (Ghimire, 2010). Since Nepal accepted the
principle of domestic support in its accession, the country cannot provide trade and

production distorting subsidies above the determinant level of 10 % (ibid).

As the LDC, Nepal is exempted to reduce its domestic subsidies and allowed to provide
measures that fall under the Green Box", Blue Box™ and development measure®’.
Although the AOA does not restrict or limit government expenditure on those measures,
due to scarcity of resource and reduction of agricultural expenditure, the support to
Nepalese agriculture is very low relative to what the AOA permits (Ghimire, 2010 and
Jull, 2006). The AOA allows the use of exempt measures if the government wishes to
implement such programme in the future. But, currently Nepal does not have any product
specific support programs. Due to this, the country does not take the advantage of all of
the exempt measures® (ibid). Moreover, the policy of the funding institutions also affects
the chance of the Nepalese government to support the sector. In this case the funding for
such subsidy often originates from international institutions which have removed any
subsidies in agriculture sector. This policy of the donor institutions in turn resulted in a
reduction of the rate of subsidy (Young Cho, 2004).

In addition to the influence of donor institutions, Green Box and other exempt measures
are not fully utilized by the government of Nepal due to its domestic policy. Since the
implementation of economic reform programs in 1990’s, there has been the reduction and
elimination of subsidies in various areas. Hence, the share of agriculture in total

expenditure has fallen steadily from about 22 percent in 1994 to around 5% in 2009

15 1t is a kind of domestic support which is considered as acceptable and has no, or at most minimal,
distorting effect on trade or production (WTO, 2003).

18 1t is a direct payment to farmers which are tide to production limiting. Under the AOA, countries are
allowed to use this subsidy (ibid).

"1t is a domestic support to encourage agricultural and rural development, which are an integral part of the
development programmes of less developed countries (ibid).

'8 These are measures which are allowed to the less developed member countries. According to the AOA,
due to their low level of economic development, the LDCs enjoy these measures (Croome, 1999).
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(Kakra and Bhattacharjee, 2009). To large extent this may reflects the government
decision to lower Nepalese agricultural funding and this has its own implication for the
reduction of government expenditure on agriculture extension, research, irrigation and
fertilizer. This further affects Nepalese agriculture products which are not only low but
also declining in real term (Awasthi and Adhikary, 2006). Hence, from the above data it
is possible to see that public expenditure to agriculture in Nepal is not only low but also

declining through time.

Furthermore, domestic support principle does not benefiting Nepalese agriculture due to
the huge agricultural support in the developed countries. This practice has distorted trade
in agricultural products in Nepal (The World Trade Review, 2005). The nature and the
extent of the negative impact of farm subsidies in developed countries on the agriculture
of LDCs is an intensely debated topic in the context of the AOA. Although the domestic
support principles obliged member states to reduce their support, the support given by
developed countries increased. Hence, the nature and level of subsidies of the trade
partners of Nepal has a strong influence on its agricultural sector (Trade Promotion
Center, NY and Sharma and Karkee, 2004). Awasthi and Adhikari (2006) argued that,
because of the subsidy in developed countries, the product of Nepal is not in a position to
compete with the developed countries products. For example, the large subsidies and
price support programme in India provide important cost advantage to Indian farmers.
This highly subsidized Indian agriculture makes Nepalese product expensive and results
in high cost of production to Nepalese farmers. This leads to import surge in Nepal which
results in the lowering of price in the domestic market of Nepal. And at the end this leads

to the collapse of domestic products (Acharya, 2007).

To sum up, as far as domestic support is concerned the AOA has some exempt measures
such as agricultural research, extension, agricultural infrastructure and irrigation. This
shows that the AOA provide ample room for Nepal to support its agriculture. However,
due to lack of capital and policy change, the actual level of support in Nepalese

agriculture is very low. Besides, there are also domestic subsidies in developed states. So,
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given the existence of budget constraint and trade distorting support by others, domestic

support principle seems not highly benefiting Nepalese agriculture.

3.2.4.2 Market Access Principle and Nepalese Agriculture

Nepal joined the WTO under the expectation that its membership would result in
predictable market access in other countries. However, its economic policy reform and
the obligation of market access principle minimize the benefit of membership. Prior to its
membership in the WTO, Nepal liberalized its tariff structure and this put the country as
the most liberal state among south Asian nations (Trade Promotion Center, NY). This is
the result of the implementation of economic reform by the then government of the
country. As was mentioned, since early 1990’s the government liberalized its foreign
trade regime by reducing import tariff rates and imports. This is underlined by Nepalese
un-weighted average tariff rate, which is less than 9 percent and the reduced peak tariff
rate, which is 40%. There has also been substantial liberalization in non-tariff barriers
such as elimination of quantitative restriction on import and phasing out of import license

(Www.wto.org).

Besides its policy change, Nepal further eliminated tariff and non-tariff barriers in the
accession process. In the WTO context “market access” is about both obligations and
rights. Nepalese obligation as a WTO member is to provide market access to other
member countries in return for its right of access to other member countries (Baumuller,
2008). At the time of WTO accession, the country committed to bind all agricultural
tariffs. As the obligation of market access, Nepal ended up binding its tariff rates at very
low levels compared to LDCs at 26 percent (ibid). Since Nepal reduced its tariff due to its
policy change and market access obligation, there are various products that are being
dumped in Nepal from other countries (Federation of Nepalese Chamber of Commerce
and Industry, 2007).

According to Adhikari R. and Adhikari K. (2005), after its commitment to open its

domestic market for foreign products, Nepalese farmers faced stiff competition from

cheaper, better quality and higher value imports from industrialized countries and
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domestic production loose their share in domestic market. This, in turn, resulted in the
reduction of revenue in Nepalese agriculture (Federation of Nepalese Chamber of
Commerce and Industry, 2007).

In addition to market access obligation, due to the existence of tariff and non-tariff
barriers in member states, market access principle doesn’t seem to benefit Nepalese
agriculture. This is because Nepal has been exporting its agricultural products to foreign
markets where there are tariff and non-tariff barriers (ibid). In terms of tariff barriers, the
exports of Nepal face tariff peaks in the neighboring and international market. Due to the
fact that members have the right to raise their tariff to the bound level, if circumstance so
dictate, the tariff barriers are very high with bound tariffs as high as 2000 percent
maintained by neighboring countries (Adhikari R. and Adhikari K., 2005). For example,
India which is the major trade partner of Nepal still applies high tariff rates on varies
products, that is about 150 percent. This hinders the free entrance of Nepalese
agricultural products in Indian market. This is also true in other trading partner of Nepal
such as Japan, US and others (Acharya, 2007). Hence, Nepalese exports are facing tariff

barriers while exporting its agricultural product to neighboring and international markets.

Further more, the incidence of non-tariff measures™ is also high. In the non-tariff
barriers, the application of sanitary and phyto-sanitary measures and quality standard in
developed and other states hinder the free access of the Nepalese export (Baumuller,
2008). Under the AOA member states are authorized to apply sanitary and phyto-sanitary
measure which is necessary to protect human, animal and plant life. Due to this
authorization, developed countries imposed the measure on the export of Nepal.
However, the lack of financial and technical resources to fulfill the criteria hinders the
free access of Nepalese exports to their market (Adhikary R. and Adhikari K., 2005).

19 These are measures, such as quality standard, sanitary and phyto-sanitary measures, other than tariffs
that states use to restrict imports or that have the potential for restricting international trade (De Vylder,
2007).
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Moreover, the rules of origin requirements, which Nepalese exporters have to fulfill in
order to qualify for market access, are often inefficient and resource demanding. Safety
and quality standards that are applied particularly in developed countries market also
poses significant challenge for Nepalese exporters (ibid). In terms of quality standard,
Nepal reported that EU uses stringent criteria and standard which largely discourage its
agricultural exports. Even the standard is far higher than those required by some standard
setting institutions. For example, Nepalese coffee is below the standard quality specified
by the developed countries. The qualities obligatory for agricultural products are very
high that Nepal in many situations is not able to afford it. As a result of this, the export of
Nepal is not able to enter into developed states markets without restrictions (Tiwari,
2010).

Besides the above mentioned problems of tariff and non-tariff barriers, internal problems
in Nepal have added to complications. Nepalese bid for membership was motivated by a
desire to ensure predictable market access and become eligible for the special
concessions available to LDCs under WTO rules (Baumuller, 2008 and Ghimire, 2010).
However, the intended objective is not achieved since its agriculture is characterized by
lack of diversification, supply side constraints, low productivity, low technology and low
infrastructure. In the case of diversification, both Adhikari (2005) and Baumuller (2008)
argue that market access is not the problem; rather the challenge is to increase Nepalese
export type in the international markets by diversifying its exports profile. Nepal, like
other LDCs, is depending on very few products, such as coffee, tobacco and tea, for
export and on few destinations. For example, 90 percent of its exports go to India,
Germany and U.S. and the production of the country is not diversified, with cereal crops
accounting for more than 80 percent of gross cropped areas. As a result, this lack of
diversification highly affects Nepalese market access opportunities and the country is not
benefiting from the AOA principles (Acharya, 2007).

Since agricultural sector of Nepal is characterized by supply side constraint, trade

liberalization alone brings little benefits to the country. In Nepal both trade liberalization

and WTO membership occurred at a time when production in agriculture sector was not
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only low but also declining. This further undermined the potential gains from market
access principle of the AOA (Baumuller, 2008). In Nepal farming mainly depends on
subsistence and there is no commercialization of agriculture. Even land holding is small
which is not productive. For example, 40 percent of small scale farmers operating less
than 0.5 hectares of land. Due to this fact exporters ability to expand have limited thereby
hindering the country to take full advantage of market access opportunities and ensure

that trade effectively contribute to socio-economic development (Ghimire, 2010).

In quality side, quality problem is also minimizing the benefit of market access principle.
According to Tiwari (2010), due to lack of quality product the export of Nepal is not
accepted and it faces international competition in agricultural markets. Although Nepal
produces few animal and agriculture related products, the quality is very poor and hence
the country is unable to benefit from market access principle (Tiwari, 2010). More over,
lack of technology is the other constraint to exploit market access opportunity. In Nepal
most agricultural production is based on traditional methods and minimum use of
improved technology. Agricultural practices are traditional labor intensive and not
mechanized. This lacks of adequate technology leads to low level of production and
quality which can not be compete with other products in foreign markets (Thapa, 2004
and Tiwari, 2010).

It can be seen from the above that the market access principle of the AOA is not
benefiting the agriculture sector of Nepal. Although the principle is good by itself, due to
internal and external factors, the country is not in a position to exploit the market access

opportunity of its membership in the WTO.

3.2.4.3 Export Subsidy Principle and Nepalese Agriculture

Since the introduction of prohibition of new export subsidy, the system has in fact been
advantageous to the developed countries as these were the only category of states to have
significant export subsidies in place prior to the entry into force of the AOA (Deschultter,
2009). Export subsidies are the most harmful form of subsidies for LDCs. They lead to

subsidizing products of developed countries arriving on domestic markets of LDCs and
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displacing local production which typically cannot benefit from level of support (Ibid).
This is also true for Nepalese agriculture. Like other LDCs, Nepal did not make any
commitments to bind export subsidies for its agriculture sector under the terms of its
accession to the WTO. Nonetheless, the government asserted that at the time of accession

it did not provide subsidies on agricultural exports (Jull, 2006).

Common to all LDCs, Nepal does not subsidize its export. In fact at the time of WTO
accession, it committed not to subsidize exports. In addition to this commitment, the
economic reform of the government, which was implemented in the 1990’s, also led to
the reduction and elimination of subsidies in export sector (Awasthi and Adhikary, 2006).
After Nepal became a member of WTO, due to the existence of export subsidy in
developed states the country is facing some difficulties in the area of agricultural export
and international competition. Although the export subsidy principle obliged member
countries to avoid subsidies which distort trade and promote export competition, still
there is export subsidy in developed states which has some negative effective on
Nepalese agriculture (Ghimire, 2010). Due to export subsidy, the export of developed
countries gets supremacy and benefit from cheaper price. As a result, the agriculture
sector of Nepal loses its share in the world market. Furthermore, because of export
subsidies in developed countries, there are import surges in the internal market of Nepal
which intern leads to the lowering of price and this put the Nepalese farmers

disadvantageous (ibid).

In addition to the issue of subsidy, there is internal factor that hinders the benefit of
export subsidy. Although there are provisions in the WTO AOA that allow LDCs to
assist export sector through various means, Nepal does not utilize this opportunity. This
is due to the fact that there are no enough financial resources in the country to support its
sector through exempt measures (Dawe, 2007). Because of its low level of economic
development, there is no ample resource to allocate in Nepalese export sector and the
country could not afford export subsidies. In the absence of capital to support the
exporters, the country is unable to export competent products. Hence, this hinders
benefiting of the exempt measures (Ghimire, 2010 and Sharme and Karkee, 2004).
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Generally, like other principle, the export subsidy principle of the AOA has not highly
benefited the agriculture sector of Nepal. This is because there is no enough finance to
support this sector of the country. In addition to this, the subsidy by developed states also

makes it difficult for Nepalese export to compete in the world market.

3.3 Uganda

Uganda is a land locked country located in East Africa bordered by Sudan, Kenya, the
Democratic Republic of Congo, the United Republic of Tanzania and Rwanda (FAO,
2003). It lies on the north western shores of Lake Victoria, extending from 1 south to 4
north latitude and 30 to35 east longitude. Uganda is a home to nearly 30 million
populations. It is, in many respect, a typical sub-Saharan African country which is low
income, dependent on aid and encounters a persistent trade deficit and dominated by
agricultural production and processing with a small manufacturing sector. Furthermore, it
suffers internal security problem and is caught up in regional conflicts and hence face
threat of political instability (Bibangambash, 2002 and Nations Encyclopedia, 2009).

3.3.1 Agriculture in Uganda

Uganda is one of Africa’s LDCs whose agriculture sector is the main stay of economy.
The sector dominates both economic and social activity of the people (Bakunda, 2008).
Although the contribution of the sector has been declining over the years, agriculture has
continued to dominate the economy of Uganda. According to Tumushabe et al. (2007),
agriculture in Uganda is the source of people’s livelihood, GDP and export. The
majorities of the poor reside in rural areas and depends on the agriculture sector for their
livelihood. At the level of rural communities within Uganda, the proportion of the rural
population directly involved in agriculture activities is even higher within the sector itself
(Ibid). Even where agriculture may not be the major activities in questions, it still
provides the main source of employment and income indirectly through activities such as
agricultural processing, domestic trade and transportation of products (Abdalla and
Egesa, 2005). Hence, the sector serves as a basic source and provider of food self-

sufficiency and security for the majority of the population.
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Although the share of the sector in GDP has declined through time from 40.8 percent to
34.0 percent, agriculture remains the back bone of Uganda’s economy and serves as an
important provider of inputs for other production activities, including the manufacturing
sector, which is heavily tied to agricultural sector development. Due to this, the sector is a
foundation for a number of agro-based industries and provides the bulk of raw materials
for the largely agro-based industrial sector (www.wto.org). Apart from maintaining its
share as the main source of GDP, agriculture is also the main source of foreign exchange
earner accounting for over 90% of total exports. These exports are classified as traditional
and non-traditional exports (Bakunda, 2008). According to Tumushabe et al.(2007), the
traditional exports include coffee, cotton, tobacco and tea while the non-traditional export
include items such as maize, hides and skin, beans, fish and the like. Although all of these
products are the sources of exports for Uganda, coffee is still the primary export earner
for the country. For example, in 2001 coffee receipts 11% of the total exports (ibid).

Despite its contribution to the economy, Uganda’s agriculture, like other LDCs, is
characterized by lack of surplus production, lack of technology, the absence of
diversification, poor transport communication and geographical problem (Gollin and
Rogerson, 2010). In terms of surplus production, Uganda faces challenges. Although the
sector is the main source of income for the majority people of Uganda, the farmers do not
engage in substantial commercial agricultural faming where 70% of the area under
cultivation is used to produce locally consumed food crops (Abdalla and Egesa, 2005).
Moreover, the sector is dominated by smallholder farmers who depend on small plot of
land. And the agricultural out put which primarily comes from small farm land can not be

surplus and this in turn result in supply side constraint (ibid).

The other characteristic of Uganda’s agriculture, like that of Nepal, is also lack of
appropriate use of technology which delays the agricultural development of the country
(Tumushabe et al., 2007). Since the agricultural sector used primarily unimproved
methods of production, the sector is not productive and unable to support the overall of
growth of the population (Ibid). In addition to this, the absence of diversification is the

other characteristic feature of Uganda’s agriculture sector. According to Gollin and
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Rogerson (2010), agriculture sector is dependent on few products for export. This is due
to the fact that there is no diversification in Uganda’s agricultural production. For
example, Uganda’s exports are dominated by traditional cash crops such as coffee, tea
and cotton. This dependence also results in low level of profit from exports (FAO, 2003).
Furthermore, the sector is characterized by lack of infrastructure. Due to poor transport
communication, the market system is destroyed and the price of products is low. This
infrastructure problem is contributed to low volume of export commodity production.
The dependence on rain-fed farming system also characterizes the agriculture sector of
Uganda. Since small holder farming is based on rain-fed agriculture, they are vulnerable
to changes in weather condition. This in the long run significantly affected the supply of

agricultural products (Tumushabe et al., 2007).

3.3.2 Agriculture Policy

Uganda embarked on a long term economic reconstruction program when the new
government assumed power in 1986. In 1987 the government formulated and
implemented a comprehensive economic recovery programme which focused on a
number of issues such as liberalization of domestic markets, removal of restrictive tariff
and non-tariff barriers and the abolition of tax on exports (Abdalla and Egesa, 2005). The
reform was also intended to move away from traditional towards non-traditional exports.
It was designed to restoring economic growth and development through diversifying the
agricultural exports. Furthermore, the reform was centered on privatization of public
enterprise (Blake et al., 2002).

However, the 1987 reform did not achieve the intended result such as economic
development and hence amended and consolidated into an all inclusive government
development framework called the Poverty Eradication Action Plan (PEAP) in 1997 and
later the PEAP revised in 2000 (Potts and Nagujja, 2007). The PEAP is the central policy
planning framework between the government of Uganda and its development partners.
The purpose of the PEAP is to provide an over arching framework to guide public action
towards eradicating poverty. According to FAO (2003), the major goal of the PEAP is to
reduce the poverty level in Uganda from 35% in 2005 to less than 10% by the year 2017.
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It is within the PEAP that reforms in the agricultural sector and new policies are initiated.
Under the main objective of PEAP, agriculture is seen as a pivotal component for
economic growth. Hence, the government enacted the Plan for Modernization of
Agriculture (PMA) as part of the broader strategy of PEAP in 2001 (Greenbelt Consult
Limited, 2006). According to FAO (2003), the primary goal of the PMA is poverty
eradication through a profitable, sustainable and dynamic agricultural and agro-industry
sector. This is expected to raising farm products, increasing the share of agricultural

production and creating more farms and off farm employment opportunities (Ibid).

3.3.3 The AOA and the Experience of Uganda’s Agriculture

The accession of Uganda was largely a consultative process coordinated by the inter-
institutional trade committee, which included government institutions, the private sectors,
academics and civil society organizations (Rudaheranwa, NY). After becoming a member
of GATT, due to the transformation of GATT into WTO, Uganda ratified the Marrakesh
agreement and became original member of the WTO on September 1994. And thus it is
bounded by all WTO multilateral agreements. Uganda is treated as an LDC within the
WTO and it grants MFN treatment to all of its trading partners and has made special
efforts to establish appropriate machinery to implement the WTO agreements (WTO,
2001). Despite the difficulties involved in drafting and making notification as required by
the various agreements, Uganda continues to attempt to fulfill all the requirements on the
basis of their frequency as summarized for those agreements relevant to agricultural trade
(FAO, 2003).

In an effort to become WTO compliant, Uganda has undertaken steps towards economic
development through the liberalization of its agricultural sector (Abdalla and Egesa,
2005). Because of the AOA commitment, Uganda is currently undertaking reforms of all
its commercial laws to bring all its trade laws, regulation and procedure into conformity
with WTO requirements. This process highly affects the agricultural sector of the
country. Although the AOA raised the expectation that member countries would benefit
from the agreement, Uganda’s experience seems to contradict the central aim of

agricultural liberalization (Bakunda, 2008).
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Under the AOA members have to make significant change in their food and agricultural
policies. They are also obliged to open up their economies to cheap food imports and to
reduce and severely limit support for their farmers. This gives rise to an increased
competition from imports and intensify rural poverty and destroy small holder
livelihoods. This is also true in Uganda where the majority farmers depend on small scale
farming (Madeley, 2000).

It seems that Uganda, in view of the above commitments, do not benefit from WTO
membership. Although the AOA provides exempt measures and special and deferential
treatments, the country seems not to have fully taken the advantage of this opportunity
largely in view of the liberalization of world trade in agriculture is negatively affects
prices of the product of Uganda’s exports. Due to this fact, the country is experiencing
negative balance of trade in its agricultural exports (Balke et al., 2002 and FAO, 2003).
Therefore, the section below attempts to show the implication of the three principles of

the AOA on Uganda’s agriculture.

3.3.3.1 Domestic Support Principle and Uganda’s Agriculture

Since Uganda is the original member of the WTO, it is obliged not to give any trade
distorting subsidies to its agriculture sector. According to the AOA, Uganda cannot
support the agricultural sector above the established level which is set by the Marrakesh
agreement. Due to this, the country is scheduled to reduce its domestic support. But there
is the chance to support its agriculture sector based on the exempt measure (FAO, 2003).
Although Uganda is required to reduce trade distorting supports, there is exempt measure
by which it can support its agricultural sector. When Uganda approved the Marrakesh
agreement, the expectation was that the AOA will benefit the country through the use of
exempt measures (ibid). It is true that under the Green Box, Blue Box and development

measures, there is no restriction on expenditure on agriculture.
Even though the AOA allow the use of exempt measures, Uganda doesn’t seem to benefit

from this principle. In the regional workshop on the WTO AOA which was held in
Nairobi, Kenya in 1999, the delegates of Uganda stated that the main elements of the
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current agreement of the AOA are not very relevant to their economy. In this workshop
Uganda reported its experience of adverse effects from implementation of domestic
support principle (Demesse, 2005). The government of Uganda also reported that the
provisions of domestic support measures remain unbalanced and in favor of developed
countries and did not help the growth of Uganda’s agricultural sector (Abdalla and Egesa,
2005).

One reason for the unfavorable nature of domestic support measure is due to lack of
sufficient capital to support the agriculture sector of Uganda (FAO, 2003). Like other
LDCs, Uganda is characterized by lack of sufficient capital and hence depends on the aid
of international institutions for which certain pre-conditions are required to be fulfilled.
Among the conditions, free trade or trade liberalization is the one which require the
abolishment of domestic subsidies. Due to this donor states obligation, Uganda cannot
utilize the exempt measures effectively (ibid). Therefore, similar to the case of Nepal,
financial constraint is one internal factor which affects the capacity of Uganda’s

government to provide domestic support under the exempt measures.

The other factor which hinders the benefit of Uganda’s agriculture from the AOA is the
domestic support given by the developed states for their agriculture sector. The AOA
clearly indicates the obligation of member states to lower and then eliminate their
support. However, the support given by developed states have increased through time
(Khor, 2005). In developed countries domestic support for their agriculture sector are not
decreased; rather increased. Since the AOA allows some form of domestic support,
developed countries, due to their financial capacity, use this measure effectively. For
example, in 2002 the total support of the developed countries for their agriculture sector
is 318 billon US dollars. Out of which about 90% is in the EU and U.S., which are the
major trade partners of Uganda. This measure in effect destroys the market of the

agricultural product of Uganda (Abdalla and Egesa, 2005).

The effect of these agricultural subsidies in developed countries is that their farm

production levels are kept high and they depose their surplus in other countries, by often

44



dumping on world markets at less than production cost (Khor, 2005). According to
Abdalla and Egesa (2005), high internal producers support measures in developed states
results in surpluses which end up decreasing in world price. For example, there is
domestic support for cotton producers in US, China and EU. This subsidies results in
surplus cotton products which is sold in lower price. Since cotton is Uganda’s third
export earner, the surplus cotton products in the world market damages the cotton product
of Uganda (Gillson et al., 2004).

Further more, the government of Uganda reported that food insecurity has been
aggravated by the collapse of domestic agricultural production due to dumping of cheap
food from subsidized agricultural products of developed country. Since the AOA
discouraging subsidizing of farm in puts, this led to reduction of fertilizer use in Uganda
due to high costs of inputs. This in turn results low level of productivity (Demesse,
2005).

In addition, due to subsidies in developed states, farmers in Uganda losses their export
opportunities in other countries. This is because subsidizing countries are exporting to the
third countries at artificially low price. Hence, because of the inflow of artificial cheap
subsidized imports, Uganda’s farmers lose their market share in foreign and domestic
markets and thereby lose their livelihoods (Khor, 2005). Since the domestic support is not
tight and allow the use of exempt measures, the agricultural products of developed states
become very cheap. And this also lowers the price of the same agricultural products. In
the long run this results in import surges in internal markets of Uganda. Due to this the
agriculture sector of the country gets badly affected (FAO, 2003). For example, the
domestic support in developed countries affects coffee price in the world market.
Because of domestic support measures in developed states, the price of coffee beans
dropped sharply, and the share of the coffee market revenue accruing to producer
countries has also decline sharply. The effect of the final coffee price has been very
serious for many countries including Uganda where a quarter of the population depends

on coffee production (Khor, 2005).
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3.3.3.2 Market Access Principle and Uganda’s Agriculture

Uganda implemented a liberalized agricultural trade regime in 1990s. This reduced and in
many cases reduced tariffs and eliminated quantitative restrictions®® and removed import
quotas as well as implementing the MFN and National treatment principles
(www.wto.org). Following the implementation of this new trade policy, the government
introduced a more rational tax and tariff system. The tariff structure was simplified
through a reduction of the number of bounds from five to three and the maximum tax
rates were reduced from 60% to 15% (Bakunda, 2008).

In addition to the internal trade policy reform, the government further liberalized its
agricultural sector as part of its commitment for the AOA. Since 1995 Uganda, as a
founding member of the WTO, has implemented the requirements of the WTO AOA. As
part of the commitment, it reduced the average tariffs on all import from around 250% in
1991 to an average of 90% in 2000/1. More over, the tariffs on agricultural imports
reduced to an average of 11.2% in the same year (www.wto.org). Since the approval of
the Marrakesh agreement, all of Uganda’s agricultural products are bounded in tariff. The
tariffs are at calling rates of 80% for most agricultural products, with rates varying
between 40 to 70 percent. Because the AOA requires the abolishing of non-tariff barriers,
the country has also avoided most non-tariff restrictions including qualitative restrictions
(FAO, 2003).

Although the idea of market access principle is to benefit member states, Uganda’s
experience seems to contradict the central objective of the market access principle
(Bakunda, 2008). Since market access encourages states to give priority for export crops
than domestic consumption, there is high food import in Uganda. Due to market access
commitment and government policy, there is a significant increase in agricultural imports
from the EU. For example, more than 150 items are imported as compared to about 70
items in 1995. The total annual imports grew by an average growth rate of between 5%
and 6% between 2000 and 2004, from the level of USD 22.6 million to the level of USD

20|t is a restriction on trade, usually imports, limiting the quantity of the product (www.termwiki.com).
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24 million by 2004. This shows the steady growth of imports in Uganda (ibid). This in
turn resulted the dumping of import goods which is cheaper than domestic price putting
farmers in a position unable to compete with other cheap import agricultural goods and
this make them out of business (Khor, 2005).

In addition to this commitment, there are also internal and external factors which affect
Uganda’s agriculture sector ability to benefit from this principle. Internally, one reason
which minimizes the benefit of Uganda’s agricultural trade liberalization under the AOA
is lack of capacity to produce products in quality and quantity (Khor, 2005). Even if
there is market access opportunity for Uganda, there is supply constraint and quality
problem. Since Uganda’s agricultural activity is based on traditional methods and
subsistence farming, there are no enough products to supply in to foreign markets
(Abdalla and Egesa, 2005). Besides its supply constraint, the sector also faces quality
problem. As compared to the product of developed countries, the qualities of Uganda’s
agricultural products are below standard. All these problems prevent the country from
being able to take advantage of market access principle and its products do not compete
with others in foreign markets (Tumushabe et al., 2007 and Gollin and Rogerson, 2010).

The other factor which hinders market access opportunity is lack of well developed
infrastructure. According to Gollin and Rogerson (2010), there is no adequate physical
infrastructure in Uganda’s agricultural sector (ibid). This weak infrastructure coupled
with land locked status of the country has impaired the growth of its exports to foreign
markets. Due to this geographical factor, there is a delay of deliveries to the export
markets (Madeley, 2000). Further more, remoteness, land lockedness and poor
communication infrastructure do not only isolate the country but also increase transport
costs of doing export agricultural products to other states. As a result of this, the country

is not benefiting from market access provisions (Gollin and Rogerson, 2010).
The third internal factor is weather problem. Although the AOA encourage the export of

less developed countries, Uganda’s farmers are not able to use this opportunity because

of dependency in weather and poor harvest handling practice (Khor, 2005). In Uganda
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most of the agricultural activities depend on nature and the ecological integrity of the
environment. Any change in climate and weather condition result in low level of
productivity. Hence, Uganda’s market supplies, especially to the export market, can not
be sustained over the entire year (Tumushabe et al., 2007). Finally, lack of modern
farming technology is also another internal factor which hinders Uganda’s agriculture to
benefit from market access principle. As mentioned earlier, the majority of farmers
depend on traditional unimproved method of farming. This activity results low level of
production and quality which is not enough to export in to foreign markets (Tumushabe
etal., 2007).

In the case of external factors, the existence of tariff and non-tariff barriers are the most
important factors that hinder the free entrance of Uganda’s export in foreign markets.
Despite the establishment of the AOA, aimed at reducing tariff and eliminate non- tariff
barriers, the developed countries have continued high protection of their agriculture
sector. There are high tariffs on selected agricultural products of Uganda (Khor, 2005).
After the implementation of the AOA, a number of problems arise related to tariff
reduction. One concern is the issue of “dirty tariffication” arising from new significant
tariff peaks in agriculture of developed countries as well as wider dispersion of tariff rates
(Abadalla and Egesa, 2005:19). According to Abdalla and Egesa (2005), high tariff in
general and tariff peaks and escalation in particular serve as major barriers to the exports
of Uganda. Tariff quota system on the other hand provides limited opportunities for
Uganda’s export (Ibid). For example, FAO studies in 2003 have stated that high tariffs
and tariff escalation are the major barriers to products of export interest to Uganda. This
activity of the developed states highly affects the export revenue of the country (FAQO,
2003).

Since the developed countries still have high degree of tariff escalation for processed
agricultural products Uganda has shifted its export from processed to unprocessed
products (FAO, 2003). According to Bakunda (2008), there was a steady decline in the
value of processed agricultural exports to the EU, decreasing by 25.2% from 2000 to

2004. This indicates that there is the decline in the value of processed agricultural exports

48



where the value of unprocessed export is increasing. This suggests an increasing shift
from exporting processed products to exporting unprocessed products. This substitution
of processed to unprocessed agricultural exports further suggests that processed
agricultural exports are less competitive and decline in terms of competitive conditions in
the local markets (Bakunda, 2008).

In addition to tariff barriers, the agricultural exports from Uganda face non- tariff barriers
in foreign markets. These barriers limit market access for the country’s products. Among
these non-tariff barriers the application of sanitary and phyto-sanitary standards are the
most important one that hinder the free entrance of Uganda’s export in other states. The
other barriers are technical barriers and anti-dumping measures which also utilized by
developed states. As a result of these factors, Uganda’s agriculture is not benefiting from
market access principles (Nyangito, 2004).

To sum up, market access principle is does not seems to benefit the agricultural sector of
Uganda. This is due to the existence of internal and external factors which hinder the

country to exploit the market access principle.

3.3.3.3 Export Subsidy Principle and Uganda’s Agriculture

The central aim of the export subsidy principle of the AOA is to oblige member states to
lower their export support measures. Within this principle there are exempt measures that
allow LDCs to use them in their agriculture sector. However, Uganda does not offer any
subsidies specifically that is designed to promote exports (FAO, 2003). Although Uganda
as LDC is exempted from export subsidy reduction, the country does not use it
effectively. According to FAO (2003), this is the out come of low financial capability and
the government policy to liberalize its export sector. Since there is no adequate financial
resources to provide export subsidies, Uganda can not use the export enhancing facilities
even if it is allowed to do so (lbid). In this regard, Abdalla and Egesa (2005) have stated
that Uganda’s exports are constrained by the lack of access to reasonably priced working
and investment capital. This is partly due to the absence of export credit as well as the

lack of sufficiently adequate financial resource in Uganda. Consequently, the market for
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credit to exporter was characterized by high lending rates and therefore it undermines the

competiveness of Uganda’s exports (ibid).

Although the AOA obliged member states to reduce export subsidies, there is an increase
in subsidies in developed countries export sector. Due to this, there is an increase in the
food imports in Uganda which is greater than increase in agricultural exports. According
to Nyangito (2004), export subsidies that are dominantly used by developed countries
make the products of sub-Saharan countries difficult to compete in the world market and
also dampen domestic production when they are exported in sub-Saharan countries. For
example, the EU accounts the majority subsidies granted by developed countries. This
action allows the product of this region to under cut price for local agricultural products
and this in turn affects the domestic market for small famer in Uganda (Wiggerthale,
2004).

Furthermore, Nyangito (2004) has stated that the export subsidies in developed countries
hinder the efforts of Uganda to increase its agricultural exports. Due to this, the sub-
Saharan countries, including Uganda, which are heavily dependant on a few primary
commodities, suffered from both volatility and secular decline of export since the
establishment of the WTO. Moreover, FAO indicated that exports subsidies, in many
cases, have contributed to the displacement of products from Uganda within their
domestic as well as regional markets. According to the study carried out by FAO in 2003,
export subsides in developed states damaged the production of small scale producers in
Uganda (FAO, 2003).

As far as export subsidies are concerned in developed countries, they are prevalent on
commodities such as cereals, dairy and beef products in which Uganda is a net importer.
However, these commodities are also important export for at least 50% of total exports of
Uganda (Nyangiot, 2004). The fact that these commodities are subsidized makes it
difficult for Uganda to compete with other developed states products in the world and

domestic markets (Ibid).
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In sum, the export subsidies provision of the AOA and its exempt measure less benefit
the agricultural sector of Uganda. This is because there is no enough amount of capital to
support the sector. In addition, the subsidy by developed states hinders Uganda’s ability

to benefits from the provision.

3.4 Chapter Summary

Nepal and Uganda which are under the category of LDCs are mainly depending on
agriculture sector. The sector of these countries is mainly characterized by lack of
quality, infrastructure, technology, surplus products and diversification. Both Uganda and
Nepal believed that there membership in the WTO would benefit their agriculture sector
and then economic development. However, as indicated earlier, these countries are not
benefiting from their membership. There are different internal and external factors that
minimized the benefit of membership. Although the AOA provide some exempt
measures for LDCs, due to lack of budget and experts both Nepal and Uganda are not in a

position to benefit from exempted measures.
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Chapter Four
An Overview of Ethiopia’s Agricultural Sector, Accession Process

and Lessons for Ethiopia

4.1 Introduction

Ethiopia is a land locked country and one of the largest countries in Africa both in terms
of land area and population with diverse socio-cultural and agro- ecological features
(Berhane, 2009). It is the seventh largest country in Africa, covering a total area of 1.1
million square kilometers. Ethiopia is the second most populous country in sub-Saharan
Africa after Nigeria. In 2007 estimation, it has a population of more than 74 million with
annual rate of growth of 2.9%. It shares international borders with Somalia and Djibouti
in the east and south east, Eritrea on the north and north east, Kenya on the south, and
Sudan in the west (Badege, 2006). With a per capita income of only about 20% of the
African average, Ethiopia is one of the world’s poorest countries with 38% of its
population living under the poverty line. In addition, persistent food crises have left a

significant proportion of the population food insecure (Diao and Nin Pratt, 2005).

Like other LDCs, Ethiopian economy is predominantly agrarian where agriculture plays a
key role in the social and economic development. The sector is also the source of raw
material for the local industries (Berhane, 2009). Despite its importance, agricultural
policy has undergone several swifts and changes under three different regimes. And since
the overthrow of military regime in 1991, the country has formulated different policies
and strategies to guide its agricultural development (ibid). As part of its economic policy
reform, the government has applied for membership in the WTO in 2003 with the hope
that the participation of the country in the WTO and further liberalization of the
agriculture sector through the AOA will benefit the sector (Fikremarkos, 2008).
However, the experience of acceded and original member countries of WTO indicates
that the AOA has some implication for their agriculture sector. The experience of these
countries may serve as the source of lesson for other acceding countries which have the

same agricultural context with them. Since Ethiopian context is similar to those LDCs,
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their experiences may be a good lesson for the country. Therefore, this chapter discusses
the features of agriculture sector of Ethiopia, its agriculture policy and then the accession
process of the country. At the end of the chapter, based on the experience of those

selected countries, attempt is made to draw possible lessons for Ethiopia.

4.2 Agriculture in Ethiopia

Agriculture is the basis of Ethiopian economy. The country is heavily dependent on
agriculture sector for generating employment, income and foreign currency (Badege,
2006). As far as employment is concerned, the sector absorbs at least 85% of the
population. This is considerably high when compared to most of the sub-Saharan African
countries where the share of agriculture in total labor force has declined from about 70
percent in 1980s to lower 60 percent in 1990s. But the trend in share of labor force in
Ethiopian agriculture shows no appreciable decline (Badege, 2006 and African
Development Bank, 2008).

In addition to being the source of people’s livelihood, agriculture is the major sector of
the economy contributing an average 40-50% of the GDP. Although its share of the total
GDP has declined from 53 percent to 43 percent between 1995/96 and 2008/09, the
sector continues to be the major source of the GDP (Temesegen, 2010). Besides its
contribution to the GDP, it is the source of raw material for local industries as a factor of
production to the country’s manufacturing sector. According to the Federal Democratic
Republic of Ethiopia (FDRE) (NY), about 70% of the country’s raw material
requirements for large and medium sized agro-based industries come from agriculture
sector. Moreover, the sector is also the major source of capital for the majority
population. Hence, the sector plays a key role in generating surplus capital for the
economy. And given the majority of the population is dependent on the agriculture sector
as a source of income, the existence of surplus capital in the sector expands and creates

home markets for other sector (Temesegen, 2010).

In terms of generating foreign currency, a lion’s share of the country’s earnings also

comes from agriculture sector (Getachew, 2009). If we look at the contribution of the
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sector for export, we can see that the country generates almost all the export earnings
from agricultural products. In other words, agriculture is the source of about 90% of the
export earnings. For example, on average (for the period betweel988 and 2000)
agriculture constitutes about 92% of the total export. These exports are traditional export
items, such as coffee, hides, oil seeds, chat and live animals, which are primary
commodities that could be easily produced and exported (Berhanu, 2009 and Badege,
2006).

Even for traditional commodities like coffee, the largest share is exported as primary
goods. Although the country exports other non-traditional exports, coffee, which is the
dominant cash crop and the largest export earner, continues to dominate its exports
(Estandards Forum, 2009). According to Musebe et al. (2007), coffee continues to be the
major agricultural product with respect to export flow. It accounts for 3% of the
agricultural GDP. In other words, it accounts for about 60% of export earnings. This put
Ethiopia as the largest coffee producers in Africa. Besides being the source of GDP,
coffee is also the source of livelihood for the people. For example, as per the 2005
estimation around 15 million people depend on coffee for their livelihoods

(www.economywatch.com).

With respect to the destination of Ethiopian exports, Switzerland, China and Germany are
the major export destinations. Moreover, neighboring states, such as Sudan and Somalia,
are important markets for Ethiopia’s exports (Access Capital Research, 2010). In addition
to being the source of export earnings, the sector also finances import of goods essential
for the socio-economic development of the country. The foreign currency obtained from

export sector helps the country to import products from abroad (Fikremarkos, 2008).

Despite the huge dependence on agriculture and its enormous contribution for the
economy, the performance of the sector is disappointing and its production does not meet
with the growth rate of the population. For example, during the past two and half decades
agricultural production has increased only by 59 percent which is lower than population

growth which has double in the same years. Even the contribution of the agricultural
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sector to the national economy decreased from 47 percent to 41. Thus, it is not in a
position to feed the rapid growth of the population (Demesse and Chanyalew, 2010 and
Samuel, 2006). A glance at the available literature reveals reasons for this dismaying
state of affairs. One reason for this problem is the heavy reliance of the sector on rain- fed
farming system. According to Temesegen (2010), the sector is mainly depending on
weather conditions and it is subjected to natural calamities such as drought and famine.
Since the sector is based on rainfall, change of weather condition leads to low level of
production. As a result, the majority of the rural population is vulnerable to a persistent
and frequent food shortage (Berhanu, 2009 and Samuel, 2006).

The other reason for the low level of productivity is the absence of improved production
technology. Agriculture in Ethiopia is dependent on low level of farming technology
which is very backward and unproductive (Temesegen, 2010). According to Temesegen
(2010), agriculture is dominated by small-scale farmers who adopt traditional farming
practice. In Ethiopia farming system is traditional and managed with simple production
technology and ploughing is wusually oxen-driven (Institute of Bio-Diversity
Conservation, 2008). Hence, the productivity of the sector is very low and not able to

feed the population.

The third reason for the declining of agricultural production in Ethiopia is the dependence
of the sector on small-scale farming. Smallholder farming is the dominant livelihood
activity for the majority of Ethiopians (Devereux and Guenther, 2007). According to
Demesse and Chanyalew (2010), the production of crop is dominated by small scale
subsistence farmers. These small scale farmers on an average account for 95% of the total
area under crop and for more than 90% of the total agricultural output. Most of food
crops and export crops are produced by small scale farmers. Due to small size of land
holding, these small-scale farmers are not very productive (ibid).** For example, on

average 55% of the rural households cultivate less than two hectares per house hold.

%L There is an intense debate on the relationship between land holding size and productivity. Some argued
that large farm holdings is necessary for attaining the economies of scale- an essential condition for
agricultural commercialization and production promotion. Differently, others argued that there is an inverse
relationship between landholding size and productivity. However, such debates are beyond the scope of this
study.
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According to the FDRE (NY)), about 96% of cultivated area is under smallholder farming
and only 4% is used for commercial farming. The fourth reason is the inherent drawbacks
of the sector such as under capitalization of infrastructure and in-adequate capacity,
transaction costs and low market transaction, and poor complimentary service such as
extension credit (African Development Bank, 2008). This in turn hinders the capability of
the farmers to produce surplus of products.

To sum up, due to the above mentioned reasons, Ethiopian agricultural production is
declining from year to year and there is varied in yield. Since the productivity of the

sector has declined through time, it does not meet the rapid population growth.

4.3 Agriculture Policy

Ethiopia over the last fifty years has experimented both socialist and capitalist strategies
of economic growth in agriculture. During the previous two regimes the country
undertook significant measures at reforming its agricultural policies. However, its
experiments failed to bring about self-sufficiency in food production (Taddesse, 1999).
Hence, in the mid 1990’s the Ethiopian People’s Revolutionary Democratic Front
(EPRDF) led government formulated a development strategy centered on agriculture,
which aimed at stimulating agricultural growth and rural development by way of
inaugurating a new strategy known as- the Agriculture Development Led
Industrialization (ADLI) in 1995 (Samuel, 2006 and Diao and Nin Pratt, 2005).

The central idea of ADLI was that “agriculture should be the starting point for the
structural transformation of the economy”. In other words, agriculture is seen as the
sector from which growth should emanate and growth in agriculture lead to industrial
growth (Deron and Zeitlin, 2009). Through ADLI the government believed that farming
is the backbone and potential source of growth for the Ethiopian economy upon the
assertion that the primary initiator of demand for industrial output will be domestic,
rather than foreign demand. As its name indicates, ADLI can be seen as a phased

development strategy starting in agricultural sector which then will offer labor and inputs
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and serve as a source of demand for other non-agricultural sector (Dercon and Zeitlin,
2009 and Devereux and Guenther, 2007).

According to Samuel (2006), under the ADLI agriculture serve as a primary stimulus to
generate increased output and income for the people and by doing this it serves as the
facilitator for the development of other sectors of the economy. To implement this
strategy, the government intensifies the smallholder agriculture to ensure food self
sufficiency and induce growth in the rest of the economy (Temesegen, 2010). The ADLI
strategy is the government’s over arching policy response to Ethiopia’s agricultural
productivity challenges. Hence, with ADLI strategy as a basis, the government restored
its national agricultural extension programs and promoted a new technology package of

high yielding seeds and fertilizers to smallholder farmers (Samuel, 2006).

The ADLI strategy is mainly focused on agriculture and rural development with the
objective of improving productivity, commercialization and diversification of
smallholder agriculture; ensuring prudent allocation and use of existing land,;
strengthening of human resource capacity and effectively utilizing it (African
Development Bank, 2008). Under this strategy, the government believed that growth in
smallholder agriculture provides a diversified base for rural industrialization driven by
expansion of effective demand for non farming goods and services (Getachew, 2004). In
addition to the above mentioned objectives, ADLI has other objectives such as a shift to
higher valued crops, promotion of niche high value export earnings, and support for the
development of large scale commercial agriculture and promote the use of labor intensive
methods (ibid). Berhane (2009) states that the ADLI strategy focuses not only the above
objectives but also on commercialization of subsistence agriculture through capacity
building of various actors, development and adaption of high yielding technologies,

diversification of high value commodities and development of irrigation (ibid).
To achieve the above objectives, the government launched a series of development and

poverty reduction programs, which includes Sustainable Development and Poverty
Reduction Program (SDPRP) in 2001 and the Plan for Accelerated and Sustained
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Development to End Poverty (PASDEP) in 2004/05. These two strategies have been
perceived as the most significant policy statements of recent years, which have
significant implication for the agricultural sector development (Diao and Nin Pratt,
2005). Both SDPRP and PASDEP seek sustainable, rapid and equitable economic growth
and human resource within a decentralized federal administrative structure to reduce

poverty in its income and non-income direction (Africa Development Bank, 2008).

Following wide-ranging of public consultations, Ethiopia launched the SDPRP strategy
in 2001. It focused on improving human and rural development, food security and
capacity building through transformation of the agriculture sector (Devereux and
Guenther, 2007). According to Ministry of Finance and Economic Development
(MoFED) (2005), the SDPRP is not a stand-alone strategy; rather it is built on existing
government policies, strategies and programs. The SDPRP was built on four pillars.
These are: - 1) ADLI, 2) decentralization and empowerment, 3) capacity building in
public and private sector and 4) justice system reform (www.ethioembassy.org.uk).
Although all of these pillars are not directly related to agriculture sector, they indirectly
affect the sector. In terms of agricultural development plan, the main elements of the
SDPRP program include: improved research and extension packages for Ethiopia’s
farmers, expanding irrigation and fertilizer reform. Furthermore, in SDPRP the
government also aimed to encourage the participation of private sector in agricultural
production and marketing (MoFED, 2005).

The broad thrust of Ethiopia’s strategy with SDPRP includes, over-riding and planned
focus on agriculture; strengthening private sector growth and development; rapid export
growth through production of high value agricultural products; and strengthen
agricultural research, water harvesting and small-scale irrigation
(www.ethioembassy.org.uk). From this one can see that the over arching objectives of the
government’s SDPRP strategy is to reduce poverty and at the same time maintaining
macro-economic stability (Ibid).
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PASDEP is the second strategy perceived as important program for agricultural
development. The draft version of PASDEP was released in December 2005 and
designed to implement for the period 2005-2009 (Amdissa, 2006). The PASDEP is the
legal document defining the national development plan and is a strategic framework
guiding the development policies of the country for the five year period. Its policy
process was coordinated by the MoFED (MoFED, 2005). The PASDEP is a plan
embarked on a significant and ambitions shift towards agricultural commercialization for
income generation and wealth creation at house hold and national level. As a strategy,
PASDEP is the continuity of both ADLI and SDPRP and builds on the strategic direction
pursued under both strategies (Devereux and Guenther, 2007 and Amdissa, 2006).

However, PASDEP has introduced some new policy direction. Although PASDEP is the
continuity of ADLLI, its aim towards large scale commercialization represents a departure
from the ADLI, which saw small scale farmers as source of growth in agriculture and the
wider economy (Amdissa, 2006). Moreover, the PASDEP moved away from the ADLI
strategy which focuses with growing food for subsistence and delivering food aid for
survival when food production is in adequate. In addition to this, PASDEP also renews
the commitment of the government to supporting small holder farmers (Devereux and
Guenther, 2007).

Like ADLI, the PASDEP takes forward a number of similar measures emphasizing upon
SDPRP, prioritizing food security, rural development and capacity building. But it also
includes some new issues beyond the SDPRP. According to Devereux and Guenther
(2007), PASDEP aims to double agricultural production in Ethiopia in five years, with
consequent improvement in smallholder incomes and Ethiopia’s foreign exchange
earnings. It also aims to commercialize the agriculture sector and renews the government

policy towards food security program (Amdissa, 2006).

In sum, from the above, one can see that the government gives high emphasis to the

agriculture sector. And to enhance the development of the sector the government
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formulated the above mentioned policies which could improve the productivity of the
sector.

4.4 Accession Process

LDCs in the WTO and those in the process of accession see WTO membership as a
means to achieve their developmental need. They also believe that membership in the
WTO is a means to accelerate their economic development. It is under this expectation
that many LDCs, including Ethiopia, have applied for membership (Fikremarkos, 2008).
Ethiopia in particular applied for observer status two years after the establishment of
WTO and also expressed its interest to enter into the organization through negotiation.
The WTO ministerial conference accepted Ethiopia’s request for observer status in 1997
and since then Ethiopia was has been accorded an observer status at the WTO
(Kaleyesus, 2009). Based on the rule of the WTO, any country which submitted its
application for observer status should start negotiation within five years of its application.
However, due to war with Eritrea the country was not able to start its negotiation within
the given years. As a result, the country requested the continuity of its status and this

request has been accepted by WTO member countries (Yabowork, 2008).

After six year stay as an observer, Ethiopia formally submitted an application to accede
to the organization in January 2003 and then, Ethiopia’s request for accession was
circulated in the WTO. A month later, after Ethiopia’s application was accepted, the
WTO General Council established a working party under the Chair-person of N. Mac
Millan. This working party which was established in 2003 started to examine the
application of the country (www.wto.org). Following this, the government prepared a
road map for WTO accession and organized a workshop for government officials and
private sector representatives in September 2004. In this workshop, the road map was
discussed widely and the participants raised different issues regarding the benefits and
costs of membership (MoFED, 2005).

After its establishment, the working party submitted its recommendation to the general

council which include a draft of protocol of accession (Hailu, 2010). In December 2006,

60



Ethiopia submitted the Memorandum of Foreign Trade Regime (MFTR) to the WTO
secretariat. The MFTR, which clearly showed the trade regime of Ethiopia, was prepared
by a technical committee which was formed by the national committee. To perform its
function effectively, the technical committee’s members were drawn from various public
institutions (www.wto.org). In 2007 Ethiopia received the first round of questions from
WTO member countries. These questions were about service and agricultural sector
liberalization and it also included the economic policy, direction and implementation of
the country. Later, in 2008 the Ministry of Trade and Industry (MoTI) responded to the
questions (Wendwesson, 2008). Since then the country provided information on its

agriculture and service sector policies and its tariff structure (ibid).

In summer 2008, Ethiopia received a second round of questions from WTO members.
Like the first round, the country also responded to these guestions. Currently, the working
party is preparing to hold its second meeting in May 6, 2011 and the chair-person of this
working party, Steffen Smidt, came to Addis Ababa in February 2011 and he discussed
with different government and private sector representatives. In this discussion, the chair-

person pleads to accelerate the accession process as much as possible (Asrat, 2011).

4.5 Lessons for Ethiopia

When the AOA was agreed by member states in 1995, the intention was to liberalize
trade in agricultural products by removing tariff and non-tariff barriers. At the time, it
was argued that trade liberalization in agriculture would contribute to growth, better
income and employment opportunity (Bhatt, 2006). Since trade in agriculture has been a
problem of many states for decades, the agreement is the turning point as far as
agriculture sector is concerned. However, the evidence from the experience of Nepal and
Uganda does not support this argument. Rather than benefiting from agricultural
liberalization, these countries have not been benefiting from their membership. Although
the AOA included some exempt measures for LDCs, due to lack of sufficient capital the
influence of donor institutions these countries do not use effectively those exempt

clauses.
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Ethiopia is now in the process of accession. In this process the country is expected to be
abiding by the AOA principles. Since any country that wishes to join the WTO is
requested to make its agricultural policies in compatible with the AOA, like that of Nepal
and Uganda, the country could oblige to formulate new agricultural policy. As indicated
in chapter 3, during its accession Nepal was obliged to formulate agricultural policy
which is compatible to that of the AOA principles. This results in the amendment of
existing policies. Ethiopia, having the same agricultural context with both Nepal and
Uganda could also face the same problem in agricultural policy formulation. However,
some people including the government argue that the agricultural policy of the country is
compatible with WTO principles. According to Mussie (2005), since the introduction of
the new economic policy in the 1990’s, Ethiopia has liberalized its agriculture sector.
Due to this policy change, the country’s agricultural policy is more or less compatible
with the AOA. The following section will focus on the three principles of the AOA and

try to draw possible lessons for Ethiopia.

4.5.1 Market Access

In the AOA, market access is about obligations and rights. As a right, countries could get
the free market access in other countries and as an obligation member states should also
open their market for other states. This is done through tariff reduction and the change of
non-tariff barriers®® in to tariff equivalent (Bhtta, 2006). In other words, market access
means accessing other members market and letting other members into one’s market.
Accordingly, member states and states in the processes of accession are expected to open
their market to foreign products (ibid). In order to fulfill this obligation both Nepal and
Uganda reduced their tariff and converted all non-tariff import measure into their tariff
equivalent. As was discussed in chapter 3, because of their liberalization policy and WTO
commitment, both countries opened their market. But the free entrance of cheap and
quality products into their domestic market put farmers out of business. Since the exports

of developed countries are subsidized, it lowers the cost of production and its final

22 Non-tariff barriers are barratries, such as import monitoring systems, quantitative import restrictions,
minimum import prices and voluntary export restraints, other than tariffs that restrict imports or that have
the potential for restricting international trade (De Vylder, 2007).
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price.”® Because of tariff reduction in Nepal and Uganda, the subsidized agricultural
products enter freely and result in an increase in import surges. Due to this fact, there is
stiff competition from cheap foreign products which has lower price and this leads to the
further impoverishment of farming communities. This Nepalese and Uganda’s experience
indicates that market access obligation caused serious problem for their respective
agriculture sector. Hence, this could be one lesson for Ethiopia where there are no high

tariff rates and non-tariff barriers.

Ethiopia as a LDC is under no obligation to reduce its tariff rates under the AOA,
although it is required to change its non-tariff import restriction measures such as import
quotas, minimum import price and bind the same and all existing tariffs against future
increase (Gashaun, 2009). However, like Nepal and Uganda, in its accession process
Ethiopia is expected to reduce its tariff rates and convert non-tariff barriers in to tariff
equivalent. Though this is the requirement of accession process, Ethiopia has reduced its
tariff and avoided non-tariff barriers through its economic liberalization and structural
adjustment programs (Mussie, 2005). For example, the country reduced its tariff rates
from over 230% to 35% and its average import tariff from 41.6% to 17.5%. This
reduction put the country as one of the most liberalized state (Gashaun, 2009). This
shows Ethiopia’s applied tariff is considerably low and compatible with the domestic
support principles. Although this is the outcome of economic policy reform, it is not
based on the idea of concession which involves its trading partners. Since the country is
under accession, it is obliged to reduce tariff rates. So any commitment under accession
process might lead to further reduction of tariffs below the current level and this in turn
might result in an increase in import surges in domestic markets. The economic
liberalization of Ethiopia coupled with further WTO commitment might create a situation
like that of Nepal and Uganda.

The other lesson is in the area of the right of market access principle. According to the
AOA, member states would benefit from predictable and better market access in other

2 This is not the result of WTO agreement per se. It rather arises out of developed countries failure to
comply with the major requirement of subsidy avoidance.

63



states. It is on this understanding that countries joined the WTO. As a concession for their
market opening, member states have the right to get the free market access in other
countries. However, the experience of those selected countries indicates that there are
internal and external factors which minimize and hinder their right of market access.
Internally, there are problem of supply side constraint, lack of infrastructure, lack of
diversification, low productivity and quality. In addition, external factors such as tariff

and non-tariff barriers in developed states hinder the benefit of market access.

One lesson from the experience of Nepal and Uganda is the existence of supply side
constraint minimized the benefit of membership. Since both countries are depending on
small scale-farming and traditional method, they are not able to produce surplus products
which can be a source of supply for domestic and foreign markets. As indicated earlier,
the major export crops of these countries are grown in fragmented land which in turn
results in low level of production for export. Due to this fact, the amount of exports has
declined through time and even this continues after these countries become a member of
WTO. For example, although membership is important to get free entrance to foreign
markets and increase exports, the amount of exports in Uganda declined after the country
signed the Marrakesh agreement. And this is also true for Nepal where the amount of
export is not increased significantly. This shows how these countries are not exploiting

the market access right which they have got from being a member of WTO.

This could happen to Ethiopia where there is no enough agricultural output. As discussed
earlier, supply side constraint or lack of surplus production is one characteristic of
Ethiopia’s agriculture. In Ethiopia, where there is no commercialization of agriculture
and high dependence on small-scale farming, the productivity of the sector is low and this
might affect the would be benefit of market access right. Due to supply side constraint,
the amount of the country’s export fluctuated through time. For example, the volume of
Ethiopia’s export decreased from 600,380 in 2006 to 579,341 in 2009 (MoT, 2010). If
one looks at the export of the country during these years, agricultural export has
decreased through these years. Under this condition, if this trend continues, membership

might not help the country to benefit from market access principle.
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The second internal factor which hinders the benefit of market access principle is lack of
infrastructure. As far as infrastructure is concerned the main lesson from Nepal and
Uganda is that the absence of well developed infrastructure minimizes the benefit of
market access right. As discussed in the experience of Nepal and Uganda, the weak
infrastructure and the land locked status of these countries have impeded the growth of
exports to foreign market and increased the cost of production. Since there is no well-
established physical infrastructure, there is a delay of delivery to domestic and foreign

markets.

In the case of Ethiopia, infrastructure and land lockedness might be the challenge for
Ethiopian export to foreign markets. Like most LDCs, Ethiopia has very low level of
physical infrastructure. All forms of infrastructure are underdeveloped and this is widely
cited as one of the country’s main constraint to agricultural export (Temesegen, 2010 and
Berhanu, 2004). This lack of infrastructure is particularly acute in rural areas where the
sector is the basis of people’s livelihood. According to African Infrastructure Knowledge
Program (2011), only 10% of Ethiopia’s rural population lives close to an all-season
road. This poses a challenge to 80% of Ethiopian’s population living in rural areas. Even
existing road networks leave many rural areas in accessible by vehicles. Because of this
the products cannot be easily transported and the coast of transportation is high (ibid).
Although the government invests large amount of money on infrastructure, it is not
enough to solve this difficulties and still the problem is persisting. Moreover, the land
locked nature of the country might increase the transport costs of the products, which, in
turn, minimize the profit. Under this condition, like Nepal and Uganda, the country may

face similar problems.

The third internal factor which can be drawn from the experience of Nepal and Uganda is
the absence of export diversification. The majority of LDCs are exporting few
agricultural products which are vulnerable to price fluctuation. On average three
products, such as coffee, cotton and tobacco, account for over 70 percent of LDCs export
revenue. Consequently, these countries often compete against each other on export

market where demand for these crops is stagnating (De Vylder, 2007). The experience of
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selected countries shows that their dependence on few agricultural exports minimizes the
benefit of market access. Since the exports of these countries are few in number and
destination, they are subject to lower price which is the result of similar agricultural
exports. This could also be a problem for Ethiopia which is mainly dependent on few
export commodities and few destinations. As discussed earlier, Ethiopia’s export
commodities are few in number and destination and hence it might be vulnerable to price
fluctuations. For example, the lion’s share of the country’s export is taken by coffee
(www.economywatch.com). The market access principles would help if there is
diversification of exports and diversification of export destination. But this is not the case
for Ethiopia’s agriculture. Because there is no diversification in Ethiopia’s export, the

problem that Nepal and Uganda have faced may happen in Ethiopia.

The last internal factor which can be a lesson for Ethiopia is the problem of quality. As
was discussed in chapter 3, the agricultural sector of Nepal and Uganda is based on
traditional method and hence both the quality and quantity of their products are very low.
As a result of this low quality, the product of these countries are not able to compete in
international market where there is quality standard. Due to competition from developed
states, the export of Nepal and Uganda lose their share in foreign markets and their price
is lower than its normal price. This makes farmers of both countries disadvantageous.

This might be a good lesson for Ethiopia.

Although market access principles encourage the export of member states, quality
problem hinders the export of member LDCs. As indicated in the experience of Nepal
and Uganda, market access opportunity is not highly exploiting due to lack of quality
product. This could true for Ethiopia where there are no quality products which fulfill
international standards. Since there is no improved farming technology, the quality of
agricultural products is low. Moreover, plant disease and harvesting mechanism further
aggravated the problem (Berhanu, 2009 and Cordella and Mamo, 2005). For example, in
the first six months of 2010/ 2011 budget year, the country intended to export 140,000

tons of coffee. However, only about 80,000 tons of coffee fulfilled international standards
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(Elias, 2011). If the country joins the WTO, this quality problem might hinder the benefit

of market access principle.

Besides the internal factors, there are also external factors which minimize the benefit of
market access principle. The experience of Nepal and Uganda indicates that the existence
of tariff and non-tariff barriers in developed countries and other member countries makes
it difficult for the free entrance of their agricultural products. In terms of tariff, one lesson
from those experiences is the existence of high tariff rates in their trading partners.
Despite the obligation of the AOA to minimize tariff rates, still there are high tariff rates
in Nepalese and Uganda’s major trading partners (see chapter 3). This results in the high
price of the agricultural products of both countries in the domestic market of their trading
partners. Due to this, they are not able to compete with foreign products which have
lower price than imported products. As a lesson, Ethiopia’s government should consider
the existence of tariff barriers in foreign markets. Like Nepal and Uganda, the major trade
partners of Ethiopia could erect high tariff rates which might hinder free entrance in to

their markets.

In addition to tariff, there are also non-tariff barriers in foreign markets such as quality
standard, sanitary and phyto-sanitary measures. As indicated in their experience, because
of sanitary and phyto-sanitary measures both countries are facing difficulties. Since the
products of Nepal and Uganda are not in a position to fulfill those measures, they are not
able to enter foreign markets. In terms of implementing the sanitary and phyto-sanitary
measures, for example, Nepal has invested large amount of human and capital resources
which are very expensive. This can be a lesson for Ethiopia where there is a problem of
adequate human and financial resource. To implement the standard, the country may need
experts and finance which could not be easily accessed (Cordella and Mamo, 2005).
Since the country does not have adequate human and financial resource to fulfill those
measures, this might pose a huge challenge to Ethiopia. As Cordella and Mamo (2005)
stated in non-tariff barriers the challenge for Ethiopia’s export is that there is lack of

capacity to put measures like quality and sanitary standard in place at home and
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complying with developed country members sanitary and phyto-sanitary measures®. If
the country joins the WTO, this might pose problem for Ethiopia to fully exploit the
existing and potential market access opportunity.

4.5.2 Domestic Support

The main objective of this measure is to bring agricultural trade distortion subsidies
under the minimum level and if possible to avoid it. Although most support measures are
equally trade distorting, there are some exempt measures which are allowed under the
AOA. This exempt measure is included under the auspices of Green Box®, Blue Box®
and development measures®’ (Croome, 1995). But the experience of member countries
indicates that due to different factors domestic support principle does not seem to benefit

their agricultural sector.

Regarding domestic support, one lesson from Nepalese and Uganda’s experience is that
because of financial constraint the exempt measure of this principle is not benefiting their
agriculture sector. Although both countries are exempted from domestic support
commitment, they do not use it effectively. This is due to the fact that there is no
adequate capital to support their agricultural sector. As indicated in chapter 3, even the
government expenditure in agriculture sector has declined through time. This might show
how these countries are not using the exempt measure effectively. In addition to this,
since both countries are donor dependent, they are also subject to the influence of donor

institutions which need further reduction in domestic support. This donor policy together

24 Sanitary and phyto-sanitary measures are those measures necessary to protect human, animal or plant
life and health. According to article 20 of the WTO, countries are permitted to impose these measures but
they do not constitute a means of arbitrary or unjustifiable discrimination. The same article further states
that countries must primarily base their sanitary and phyto-sanitary measures on international standards
(Croome, 1999).

% |t is a kind of domestic support which is considered as acceptable and has no, or at most minimal,
distorting effect on trade or production (WTO, 2003).

% 1t is a direct payment to farmers which are tide to production limiting. Under the AOA, countries are
allowed to use this subsidy (ibid).

%" It is a domestic support to encourage agricultural and rural development, which are an integral part of the
development programmes of less developed countries (ibid).
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with insufficient capital affects the domestic support capacity of Nepalese and Uganda’s

government.

Based on an analysis of commitment and policy changes on agriculture subsidy made by
both Nepal and Uganda, the following lesson can be drawn for Ethiopia. Firstly, the
domestic subsidy principle has not highly benefited the agriculture sector of Nepal and
Uganda. This is evident in their experience that WTO commitment and their change of
policy resulted in further reduction in their expenditure on agriculture sector. Further
more, the policy of donor institutions further aggravated the problem. This make them
disadvantageous and not able to exploit the exempt measure. This could be a good lesson
for Ethiopia where there is no enough capital to spend on agriculture sector. Ethiopia, due
to its economic reform, has removed some form of agricultural subsidies. And this
reduction goes beyond the provision of the WTO commitment (Mussie, 2005). Although
LDCs are exempted from subsidy reduction, due to policy change and further accession
commitment, the capacity of Ethiopia to provide direct subsidy is very weak. And this
may have adverse effect on the productivity and competitiveness of the sector ( Cordella
and Mamo, 2005).

According to the AOA, any acceding country should reduce its agricultural domestic
support. This reduction might lead to a reform in the structure and future direction of its
agricultural policy. Since Ethiopia has reduced its subsidy through policy change, in the
process of accession the country could not face problem in its reduction commitment.
According to Gashaun (2007), almost all domestic subsidies of Ethiopia are under the
category of Green and Blue box measures which are allowed within the AOA. Hence, the
country is not obliged to reduce them. But currently, there is no enough capital to spend
on agriculture sector. For example, the share of agriculture in total expenditure decreased
from 1.2 percent in 2007/08 to below 0.9 percent in 2010/ 11 (www.mofed.gov.et). This
might affect government expenditure on agricultural extension, research, fertilizer and
irrigation which are allowed under the exempt measure. If this continues, there could be
reduction of agricultural inputs which finally might reduce the productivity of the sector.

Although the country is exempted from reduction commitment, because of acute
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budgetary constraint Ethiopia may not able to benefit from exempt measure of domestic

principle.

Under the AOA, for example, input subsidy for fertilizer is allowed for LDCs, but this is
not effectively used by them. For example, Nepalese government expenditure on
fertilizer is declined through time. This might be happen in Ethiopia where there is no
input subsidy in agriculture sector. In the absence of input supplies the farmers may face
problem, and if so, the sector may become disadvantageous. As discussed in chapter 3,
due to the absence of subsidies in Nepal, the price of fertilizer and pesticides are very
high and the farmers are not able to afford it. This may happen in Ethiopia where there is

no enough budget to support the sector.

The other lesson from Nepalese and Uganda’s experience is the existence of subsidy by
the developed and other member states. Although the AOA oblige member states to
reduce agriculture distorting subsides, still there is high subsides in developed countries.
As indicated in the experience of Nepal and Uganda, there is domestic support in their
trade partners. Due to this support, the agricultural products of developed states are
cheaper than that of Nepal and Uganda. Since the subsidy by developed states lower the
cost of production, the final price is also low as compared to Nepal and Uganda. This
results in the collapse of their agricultural products in foreign markets where there is stiff
competition in price. Because of this lower price, the farmers of both countries are not

able to compete in domestic and foreign markets.

For example, due to the domestic subsidy, the products of developed states enter the
domestic markets of Nepal and Uganda in large quantity. This results in import surge
thereby lowering the price. The lower price ultimately results in the collapse of Nepalese
and Uganda’s agriculture. This might be a lesson for Ethiopian agriculture. The major
trading partners of Ethiopia are those countries which are also the trading partners of
Nepal and Uganda. Since developed countries are giving domestic support for their

agriculture, these may result in similar problem for Ethiopia’s agriculture.
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4.5.3 Export Subsidy

The export subsidy provision in the AOA is one area, which has its own implication for
LDCs. Under the AOA, the principle of export subsidy requires states not to provide
subsidies above the level stated in their schedule and it further requires states
commitment not to introduce export subsidy that are not included in their reduction
commitment (Cordella and Mamo, 2005). Although this is the central goal of export
subsidy, still it is being retained in developed states. One lesson from the experience of
Nepal and Uganda is that their membership has not benefiting them due to high trade
distorting subsidies in developed states.

Since the agricultural exports of few developed states are supported by their respective
governments, there is the problem of lower price in the world market where the export of
LDCs faces competition (De Vylder, 2007). As indicated in the experience of Nepal and
Uganda, the existence of export subsidy in their trade partners affects their competition in
other markets. This might also happen for Ethiopia’s agricultural export. The trade
partners of Ethiopia are those which provide export subsidy for their agriculture. This
could lower the price of their export products, which may sell in lower price than
Ethiopia’s export. This in the long run may put Ethiopia’s export out of market

competition.

The other lesson in export subsidy principle is existence of budget constraint in those
selected countries. Although the export subsidy principle requires the abolishment of
trade distorting subsidies, there is the exempt measure that allows LDCs to give subsidies
for their agricultural export. But the experience of Nepal and Uganda indicates that they
do not use the exempt measure effectively. This is due to the fact that there is no
sufficient budget that can be used for export subsidy. This shows that the two countries
are not benefiting from this principle. Such assessment generates information, which

might show the implication of insufficient capital on the agricultural export of Ethiopia.

Although any state under accession process is required to reduce its export subsidy, there

is no problem regarding Ethiopia’s export subsidy commitment. This is because of the
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implementation of new economic policy in the 1990’s, export subsidies are prohibited in
Ethiopia. This reduction went beyond what is minimally required according to the WTO
rules for LDC (Cordella and Mamo, 2005 and Mussie, 2005). This trade policy together
with the commitment of the country under the accession process will not affect the
country. But the problem could be lack of capital to invest on exempt measure. Due to
policy change and budget constraint, the exempt measure might not be used effectively
by Ethiopia. Like Nepal and Uganda, there is no sufficient budget to support Ethiopia’s
agricultural export. The minimal financial capacity of the government may make it very
difficult for Ethiopia to provide any support to its agricultural export.

4.6 Chapter Summary

Ethiopia is one of the LDCs that is dependent on the agriculture sector. Since the sector is
the basis of the country’s economy, the current government formulated different
strategies as a means of improving the sector. But the reality is that the sector is
characterized by lack of surplus products, diversification, infrastructure and modern farm
technology. As part of the economic policy reform process, the government applied for
membership in the WTO and still the process of accession is going on. If this process
complete and the country join the WTO, those problems that have happened on Nepal

and Uganda might happen in Ethiopia which has the same agricultural context with them.

72



Chapter Five
Summary, Conclusion and Recommendations

5.1 Summary

In this thesis an attempt is made to analyze the implication of WTO for the agricultural
sector of LDCs and draw possible lessons for Ethiopia. As was indicated in the literature
review agriculture trade liberalization was achieved through a long and complicated
process of negotiations. The Agreement on Agriculture which was concluded in 1995 is a
landmark in the history of WTO. Since most LDCs’ economy is based on agriculture
sector, the implementation of the agreement has huge implication for their economy.
Obviously, the expectation of Nepal and Uganda is that their membership in the WTO
would help growth in Agriculture sector. However, as discussed earlier, the experience of
those selected countries indicates that their membership in the WTO does not lead to
growth in their agriculture sector and hence they have not benefited from their

membership.

It has been discussed so far that there are various internal and external factors that hinder
and minimize the benefit of membership in the WTO. Although application to
membership could be seen as a positive step towards integrating the LDCs into the world
trading system and a better step to enhance economic growth, yet the AOA pose serious
challenges because in countries where there is no well developed farming system,
infrastructure, surplus production, sufficient capital and diversification of exports, the
benefit accrued from membership to agriculture sector could be minimal. In addition to
these internal factors, there are other external factors such as tariff and non-tariff barriers,
domestic supports, and export subsidies in developed countries, which affect the benefit
of membership in the WTO. Although there are exempt measures, the experience of
selected countries indicates that due to lack of sufficient capital they do not use
effectively those measures. As a result, what is observed generally from those
experiences is that WTO membership has its own implication for the agricultural sector
of selected LDCs. Hence, Ethiopia which is under the category of LDCs should consider

those experiences.
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5.2 Conclusion

Like other LDCs, Ethiopia’s economy is mainly dependent on agriculture sector. As
indicated earlier Ethiopia has the same agricultural context with those selected LDCs
which are already the member of the WTO. Therefore, those problems which are faced

by Nepal and Uganda might face Ethiopia’s agriculture sector.

As indicated in chapter four there are different internal and external factors that could
hinder the benefit of membership. As far as domestic support commitment is concerned,
Ethiopia may not face any problem in implementing its commitment since the country
has already reduced its domestic support in the 1990’s. But, the challenge is in the area of
benefiting from exempt measures. Since Ethiopia is the LDC, it is exempted from any
reduction commitment and hence can utilize these measures. However, due to lack of
sufficient capital and government expenditure policy, the country may not benefit from
the exempt measure of domestic support. In addition to this, due to subsidies in

developed states the AOA may not benefit Ethiopia’s agriculture.

With regard to market access principle, similar challenge lies ahead. Under this principle,
Ethiopia is expected to reduce its tariff rates at lower level and change its non-tariff
barriers in to tariff equivalents. As indicated in the previous chapter, the country reduced
its tariff and abolished non-tariff barriers in the 1990°s and hence further commitment of
the country under accession process could affect Ethiopia’s agriculture sector. Ethiopia
might also face problem in the area of market access right. Since there are internal
factors, such as supply side constraint, lack of diversification of exports, lack of quality
products and low infrastructure, the country may not highly benefit from market access
right. Apart from these internal challenges, there are certain external factors that might
limit the opportunity of market access principle. In this regard, the existence of tariff and

non-tariff barriers in developed countries may minimize the benefit of membership.

In the case of export subsidy, Ethiopia might be facing some challenges. In terms of

export subsidy obligation, the country may not face serious problem. Although this
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commitment by itself may not pose any challenges, the existence of export subsidy from
its trading partners could affect Ethiopia’s agricultural sector. Beside the subsidy of
developed states, the exempt measure of export subsidy principle could not benefit

Ethiopia where there is no enough capital to subsidize over exempt cases.

The study concludes that, due to the existence of the above mentioned situations,
Ethiopia which has the same agricultural context with those selected countries may not

benefit from its membership in the WTO.

5.3 Recommendations

Since isolation is not the option, Ethiopia is in accession process and the country might
join the WTO within few years. But membership in the WTO might benefit the
agriculture sector of the country if and only if those limiting factors are reduced and
eliminated. Thus, to benefit from the AOA, on the basis of the findings and the lessons

drawn from other experiences, the following mechanisms are recommended:

e To benefit from the exempt measures of domestic support and export subsidy
principle the existing budget allocation to the agriculture sector has to increase.
This possibly helps the sector to effectively utilize those exempt measures which
are allowed under both domestic support and export subsidies principles. Hence,
the increasing allocation of agriculture budget may indirectly enhance the
capacity of the government to spend on irrigation, agricultural extension,

agricultural research, fertilizer, and infrastructure.

e The government should design different mechanisms such as giving training and
creating awareness, through which the farmers can diversify their products. This
in turn might promote the diversification of agricultural products beyond
traditional exports which help the country to benefit from niche markets.

e Improving the productivity of the sector through the implementation of high

production technology is equally important. This might result in surplus products
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which can be the source of supply for domestic and foreign markets. As a result,

the country could benefit from market access principle.

Building the capacity of agriculture sector to produce quality products that are
equally acceptable and competitive in international markets so that it may help to
enter into foreign markets. To get market access in other markets it is obvious that
the agriculture product of any state should fulfill international quality standard. In
this regard, Ethiopia has to build the capacity of the sector through providing the
necessary inputs such as improved seeds, fertilizer and chemical, which help the

sector to produce quality products.

The government should strengthen and further extend its activities in agricultural
infrastructure development in rural areas where agriculture is the main source of
people’s livelihood. This might help the supply of products on time and it could

minimize the cost of transportation.

Implementing large-scale commercialization of agriculture beyond small scale
farming should be practiced by the government and private investors. This can be
achieved if the government encourages the participation of investors in large scale
commercialization. This could improve the productivity and quality of the sector
which will help the export of agricultural goods to be acceptable and competitive

in foreign markets.

The government, together with other LDCs, should further negotiate trade
preference with those trading partners who are giving domestic and export
subsidy to their agriculture sector and with those who erect tariff and non tariff
barriers. This may contribute for the reduction of subsidies and elimination of
barriers which help the increase in Ethiopia’s export and the free entrance of its

products into foreign markets.
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