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AGRICULTURAL TRADE REFORM

benefits for Australian broadacre agriculture

Neil Andrews, Benjamin Buetre, Alistair Davidson, Daniel McDonald, Frank Jotzo and Brian S. Fisher

= Australian agriculture is highly dependent
on world markets. A large share of Australian
agricultural production is exported, and
Australian farm prices closely reflect world
prices. Fundamental reform of global polices
affecting agriculture would reduce distortions
to world markets and increase both world
prices and trade opportunities for Australian
farmers.

= While progress in the agriculture negotia-
tions of the World Trade Organisation’s Doha
Round has been slow to date, the negotia-
tions provide an opportunity to achieve fun-
damental reform of distorting policies across
agriculture. With Australian agriculture being
highly dependent on world markets, such
reform would deliver financial benefits to
Australian farmers. Reforms, such as those
proposed by the Cairns Group would lead to
a reduction in distortions to agricultural mar-
kets and increases in Australian farm gate
prices, farm cash incomes and land prices.

Impact of trade reform

The future profitability of Australian farmersis
highly dependent on world markets. Most of any
increase in farm production will need to be sold
on world markets, where Australian farmers are
essentially price takers. Overseas agricultural and
trade policies that distort trade by limiting the
imports of or increasing the exports from these
countries will depress world prices and limit

trading opportunities for Australian farmers.
International efforts to reform these policies
would therefore be expected to improve world
market conditions and in doing so improve the
financial health of Australian farmers.

Current WTO agriculture negotiations that are
part of the new Doha Round of multilateral trade
negotiations offer the opportunity to reform poli-
ciesthat affect agricultural trade. Analysisin this
articleindicates that agricultural policy liberali-
sation can result in significant gainsto Australia.
In particular, it is estimated that the Cairns Group
negotiating proposal would result in a $2.1 bil-
lionincreasein Australian gross national product
(GNP) by 2010. Importantly, this benefit would
flow on to Australian farmers.

For example, it is estimated that average farm
cash incomes for broadacre and dairy farmers
would increase by $10 900 and $15 500 respec-
tively. Global agricultural policy reform would
also lead to an increase in farmers’ wealth, with
the Cairns Group proposal leading to an estimated
17 per cent increase in average land prices.

Agriculture in the Australian economy

The farm sector is a critical component of
Australia's export performance, accounting for
approximately 20 per cent of the total value of
Australian goods and services exports in most
years. This continued export contribution has
been possible because Australian farm produc-
tion has experienced almost continua growth for
decades, despite an ongoing reduction in the
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prices received for farm products relative to the
prices paid for farm inputs (farmers’ ‘terms of
trade’) (figure A).

To meet the challenge of not only maintaining
but increasing production in the face of declining
terms of trade has required increased agricultural
productivity. For example, total productivity for
broadacre farms increased on average by 3.5 per
cent ayear over the period 1977-78 to 2000-01.
Over this period the trend in improvements has
been greatest for cropping industries, with pro-
ductivity increasing on average by 4.5 per cent a
year (Hooper, Martin, Love and Fisher 2002).

Australian farmers dependent on world
markets

Australian farmers are critically dependent on
world markets, with a large proportion of
Austraian agricultural produce exported. In addi-
tion, prices that Australian farmers receive for
their products are closely linked to world prices.
As such, it is inescapable that the fortunes of
Australian farmers are linked to world market
conditions.

Large share of production exported

Agricultural production has been generally
increasing in Australia, primarily as a result of
productivity gains. Primary producers have
adopted new technologies and efficiency gains
have been realised from progressive industry
restructuring. In contrast, domestic consumption
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of many agricultural commoditiesin Australia
has either not kept pace with output increases (for
example, sugar and wheat) or has shown little if
any growth (for example, beef and butter).

As a consequence, Australia’'s agricultural
industries have generally become heavily export
dependent. This growth in the export share of
farm output, particularly since the early 1980s,
isillustrated in figure B.

Australian farmers will continue to improve
their productivity, resulting in increased agricul -
tural production. It is likely that virtualy all of
the increased production will need to be exported,
making the farm sector even more dependent on
world markets.

Prices heavily influenced by world markets

The influence of world market forces on the
pricesrealised by Australian farmers can beillus-
trated by comparing agricultural commodity
pricesin Australia with world indicator prices.
World indicator prices are generally taken to be
export commodity prices from large exporting
nations. While Australian prices may differ in
magnitude from world indicator prices because
of differences in commodity specifications and
transport costs, prices for Australian commodi-
tiestend to mirror price movementsin world mar-
kets.

Short term aberrations in the relationships
between Australian and world prices can be
caused by supply or demand shocks. For
example, drought in Australia may result in
increased demand for grain, resulting in domestic
prices spiking when compared with world
prices.

The relationships between Australian and
world indicator prices for four major commod-
ities— wheat, beef, milk and sugar — areillus-
trated in figure C. US prices have been adopted
as world indicator prices because US trade is
large in these commodities. The United Statesis
both a major market and competitor for
Australian agricultural commodities. US prices
have been converted into Australian dollars to
remove the effect of exchange rate variations. The
four Australian commodity prices closely track
world indicator prices with only sporadic, tem-
porary deviations.
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B Increasing Australian exports
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C Australian and world prices
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Australian farmers are essentially price takers
in aglobal market and, as shown in the above
examples, the prices they receive for their prod-
ucts are inextricably linked to world prices. In
addition, most of any increase in farm produc-
tion will need to be sold on world markets.
Consequently, the financial future of Australian
farmersislinked not only to world market con-
ditions, but also to the policy settings in other
countries that influence these markets.

Impacts of agricultural policies on
world markets

Three main policy instruments are used to main-
tain high farm incomes in protected markets: tar-
iffsto restrict market access, domestic subsidies
for farmers; and export subsidies to dispose of
surplus production. These support mechanisms
are somewhat interdependent but all contribute
to higher returnsto farmers. Asaresult, the pro-
vision of support is often attractive to both indus-
tries and government, but is not in the economic
interests of the country that applies such policies
(box 1).

In countrieswith protectionist policies, higher
and more stable domestic prices stimulate pro-
duction. In addition, the higher internal prices
lead to lower consumption, which together with
higher production result in reduced imports or
increased exports. Asaresult of reduced import
demand and increased export supplies, world
market prices would be lower and more volatile
than they would be without protection. Lower
world prices would reduce the export incentive
for efficient producers from open market econ-
omies such as Australia and many developing
countries.

The main countries where very high levels of
support persist are the European Union, the
United States and Japan. The European Union
may shift to less distorting arrangements for some
of itsfarm support, but further distortionsto inter-
national trade are expected once ten central and
eastern European countries join the European
Unionin May 2004. In the United States the 2002
farm bill locked in high levels of support for years
to come.
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Box 1: Arguments against providing
protection

Governments often face demands to provide
subsidies or other means of protection for
individual industries or sectors. Thisis particularly
the case when the industries in question are
suffering from low prices, loss of markets or
increased competition from other suppliers. The
demands are often amplified if competitors from
other countries receive support from their own
governments.

However, such protection is against the overall
economic interests of the economy and can
actually be against the long term economic
interests of the industry that receives support.

If economies are competitively structured and
there are few economic distortions, production
and trade flow toward goods and services for
which a comparative advantage exists, using the
comparatively most abundant resources. Howeve,
the provision of industry protection impedes the
flow of resourcesto their most efficient uses. The
provision of support to an industry will divert
resources away from more productive activities
that are not supported into the less productive
industries that are receiving support. Therefore,
overall resource use in the economy is less
efficient, and total welfare of the economy is
reduced.

Aswell as directing resources into inefficient
activities, protection reduces the incentive to adopt
more efficient management and technol ogies,
thereby reducing competitiveness generally. This
will reduce the economic prospects of the
protected industry over the medium to longer
term.

A potential further disadvantage of protection
isthat it can result in retaliation by other countries
whose producers are disadvantaged. This can lead
into spiralling protection. The more countries
channel resources into protected industries the
greater will be world supplies of the products of
thoseindustries. The greater supplieswill depress
world prices. This may lead to calls for further
protection, perpetuating the spiral. This type of
situation was seen in the world wheat market in
the mid-1980s with escalating protection by both
the European Union and the United States.
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The very high proportion of farm income that
is derived from government support provides an
indication of how significant support isto farmers
in some major countries (figure D).

The high levels of agricultural protection pro-
vided to farmers around the world limit the
returns to Australian farmers by reducing world
prices and constraining trade opportunities. It is
in Australian farmers' interests to reduce agri-
cultural support globally. Such actionswill reduce
the competition from subsidised farmers faced
by Australian producers on world markets,
increase consumption in the large protected mar-
kets and lead to higher world market prices. Less
distortion in world markets trandates into higher
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and more stable prices for Australian exporters
and producers of agricultural products. Therefore,
multilateral trade reform matters for Australian
farmers and rural communities.

In the reform processit isimportant to recog-
nise that any immediate adjustment |osses are
likely to be outweighed by larger and long lasting
gains throughout the economy (see box 2). There
are potential advantages from multilateral
approaches to reducing agricultural protection
because reform pressures are then not confined
to farmersin a single country, and reforms may
be easier to achieve politically when other coun-
tries reciprocate. Furthermore, the simultaneous
reduction of farm protection by many countries
offers the greater prospect for increasing world
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Box 2: Adjustment costs from
reducing protection

Reducing or removing protection can result in
adjustment costs for industries. Costs of
adjustment are often concentrated in regions
where supported industries operate. This can
impede public acceptance of reforms that will
eventualy benefit the national economy. The costs
can also be highly visible and relatively
immediate. In contrast, the benefits from reform
are diffused throughout the economy, not highly
visible and accumulate over along time period.

The relative immediacy of the costs of adjust-
ment and the longer term nature of the benefits
can focus public concern on the costs of
adjustment arising from removing protection.
Adjustment costs depend on the mobility of
resources. Some displaced physical resources may
be highly specialised, resulting in large losses to
investors. Others may be adaptable to aternative
uses, thereby limiting adjustment costs.

Of particular concern to communitiesis the
cost of adjustment to labor forces. The provision
of support would usually have kept employment
in an industry above profitable levels under market
conditions. However, it would also probably have
reduced employment elsewhere, both by
competing |abor away from other activities and
because it would have reduced incomes in the
community generally.

Where the withdrawal of protection resultsin
acontraction of industries, it isan empirical issue
whether it will reduce total employment for the
economy. Misallocation of resources will be
reduced, providing, over time, higher incomesfor
the community at large and alternative
employment opportunities. But adapting to the
changed environment can be costly for those
directly affected.

If labor markets are flexible and displaced
people are mobile and have adaptable skills,
adjustment costs will be less than if those people
areimmobile and lack skillsto adjust to aternative
occupations. Education and training are critical
elements for improving the adaptability of people
and reducing costs of adjustment toward an
internationally competitive economy. Some of the
costs of adjustment can be reduced through early
announcement and/or the phasing in of support
reductions.
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prices, which can partly compensate those who
lose subsidies.

Domestic trade reform

While it is often easier politicaly for a country
to reduce protection when other countries do like-
wisg, it is often not well understood that it isalso
in the interests of an individual country to liber-
alise its own trade barriers, both in agriculture
and in other sectors.

Countries benefit from trade largely through
specialisation. Different countries have quite dif-
ferent sets of natural, human and technical
resources. Trade allows each country to channel
its resources into the industries in which its
resources are used most productively relative to
other traders. Some specialisation is obviously
based on the abundance of high quality resources
that are important to particular industries. For
example, Australia’s large agricultural sector
reflects Australia’s greater abundance of pro-
ductive land relative to other resources and com-
pared with other countries (Roberts 1997).

A large country with a diverse resource base
may have the ability to produce most of its goods
and services domestically. However, to do so it
would need to divert resources from its most effi-
cient industries to those for which there are more
efficient suppliers on theinternational market. So
there will always be better options for any
country than the pursuit of self sufficiency in al
goods and services.

The important question is not whether a
country hasthe resources to produce a particular
good. Rather, it is how much export income or
replacement of imports of other goods will be
lost by not putting the resources to their most pro-
ductive use. Increased incomes for the economy
asawhole can be attained by unilaterally reduc-
ing protection, alowing resources to flow into
their most efficient uses.

Trade liberalisation internationally — whereby
both barriers to trade and industry support poli-
cies are reduced — allows all countriesto share
in the gains from making the best use of resources
worldwide, rather than constraining each coun-
try to what can be achieved within its own
borders.
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The benefits from pursuing open market poli-
cies are illustrated by comparing two similar
countries, China and India. Both countries had
an abundance of labor but a small manufacturing
base before the 1980s. Yet, income growth has
differed markedly between them.

Over the 1980s and 1990s, China pursued poli-
cies promoting greater openness (figure E) com-
pared with Indid's gradual opening over the same
period, as measured by the trade to gross
domestic product (GDP) ratio (figure F). This
coincided with China's income growth acceler-
ating at a higher rate than India’ sincome growth
rate, which also increased. In short, there is anec-
dotal evidence to suggest that China's greater
openness was accompanied by income growth
that accelerated at double the rate of India

India: gradual opening gives slower

growth
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Multilateral trade negotiations for
agriculture

The World Trade Organisation (WTO) isaforum
for multilateral bargaining to reduce barriers to
trade. There have been a number of ‘rounds’ of
multilateral trade negotiations since the original
Generd Agreement on Tariffsand Trade (the pre-
decessor to the WTO) was established in 1947.
The most important of these from an agricultural
perspective are the Uruguay Round (1986-94)
and the current Doha ‘ Development’ Round.

The Uruguay Round outcome

The Uruguay Round of trade negotiations was a
historical step toward the liberalisation of agri-
cultural trade — for the first time agricultural
trade was brought fully under international trade
rules.

For ease of negotiation, most agricultura poli-
cieswere all ocated to three categories — market
access, domestic support and export competition.
Market access is concerned with tariffs, import
guotas and other nontariff barriers that restrict
access to domestic markets. Domestic support
coversdirect payments to farmers, price support
schemes, farm input subsidies, and the like.
Export competition includes policies related to
export subsidies, export credits and food aid. In
addition to launching agricultura policy reform
for all member countries, developing countries
were able to commit to less demanding policy
reforms and longer time periods for implemen-
tation compared with developed countries— so-
called ‘special and differential treatment’.

While the agreed limits and reductions till
alow for substantial protection, it was significant
that, for the first time, WTO members made a
commitment to reduce subsidised exports, cut the
value of trade distorting domestic support and to
further reduce market access barriers. Details of
the main elements of the Agreement on Agricul -
ture are provided in box 3.

The reductions in subsidised exports in par-
ticular, and also in some cases the increase in
market access, led to improved world prices and
increased trade volumes. However, despite the
commitments that were made the amount of sup-
port that can be provided internationally remains
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very large. This means that the task of substan-
tialy advancing international agricultural policy
reform lies ahead.

Progress in the Doha negotiations

A new comprehensive round of trade negotia-
tions, called the Doha Development Round, was
launched at the fourth WTO Ministerial meeting
that was held in Doha, Qatar in November 2001.
Significantly, the Doha Ministerial Declaration
provided a strong mandate for the agricultural
negotiations.

On agriculture, the Doha declaration com-
mitted WTO members to ‘ comprehensive nego-
tiations aimed at: substantial improvementsin
market access; reductions of, with a view to
phasing out, all forms of export subsidies; and
substantia reductionsin trade-distorting domestic
support’ (WTO 2003). Integral to these negotia-
tions is special and differential treatment for
developing countries.

The Doha Ministerial mandate set a deadline
of 31 March 2003 for negotiators to agree on the
‘modalities’ for the agricultural negotiations.
These are the rules about issues such as the size
and method of cutsto tariffs, export subsidies and
domestic support, the time frame for phasing in
the cuts, and the nature and extent of any con-
cessions for developing countries. As part of this
process, the Cairns Group and the United States
both put forward comprehensive and ambitious
proposasfor liberalising agricultural trade. How-
ever, other WTO members such as the European
Union put forward only minimalist proposals.

In an attempt to bridge the gap between the
positions of many of the WTO members, Chair-
man of the WTO agriculture negotiations Stuart
Harbinson put forward a draft modalities paper
in February 2003. The Cairns Group and the
United States, while not satisfied with the extent
of ambition in the Harbinson proposal, signaled
that it at least provided a basis for negotiations.
However, the European Union and Japan believed
that the draft was too ambitious and unbalanced
(Fischler 2003a,b; Kamei 2003). Consequently,
agreement on modalities was not possible by the
31 March deadline.

Negotiations on technical issues on agricul-
ture are scheduled to continue in the leadup to
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the Cancun Ministerial meeting in November
2003. At this stage it isunclear whether it will be
possible for the WTO members to reach agree-
ment on modalitiesin either the leadup to Cancun
or at the Ministerial meeting itself.

Despite the failure to reach agreement on
modalities to date, the Doha Round of WTO agri-
cultural negotiations provides an opportunity to
achieve fundamental reform of distorting poli-
cies across agriculture. Given the dependence of
Australian agriculture on exports, it will be
important that the negotiations result in reforms

that significantly increase access to markets glob-
ally and significantly reduce support measures
that distort agricultural production and trade.

Impacts of agricultural trade reform

The effects on Australia of the Cairns Group pro-
posal for agricultural trade reform were modeled
using ABARE’s global trade and environment
model (GTEM). GTEM isadynamic computable
global general equilibrium model of the world
economy that provides a suitable framework for

Under the Uruguay Round of multilateral trade
negotiations, separate disciplines were negotiated
for market access, domestic support and export
measures (WTO 1995).

Market access

= Nontariff barriers that previously existed were
converted to tariff equivalents as at the specified
198688 base period — a process cdled tariffica
tion. The resultant tariffs were bound in the WTO
and, along with existing tariffs, were then
reduced over the implementation period by an
average of 36 per cent, with minimum cuts for
specific tariff items of 15 per cent.

m For items that were subject to tariffication,
minimum access levels for imports were to rise
from 3 per cent to 5 per cent of base consump-
tion, and current access levels were assured.
These measures were implemented through
applying tariff quotas (reduced tariffs on imports
up to specified quantities, with the normal tariff
applying for additional imports).

= Thetariff cuts and tariff quotas have been applied
at the individua product or tariff line level.

Domestic support

= Levelsof nonexempt forms of domestic support
were determined for agriculture as a whole for
each member country in what is termed an
Aggregate Measurement of Support (AMS). This
AMS has been termed ‘ amber box’ support and
was subject to an agreed reduction of 20 per cent
from its 1986-88 base level, over the implemen-
tation period. There are two constituents of the
AMS. One is price support determined from

Box 3: What was agreed in the Uruguay Round

differences between administered support prices
and fixed external reference prices, multiplied
by quantities eligible for support. The other is
nonexempt domestic subsidies.

= A range of support payments was exempted from
any limitation or reduction. These fell into two
categories. One was support under production
limiting arrangements, termed ‘ blue box’ exemp-
tions. The other, termed ‘green box’ support, was
support through government services, support
for stockholding for food security purposes,
domestic food aid, and a range of payments
including decoupled income support, government
assistance to income insurance and saf ety net
programs, drought relief, structural adjustment
payments, investment aids, environmental
programs and regional assistance. Green box
support was deemed to be minimally distorting.

= In addition, where each of commodity specific
and non commodity specific support fell below
aspecified proportion of the value of production
(5 per cent for developed countries and 10 per
cent for devel oping countries), the support was
exempted from cuts. Thiswastermed de minimis
exemptions.

Export subsidies

= The volume of subsidised exports was to be
reduced by 21 per cent and budget outlays on
export subsidies by 36 per cent on an individual
commodity basis. The reductions were from
levels in a base period (1986-90) and were
applied over the same implementation period as
the commitments on market access and domestic
support.
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analysing international and domestic policy
reforms as it takes into account the interactions
between sectors within countries and the link-
ages between countries brought about by trade
and investment. It uses an ABARE revised GTAP
version 5 database that is based on information
on countries and regions of the global economy
for the year 1997.

The general approach to analysisusing GTEM
isto determine a‘business as usual’ baseline or
reference case of expected values for the relevant
variables under the assumption that no policy
changes, apart from previously announced
regional trade arrangements, occur over the
period of time that is considered. For this
analysis, the reference case is projected for the
years 1997-2010.

In the reference case, assumed growth rates
for various countries determine the changesin
key variables. It is then assumed that policy
changes do occur, and the modd is used to deter-
mine how the relevant variables deviate from the
reference case levels. The difference between the
reference case values and those from the policy
change scenario indicates the impact of the policy
change.

The three key elements of the Cairns Group
proposal are evaluated simultaneously under the
policy change scenario. Export subsidies and all
forms of production and trade distorting domestic
support are eliminated. On market access, bound
tariffs are reduced significantly using the* Swiss
formula

For developed countries, a coefficient of 25is
used in the formula. For developing countries,
bound tariffs are subject to smaller reductions:
= oninitial bound tariffs of 0-50 per cent, the

Swiss formula with a coefficient of 50 is

applied to reduce tariffsin this range to 25 per

cent or lower.

= oninitia bound tariffs of 50-250 per cent, tar-
iffs are reduced by 50 per cent.

= oninitia bound tariffs over 250 per cent, tar-
iffsare reduced to 125 per cent.

Least developed countries are exempt from
undertaking reform. Full details of the Cairns
Group proposals are provided in Cairns Group
(2002a,b,c). Information on bound and applied
tariffs, subsidies and domestic support are taken
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Cairns Group

The Cairns Group of seventeen agricultural
exporting countries was formed in 1986 to pursue
global agricultural trade reform. Current members
of the Cairns Group are Argentina, Australia,
Bolivia, Brazil, Canada, Chile, Colombia, Costa
Rica, Guatemala, Indonesia, Malaysia, New
Zealand, Paraguay, the Philippines, South Africa,
Thailand and Uruguay.

from the notifications made by WTO members
and from the OECD.

In undertaking the policy change scenario, the
applied tariffsimplemented in the model are only
reduced when the required cuts to bound tariffs
are sufficient for the new bound tariffsto beless
than the current applied tariffs. As such the reduc-
tionin applied tariffsislessthan the reduction in
the bound tariffs described above.

The Cairns Group market access proposd cdls
for tariff quotasto beincreased by 20 per cent of
domestic consumption for developed countries
and by 14 per cent for devel oping countries. This

Swiss formula
This formulafor tariff reduction places an upper
bound on tariffs and reduces higher tariffs pro-
portionately more than lower tariffs.

The formulais represented as follows:

Final tariff = AXinitial tariff
A+ initial tariff

Where the coefficient A is the upper bound on
all tariffs.

For example, under the Cairns Group proposal,
aninitial bound tariff for adeveloped country of 40
per cent would be reduced to afinal bound tariff of
15.4 per cent (using a coefficient of 25), whereas
an initial bound tariff for a developing country of
40 per cent would be reduced to afinal bound tariff
of 22.2 per cent (using a coefficient of 50). That is:

25x40 _ 1000 _

==— =154 per cent
25+40 65
50x 40 _ 2000 = 22.2 per cent
50+40 90
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aspect of the Cairns Group proposal has not been
incorporated in the current analysis. In markets
wherethefinal above-quotatariff restricts above-
guota imports, the actual impact of the Cairns
Group proposal on trade may be greater than esti-
mated in this analysis.

It is assumed in the simulation that reforms
areto take place during the period 2005 to 2010.
As there is no account of the productivity
improvements that can arise from trade reform,
the estimates from the simulations may underes-
timate the effects of the Cairns Group proposal.

Impacts on Australian broadacre

agriculture and dairying

It is estimated that implementation of the Cairns
Group proposa would lead to an increase in
Australian GNP of A$2.1 billion ayear by 2010.
This represents the difference between the esti-
mated GNP in the year 2010 under the Cairns
Group scenario and the reference case, or ‘busi-
ness asusua’ estimate for 2010.

Global reformsresult in less distorted markets
and higher export prices for Australian products.
Thistrandatesinto higher farm gate prices, which
provides an incentive for farmersto increase pro-
duction. The estimated price changes for
Australian broadacre agriculture and dairy, rela-
tive to the 2010 reference case, are presented in
figure G. These price changes would be a per-
manent consequence of global policy reform.

While prices will continue to fluctuate in
response to other changes, average prices will be

Australian price changes from trade
reform

%

Wheat Other Oilseeds Cattle
cereals and sheep

Fibres Milk
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Estimated increase in farm cash
incomes from agricultural trade
reform, 2001-02 cCairns Group proposal

Averagefarm Increase

cash incomep fromreform

$/farm $/farm

Wheat and other crops 206 600 26 500

Mixed livestock—crops 118 300 10 700

Sheep 57 200 6 100

Beef 70900 8200

Sheep—beef 60 800 7 600

All broadacre 105 900 11 800

Dairy 10570 17700
p Preliminary.

higher as a result of global reform than they
would bein the absence of reform. Higher prices
for Australian agricultural products generally
would be expected to result in an appreciation of
the Australian dollar. The price impacts shown
in figure G are after an assumed exchange rate
appreciation in the policy change scenario.

Thelikely increasein agricultural commodity
prices arising from cutsto protection in key world
markets will translate into higher farm incomes
in Australia. A simple representation of the pos-
sible size of theincreaseis givenin table 1, which
shows the improvement in average farm incomes
in key industries assuming that world markets are
reformed in line with the current Cairns Group
proposal. The information in table 1 is based on
farm incomes in Australiain 2001-02, and are
derived by increasing farm receiptsin line with
the expected higher Australian farm gate prices
presented in figure G.

The increased demand for agricultura prod-
ucts from Australia increases the demand for
land. As such, Australian land prices are esti-
mated to be 17 per cent higher in 2010 under the
Cairns Group scenario. Consequently, the wealth
of Australian farmers would increase as a result
of fundamental policy reform.

When discussing the likely impact of trade
reforms on farm incomes it is important to note
that any permanent or sustained increasein farm
gate returns will lead to resources shifting into
agricultural production from other sectors. In
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practice, existing farmers will invest and expand
their agricultural production, while new farmers
and investors will aso be attracted to the sector.
At the same time, the number and structure of
farmsin Australiawill continue to be influenced
by other factors, including technology change,
growth and incomesin other sectors and lifestyle
choices. In general, however, sustained higher
and more stable farm gate prices in Australia
brought about by agricultural trade reforms will
lead to higher and more stable farm incomes. This
will clearly be beneficial to farmers, and for rura
communities more generally.

Concluding comments

Current WTO agricultural negotiations that are
part of the new Doha Round offer the opportu-
nity to reform policies that affect agricultural
trade. However, progress has been slow to date,
particularly with the failure of negotiators to
reach agreement within the agreed timeframe on
issues such asthe size, method and timing of cuts
to tariffs, export subsidies and trade distorting
domestic support. Negotiations on technical
issues associated with agriculture are scheduled
to continue in the leadup to the Cancun
Ministerial meeting in November 2003. At this
stage it is unclear whether it will be possible for
the WTO membersto reach agreement on modal-
ities in either the leadup to Cancun or at the
Ministerial meeting itself.

Despite the failure to reach agreement on
modalities to date, the Doha Round of WTO agri-
cultural negotiations provides an opportunity to
achieve fundamental reform of distorting poli-
cies across agriculture. With Australian agricul -
ture being highly dependent on world markets,
such reform would deliver financial benefits to
Australian farmers. Reforms such as those pro-
posed by the Cairns Group would lead to areduc-
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agricultural trade reform

tion in distortions to agricultural markets and
increases in Australian farm gate prices, farm
cash incomes and land prices.
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