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On April 26, 2004, in Brussels, Belgium, a
three-member panel of a World Trade Orga-
nization (WTO) dispute settlement body is-
sued an interim report that ostensibly finds the
government support programs for U.S. cot-
ton in violation of international trade agree-
ments.  The dispute arose more than a year
ago when Brazil declared to the WTO that the
seven types of support programs the U.S. gov-
ernment provides for cotton production dis-

WTO and Cotton Subsidies

It's Raining Trade Agreements
There have been a number of recent trade
agreements between the United States and
other countries.  After the collapse of the
World Trade Organization (WTO) talks in
Cancun, Mexico, the U.S. Trade Representa-
tive said that he was going to pursue a policy
of "competition for trade liberalization."  Ba-
sically, this policy is intended to bypass WTO
talks by securing trade agreements bilaterally
between the U.S. and other countries.  On the

tort international trade, depress world prices,
and inflate the U.S. share of the cotton export
market at the expense of other cotton-produc-
ing countries.  Several other countries joined
Brazil as third parties in the dispute, includ-
ing Canada, Australia, the European Commu-
nity, China, and the West African nations of
Chad and Benin.  These West African coun-
tries, which also include Burkina Faso and
Mali, have particularly expressed opposition

multilateral front, talks in the Free Trade Area
of the Americas (FTAA) have stalled of late.
The common elements that serve as the basis
of the trade agreement have not been agreed
to yet, and agreement on those common ele-
ments is not expected this year.  The current
prospect for progress in FTAA talks is not
good given vast differences between the U.S.
and Canada and other countries on the role of
services (that is, financial market liberaliza-

Continued on page 2

Mississippi Agriculture and the Global Economy
The Mississippi Agricultural Economics Asso-
ciation will hold its annual conference on June
24 - 25, 2004, on the MSU campus.  Open to
anyone interested in Mississippi agriculture, this
year’s conference will center upon the many
international influences affecting Mississippi
agriculture.  The meeting will begin with our
annual golf tournament at the Starkville Coun-
try Club on the afternoon of June 24, followed
by a steak dinner at the MAFES Conference
Center here in Starkville.

On Friday, June 25, we will meet in the Bost
Auditorium to hear an outstanding set of speak-
ers discuss how international trade issues af-
fect Mississippi agriculture.  Our speakers for

the morning program include: Bill Gillon, at-
torney for the National Cotton Council, who will
speak about the Brazilian case in the World
Trade Organization; David Graves of the
McLeod, Watkinson, & Miller law firm in Wash-
ington, D.C., who will talk about the Washing-
ton perspective on trade issues; Dr. John Ander-
son of our faculty in the Department of Agri-
cultural Economics, who will speak about coun-
try-of-origin labeling; and Jim Willis of the U.S.
Rice Federation in Houston, Texas.  Registra-
tion and program information are available at
http://www.agecon.msstate.edu/MAEA/
2004_meetings.php.

Keith Coble 662.325.6670
coble@agecon.msstate.edu
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Cotton - Continued from page 1
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Figure 1.  U.S. Government Cotton Payments by Crop Year

because they claim their relatively poor economies are the
most severely damaged by U.S. cotton subsidies.  The Bra-
zilian case represents the first time the WTO has issued rul-
ings and recommendations regarding a member nation's ag-
ricultural subsidies.

As part of the dispute settlement process, the panel's interim
report is made available only to Brazil and the U.S., which
neither country is meant to discuss publicly.  However, sev-
eral details of the findings have emerged in the popular press
from those familiar with the report.  Since the interim report
is not publicly available, the legitimacy of these details can-
not be verified at this time.  One of the most substantial
findings is that reportedly the decoupled payments received
by cotton producers-which under the current farm bill in-
clude fixed direct payments and counter-cyclical payments-
result in increased production.  Such payments have gener-
ally been classified as "green box" support-a WTO term that
describes government-funded subsidies that do not or only
minimally distort trade.  No WTO limits exist for subsidies
that meet these criteria, or for those subsidies classified as
"blue box."  Blue box refers to subsidies that distort trade
but have conditions intended to minimize distortions by re-
quiring farmers to limit production.  "Amber box" describes
subsidies that generally distort production and trade and are
therefore subject to WTO limits.  If the WTO were to con-
clude that decoupled payments are in fact amber box and
subject to limits, it could have a much broader impact on
U.S. farm programs, as decoupled payments are available
in the current farm bill for all of the program commodities.
In addition to cotton, these crops include corn, soybeans and
other oilseeds, wheat, rice, sorghum, barley, and oats.  Fig-
ure 1 depicts U.S. government payments to cotton produc-
ers from 1991-2001.

The other reported major finding
is that the U.S. support for cotton
exceeds the level allowed by the
so-called "peace clause."  The
peace clause was designed to limit
the actions member nations could
take against each other regarding
agricultural subsidies by allowing
support that has no or only a mini-
mal impact on trade up to previ-
ously accepted levels.  In the case
of cotton, this level was the ap-
proximately $2.1 billion expended
in 1992, which Brazil maintains
the U.S. exceeded from 1999
through 2002.  Another compo-
nent of the U.S. programs report-
edly held in violation of interna-
tional agreements are Step 2 pay-
ments, also known as cotton user
marketing certificates.  These are

payments made to exporters and domestic mill users of U.S.
cotton based on differences in the U.S Northern Europe price
and the Northern Europe price.  In the 1990s, the majority
of these payments went to domestic mill users, but currently
they receive a much smaller share of these payments.

The next step in the WTO dispute settlement process is a
brief period of review, after which the panel will issue its
final report.  If the panel's final determination is that a dis-
puted trade measure(s) violates a rule or obligation, it rec-
ommends that the measure(s) be made to conform to WTO
rules, and may include instructions for changes.  Once the
report has been submitted to the Dispute Settlement Body, it
becomes a ruling or recommendation within 60 days unless
a consensus of member nations objects to it.  WTO member
nations bringing cases against other member nations rarely
lose, and interim recommendations are usually upheld.  The
final report on the dispute will be issued to the U.S. and
Brazil this month, followed by the rest of the member na-
tions, and is scheduled for release to the public on June 18.

The WTO decision, either preliminary or final, is unlikely
to have an immediate impact on U.S. farm programs.  Given
the apparent nature of the report the U.S. will likely appeal
it at each opportunity.  The appeals process will be politi-
cally important to the Bush administration, as any appeal
would definitely delay any final resolution of the dispute
until after the November elections.  Furthermore, appealing
a final decision as well as requesting an extended period of
time for its implementation could potentially postpone any
changes to U.S. cotton programs until the completion of the
latest round of the WTO's international trade negotiations,
known as the Doha Round.  If successfully completed the

Continued on next page
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negotiations on agriculture in the Doha Round are likely to
result in subsidy reductions for all member nations for a broad
range of farm programs.  In the meantime, however, the U.S.
as well as other developed nations could face difficulties in
trade negotiations if other countries threaten to make simi-
lar cases against other farm programs.

If the WTO determines the U.S. cotton program violates in-
ternational trade agreements, the U.S. response would likely
fall within a continuum of two extreme actions.  One action
would be to completely ignore the WTO's decision and do
nothing-something very unlikely, since the U.S. is a leader
in the WTO and has pushed for worldwide free trade in a
profusion of industries including agriculture.  However, if
the U.S were to ignore the WTO's ruling, Brazil and the
other member nations could request from the Dispute Settle-
ment Body the authority to impose limited trade sanctions
against the U.S., which, as the complaining side, they would
be entitled to receive unless a consensus exists against the
request.  Brazil would presumably have the opportunity to
impose sanctions in another sector of agriculture or a differ-
ent industry, since the country is not a major importer of
U.S. cotton.  WTO's objective is to prevent actions from
impacting other sectors but at the same time allowing such
actions to be effective.  At the other extreme, the U.S. could
completely comply with the recommendations of the panel
report.  If immediate compliance proves impractical, then
the U.S. would be given a "reasonable period of time" to act
in accordance with the recommendations.  Such complete
compliance is very unlikely as well, since members of Con-
gress from farm states have already expressed their disagree-
ment with the interim report.  These members have also been
quick to note their view that Congress determines U.S. farm
policy, not the WTO.

More likely, the U.S. would move to the next step in the
WTO's dispute settlement process, which is to enter into
negotiations with Brazil and/or the other member nations
involved in the case.  This would allow the countries to de-
termine "mutually-acceptable compensation."

The U.S.-Brazil cotton dispute is a landmark case for the
WTO because of its potential impacts on agriculture world-
wide.  The potential for significant long-term effects exists,
but the impact will not be known for quite some time, even
after the final report is made public on June 18.  Perspec-
tives will continue to follow this important story and discuss
these developments in future issues.

Corey Miller 662.325.0848
miller@agecon.msstate.edu

tion, and intellectual property rights including copyright en-
forcement.

Despite the slowdown in multilateral negotiations (the WTO
and FTAA), bilateral agreements have been developed at a
rapid pace.  The Central American Free Trade Agreement
(CAFTA), which is a conglomeration of free trade agreements
between the U.S. and Central American countries, has been
completed and will likely be introduced to Congress for ratifi-
cation late this year or, more likely, after the elections.  At the
same time, Panama, which was not included in CAFTA origi-
nally, is negotiating with the U.S. for a CAFTA-style agree-
ment.  Negotiations with Panama could be completed as early
as September 2004.

The Andean free trade negotiation, which currently includes
Colombia and Peru, with the possible addition of Ecuador,
represents a longer-term set of negotiations.  However, nego-
tiations with Colombia could be completed as early as the end
of this year.  Add to this the already completed negotiations
with Australia, Singapore, and Morocco, and there have been
a literal flood of free trade agreements.

In terms of agriculture, the CAFTA and Andean agreements
are likely to have the largest direct impact because these areas
are likely the largest markets for U.S. exports.  By contrast, the
other recent agreements (Morocco, Singapore, Australia) have
limited or commodity-specific impacts (rice for Morocco and
dairy for Australia).  In terms of the FTAA, Brazil and Argen-
tina are large competitors with the U.S.  However, phase-in
periods for tariff reductions and tariff rate quota increases range
from immediate for many products to 20 years for dairy.
CAFTA and the Andean agreements will have the most poten-
tially detrimental impact on fruits and vegetables, but their pro-
duction is typically off-season for the U.S., so the agreements
could potentially lead to lower off-season prices for U.S. con-
sumers.  These agreements do afford some additional market
access for U.S. exports of meat and poultry.  Most of the agree-
ments are increases in market access, and not much in the way
of concessions, so the short-run benefits may not be large.

A conference is currently being planned for New Orleans, LA
in the spring of 2005 that will address the implications of these
and other trade agreements on agriculture as the specific terms
and affected commodities are more clearly defined.  Watch
this publication for more information about this conference.

Darren Hudson 662.325.7998
hudson@agecon.msstate.edu
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Upcoming Events
North Field and Stream Event
May 1
West Point, MS

Beef Cattle Shortcourse
May 21
Hinds Community College—Raymond, MS

Statewide Dairy Field Day
May 27
Rials Dairy—Kokomo, MS

Statewide Invitational Field and Stream
Event
May 29
West Point, MS

USDA
May 10
     Poultry slaughter
May 12
     Crop production
     Cotton Ginning (annual)
May 17
     Milk production
May 21
     Cattle on feed
     Livestock slaughter
     Chickens and eggs
     Catfish processing
     Farm labor
May 28
     Agricultural prices


