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ABSTRACT

Domestic support is one of the “three pillars” (market ac-
cess, export subsidy and domestic support) in the agriculture a-
greement in Uruguay Round. And it is a crucial means for de-
veloped countries (o support their agriculture. Bur it does distort
trade of agricultural product, depress the world price and deteri-
orate the terms of trade for those export countries. Though the
agriculture agreement was reached and constraints on domestic
support were shaped, the numerous and jumble tnstruments in
domestic support and the huge divergence among countrics in
their standpoints make the prospect of domestic support in mul-
rilateral trade negotiation blurry. As a developing country, it is
impendent for China to adjust its policy according with rhe con-
straints of WTO. Therefore, based on multilateral trade negoti-
ation and policy adjustment, the paper focuses on domestic sup-
port in the process of agricultural trade liberalization and probes
into China's policy adjustment and its standpoint in the negotia-
Lion.

We make sense of the relationship and the border among
the “three pillars” especially on marker price support induced by
them. I'hen using partial and general equilibrium method, we
reveal that domestic support results in “spillover effect” 1o the
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production and trade of other countries and distort international
trade. The other clue is we probe into the distortion mechanism
of domestic support {rom the producer’s point of view. The rea-
son why domestic support was brought into the URAA is it real-
ly distorts the international trade. The analysis indicates that in
order to eliminate the distortion of domestic support o trade,
further criteria in WTO should be made and policy adjustment in
cach country should be deployed simultanecusly.

FTAP (Global Trade Analysis Project) is a computable
general equilibrium model involves multi-countries and multi-
sectors. The basic framework is a series of price; leaning back
on the price system we get a clear idea on the path of domestic
support to trade distortion. With the newest released data pack-
age named GTADP 6.0 Beta data, we simulate several ideal ex-
periments and draw some key conclusions. Factors which lead to
trade distortion do exist and domestic support 1s one of 1it. Im-
proving lrade environment is the ultimate cause for domestic
support reduction. Though domestic support is not the most cs-
sential lopic in the agricultural trade negotiation, even it will de-
teriorate the welfare of developing countries as a whole; the bal-
anced reduction among the three pillars guarantecs agricultural
trade liberalization can be realized.

There arc two ways to cut domestic support. One is mak-
ing use of muliilateral negotiation mechanism o limit the use of
domestic support. Most of the proposals lodged by different in-
terest groups agreed (o reduce domestic support under the
framework of URAA. Historical review and the status quo ol
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domestic support indicale that it is possible to reach the consen-
sus. This includes {urther reduction in amber box, strengthen-
ing the discipline and standard in green box, eliminating blue
box and stressing the S&D treatment of devcloping countries.
The principle of reciprocal and topics exchange guarantee the re-
alization ol cooperation among countries. The conclusion from
the producer’s point analysis is diverse policies result in different
degree of distortion. So the second way to reduce domestic sup-
port is adjusting the policies from those indeed distort interna-
tional trade to those have no or at most a minimal effect on
trade. The achievement of URAA aroused the interaction of do-
mestic policy, international regime and competitive advantage in
international regime. Meanwhile it also brings out the conflict
between the mainstream in global agriculiural policy paradigm
and respective policy paradigm in every country. To each coun-
try, policy adjustment is a continuous process whatever it is vol-
untary or passive. At the present time, international trend in
domestic support adjustment is transformation to decoupled in-
come support and domestic support instruments design based on
the criterion of green box.

We rescarch into the specific country,China. It is not only
because the support resources is very limited but also because of
the request for China's entry into WTO, we point out that Chi-
na’s hinge in the adjustment is changing from market price sup-
port to decoupled income support and use the instruments which
are much more greener than those in green box, meanwhile

keeping the price support to those sensitive agricultural prod-
. 6 -



ucts. And as a big country in agricultural products trade

in
2002, its export value and import value stands the fifth and the

forth respectively in the world, China should be established in
developing country, emphasize the S&I) treatment to them,
give prominence to the balanced and substantial headway among
“three pillars”, participate the multilateral negotiation actively
and restrict the level of domestic support in developed countries
strictly. We also predict changes in the framework of domestic

suppori reduction will be taken place in the long run.

Keywords: domestic support, trade distortion, policy ad-
justment, negotiation [oreground, decoupled income support,

green box
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