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Last-minute Deal Provides a Breather in Cotton Saga

Just two days before trade sanctions were to be imposed in the cotton dispute, Brazil and the United States reached a compromise agreement, which may finally yield the subsidy reforms that Brasilia has been seeking from Washington for nearly a decade.

The so-called ‘framework agreement for a mutually agreed solution to the cotton dispute at the World Trade Organisation’ concluded on 17 June commits Brazil to postpone trade retaliation - worth US$830 million - on US goods and intellectual property rights until end-2012. That is when, at least in theory, the United States should have a new farm bill in place. The two countries will then “consider the changes in that legislation and evaluate the possibility of informing the WTO that a mutually satisfactory solution to the dispute has been reached.”

The Brazilian foreign ministry stressed that although the agreement was not a ‘final solution’ to the dispute, it set ‘important parameters’ for a process aimed at a substantial reduction of the negative effects of US subsidy programmes.

The two sides will use the transition period until 2012 to negotiate changes to the US subsidy regime, and Washington will stick to its April 2010 commitment to provide technical assistance and capacity-building worth US$147.3 million annually to Brazil’s cotton sector until 2012. The amount corresponds to WTO arbitration of the annual damage caused to the Brazilian economy by WTO-inconsistent domestic support programmes still maintained by the US.

According to the April memorandum, the fund may also be used for cotton-related international co-operation activities in sub-Saharan Africa, Mercosur countries and associate members, as well as Haiti, if both parties so agree. African cotton producers, whose exports have suffered from subsidised US competition, have expressed interest in accessing the fund, but so far there has been no response.

The text of the framework agreement was not publicly available at the time of writing, but a press release from the Brazilian government provided some details on the deal’s main elements - domestic support cuts and modifications to the GSM-102 export credit guarantee programme.

Domestic Support

Three price-contingent support programmes were found to breach WTO rules: marketing loan payments, market loss assistance payments and counter-cyclical payments. Each helps US exporters remain competitive when the world cotton price drops below a certain threshold.

    * According to the Brazilian foreign ministry, the ‘basis for the discussions’ under the framework agreement will be the establishment of an annual limit to these programmes. Their combined value is to be set at a level ‘significantly below’ the average for the years 1999-2005 (the period examined in the WTO).

    * US and Brazilian officials will hold quarterly consultations throughout the negotiations for the next US farm bill to determine how the programmes will be counted against the annual limit in the new legislation.

Export Credit Guarantees

The GSM-102 export credit guarantee programme underwrites payments due to US financial institutions and exporters for credit they have extended to foreign banks, which in turn lend the money to importers of US agricultural products. According to the US Department of Agriculture, the purpose is to “encourage exports to buyers in countries - mainly developing countries - that have sufficient financial strength to have foreign exchange available for scheduled payments.”

Action on export credit guarantees under the framework agreement will focus on two features in particular:  the duration of the loan period and risk premiums.

    * The payback period for GM-102 loans will be shortened to a weighted average of no more than 16 months until the end of the transitional period ending in 2012;

    * Risk premiums must rise by at least 11 percent if the value of the guarantees exceeds US$1.3 billion, which represents 48 percent of the programme’s biannual budget.

    * The readjustment will rise to 15 percent if GSM-102 guarantees exceed US$1.5 billion, or 55 percent of the biannual budget.

Either party may terminate the agreement at any time, and Brazil has explicitly reserved its right to apply WTO-approved sanctions if the negotiations fail or the 2012 farm bill does not deliver the expected reforms.

Relief All Around

Both sides appeared relieved that a potentially damaging trade war had been avoided, at least for a time.

Trade Representative Ron Kirk and Agriculture Secretary Tom Vilsack expressed satisfaction over a solution that allows the US to “maintain our programmes while considering adjustments and avoiding the immediate imposition of countermeasures against US exports.” The National Cotton Council - a powerful lobby group - commended the administration for its determination to find common ground with Brazil, and promised to work with Congress on a cotton policy that would “provide a safety net for US farmers while helping assure our trading partners that US cotton programmes do not cause unfair trade distortions in the world cotton market.”

The Brazilian government’s press release called the agreement a ‘positive step’ and said it hoped the consultations ahead would lead to the US fully implementing WTO rulings, a goal Brasilia vowed to pursue. The country’s WTO Ambassador Roberto Azevedo said the process of negotiation and reform was preferable to retaliation, which would “not bring benefits to anyone in Brazil’s private sector.” While Brazil had no interest in retaliating, Mr Azevedo cautioned that it could do so ‘at any moment’ if the US did not uphold its end of the bargain.

