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WHY AGRICULTURE NEEDS DIFFERENT TREATMENT IN TRADE RULES?
－JAPAN’S POLICY REFORM AND WTO NEGOTIATIONS－

How significant is the Japan’s policy reform?

n the wake of the Uruguay Round agreements in
1994 and the new Agricultural Basic Law in 1999,

Japan has vigorously reformed its support policies for
agricultural products. The prices of major
commodities, such as rice, wheat, soybean and milk,
are now determined primarily by market force and
farm incomes are supplemented mainly through less
trade-distorting direct payments.

Reflecting such drastic reform, including the complete
abolition of market price support for rice in 1998, the
value of Japan’s non-exempt domestic support
measured by the AMS declined to US$ 6.7 billion in
1999, corresponding to less than 20 percent of the
ceiling by UR commitments (Fig. 1 & 2).

In contrast, the US significantly increased its
expenditure for non-exempt domestic support through
additional payments in the late 1990s. As a result, the
outlay amounted to US$ 17 billion, 85 percent of the
ceiling in 1999 (Fig. 1 & 2). This US move is a sheer
contradiction to the thrust of the UR agreements.

What is the state of Japanese agriculture?

he producer prices of agricultural commodities
have declined considerably for the past decade, of

which market-oriented policy reform is one of the
major driving forces. As a consequence, terms of trade
for agricultural producers (output/input price ratio)
have deteriorated by 20 percent during 1991-2001.

Among them, one of the most serious cases is the
sharp drop in the price of rice, which accounts for a
quarter of Japan’s total value of agricultural
production. Its wholesale price declined by 30 percent,
from 23,000 yen/60kg (3.4 US$/kg) in 1993 to 16,000
yen/60kg (2.5 US$/kg) in 2000 (Fig. 3).

The decline in major commodity prices is damaging
lower income commercial farms, whose income
depends on as much as 80 percent from agricultural
source (Fig. 4).

Notwithstanding these difficulties, Japan will pursue
market-oriented policy reform. The reform plan for
rice policy worked out in 2002, outlining accelerated
reform programme up to 2010, is a leading example
for this.
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Fig. 3 Wholesale Price of Rice
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Fig. 4 Household Income (right) and Dependancy on
Agricultural Income (left) (2000)
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Japan has greatly contributed to agricultural trade
expansion, as a leading importer and the largest net-
importer of farm products (Fig. 5). As a consequence,
Japan’s food self-sufficiency declined to 40 percent in
caloric intake basis, the lowest in major developed
countries (Fig. 6). Under this circumstance, 78 percent
of the Japanese are concerned about the stability of
future food supply and 95 percent are calling for
ensuring national food security♣.

Japan has made tremendous effort to improve
agricultural productivity through, among others, the
enlargement of farming scale. However, Japan’s
average farm size is merely 1.6 ha, so that more time
is needed to catch up even with the European standard,
considering its scattered ownership and slow mobility
of farmland (Fig. 7).

Why agriculture needs different treatment?

griculture exhibits the following distinct
characteristics, differentiating it from other

economic sectors:
• It produces food, an absolute necessity for human

survival.
• It generates external benefits, jointly provided

with commodity production. Such benefits of
Japanese agriculture reach more than 8 trillion yen
(US$ 66 billion) (Fig 8).

• It needs land as a factor of production, and the
land cannot be reproduced or traded.

The first two features of agriculture justify
safeguarding the necessary level of domestic
production, even if it is not competitive enough.
Although there is a need of minimising the cost for
maintaining such agriculture, the third feature
warrants sufficient transitional period for structural
adjustment through farm size expansion and resultant
exploitation of scale economy.

As shown above, Japan has pursued drastic policy
reform in its maximum extent for the past decade.
Further radical reform will suppress enthusiastic
commercial farms rather than non-commercial farms,
and deteriorate food self-sufficiency and
multifunctional benefits. This must be huge loss for
the Japanese and their national economy.

In conclusion, such special sector as agriculture needs
special treatment in multilateral trading rules. In
concrete terms, the interests of those less competitive
importing Members who primarily have to deliver in
the end of the negotiations should be fully respected,
and the further collective reform programme under the
WTO should encompass flexibility, continuity and
balance as indispensable elements.

                                                       
♣ Opinion poll by the Prime Minister’s Office in 2000.

Fig.5 Net-Import of Agricultural Products (1999)
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Fig. 6 Food Self-Sufficiency Ratio (2000)
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Fig. 7 Average Farm Size (1997)
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Fig. 8 External Benefits of Japanese Agriculture
(2001)
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