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therighissiucture Howtoassigniighis s, therefore, animportantissue to be disoussed, inperticularat e inemetional community where there istill o agreachupon” righisstruciure. This
peperaims at darifying the conceptof multifunctionality inagriculture and disoussing proper messLes to help inersring ackoete level of public goods proviced by the agricuitural secior.

Keywords agicultural policy rack lieraliztion, norvrecke conoerrs i nctionelity
l. INTRODUCTION

Thenew round of WTO (\orld Tradke Organization) negotiations on agriculliure has been in process since Miarch 2000.

Acoording toArticke 20 of the GATT Agreement onAgricultuire (AOAY), the norHrade concerms (NTCs) are to be teken into account inthe nevw round of negotiations on
agiautureinthe WTO.

The concept of multifunctional agriculture hes gained suibstantial intemetional attertion during the agricultiural negotiations, and multifuncionality hesbeen one of the mejor issuies
raised and discussed fervertly in the negatiations.

Mulifunctionglity isa reletively nev conceptermbracing older idess. It is relevant to N TCs, but there isalso adifference inbetween. NorHrade concems aim at goods thet are not
handled property by the merket mechanism (eg. public goodk), trackble and nonHradable goodis are treated as separate issues; mutifunctionality; on the ather hand, integrates the issues into
aconsisent framanork.

Althoughthe concept of multifunctional agriculliuire hes gained aoceptance by meny nations, the implications of this concept for agricuitural policy are controversial. Under the
WTO framework, the national policy instruments have o be legitimete in relation to the intemational community and the agreements. Howeve, the legitimecy is closely tied to the rights
structure. How b assignrights is, therefore, an important issuie to be disoussed in particular at the intemetional community where there is still no“‘agreeckupon’” rights structre.

This peper aims at darifying the conoept of multifunctionality in agriculture and discussing proper messures to help inensuring adeqiate level of public goods provided by the
agricultural ssctor.

1. CHARACTERISTICS OF MULTIFUNCTIONALITY INAGRICULTURE

1 Conoeptof Multifunctional Agriculture

Acoording to Romstad etal. (2000), multifuncionality canbe defined briefly as: the set of interlinked outpuis froma productive activity where some goods are private and some are
public.

Agricuttural productionisasystem producing both private and public goods which are interinked asamultiple set of functions. Thus, multifunctional agriculture implies thet agricutture



entails more thenwhet is tradiitionally perceived as its main function: producing food and fiber. In atherwords, agricultural activities provide not only food and fiber but also other functions
Themost central elements of multifunctional agricuiliure can be cataloged into three mejor aspects:
(1) Food related agpect: food security; food safety and food oality:
(2) Environment/landscape refated agpect: biodiversity, amenity value of the landscape, recrestion and aocess, scientific and educational value, and cultural heritege.
(3) Rural development related aspect: rural setlerment and economicactivity:
These goods derived fromagriculiural activity are nomrelly region or site pecific. IMost of them hawve public good attributes. In addition, some of the public goods associaied with
agricultural production (eg, landscape values, food safety and part of food secLirity) are provided uniqueely by agricuitiure.
The public goods linked o agriculture pertly fromthe use of inputs, the production methods, or uialities conceming the privete goods themsetves. These links betweenthe private
and publicgoods provisioning mayy be charadierized asjoint, complementary, or competing.

2. Public Goods Derived FromAgriculture
21 ConceptofPublic Goods

Publicgoodsare contrary to private goods. They can be jointy consumed by meny individuals simulaneously at no adkditional cost and with no reduction in the quality or quantity.
Publicgoodsare unlikely tobe allocated by market mechenismefficiently.

Figure 1 shows thet private and public goods can be distinguished by the two charadteristics: rivalry and excludahiility: Dividing goods by the dimensions of excludshility and
rivalry canalsohelp inresolving the issue of resource allocation and merket efficiency.

Tremoreexdusiveandrivalagood is, the market is more likely be able to provice efficiert allocations of resources, The mein reeson for this is thatwhen rivalry isnot possible, it
becomes difficuittto charge individuels for enjoying the good. Besides, ifthe good is notexclusive in consumption, the frree-rider problemwill appear: Some individLiaks believe thet athers
willteke onthe burden of paying for public goods, so that, individually, they can escape from paying for their portion without a reduiction in production of the public goods. Thus, when
excudsbility and rivalry are low; the market price is unlikely to reflect consumers willingness to pay and producers’ marginal oosis of production. Thisimplies thet the market mechanism
isnotworking property; and market intervertion may be needed for goods other then private goods.

Agricultural adtivities lead to various public good attriboutes. Some of themare non-exclusive, some are norHival, and some are both, Thisimplies thet some of the atfrioutes
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standard of products imported from atroed, high domestic procluiction levels reduce the risk of contracting food related diseases from foreign countries, domestic food production thus hes
pasitive effects on food safety:

Food quality isanother closely related dimension of food safety and food security: Nutrition value, taste, smell, looks, use qility; health effedts, culture value, ethical value, etc. are
attributes related to food. Hence food quiality isawider concept of food safety and is releted to food security; it contains private and public atiributes. Extermalities provided in the agricultural
production process may also influence the quality of food.

Thus, food canbe regarded asan “impure private good” which hes characteristics ofbeing apublic good. Domestically produced agricuitiural products therefore have additional
valueseventhoughthey are “like produdts” of imports (Romstad et al., 2000).



23 Ervironment/Landscape Related Agpects

Agriculiural activities also have implications for mary environmentianoiscape related attrioutes: biodiversity; cuttural heritage, amenity value of the landscape, recreation and access, and
soientificand educational valLe.

Biodiversity includes genetic, species and ecosystem diversity. Agro-biodiversity adds i biodiversity at the same time as agriculiral areas compeie with other neture aress andlits
biodiversity Uptoacertain level, biodiversity may e positively linked to the area used for agricuttural production. Howevey, inregionswhere a large perceniage of the totel arealis
agricultural land, increased agricultural acreage may reduce biological diversity.

Accordingto Romstad et al. (2000), agriculture isan important besis for many ntions’ culliure and identity, The landscape andis cultural content add to undersanding the life of
former generations. This contributes o the identity and symbolic values of agriculliure and the landscape. The rural culture is dosely linked to agriculture and isadetermining factor for e
total landscape piciure. The cultural heritage enhances the value of the landscape esthetics and, thereby; enhances the recreattional value of the landscape.

Tosusiainthe linkage between agricultuire, the landscape and the cultural heritage, some adequiate agriculiural production mustbe meintained, Besides, avariety and local
difference in typefmode of production is cenral to the diversity of the cultural heritege locally and natiorelly.

Theamenity value of the landscape depends on the cultural and the natural landiscape. Biodiversity; cultural components, apen gpace and adtivity are important factors contribute to
the esthetics of a landscape. Agricutiure adds to theamenity value of the landscape through increesing the diversity of the landscape and aresting an active landscape. Agricuitiural
production results in apen pace also. However, the providing of open spece may go from having apasitive effect onthe amenity value of the landscape toreducing it

The landscape provides space for recregtion at the same time as it contributes to the recreational valie through its esthetics. Aocess isan important factor for recreation so that people
canusethe landscape fieely and over longer diisiances. Agricuitiural adtivity can conribute to the recreational value of the environmentflandscape, through the esthetics or through
improvingacoess.

Theactiveagricultural landscape may also fundtionas acontributor of knowdedge for the public in general. Thisknowledoe isattached to the linkeges beiween rature, the
production systermand food, Therefore, agricultural production increases the scientific and educational value of the landscape, except thet it s infroduced innatral arees thet are special and
soientifically valueble.

24 Rural DavelopmentAgpects
Agriculiurealso playsavery importantrole inimproving theviability of marny rural communities. Farm household contribuiies to off-farm supply of labor, aswell asonHarm dermand
for labor. Processing of agricuttural products, use of service indtittions, economies of scale effects in the municipelity; tourism, etc. areall linkages of farming o the off-farm economic:
adfivities. Thisimplies that, besides farming, farmvhousehold labor is very importart for the nonHam economics activities in rural aress.
Agricultural activity also contributes in siebility of the farm secior aswell as the whole economy: The agriculltural sector is more steble then ather sectors as family farming ismore of
alifestyle then most ather jobs. Culliural conditions, social reasons, property righis, age and education, eft. are ressons cause farmeemployment less mobile and affected by the business cycle
ion
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Figure 2: Exterel Berefits

Under these circumstances, the number of peoplewilling o peay for consuming apublic good will be diminished. ff a public good is produced by the private sectorand issold in the:
market, the outputwill be biased and is lower thenwhet it should be. Even ifthe nonHree riderswilling o pay for the public good, the prices they woulld like to pay are according o the
private merginel berefits insteed of the social marginal benefits. Extemality will cause the quiantity produced lower then the quiantity maximizes social welfare (Figure 2). Inadition, nor-
rivalry causesthe market dermend curve of a public good differs from the dermand curnve of aprivate good. For aprivate good, the market demand cunve is the horizonial summetion of
individual dermand cunves; forapublic good, it is the vertical summation. It isbecaLise thet the quiantity of supply determined by the merket canbe consumed by eech individuel at the same
timeasshowninFigure3.
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Figure 3: Public Good Market

The quentity produced () is determined by the condlition when social marginal oost (SMIC=S) equels to social marginal benefits (SMB=D). The quartity produced (%) canbe
consumed by either indivicual Aor indlividLiel B. To consume thisamount of the public good, indiividlel Ashould pay P, , while indivicual Bshould pay P, . Themerket price P*
=P, +B, .Honever, itis very difficuit to disinguish he demend of each indiivicuel and to cherge them for ciffferent prices. Moreove; if SMC and SMIB interceptat section b,
individual Awill be chergeed for azero price. Thisin tumwill encourage individuil B o become afiee rider: Therefore, public goods usuially can notbe provided sufficiently by the privete
secior, and should be provicded by the govemment or the market should be intervened by the govemment.

Market failure isnot the only case when govemment intervention is recired. The failure to serve social goals ather then efficiency; such asa desired distribution of income or the
presenvation of value systerms, also requires intervertions by the govemment.

According o Romstad et al. (2000), any welfare economic anelysisertiails avveighting of different interests roots in the righis structure and perceptions about equality and faimess.
Freetracke may deteriorate or damege the reglization of important public goods in some countries. Net domestic effects of intermational tradke for some commodities may then be negetive
forthese societies.

Should acountry beallowed to pursue policies that ensure domestic public goods, evenif these policies limit the export countries” acoess to domestic markets? This isakey
intemational righis issuie. Regretfully; choosing rights principles isa very diffficult issue when no common social welfare funcion exists in the inermational community.

Thedistinction mede between ‘radke’ and ‘norHrade concems”isat the core of the rights issuie. Non+racke concems are nommally restricted o puiblic goods provisioning. Howevey, if
private and public goods are interelated in procuction, such adistindtion cannotbe drawn. Instead), the issLie becomes aquiestion about defining whet a legiitimete protection is, andwhatan
illegitimate harm o athersis. The concept of tradke diistortions followss from atheory where the assumptions are thet every trading netion gains fromitrade. VWhen this isnot the case, avoiding
trade disiortions actLially becomes a restriction on the system and forces some countries o choose less efficient solutions.

Whenaoountry isunable to compete in the market for private goods, the joint supply of public goods will vanish. In this case, aprice support ecuel to the marginel value of the
jointy produced public goods isthe most costefficient. Thereare two remerks to bemade o this conclusion. First if the public good can be separately observed, adirect paymentis
possible, butwill result in inoreased transaction costs. Second, inmany cases, jointness will exhibita compeitive range. Insuch asitLiation, some payment directly towerdss the publicgood
may bewarranted. Inthe case of complement or competing relationship, the argument for some form of dlirect payrments increase considerably:

Toformulate agood policy package for multifundtional agriculture isnotasimple task. However; Ronrsiad etal. (2000), conclucked several principles:

(D  paymentsforpublic goodshositive extemalities and taxesiegulations o reduice negative extermelities,

@ theuseofregionally differentiated product prices induding someimport levies,

(3 theuseofmanagement contracts to further secure the provisioning of public goods, and

@  informative measuresand locally based public good provisioning campeigns.

Agyiculiural production is interinked with mery public goods. Any policy influences the amount of puiblic goods provided by agricutiure will influence trade behaviors. Therefore, the
following issues raised by Romstad et al, are important for the intemetional community to address:

(D) Claifyingwhetare legitimate rational concemswhen policies to deal with these issues will influence tradk petterms.

(2) Whatconstitutes fair and equitable principles for belancing domestic provision leveks of public goods vis-evis the need for ransparent rulles in infemational track?

V. CONCLUDINGREMARKS

Agricuiture, unlike indusirial or service sectors, possesses special and unique characteristics ineach individuial nation. It is limited and characterized by land resouroes, dimate, soil
conditionsaswell as cultural heritage etc. Without the existence of agriculture and its related activities, notonly the environmentand the quility of life in the region will be deteviorated
tremendously; butalso the economy will be seviously affected.

For Taiwen, agriculture played a very imporiant role in economic development during the pest several decades. It provided the necessary inpuits for the development of the
inoustrial and service seciors by exporting agricultural commodities for foreign exchanges during the eary Seges of her development. Honever, due o the sharp inarease of producing
costs, many of Tawen'sagricultural products have lost their competitiveness drametically in theworld markets.

Inaddition to agricultral products, agriculture in Taivwen also provides marny other functions. Safeguiarding food security; meiniaining landscape, ensuring social sebility and
protecting environment are some of the mejor functions provided by the multifunctional agriculture. During the process of agricultural trade liberalization, we believe thet all the nations
have therighis to meintain their multifuncional agriculiure adecuetely.

Small household famning, only about 1 hediare per-fammiin average, is one of the charadieristics of Tavens agriculliure to produce siaple food and some ather besic food mainly for
domesticconsumption. Most of the agricultural produicts produced domestically are not competitive in thewvord merket, and the limited amournt produced would not affect the berefits of
exporting countriessignificantly: In addition to the smll size of the famn, the wege rate and lend values are so high thet the investment in agriculture usLially does not generate reasoneble
incometosupportthe living of fammeys.

Withthese regards, to guarantee an gopropriate income level for farmers hasbeen one of the govemnment’s policy goels. Furthermore, the main purpose for Taiwan to prodiuce
besicagriculiural prooucts, especially staple food arops, is for the concems of food security; environmental protection, and other non-racke concemed issues. Inaddition, since there are
businesscydesinthe non-egricultural ssctors from ime o time, it isa.consensus of the peaple in Taiwen thet adequiate size of the agricultural sector and itsassociated ectivitiesshould be
meintained to preventfrom economic insigbility and o help in siabilizing thewhole society.

Totailor adeouete messures to suit for the nesds besed on individual nation’s pecific condition is important. Inaddition, ittakes time for adjusting the srudure of domestic
agricultural sector to minimize the fransaction cosis and impedis of tracke liberalization. Therefore, the agricultural tradke liberalization process should be persistently but gracually: Besides,
longertime period and more flexdbility for national policy design are urged for the reform process.

Asamember of the international community, Taiwan should and is willing to cooperate with other nations to pursue for the goal of improving



the standard of global welfare. Tradk liberalization is a tool, but nota gol, in support of sustainable agriculiuiral development and improving the
social welfare standard. The adjustment to freer trade in agriculture will not be without pain and cost. However, if proper approaches are taken, the
welfare of farmers and the society may be maintained or even improved. The cost of adjustment, aswell as the time required to accomplish the
reform process could all be reduced to an acceptable minimum.
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