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The purpose of this talk is to explain why the Institute for Agriculture and Trade Policy believes that it is both feasible and desirable for the Members of the World Trade Organization to negotiate disciplines to phase out agricultural export dumping, i.e. exporting commodities at below the cost of production.

I outline the first step that IATP has taken towards the negotiation of such disciplines, which is to propose a methodology for calculating agricultural export dumping, using U.S. dumping of five export crops as an example.  The degree of that dumping and some effects of dumping are briefly sketched. 

Then I analyze why agricultural dumping disciplines would be a more effective way of remedying the global price depression in agricultural commodities than battling futilely in the WTO over the symptom of chronic below cost of production prices – subsidies that only partially compensate for market failure.

Finally, the state of play in the WTO agriculture negotiations is reviewed to determine what opportunities there may be to use an agreed methodology on the calculation of dumping to inform discussions toward negotiations to phase out dumping.  I sketch not only benefits to developing countries of a dumping phase-out but also three reasons that developed countries might find it in their self-interest to phase out dumping.

First, however, I should distinguish agricultural anti-dumping disciplines from those disciplines and trade remedies that are more in the news, e.g. those for the steel industry.   Agricultural anti-dumping disciplines would not be derived from the current anti-dumping trade remedies based on the economics of industrial goods.  Instead, the phasing out of agricultural dumping would take into account the political economy of agriculture, in which a great number of producers are selling to a handful of traders and processors with great market power. For example, unlike the current U.S. investigation into the Canadian Wheat Board, which relies on a U.S. definition of dumping based on the industrial goods economy;
 agricultural anti-dumping disciplines would be grounded in recognition of such agricultural economic realities as the asymmetric response of farmers to price signals.
  As price takers in the food system, farm investment in planting and infrastructure rises when prices are high, but remains high even when prices fall because, unlike industrial concerns, farmers cannot afford to shut down a production line, i.e. not plant a crop, when prices fall.
  Given the highly concentrated agribusiness markets, it is very difficult for farmers to find a market for a new kind of crop or product, even if the farmers were willing and financially able to invest in a new crop or product.

According to IATP’s most recent paper on agricultural export dumping, “the minimum acceptable outcome for the reform of the Agreement on Agriculture is to provide and enforce rules that outlaw dumping in world agricultural markets.”
 In the vernacular of trade negotiators, this is an ambitious goal.  However, it is a goal whose achievement is necessary if there is to be any prospect for realizing the so-called non-trade concerns of food security and rural development eloquently stated in the non-binding preamble of the Agreement on Agriculture.  Furthermore, unlike the endless debate over whose forms of subsidies are more “trade-distorting,” the calculation of export dumping is derived from comparable data that can be gathered and analyzed, first by the bureaucracies of Organization for Economic Cooperation and Development country members, and then, with appropriate technical assistance, from other WTO member countries.

IATP calculates the percentage of the export price that is dumped below the cost of production by analyzing U.S. Department of Agriculture (USDA) and Organization for Economic Cooperation and Development (OECD) cost of production data from 1990-2001 for five-major U.S. export crops.  This percentage is calculated by comparing the export crop price to a constructed price that includes, cost of production, and government subsidies to inputs and transportation.  “The government support cost [OECD calculated Producer Subsidy Equivalents] and the cost of transportation and handling are added to the farmer production cost to calculate the full cost of production.  The percent of export dumping is the difference between the full cost of production and the export price, divided by the full cost of production.”

The authors report that during the period studied “[l]evels of dumping hover around 40% for wheat, between 25% and 30% for corn (maize) and levels have risen steadily over the past four years for soybeans.  These percentages mean that wheat, for example, is selling for 40% less than it costs to produce.  For cotton, the level of dumping for 2001 rose to a remarkable 57% and for rice it has stabilized at around 20 %.”
  U.S. headquartered firms are major traders in all of these crops and all are dumped in developing countries to greater or lesser extent.  While there have been studies to calculate EU member country dumping
, any comparison of dumping practices is useful not as an end in itself, but for establishing the existence of an unfair trade practice in need of trade policy discipline. The technical challenges of refining the IATP calculation methodology are not inconsiderable.  However, before any further technical work takes place, first, a political decision must be taken in the WTO General Counsel to establish a Working Party to agree on a calculation methodology and other aspects of a dumping discipline.  As the IATP authors conclude, “Dumping is a gross distortion of commodity markets that undermines the livelihoods of the 70% of the world’s poorest people.  We have the means to address agriculture dumping.  It is now up to governments to act.”

There are many challenges to converting this relatively simple proposed dumping calculation methodology into a trade discipline.  The debates over dumping methodology calculation in other economic sectors now taking place over the WTO anti-dumping and subsidies agreements
 may reappear to some extent in negotiations on agricultural dumping. Some of those debate issues and tactics may be instructive for the effort to phase out agricultural dumping, while others may be divisive and/or diversionary.  Furthermore, calculations of dairy, meat and aquaculture exports that rely on feedstuffs made with dumped export crops will no doubt pose greater methodological problems in data gathering, analysis and validation.  The impact of crops yields on averaging cost of production figures and the assignment of overhead costs, e.g. the cost of land that had been supported by so-called non-distorting subsidies, will prove a challenge.  Given the differences in what is exported from WTO members and how different members determine cost of production figures, it may be easier to take a political decision to develop dumping disciplines than to come to a common technical agreement on how to do it.   Nonetheless, despite these and other challenges, IATP recommends “the publication of annual full cost of production estimates for OECD countries”
 as a starting point for phasing out agricultural dumping through WTO disciplines.

Given the trend of below cost of production prices that producers receive from traders and processors, how do U.S. farmers survive?  Some survive because they have acreage enrolled in USDA program crops and receive various forms of support for those crops.  According to a study by the Environmental Working Group,  “Taxpayers provided $22.9 billion in subsidies during the first three years of the “Freedom to Farm” law [1996-1999], but 10 percent of the recipients (144,000 participants) collected 61 percent of the money.”
  The concentration of subsidized landowners is even higher in the states of U.S. House and Senate Committee of Agriculture and Agriculture Appropriations chairs

The average payment to landowners of $1200 per year from 1996 to 1998
 was hardly enough to withstand the generally downward, if volatile, price trends under the 1996 Farm Bill and now continued under the 2002 Farm Bill.  Farmers without the income protection of large acreage enrolled in USDA program crops saw their numbers dwindle.  For example, between 1993 and 1998, the number of dairy farmers decreased by 26 %.
   Typically, the most important survival support derives not from subsidies but from income from off-farm jobs and sometimes decade long deferrals in the purchase of used farm machinery in one of the most dangerous of U.S. occupations.

Of course, the situation that results from dumping is much more dire in developing countries.  The damage to rural employment and the national capacity for food security in developing countries has been documented sufficiently, by such organizations as Oxfam and Action Aid, so that I won’t recount it here.  The depressed price trends for commodities and declining market share for most developing countries agriculture exports has made trade a poor revenue source for development.
  To add insult to injury, in February the 25th anniversary conference of the International Fund for Agricultural Development noted that within the overall decline of official development assistance of the past two decades, the share of ODA devoted to agriculture and rural development had declined by 50 percent between 1988 and 1999.
  So neither agriculture trade nor aid is having large-scale positive effects for development.

To re-orient this talk from the effects of below cost of production prices for agriculture commodities to proposals for disciplining agricultural dumping, what help for farmers and rural communities might we hope for from the WTO negotiations on the Agreement on Agriculture?

Disciplines on agricultural export dumping do not form part of the WTO Agreement on Agriculture negotiations under the WTO ministerial Doha Round agenda.  Indeed, despite the negotiation of rather ineffective anti-dumping and subsidies disciplines for industrial goods under Article 6 of the General Agreement on Trade and Tariffs, the WTO has never attempted to negotiate disciplines on agricultural dumping.  The draft negotiations modalities text, as synthesized by the Chairman of the Special Committee formed to negotiate the review of the Agreement on Agriculture, Stuart Harbinson, largely revolves around the so-called “three pillars” of export subsidies, domestic support and market access.  However, the negotiations missed their initial deadlines,
 are presently at an impasse, and it is not at all clear how the impasse might be broken.  What is clear is that the Harbinson text, and the negotiations generally do very little to take into account the so-called Non-Trade Concerns of food security and rural development that are primary objectives in the AoA for most developing countries.

At the Doha ministerial, proponents of multilateral disciplines to enhance food security and rural development tried in vain to get their proposals incorporated into the Doha negotiating mandate.  These Friends of the Development Box noted that “large scale imports for many of our countries are synonymous with importing unemployment and food insecurity.”
  Their proposals, however, were largely ignored though the research used in making those proposals is not easily refuted.  

For example, a Food and Agriculture Organization review of the rising food import costs of 16 developing countries since 1994, concluded that “closing the food gap through commercial imports is not a realistic possibility for most countries that have poor prospects for substantial increases in foreign exchange earnings and/or already face heavy external debt burdens.”
   Such evidence of the non-viability of import dependence as the basis of food security for most developing countries could not be diplomatically recognized by major agricultural exporting country negotiators.  Otherwise negotiators would have had to incorporate at least some of the Development Box proposals.

IATP believes that in the present deadlocked negotiations, there is a possibility that instead of disciplining the agricultural dumping that is a major cause of lack of food insecurity and rural unemployment, there may be a new deal between the United States and the European Union   to re-categorize what are deemed trade distorting vs. non-trade distorting supports and subsidies in such a way that would allow continued defacto legitimating of dumping.  If we agree with the OECD that  “a principle of economics is that it is more efficient to address an objective directly than indirectly” then to address the problem of structurally depressed prices for agricultural commodities, we should negotiate anti-dumping disciplines specific to the economics of agriculture, rather than address the problem indirectly through irresolvable debate about whose subsidies are more “trade distorting” relative to the dumped, “world” prices for agricultural commodities.  The reason for this direct approach is simple.  As Professor Daryl Ray remarked, apropos op-ed complaints about taxpayer subsidies to counter the dismal farmgate price performance of the 1996 U.S. Farm Bill, “the subsidies did not cause the low prices, the low prices caused the subsidies.”

If subsidies were causing low prices, then one would expect that highly subsidized farmers would be increasing production and that a surfeit of production would drop prices further below the full cost of production.   Instead, the IATP report notes that over the 1994-2000 period highly subsidized U.S. wheat production fell about 4 percent.  The dramatic increases in production occurred during this period in low subsidy exporters, such as Argentina, Australia and Canada.
  Since then the increase in wheat production in such low subsidy countries as Ukraine, and the dramatic increase in little subsidized Brazilian soy production simply reinforce the point that low prices cause subsidies.  To pretend that disciplines on subsidies will depress production and thereby raise production ignores the effect of international supply on market prices. 

The current impasse in negotiating modalities in the Agreement on Agriculture negotiations derives from a negotiating framework that cannot work for development because the modalities do not address the cause of below cost of production commodities that are dumped into developing countries.  

What is to be gained by disciplines on agricultural dumping?  Such disciplines if enforced by WTO members, could form part of a policy package to raise commodity prices enough and consistently enough so that exports might be able bring in sufficient revenue to finance development, at least in part.  At the very least, if a major agricultural exporter, such as the United States, undertook to reform their national agricultural laws and regulations to phase out dumping, a multilateral discipline against dumping would prevent transnational agribusiness from using export facilities in other WTO members to undermine domestic initiatives.   Instead of relying on highly conditioned and tied aid, such as the U.S. Millennium Challenge Account, developing countries could both protect national food security and rural employment, while reversing at least somewhat the dismal terms of trade, the deterioration of export revenues in relation to import costs, in most developing countries during the past 25 years.

At the outset of a world with reduced agriculture dumping, developing country export revenues might not be great in many cases, since exporters may not be able to meet the proliferation of sanitary, phytosanitary and technical standards than can act as non-tariff barriers to trade.  However, at a minimum, disciplines on dumping would offer some protection against the political instability and economic pauperization that results as farmers put out of business by dumping are forced to migrate in search of work or at least food, often to cities where there is no urban infrastructure to care for their needs.  It is very unlikely that most developing countries can create enough jobs rapidly enough to prevent the political instability and associated security costs resulting from the current pace of rural to urban migration that results in part from agricultural dumping.  

What political opportunity is there and what self-interest could lead to agricultural anti-dumping disciplines?  Evidently, developing countries with large rural unemployment, food insecurity and the high infrastructural and national security costs associated with massive internal migration have an interest in disciplining dumping.  But what about developed countries whose officials are often once and future agribusiness executives – what interest could they have in disciplining dumping, if their firms’ bottom line depends on below cost of production raw materials?  

I think, and this is not an IATP position, that there are at least three sources of enlightened self-interest for developed countries to negotiate and enforce disciplines on dumping more effective than the weak dumping disciplines for other economic sectors that are already outlined in Article 6 of the General Agreement on Trade and Tariffs.

First, the anti-competitive business practices that dumping enables are undermining developed country agricultural policy and trading viability.  Therefore, it is not surprising that the Canadian Wheat Board is advocating that the Canadian government consider the negotiation of WTO disciplines on agricultural dumping.
  The Appellate Body decision against Canadian dairy subsidies establishes in WTO dispute settlement that cost of production is now a legitimate issue in Agreement on Agriculture trade complaints.
 

Second, the surfeit so-called “cheap” food, i.e. dumped food whose total costs have been “externalized” or hidden, is causing a rising incidence of chronic diseases.  Despite the furious food industry assault on the World Health Organization report on obesity, its causes and costs
, there is reason to believe that the rising curative health care budget outlay, now about 14 percent of the U.S. Gross Domestic Product, will become politically and economically unsustainable for developed countries facing aging populations and ravaged federal budgets.
  Perhaps a more preventative health policy and a more health-oriented food policy will find budgetary arguments to discipline agricultural dumping as a way of making high fat and sugar content foods more expensive.

A final reason for OECD countries to support the negotiation of agricultural anti-trust disciplines is that their absence has contributed to an environment for anti-competitive business practices that is summed up in a quote from an Archer Daniels Midland (ADM) executive in James Lieber’s Rats In the Grain
: “The competitor is our friend and the customer is our enemy.”  Given the difficulties of agreeing on multilateral anti-trust disciplines, much less agreeing on how to enforce those disciplines,
 effective prosecution of transnational anti-competitive practices in agribusiness remains largely a national endeavor.  For WTO members with strong court systems, there is an opportunity to prosecute anti-competitive behavior, such as the current U.S. civil case against Cargill and ADM for $4 billion of damages resulting from price fixing in high fructose corn syrup. It seems unlikely that the lawsuit against ADM and Cargill will go to trial and hence render a public record of years of an anti-competitive business practice.  But if ADM and Cargill are true to their word, and refuse to settle out of court, the resulting court record could provide insights into how anti-dumping measures might be developed. 
  For WTO members, including developed countries, without the ability to effectively prosecute such egregious distortions of trade, effective agriculture dumping measures may reduce this and other anti-competitive business practices. 

Thanks for your attention and for this opportunity to speak about IATP’s work.  I look forward to your questions.  
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