Dumping in the Agricultural Sector: An Introduction

I. Preface

If you meet representatives of farmers’ organisations in the South and ask them about their problems, dumping and its negative consequences on domestic agriculture will be named regularly and emphatically. Trade companies export agricultural products from developed countries to developing countries’ markets at prices below production costs in the country of origin, undercutting the prices of local agricultural products and consequently destroying small farmers’ domestic markets of. The fact that on average 56% of the population in developing countries earn their living in the agricultural sector
 emphasises the social and economic significance of dumping. Furthermore, it must be taken into account that 80% of local crops in Africa, 50% in Asia and 40% in Latin America are grown by women.
 Therefore, they are particularly affected by the destruction of local markets. It is paradoxical that 70% of the poor live in the countryside where food is produced. Thus, dumping is a factor that contributes to the exacerbation of poverty in rural areas. Consequently the slogan “Stop dumping!” is not only a dictate of economic reason but also a dictate of humanity.

II. What is Dumping?

Until 1995, the GATT (General Agreement on Tariffs and Trade) regulated the international trade in goods. With the establishment of the WTO, agriculture became part of international trade agreements. Accordingly, the definition of GATT Art. VI also applies to agricultural products. In Art. VI two definitions of “price dumping” are stated:

· Dumping exists if products are sold in an importing country at prices below the normal selling prices in the exporting country. (AD
, Art. 2.1)

· If normal selling prices cannot be determined, the second definition of dumping will be applied, i.e. if the selling price in the importing country is below the production costs in the exporting country plus a reasonable amount for administration, marketing and overhead costs as well as profits. (AD, Art. 2.2)

The latter definition applies to agriculture, as this sector is distorted due to market interventions by the government, and „normal“ selling prices, i.e. the prices that could be achieved under free market conditions, are difficult or impossible to determine.

III. What Causes Dumping?

The “Stop Dumping!” discussions usually centre on direct and indirect export subsidies, well-known as causes of dumping particularly due to NGO campaigns. But the modification of the subsidy regime alone, even the complete elimination of agricultural subsidies, would not be a sufficient prerequisite for the elimination of dumping.


Causes of Dumping

· Direct export subsidies

· Indirect export subsidies

· Food aid

· Export credits

· Private sector causes

· Rejects/ “substandard products”

Along with the above-mentioned export subsidies, food aid and export credits also belong to the category of “export competition”. But international business enterprises also use unfair dumping practices. Until now, harmful market distortions in the agricultural sectors of the South, which can be attributed to the export of “waste products” of high-priced foods as chicken and rice, have been hardly taken into account.

a) Direct Export Subsidies

Direct export subsidies are “classic” export subsidies, paid to exporters in order to sell European agricultural products at prices below domestic prices on the world markets. They can be regarded as “obvious causes” of dumping. Their trade-distorting effect is undisputed among scientists and politicians of every persuasion, and the logical conclusion is the call for total elimination.

Export subsidies are an inherent element of the market price support system. Especially since the 1980s, this has resulted in surpluses for which no domestic buyers could be found. Only export subsidies enabled a reduction of the growing stocks and an elimination of the surplus via the world market. Moreover, market price support could not ensure that the income development of farmers could keep pace with that of employees. From the perspective of development policy and environment protection it was expensive, too inefficient, too trade-distorting, and too destructive: market price support became a recognized problem!  Together with the widely supported or accepted abandonment of the market price support system, export subsidies, as its “coupled product”, belongs on the rubbish heap of agricultural support history.

With the reduction of intervention prices and the use of direct payments, both introduced in 1992, a downtrend in the use of export subsidies has been observed. In 2001, the EU spent only € 2.76 milliard (compared to € 10 milliard in 1991).
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Source: OECD calculations of export subsidies according to notifications in the WTO (2002)

With reference to the reduction of the export subsidies granted – from € 10 milliard in 1990 to € 2.76 milliard in 2001 – farmer associations and the Commission tend to assume a less harmful development policy effect. But export subsidies amounting to € 2,760,000,000 cannot be regarded as “peanuts”. This is particularly the case when they are focused on products earmarked for export – namely milk, sugar, beef – and/or individual countries. But often small import quantities are sufficient to distort the market and drive domestic suppliers out of the market.

According to the WTO Agreement on Agriculture (AoA), member countries have hitherto committed themselves to restricting and reducing export subsidies. The establishment of new export subsidies is prohibited. 90% of export subsidies in OECD countries result from the EU.
 Thus, the EU is by far the biggest user of export subsidies! With the permission set out in the Agreement on Agriculture to continue their use “temporarily”, the WTO has legitimised dumping instead of prohibiting it. Consequently, a reform of the AoA is urgently needed. The Doha mandate that provides for a phase-out of export subsidies must be implemented. A deadline must be set.

b) Indirect Export Subsidies

In OECD countries, support to the agricultural sector increased rather than decreasing. While the total support amounted to US$298 milliard in 1986-88, it amounted to US$311 milliard in 2001 (calculated in TSE)
, with three quarters of this support going to farmers.
 The provisions of the AoA of the WTO do not provide for support restrictions. The AoA seeks to eliminate export subsidies, to reduce the aggregate support level (AMS – production-bound support) and to increase the restructuring of support into the so-called Green Box. It contains decoupled direct payments that are believed not to distort trade, or only to a minor degree, and those payments can be provided in unlimited amounts.
 

According to Senti, all domestic support measures included in the Green Box are based on the principle that they “do not distort the market; they change the profit (income) by changing the fixed costs, but have no influence on marginal costs or the supply curve and consequently on market price and the volume produced and traded.”
 Viewed in the short term, this consideration might be justified, but in the long run all costs will be variable costs. He supported his statement by asserting that in the long run these domestic support measures will have the effect of external cost savings, shifting the supply curve to the right and increasing the supply volume given predetermined prices.

In related literature the opinion is held that it is impossible to support agriculture without distorting effects and that any support would influence relative prices, even if the subsidies are not linked to product prices.
 Characteristically, deficit-financed support expenses and the subsequent increase in national budget deficit influenced relative prices by changing the structure of aggregate demand, independent of whether support was provided as a product-related price-distorting subsidy or as direct payments. As a result, the question is not whether direct payments cause price distortions but whether the extent of distortion is substantial.

In this context the question arises as to which kinds of governmental support can be identified as “subsidies” and which not. The EU Commission defined subsidies as payments that aim at improving a market participant’s market position and not at paying for a service.
 Therefore, payments in the framework of agri-environmental programmes do not constitute subsidies in an economic sense. However, this position of the Commission is disputed: “There are questions as to whether or not this approach constitutes a subsidy to producers or whether the payments do indeed reward farmers for the private provision of public goods.”
 The following definition, however, is undisputed: The government (as subsidy provider) grants payments or a non-cash benefit to private sector subjects (subsidy recipient). In return, the subsidy provider demands, or at least expects, that the subsidy recipients will demonstrate a certain behaviour, realised (requirements for receipt) or yet to be realised (requirements for use).

In the context of the debate on dumping centred around the Green Box it will be necessary to reach an understanding on the issue of which government payments can be classified as “subsidies” and which payments should be maintained as “regulation instruments” for sustainable rural development, even if the trade-distorting effect cannot be completely eliminated. Concerning the latter, the determination of relevant criteria could help to minimise this effect as much as possible.

c) Private Sector Causes for Dumping

The concentration of market power is, according to the ETC group, one of the main characteristics of global economic power. During the last ten years a significant concentration process of “corporate power” has taken place in all sectors. The world-wide value of mergers and takeovers rose from US$462 milliard in 1990 to US$3500 milliard in 2000.
 The 32 biggest traders in the food business hold a 34% share of the total global food business, which comes to an estimated US$2800 milliard. These figures point to a serious development in agri-business whose effects should be further examined.
From the viewpoint of competition policy, the increasing process of concentration among enterprises constitutes a problem, as concentration is followed by the accumulation of market power by players who increasingly do not belong to the private sector. The results are oligopolies and the associated market structures This market power also plays a role in dumping, because the private sector causes of dumping can mainly be identified as (1) exerting market power on the domestic and/or foreign market and (2) attempting to drive competitors out of the market by means of aggressive price war. After having achieved a dominant market position, the company increases the prices again, which allows the company to increase its profits significantly (predatory pricing).

d) Rejects or “Substandard Products”

With quality management systems on the rise in the food marketing sector –accelerated, among other things, by the rapid spread of supermarkets in Latin America and Asia – agricultural markets are more and more fractured on the national and international level.  Formal marketing is interested only in standardised and certified high-price segment products. Rejects or portions of the product not sellable domestically (“substandard product) on these segmented markets are sold on developing countries’ informal markets at dumping prices. This development harms farmers who cannot qualify for certification – i.e. the majority of traditional farmers – in two ways: They are driven out of formal marketing channels on the domestic as well as the export market, and remaining residual markets, for example the export market for substandard products, are destroyed. This trend, set chiefly by the private sector economy, is difficult to control, and WTO rules are not effective in this case. The damage to local markets in the South occurs especially in those product segments that are supported by governmental quality and safeguard programmes and enjoy first-rate legal treatment in developed countries. The extent to which this is legally acknowledged as dumping and how proof can be furnished needs to be clarified in further debates. 

IV. Conclusions

To achieve the goal of “stopping dumping!” a debate on the complexity of the dumping problem is indispensable. The threat to small farmers, the intensification of hunger and poverty in rural areas and the violation of the fundamental human right to food are reasons enough to address the problem of dumping in a firm manner! These negative effects of dumping have been elucidated repeatedly in several papers and case studies.
 There is an ongoing shortage of investigations and analysis, especially in regard to private sector causes of dumping. In view of the growing market concentration, this area must receive more attention in the future.

In political discussions in the context of agricultural negotiations in the WTO, the problem of dumping cannot be considered separately from the question of market access requirements for developing countries. At the start of the negotiations, many developing countries demanded that they be obliged to further open their markets only once the dumping problem, or the relevant trade-distorting subsidies, is “eliminated”. The Derbez text contains only a weak version of this position in §7 under the category “Miscellaneous” as “interpillar linkages”. Because of its great importance for development policy, it is crucial to return it to the agenda of the WTO agricultural negotiations. In this book the question of safeguard instruments is also discussed. 
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