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In their latest article published on the Institute for Agricultural Trade and Policy (IATP) website,
Karen Hansen-Kuhn and Sophia Murphy return to the notion of dumping, its causes and its
impacts. This post, which focuses primarily on the United States, and which is reproduced below, is
itself derived from a scientific article detailing further the methods employed and the historical
context of dumping.

Using OECD and USDA data, the authors refer to the 1947 GATT agreement to justify a calculation
of dumping from production costs and not from domestic prices. If the anti-dumping framework of
the 1994 WTO Agreement was modeled on that of the GATT of 1947, WTO case law has indeed
tended to favor the definition of dumping based on the difference between the export price rt and
the price on the domestic market. The way in which dumping is considered in the WTO, with the
notable exception of the Canadian dairy panel in 2001-2002, is highly questionable because the
domestic market may also be in a state of dumping.

Her calculations clearly show that since the early 1990s, the products studied (cotton, rice,
soybeans, wheat and maize) have mostly been sold at dumped prices, that is, under production
costs. For wheat in particular, only the 2007/08 food crisis and its aftershocks have allowed it to not
be sold at dumped prices.

In the eyes of the authors, this dumping has three negative effects. Firstly, "it hurts producers" who
"do not recover their production costs from the market, are forced to rely on other strategies to
survive". Secondly, it weakens the viability of farmers abroad. Finally, "it undermines environmental
objectives" because farmers are not able to improve their practices. It is therefore essential to tackle
the roots of this problem.

To remedy these deleterious effects of dumping, Hansen-Kuhn and Murphy call for addressing the
main cause of low prices, namely the fact that farmers have no interest in reducing their production
individually, even when prices drop because the share of fixed costs in overall costs is important, like
a heavy industry. Therefore, the priority is a "new approach to international trade and agricultural
policies". Criticizing the hypocrisy of the United States who attacked China or India at the WTO for
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their support to producers, this forum calls for more cooperation between countries in order to
develop stabilizing policies in synergy with each other.

Christopher Gaudoin

The costs of agricultural export dumping for farmers and
rural communities

Agricultural commodity dumping is the practice of exporting commodities at prices below the cost of
production. Dumping cheats farmers both domestically and abroad and undermines crucial environmental goals
in a time of climate crisis. The Institute for Agriculture and Trade Policy (IATP) has documented the extent of
dumping of several key commodity crops for more than twenty years. IATP founder Mark Ritchie, with Gigi
DiGiacomo, developed a calculation using a definition of dumping from the General Agreement on Tariffs and
Trade (GATT, a precursor to the World Trade Organization) and data from the U.S. Department of Agriculture
(USDA) and the Organization for Economic Cooperation and Development (OECD). They tracked production
costs, prices at the farm and at the point of export, subsidies and estimated transportation costs for wheat, rice,
corn, soy and cotton. Recently, we updated those calculations to better understand how global agricultural
markets are functioning.

We found, with some exceptions, a consistent pattern of dumping from 1990 to 2017. As prices fell after price
spikes in 2007-2008 and 2011, U.S. dumping on export markets resumed. As of 2017, the rates of dumping stood
at 38 percent for wheat, 12 percent for cotton, nine percent for corn, four percent for soybeans and three
percent for rice’. Despite the pause in dumping during those periods of high prices, the structural factors that
allow dumping have persisted.

Dumping matters for at least three reasons. First, it hurts U.S. producers who sell their product into markets that
are controlled by a handful of agricultural commodity trading corporations. When farmers cannot get back their
production costs from the market, they are forced to rely on other strategies to survive, whether it is off-farm
employment, government subsidies or under- valuing their labor. The economic consequences of low prices are
felt by farmers and their families, their hired workers and by their rural communities, communities that are
deprived of spending that would otherwise support vibrant economic life.

Secondly, it undermines the economic viability of farmers abroad, whether growing crops for domestic markets
or selling to traders for export. Even producers in countries that do not import U.S.-grown commodities suffer
because U.S. exports are large enough to affect world prices—which then impact all countries that trade some
share of their agricultural production.

Thirdly, dumping undermines environmental goals. Care of the natural resource base, including the imperative
to protect soil health, water quality and the ecological diversity of farmland, is squeezed when production is
undervalued. Agricultural commodities that are sold too cheaply are bad for ecosystems around the world,
whether at the micro level in the farm’s soil, at the level surrounding agricultural communities and their
watersheds or in the global planetary systems human survival depends upon. International trade and

' The government support cost 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. Sources: Farmer production costs are from USDA Commodity
Costs and Return. Government Support Costs are from OECD Producer Support Estimates Database. Transportation and
export prices are based on information in USDA Agricultural Marketing Services Grain Transportation Report Datasets. For
wheat, corn and soy, we used Table 2: Market Update: US Origins to Export Position Price Spreads. For rice we used Rice
Yearbook, Table 17: Milled rice: Average price, f.0.b. mills, at selected US milling center. For cotton, we used the National
Cotton Council of America’s A Index of global prices.



investment link them all.
Graph 1: Dumping rates for major U.S. commodities, 19g0-2017
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WHY DOES DUMPING HAPPEN?

There are three main driving factors behind dumping. One is the level of market power enjoyed by the
agribusiness companies that provide inputs to farmers, buy commodities and then process those goods into
food, animal feed and industrial products. Four firms dominate U.S. domestic agricultural commodity supply
chains and the international grain trade: Archer Daniels Midland, Bunge, Cargill and Louis Dreyfus®. They are
estimated to control 75-90 percent of global grain trade. In many markets, just one or two firms are present”.

Grain traders are heavily involved in commodity processing. They are vertically integrated in the market. This
means that the costs at different stages of the commodity value chain remain internal to the firm’s operation,
including the price of corn purchased on the commodity exchange, the price of the processed products made
from that corn at the crushing plant and the cost of the grain provided to a feed lot operator for meat
production.

In effect, agribusinesses that buy and process agricultural commodities have the market power to push prices
below the level that would provide a reason- able profit to producers and then to appropriate value from other
stages of the supply chain. The persistent gap between production costs and the price farmers receive is
evidence the market is not self-correcting.

Government subsidies are the second factor. They make it possible for farm operations to continue by muffling
price signals, which would otherwise push more farmers out of agriculture or would, in some other way, reduce
supply. The continued production spurs more dumping. There is no question that without subsidies, many more
U.S. farms would fail. The real question is whether fewer farms would reduce dumping, which is a factor of the
volume of supply, not the number of farms in operation®. The long-term trend is toward consolidation and
fewer, larger farms, a fact confirmed in the newly released 2017 U.S. Census of Agriculture.

2 Mary Hendrickson and William Heffernan, Concentration of Agricultural Markets, vol. 21, p 311-328, University of
Missouri, 2007 and Sophia Murphy, D Burch and J Clapp, Cereal Secrets, Oxfam, 2012.
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The third factor links the market power of agribusiness and the government programs. Until 1985, when Farm
Bill policies started to change, the U.S. government’s non-recourse loans acted as a buyer of last resort in the
market. Farmers knew that if market prices were less than that foreseen when they borrowed money from the
government for their crop, the government would accept that crop in lieu of repayment. This effectively created
a price floor that the grain traders had to match or beat. With the elimination of the non- recourse loan and the
eventual transition to revenue and price insurance, farmers lost a bargaining instrument against the market
power of grain traders.

Graph 2: Total costs of wheat, 2004-2017
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Graph 2 illustrates the relative production costs, subsidies and transportation costs for wheat. The pattern is
similar for other crops. Both subsidies and dumping are linked to market prices, but they do not track precisely.
Subsidies are not large enough, nor do they correlate closely enough, to fully explain dumping. The issue is not
only the amount of the subsidies, but the incentives they create to produce massive quantities of certain crops,
coupled with the effects of monopoly power”.

. Government support

Farmers will forgo profit and maintain production in the face of losses for a long time. This is a long-observed
fact of agriculture that is different than other sectors. Different explanations are offered for this behavior,
including culture and community and family ties, as well as economic realities such as the lag that results from
holding illiquid assets (land and machinery) and growing a commodity that cannot be produced “just in time.”
Periods of high prices, if left unchecked, tend to stimulate an overreaction by farmers, resulting in more
production than is demanded, thus leading again to lower prices.

As a result, over the last two decades, production has moved in two opposing directions: Toward larger farms
and toward micro-farms that respond to emerging urban demand for locally grown produce. While the growth
in more sustainable local production is a welcome development, small farms remain highly dependent on off-
farm income Current Farm Bill programs react to price drops, but they are not designed to resolve them. They
compensate farmers when there is a significant drop in commodity prices but do nothing to change the market
structures that make farmers price takers in their markets, whether buying from the concentrated farm input
supply sector or selling to commodity buyers. The result has been selling trade agreements and projected
expanded exports as the way to grow markets and compensate for low prices. That response, though, has not
solved farmers’ lack of bargaining power in relation to commodity traders and processors, most of whom buy
from farmers around the globe.

® Hendrickson and Heffernan. Also see Claire Kelloway and Sarah Miller, Food and Power: Addressing Monopolization in
America’s Food System, Open Markets Institute, March 2019.



The benefits of export-oriented agriculture tend to accrue to the largest actors, particularly the grain traders
most directly involved in international markets. While farmers’ planting decisions are locked in seasonally (or
even longer), grain traders can react very quickly to changes in markets. These companies have vastly superior
access to information, an advantage that is likely to increase in the era of Big Data®. Although they have
significant capital investments in commodity transport infrastructure, they can offset their risks with futures
trading, and their global presence and market power gives them access to buyers and sellers around the planet.
Grain traders can profit when prices rise or when they fall, as long as they successfully predict the direction of
change. If the U.S. soy harvest fails, traders can source from Brazil or Argentina; if demand in China dips, they
find customers in Malaysia. As importantly, grain traders are in the business of adding value to primary
commodities, whether they are fattening animals with soy or turning corn into ethanol.

The risks inherent in agricultural production, such as unpredictable weather, fall on farmers. The risks of
unstable markets, too, are a problem. Limiting production is not really an option if prices are expected to fall, as
no individual farm is in a position to affect the market. This means farmers, quite rationally, tend to maximize
production in the hopes that higher volume will compensate for lower prices.

THE NEW GLOBAL CHALLENGES

Agricultural markets have changed over the last 20 years. More food is grown, more food is traded
internationally, and more countries are involved in growing and trading commodities. There are more people in
the world, in part because more people are living longer lives and more have higher incomes. Asia has
overtaken Europe as the largest food-importing region. At the same time, population growth in some of the
world’s poorest regions has kept demand high for the three primary sources of calories worldwide— rice, corn
and wheat. Meeting the steadily growing demand for food has exacerbated the unsustainable use of freshwater
and topsoil and encouraged deforestation, while urbanization and climate change are shifting the geography of
agricultural production and making output less predictable.

Agricultural commodity dumping diminished during periods of higher prices. Regions that depend heavily on
commodity production and export profited from those prices. The benefits were also felt through higher
government revenues and improved conditions on farms for producers and farm workers. But urban consumers
suffered, and governments faced enormous political pressure to act quickly to bring food prices back down. In
the aftermath of the price crisis, a range of policies—public investment in agriculture, private investment in
land, price stabilization measures and social safety nets—received attention and funding’.

The food price crisis drew public focus to the vulnerabilities of globally interdependent food systems and the
need for better risk management. Yet the resumption of low prices and dumping underscore the lack of
progress in advancing comprehensive solutions that allow farmers to plan their production at fair and
reasonably predictable prices. Most governments acknowledge that their food security rests on both local and
international food systems. Therefore, it is essential that trade be governed by fair and transparent rules. A
crucial first step is to protect food security from agricultural dumping.

While many in the U.S. would agree on the need for a better Farm Bill that ensures consumers get healthier food
produced more sustainably, there is not yet consensus around programs to pay farmers fair prices and to rein in
market concentration (although proposed legislation for a moratorium on agricultural mergers is a start). In any
case, those measures will only succeed if there is also renewed attention to programs that build resilience
against climate catastrophes or include managing stocks against supply or distribution shocks rather than simply
seeking to export as much as possible for as long as possible.

The return to dumping occurs at a time when the U.S. is challenging other countries’ agricultural programs at the
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WTO. For example, the U.S. has challenged China’s support prices to corn farmers and India’s use of support
prices for wheat and rice, leading other members to accuse the U.S. of hypocrisy.

There is an urgent need for a new approach to global trade and agriculture policies. New rules should respect
the obligation of governments to protect food security at home, embrace the complex relationship of food
systems to economic development and recognize the importance of accountability in domestic politics in rich
and poor countries alike.



