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The Doha Dillemma

(May 29, 2008, The Economist)

Does freer farm trade help poor people?

The global food crisis has shone a harsh spotlight on the consequences of
government meddling in agriculture. Poor people go hungry, in part, because Americans
pay their farmers to divert crops from food to fuel. But in at least two areas, the crisis has
emboldened those who are sceptical of free markets in food.

The first is “food security” . Politicians in rich and poor countries have seized on
recent price spikes as proof that free farm trade is a risky business and self-sufficiency, a
worthy goal. The second area concerns the poor. For years reformers have advocated freer
trade on the grounds that market distortions, particularly the rich world’s subsidies ,
depress prices and hurt rural areas in poor countries, where three-quarters of the world’s
indigent live. The Doha round of trade talks is dubbed the “development round” in
large part because of its focus on farms. But now high food prices are being blamed for
hurting the poor.

The argument for self-sufficiency Is easiest to counter. Anyone who believes autarky
is the route to food security should look at starving North Korea. In world markets trade
barriers, not the lack of them, have exacerbated the mess. The commodities that have
seen the biggest price spikes are those which tend to be traded least. Only 6% of global
rice production, for instance, flows across borders. Unilateral export restrictions, such
as those imposed by Vietnam and India, have made matters worse. Global supply is
disrupted and domestic farmers discouraged from producing more.'The route to deeper,
less volatile markets lies through‘ freer trade and fewer distortions. The notion that free
trade precludes food security is plainly wrong-headed.

The links between trade, food prices and poverty reduction are more

subtle. Different types of reform have diverse effects on prices. When countries cut their
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tariffs on farm goods, their consumers pay lower prices. In contrast, when farm subsidies
are slashed, world food prices rise. The lavishness of farm subsidies means that the net
effect of fully freeing trade would be to raise prices, by an average of 5. 5% for primary
farm products and 1. 3% for processed goods, according to the World Bank.

These effects are still much smaller than recent food-price spikes, but would they,
on balance, help or hurt the poor? In crude terms, food-exporting countries gain in the
short term whereas net importers lose. Farmers are better off; those who buy their food
fare worse. Although most of the world’s poor live in rural areas, they are not, by and
large, net food sellers. A forthcoming study of nine poor countries by M. Ataman Aksoy
and Aylin Isik-Dikmelik, two economists at the World Bank, shows that even in very
rural countries, such as Bangladesh and Zambia, only one-fifth of households sell more
food than they buy. That suggests the losers may outnumber winners.

But things are not so simple. The authors point out that net food buyers tend to be
richer than net sellers, so high food prices, on average, transfer income from richer to
poorer households. And prices are not the only route through which poverty is
affected. Higher farm income boosts demand for rural labour, increasing wages for
landless peasants and others who buy rather than grow their food. Several siudies show
this income effect can outweigh the initial price effect. Finally, the farm sector itself can
grow. Decades of underinvestinent in agriculture have left many poor countries reliant on
imports: over time that can change.

The World Bank has often argued that the balance of all these factors is likely to be
positive. Although freer farm trade—and higher prices—may raise poverty rates in some
countries, it will reduce them in more. One much-cited piece of evidence is a study by
Thomas Hertel, Roman Keeney, Maros Ivanic and Alan Winters. This analysis simulated
the effect of getting rid of all subsidies and barriers on global prices and trade volumes, It
then mapped these results on to detailed household statistics in 15 countries, which
between them covered 1 billion people. Fully free trade in farm goods would reduce

poverty in 13 countries while raising it in two.

A question of numbers

But lately the bank seems to be taking a different line. Robert Zoellick, the bank’s



president, claims that the food-price crisis will throw 100 million people below the
poverty line, undoing seven years of progress. His figure comes from extrapolating the
results of a different study by Mr Ivanic and Will Martin, another World Bank
economist. This study analyses the effects of more expensive staple foods on poverty by
examining household surveys in nine countries. In seven cases, higher food prices meant
more poverty.

In fact, the bank’s results are not as contradictory as they seem. The two studies
are based on different sets of countries: only Peru, Zambia and Vietnam appear in
both. And the gloomy analysis measures only the effect of pricier staple foods, whereas
the other examines freer trade in all farm goods. Such trade brings broader benefits: even
if higher prices for staples exacerbate poverty in some countries, at least in the short
term, the effect may be outweighed by increased demand for other farm exports, such as
processed goods, as rich countries cut tariffs.

These subtleties suggest two conclusions. First, the bank, and others, should beware
sweeping generalisations about the impact of food prices on the poor. Second, the nature
of trade reform matters. Removing rich-country subsidies on staple goods, the focus of
much debate in th.e Doha round, may be less useful in the fight against poverty than
cutting tariffs would be. The food-price crisis has not hurt the case for freer farm

trade. But it has shown how important it is to get it right.

harsh  adj. HEN, HEN

meddle v. FH

divert . s, BHAR

embolden  v. ¥ AN, s

spike . B¥, B&

indigent  adj. RHEW, REW

dub v R H

autarky n. HéHE

unilateral  adj. B EE, BAH

exacerbate . a EwmE (K. B%), £%4

preclude . B, HR

HR
R

=
R
Aok
ik



subtle adj. W, BN .

lavishness  n. HE, RE
outnumber . Pl o %
simulate v thik, #F
extrapolate . M, #A
contradictory adj. FEH, ey
market distortion 77 3 # o
primary farm products B KT
processed goods Ao T g

§ staple goods KR

K

#

w Bangladesh &b E
Zambia 312
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Vietnam oA

1. Poor people go hungry, in part, because Americans pay their farmers to divert crops
from food to fuel. HFAME®K, ¥HBRELRENLERANRLRE, EX
HATIAA IR B & IR

go EREMBR (REH), FETUR-ANAHBERE, WREHWEEY
K, WA KR AR ETENLHRS, BEE (RHdF07) W FBELHT
X—ofEef e, HAERMY FTRE, XMUWHLA: come, run, return,
stay, stand, sit, lie, rise £,

They go home empty-handed. #412=F H K,

His answer came quick and sharp. 4 iy 18] & BF B X 2k 44,

They returned from work tired and hungry. #.17 T% 8 3% X & X4,

The thought lay heavy on her mind. X 48 35 JT & 3 JE &£ 40

2. For years reformers have advocated freer trade on the grounds that market distortions,
particularly the rich world’s subsidies, depress prices and hurt rural areas in poor
countries, where three-quarters of the world’s indigent live. % 4 %k, B #EH(1 %
KEAEWmEEWH S, BATHEY, BIHURTHERGAE, W THiE,



FHRETRFERRA MR A, EAEAFEHRIANFTFEAL,

(1) market distortion 7737 1 &

An economic scenario that occurs when there is an intervention in a given market
by a governing body. The intervention may take the form of price ceilings, price floors
or tax subsidies. Market distortions create market failures, which is not an
economically ideal situation.

There is a tradeoff that regulators must make when déciding to intervene in any
given marketplace. Although the intervention will create market failures, it is also
intended to enhance a society’s welfare.

For example, many governments subsidize farming activities, which makes
farming economically feasible for many farmers. The subsidies paid to farmers create
artificially high supply levels, which will eventually lead to price declines if the goods
are not subsequenily purchased by the government or sold to another nation. Although
this type of intervention is not economically efficient, it does help ensure that a nation
will have enough food to eat.

(2) subsidy #}R

A subsidy refers to direct or indirect government payment or special privilege
industries. In the countries where protectionism continues as a part of national economic
policies, subsidy is viewed as a means to promote national self-sufficiency, to
encourage emerging industries and to alleviate depression and unemployment. Subsidies
are granted on the ground that preservation or expansion of these industries, even at the
cost of the general public, is in the public interest. In recent years, government subsidy
in agriculture has caused trade friction between developed and undeveloped countries,
and even among the developed countries.

Subsidy can lower the cost of products and can stimulate export, which will lead to
enlarged import to other countries. The lower prices of imported goods arising from
subsidization could benefit industrial users and consumers in the importing
countries. But the prompt increasing of subsidized import would injury the domestic
economy of the importing countries. Therefore,, according to the rules in GATT of WTO,
the importing countries have the right to charge countervailing duties ( K # i #%.) on

subsidized imports.
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. the Doha round % % [ &3 #

The World Trade Organization { WTO) conducts negotiations through what is
called rounds. The Doha Development Round is the current trade-negotiation round
which commenced with a ministerial-level meeting at Doha, Qatar in November
2001. Subsequent ministerial meetings took place in Canciin, Mexico (2003 ), and
China Hong Kong (2005). Related negotiations took place in Geneva , Switzerland
(2004, 2006, 2008) ; Paris, France (2005) ; and Potsdam, Germany (2007).

The Doha Round’s objective is to lower trade barriers around the world,
permitting free trade between countries of varying prosperity. As of 2008, talks have
stalled over a divide on major issues, such as agriculture, industrial tariffs and non-
tariff barriers, services, and trade remedies. The most significant differences are
between developed nations led by the European Union ( EU), the United States
(USA) and Japan and the major developing countries led and represented mainly by
India, Brazil, China and South Africa. There is also considerable contention against
and between the EU and the USA over their maintenance of agricultural subsidies—
seen to operate effectively as trade barriers.

The most recent round of negotiations, July 23 ~ 29 2008, broke down after
failing to reach a compromise on agricultural import rules.

. trade barrier A general term that describes any government policy or regulation that

restricts international trade. The barriers can take many forms, including import



duties, import licenses, export licenses, import quotas, tariffs, subsidies, non-tariff
barriers to trade % 5 B £
5. ... not the lack of them...
lack ZE B At H £, RTHRZWATE, HEHAMNMAE of, X
Production decreased for lack of raw material. 4 F E & Z ER T T H.
lack W[ B K M 5hid, FnEBEZ B AR AMNH. o
Britain has large reserves of coal but lacks some metal reserves.
lack H. % UM AR ahid, —MURELEAHLRXNHA, .
He is lacking in courage. &% B A,
6. tariff A duty or fee levied on goods being imported into the country 5 i
5 tariff AR ¥ HEER

tariff barriers EHE L
tariff diminution * B AL
tariff quota x BLE A
tariff union KB B
tariff value X B #E
tariff war X BB

7. farm subsidy (& & & #MiE) A governmental subsidy paid to farmers and agribusin-
esses to supplement their income, manage the supply of agricultural commodities, and
influence the cost and supply of such commodities. Examples of such commodities
include wheat , feed grains ( grain used as fodder, such as maize, sorghum, barley, and
oats), cotton, milk, rice, peanuts, éugar, tobacco, and oilseeds such as soybeans.

8. The lavishness of farm subsidies means that the net effect of fully freeing trade would
be to raise prices, by an average of 5. 5% for primary farm products and 1. 3% for
processed goods, according to the World Bank. T RBATHR, BHARF R4
BREXLHBHAZWNE - BREWRAKRKT BANEHEFH LHKS. 5%, T
B WA B 1.3%, |

HiEBFHMR S EFE T UMK price, 0

competitive price HES N Mm%
cut-throat price AR I b A B4 A

plummeting/precipitous price WA T Bk WM




