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Productivity, Public Goods and Public Policy: agricultural biotechnology Potentials

WHY ARE US AND EU GMO REGULATIONS SUB-OPTIMAL?
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The development of agricultural products containing Genetically Modified Organisms (GMOs) is bringing new dimensions to national environmental and food safety policies as well as to international standards setting and global trade policy. In so far as GM products pose environmental and food safety risks associated with their domestic production and/or consumption, some regulation of those activities is likely to be required to maximize national economic welfare. Excessive regulation, however, could be more welfare-reducing than no regulation, both in a comparative static sense and to the extent it lowers the incentive to invest in this new biotechnology. And if it reduces trade in these products it may also contravene international trade agreements. 

The European Union and the United States have extreme policy positions regarding the production, consumption and trade of GM farm products. The EU has heavily invoked the precautionary principle and imposed a moratorium on the import and introduction of these products, ostensibly because of the perceived risks to food safety and the environment. In contrast, the US has widely adopted GM crop technology since it was first approved for the market in the mid-1990s, and consumers of those products in the US (and in numerous export markets) have accepted these GM-inclusive products as virtually equivalent to the GM-free substitute. Has the EU over-regulated (for economically protectionist reasons?) while the US has under-regulated production and/or consumption of GM products? The EU’s reliance on a trade measure to address these non-trade concerns also is probably sub-optimal.

This paper addresses the question: Why have the governments of these equally affluent economies adopted such different policy stances towards GMOs? Most commentators have simply put it down to different attitudes of consumer and environmental groups in the two jurisdictions (e.g. Bernauer and Meins 2001). We instead explore the hypothesis that the differing farm producer interests in the two jurisdictions lead to this outcome (just as they have led to different outcomes in other areas of agricultural and food policies). We do so first with politico-economic theory and then empirically, the latter using the GTAP model to examine the distributional implications of different policy stances for US and EU producers.

The paper is thus a case study in both the economics and the political economy of technical barriers to trade (in the spirit of Baldwin 2001), an area of growing concern among WTO members. It concludes by drawing out implications for agricultural trade negotiations and dispute settlement in the WTO.
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