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One of the greatest technological developments of recent times has been the ability to genetically modify living organisms. GMOs and transgenic crops are being grown worldwide, but consumer acceptance varies noticeably across different regions and countries. The recent increase in consumer awareness about genetically modified organisms (GMOs) has created a demand for greater information, translating into a demand for the labeling of such products to allow consumers to make more informed purchasing decisions. Unlike other product characteristics, GMO content is not discernable to the consumer, and labeling must be used to inform consumers if deemed necessary. Decisions regarding labeling legislation will affect not only Europe and the US, main protagonists of the current debate, but will also be important to developing countries as they increase their presence in GMO export markets.

This paper focuses on the effect of labeling in a global economy in the presence of economies of scale at the marketing stage. As is common in many agricultural products, at the marketing stage all varieties of the good are combined into a unique product. Economies of scale in marketing are such that the combined good can sell at a lower price than the individual goods. By the time the final good reaches the consumer, all varieties of the good are indistinguishable. In a closed economy, labeling increases consumer surplus allowing greater ability to choose, but decreases producer surplus, due either to the actual costs of labeling or a loss of marketing economies of scale. 

In a global trading economy, labeling policies could affect trading partners differently given asymmetries in GMO technology availability and usage. In this case labeling could be seen as yet another type of arbitrary trade barrier, with profit shifting effects. To consider the effect of labeling in a trading environment with economies of scale, a model developed by Ethier (1982)
 is used. The effect of labeling will depend on differing consumer demand and the distribution of GMO technology across countries. Depending on the type of labeling legislation adopted (mandatory or voluntary, for example), producers may be able to choose between pooling or separating equilibria. In the global economy, this could result in either intra or inter industry trade in the good. Different possible outcome are considered, both in the short and long run.
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