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Cotton Wars in the WTO
with an eye on dairy



“These are desperate times in farming,” Kohl said.  “And we 
can’t lose sight of the fact that farming losses reverberate 
through our rural communities.  We hope this funding can 
provide a measure of relief to the farms and small businesses 
that are struggling to stay afloat through this storm of 
mounting costs and debt.”

Senator Herb Kohl, Congressman Dave Obey 
Retain $350 Million For Dairy Farmers  
 
In FY 2010 Agriculture Appropriations Bill 
 
$60 million in cheese and dairy product 
purchases for food banks and other nutrition 
and feeding programs, and $290 million in 
direct support to dairy farmers using guidelines 
to be determined by the Secretary of 
Agriculture under an expedited process. 

9/30/2009



Lessons in Supply-Demand for 
Primary Products

• What should the slope of the supply curve 
look like for primary products?  Steep or 
flat?

• What about the slope of the demand curve 
for commodities like basic foods, oil, and 
so forth at least in the short run?
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S Steep supply curve:
1.Temporal explanation –
Takes time to bring on line.
2. Resource scarcity:
Ricardian notion of having to
use more marginal resources.

D

Q1

P1
Steep demand curve:
1.Temporal explanation 
Takes time to substitute away
from  basic goods, e.g. oil.
2.Basic need explanation:
Weak substitutes for core food,
many raw materials.

Supply and demand for primary products (basic commodities)



Implications of S-D curves 
for price volatility

• Small S or D shocks can lead to big price 
swings.  

• How does this relate to export subsidies that US 
or Europe pursue in agriculture?

• What do they accomplish with respect to prices 
of those goods on domestic markets?
– Increase them significantly by making small 

reductions in domestic supply. 
– Why do you need trade restrictions on imports?



Value of Dairy Product US Net Exports (Mil. $)
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Source:  USDA, Foreign Agricultural Service

Where Have We Been:  Dairy TradeWhere Have We Been:  Dairy Trade

Exports = Imports

1998-2006
Average Quarterly Deficit:  $117 Mil
2007-3rd Qrt 2008
Average Quarterly Surplus:  $268 Mil

Qrt 2, 2008:
$481 Mil



AAE Talk last week

• Glauber’s Diplomatic Message on Trade Policy?
– Lost ground since 1990s esp. in Doha Round 

because of big US abuse of trade deals.
– His Peace Corps work was in … Mali (one of 4 main 

African cotton exporters suffering US mkt mess)
• Runge’s blunt words?

– US dysfunctions in exec and leg branches, 
development assistance, and R&D in biofuels.

– Clear that US was making a major mess out of global 
trade deals with its base ag policies.



WTO, Base Politics, 
and Political Bases

• The WTO (http://en.wikipedia.org/wiki/World_Trade_Organization)
– World Trade Organization (Jan 1995)>150 members
– Evolved from GATT (1947-1994)
– Negotiates and enforces trade and foreign investment 

rules aimed at integrating glogal economy.
• Base Politics

– Special interests crowd out broader welfare outcomes 
when private gains far outweighed costs to others.

• Political Bases in US Politics
– Rural areas strong in “House of Representatives”
– Strong lobby interests tied up in ag distortions.



US cotton subsidies tangle up trade talks

by Staff Writers
Geneva (AFP) July 28, 2008
The quest for a new global trade pact got further tangled on Monday as China 
demanded the United States scrap its cotton subsidies, fuelling a potentially 
damaging dispute between the two powers. 
China demanded that Washington end subsidies to its cotton producers after 
bluntly rebuffing US allegations that the Chinese were jeopardising precious 
steps towards a global free trade pact. 
"The extremely high cotton subsidies by the US have caused serious damage 
to cotton farmers in developing countries, including those in Africa and 150 
million ones in China," said top Chinese official Zhang Xiangchen. 
"We believe that the US is not in a position to discuss with developing (WTO) 
members on cotton tariffs until they eliminate their cotton subsidies," he 
added.
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Brazil to Seek Sanctions Over U.S. Cotton Subsidies 

By THE ASSOCIATED PRESS

Published: June 4, 2008
BRASILIA, Brazil (AP) — Brazil will seek sanctions against the United States after 
winning a World Trade Organization ruling on cotton subsidies, a top Brazilian trade 
official said Tuesday.
The United States lost its final appeal on Monday in the billion-dollar trade dispute over 
subsidies to cotton growers. Because of the ruling, Brazil has the right to ask the W.T.O. 
to authorize retaliatory trade sanctions that could run into the billions of dollars until 
Washington scraps the payments.
Brazil and several cotton-producing countries in West Africa have long claimed that their 
farmers suffer because of federal payments to cotton growers in the United States, 
which amount to about $3 billion a year.
Lawmakers in the United States overruled a veto by President Bush last month and 
forced through a farm bill worth $290 billion that will largely maintain the cotton 
payments for the next five years.
























