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foreword

The impetus for undertaking this work was to provide an economic
perspective on the ongoing debate into the adoption of advancesin
biotechnology. With the pace at which the technology is advancing and
the potentially revolutionary impacts that its spread could engender,
objective assessments of the likely socioeconomic and environmental
consequences of GM biotechnol ogies have become imperative.

In this report, various biotechnology adoption regimes and trade scenar-
ios are modeled using ABARE's global trade and environment model,
which demonstrates that the largest gains from adoption occur in some
of the poorer regions of the world.

While food security issues of socioeconomic instability and poor distri-
butional infrastructure need to be addressed, it is shown in the report that
biotechnology offers the prospect of a more secure food supply in devel-
oping countries through improved yields, improved suitability for local
conditions and improved nutrition. The potential for higher crop yields
for agiven area of land also shows considerable promise for the preser-
vation of natural ecosystems, with less of the natural environment need-
ing to be cleared for food production.

In the 21st century, food security remains a matter of great concern for
much of the world's population — and gene modification technologies
have the potential to provide great benefits. This not to say that the poten-
tial risks from biotechnology should be ignored. Rather, scientific risk
assessments coupled with economic assessments of the benefits and costs
of all biotechnology applications are crucial.

i

BRIAN S. FISHER
Executive Director

October 2003




abare eReport 03.17

acknowledgments

The authors wish to acknowl edge the support of the many people whose
contributions helped to shape thisreport in its present form. In particu-
lar, Vivek Tulpule and Brian Fisher are thanked for their invaluable direc-
tion and support.

Discussions with and comments on the draft report from officers of the
Australian Government Department of Agriculture, Fisheries and Forestry
— in particular, Britt Maxwell and Richard Kerr of the Science Policy
Section of the Rural Policy and Innovation Group, and John Madden of
the Trade Policy Section of the Market Access and Biosecurity Group
— added positively to the final outcome.

ABARE colleagues John Hogan, Graham Love and Troy Podbury
reviewed the report, as part of the internal peer review system, and
provided valuable comments. Neil Andrews provided insightful infor-
mation on trendsin support policies, particularly in the European Union.




abare eReport 03.17

contents

Summary l

1 Introduction 9
The problem — feeding the world’s increasing
population 9
World population growth centred on devel oping
countries 10

2 Developments in agricultural technology 12

Classical crop breeding and its limitations 12
End of the Green Revolution —implications 13
Gene modification biotechnologies 14
3  Case for and against using
biotechnology 15
Major argumentsin favor of using biotechnology 15
Major arguments against using biotechnology 17
Need for objective assessment of benefits and
risks of biotechnology 18
4 Economic assessment of biotechnology
innovations 21
External impacts and private versus public
decisions 21
Government role 21
Framework for assessment 22

5 Encouraging the use of agricultural

biotechnology in developing countries 24
Relative impacts in developing and devel oped
countries 24
Global investment and impediments to uptakein
developing countries 25
Role of sociopoalitical infrastructure in farmer
uptake of GM technology 27

Need for a sound regulatory system 28




abare eReport 03.17

Intellectual property rights
Regulatory policies and trade

6 Income impacts of adoption and frade
policies
Scenarios and assumptions
Impacts of GM introduction and sources of
economic change
Results and discussion

7/ Conclusions

References

30
31

36
36

39
42

51

53

vi



abare eReport 03.17

boxes

1

World population forecasts

2 Regional grouping in the model simulations

3 Australian welfare with and without
biotechnology introduction

figures

Socioeconomic impacts of biotechnology

B Four sectors of likely variations in benefits
from technology

C  Support levelsin large developed countries,
1999

Change in aggregate GNP, by scenario, 2015

E Increase in aggregate GNP, by scenario and
income region, 2015

F Terms of trade effects, 2015

G  Changesin GNP in the European Union, 2015

tables

1 Consumer support for applications of
biotechnology

2 Assumed annual average GDP growth rates,
2006-15, reference case

3 Changein regions incomes and terms of trade,
by 2015

4 Sources of impacts of biotechnology on
changes in income — full adoption scenario

5 Changes in volumes of grain and oilseeds exports
from traditional exportersto selected regions
— full adoption scenario

6 Sources of impacts of biotechnology on
changes in income — EU ban scenario

7 Changes in volumes of grain and oil seeds exports
from traditional exportersto selected regions
— EU ban scenario

8 Sources of impacts of biotechnology on

changes in income — EU ban and no adoption
in low income countries scenario

10
37

50

23

40

41
43

43
46
47

27

38

44

45

45

46

47

48

vii



abare eReport 03.17

summary

Despite major advances in agriculture and strong growth in food produc-
tion in the latter part of the twentieth century, hunger and famine are still
common in many parts of the developing world. A combination of factors
such as palitical instability and poor distributional infrastructure, together
with a prevalence of subsistence farming and consequent low levels of
farm incomes, have substantially impeded production and distribution
of food commaodities. Given that world population is forecast to grow
from 6.1 billion in 2000 to around 9.3 billion people by 2050 — or by
around 54 per cent in total — and that virtually all of theincreaseisfore-
cast to occur in developing countries, the issue of household food secu-
rity is again becoming an issue of concern.

While efforts to improve household food security in developing coun-
tries must necessarily address problems of extreme poverty, political
instability, poor infrastructure and global trade issues, gene modification
technol ogies show considerable potential to raise agricultural produc-
tivity for a given area of land. Genetic modification is the process of
transferring some element of genetic code from one organism to another
by the introduction of avector, typically avirus or bacteria, or by other
techniques for inserting foreign DNA, in such away that it functionsin
the receiving species and is passed on from one generation to the next.
Thisisdonein order to provide that organism with new and useful char-
acteristics.

The application of biotechnology techniques within the agricultural sector
can potentially improve food security by raising crop tolerance to adverse
weather and soil conditions; by enhancing the adaptability of cropsto
different climates; and by improving yields, pest resistance and nutri-
tion, particularly of staple food crops. Over the past decade, the appli-
cation of biotechnology to the problemsin world agriculture has yielded
significant productivity gains to producers. With advancements in GM
technologies, and as market acceptance and availability of GM products
increases, these benefits are expected to increase.

Economic assessment of biotechnology
innovations

Whether the advent of biotechnology and its applications in various
aspects of human activitiesis beneficial is a subject of an ongoing
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vigorous debate between opponents and proponents of the technology.
The mgjor potentia benefitsinclude increasesin productivity through a
combination of lower production costs and higher yields. Besides gener-
ating higher economic growth, thiswill increase world food security and
help prevent environmental damage from converting natural ecosystems
into arable lands. The potential risks of biotechnology, in addition to the
direct costs of investment and production, can be broadly categorised as:
risks to the environment and the economics of food production (poten-
tial for development of resistant organisms and weeds, and potential loss
of biodiversity) and risks to human health, mainly through potential
impacts on food safety.

There is no doubt that modern biotechnology, like any new technology,
has its associated benefits and risks. Objective assessment of the bene-
fitsand costs of individual applications of biotechnology is necessary in
determining whether or not an application is beneficial. In attempting to
analyse the benefits and risks, aframework for analysis, acknowledging
that there are valid potential benefits and valid risk concerns from bio-
technology applications, becomes necessary.

Objective analyses, using established scientific and economic techniques
areimportant for benefit—cost assessment of biotechnology applications.
Therefore, scientific assessments of risksto food safety and to the envi-
ronment of biotechnology products need to be carried out on a case by
case basis. Dataon risk could then be used in conducting economic analy-
ses of benefits and costs, to determine the socioeconomic feasibility of
implementing biotechnology innovations.

Generally, there is a considerable degree of uncertainty in both the
outcomes and the length of time before any returns to investment in
research and development in biotechnology could be realised. The
expected costs of capital investment in the technology could therefore
be quite large. Investment will only take placeif expected benefits exceed
expected costs, at a given rate of return.

Moreover, the adoption of biotechnology may have considerable socio-
economic and environmental impacts other than direct benefits and costs
to private producers. Exclusion of these from the decision making process
would prevent socially preferable levels of investment from being realised.

To encourage research and development, and to influence the outcomes
arising from such investments, governments use certain mechanisms and
economic instruments. Most prominent among these, for recovering
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investment costs, isthe protection of intellectual property rights through
patent laws. Another policy approach for better allocating resources
would be through suitable economic instruments, which include regimes
of charges and subsidies on the activities generating external costs and
benefits, respectively.

Relative impacts in developing and
developed countries

Biotechnology applicationsin agricultural production could generate
significantly different impacts in developed and developing countries,
reflecting variations in production systems between the two groups of
countries. Differences in input use, management practices and scale of
operations are the main features underpinning the disparity between the
two production systems.

The extensive use of Green Revolution technologies over the past four
decades has resulted in agricultural production expanding in devel oped
countries, largely because yields have increased significantly. Consid-
erable increasesin crop yields have also been realised over timein middle
income devel oping countries. In low income devel oping countries, where
the application of material inputsis quite low and agricultural operations
are mostly carried out manually, yields have remained well below levels
realised elsewhere.

As a conseguence, gainsin productivity from the introduction of trans-
genic varieties with improved agronomic traits are expected to be much
greater in developing countries, particularly the low income countries.
In most cases, however, datafrom field trials in developing countries
themselves are not yet available for quantifying the agronomic benefits
that could accrue from adopting transgenic crops. It may therefore be
misleading to generalise and apply results obtained from experience else-
where to estimate potential benefits to developing countries.

The adoption of transgenic crops, such as herbicide tolerant varieties,
could aso provide significant savingsin farmers’ labor and time as most
of the agricultural operations in developing countries are carried out
manually. Thiswould enable farmers to diversify production or engage
in other income generating activities. Beneficial health impacts of trans-
genic crops could also be significantly greater in developing countries,
particularly to farmers where manual application of chemical inputsis
the norm and safety measures are generally poor.
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Developing countries could realise these benefits through a number of
ways. They could acquire the technology by investing in research and
development to develop ‘home grown’ innovations, obtaining biotech-
nology products through market transactions or both. Presently, however,
there are barriers to investment in biotechnology research and develop-
ment in the majority of developing countries.

Global investment and impediments to uptake
in developing countries

The global area under transgenic crops has risen dramatically, from 1.7
million hectaresin 1996 to 58.7 million in 2002. In 2002, four countries
— the United States, Argentina, Canada and China— grew 99 per cent
of global GM crops, with the United States accounting for about two-
thirds of the total area. In contrast, the European Union grew virtually
no commercial transgenic crops over the period.

To date, investment in biotechnology has been mainly undertaken by the
private sector in developed countries, particularly in north America. The
concentration of expenditure on biotechnology in the private sector is
associated with intellectual property protection of emerging technolo-
gies, which allows the private sector to recoup the often high costs asso-
ciated with developing new products. Initially, the crops that have been
targeted for genetic modifications have mainly been those extensively
grown in developed countries. More recently, significant research effort
has been devoted to devel oping transgenic rice. There has been little
research on dryland food crops commonly used in |east developed coun-
tries such as sorghum, millet and cassava.

By contrast, and despite expected higher benefit—cost ratios from the
technology, only few developing countries, such as Argentina, have had
high uptake rates of GM crops, with uptake typically concentrated in
crops that are exported to developed country markets. Few others (mainly
Chinaand India) have started exploring their own national research capa-
bility in biotechnology.

In the vast majority of developing countries, both investment in biotech-
nology research and development and the transfer to farmers of trans-
genic crops aready being marketed have been generally low. These low
rates reflect poorly functioning financial and economic markets, and
political factors. They also reflect alack of transparent regulatory capac-
ity necessary in dealing with risks associated with biotechnology as well
as in addressing the issues of property rights development and protec-
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tion that are essential to promoting innovative research. Thisis particu-
larly important because of the high cost of undertaking theinitial research
and development in biotechnol ogy.

Overadl, the mgjor factor determining a developed country’s adoption of
GM technology isthe attitude of governments and the public toward this
technology. Although existing (and potential) EU trade barriers may have
affected attitudes toward GM foods in some of developing countries,
barriersto investment in and rapid diffusion of the technology are mostly
attributable to insufficient technical and regulatory capacity.

Regulatory policies and trade

As GM technologies are very recent and fast developing, most govern-
ments are trying to keep pace by developing regulatory policies that
reflect consumer demands and preferences affecting GM agricultural
products. Almost all developed countries require products derived from
GM sources to be assessed both for their safety as foods and for their
environmental impacts. However, there are considerable differencesin
the approaches taken by different countries. In the United States, analy-
sis and approval mechanisms for GM foods have been subsumed into
existing regulations governing the release of new foods, plants and pesti-
cides, whereasin the European Union, regulation of GM products requires
considerable separate scrutiny. Countries worldwide are in different stages
of policy devel opment, with the mgority of the developing countries still
in the infant stage.

Developmentsin domestic and trade policiesfor GM products are likely
to be an important factor in determining volumes and values of trade
flows, and ultimately levels of investment and rates of diffusion of the
technology. Conservative attitudes toward GM products in western
Europe may continue to induce increasingly restrictive production and
trade policies, with worldwide ramifications for research and develop-
ment, rates of diffusion and consequently for the potential benefits of the
technology, particularly in developing countries.

Given the tradeoffs between consumption benefits from GM products
and potentially higher export revenue from non-GM products, export-
ing countries may therefore have to choose one of three possible policy
actions. They could either adopt the technology, continue to produce
only non-GM products to preserve the ability to export to the European
Union or follow a market segregation policy — that is, producing non-
GM products for the EU market and GM products for the domestic and
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other export markets. The course of action followed would depend impor-
tantly on the magnitudes of potential gainsin domestic consumption, the
change in export earnings (both with and without adoption) and the costs
of segregation and labeling.

The extent of the benefits to be realised from the introduction of biotech-
nology in primary food production would importantly depend on devel-
opments in domestic support policies of major producing and trading
developed countries. By largely insulating domestic producer pricesfrom
world price effects and increasing domestic production and supplies on
the world market, high levels of support in developed countries, partic-
ularly the European Union and the United States, could substantially
erode potential benefits from GM technologies.

Income impacts of adoption and trade policies

The economic effects in different regions of the world of adoption and
trade policies for agricultural biotechnology are estimated under three
different scenarios. Scenario smulations were carried out using ABARE's
global trade and environment model. Economic impacts are measured
for fourteen regions, with each region falling in one of three income
groups (low, medium and high income).

Model scenarios and assumptions
The three scenarios smulated are:

Scenario 1 All regions adopt GM technology;

Scenario 2 All regions, except the European Union, adopt GM tech-
nology and the European Union institutes a ban on
imports of GM products;

Scenario 3 All regions, except the European Union and poorer devel-
oping countries, adopt GM technology and the European
Union institutes a ban on imports of GM products.

In the scenarios analysed, biotechnology uptake and diffusion is consid-
ered to occur over aten year period, 2006—-15. Adoption of biotechnol-
ogy is assumed to result in a uniform increase in productivity in all
affected crop industries of 10 per cent over the period in high and middie
income countries and 20 per cent for low income countries. The crops
considered to be directly affected by biotechnology are: rice, grains,
oilseeds, and fruit and vegetables.
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In al scenarios, potential impacts of agricultural biotechnology on welfare
were estimated as deviations from expected welfare under a reference
case scenario without biotechnology adoption. Only direct impacts on
costs and prices are considered in this study. Indirect impacts of intro-
ducing GM technology that could be significant — such as the net impact
of biotechnology on human health and the environment — are not
captured in the estimated results.

Main results of the model

A general conclusion to be drawn from the results of thisanalysisisthat
agricultural biotechnology could generate substantial economic gainsin
regions where it is introduced. The results suggest that, with full adop-
tion of GM technology, aggregate income for all regions, measured by
gross national product (GNP), is estimated to rise by US$210 billion a
year, by the end of the period. With restrictive EU production and trade
policiesfor GM productsin the second scenario and, added to that, reduc-
tion in the scope of adoption by low income developing countriesin the
third scenario, gains in global welfare are estimated to be lower —
US$167 billion and US$134 hillion respectively.

Among different country groups, potential gainsin GNP from the uptake
of biotechnology are highest for developing countries, ranging between
2.1 per cent for low income regions and 0.5 per cent for middle income
regions. These gains arise because the benefits to consumers through
reduced pricesfor agricultural products are accentuated by the large share
of food in total expenditurein these regions. Moreover, productivity gains
for low income devel oping countries have been assumed to be above the
world average in agriculture. As aresult, crop production costs are
projected to fall by more than prices received by producers, leading to
increased margins for farmers and enabling low income devel oping coun-
tries to compete more effectively on global markets.

In comparison, increases in high income countries are estimated to be
under 0.2 per cent of gross national product. Of these countries, the least
changes in welfare from biotechnology adoption are estimated to occur
in high income traditional exporting regions of north America and
Australia—New Zedland where incomes are estimated to be largely main-
tained at the base case levels. Lower benefits for these regions reflect
declinesin terms of trade as devel oping countriesincrease their relative
agricultural competitiveness. Besides relatively smaller consumption
gains, the chief source of benefits in these regions arise from efficiency
gainsin related industries.
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However, the results also indicate that even if the introduction of the
technology may not lead to significant increases in economic benefits
for these agricultural exporting regions, it would nevertheless be neces-
sary to do so in order to avoid the substantial losses that could result from
not adopting the new technologies while the rest of the world isimple-
menting them. According to the model, for example, Australiaand New
Zealand might realise little or no welfare gain under these scenarios of
GM technology adoption, but welfare could decline by US$1.1-1.4
billion ayear if GM technologies were not adopted in these countries.

The impacts of increases in productivity on incomes in regions adopt-
ing biotechnology far outweigh the negative effects of restrictive poli-
cieson trade in GM food productsinstituted in another region, as shown
by simulated restrictions in the European Union. In contrast, the welfare
lossin the European Union from bans on the production of and trade in
GM products could be substantial, with its gross national product esti-
mated to be about US$13 billion a year less than under the reference
case. By comparison, it is estimated that gross national product in the
European Union would increase by about $21 billion ayear on the refer-
ence caseif it adopted the GM technologies.
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infroduction

The problem - feeding the world’s increasing population

Despite mgjor advances in agriculture and strong growth in food production in the latter part
of the twentieth century, hunger and famine are still common in many parts of the develop-
ing world. A combination of factors such as military conflicts leading to the displacement
of people, together with poor distributional infrastructure to maintain food supply lines, have
resulted in considerable disruption to production and substantial wastage of food.

Further, the practice of subsistence farming in marginal landswhere farms are typically small
and cropsreliant on often highly variable rainfall can result in food production in these regions
being more prone to natural disasters such as droughts and other adverse weather events.
Subsidised production in many developed countries distorts markets by increasing agricul-
tura exports and forcing down world prices. This can increase developing world food imports
and result in dependence on subsidised western production at the expense of local produc-
tion and domestic economic growth, with long run negative impacts on food security.

These problems are not insurmountable. Indeed, world food production at present is suffi-
cient to meet per person calorie requirements recommended by the World Health
Organisation, but it would be inappropriate to suggest that devel oping countries do not need
to am to increase food production because existing major producers can increase produc-
tion to meet the growing demand in developing countries. Investment in improved handling
and storage facilities would do much to reduce wastage and spoilage; and trade reforms
could also increase production opportunities and incomes in devel oping countries. Freeman
et al. (2000) estimated a potential gain to developing countries of US$14 billion by 2010
from a 50 per cent reduction in agricultural support levels.

Nevertheless, with the world’s popul ation expected to rise strongly over the next fifty years
— and with nearly all of the population growth to be centred in devel oping countries, there
isareal prospect that the developing world may suffer from increasingly unstable food
supply. In particular, the extreme poverty of many people in developing countries and the
poor productivity of subsistence farming strongly contribute to low food security and peri-
odic famine. In addition, if incomesin these countries grew, demand for improved diets high
in protein could also rise, leading in turn to increased demand for feedgrains.
Kalaitzandonakes (1999) indicates that income growth in developing countries quickly
trangates into demand for animal protein such asfish, poultry and red meat, enterprises that
arefeed grain intensive, and resultsin further increasesin demand for agricultural products.
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World population growth centred on developing countries

Over the next fifty years the world's population is forecast to grow by 54 per cent, from 6.1
billion in 2000 to around 9.3 hillion people by 2050 (see box 1). All of theincreasein popu-
lation is forecast to occur in developing countries, with population in developed countries
forecast to decline slightly over this period (United Nations 2001). The growth in popula-
tion is projected to occur mainly in and around the tropics. The tropical belt isthe world's
principal reservoir of biodiversity, harboring up to 80 per cent of globa genetic resources
(Avery 2002).

As much of the developing world’s most fertile land is already being cultivated, increased
population pressure is expected to lead to the clearance and cultivation of more marginal
lands with typically less fertile soils and/or located in lower rainfall regions. This would
result in lower and more variable returns from agriculture and contribute to lower levels of
food security in these countries. In addition, the consequent decline in the amount of land
available for the natural environment would lead to further losses of biodiversity in these
regions. Goklany (2000) estimated that between 1980 and 1995 developing countries lost
190 million hectares of forest mainly because the increase in food demand exceeded increases
in agricultural productivity in these countries.

With increasing population pressure in devel oping countries it becomes paramount to find
ways of increasing productivity on existing agricultural landsif food security isto improve
and environmental damage is to be minimised. Advances in agricultural biotechnology are
widely considered to have akey rolein fulfilling these objectives.

Theterm ‘ biotechnology’ covers awide spectrum of technology applications, ranging from
simple processes such as fermentation to highly sophisticated modern technologies such as
genetic engineering. Whether the advent of biotechnology and its applications in various
aspects of human activities is beneficial is a subject of ongoing vigorous debate between
opponents and proponents of the technology.

Box 1: World population forecasts

According to the UN Population Division’s World Population Prospects. The 2000 Revision,
the world's population grew from 2.5 billion in 1950 to 6.1 billion in 2000 and is currently
growing at an annual rate of 1.2 per cent or 77 million ayear. The total world population is
expected to grow at a slower rate in coming years but is forecast to be around 9.3 billion in
2050 under amedium growth scenario, compared with 10.9 billion under a high growth scenario
and 7.9 hillion under alow growth scenario (United Nations 2001).

Populations in the more developed countries are forecast to change little over the next fifty
years from current numbers of nearly 1.2 billion people, with fertility rates expected to remain
at or below the replacement rate. In less developed countries, however, population is expected
torisefrom 4.9 billion in 2000 to 8.1 billion in 2050 (using the medium growth scenario) despite
an assumed fall in fertility levels.

Population growth is expected to be most rapid in the world’s 48 least developed countries,
where population (growing at slightly more than 2 per cent ayear) is expected to amost triple
from 658 million to 1.8 billion over the period 2000-50.

10
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No doubt modern biotechnology, like any new technology, has its associated benefits and
potential risks. Objective assessment of the benefits and costs of individual applications of
biotechnology is necessary in determining whether or not an application is beneficial. This
report dealswith issuesrelating mainly to the use of biotechnology in the production of food
crops, with particular reference to the benefits of biotechnology in developing countries.
Estimates of the potential benefitsin developing countries, measured in terms of increases
in gross national product, from the use of agricultural biotechnology are also provided.

11
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developments in agricultural
technology

Classical crop breeding and its limitations

Agriculture began around ten to twelve thousand years ago, when hunter—gatherer groups,
faced with periodic shortages of game and other staples, began to capture and domesticate
wild animals and cultivate edible plants. Over succeeding generations, the nutritional qual-
ities of various plants and animals were stabilised and improved. Continued cross breeding
and selection, conducted mainly by farmers for desirable traits (so-called classical breed-
ing) in plants and animals, have resulted in slow improvement in domestic species. From
the nineteenth century, farmer driven improvement of crops gave way to amore systematic
process of hybridisation and selection, as the profession of plant breeding emerged. This
occurred without the benefit of genetic science but, despite this, crop varieties that were
developed showed marked improvements in yields and disease resistance (Lemaux 2000).

In the twentieth century, the science of genetics began to influence crop breeding, first with
knowledge of single geneinheritance and later with the understanding that numerous genes
controlled quantitative traits, with each gene having a small effect. Lemaux (2000) indicates
that despite crop breeders' recognition of the importance of genetic inheritance, alack of
gene manipulation technology meant that crop breeding in the twentieth century remained
largely a process of trial and error. However, while these hybridisation and selection
techniquesresulted in wider varietal diversity in some of the world’s major cereal crops, the
task of introducing desirable traits through crossbreeding remained cumbersome and time
consuming.

Although major genetic improvements have been made through hybridisation and selection
techniques, there have been problems associated with the transfer of undesirable traits (partic-
ularly from wild varieties) along with the sought after traits, asit is not possible to transfer
single genes through sexual hybridisation. However, the transfer of unwanted genes can be
reduced by the use of gene mapping technologies (for example, using restriction fragment
length polymorphism and bacterial artificial chromosome libraries). These technologies have
allowed classical crop breeders to be more selective in incorporating certain segments of
chromosomes into progeny (Lemaux 2000).

Despite these advances, classical hybridisation and selection techniques (sexual transfer of
genes) remain limited by the fact that donors of new genetic material must be sexually
compatible with the recipient species. Classical hybridisation and selection techniques are
therefore limited to the breeding of close relatives of the crop, typically other domesticated

12
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hybrids of the same species and/or wild landraces, and do not allow the transfer of useful
genes between nonrelated species as a means of acquiring desirable characteristics.

End of the Green Revolution - implications

Beginning in the 1960s, advances in classical crop breeding and farm management tech-
nigues resulted in massive growth in cereal crop production, and came to be known as the
‘Green Revolution’. The Green Revolution was driven by a need to increase land produc-
tivity in areas with growing land scarcity and/or high cost land. Increased production was
also achieved through a considerable amount of investment in agricultural research and infra-
structure development, particularly inirrigation.

A feature of the Green Revolution was the relatively free exchange of plant resources and
the unrestricted movement of genetic material. Local varieties and wild relatives from vari-
ous countries were sent to the world's gene banks and international crop breeding programs.
In return, improved varieties were provided to national breeding programs. After appropri-
ate testing, varieties were released to farmers or selected traits incorporated into breeding
programs (Rerkasem 1999).

Pingali and Heisey (1999) indicated that yield growth in the post Green Revolution period
has been sustained by increased use of inputs (especially in Asia) and that, more recently,
productivity growth has relied on increased efficiency of input use. However, Pingali and
Heisey argued that growth in productivity in developing countries is slowing, giving the
example of arecent smaller increasein productivity for two of the three primary ceredls,
rice and wheat. They attributed the slowing down of growth in productivity to three factors:
degradation of the resource base due to intensive cultivation, declining infrastructure and
research investments, and the increasing opportunity cost of labor.

Conway and Toenniessen (1999) suggested two factors as the cause of smaller gainsin
productivity on commercial farms: first, farm productivity on the best landsis now approach-
ing yields achieved on experimental stations, leaving little room for productivity growth,
and, second, that the cumulative effects of environmental degradation — partly driven by
agriculture itself — are also contributing to lower productivity gains. They also indicated
that the gainsin food production growth from the Green Revol ution appear to have reached
aceiling and concluded that, in aworld where population and food needs continue to rise,
the adoption of newer technol ogies such as genetic modification is an avenue for maintain-
ing productivity growth.

The use of biotechnology in agricultureis not the only option available for improving produc-
tivity growth. Pingali and Heisey (1999) have said that while in the most intensively culti-
vated areas resource base limitations may be leading to slackening productivity growth, in
many developing countries yield frontiers can still be shifted through improvementsin the
way fertilisers, pesticides and labor are used. However, for gainsto be achieved, investments
in agricultural research and education need to be maintained or increased.

13
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Gene modification biotechnologies

Genetic modification is the process of transferring some element of genetic code from one
organism to another organism in such away that it functionsin the receiving speciesand is
passed on from one generation to the next. Thisis done in order to provide that organism
with new and useful characteristics (Cunningham 1999).

Genetic material that supports desired characteristics may be sourced from virtually any
species. In plants, genetic modification is commonly conducted by the introduction of a
vector, typically avirus or bacteria, that can introduce new DNA to the plant genome (the
set of chromosomes, containing all of the plant’s genes and associated DNA). Other meth-
ods of gene transfer technologies include: electroporation, where an electric current opens
pores in cell membranes allowing insertion of foreign DNA; microparticle bombardment,
where cell nuclel are penetrated by particles laden with new genetic material; and micro-
injection, where genetic material is directly injected into target cells (Lemaux 2000;
Cunningham 1999).

These gene modification technol ogies show considerable potential to enhance human health
and well being. They offer the ability to produce crops with novel characteristics such as
higher yields, drought and salinity tolerance, pest and herbicide resistance, improved nutri-
tion and even vaccines for many illnesses. The technology is a potentially powerful tool in
helping to alleviate hunger and malnutrition in devel oping countries. However, the practice
of gene modification of food cropsis controversial, and the subject of considerable debate.
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case for and against using
biotechnology

Major arguments in favor of using biotechnology

Over the past decade, application of biotechnology to the problems of world agriculture has
yielded significant productivity gainsto producers. With advancementsin GM technologies,
and as market acceptance and availability of GM products increases, these benefits are
expected to increase. The mgjority of ‘first generation’ transgenic crops have been devel-
oped to carry genesresistant to insects or herbicides. The insect resistant genes, or Bt genes
(from the naturally occurring Bacillus thuringiensis micro-organism), produce atoxin that
killsinsects feeding on the GM crop, but is harmless to humans and animals.

The mgjor potential benefits from the current generation of transgenic cropsinclude increases
in productivity from a combination of lower production costs and higher yields. Herbicide
tolerant and insect resistant crops may lower chemical usein agricultural production. Results
from a number of studies (reported in US Department of Agriculture 2001) show signifi-
cant increases in the net returns to US farmers growing these crops. Depending on the crop
variety and location, the increases in returns stemmed from combinations of reductionsin
the use of chemical inputs and farm fuel and, in many instances, increases in yield. Other
factors were a so found to contribute to higher returns, such asthe ability of farmersto grow
herbicide tolerant soybean and corn in alternate rows or in rotation. Balanced against these
cost savings, growers have usually faced higher seed costs, with the need to purchase new
seed each season.

Reductions in the use of chemicals in agriculture also have favorable impacts on human
health and the environment. Roush (2002), for example, highlighted these impacts in the
cotton industry in China, where there was an average of around 1000 reported insecticide
poisonings and 400 deaths ayear in conventional cotton growing areas. The adoption of Bt
cotton resulted in an 80 per cent reduction in pesticide use in some regions. He also reported
that 22 per cent of farm workers on conventional cotton farmsin China had previously
suffered from headaches, nausea, skin pain or digestive problems. This figure was reduced
to 5 per cent for regions that adopted Bt cotton. Increased adoption of transgenic cotton in
Chinais expected to lead to further improvements in mortality rates and health for cotton
farm workers, particularly in newly adopting regions.

Genetically modified crops are expected to have positive effects on food safety, with lower
chemical usein pest resistant crops resulting in lower incidents of chemical contamination
of food production, particularly for fresh fruit and vegetables. Lower pesticide useis aso
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expected to result in less chemical contamination of local water resources, and will benefit
both human health and the local environment.

Reductions in chemical applications also benefit the environment in other ways. By reduc-
ing the need for conventional tillage necessary for weed control, herbicide tolerant GM crops
could be grown with minimum or no tillage. This would result in reductions in farm fuel
consumption. Besides lower costs to farmers, reductions in fuel use would generate envi-
ronmental benefits in terms of reductions in greenhouse gas emissions. A study in Canada
(Brethour et al. 2002) shows that by using a soybean variety tolerant to the herbicide
glycophosate, farmers can reduce fossil fuel use, reduce greenhouse gas emissions, reduce
applications of pesticides and reduce soil erosion. Strong environmental benefits also accrue
from reduced exposure of nontarget species to indiscriminate eradication through high rates
of pesticide application.

In areas where there is widespread use of Bt and herbicide resistant crops, growers of non-
GM crops have benefited as suppliers of herbicides and insecticides have reduced the prices
of these chemicals as chemical companies push to maintain sales of these products
(McGloughlin 1999).

Succeeding generations of transgenic products (sometimes known as ‘ second generation’
transgenic crops) are intended to improve productivity by increasing tolerance to other
stresses such as frost, drought and salinity; by influencing rates of growth and maturity in
plants and animals; and by introducing various quality improvements in products, such as
maodifications to increase oil or protein content, to make them more attractive to consumers
(US Department of Agriculture 2001).

In addition, research is progressing to genetically modify some crops to produce varieties
with high value industrial properties and pharmaceutical qualities, such as incorporating
vaccines for many common illnesses (‘third generation’ transgenic crops). For many poor
communitiesin devel oping countries, it may be easier and cheaper to grow foods with medi-
cinal propertiesthan it isto pay for medicinesthat may be inaccessible because of high cost,
poor supply lines or alack of suitable storage facilities (Arakawa 1998).

Of particular relevance to problems of hunger and malnutrition in developing countriesis
the potential for biotechnology to increase the nutritional value of food. Gene technology
can enable the production of new crop varieties that produce essential vitamins and trace
elements. Thisis especially important in regions where accessto food is limited and balanced
diets are difficult to achieve. An example of thisisthe development of ‘goldenrice’, acrop
that has been genetically modified to produce vitamin A, which is necessary to reduce the
incidence of blindness (due to vitamin A deficiency) in children for whom rice makesup a
disproportionate part of the diet. Among genetically modified food animals, the devel op-
ment of significantly faster growing fish species (particularly salmon) could potentially
increase food supplies at low cost. Farming of these genetically modified fish would also
have health benefits, derived from higher consumption of omega 3 fatty acids, which have
demonstrated strong benefits in reducing cardiac and other health problems (Kris-Etherton,
Harris and Appel 2002).
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Productivity increases afforded by biotechnology could makeit possible to achieve the dual
purpose of meeting current and future food demands for rapidly growing populations, partic-
ularly in developing countries, while reducing the need to encroach on lands supporting
natural ecosystems. The rate of growth in productivity is crucial in determining whether it
would be necessary to bring new landsinto agricultura production to meet expected demand
for food. Goklany (1999) showsthat if the average annual increasein land productivity were
just 1 per cent, the world would need to convert over 300 million hectares of new land into
agricultural production by 2050. In contrast, a 1.5 per cent ayear increase in productivity
could double output on existing cropland over the next fifty years, without the need for addi-
tional conversion of natural ecosystems.

Major arguments against using biotechnology

In addition to the direct costs of investment and production, the potential risks of biotech-
nology can be broadly categorised as: risks to the environment and economics of food produc-
tion (potential for development of resistant organisms and weeds and potential loss of
biodiversity) and risks to human health, mainly through potential impacts on food safety.
For asummary of the often raised concerns see Altieri and Rosset (1999).

Altieri and Rosset (1999) and others have argued that the transmission of genetic material
from GMOs could have adverse effects on the environment as well as on crop production.
On the environmental risk, one of the major concerns is the possible transmission of trans-
genes to the wild relatives of the GM crop through crossbreeding. Of particular concern is
the potential development of ‘ superweeds’ as aresult of wild plants acquiring the genes that
areresponsiblefor herbicide resistance over time. This could result in these species outcom-
peting wild species and causing a reduction in biodiversity. Also, control of these * super-
weeds would come at a higher cost to the farmer and might have a negative impact on farm
productivity.

The evolution of herbicide tolerant weeds through gene flow is not a problem that is exclu-
siveto GM crops; gene flow from conventionally bred cropsto wild speciesis aready occur-
ring. The presence of strains of rye grass that are resistant to the common herbicide
glycophosate in Australia has been detected in areas where no GM crops have been grown
(Glover 2002). For proper evaluations of the environmental risks from gene flow, this factor
needs to be taken into account.

It was recently reported that GM transgenes may have been assimilated into wild landraces
of maize (teosinte). These wild landraces are the origin of modern maize varietiesin Mexico,
the centre of genetic diversity for these landraces (Quist and Chapela 2001), so threatening
the biodiversity of the species. Subsequently, other scientists have challenged the method-
ology used in that study (Prakash 2002). Being an open pollinated species, biologically
diverse geneflow is natural and expected. Asthe Internationa Maize and Wheat | mprovement
Center (CIMMYT) has said, current knowledge and theory in maize genetics suggest that
there should be little impact on genetic diversity when a single gene is introduced into the
genetic background of an established variety. Most genes in maize are independent, mean-
ing that they will diffuse independently through a population rather than remain linked to
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other genes in the population. If a gene confers a selective advantage, it will increase and
spread through the population (CIMMY T 2002).

There are also concerns that pesticide resistant crops could have negative effects on nontar-
get insect species. For example, there have been claims that, in north America, windblown
pollen from Bt corn fields landing on surrounding vegetation could kill the larvae of Monarch
butterflies feeding on milkweed (L osey, Rayor and Carter 1999). However, being relatively
heavy, corn pollens do not disperse widely and the possible impact of Bt crops on nontar-
get speciesis generally recognised as being far less than the impact of conventional area
spraying of pesticidesthat can affect awider spectrum of insects. Based on atwo year study,
Sears et a. (2001) concluded that the impact of Bt corn pollen on Monarch butterfly popu-
lationsis negligible.

Another environmental risk relatesto animal speciesthat have been modified to show novel
or enhanced qualities. Following the recent development of afaster growing GM salmon
for aguaculture farming, it is argued that the escape of such afish to open waters might have
adrastic effect on wild salmon populations. (A genetic ‘ promoter’ from other fish— floun-
der or ocean trout — is used to make the fish’s growth hormones flow all year long instead
of for only aseason at atime. The result is afish that reaches full size a year or so before
its genetically unchanged cousins. The fish do not grow any larger in the long run, and could
potentially save producers money by reaching the market a year earlier.) Although the
company currently involved in breeding the fish says that only sterile fish will be used for
aquaculture production and so would be incapable of breeding in the wild, some critics have
claimed that this cannot be guaranteed. They have also argued that the salmon’s faster growth
rate would result in greater predation on other fish species, upsetting the natural balance
(University of Minnesota 2002).

Altieri and Rosset (1999) also raised the concern that genetic biotechnology could have
adverse effects on human and animal health or result in potentially harmful migration of
transgenes. A potential exists that genetic modification of foods for human consumption
could lead to the development of allergens and toxinsin the modified products. Regulatory
authorities are generally aware of such concerns and thisis seen by most authorities as a
major reason for requiring stringent testing to be undertaken prior to genetically modified
foods being approved for release.

Need for objective assessment of benefits and risks of
biotechnology

In attempting to analyse the benefits and risks associated with the application of biotech-
nology to the problem of food security, aframework for analysis becomes necessary. Young
(quoted in Van der Sluis, Dierson and Dobbs 2001) developed a set of principles to ensure
objectivity in the arguments and, as a result, advance the debate on the effect of such new
technologies.

Thefirst principleis that both proponents and opponents of biotechnology have the common
goal of responsible use of biotechnology. Without acknowledgment of this fundamental
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factor, there can be only limited progressin achieving a constructive dialogue among people
and groups with differing stances on the issue of the application of biotechnology.

The second principleisthat there are valid potential benefits from biotechnology and valid
concerns about the potential impact of biotechnology. Acknowledgment of both the bene-
fitsand risks of biotechnology improves the transparency of discussion and allowsfor inter-
ested individuals and groups to make informed choices.

Thethird principle is that evaluation of biotechnology and its applications should be based
on existing scientific principles. A scientific analysis must be comprehensive and evaluate
the entire system, rather than focusing on detail s that tend to obstruct discussion on theissue.

Thefourth principleisthat both proponents and opponents of biotechnologies should refrain
from exaggeration and sensationalism in discussing the benefits and risks of the technol ogy.
Neither benefits nor risks should be overstated. Rather, both risks and benefits should be
objectively scrutinised.

For example, benefits attributed to ‘golden rice’ are conditional on other factors. First, for
beta-carotene — a precursor to vitamin A — to be active, it must be split by an enzyme.
Second, both beta-carotene and vitamin A are soluble in fat only. Therefore, adiet contain-
ing a sufficient amount of fat is necessary for ‘golden rice’ varietiesto be effective in elim-
inating vitamin A deficiency (Van der Sluis et al. 2001). The overall benefits from golden
rice could be overstated if these factors were not taken into account when assessing the bene-
fit from reducing deficienciesin vitamin A.

Similarly, it must be recognised that environmental risks could differ widely between differ-
ent environments. In order for gene transmission to take place between different species,
there must be sexually compatible wild relatives of that particular GM crop in the region.
In many countriesthe major staple crops are exotic plants that either have few wild relatives
or reproduce asexualy. For example, the mgjority of rural populationsin poor tropical regions
depend intheir diet on root crops, such as cassava and taro, the productivity of which could
be increased through biotechnology with virtually no risk to the environment in the form of
gene flow.

In addition, the likelihood that transgenes responsible for herbicide resistance would remain
stable in aweed population in the absence of continued herbicide selection pressureis consid-
ered to be minimal. A recent Australian study (quoted in Glover 2002) compared the persis-
tence of GM insect resistant cotton with non-GM cotton and found no significant fitness
advantage conferred by the transgene. It should also be recognised that gene flow between
related speciesisanatural ongoing process. Further, the evolution of herbicide tolerant weeds
through gene flow is not aproblem that is exclusive to GM crops, but gene flow from conven-
tionally bred cropsto wild speciesis aready occurring.

When considering human health and food safety concernsit is necessary to conduct rigor-
ous scientific assessments to ensure the safety of new products. Testing so far has shown
that genes and their associated proteins do not change character when inserted into a differ-
ent species (McHughen 2000). If a gene produces an alergenic protein in one species, it
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will likely do so in a new species. Similarly, if ageneis nonallergenic in one species, it is
not likely to become allergenic when transferred into another. Nevertheless, governments
in most devel oped countries have introduced through legislation strict regulatory procedures
that must be followed for comprehensive testing of genetically modified products before
they are approved for release.

In broad terms, prudential oversighting and testing of GM technology must be carried out
to identify issues related to the growth, consumption and release of GMOs into the envi-
ronment, so that informed decisions can be made about the risks in advance of any poten-
tial release. Risks from biotechnology need to be assessed against those from other production
technologies, such as risks to nontarget insects from biotechnology versus risks from higher
pesticide applicationsin traditional varieties. Clearly, for agiven level of returns, GM tech-
nologies that posed greater risks to human or animal health and/or have the potential for
greater environmental damage than alternative technol ogies would be unlikely to be offered
for regulatory assessment or gain government approval for commercial release.
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economic assessment of
biotechnology innovations

Without objective analyses using established scientific and economic techniques it would
be difficult to judge whether the benefits of a biotechnology application exceeded its asso-
ciated risks. Therefore, scientific assessments of potential risks to food safety and to the
environment of biotechnology products need to be carried out on a case by case basis. Data
on risk assessments could then be used in conducting economic analyses of benefits and
costs to determine the socioeconomic feasibility of implementing biotechnology innova-
tions.

External impacts and private versus public decisions

Asdiscussed earlier, some applications of biotechnology may have socioeconomic and envi-
ronmental impactsin addition to the direct benefits and coststo private producers. Moreover,
thereisaconsiderable degree of uncertainty about both the outcomes and the length of time
before any returns to investment in research and development in biotechnology can be
realised. The expected costs of capital investment in the technology could therefore be quite
large. Private investment in a particular form of biotechnology development will only take
placeif expected private benefits exceed the private expected costs, at a given rate of return.
However, because public and private costs and benefits may differ, the pattern of private
investment in biotechnology may not be the optimal from a social perspective — for exam-
ple, where thereis alarge number of diffuse beneficiaries.

Differencesin public and private net benefits can emerge if market mechanisms are not suffi-
ciently well developed to allow all those affected by an investment to transmit their demands
to investors through the market price system. In such cases governments may have aroleto
implement policies that facilitate more efficient market operations. The key point in these
casesisthat the benefit of government intervention must exceed the cost of that intervention.

Government role

To encourage research and development and to influence the outcomes arising from such
investments, governments use certain mechanisms and economic instruments. A properly
defined, assigned and secure system of property rights, where afree market in resource enti-
tlement and useis created, is one mechanism for ensuring the more efficient use of resources.
Mechanisms for recovering investment costs through the protection of intellectual property
rights include patents, plant breeders’ rights and other sui generis systems. Well defined
intellectual property rights reduce transaction costs associated with negotiation and
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enforcement of contracts (Fulton and Giannakas 2001). In turn, this encourages investment
in and speeds up the diffusion of biotechnology both locally and globally.

Another policy approach sometimes considered when dealing with externalitiesis direct
government intervention through suitable economic instruments — these include regimes
of charges and subsidies on the activities that generate external costs and benefits respec-
tively. The premiseisthat a complete internalisation of external costs and benefits through
these policy measures would send new price signals to induce investors to make market
based decisions that maximise both their profit and the welfare of society.

For a number of reasons, however, it is very difficult in practical terms to obtain economi-
cally superior outcomes through direct government interventions. First, in the majority of
cases where externalities exist, perceived benefits and costs have nonmonetary values that
are difficult to expressin monetary units. This makesit difficult, in many instances, to esti-
mate the net impact, which is crucial in guiding intervention decisions. Second, although
an economic activity may potentially generate net external impacts of estimable size and
direction, it is quite possible that the cost of regulation outweighs potential benefits of elim-
inating these impacts. Clearly, for such economic activities, one would opt for a policy of
no intervention. Nevertheless, many countries have chosen to regulate GM crops.

Framework for assessment

Benefit—cost analysis provides a sound economic framework for systemic socioeconomic
assessment of biotechnology innovations (figure A). To achieve alevel of investment that
is socially optimal, mechanisms to enable private investors to undertake comprehensive
assessments of future benefits and risks (private and external) of biotechnology applications
need to be in place. In determining expected costs, it isthe relative rather than absolute risk
that isrelevant in economic analyses. It isimportant to compare the risks of biotechnology
with the risks of competing technologies — for example, pesticide application versus Bt
crops, or growing a GM crop with higher productivity versus clearing additional land for
production of conventional varieties.

A suitable rate of discount to approximate society’s preference through time would need to
be applied to the future stream of net benefits to obtain its present value. The present value
of estimated net benefits would determine whether investment should be encouraged (posi-
tive net benefit) or discouraged (negative net benefit). The size of the present net benefit of
external effects dictates to what extent should investment be encouraged/discouraged in
order to achieve socially preferred levels of resource commitment to this activity.
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A Socioeconomic impacts of biotechnology
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encouraging the use of
agricultural biotechnology
in developing countries

Relative impacts in developing and developed countries

Biotechnology applicationsin agricultural production could generate significantly different
impactsin different societies. As production environments vary between localities, the bene-
fits generated by gene modifications targeting the agronomic traits of field crops are also
expected to differ. Nowhere are differences in production systems more pronounced than
those between production systems in developed and devel oping countries. Differencesin
input use, management practices and scale of operation are the main features underpinning
the disparity between the two production systems.

Over the past four decades, agricultural production has been expanding in developed coun-
tries, largely through significant increases in yields. Abundant use of chemical inputs and
highly mechanised agricultural operations have enabled commercial production on alarge
scale and pushed yields close to maximum attainable limits. (Ismael, Bennett and Morse
2002). Considerableincreasesin yield have aso been realised in many middle income devel-
oping countries over the past forty years, particularly for major grains such asrice and wheat.
In comparison, agricultural production in low income devel oping countries has mainly come
from smallholder subsistence production, where application of material inputsis quite low,
reflecting their high cost relative to income levels, and agricultural operations, like weed-
ing, are mostly carried out manually. Yields have remained well below those realised el se-
where, leaving large margins for potential increases with relatively smaller effort (Qaim and
Zilberman 2003).

As a consequence, gains in productivity from the introduction of transgenic varieties with
improved agronomic traits are expected to be much greater in low income developing coun-
tries. While the impact of current transgenic crops on yields in developed countriesis gener-
ally considered to beinsignificant, the introduction of Bt cotton in South Africais estimated
to haveincreased the yield achieved by adopters by an average of 46 per cent over nonadopters
(Ismael, Bennett and Morse 2002). It is also reported that the introduction of transgenic rice
in Asiacould result inincreasesin production of 15-25 per cent over the next decade (Nielsen
and Anderson 2001). Yield increases in food crops would greatly enhance the capacity of
developing countries to reduce food insecurity.
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Direct consumer and producer benefits flowing from increasesin productivity could be esti-
mated fairly easily, given availability of datafrom the relevant production system. In most
cases, however, data from field trials in developing countries themselves are not yet avail-
able for quantifying the agronomic benefits that could accrue from adopting transgenic crops.
It could therefore be misleading to generalise and apply results obtained from experience
elsawhere in the world to estimate potential benefits to developing countries.

The adoption of transgenic crops, such as herbicide tolerant varieties, could also provide
significant savings in farmers' labor, enabling them to diversify production or engage in
other income generating activities. However, labor displacement may not be beneficial in
regions where there are large numbers of landless workers with little prospect of employ-
ment elsewhere. In addition, the beneficial health impacts of transgenic crops could be signif-
icantly greater in devel oping countries than in developed countries, particularly to farmers
where manual application of chemical inputsisthe norm and safety measures are generally
poor or lacking (Roush 2002).

Contrary to the case for the benefits, the impacts of the risks from biotechnology on differ-
ent societies are likely to be much less variable. The higher benefits of agricultural biotech-
nology use in developing compared with developed countries, coupled with the similarity
in the risks faced by the two groups of countries, indicate that the benefit—cost ratio of tech-
nology adoption could be considerably higher in the former group of countries.

Developing countries could realise these benefitsin a number of ways. They could acquire
the technology by investing in research and devel opment to develop “ home grown’ innova-
tions, obtaining biotechnology products through market transactions or both. Presently,
however, acombination of factorsimpedes the rapid introduction and diffusion of the tech-
nology in these countries.

Global investment and impediments to uptake in
developing countries

The global area under transgenic crops has risen dramatically, from 1.7 million hectaresin
1996 to 58.7 million hectares in 2002. In 2002, four countries grew 99 per cent of global
GM crops: the United States, which grew 39.0 million hectares (66 per cent of the world
total), Argentina 13.5 million hectares (23 per cent), Canada 3.5 million hectares (6 per cent)
and China 2.1 million hectares (4 per cent) (James 2002). These estimates may well under-
state the actual area of GM crops. Although it isillegal to grow GM cropsin Brazil, many
Brazilian farmers already grow them, using seed smuggled in from Argentina. It has been
estimated that up to 30 per cent of Brazil’s soybean crop, or over 4 million hectares, is
produced from GM seed (Gobbi 2000). In contrast, the European Union — despite having
strong public and private life-science capabilities— grew little commercia transgenic crops
over the period.

To date, investment in biotechnology has been mainly undertaken by the private sector in
the devel oped countries, particularly in north America. The concentration of expenditure on
biotechnology in the private sector is associated with intellectual property protection of
emerging technologies (McCalla and Brown 2000). Intellectual property protection allows
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the private sector to recoup the often high costs associated with developing new products.
Research has concentrated on three crops — cotton, hybrid maize and soybeans — and
some speciality crops with commercial value. Oehmke (2002) investigated public sector and
private sector research orientations in transgenic biotechnology races in the United States.
He found that public universities seem to engage in research and development for smaller
markets in which multinational firms have little interest. Generally, the crops that have been
targeted for genetic modifications are those extensively grown in developed countries. More
recently, however, significant research effort has been devoted to devel oping transgenic rice
varieties. There has been little research on food crops commonly used in devel oping coun-
triesin Africa, such as sorghum, millet and cassava.

By contrast, and despite expected higher benefit—cost ratios from the technology, only few
developing countries, such as Argentina, have high uptake ratesfor GM crops. Typically the
uptake is concentrated in crops that are exported to developed country markets. Few other
developing countries have started exploring their own national research capability in biotech-
nology. Countriesthat have, like Chinaand India, are targeting benefits through implemen-
tation of biotechnology in their farm sectors (Kalaitzandonakes 1999). Chinain particular
is developing a very large biotechnology capacity, second only to that in north America
(Huang et a. 2002). The GM cropsin trialsinclude rice, wheat, cotton, tomatoes, potatoes
and peanuts.

In the vast majority of developing countries, both investment in biotechnol ogy research and
development and the extent of transfersto farmers of transgenic crops already being marketed
have been generally low or lacking. Low investment islargely areflection of severely limited
economic and technical capabilities. These limitations are symptoms of ill functioning finan-
cial and economic markets and political institutions. Thereis aso alack of transparent regu-
latory capacity necessary to deal with the risks associated with biotechnology as well asto
addresstheissues of property rights devel opment and protection that are essential to promot-
ing innovative research. Tzotzos (1999) suggests that biotechnology regulation in develop-
ing countries has been introduced mainly in response to trade considerations, without any
notion of promoting domestic industries.

A key reason why investment in biotechnology is not widespread in developing countries
isthe high cost of undertaking the initial research and development and the lack of adequate
mechanismsfor cost recovery. The cost of developing anew transgenic plant commercially
has been compared with the estimated cost of over US$150 million to develop a new plant
protection chemical (Richer 2000). The Green Revolution of the 1960s and 1970s took place
in mainly public sector research institutionsin an erawhen there was rel atively open access
to genetic resources. In contrast, the biotechnology revolution isbeing led largely by arela
tively small number of life science companies operating at a global scale. This could slow
therate of private investment in developing countries, particularly in poorer countries where
capital markets are not sufficiently developed to allow for full potential benefits from biotech-
nology applications to be realised.

All these factors combine to lower relative expenditure on and discourage both local and
foreign private investment in agricultural biotechnology in the devel oping world. Reflecting
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this, agricultural biotechnology research in developing countriesis largely undertaken by
the public sector.

In summary, the major factor determining a developed country’s adoption of GM technol-
ogy is the attitude of governments and the public toward this technology, as demonstrated
in the contrast between the United States and the European Union in sowing GM crops. In
developing countries, barriers to adoption relate to developing countries being able to gain
access to financial and technical assistance for the required investment in GM technology.

Role of sociopolitical infrastructure in farmer uptake of
GM technology

Consumer attitudes can have a considerable bearing on the rate of uptake of GM technol-
ogy, with consumer acceptance varying widely between consumers from different regions
and education levels. Hoban (1996) showed that education is a major factor in consumer
attitudes to GM foods, with a strong positive correlation between education and consumer
acceptance. The study, conducted in the United States, showed that more highly educated
consumers not only had higher acceptance of GM foods but that they actively sought out
new products on the basis of improvements in taste and nutrition. Conversely, much of the
resistance toward GM products came from people who did not understand the technology
or the reasons for using it.

More recently Hoban (2001) has compared the results of surveys of consumer support for
four applications of biotechnology undertaken in both the United States (in 1998 and 2000)
and Europe (1996 and 1999). The results are shown in table 1. Support for biotechnol ogy
isgeneraly greater in the United States than in Europe, with support increasing in the United
States between 1998 and 2000, but decreasing in Europe between 1996 and 1999.

What isinteresting is that consumers in both the United States and Europe consider that
agricultural biotechnology tendsto be less acceptable than is medical biotechnology. People
are likely to trust the advice of their doctors without question but, as Hoban (2001) notes,
when it comes to making choices about foods they feel qualified to make their own deci-
sions and are more risk averse.

Other factors also play arole in consumer attitudes toward GM foods. In the European Union,
the recent BSE (bovine spongiform encephal opathy or ‘mad cow’ disease) crisis damaged

1 Consumer support for applications of biotechnology

United States Europe
1998 2000 1996 1999
% % % %
Human genetic screening 70 84 75 63
New human medicines 80 79 71 57
Insect protected crops 66 71 58 42
Improved foods 58 60 44 31
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European confidence in food safety (US Department of Agriculture 2001). In the United
Kingdom, initial reports of alink between beef consumption and variant Creuzfeld-Jacob
Disease (vCJD) were met with strong government denials. These denials continued against
a background of mounting evidence showing that consumption of infected beef products
was indeed linked to vCJD in humans. The BSE crisis resulted in considerable damage to
consumer confidence in government regulatory agencies and agribusiness groups.

This lack of confidence has extended to include a particularly negative view of GM foods
and the companies that create and market these products. These negative views are further
promoted by some environmental activist groups, and have been assisted by the ongoing
efforts by the European Union to maintain trade barriers against agricultural imports. The
overall result is that consumers in the European Union have been exposed to a significant
amount of information against the use of GM technology, while uptake of GM productsin
the European Union has remained relatively low.

Developing countries have had little access to GM resources. This lack of access together
with existing (and potential) EU trade barriers have affected attitudes toward GM foods in
developing countries, particularly in poor southern African countries. In August 2002, despite
a severe food shortage in the region, the governments of Zambia and Zimbabwe initially
rejected food aid containing GM corn from the United States on the basis that such food
was perceived to be a danger to human health. It is reported that President Mwanawasa of
Zambia even went so far as to describe GM maize as ‘poison’, while many people in the
region continued to starve (BBC News, World Edition, September 2002).

While some governments in famine affected regionsin Africa have since allowed GM food
aid into their countries— Zimbabwe, Mozambique and Maawi — this has only been possi-
ble with the milling of GM grain to ensure that no GM crops could be grown from such aid.
Thisis largely because some of these countries (notably Zimbabwe) are potential grain
exporters to markets in the European Union. Maintaining a GM free status is seen as away
of protecting agrain exporting country’s market share, despite the clear advantages that GM
crops offer to both farmers and the hungry at home.

In spite of this uncertainty, a survey of developing countriesin 1999 revealed that many
developing countries felt that the application of biotechnology advances could help their
country meet the major challenges of feeding expanding populations while their land base
and water resources faced growing pressures. In addition, the growth of bioscience based
industries would help alleviate poverty by stimulating an associated growth in employment
(Persley 2000). In turn, an improved economic environment and higher income levels will
induce investment in other agricultural technologies, such as application of fertilisers and
agricultural mechanisation, further enhancing agricultural production and its contribution
to overall economic growth.

Need for a sound regulatory system

For devel oping countries to pursue biotechnological opportunitiesit iscrucia that they have
effective regulatory systems in place at national and institutional levels compatible with
international best practice, and trained personnel to establish and manage these systems.
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Developing countries face avariety of policy choicesthat will determine the uptake and the
spread of agricultural biotechnologiesin their country. The spread of GM crops in devel-
oping countries will depend not only on the availability of suitable technologies, but also
on the willingness of authorities in developing countries to grant permission to plant GM
crops. Thisin turn will depend on external pressures and influences faced by the regulators
on any known risks to human health and safety and to the environment from GM crops.

Paarlberg (2000) has graded the policy choices open to developing countries in terms of
whether they will promote or prevent the use of the new technology. Policies have been
ranked from ‘promotional’ (policies that accelerate the spread of GM crops and foods), to
‘permissive’ (policiesthat are neutral toward the new technology), to ‘ precautionary’ (poli-
ciesthat tend to slow the spread of GM crops and foods), and ‘ preventive’ (policiesthat tend
to block or ban the spread of new technologies).

The key regulatory areas as identified by Paarlberg (2000) are:

= Intellectual property rights. Developing countries are likely to have to recognise some of
the intellectual property right claims of the private companies developing GM crops if
they wish to expand the uptake of GM cropsinto their farming systems.

The application in a developing country of afull patent protection policy as occursin
the United States would enhance the spread of GM crops as private companies would
be more likely to invest in such countries. At the other extreme, the absence of any intel-
lectual property rights policy would tend to discourage private sector investment.

m  Biosafety. Countries must decide on how they manage the introduction of new plant vari-
eties, particularly the level of testing and screening undertaken prior to the release of
such varieties. The release of GM crops and foods would be hindered as the degree of
testing and screening required was increased. A promotional policy would involvelittle
or no testing while a preventive policy would ban GM crops on the basis of potential
damage to related species and varieties.

= Trade. Thetrade policy that a country adopts can be influenced by the degree of consumer
and importer acceptance of GM crops in international markets. For instance, countries
that rely heavily on exporting commodities to Europe or Japan may steer away from
encouraging investment in biotechnol ogy advancement for these commaodities. A promo-
tional trade policy would not discourage the import and production of GM crops.

m  Food safety and consumer choice. The degree of specific food labeling for and segrega-
tion of foods containing GM ingredients can determine the acceptance of GM foodsin
local markets. Policies could range from no specific labeling or segregation to acomplete
ban on the sale of GM foods. However, in many devel oping countries the lack of adequate
refrigeration, unclean water and other infrastructure failures may be considered as more
serious health hazards than any possible hazards associated with GM foods.

m  Public research investment. Economic benefits have generally flowed to devel oping coun-
tries in the form of higher farm productivity as aresult of public investment in agricul-
tural research. Developing countries generally face a shortage of funds and limited donor
funding to finance investment in biotechnology applications. Biotechnol ogy research can
be expensive, and researchers and investors must choose the crops and the level of research
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that give the highest returns. Options for government range from fully funding biotech-
nology research to leaving such research to the private sector. Byerlee and Fischer (2002)
propose public—private partnerships, where complementarities between the two sectors
can be fully exploited through specialisation and market segmentation, asaway to improve
research and development in biotechnology in devel oping countries.

Intellectual property rights

Given that a major proportion of development in agricultural biotechnology is undertaken
by the private sector, a key reason why there islimited investment in developing countries
isthe lack of aregulatory system governing the protection of intellectual property rights.

The term ‘intellectual property rights' is a broad term used to cover patents, trademarks,
plant breeders' rights and copyright. The critical issue in terms of agricultural biotechnol-
ogy isthe application of patents, although copyrights are becoming more important, as the
databases that hold information about plant genes can be copyrighted. The principal public
policy rationalefor intellectual property rightsisthat they provide direct socialy beneficia
incentives to innovate and they facilitate further innovation by requiring public disclosure
of the patented technology (Pardey, Wright and Nottenburg 2001).

A patent grants the owner of an invention monopoly rights to use the invention for a period
of up to twenty yearsin the country where the patent is granted. The patent allows the owner
to exclude others from using the invention commercialy in that country. Asaresult, owners
have alimited period in which to recoup the costs that they incurred in devel oping the inven-
tion. The owner is, however, required to publish details of their invention, so that other parties
are able to use the invention in research that may, in turn, lead to other innovations.

Regulatory systems governing intellectual property rights vary throughout the world. The
United States, Japan and Australia have the most comprehensive systems allowing for the
patenting of plant varieties (Commission on Intellectual Property Rights 2002). Other devel-
oped countries and a growing number of developing countries have aform of plant variety
rights legidation in place. Under patent legislation, the patent holder has the right to exert
control over the use of patented material by limiting the rights of farmersto sell or sow seed
that they have grown, or other breedersto use seed (or patented intermediate technol ogies)
for further research and breeding purposes. Under plant variety rights schemes, farmers are
generally allowed to keep seed for sowing or sale among other farmers and plant breeders
are permitted to use protected species as a source of new varieties.

To ensure some degree of uniformity in the coverage of regulatory systems, the Agreement
on Trade Related Aspects of Intellectual Property Rights, generally known as TRIPs, came
into force in 1995. The agreement appliesto all members of the WTO and lays down mini-
mum, rather than optimum, levels of protection.

One of the principles of TRIPsisthat national laws should provide patent protection to inven-
tions, without discrimination asto thefield of technology concerned (article 27.1). However,
in response to national sensitivities about the patenting of plants and animals, WTO members
agreed to include an optional exception to this principle. Article 27.3(b) of TRIPs provides
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that WTO members may exclude from patentability ‘ plants and animals and other micro-
organisms, and essentially biological processes for the production of plants and animals
other than non-biological and micro-biological processes'. A review of this article was
mandated for 1999, and is currently under way in the TRIPs Council (DFAT 2002).

When these revisions are implemented, TRIPs will strengthen intellectual property rights
around the world. Developing countries have been granted some leeway and are permitted
atransitional period until 2005 to bring their intellectual property laws into compliance with
the minimum standards laid down in TRIPs.

Developing countries as agroup feel disadvantaged by the agreement. Much of the world’s
germplasm for the major crops produced around the world has been sourced from devel op-
ing countries. Over along period of time local farmers and plant breeders have bred crop
varieties adapted to particular climatic conditions and have devel oped markets for their prod-
ucts. Generally, developing countries have not implemented | PR |egidation to provide protec-
tion for such varieties. However, life science companies are able to obtain samples of these
varieties. The company could then genetically modify the variety, keeping all of the desir-
able qualities of the variety and patent a new variety (Kerr, Hobbs and Yampoin 1999).

Nevertheless, the provisions of TRIPswhen taken in conjunction with the 1993 Convention
on Biological Diversity (CBD) do offer protection to developing countries, although it can
be costly and time consuming to obtain protection and compensation available under the
CBD. The CBD allows countries to establish sovereign national rights over biological
resources found within a country, and commits member countriesto conserve them, develop
them in a sustainable manner and share in the benefits that may arise from any third party
use of the resource. In providing access to the resources to third parties, countries are able
to negotiate access and benefit sharing agreements (Gollin 2001).

Regulatory policies and trade

Testing procedures for GM products

As gene modification technologies are very recent and fast developing, most governments
are trying to keep pace by developing regulatory policiesthat reflect consumer demands and
preferences for GM products. Countries worldwide are in different stages of policy devel-
opment, with the mgjority of the devel oping countries still in an early stage. Lack of farmer
and consumer education and appropriate government regulation has also contributed to a
very low or nonexistent uptake of GM technology in most devel oping countries.

In China, however, the rate of uptake of GM technology has been quite strong. Nevertheless,
the Chinese government is devel oping regul ations that require all imported GM products to
be so labeled. The new approval system requires producers of GM products to request inclu-
sion on an ‘approved foods' list before their products can be sold or brought into China. The
new system was originally scheduled to take effect on 1 July 2002 but has been extended
through to September 2003. Under the new health ministry rules, anyone wishing to import
GM foods into Chinamust submit an application to include samples of packaging, |abeling
and technical documents evaluating edibility and nutrition quality. The application must also
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include a verification report on safety and nutrition from aministry accredited testing agency.
Safety certificates are also required from the country of origin showing that the product has
been approved for production and use in that country.

The delaysin finalising the new regulations have slowed the import of soybeansinto China
from the United States. Concerns have been expressed that Chinamay be delaying finalis-
ing the regulations on the imports of GM products as a trade barrier to protect the domes-
tic soybean industry. Soybeans are in oversupply in the main producing regions, but soybean
imports into China (largely from the United States) have increased sharply in recent years,
largely reflecting the higher oil content of imported seed.

Almost all developed countries require products derived from GM sources to be assessed
both for their safety asfoods and for their environmental impacts. However, there are consid-
erable differences in the approaches taken by different countries. In the European Union,
regulation of GM products requires considerabl e scrutiny and involves separate regul ations
for different classes of GM product. Commercial releases, field tests and food safety aspects
of GM crops are regulated by member state governments with input, if members disagree,
from the EU’s Scientific Committee and European Commission. Relevant EU regulatory
processes have been specifically designed for GM products, with each GM crop undergo-
ing rigorous testing and analysis, regardless of similarity to existing varieties (US Department
of Agriculture 2001).

In the United States, analysis and approval mechanismsfor GM foods have been subsumed
into existing regulations governing the release of new foods, plants and pesticides. US regu-
latory authorities operate under the assumption that the fact that a plant has been genetically
modified is less important than the specific effects of the modification.

The US Food and Drug Administration (FDA) regul ates food applications of GM crops and
relies on existing laws that hold food manufacturers responsible for food safety. The FDA
considers a GM crop safe if it is substantially the same as its non-GM equivalent and the
genetic modification does not cause the crop to produce a substance that is new, or used in
away that produces larger amounts of a substance than is regarded as safe in food (Food
and Drug Administration 2001). Should genetic modification produce a new substance that
is not an approved food additive, or increased amounts of toxins or allergens, the safety of
the GM product as afood must be proven. Where GM plants that have been engineered for
pest resistance (that is, produce a substance toxic to pest insects) or herbicide tolerance, the
US Environmental Protection Agency (EPA) determines how much of these substances may
be present in food (US Department of Agriculture 2001).

Comprehensive summaries of regulatory arrangements for GMOs and GM productsin the
major importing and exporting countries are given in Foster et al. (2003). Regulationsin
five OECD members and eleven devel oping countries are outlined in that study.

Trade issues

Developments in domestic and trade policiesfor GM products are likely to be an important
factor in determining volumes and values of trade flows and ultimately levels of investment
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and rates of diffusion of the technology. Conservative attitudes toward GM productsin west-
ern Europe may continue to induce increasingly restrictive production and trade policies.
These palicies could thus have worldwide ramifications for research and devel opment, rates
of diffusion and consequently potential benefits of the technology, particularly in develop-
ing countries. Looked at with an EU focus, some of these impacts include:

m  Restrictions on production of GM products in the European Union would directly lower
the aggregate levels of investment in biotechnology research and devel opment and reduce
the flow-on benefits to poorer countries. However, thisimpact could be moderated by
many European biotechnology firms transfering their R& D efforts el sewhere.

= Internal restrictions on production followed by restrictions or a ban on imports of GM
products into the European Union would result in higher supplies of products on the
world market, forcing down the price of these products. Asaresult, revenue from export
sales of GM product would decline, causing further reductionsin investment.

m  AsEU policies could have a significant impact on trade flows and prices of GM prod-
ucts, uptake and production decisionsin other producing countries are likely to be made
partly in response to expectations of the most likely trade policy option that the European
Union might implement.

= Once the European Union places production and trade restrictions on transgenic prod-
ucts, it is unlikely that they would be willing to provide technical and other assistance
needed by devel oping countriesto develop their local biotechnology industries. However,
thiswould provide additional opportunitiesfor other providers of technical and research
servicesin thisfield, such as Australiaand north America.

Besides these overall impacts, the effects of EU policies on different groups of developing
countries could be quite different, depending on whether a country islargely an importer of
the affected commodities, an exporter or equally engaging in both activities. While predom-
inantly importing countries could benefit considerably through lower prices and increased
consumption, exporters, particularly those with most of their exports destined to the European
Union, may need to consider an optimal strategy to maximise benefits. Given potentia dispar-
itiesin revenue from GM and non-GM exports under aban, it is possible that differentiated
markets could develop for the two products. Provided products could be segregated, exporters
would have the option of producing for either market.

Exporting countrieswill therefore have to choose one of three possible policy actions. They
could either adopt the technology; continue to produce only non-GM products to preserve
the ability to export to the European Union; or follow a market segregation policy — that
is, producing non-GM products for the EU market and GM products for the domestic and
other export markets. The course of action followed would depend importantly on the magni-
tudes of potential gainsin domestic consumption, the change in export earnings (both with
and without adoption) and the costs of segregation and labeling.

Segregation
Segregation of products into certifiable non-GM and GM products, whether required by
importing governments or in response to consumer demand, will only be achieved at
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additional costs to crop production. The extent of these costs depends largely on the crop
type, the volume of production to be tested and the threshold of accepted contamination
levels— that is, the percentage of GM content in non-GM commodities. Costs are expected
to increase exponentially astolerance levels are reduced (Stone, Matysek and Dolling 2002).
GM crops, particularly those without altered quality traits, can be difficult to detect because
they are only minutely different from conventional varieties. Their identification may require
costly testing or comprehensive documentation throughout the supply chain (Foster 2001).

For some crops, such as cross-pollinating crops, segregation would need to be considered
from the planting stage. This involves the establishment of separation distances between
GM and conventional varieties of the crop. At the transport, handing and storage stage, segre-
gation costs are mainly those associated with separate transport and storage facilities and
the need for cleaning between uses for GM and non-GM crops. Consequently, there could
be significant losses in the economies of scale as a result of segregation.

Canvassing the available literature on the likely costs of segregation, Foster (2001) pointed
out that it is generally suggested that, for a mixed production system of GM and non-GM
grain, identifying and certifying non-GM status adds 5-15 per cent to the cost of grain deliv-
ery. A study by Leading Dog Consulting (cited in Stone et al. 2002) estimated that, under
present technology and segregation / identity preservation systems, costsin Australia could
rise by about 1015 per cent through the supply chain.

However, segregation costs could vary significantly among different countries, depending
onthelevel and suitability of already existing infrastructure. For example, devel oped coun-
tries such as Australia and the United States have substantial infrastructure for segregation
aready in place. By contrast, most devel oping counties would need to undertake major new
investment if they were to succeed in implementing segregation schemes.

Whether producers segregate or not will ultimately depend on their ability to recover the
additional cost of segregation through price premiumsfor non-GM crops. Segregation would
not be viable if premiums did not cover its costs. There is some evidence that premiums
have been paid for non-GM crops. For example, it isreported that, in 2000, afifth of eleva-
torsin the United States were paying premiums for non-GM crops ranging between 5 and
15 per cent higher than GM corn prices (Foster 2001). The author concludes that the nature
of premiums and discounts suggests that markets are still in a price discovery phase. Producers
and traders are trying to establish whether consumers are willing to pay sufficient premi-
ums for certified non-GM products. However, Foster (2003) found little evidence for payments
of such price premiums. Ultimately, the price relativities between GM and non-GM commodi-
ties would be the main determinant of the production and trade volume of each group —
that is, the higher the relative price of a group the more would be its production and trade
at the expense of the other.

Trade agreements and labeling

A factor that may influence developments in regulatory and trade policies of individual
governments and consequently worldwide investment and trade in biotechnology is the
current and prospective international agreements on these issues.
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Disputes over trade issues in these products could arise owing to an apparent conflict between
the World Trade Organisation (WTQO) agreements — particularly the Agreement on the
Application of Sanitary and Phytosanitary (SPS) Measures — and the Convention on
Biodiversity over the regulation of the international movement of germplasm and GM foods
(Pinstrup-Andersen 1999).

The Cartagena Protocol on Biosafety, which cameinto force in September 2003, is a multi-
lateral agreement that aimsto regulate the transborder movement of living genetically modi-
fied organisms that may adversely affect the biodiversity of the importing country. As a
consequence, it hastrade implications. Importantly, the European Union seesthe protocol as
an alternative to the disciplines imposed by the WTO through the science based SPS agree-
ment and TRIPS. The SPS agreement is directed at eliminating nontariff trade barriersimposed
under the guise of food safety or plant and animal health protection (WTO 1995). Under this
agreement, amember country can determineits acceptable level of protection against health
risks to plants, animals, humans or other environmental hazards and institute SPS measures
to achievethis level. However, the measures must be based on a sound scientific assessment
process; be no more trade restrictive than necessary to achieve the desired level of protec-
tion; and be nondiscriminatory, particularly between products that pose similar levels of risk.
In contragt, risk assessments are not explicitly required in the protocol.

At present, the two systems are running in parallel and inconsistencies in application are
likely to arise. WTO members exporting GM products are likely to invoke the relevant arti-
cles of the SPS agreement that put pressure on banning countries to allow market access for
these products. Future disputes on GM products trade could arise along the lines of the
dispute between the European Union and the United States over the European Union banning
imports of US beef from hormone-fed cattle (Nielsen and Anderson 2000). The WTO ruled
against the legitimacy of the ban because of the European Union’s failure to provide scien-
tific evidence of associated risks, asrequired under the SPS agreement. For example, at the
request of the United States, Canada and Argentina on 29 August 2003 a panel was estab-
lished to investigate the inconsistency of the EU approvals process for GMO products with
the SPS and other trade agreements. A number of countries including Australia reserved
their third party rights. The panel composition process is under way between the principal
parties to the dispute.

One of the main concernsin the development of regulatory policy for biotechnology in agri-
culture is the issue of labeling. The primary function of labeling is to provide consumers
with information necessary for making choices in line with their preferences and willing-
ness to pay. There is an ongoing controversy on whether labeling of GM food should be
obligatory through government regulations or whether governments should leave it to be
voluntarily undertaken by biotechnology industries in response to buyers demand. Hence
the differences in policy approaches toward labeling in different countries.

Theissue of labeling and itsimplications for tradein GM products has not yet been covered
in detail in international agreements. The Cartagena Protocol on Biosafety did not include
adecision on labeling but stated that exporters may merely state that a shipment ‘ may contain’

living modified organisms (Secretariat of the Convention on Biological Diversity 2000). If
theissue of labeling is not settled through international negotiations, itisalso likely to bea
source of future disputes within the WTO forum.
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income impacts of adoption ana
trade policies

The aim in this chapter isto illustrate the effects that the rate of adoption of and trade poli-
cies governing agricultural biotechnology have on economic welfare in different regions of
the world. To gauge these effects, three different scenarios were hypothesised and simulated.
The simulations were carried out using ABARE's global trade and environment model
(GTEM), an empirical general equilibrium model of the global economy and environment.
Economic impacts are measured in terms of changesin gross national product (GNP).

Scenarios and assumptions
The three alternative scenarios smulated in thisanalysis are:

Scenario 1 —Adoption of GM cropsin all regions of the world. This scenario assumes that
current levels of uncertainty and apprehension over GM products are significantly reduced
with the availability of more information.

Scenario 2 — Adoption of GM crops in al regions except the European Union, with there
being a ban on imports of GM products into the European Union. In this scenario, the
European Union is assumed to be successful in placing trade restrictions on imports of living
GM products in accordance with the provisions of the Biosafety Protocol.

Scenario 3 —Adoption of GM cropsin al regions except the European Union and low income
developing countries, with there being a ban on imports of GM products into the European
Union. Poor developing countries are assumed not to be able to implement biotechnology
innovations in this scenario given the state of their economies and infrastructure and the
costs of developing the technology.

Countries were aggregated into fourteen regional groups, loosely based on geographic loca-
tion and average income. Each group falls within one of three income categories — high
income, medium income and low income (box 2).

In the scenarios analysed, biotechnology uptake and diffusion are considered to occur over
aperiod of ten years, 2006-15. Most of the empirical studiesinto the farm level impacts of
GM crops have been undertaken in the United States. The results show wide variationsin
returns depending on location, type of technology and the crop variety. From field trialsin
Tennessee, Robert et a. (1998) estimated net returns from herbicide tolerant soybeansto be
13 per cent higher than the second most profitable system. Using econometric modeling,
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Box 2: Regional grouping in the model simulations

Africa
Middle income (adopting in all scenarios)
Algeria, Egypt, Morocco, Libya, South Africa

Low income (not adopting in scenario 3)

Botswana, Lesotho, Namibia, Swaziland, Angola, Malawi, Mozambique, Zambia, Zimbabwe,
Mauritius, Madagascar, Mauritania, Mayotte, Mali, Benin, Burundi, Burkina Faso, Liberia,
Rwanda, Tanzania, Kenya, Uganda, Congo, Somalia, Djibouti, Eritrea, Ethiopia, Sudan, Central
African Republic, Chad, Cameroon, Comoros, Cape Verde, Ivory Coast, Guinea, Guinea-Bissau,
Equatorial Guinea, Ghana, Senegal, Nigeria, Niger, Sao Tome and Principe, Seychelles, Sierra
Leone, Togo

Asia
High income (adopting in all scenarios)
Chinese Taipei, Hong Kong, Singapore, Japan

Middle income (adopting in all scenarios)
South Korea, Indonesia, Malaysia, Philippines, Thailand, India, China

Low income (not adopting in scenario 3)
Bangladesh, Pekistan, Sri Lanka, Viet Nam, Rest of south Asia

Middle East (adopting in all scenarios)
Bahrain, Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Oman, Qatar, Saudi Arabia, Syria, United
Arab Emirates, Yemen

North America
Canada, United States (adopting in al scenarios)

South America
Middle income agricultural exporters (adopting in all scenarios)
Argentina, Brazil, Chile, Uruguay, Mexico

Other South America (not adopting in scenario 3)
Columbia, Venezuela, Bolivia, Ecuador, Guyana, Paraguay, Surinam, Central America &
Caribbean

Oceania
Australia, New Zealand (adopting in all scenarios)

Europe

Western Europe (not adopting in scenario 2 and 3)

Austria, Belgium, Denmark, Finland, France, Germany, United Kingdom, Greece, Ireland,
Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, Switzerland, Rest of European Free
Trade Area

Other Europe (adopting in all scenarios)
Hungary, Poland, Newly Independent States, Turkey, Rest of Central European Associates

Rest of World (ROW) (not adopting in scenario 3)

Afghanistan, Albania, Andorra, Bermuda, Bosnia-Herzegovina, Brunei, Cambodia, Croatia,
Cyprus, Gibraltar, Greenland, Guadel oupe, Lao, Macau, Macedonia, Malta, Marshall Islands,
Monaco, Mongolia, Myanmar, North Korea, San Marino, Serbia and Montenegro, Pacific
Islands, Papua New Guinea
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Fernandez-Cornejo and M cBride (2000) found that returns from herbicide tolerant soybeans
varied between regions, with mean net returns for all regions estimated to increase by about
14 per cent over non-GM varieties. Marra et al. (1998) estimated that the net returns from
using glyphosphate tolerant soybeans were about US$6 an acre, or around 3.5 per cent higher
than those for traditional varieties, while they estimated net gains from Bt corn to be US$3-16
an acre, mainly owing to a 4-8 per cent boost in yields. Felloni et al. (2002) indicated that
athough increasesin yields of more than 15 per cent have been observed for Bt cornin China,
these are only obtainable under experimental conditions. In commercial cultivation, yield
increases are more like 5-10 per cent. Following the approach used by Graham, Schneider
and Brown (2001), the adoption of biotechnology is assumed to result in auniform increase
in productivity in all affected crop industries of 10 per cent above levels that would have been
derived from current applications of technology over the period, in high and middle income
countries— or an average of 1 per cent ayear.

Theincrease in productivity for low income countries is assumed to be double that for high
and middle income countriesin this analysis. The assumption of ahigher rate of productiv-
ity growth in low income developing countries reflects the potentially greater gains that these
countries are expected to obtain from growing GM crops, as canvassed earlier. This assump-
tion reflects arange of estimates of the productivity benefits expected from GM crops. The
selected crops considered in this analysis to be directly affected by biotechnology arerice,
grains, oilseeds and fruit and vegetables.

In all scenarios, potential impacts of agricultural biotechnology on welfare were estimated
as deviations from expected welfare under a reference case scenario where it was assumed
that there was no further adoption of biotechnology. The assumed annual average rates of
change in GDP over the estimation period for this reference case or ‘ business as usual’
scenario (due to factors other than biotechnology) are shown intable 2.

The assumed growth rates listed in table 2
are based on recent historical trends for
each region. However, there is a degree of
uncertainty about whether the assumed rates
of growth could be achieved in some

Assumed annual average GDP growth
rates, 2006-15, reference case

%

regions. For instance, the political and

L ow incomeregions

consequent economic instability currently ﬁﬁﬁca g:g
being observed, particularly inlow income  South America 25
countries such asin Africa, could consid- Middle income regions
erably hamper economic growth over the aga 6.4
estimation period. Africa 34
South America 34
Consumer demand is assumed to be unaf- E2ster Europe 36
fected by the introduction of genetically Middle East 36
modified products — that is, thereisno High incomeregions
product differentiation between GM and éat?:r‘ ndia g'g
non-GM products in the model and, where Australia.and New Zealand 3:5
traded, the two product types are consid-  north America 34
ered to receive the same price. Western Europe 2.3
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Where trade bans are simulated, the ban on GM products is considered to apply only to
primary commodities. Therefore, in the model simulations, it is assumed that a country
produces and exports either GM or non-GM crops, but not both — that is, the possibility of
being able to segregate GM and non-GM crops has not been considered, and imports of both
GM and non-GM primary commaodities from adopting regions into the banning region have
not been allowed. If in the future, countries were to engage in production and trade of both
GM and non-GM products under a suitable segregation and labeling regime, results from
thisanalysis could overstate the potential impacts of the outlined EU policies on production
and trade in GM commodities.

Impacts of GM introduction and sources of economic
change

The global adoption of GM technologies in agricultural production is likely to result in
significant productivity gains worldwide. Increases in yields and/or decreases in input use
would translate into reductions in per unit costs, leading to higher levels of production.
Higher world supplies would, in turn, put downward pressure on world prices aswell ason
farm gate and consumer prices of these commodities. Depending on the relative changesin
these variables, impacts on different economic sectors and regions would vary.

Generally, economic gains are expected to be higher in countries where imports of primary
food commoditiesinitialy constitute ardatively larger share of the budget. Owing to signif-
icant declines in world prices, these countries would benefit from cheaper imports even if
they did not adopt the technology themselves. If they adopt GM technol ogies, however,
considerable additional benefits could accrue. Besides taking advantage of lower produc-
tion costs to increase domestic supply, they would be able to partly replace imports, thus
saving foreign exchange for usein other more beneficial activities. In contrast, regions with
lower shares of food imports in the budget and/or lower rates of adoption of GM technolo-
giesin crop production are expected to realise relatively lower benefits. These relationships
are depicted in figure B.

= Quadrant (a) in the diagram contains countries significantly adopting biotechnology and
whereinitial budget shares of food imports are high. Gains are highest in this quadrant
(represented by three ‘+’) signs.

m  Quadrants (b) and (c) contain countries with a significant rate of adoption but a low
budget share of food imports or those with low rates of adoption but a high budget share
of food imports respectively. The opposing effects of these two factors combine to result
in lower expected economic gainsin countries within these two quadrants (represented
by two ‘+'signs).

= Quadrant (d) contains countries where the least gains are expected to occur (represented
by asingle‘+ sign). The potentia benefit is small in these countries because of a combi-
nation of lower budget shares of food imports and alow rate of adoption of biotechnol-
ogy relative to other countries.
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B Four sectors of likely variations in benefits from biotechnology
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Production prices and consumption impacts

Two distinctly different impacts on farmers could result following an uptake of agricultural
biotechnol ogy. Farmers for whom the percentage reductionsin per unit costs of production
are greater than corresponding declinesin prices stand to gain from adopting the new tech-
nologies. The resulting higher price—cost ratio (and thus higher profit margin) will cause
production to expand despite lower prices, compared with the preadoption levels.

In contrast, farmers whose cost reductions are not large enough to compensate for price
declines for GM commodities will face alower price—cost ratio or smaller profit margins,
with consequent cutbacks in production. In particular, farming in countries where there is
no uptake of GM technologies will be less profitable owing to a reduction in world prices,
without the benefit of any reduction in costs or improvement in yields.

Consumersin al regions should benefit from the declines in commodity prices resulting
from the adoption of the new technologies. The magnitude of consumption gains would
depend largely on two main factors: the degree of consumption responseto pricefalls (elas-
ticity of demand) and the initial level of consumption. The higher the response to a price
change and the greater the level of consumption, the larger would be the consumption gains.

Economic gains would also accrue to producers in other agricultural and processing indus-
tries where GM commodities are used as major inputs in production. For example, there
could be potential declinesin feed costsfor livestock industries and in the cost of the primary
input for the bakery industry. There will also be flow-on effects in major sectors other than
agriculture. For example, where profit marginsin agriculture are expected to rise, resources
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will be channeled from other economic Support levels in large developed
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Australia and New Zealand, the major

producing and trading devel oped countries

provide significant amounts of support to their domestic cropping industries against inter-
national competition. Levels of assistance given to the cropping industries in Japan, the
European Union and the United States are shown in figure C.

A clear example where domestic support policies cause distortions in agricultural markets
is manifest in the effects of producer support under the EU Common Agricultural Policy
(CAP). Since the introduction of the CAP, support to grain producers has been effected
through various mechanisms. Cereal prices have been maintained above comparable world
prices through a combination of administratively set support prices, barriersto import entry,
provision of export subsidies and government buy-insto prevent domestic price falling below
the set level (Andrews and Nelson 2001).

Since the introduction of ‘Agenda 2000’ reforms, the European Union has shifted the empha
sisof support away from intervention price to direct support, through successive reductions
in support prices. The intention is to align consumer prices with world prices for wheat,
coarse grains and rice (thereis no intervention price for oilseeds). Thisgoal haslargely been
achieved for wheat and coarse grains where EU internal prices are currently close to world
pricelevels. Announced reformsfor rice are also expected to bring its support pricesin line
with world price. Asaresult, it is expected that the impact of intervention prices as a support
instrument will have substantially diminished, compared to other forms of protection such
as direct support, export subsidies, import tariffs and quotas. Assuming that adjustmentsin
EU intervention prices will continue in the future, EU internal prices are allowed to vary
with changes in world pricesin this analysis.

US farm support policies are revised every few years and introduced as a new farm bill. In
the 1996 farm bill, some changes were introduced in the way that support was delivered to
farmers. A set of ‘production flexibility contract’” payments, that do not vary with produc-
tion or prices, was drawn for each year to 2002. These payments were considered to be mini-
mally distorting or ‘decoupled’ . This hasimportant implications for the US trade obligations
to restrict support because, under the WTO, decoupled payments are exempt from any restric-
tion. The government also lowered the levels of the internal floor prices. It was argued that
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farmers would base production decisions on world prices or on floor prices when world
prices were low.

Further changesin support were introduced in the 2002 farm bill. ABARE (2001) indicated
that the 2002 farm bill introduced even more damaging support structures by reintroducing
many of the most market distorting elements of pre-1996 forms of protection but without
reinstating parallel acreage reduction programs.

Current high levels of support in the European Union and the United States slow domestic
agricultural adjustment in these countries and force more adjustment on producers else-
where. Thismeansthat price signalsto induce efficient regimes of production and trade are
not reflected back to producers. For example, aggregate benefits from the introduction of
GM technologies under freer trade protocols could be substantially higher that those obtained
in this analysis. Anderson and Nielson (2002) estimated the welfare effects of biotechnol-
ogy adoption in selected regions with and without agricultural protection policies in west-
ern Europe. With different scenarios of EU trade policies for GM products, their results
showed that removing protection in western Europe would more than double world welfare
gains. Under ascenario where the European Union was assumed to ban GM imports, removal
of EU protection policieswas estimated to result in asixfold increase in world welfare gain.

The estimated baseline or reference case scenario in this analysisincorporates current distor-
tionsin the world market, with it being assumed that these distortions are maintained through-
out the estimation period. Results from other scenarios measure deviations from the reference
case under alternative regimes of adoption of GM technologies and trade in GM products.
As stated above, EU internal prices are allowed to vary with changesin world pricesin this
analysis. However, if this turned out not to be the case and support prices were maintained
above world price levels, the EU domestic market would be protected from changesin world
prices. Where protection insul ates the domestic market from changes in world prices, poten-
tial benefits to domestic consumers and other exportersfrom fallsin world prices as aresult
of technological innovations, such as biotechnology, could be considerably lower than would
have been achieved with fully flexible pricesin the European Union. Likely welfare impacts
of this eventuality, where al countries (including the European Union) adopt GM technol-
ogy but the European Union controlsitsinternal prices so asto eliminate imports, are exam-
ined in one of the scenarios.

Results and discussion

Aggregate impacts

The global benefits from adopting agricultural biotechnology are estimated to be largest
under the full adoption scenario. In comparison with the reference case, the aggregate annual
increasein gross national product (GNP) for al regionsis estimated to be US$210.3 billion
ayear by the end of the period in 2015.

Gainsin globa welfare decline progressively in the remaining two scenarios— an EU ban
and an EU ban coupled with no adoption by low income countries— with the gainsin aggre-
gate gross national product declining to US$167.6 billion and US$134.2 billion respectively.
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two countries, Chinaand India, that contain around two-thirds of the world’s population.

Impacts on the welfare in individual regions of agricultural biotechnology are presented in
table 3 and discussed in the following section for different scenarios of adoption and trade
policies.

Likely impacts of EU support prices

It must be noted, however, that the reported gainsin regional and global welfare from biotech-
nology adoption were based on the assumption that EU internal prices, which are presently
at around world price levels, would drop freely with world prices following the introduc-
tion of biotechnology. Under this assumption, and with the European Union adopting GM
technologies, the declines in EU prices are estimated to be about 15 per cent for wheat,
coarse grains and oilseeds; 13 per cent for fruit and vegetables; and 7 per cent for rice.

43



abare eReport 03.17

Besides benefitsto exporting countries, EU price declines could result in large benefits from
significant increases in domestic consumption and a more efficient use of resources in the
European Union — with total EU gain estimated at US$21 billion, or about 0.2 per cent of
GNP (table 3).

Contrary to this, if EU internal prices were constrained from matching the fall in the world
prices, both global benefits and benefits to the European Union from a scenario of full adop-
tion of GM technol ogies would be lower. The higher the EU prices were kept above world
pricesthe lower would be the economic gain from the technology, particularly in the European
Union. The smallest gain from full adoption of GM crops is expected to occur if EU inter-
nal prices were controlled at levels that prohibit import from entry. In this case, benefitsto
the European Union would mainly accrue from reductions in per unit costs of production.
Any realised gainsin consumption through trade would be derived from trade in GM oilseeds
only where there are no price interventions for this commaodity.

To determine the impact of insulating EU domestic prices from world prices, a scenario of
full adoption of biotechnology, where the European Union is also adopting but not allow-
ing imports (except for oilseeds) has been simulated. In other words, it is considered that
the European Union will support prices only to the point where imports are eliminated.
Because of cost reductions resulting from the introduction of biotechnology, internal prices
are again estimated to fall but not to the extent estimated in the original scenario. The results
indicate that global economic benefit could fall by over US$10.6 billion, or about 5 per cent

3 Changes in regions’ incomes and terms of trade, by 2015

relative fo the reference case

EU ban and
EU production low income countries
Full adoption and import ban not adopting
Terms Terms Terms
GNP of trade GNP of trade GNP of trade
% % % % % %
L ow income regions
Asia 33 0.5 33 0.6 0.3 1.0
Africa 2.4 -0.8 23 -0.9 -0.1 -0.2
South America 11 -0.6 1.0 -0.8 0.0 0.0
Middleincomeregions
Asia 14 0.3 14 0.3 14 0.3
Africa 11 12 0.9 0.9 0.9 0.7
South America 0.6 -11 0.5 -13 0.5 -1.2
Eastern Europe 05 0.1 04 -0.1 04 -0.1
Middle East 0.9 18 0.8 16 0.6 12
High income regions
Japan 0.2 0.6 0.2 0.6 0.2 0.6
Other Asia 0.3 0.3 0.3 0.3 0.3 0.3
Australiaand New Zealand 0.0 -11 0.0 -11 0.0 -1.0
North America 0.0 -0.8 0.0 -0.8 0.0 -0.8
European Union 0.2 0.1 -0.1 0.2 -0.1 0.1
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below that estimated under the assumption of fully flexible EU prices and open trade. Of
this, the decline in welfare for the European Union is estimated at US$7.3 billion, or about
35 per lower than under the flexible prices and trade scenario. The estimated decline in
welfare for the rest of the world is significantly smaller compared with that in the European
Union, because declines in export revenues from the loss of the EU market and consequent
dlight declinesin world prices are largely offset by higher consumption benefits.

Regional impacts under the different scenarios

Full adoption

In the full adoption scenario, where the aggregate gains are largest, low and middle income
regions are major beneficiaries (table 3). This occurs, first, because reduced prices for agri-
cultural products deliver benefits to consumers that are accentuated because of the large
share of food in total expenditure in these regions. Second, low income developing coun-
tries have been assumed to achieve productivity gains above the world average in agricul-
ture. Asaresult, costsin low income developing countries are projected to fall by more than
prices in the full adoption scenario, leading to increased margins for farmers. Thus, low
income devel oping countries are able to compete more effectively on global markets.

Even under the assumption of identical improvements in productivity for low and middle
income regions (10 per cent), simulation results showed that low income regions benefited
more than middle income regions. Low income countries benefit more than middle income
countries not only because of the assumption of higher productivity improvements, but also
because of the greater relative importance of agriculture in the economies of low income
countries. Sources of gain for the different groups of countries are presented in table 4.

4 Sources of impacts of biotechnology on changes in incomes
Full adoption scenario

Production Other sectors
vsprice income Consumption Net impact
Group
European Union Negative Positive Medium Medium gain
Other high income Negative Positive Medium Medium gain
Middle income Positive Negative Strong Strong gain
Low income Positive Negative Strong Strong gain

5 Changes in volumes of grain and oilseeds exports from traditional exporters to
selected regions Full adoption scenario Percentage change from the reference case in 2015

Exporting region

Australia and New Zealand North America
Coarse Coarse

Wheat grains Oilseeds Wheat grains Oilseeds
% % % % % %

Importing region
European Union - - - 31 14 10
Japan 5 -7 6 1 3 1
Middle East 14 27 21 11 7 3
Middle income Africa 21 23 14 16 6 3
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In comparison, the high income groups
including the European Union are estimated

Terms of trade effects, 2015
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to realise relatively moderate gains, except B Scenario 1

for north America and Australia—New 1.0 Scenario 2

Zealand regions where incomes are esti- B Scenario 3
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income mostly importing countries, the o (N |
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outcomeismainly caused by termsof trade  -1.5

effects (figure F) and the ability of many Middle Middle ~ Middle  Australia  North
adopting countriesto partially substitute '3 M g egne | /lew, - Americe

domestic production for imports. Exports

from north Americaand Australiaand New

Zealand to different importing regions are estimated to vary — decreasing to some regions
and increasing to others. For example, Australian exportsto agricultural commodity markets
in middle income countriesin north Africaand the Middle East are estimated to rise appre-
ciably to meet increased domestic demand in these regions (table 5). Thisriseis estimated
to be offset by declines in exports to other markets, particularly in middle and low income
Asia, reflecting increased competitiveness and self reliance in these regions. Potential [oss
in revenue of traditional exporters would be partially offset through increased domestic
demand for these commodities and lower production costsin related industries, such aslive-
stock and other food processing industries.

EU ban

In the scenario where the European Union does not adopt GM technol ogies and bansimports
of GM products from adopting countries, the gainsto most countries are reduced. This high-
lights the global implications of EU domestic policies on the adoption of GM technol ogies.
The relative impacts among countries depend on the extent of their trade exposure to the
European Union. In particular, low and middle income countries — some of which more
than doubled their base exports to the European Union under the full adoption scenario —
incur significant losses in this scenario relative to the scenario with full adoption. Despite
these reductions, however, there are significant net gains relative to the reference casein all
regions except the European Union (table 6).

Sources of impacts of biotechnology on changes in incomes
EU ban scenario

6

Production Other sectors
vsprice income Consumption Net impact
Region
European Union Positive Negative Negative Largeloss
Other high income Negative Positive Medium Medium gain
Middle income Positive Negative Strong Strong gain
Low income Positive Negative Strong Strong gain
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7 Changes in volumes of grain and oilseeds exports from traditional exporters to
selected regions EU ban scenario Percentage change from the reference case in 2015.

Exporting region

Australia and New Zealand North America
Coarse Coarse
Wheat grains Oilseeds Wheat grains Oilseeds
% % % % % %

Importing region
European Union -100 -100 -100 -100 -100 -100
Japan 2 -11 -2 3 4 3
Middle East 18 41 14 21 25 8
Middle income Africa 31 31 10 32 19 10
There are al'so Slghlfl cant consequences in Changes in GNP in the European Union,
north America owing mainly to the reduc- 2015 relative to the reference case

tion in oilseeds export, mostly from the
assumed EU ban on theimport of GM prod- 2

ucts. In comparison, the EU ban is esti- 15
mated to have little impact on income for 10
the Australia and New Zealand region, 5 EU ban and low
reflecting the region’s low volumes of Ussh EU ban '"Cnoofpgjg;;i‘:ées

export to the European Union. In addition,
Australiais estimated to be able to further =
increase its grain exportsto Africaandthe  -10
Middle East (table 7) relative to exportsin =~ _y5
the full adoption scenario.

Full
adoption

(6]

Themajor loser under an EU ban isthe European Union itself, with its gross national prod-
uct estimated to be about US$13 billion below the reference case by the end of the period
(figure G). This estimate assumes that EU consumers would not be willing to pay more for
non-GM crops. However, with the current consumer attitude toward GM products in Europe,
this estimate may be overstating the magnitude of the lossin welfare. In order to reflect the
true loss in welfare, the estimated |oss would need to be discounted by the value of premi-
ums that consumers would be willing to pay for non-GM products.

EU ban and low income countries not adopting

Under the previous scenario, the estimated reductions in benefits for low income countries
reflect an assumed EU ban on imports (table 3). In this scenario, where these countries are
now able to gain accessto the EU markets but only with non-GM products, the lossin income
issolely aresult of these countries not adopting GM technologies. Production cost savings
are not achieved and the prices that farmers receive are lower. It is clearly apparent that the
impact of not adopting the technol ogies — where low income countries lose most of the
benefits realised with full adoption — far outweighs the losses resulting from the restrictive
trade policies of the European Union. Huang et al. (2002) reached a similar conclusion.
Analysing the impacts of biotechnology adoption in China, they found that most of the gains
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8 Sources of impacts of biotechnology on changes in incomes
EU ban and no adoption in low income countries scenario

Production Other sectors
vsprice income Consumption Net impact
Region
European Union Negative Negative Negative Medium loss
Other high income Negative Positive Medium Strong gain
Middle income Positive Negative Strong Strong gain
Low income Negative Negligible Strong Small gain

to the Chinese economy occur because of gainsinside China, with trade restrictionsimposed
by other countries having minimal impact.

However, even in this scenario, there remain some sources of gain for low income countries
owing to reduced world prices for agricultural products that result from increased agricul-
tural productivity in adopting regions, leading in turn to high consumption benefitsin
nonadopting low income countries (table 8).

Additiondly, the nonadopting low income countries become more competitive on EU markets
owing to the assumed EU ban on imports from adopting countries— that is, these countries
would be able to export non-GM products to the European Union at EU domestic prices
while being able to import GM products from high and middle income regions at the lower
world prices. Also, the economic losses that the European Union could potentially incur
under an import ban would be moderated (as apparent in figure G) because of the possibil-
ity of importing non-GM products from low income countries.

With low income countries not adopting GM technologies, other regions — particularly
traditional exporters such as north America and Oceania— may realise levels of benefit
similar to (north America) or greater than (Oceania) those realised under full adoption
scenario (table 3). Thisis because farmers in these regions face less competition on agri-
cultural markets from low income producers.

EU not adopting but not banning GM imports

For each of the two scenarios representing restrictive EU policies — EU bans on produc-
tion and imports of GM products and EU bans and low income countries not adopting — a
variant scenario was also estimated where the European Union restricts the production of
GM commodities but allows market access of GM commodities. Under both variations the
European Union is estimated to gain from allowing trade with adopting regions.

Compared with the estimated | osses to the European Union of US$13.1 billion and US$10.5
billion under the two scenarios, allowing GM imports into the European Union is estimated
to generate net gains of US$5.7 billion and US$4.9 billion under the respective variant scenar-
ios. The gainswould largely be attributable to higher domestic demand, areflection of cheaper
imports. There would aso be efficiency gains realised by shifting resources from crop produc-
tion to other activities.
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The results also indicate that, compared with a full adoption of agricultural biotechnology,
an import ban on GM crops could have a greater contribution to the EU economic losses
than a ban on production. The benefits forgone by not allowing the production of and trade
in GM commaodities would be cut by more than a half if the European Union banned produc-
tion but allowed imports of GM products.

For example, in the EU ban scenario, the estimated forgone benefits to the European Union
by not allowing the production and trade of GM commaodities is estimated to be US$34
billion [20.8 — (-13.1)]. With imports of GM products alowed but production still banned,
the benefits forgone are estimated to decline to US$15 hillion [20.8 — 5.7]. Effectively, by
banning imports of GM products from adopting countries, the European Union must rely
on more expensive sources to meet its food demands, generating aloss to consumers and to
the economy generally.

Impacts of adoption versus nonadoption for high income exporters

The high income traditional exporting regions of north Americaand Australia—New Zealand
experience no change in economic welfare in all scenarios (table 3). As mentioned earlier,
this reflects declinesin terms of trade for these regions as devel oping countries increase their
relative agricultural competitiveness.

Anderson and Nielsen (2002) and Stone et al. (2001) arrived at similar resultsfor Australia
and New Zealand when analysing the effects of the adoption of GM grains and oilseedsin
selected world regions. In contrast, welfare in the European Union is estimated to increase
considerably when it is assumed to adopt the technology (full adoption scenario), but could
decline significantly if the European Union did not adopt GM technology. This highlights
that the importance of technology adoption lies not only in increasing welfare of aregion
or country per se but more importantly in preventing potentially substantial losses from not
adopting the technology (box 3).
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Box 3: Australian welfare with and
without biotechnology introduction

With biotechnology in crop production adopted widely around the world but not in Australia,
Austraian welfare could substantially decline owing to the large erosion of Australia’'s competi-
tivenessin agricultural markets. Toillustrate this point, the model was simulated to generate poten-
tial changesin welfare for the Australia=New Zealand region under the specified three scenarios
if it did not adopt GM technology. The results from the model simulations are presented below.

EU ban and low
income countries
Full adoption EU ban not adopting

UsSsm/yr USSm/yr ussm/yr
Australiaand New Zealand
—adopting GM -251 —255 6
—not adopting GM (flexible EU prices) -1623 1372 -1222
—not adopting GM (controlled EU prices) —1730 1372 -1222

It is apparent that the greater the number of regions adopting the technology, the higher isthe
estimated welfare losses for the Australia-New Zealand region. The lossis greatest under the
full adoption scenario where al other countries except Australia and New Zealand adopt GM
technologies. As more regions joined Australia and New Zealand in not adopting (first the
European Union and then low income countries), theintensity of competition facing Australia
and New Zealand would be partially alleviated, resulting in progressively lower economic
losses. In addition, with the European Union banning GM imports in the second and third
scenarios, the Australia—New Zealand region would be in a position to reduce its losses by
supplying the EU market with non-GM products at higher prices.

= Reflecting the exclusion of other suppliers, such as north and south America and subsa-
haran Africa from the EU market because of their use of GM technology, EU prices for
the selected commaodities are estimated to rise.

m  With Australia—New Zealand being the only region that could access the EU market and
in response to the rising EU prices, Australian production of non-GM is estimated to be
largely destined for export to the European Union.

= Inorder to meet domestic demand, Australiais estimated to significantly increase imports
of these commodities from adopting countries, at prices much lower that it receives for
exports. This means that other sectors that use GM products as input in production could
still derive benefits through reductions in production cost.

Under these scenarios of GM technology adoption, the combined economic welfarein Australia
and New Zealand might not improve to any large degree with the introduction of the technol-
ogy. However, under all scenarios, the economic losses as a result of not adopting the tech-
nology would be substantially greater than any losses that might occur with GM production.

Also, if the european union insulatesits domestic prices from import competition while adopt-
ing GM technologies, economic losses to the Australia-New Zealand region are estimated to
increase to US$1730 million.
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conclusions

While efforts to improve food security in developing countries must necessarily address
problems of extreme poverty, political instability, poor infrastructure and global trade issues,
gene modification technol ogies show considerable potential to raise agricultural productiv-
ity for a given area of land. The application of biotechnology techniques within the agri-
culture sector can potentially improve food security by making crops more tolerant to adverse
weather and soil conditions, by adapting cropsto different climates and by improving yields,
pest resistance and nutrition. Genetically modified crops are expected to be of particular
benefit to subsistence farmers and the poor in developing countries.

With populationsin developing countries expected to increase strongly to 2050, food produc-
tion must also increase if people in those countries are to avoid potentially high insecurity
in food supply. However, to avoid potentially serious environmental damage — if increased
production were to be achieved through the conversion of natural ecosystems into arable
lands — it will be essential to increase productivity on existing agricultural land in these
regions. In aworld of rising population, biotechnology shows considerable potential to
contribute to both food security and environmental sustainability in devel oping countries.

In modeling the global effects of biotechnology, results from GTEM simulations of various
scenarios for technology adoption and openness of trade policy show that all regionswould
benefit substantially from the application of GM technologies. However, contributions to
economic growth from different sources, such as changes in production, consumption and
trade, are estimated to vary between regions.

Among different country groups, potential gains from the uptake of biotechnology are high-
est for developing countries, particularly those in the low income regions. These gains arise
because benefits to consumers through reduced prices for agricultural products are accen-
tuated by the large share of food in total expenditure in these regions. Moreover, produc-
tivity gains for low income devel oping countries have been assumed to be above the world
average in agriculture. As aresult, crop production costs are projected to fall by more than
prices received by producers, leading to increased margins for farmers and enabling low
income devel oping countries to compete more effectively on global markets.

The smallest increases in welfare from biotechnology adoption are estimated to occur in the
high income groups of countries— particularly the high income traditional exporting regions
of north Americaand Australia—New Zealand. Thisreflects afall in their terms of trade as
developing countries increase their relative agricultural competitiveness. Besides relatively
smaller consumption gains, the chief source of benefits in the high income regions arise
from efficiency gainsin related industries. Taking the Australia—New Zealand region as an
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example, the resultsindicate that even if the introduction of the technology did not result in
significant increases in economic benefits, it would nevertheless be necessary just to avoid
the losses that could result from not adopting the new technologies while the rest of the
world was rapidly implementing them.

The effects of EU restrictive policies on tradein GM food products on other regions’ incomes
are generally negative but the impacts differ among regions depending on each region’s
volume of trade with the European Union. However, under the model, all regions are better
off adopting the technology regardless of the potential 1oss of market accessto the European
Union. In contrast, the welfare loss in the European Union from bans on production of and
tradein GM product could be substantial.

Like any new technology, however, biotechnology has its potential risks. Food safety and
environmental risk assessments need to be carried out on a strict scientific basis. Economic
analyses of benefits and costs are necessary to determine the socioeconomic feasibility of
implementing specific biotechnology applications.

Despite the seemingly high potential benefits for devel oping countries, there are significant
barriers to biotechnology uptake and investment. Thisis mainly areflection of inadequate
technical, institutional and regulatory capacity in many developing countries. Proactive
government policies to encourage research and development in biotechnology — particu-
larly through publicly funded research, or through public—private research partnerships —
are therefore important in optimising the level of investment in biotechnol ogy.

Consumer surveys have demonstrated that consumer acceptance increases with the level of
education and awareness of the technology and its potential impacts. It would, therefore, be
expected that better informed consumer decisions would favor increased uptake of biotech-
nology and its products.
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