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FOREWORD

The importance of tropical products for developing countries is undeniable. Their significance
has been recognised in an array of studies, fora and organisations. As indicated in a document
by the Common Fund for Basic Products (2004): “The livelihoods of hundreds of millions of
the world’s poorest people in developing countries, and in particularly in the least developed
countries, are heavily dependent on commodities. Commodities form the backbone of the
economies and account for the bulk of the export earnings of these countries. The development
of commodities is thus vitally important in the global struggle to alleviate poverty.” However,
there are few studies estimating the importance of tropical and other basic products using
economic, social and foreign trade indicators. Nonetheless, the participation of such products
in exports from developing countries is significant: the fifteen main tropical products account
for 37 percent of developing countries’ incoming foreign currency from agricultural exports.
This proportion reaches 62 percent for low income developing countries.

Exports from developing countries, of tropical products in particular, continue to face a variety
of specific challenges, including tariff and non-tariff barriers, developed country subsidies,
technical barriers to trade (such as sanitary and phytosanitary requirements), tariff escalation,
preference erosion, price volatility and the long-term trend towards low and declining prices
for agricultural commodities. The reform of the global agriculture trading system currently
being negotiated in the context of the Doha Round - with the objective of establishing a “fair
and market-oriented trading system” - could play in addressing some of these challenges.

Trade disputes between Latin American banana exporters and the EU are amongst the longest-running
in the multilateral system. During the Doha Round, developing country groups from Latin
America and from the African, Caribbean and Pacific Group (ACP) have also found themselves
at loggerheads over whether trade liberalisation in this commodity should be accelerated and
deepened - as favoured by the proponents of tropical product liberalisation - or slowed down
and cushioned - as favoured by the ACP group, concerned about the impact on preference
erosion. Both the trade disputes and the negotiations over tropical products and preference
erosion appeared to be close to resolution in July 2008, when a compromise deal on bananas
was tabled by Director-General Pascal Lamy, and subjected to subsequent modifications by the
tropical product group and the EU.

The breakdown of talks in July has left the banana issue - and the closely related issues of
tropical product liberalisation and preference erosion - in limbo. While Latin American exporters
have urged the EU to conclude the banana deal as a stand-alone agreement, the EU has insisted
on treating the issue as part of the broader package of concessions involved in the Doha Round
as a whole. Continued uncertainty over the treatment to be accorded to other products on the
tropical product and preference erosion lists has continued to cast a shadow of uncertainty
over the tentative banana deal, while the scarce transparency surrounding negotiations in this
area has made it difficult for observers to determine the exact nature of the concessions and
trade-offs at stake.

However, enough information has now entered the public domain making it possible for analysts
to assess how banana exporting and importing countries will be affected under a number of
different scenarios - including the expansion of trade preferences granted to ACP countries
under the Economic Partnership Agreements (EPAs), the possible erosion of these preferences
as part of an eventual Doha Round deal, or through the conclusion of an accord between Latin
American exporters and the EU along the lines of the tentative July 2008 deal.

This paper aims to provide policy-makers, negotiators and other stakeholders with a critical
assessment of the likely implications of a trade deal on bananas along the lines of that being
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discussed in the WTO’s Doha Round, as well as in bilateral and regional negotiations. The
study examines the implications for specific exporting and importing countries, taking into
consideration the various preferential access arrangements that currently exist, recent historical
trends in banana trade in different countries and geographical regions, and the internal market
reforms being undertaken in importing regions such as the EU. As such, it seeks to provide an
impartial, evidence-based input into the intricate deliberations over how trade policy in this
area can best support sustainable development goals.

e

—_—

Ricardo Meléndez-Ortiz
Chief Executive, ICTSD
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EXECUTIVE SUMMARY

On 1 January 2008, the EU implemented the Economic Partnership Agreements (EPAs) it negotiated
with many African, Caribbean and Pacific (ACP) countries. All agricultural exports from ACP countries
which have successfully concluded the negotiations are now allowed duty-free and quota-free access
to the EU. Bananas, sugar and rice have been indicated as the three agricultural commodities for
which most of the export benefits of the EPAs for ACP countries are to be gained (for sugar and rice,
however, the EPAs call for a progressive removal of EU market protection by 2010).

In July 2008, negotiators gathered in Geneva in an attempt to find a compromise to conclude the Doha
round. The meeting failed to reach an agreement, but not because of bananas; on July 26 eleven Latin
American countries, the US and the EU appeared to have reached a tentative provisional agreement
to bring to an end the long-standing “Bananas IlI” dispute at the WTO. The agreement called for a
reduction of the EU MFN tariff on bananas from 176 to 114 €/tonne between 1 January 2009 and
2016, with a 28 €/tonne tariff cut in the first year, and for this tariff to be excluded from further cuts
resulting from the conclusion of the Doha round. Bananas were to be included among the tropical
products for all countries except the EU. ACP countries expressed dissatisfaction with this agreement,
but nonetheless appeared willing to accept it in exchange for concessions from MFN banana exporters
in the definitions of the list of the tropical products (including dropping sugar from the list, the other
commodity for which preference erosion is a serious concern for them) and for aid from the EU to
improve the competitiveness of their agriculture sectors.

The failure of the July 2008 WTO meeting in Geneva to find an agreement to conclude the Doha round
left the banana dispute unresolved. However, since then EU and MFN exporters have continued to
negotiate in order to try to find a solution to end the banana dispute.

Using an original quantitative model of the banana market, the paper first provides an assessment
of the expected benefits for ACP banana exporters from the elimination (as a result of the EPAs)
of the EU preferential import quota for ACP banana exports in place until the end of 2007. It then
addresses the reduction of these benefits as a result of the erosion of preferential margins deriving
from the conclusion of current WTO negotiations. In particular, the paper considers the effects of
the preference erosion which would derive from the lowering of the EU MFN tariff as a result either
of the conclusion of the Doha round in accordance with the general consensus reached in Geneva in
July 2008 or, if the Doha round should not end, of the successful conclusion of the WTO negotiations
on bananas involving the EU on one side, and several MFN exporters and the US on the other.

Five main conclusions emerge from the analysis presented in the paper.

First, EU production of bananas is largely independent of changes in trade policies; in fact, because
of the current domestic policies for banana producers, only production in Portugal, Greece and Cyprus
(less than 5 percent of the total) responds to changes in market prices. However, banana producer
incomes, everywhere in the EU, are affected by trade policy changes through the effect of the latter
on domestic prices.

Second, the EPAs are expected to have only a minor impact on the EU market, but a very significant
one on ACP and MFN exports of bananas to the EU. As a result of the EPAs, ACP exports in 2016 are
forecast to increase by 84 percent (from 970,000 tonnes to 1,800,000 tonnes) at the expense of
MFN exports, which decline by five percent (from 12.8 to 12.2 million tonnes; MFN exports to the
EU decline by 24 percent). The MFN tariff would have to be reduced to 60 €/tonne, everything else
held constant, to leave MFN exports unchanged with respect to the scenario in which the EPAs are

Vii
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not implemented (while ACP exports would remain well above the level they would reach if the EPAs
were not implemented).

Third, effects of EU trade policy regime for bananas extend to other markets as well. The more open
the EU to MFN exports, the higher the price of bananas in the other importing countries and the lower
their imports. However, when import tariffs in importing countries other than the EU are reduced or
set at zero as a result of the conclusion of the Doha round and the implementation of its provisions
on tropical products, then, everything else held constant, US imports are expected to decrease rather
than increase. This is because the tariff the US imposes on its banana imports is much lower than that
imposed by other relevant net importers. This means that for the US the “trade diversion” effect of
the elimination of import tariffs in all countries other than the EU prevails over the “trade creation”
effect, and MFN exports to the US (the second largest importer of bananas) decrease, while those
directed to the other net importers which impose larger tariffs expand significantly.

Fourth, if the July 2008 tentative agreement between the EU and MFN countries were to be
implemented, it would affect EU imports of bananas and domestic price. ACP exports of bananas
would remain well above pre-EPAs levels, while MFN ones (although they would increase by almost
400,000 tonnes) would remain below pre-EPAs levels.

Fifth, if the Doha round is concluded and includes the tentative July 2008 agreement on bananas,
it would not affect the EU market much with respect to the scenario in which only the July 2008
agreement is implemented. Both MFN and ACP exporters would benefit from the liberalization of
banana trade in countries other than the EU. For MFN exporters the issue is trade liberalization; the
more liberalized banana trade becomes, the higher export prices, exports and export revenue. The
preferred scenario is the hypothetical one in which all import tariffs are set at zero, and the worst
one is when EPAs are in place and no WTO agreement, either multilateral or the tentative July 2008
accord, is concluded and implemented. For MFN countries the conclusion of the Doha round is more
beneficial than the July 2008 agreement with the EU, as long as the multilateral agreement includes
the July 2008 one or the provisions for tropical products are those on which consensus seems to have
emerged in July 2008 in Geneva. For ACP countries the most favourable scenario in the short term is
when they have access to the EU market quota-free and duty-free and neither the Doha round or the
tentative July 2008 agreement are concluded and implemented. If the tentative July 2008 agreement
is implemented, it would imply the erosion of one third of the benefits resulting from the preferences
granted by the EU to ACP countries with the EPAs. If the EU MFN tariff is to be reduced, then it would
be better for ACP countries if it occurs within the framework of the conclusion of the Doha round,
because this will bring an increase in market access in countries other than the EU and a partial
diversion of MFN export supply towards non-EU markets, increasing ACP competitiveness on the EU
market as well as the EU import price.

This means that MFN and ACP banana exporters share at least one common interest: if a WTO agreement
is to be reached, this should be the conclusion of the Doha round rather than a deal between MFN
countries and the EU alone, along the lines of the tentative July 2008 accord.

In the longer term preferences are almost certain to erode, leaving the banana industry in ACP
countries with no alternative but to improve its market competitiveness. In this context, a
successful conclusion of the Doha round might open new markets in third countries and provide
significant gains in other sectors, which could compensate expected losses in bananas exports.

The modelling exercise suggests that, by 2016, LDCs will become unable to compete with MFN and ACP
countries on the banana market, and that this would be the case regardless of the banana trade policy
regimes in place, i.e. even without the implementation by the EU of the EPAs. Nevertheless, the EPAs
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implied an erosion of the preferences granted by the EU under the EBA initiative. With respect to the
different possible WTO agreements considered, the more the EU market is open to MFN exports, the
worse for the competitiveness of LDC bananas on this profitable market.

Finally, while the results presented appear robust enough to withstand changes in a number of the
assumptions made in the modelling exercise, they are relatively sensitive to the hypotheses regarding
expected changes in yields. Because ACP exporters are less efficient in producing and marketing
bananas than MFN ones, this suggests that aid targeted at improving efficiency in banana production in
ACP and LDC countries may be as beneficial as granting them preferential market access, and that the
negative effects of preference erosion can be offset by providing the financial and in-kind resources
needed to improve the logistic infrastructure and technical efficiency of their banana industry. This
result is consistent with the ACP countries’ request for additional technical and financial aid from
the EU aimed at improving the market competitiveness of their bananas, as a condition for their
acceptance of the tentative July 2008 agreement.
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INTRODUCTION

Trade preferences for developing country
exports are widely used, either under a
multilateral umbrella, such as the Generalized
System of Preferences (GSP) schemes, on a
regional basis, such as the scheme established
by the US African Growth and Opportunity Act
(AGOA), or bilaterally.

The expected a priori effects of preferential
trade agreements are well known, as well as
obstacles which may limit their effectiveness
in practice (Bureau, Disdier and Ramos, 2007;
Candau and Jean, 2005; Gallezot and Bureau,
2004; Manchin, 2006; and Panagariya, 2002).

A reduction of Most Favoured Nation (MFN)
tariffs’ as a result of multilateral negotiations
would imply a reduction in existing trade
preference margins, or their disappearance.
Applied MFN tariffs in agriculture are much higher
than those for manufactured goods; this implies
that both the value of existing preferences and
potential losses associated with the reduction
of MFN tariffs are much more pronounced in
agriculture than in other sectors. It has already
been decided that any final agreement on the
Doha Development Agenda (Doha) round of
WTO negotiations on agriculture will include
provisions to mitigate the negative consequences
of preference erosion (WTO, 2004: A-7, # 44).

This paper addresses trade preferences and
preference erosion with reference to the banana
market, possibly the one market in which
benefits from trade preferences and potential
losses from preference erosion are the greatest
(Alexandraki and Lankes, 2004; Goodison,
2007; Law, Piermartini and Richtering, 2006;
Yang, 2005), and conflicts among the different

interests involved are the most evident and
vocal. The paper focuses on the impact of the
Economic Partnership Agreements (EPAs) and
the implications for bananas of the possible
conclusion of WTO negotiations. Using an
original quantitative model of the banana
market, the paper first provides an assessment
of the expected benefits for African, Caribbean
and Pacific (ACP) banana exporters from the
elimination (as a result of the EPAs) of the
EU preferential import quota for ACP banana
exports in place until the end of 2007. It then
addresses the reduction of these benefits as a
result of the erosion of preferential margins
deriving from the conclusion of current WTO
negotiations. In particular, the paper considers
the effects of the preference erosion which
would derive from the lowering of the EU MFN
tariff as a result either of the conclusion of the
Doha round in accordance with the general
consensus reached in Geneva in July 2008 or, if
the Doha round should not end, of the successful
conclusion of the WTO negotiations on bananas
involving the EU on one side, and several MFN
exporters and the US on the other.

The results obtained suggest that the impact
of the EPAs on production and consumption
of bananas in the EU will be limited, while
benefits for ACP countries and costs for MFN
ones will be significant. However, the final
agreement of the Doha round (if any), or a
conclusion of the negotiations between the
EU and MFN exporters to put an end to the
banana dispute, may bring an erosion of the
preferential margins currently enjoyed by
ACP countries of such an order of magnitude
as to severely reduce these benefits.
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2. RECENT POLICY DEVELOPMENTS AND WTO MULTILATERAL
AND “BILATERAL” NEGOTIATIONS

The EU is the world’s largest importer of bananas
and among the top 20 largest producers.
Domestic production covers around one sixth of
domestic consumption, with imports from MFN
and preferred ACP countries covering two thirds
and one sixth of the EU market, respectively.
All major exporters of bananas are developing
countries and in most of them bananas account
for an important share of export revenue. For
Costa Rica, Ecuador, and Panama in 2006 this
share was around 10 percent; for Guatemala and
Honduras 7.5 percent, but the share was much
higher for some of the smaller banana exporting
countries, such as Dominica and Saint Vincent
and the Grenadines, where it was 21 percent
and 29 percent, respectively.

Historically the EU import regime for bananas has
been a source of heated political confrontations,
involving the conflicting interests of domestic
producers and consumers, multinational firms
that control a large share of international trade,
holders of quota licences under the previous
EU trade regimes, least developed country
(LDC) exporters, preferred developing country
exporters and developing country exporters
subject to MFN conditions (Anania, 2006;
Goodison, 2007; Josling, 2003; Read, 200f1;
Tangermann, 2003a and 2003b; Thagesen and
Matthews, 1997).

Recent developments in EU relevant policies for
bananas include the 2001 “Everything But Arms”
(EBA) initiative, the introduction in January 2006
of the EU “tariff-only” import regime, the 2006
reform of the EU Common Market Organization
(CMO) for bananas and the implementation in
January 2008 of the EPAs.

With the EBA initiative? the EU granted duty-
free and unlimited market access to all exports
except arms and ammunitions from LDCs.
Since 1 January 2006 banana exports from LDC
countries enter the EU tariff-free and without
any quantitative limitation.

On 1 January 2006 the EU introduced a new
“tariff only” import regime for bananas,

removing the quota for imports under MFN
conditions, setting the MFN tariff equal to 176
€/tonne® and expanding the duty-free quota
reserved for imports from ACP countries from
750,000 to 775,000 tonnes (out-of-quota exports
were subject to the 176 €/tonne MFN tariff).

In December 2006 the EU approved a reform
of its domestic policies for bananas (EC, 2006;
Anania, 2008). The reform cancelled the previous
Common Market Organization (CMO) regime for
bananas, which provided generous and fully
“coupled” support to domestic producers through
a “deficiency payment” scheme; the per unit aid
was given by the difference between a reference
price, which did not change over time, and the
observed domestic price. Most of the banana
production in the EU occurs in its “outermost
regions”: Guadeloupe and Martinique in France,
Canary Islands in Spain and Azores and Madeira
in Portugal; outside the “outermost regions”
bananas are produced in Greece, Cyprus and
continental Portugal. The reform “decoupled”
support (€4.6 million) for banana producing areas
outside the “outermost regions” by including it in
the Single Farm Payment introduced by the June
2003 Fischler reform of the Common Agricultural
Policy. For the “outermost regions” financial
resources of a similar order of magnitude
to those previously absorbed by deficiency
payments (€278.8 million) have been added
to the budget allocation of their Programme
d’Options Spécifiques a [’Eloignement et
Insularité (POSEIl); these programmes finance
the use of a wide range of policy instruments,
whose aim is to increase the competitiveness of
agricultural production in these “disadvantaged”
outermost regions. The decision on which
policy instruments to implement is left to the
individual member country. In France the entire
budget allocation (€129.1 million) has been
devoted to “decoupled” payments, but in order
to receive their full entitlement of “decoupled”
payments farms have to produce at least 80
percent of what they produced, on average, in
a reference period. In Spain most of the budget
allocation (€132 million) has been devoted to
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“decoupled” payments; in this case to receive
their full entitlement of “decoupled” payments
farms have to produce at least 70 percent
of what they produced, on average, in the
reference period. Obviously, conditions farmers in
Guadeloupe, Martinique and Canary Islands have
to satisfy in order to receive these “decoupled”
payments make them not really decoupled from
production. In both cases it turns out that the
financial incentive (around 11,800 €/ha) is large
enough to ensure that farms find it profitable
to produce the minimum volume of bananas
needed to enable them to claim the full amount
of “decoupled” payments. In Portugal, a much
less important banana producer, the entire
financial allocation is devoted to the introduction
of a fully “coupled” fixed production subsidy.*
The expected impact of the reform of the EU
domestic policy regime for bananas is a significant
drop in EU banana production and an increase
in imports (Anania, 2008). While the reform of
the EU import regime for bananas has attracted
much attention and generated considerable
debate, very little interest has emerged so far
in the trade implications of the reform of the EU
domestic policies for bananas.

On 1st January 2008 the EU implemented the
EPAs it negotiated with many ACP countries
(EC, 2007).5> The EPAs will progressively remove
barriers to trade between the EU and several
groupings of ACP countries, in a bid to create
free trade areas in compliance with WTO rules.¢
All agricultural exports from ACP countries which
have successfully concluded the negotiations are
now allowed duty- and quota-free access to the
EU. Bananas, along with sugar and rice have been
indicated as the three agricultural commodities
for which most of the export benefits of the EPAs
for ACP countries are to be gained (for sugar and
rice, however, the EPAs call for a progressive
removal of EU market protection by 2010).

In July 2008 negotiators gathered in Geneva in
an attempt to find a compromise to conclude the
Doha round. Bananas were considered among
the sensitive issues which could potentially lead
certain countries to block any final agreement.
Bananas are among the commodities which should
be included in both the list of products covered

by the provisions for “tropical products,” and
the list of products covered by the provisions
for “preference erosion”. In the Doha round
final agreement, tropical products are expected
to be subject to larger tariff reductions by
developed countries, and these reductions
to be implemented more rapidly than for the
other products. A tentative agreement regarding
tropical products had been reached in July 2008
in Geneva to set equal to zero all tariffs below
or equal 20 percent and to reduce by 80 percent
over five years all other tariffs.” On the contrary,
with regard to products for which preference
erosion is a concern, the reduction of bound MFN
tariffs is expected to be delayed or to take place
over a longer implementation period. This means
that opposing interests exist in the negotiation
among developing countries. Countries receiving
significant preferences have an interest in the
preference erosion provisions of the agreement
and in bananas being excluded from the list of
tropical products; meanwhile countries that
do not receive preferential treatment, or with
limited preferences, want the provisions for
tropical products to apply to bananas, and
seek the exclusion of bananas from the list of
commodities to which the preference erosion
provisions of the final Agreement on Agriculture
will apply. For ACP countries, the key issue in
the negotiation on tropical products is the loss
resulting from the erosion of the preferences
granted by the EU. This explains why, early in
2008, Pascal Lamy, the Director General of
the WTO, decided to take the negotiations
on bananas into his own hands to prepare the
ground for a mutually acceptable solution.

The July 2008 meeting in Geneva failed to reach
an agreement, but not because of bananas; on
July 26 eleven Latin American countries, the US
and the EU appeared to have reached a tentative
provisional agreement to bring to an end the
long-standing “Bananas II” dispute at the WTO.8
The agreement called for a reduction of the EU
MFN tariff on bananas from 176 to 114 €/tonne
between January 1 2009 and 2016, with a 28
€/tonne tariff cut in the first year, and for this
tariff to be excluded from further cuts resulting
from the conclusion of the Doha round. Bananas
were to be included among the tropical products
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for all countries except the EU (a separate
“banana protocol” containing the agreement
reached between the EU, MFN exporters and the
US was to be included as an Annex into the final
Agreement on Agriculture). The 114 €/tonne
tariff on EU banana imports would be greater
than that resulting from the provisions on market
access for both agricultural products in general
and for tropical products, on which there is wide
consensus in the negotiations. The EU had already
made known its intention not to include bananas
among its “sensitive” products, due to receive a
lesser tariff cut in exchange for extended import
quotas. ACP countries expressed dissatisfaction
with this agreement, but nonetheless appeared
willing to accept it in exchange for concessions
from MFN banana exporters in the definitions
of the list of the tropical products (including
dropping sugar from the list, the other commodity
for which preference erosion is a serious concern
for them) and for aid from the EU to improve the
competitiveness of their agriculture sectors.

The failure of the WTO meeting in Geneva to
find an agreement to conclude the Doha round
left the banana dispute unresolved. In fact,
the tentative “bilateral” agreement reached
by the EU, on one side, and MFN exporters and
the US, on the other, cannot hold without the
agreement of all the other countries. In theory,
an agreement on bananas could still be signed by
all the countries involved without a conclusion
of the Doha round. However, in this case, on the
one hand, ACP countries cannot be sure that
if and when the Doha round is concluded what
they have asked for in exchange for accepting
the agreement on bananas will be delivered (in
addition, they have an obvious interest in the
reduction of the EU MFN tariff being delayed as
long as possible); on the other hand, only if the
agreement is “multilateralized” by making it
part of the final agreement of the Doha round

can the EU be sure that the reduced tariff it is
willing to impose on its MFN banana imports will
not be subject to further cuts.

Negotiations to conclude the Doha round
are currently stalled and resumption is not
expected soon.

However, since the breakdown of the meeting
in Geneva in July 2008, EU and MFN exporters
have continued to negotiate in order to try to
find a solution to end the banana dispute. Any
resulting agreement is expected to be not far
from the tentative agreement reached in July
2008, and is likely to include a mechanism to
shield the new EU import regime from possible
further changes as a result of any conclusion of
the Doha round.

Finally, not surprisingly, negotiations on
bananas have been some of the most sensitive
elements in the negotiations on regional trade
agreements between the EU and the Andean
Community, as well as those between the EU
and Central American countries. As a result,
these negotiations are interlinked with those
taking place at the WTO, and interfere with
them. In fact, the countries that reach a
regional trade agreement which provides them
significant banana export opportunities to
the EU are in no hurry to see a solution of the
dispute at the WTO materialize, as this would
reduce their relative competitiveness vis a vis
the other MFN exporters. These negotiations are
politically sensitive for the EU as well, because
of the problems the conclusions of such regional
trade agreements would raise with both the
MFN countries not involved and ACP countries;
for this reason a conclusion of negotiations on
regional trade agreements in which bananas are
a key component of trade is unlikely to occur
before the WTO dispute is settled.
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3. BANANA PRODUCTION AND TRADE

The banana sector is a dynamic industry. World
production has expanded by 70 percent since
the early 1990s, from around 50 million tonnes
to 81.3 million tonnes in 2007; bananas traded
internationally show a similar growth, increasing
from around 10 million tonnes at the beginning
of the past decade to 16.8 million tonnes in 2006
(Figure 1). Around 20 percent of world banana
production is traded internationally; this share
remained stable in recent years.’

In 2007, the six main producers of bananas
(including plantains) accounted for two thirds
of global production. They were, in order of
importance: India (21.8 million tonnes), China
(7.3), the Philippines (7), Brazil (7), Ecuador
(6.1) and Indonesia (5) (Figure 2). Looking
specifically at the main exporters to the EU
market (Tables 1 and 2) a wide dispersion in
production growth rates across countries
emerges. Among the MFN countries, Ecuador
and Guatemala show banana production growth
rates between the early 1990s and 2007 above
average rates for the world as a whole as
does Belize among the ACP countries. On the
contrary, Honduras and Panama among the main
MFN exporters to the EU, and Suriname among
the ACP ones, experienced a reduction of their
production of bananas over the same period.

The list of the main net exporters'® of bananas
and their ranking do not coincide with those
based on production, as India and China, the two
largest producers, are a marginal international
trader and a net importer, respectively. The
largest net exporter in 2006 was Ecuador (4.7
million tonnes), followed by the Philippines
(2.3), Costa Rica (2.2), Colombia (1.6) and
Guatemala (1.1) (Figure 3). Net banana
exports are even more concentrated than
banana production; in fact, in 2007 these five
countries alone generated 83 percent of net
world exports. Changes in net exports across
countries between 1990 and 2006 show very
different trends; differences do not parallel
those observed for production, as bananas
consumed domestically and bananas exported
are usually different products, associated with

different production systems and, as a result,
subject to different dynamics. Among MFN
countries the largest expansion in net exports
between the beginning of the past decade and
2006 occurred in Guatemala (+182 percent),
the Philippines (+166 percent), Brazil (+147
percent) and Ecuador (+96 percent, with an
impressive increase of banana exports from 2.2
million tonnes in 1990 to 4.9 in 2006) (Tables
3 and 4). Banana exports by Honduras and
Panama contracted over the same period of
time by around 30 and 40 percent, respectively.
The main ACP exporters increased their banana
exports by an order of magnitude similar to
those observed for the main MFN exporters;
the Dominican Republic, a marginal exporter in
1990 and 1991, exported 187 thousand tonnes
of bananas in 2006, while Belize, Cameroon and
Cote d’Ivoire exports in 2006 all exceeded 2.5
times their volume at the beginning of the 1990s
(Table 4). Over the time horizon considered,
total ACP banana exports expanded, but there
was also a marked reallocation of exports
within the group of countries (Figure 4). ACP
countries other than Belize, Cameroon, Cote
d’lvoire, Dominican Republic and Suriname
saw their banana exports drop between the
beginning of the past decade and 2006 by
more than 80 percent (from 411,000 to 65,000
tonnes) (Tables 3 and 4; Figure 4); the largest
reductions occurred in Dominica, Jamaica,
Somalia, St. Lucia and St. Vincent.

Market concentration is even higher for imports
than for exports; in 2006 the two main net
importing countries, the EU-25 and the US,
alone accounted for little less than 60 percent
of world net imports of bananas; their net
imports were equal to 4.1 million tonnes and 3.8
million tonnes, respectively; other important
net importers in 2006 were, in order, Japan (1
million tonnes), Russia (882,000 tonnes), Canada
(458,000 tonnes) and China (including Hong
Kong) (405,000 tonnes) (Figure 5).

Banana trade flows show a clear pattern of
regionalization; this is induced, at least in part,
by past and current EU import regimes. Virtually
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all ACP exports are directed towards the EU,
while Latin American MFN countries export
bananas to Europe, Russia, and North and South
America. For example, in 2005, Ecuador shipped
40 percent of its exports to the EU, 24 percent to
Russia, 22 percent to the US and seven percent
to other Latin American countries. Virtually all
US and Canada imports of bananas come from
Central and South America. The Asian market
is largely characterized as a regional market
separated from the rest of the world, with a
very large share of imports satisfied by exporters
from within the region itself. For example, in
2005 Japan, the largest importer of the region,
imported 90 percent of its bananas from the
Philippines, while China’s imports came from the
Philippines and Thailand.

Finally, let us briefly focus on EU imports.
Between 1999 and 2005 EU imports of bananas
from both MFN and ACP countries remained
relatively stable (Figure 6). After the removal in
January 2006 of the 3,113,000 tonnes TRQ the EU
imposed on its MFN imports and the introduction
of the “tariff only” import regime, imports from
MFN countries started steadily increasing, moving
from 3 million tonnes in 2005 to 3,4 in 2006, 3,7
in 2007 and 3,9 in 2008 (Figure 6); these figures
seem to confirm the findings of Anania (2006)
and Scoppola (2008) that, contrary to the WTO
rulings in the 2005 arbitration, the new import
regime unilaterally introduced by the EU in 2006
was to provide more market access to MFN banana

exports than its predecessor. At the same time,
ACP exports expanded as well, from 765,000
tonnes in 2005 to 900,000 tonnes in 2006 and
850,000 tonnes in 2007; they reached 920,000
tonnes in 2008, the first year with the EPAs in
place. Until 1 January 2006 ACP exports outside
the 775,000 tonne duty-free quota were subject
to a preferential tariff of 360 €/tonne, while
since the introduction of the “tariff only” regime
the tariff imposed on out-of-quota ACP exports
became the much lower MFN tariff, i.e. 176 €/
tonne. Figures 7 and 8 provide information on
differences across countries in banana exports
to the EU between 1999 and 2008. Among MFN
exporters the expansion of EU imports since 1
January 2006 seems to have mostly benefited
Colombia, Costa Rica and Ecuador, in that
order (Figure 7). Among ACP countries, benefits
from the reduction of the tariff imposed on
their out-of-quota exports seem to have been
more evenly distributed, with the Dominican
Republic showing a somewhat stronger capacity
to take advantage of the new market access
conditions (Figure 8). The fact that in 2006 and
2007 around 15 percent of ACP banana exports
to the EU were subject to the MFN tariff implies
that certain ACP countries have developed a
significant capacity to produce and market
bananas competitively with MFN countries; this
highlights the significant potential for expansion
of ACP exports under the quota- and duty-free
import regime in place since 1 January 2008 as
a result of the EPAs.
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4. THE MODEL

This section provides only a very brief
presentation of the main characteristics of the
model; all details regarding the model can be
found in Anania (2006, 2009).

The model developed is an expanded and
updated version of the one used in Anania
(2006, 2008); the main differences are: the
data base refers to 2005 (in Anania (2006,
2008) it referred to 2002); the five EU banana
producing member states are modelled
individually; the modelling of the 2007 EU
enlargement to Bulgaria and Romania; and the
use of an innovative calibration procedure.

It is a single commodity, spatial, partial equi-
librium, mathematical programming model. The
fact that the model is ”spatial” - i.e., it is solved
for the trade flows between each pair of countries
- makes it particularly suitable for representing
policies that apply different regimes to imports
from different countries, without having to
resort to unrealistic assumptions, as is the case
when non-spatial models are used.

The model assumes perfect competition on
domestic and international markets," and
bananas as a homogeneous product. It includes
five sources of domestic supply within the
EU: France (Martinique and Guadeloupe),
Spain (Canary Islands), Portugal (Madeira and
Azores), Greece (Crete) and Cyprus. Banana
production in continental Portugal is negligible
and has been ignored. It also includes fifteen
exporting countries: six ACP countries/regions
(Cote d’lvoire, Cameroon, Dominican Republic,

Belize and Suriname, other ACP non-LDC
net exporters, and ACP LDC net exporters)
and nine MFN countries/regions (Ecuador,
Colombia, Costa Rica, Panama, Honduras, Brazil,
Guatemala, other MFN non-LDC net exporters,
and MFN LDC net exporters), and five importing
countries/regions (EU15, EU10, Bulgaria and
Romania, United States, “rest of the world” net
importers).

The values of the elasticities used in the model
are exogenously determined and are based on
those used elsewhere. The sources for the other
data used are the FAOSTAT and COMTRADE
databases, the World Bank and the European
Commission. "

The 2005 base model includes the modelling
of the EU CMO for bananas and of the EU-25
import regime in place at the time. The capacity
of the 2005 base model to reproduce observed
country net trade positions appears satisfactory.
Nevertheless, an innovative two step calibration
procedure has been used to improve the capacity
of the model to reproduce observed net trade
positions as well as bilateral trade flows.

All simulations have been generated with
reference to 2016, by when it will be possible
to assess the market effects of the adjustments
in production decisions as a result of changes in
both the EU import and domestic policy regimes,
as well as the implications of any successful
conclusion of the negotiations between the EU
and the MFN countries and/or the conclusion of
the Doha round.
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5. SIMULATION RESULTS

The results of the simulations are presented in
Tables 6 and 7 and Figure 9.

In the “Base 2016” reference scenario the EPAs
and the outcome, if any, of the multilateral and
“bilateral” WTO negotiations are ignored. This
reference base model has been obtained from
the “Base 2005” one by modelling:

(a) the 2007 enlargement of the EU-25 to
Bulgaria and Romania;

(b) the introduction on 1 January 2006 of the
EU “tariff-only” import regime;

(c) the implementation of the EBA initiative;

(d) the 2006 reform of the EU CMO for
bananas; and

(e) the changes in import demand and export
supply functions in all countries/regions
resulting from expected shifts in domestic
demand and supply functions due to
expected changes in yields, population and
per capita incomes.

Import demand and export supply functions shift
according to expected changes, ceteris paribus,
in the quantities produced and consumed in each
country/region.” Consumption is assumed to
vary over time on the basis of observed changes
in population and in per capita incomes between
2000 and 2005;" the values used for domestic
demand income elasticities are provided in Table
5. Production in each country/region is assumed
to change over time, ceteris paribus, in line
with observed changes in banana yields between
1992-1995 and 2002-2005."

The dollar/euro exchange rate in 2016 has been
assumed to be 1.5 (in the 2005 base model it
was 1.2441).

EU-27 domestic price of bananas is expected
to decline by 36 €/tonne, and consumption
to expand between 2005 and 2016 by 800,000
tonnes. This is due to the combined effects on
the EU demand for bananas of several factors:
Bulgaria and Romania becoming members of

the EU, expected changes in per capita income
and population, and the significantly stronger
euro. Domestic production drops from 723,000
to 578,700 tonnes as a result of the reform of
the CMO for bananas. In fact, in France and
Spain banana production is forecast to equal
the minimum threshold required for farms to
claim the full amount of their entitlements of
“decoupled” payments:'® 255,000 tonnes and
294,000 tonnes (Table 7), respectively, versus
309,000 tonnes and 384,000 tonnes produced
in 2005 under the previous domestic policy
regime. In Portugal, where support remains
fully “coupled” (although under a different
policy instrument), production equals 23,000
tonnes, while it was 19,000 tonnes in 2005.
EU-27 imports increase by 940,000 tonnes. In
the other two importing regions imports are
forecast to move in opposite directions. They
are expected to increase by 570,000 tonnes
in the US and to decline by 85,000 tonnes in
the “rest of the world.” Despite the robust
increase in population and per capita incomes,
imports decline in the “rest of the world”
importing region as a result of the greater
sensitivity of domestic demand to the price
increase and, more importantly, because of the
large expected increases in yields in domestic
banana production (Table 5). ACP countries
fill up the 775,000 tonnes duty-free TRQ on
the EU-27 market and export 190,000 tonnes
to other countries. In 2006 and 2007, the first
two years after the introduction of the new
EU import regime, ACP out-of-quota exports
to the EU (that were thus subject to the 176
€/tonne MFN tariff) were 116,000 tonnes and
62,000 tonnes, respectively. The simulation
suggests that by 2016 ACP countries would
find it more profitable to export to countries
other than the EU. When changes in individual
country exports are considered, different
results emerge. Changes in yields, on the one
hand, and in domestic consumption due to
changes in population and per capita incomes
on the other, had caused exports in Cameroon
to decline severely between 2005 and the
“no policy change” Base 2016 scenario.” In
contrast, exports increase sharply for the
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Dominican Republic, the aggregate of “other
ACP non-LDC” and, to a lesser extent, Cote
d’lvoire (Table 7). MFN exports to the EU are
forecast to increase between 2005 and 2016 by
one million tonnes, due to several factors: the
change in the EU import regime, the reform of
the EU domestic policy regime, the increase in
the €/$ exchange rate and changes over time
in domestic supply and demand functions. Total
MFN exports are expected to increase by 1.3
million tonnes. Among MFN countries, banana
exports are expected to increase significantly,
although by different degrees, in Guatemala,
Ecuador, Costa Rica and Colombia, while the
opposite occurs in Brazil and Honduras. LDCs are
expected to exit the world market for bananas
(LDC exports were 69,000 tonnes in 2005) as a
result of their loss of competitiveness over time
compared with both ACP and MFN countries,
despite the introduction by the EU of the EBA
initiative.

Six policy scenarios are considered. All
simulations are generated with respect to 2016
and they all include the implementation of
the EPAs; for bananas this means the removal
on January 1 2008 of the quota on EU imports
from ACP countries, which now occur duty- and
quota-free.

Differences in the six policy scenarios relate
to assumptions made with respect to the
conclusion of multilateral and “bilateral” WTO
negotiations and the consequent reductions in
banana tariffs.

In the first two scenarios it is assumed that no
Doha round agreement is reached. In the first it
is assumed that negotiations between the EU,
on one side, and MFN countries, on the other,
to solve the current dispute in the WTO also
fail to achieve a mutually acceptable solution;
hence, this scenario simulates the impact of the
implementation of the EPAs only. The second
scenario assumes that, on the contrary, the
EU and MFN countries agree to implement the
tentative agreement reached in July 2008 in
Geneva that the current 176 €/tonne MFN tariff
is replaced by 2016 by a tariff equal to 114 €/
tonne; because there is no Doha agreement,
the import tariffs imposed by the US and the

aggregation of all other net importing countries
remain unchanged (they equal 0.5 percent and
18.9 percent, respectively).

Inthe first scenario, the one simulating the impact
of the EPAs but with everything else remaining
unchanged, the EU market is only marginally
affected: total imports and consumption
increase and domestic production and price
decline as a result of the increased preferential
market access, but by a small amount in every
case. Where the impact of the EPAs is felt is in
the composition of EU imports. The removal of
the import quota leads to an increase of ACP
exports to the EU by one million tonnes, while
MFN exports to the EU decrease by 970,000
tonnes. All ACP exports are now directed
toward the EU, which means total ACP exports
increase by smaller amounts (817,000 tonnes).
Simulation results for individual exporters are
provided in Table 7. Imports and consumption
in the other importing countries increase as a
result of the expansion of the MFN export supply
towards countries other than the EU because
of the loss in relative competitiveness of MFN
banana exports on this market; as a result,
total MFN exports decline by 588,000 tonnes.
Banana export revenue in ACP countries more
than triples,' while it declines by 8.1 percent
in MFN ones.

In the second scenario, the lower EU MFN
tariff leads to an increase in EU imports and
consumption and a drop in tariff revenue
compared with the results seen in the first
simulation; EU domestic price is lower by 10.7
percent, consumption and imports increase
by 4.9 percent and 5.6 percent, respectively,
and tariff revenue declines by 24.5 percent; EU
domestic production is only slightly affected
by the policy change, as production in France
and Spain remains unchanged (it equals the
minimum required for farmers to collect their
full entitlements of direct payments) and only
production in Greece, Portugal and Cyprus
adjusts to the change in domestic price.” The 114
€/tonne tariff remains short of “compensating”
MFN countries for the loss of competitiveness
of their exports on the EU market as a result
of the EPAs. In fact, if this second scenario is
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compared with the first, MFN banana exports to
the EU increase by 515,000 tonnes but remain
below those in the “Base 2016” scenario; ACP
exports to the EU decline by 240,000 tonnes,
remaining well above those when the EPAs are
not in place.

In order to show the implications of the
possible outcomes of the negotiation between
the EU and MFN exporters, in Figure 10 total
EU imports in 2016 and their composition by
origin (ACP and MFN countries) are provided
as a function of the EU MFN tariff. EU imports
increase as the MFN tariff is reduced, while
MFN exports to the EU increase and those
from ACP countries decrease. The MFN tariff
being equal to 176 €/tonne corresponds to
scenario one in Table 6. However, if MFN
countries are granted the same treatment
as ACP ones (i.e., all EU imports of bananas
occur duty- and quota-free), total EU imports
reach 5.7 million tonnes, MFN exports to the
EU equal 4.6 million tonnes and ACP exports
contract to 1.1 million tonnes (the EU would
now become their only export destination);
this would represent a volume of ACP exports
that is still above their total exports in the
no-EPA, no-WTO agreement “Base 2016”
scenario. The MFN tariff would have to be
set at 60 €/tonne in order to ensure that
the volume of 2016 MFN exports to the EU
equals the level without EPAs (4.076 million
tonnes); this tariff would yield EU imports
(5.403 million tonnes), and ACP exports
(1.330 million tonnes) that are well above
their levels in the “Base 2016” scenario.

The other four scenarios all assume that a
Doha round agreement is reached, that in
2016 the implementation period is completed,
and that bananas are not included by the EU
among its “sensitive” products. The latter
is mainly based on unofficial information
regarding developments in the negotiations
on agriculture?® and on the presumption that
the EU will be unlikely to reintroduce import
quotas for bananas.

In the third scenario it is assumed that the Doha
round Agreement on Agriculture will include the
tentative agreement on bananas reached by

the EU and the MFN countries in July 2008, and
that bananas are included in the list of “tropical
products”; based on the convergence which
seems to have emerged during the July 2008
meeting in Geneva, this is assumed to imply that
all import tariffs on bananas (with the exception
of the tariff imposed by the EU) less than, or
equal to 20 percent are set equal zero and all
those greater than 20 percent are reduced by
80 percent. This means that the EU MFN tariff
is equal to 114 €/tonne, while bananas now
enter the US as well as the aggregation of
the other net importing countries duty free.
The results of the simulation are only slightly
different from those obtained for the second
scenario. EU consumption and imports are both
40,000 tonnes lower; EU imports from ACP
countries increase by 35,000 tonnes as a result
of the increase of MFN exports to destinations
other than the EU; total MFN exports increase
by 515,000 tonnes and imports by the US and
the other net importing countries increase by
45,000 and 630,000 tonnes, respectively.

The fourth scenario is a reference scenario in
which banana trade is fully liberalized, a policy
option which is not on the horizon. As expected,
EU consumption and imports are the largest
among all scenarios considered (they equal 6.2
and 5.6 million tonnes, respectively). The same
is true for MFN exports, both in total (13.8 million
tonnes) and to the EU (4.5 million tonnes). On
the contrary, ACP countries experience a severe
erosion of the preferential margins enjoyed
under the EPA: ACP exports now equal 1,130,000
tonnes, versus 970,000 tonnes in the “Base 2016”
scenario (the one with no EPA and no Doha round
agreement) and 1,780,000 tonnes in the scenario
that is most favourable to the ACP countries (this
is scenario one, in which the EPA is in place and
the EU MFN tariff remains unchanged at 176 €/
tonne). Banana export revenue in ACP countries
is now 34 percent higher than in the “Base 2016”
scenario, but 58 percent lower than in scenario
one.

In the final two scenarios it is assumed that
the July 2008 tentative agreement on bananas
between the EU and MFN exporters does not
become part of the final Doha round agreement
and the EU MFN tariff on bananas is subject

10
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instead to the provisions for “tropical products.”
After the November 2008 determinations of the
WTO Appellate Body on the more recent episodes
of the banana dispute, the EU bound tariff for
bananas remains an open issue.? In the fifth
scenario the EU bound tariff to be reduced by
80 percent is assumed to be 680 €/tonne, the
final bound tariff indicated in the EU schedules
annexed to the 1994 Uruguay round Agreement on
Agriculture. In the sixth scenario, it is assumed
to be 176 €/tonne, the MFN tariff introduced
by the EU in 2006. In both scenarios, tariffs
imposed by all importers apart from the EU
drop to zero, while the EU tariff on MFN imports
becomes 136 €/tonne in scenario five and 35.2
€/tonne in scenario six (in both cases the ad
valorem equivalent of the tariff to be reduced
exceeds 20 percent). These two alternatives
possibly represent the boundaries for any
decision on the EU MFN tariff for bananas in the
final Doha agreement.

In scenario five ACP countries are better off than
they are under scenario three (when the tentative
July 2008 agreement on bananas reached by
the EU and the MFN countries is included in the
Doha round agreement), while the contrary is
true for MFN banana exporters. The EU imports
equal 5,030,000 tonnes, 1,660,000 tonnes from
ACP countries and 3,370,000 tonnes from MFN
countries. In scenario six, the opposite is true: the
MFN tariff equals 35.2 €/tonne instead of 114 €/
tonne and 136 €/tonne, everything else remains
unchanged, EU imports are higher (5,470,000
tonnes), ACP exports lower (1,270,000 tonnes) and
MFN ones higher (4,200,000 tonnes) than in both
scenarios three and five. The US and “rest of the
world” imports move in the same direction as the
EU MFN tariff: when this increases, MFN export
supply to markets other than the EU expands,
leading to an increase in exports towards these
destinations and a decline in import prices.

Four main conclusions can be drawn from the
results of the simulations:

a) EU production of bananas is largely
independent of changes in trade policies;
in fact, because of the current domestic
policy choices for banana producers, only
production in Portugal, Greece and Cyprus
(less than 5 percent of the total) responds
to changes in market prices. However,
banana producer incomes, everywhere
in the EU, are affected by trade policy
changes through the effect of the latter on
domestic prices;

b) the EPAs are expected to have only a
minor impact on the EU market, but a very
significant one on ACP and MFN exports of
bananas to the EU. Effects extend to other
markets as well, because of the diversion
towards these countries of the MFN export
supply of bananas;

c) if the July 2008 tentative agreement
between the EU and MFN countries were
to be implemented, it would affect EU
imports of bananas and domestic price.
ACP exports of bananas would remain
well above pre-EPA levels, while MFN ones
(although they would increase by almost
400,000 tonnes) would remain below pre-
EPA levels;

d) if the Doha round is concluded and inclu-
des the tentative July 2008 agreement
on bananas, it would not affect the
EU market much with respect to the
scenario in which only the July 2008
agreement is implemented. Both MFN
and ACP exporters would benefit from
the liberalization of banana trade in
countries other than the EU.
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6. SENSITIVITY OF SIMULATION RESULTS TO SOME OF THE

ASSUMPTIONS MADE

As is always the case, the results of a modelling
exercise depend, at least to a certain extent,
on the quality of the information used and the
assumptions made. The main issues to be aware
of when considering the results of the study
presentedin this paper are: the quality of the data
available; the assumption that all actors involved
in the banana market behave competitively (i.e.
countries as well as multinationals involved in
banana production and trade and large retail
agglomerations); the assumption that bananas
are a homogeneous product (which, among other
things, means ignoring the growing importance
of “fair trade” and organically grown bananas);
the assumption that banana producers in France
and Spain are risk neutral, or risk averse but
operate under no uncertainty; and finally, the
assumption that the supply of transportation
services is infinitely elastic (i.e. banana trading
is not constrained by transportation capacity,
and transportation and other transaction costs
do not vary either as a function of the volume
traded or over time).

In order to assess how robust the results are
with respect to the assumptions that we
made regarding the parameters of the model,
sensitivity analyses have been performed
on some of those assumptions which appear
potentially more critical: (i) the €/$ exchange
rate; (ii) the extent of production increases
over time due to technical changes; (iii) the risk
behaviour of banana producers in France and
Spain; (iv) the price responsiveness of banana
exports in ACP countries; (v) the changes over
time in transaction costs. Sensitivity analyses
have been conducted for scenario two in Table 6,
i.e. for the scenario in which EPAs are in place,
no Doha round agreement is reached and the EU
implements the tentative July 2008 agreement
reached between the EU, MFN exporters and
the US. The results presented in Table 8 are
intended to provide the reader with a sense of
“to what extent” and “in which direction” the
simulations presented above would change if
different assumptions were made with respect
to some of the parameters used in the model.

In the simulations presented in section five the
€/$ exchange rate in 2016 is assumed to be 1.5
(in the “Base 2005” model it was 1.2441); two
alternative values have been considered to test
the sensitivity of the results to this parameter:
1.8 and 1.2 . Changes in the exchange rate
modify the competitiveness of EU imports,
regardless of their origin, relative to domestic
production. These changes affect the price of
bananas in the EU market: a higher exchange
rate increases the competitiveness of EU
imports and lowers the price, while a lower
exchange rate makes imported bananas less
competitive on the EU market and causes the
price of bananas in the EU to increase. If the
€/$ exchange rate in 2016 is assumed to equal
1.2 or 1.8 (simulations [a] and [b] in Table 8),
simulation results remain relatively similar
to those resulting from an assumed 1.5€/$
exchange rate. When the €/$ exchange rate is
1.8, EU imports are larger by 280,000 tonnes
(+4.8 percent) and ACP and MFN exports to
the EU by 110,000 tonnes and 170,000 tonnes
(+7.0 percent and +4.7 percent), respectively.
MFN total exports increase by 1 percent only,
as their exports to countries other than the
EU contract. When the exchange rate is equal
1.2, EU imports are 410,000 tonnes lower (-7.9
percent), and ACP and MFN exports to the EU are
115,000 tonnes and 295,000 tonnes lower (-7.4
percent and -8.1 percent), respectively (MFN
total banana exports decline by two percent).

Observed average yearly changes in banana
yields between 1992-1995 and 2002-2005 are
used in the model to forecast, everything else
held constant, effects of expected technical
developments on banana production between
2005 and 2016 in each country/region, net ex-
porters as well as net importers. Percentage
yearly changes below zero and above five have
been set equal to zero and five, respectively
(Table 5). Changes in banana yields over the past
few years show very different patterns across
countries. Banana yields between 1990 and
2007 in some of the major exporting countries
are presented in Figure 11. In order to assess
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how sensitive the results presented in section
five are to the assumptions made regarding
expected technical developments in banana
production between 2005 and 2016, a two per-
cent maximum constraint has been imposed
on yearly increases in yields. This means that
a percent yearly increase in vyields that is
lower than the one observed between 1992-
1995 and 2002-2005 was used for Cyprus, Cote
d’lvoire, Dominican Republic, other ACP non-
LDC countries, and Guatemala, and, among the
importers in the “rest of the world” region. In
this case, results appear quite sensitive to the
assumptions made (simulation [c] in Table 8).
Among exporters the main impact is a significant
reduction in the aggregate competitiveness of
ACP banana exports vis a vis those from MFN
countries. The reduction in the rate of adoption
of technical changes among the “rest of world”
region makes their import demand function
expand significantly. EU imports are now 160,000
tonnes lower (-3 percent) than those in the
simulation presented in the previous section,
and imports in the “rest of the world” region
are 900,000 tonnes (+20 percent) higher. ACP
exports drop by 50 percent (-770,000 tonnes),
while total MFN exports are 1.3 million tonnes
(+10 percent) higher. Because the changes in
the model parameters considered affect only
some of the ACP countries, they modify the
relative competitiveness of individual countries
within the group. Total banana exports of the
Dominican Republic and the “other ACP non-
LDC” decline by more than 50 percent and those
by Cote d’lvoire by 22 percent, while exports by
Cameroon, Belize and Suriname expand by 22
percent and eight percent, respectively.

In order to test how sensitive the results
obtained are to the assumptions made regarding
the risk behaviour of banana producers in
France and Spain under uncertain production
conditions, these producers have been assumed
to be risk averse and, as a result, to overshoot,
on average, the production target which allows
them to receive the full amount of support
they are entitled to. In simulation [d] in Table
8 it is assumed that they decide to produce, on
average, 115 percent of their production target.
EU production increases by 82,000 tonnes (+14.3

percent, as production in Cyprus, Greece and
Portugal slightly declines as a result of the
small reduction in the EU domestic price). The
trade impact of this assumption is limited, as EU
imports decline only by 1.5 percent.

In order to test how sensitive the results
obtained are to the assumptions made
concerning the elasticity of the export supply
functions in ACP countries (i.e., their capacity
to expand production and exports in response
to an increase in price), these elasticities for
Cote d’Ivoire and Cameroon have been lowered
from 1.5 to 1, making their exports less price
responsive (simulation [e] in Table 8). These two
countries alone account for almost 60 percent
of ACP banana exports. The results obtained in
the simulation presented in the previous section
appear to be robust with respect to these
changes, as ACP exports to the EU are now lower
by less than one percent .

In simulation [f] all bilateral transaction costs
associated with international trading are
increased by 30 percent in order to determine
whether the results presented in section five
were significantly affected by the assumption
that transaction costs do not change over time
or with the volume traded. The relatively large
increase in international transaction costs
considered has limited effects on the results
of the simulations. The increase not only
makes all exports more costly, but changes
the relative competitiveness on each market
of exports from different sources (changes in
an exporter’s relative competitiveness depend
on the incidence of its transaction costs to
that specific destination on the price in that
market). While MFN total exports contract
by 4.1 percent (and those to the EU by 3.4
percent), ACP exports do not change. EU
imports decline by 2.4 percent, and those by
the US and the “rest of the world” net importers
by 2.1 percent and 6.5 percent, respectively.

Finally, to provide the reader with an assessment
of the implications of the assumptions made with
respect to expected changes in banana demand
and supply functions between 2005 and 2016, in
Table 9 three of the policy scenarios considered
are simulated as if they had occurred in 2005.
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The “Base 2005” column presents the results of
the simulation in the base model with modelled
policies being those in place in 2005 (EU-25;
pre-“tariff only” and pre-EBA EU import regime
for bananas; pre-2006 reform domestic policy
regime for bananas; and €/$ exchange rate
equal to 1.2441). The “Base” column presents
the results of the simulations when various
factors are introduced in the model - the 2007
EU enlargement, the “tariff only” import regime,
EBA, the reform of the CMO for bananas and the
€/S exchange rate being equal to 1.5 - all as if they
occurred in 2005 (i.e. without introducing any
change in demand and supply functions). Three
of the policy scenarios considered in section five
are then simulated: the introduction of EPAs; the
introduction of EPAs and the implementation of
the tentative July 2008 agreement, but without
a conclusion of the Doha round; and the EPAs and
the implementation of a Doha agreement which
includes the tentative July 2008 agreement
(these are the scenarios labelled as one, two and
three, respectively, in Table 6). By comparing
results presented in Tables 9 and 6, it is evident
that two of the elements of the simulations
presented in section five are sensitive to the
drivers of change in banana supply and demand
between 2005 and 2016. These are the impact
of the EPAs on ACP and MFN exports to the EU,
and the role of LDCs in the banana market. If
EPAs had occurred in 2005, their effects would
have been predicted to be significant (non-LDC
ACP exports increase by 226,000 tonnes, +29.2
percent) but much smaller than those expected

in 2016. As pointed out above, Cameroon exports
are predicted to decline sharply between 2005
and 2016, regardless of the trade policy regime
considered, as a result of expected changes over
time in its domestic consumption and production
of bananas. If these expected changes are
ignored as in the simulations presented in
Table 9, Cameroon exports increase as a result
of the EPAs from 254 thousand tonnes to 353;
if the tentative agreement reached in Geneva
is implemented (scenario two in Table 9) they
equal 278 thousand tonnes, while if a Doha
round agreement is reached (scenario three)
they equal 287 thousand tonnes. If over time
developments in supply and demand functions
are ignored, then LDCs remain active as net
exporters of bananas: EBA doubles their exports
and redirects all of them to the EU; EPAs have a
very small effect on LDC exports, while the effect
of a reduction of the EU MFN tariff and a Doha
round agreement would be more significant (LDC
exports drop by more than 40 percent). Again,
these simulations are provided here only to
help the reader assess how sensitive the results
presented in the paper are to the assumptions
made to model expected changes in the supply
and demand of bananas. Not only did the policy
developments considered in the paper not occur
in 2005 but, if they ever do materialize in the
future, producers will need time to adjust their
production and investment decisions; hence,
time is an important element to be considered
and future changes in market conditions not
directly related to policies cannot be ignored.

14
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7. CONCLUSIONS

The goal of this paper was to provide a
quantitative assessment of the impact on the
banana market, first of the expansion in trade
preferences the EU granted to ACP countries
with the EPAs, then of the erosion of these
preferences implied by different possible
conclusions, if any, of the Doha round or by the
positive conclusion of negotiations between
the EU on one side, and MFN exporters and the
US on the other, to find a solution to the long-
standing WTO dispute on bananas.

The results presented confirm the importance
of the benefits in the banana market that the
implementation of the EPAs induces for ACP
countries, at the expense of MFN exporters.
The simulations performed suggest the EPAs
will have only minor implications for the EU
domestic market for bananas, while the impact
on the composition of EU imports by origin
will be significant. As a result of the EPAs, ACP
exports in 2016 are forecast to increase by 84
percent (from 970,000 tonnes to 1,800,000
tonnes) at the expense of MFN exports, which
decline by five percent (from 12.8 to 12.2
million tonnes; MFN exports to the EU decline
by 24 percent). The MFN tariff would have to
be reduced to 60 €/tonne, everything else held
constant, to leave MFN exports unchanged with
respect to the scenario in which the EPAs are
not implemented (while ACP exports would
remain well above the level they would reach if
the EPAs were not implemented).

In Table 10 a comparative qualitative analysis
is presented of the impact on the main actors
of the alternative scenarios considered in the
paper with respect to possible conclusions
of on-going “bilateral” and multilateral WTO
negotiations. This comparative assessment is
based on the results presented in section five
but, to a large extent, does not depend on the
specific quantitative estimation of the impact
of the different policy scenarios obtained in the
modelling exercise.

In Table 10 the impact on both EU producers
and consumers is considered. EU banana
production is only marginally affected by trade

policy changes. In fact, production in the EU
“outermost regions” is driven by the domestic
policy regime, which isolates production
decisions from changes in market prices, while
production in Cyprus, Greece and continental
Portugal, which respond to market price
changes, is a very small share of EU banana
production. However, all EU domestic producers
are affected by trade policy changes because
the price changes they induce affect revenues
and incomes. Hence, the more open to imports
the EU market is, the lower the domestic price
and domestic producer incomes.? The best
scenario for EU banana producers is the one
with the EPAs in place and no WTO agreement
of any sort; the worst is the reference scenario
in which it is assumed that the conclusion of
the Doha round brings a full liberalization of
the banana market. The ranking of the policy
options for EU consumers is the reverse of
that for producers.

In countries other than the EU, imports are
affected by the EU import regime as well as
by their own (Table 10). The more open the EU
market to MFN exports, the higher the price of
bananas in the other importing countries and
the lower their imports. However, when import
tariffs in importing countries other than the EU
are all set at zero as a result of the conclusion
of the Doha round and the implementation
of its provisions on tropical products, then,
everything else held constant, US imports are
expected to decrease rather than increase.
This is because the tariff the US imposes on its
banana imports is very low, much lower than
that imposed by the other main net importers.
This means that for the US the “trade diversion”
effect of the elimination of import tariffs in
all countries other than the EU prevails over
the “trade creation” effect, and MFN exports
to the US (which is the second largest importer
of bananas) decrease, while those directed to
the “rest of the world” net importers, which
imposed larger tariffs, expand significantly.

For MFN exporters the issue is trade libe-
ralization; the more liberalized banana trade
becomes, the higher export prices, exports
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and export revenue (Table 10). The preferred
scenario is the one in which all import tariffs are
set at zero, and the worst one is when EPAs are in
place and no WTO agreement, either multilateral
or the tentative July 2008 accord, is concluded
and implemented. For MFN countries the
conclusion of the Doha round is more beneficial
than the July 2008 agreement with the EU, as
long as the multilateral agreement includes the
July 2008 one (scenario three in Tables 6 and 10)
or the provisions for tropical products are those
on which consensus seems to have emerged in
July 2008 in Geneva (scenarios five and six).

For ACP countries the most favourable scenario
is when they have access to the EU market
quota- and duty-free and neither the Doha
round or the tentative July 2008 agreement are
concluded and implemented (scenario one). A
successful conclusion of the Doha round could
have a limited or a very significant impact on
the erosion of the preferences the EU grants to
ACP countries, depending on the terms of the
final agreement. At one extreme, if bananas
are included among the tropical products and
the EU bound tariff to be reduced is assumed
to be 680 €/tonne, then preference erosion for
ACP countries would be limited. At the other
extreme, if a final agreement of the Doha round
is reached and it calls for the elimination of
all import restrictions for bananas, then most
of the benefits to ACP countries from the EPA
would vanish. Under this scenario, ACP exports
are forecast to be higher than in the no-EPAs
scenario by only 17 percent, rather than by 84
percent when the EPAs are in place and no WTO
agreement is reached. If only the tentative July
2008 agreement is implemented, it would imply
the erosion of one third of the benefits resulting
from the preferences granted by the EU to ACP
countries with the EPAs. If the EU MFN tariff
is to be reduced, then it would be better for
ACP countries if it occurs within the framework
of the conclusion of the Doha round, because
this will bring an increase in market access
in countries other than the EU and a partial
diversion of MFN export supply towards non-EU
markets, increasing ACP competitiveness on the
EU market as well as the EU import price.

This means that MFN and ACP banana exporters
share at least one common interest: if a WTO
agreement is to be reached, this should be the
conclusion of the Doha round rather than a deal
between MFN countries and the EU alone, along
the lines of the tentative July 2008 accord.

While in the short term ACP countries take
advantage of the preferential market access
granted by the EPAs, in the longer term
those preferences will almost certainly erode
and ACP exporters will need to find other
ways to maintain their competitiveness. The
simulations undertaken in this study suggest
that by 2016 ACP countries as a whole would
find it increasingly profitable to export to third
countries. Inthiscontext, asuccessful conclusion
of the Doha Round might open new markets in
third countries and provide significant gains in
other sectors, which could overcome expected
losses in bananas exports incurred because of
preference erosion.

The modelling exercise suggests that, by 2016,
LDCs will become unable to compete with MFN
and ACP countries on the banana market, and
that this would be the case regardless of the
banana trade policy regimes in place, i.e. even
without the implementation by the EU of the EPAs
(Table 6, “Base 2016” scenario). Nevertheless,
the conclusions of the EPAs implied an erosion of
the preferences granted by the EU under the EBA
initiative - an erosion which countries have not
so far claimed deserves any compensation. With
respect to the different possible WTO agreements
considered, the more the EU market is open to
MFN exports, the worse for the competitiveness
of LDC bananas on this market (Table 10).

Finally, while the results presented in section
five appear robust enough to withstand
changes in a number of the assumptions made,
they are relatively sensitive to the hypotheses
regarding expected changes in yields. Because
ACP exporters are less efficient in producing
and marketing bananas than MFN ones, this
suggests that aid targeted at improving
efficiency in banana production in ACP and
LDC countries may be as beneficial as granting
them preferential market access, and that
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the negative effects of preference erosion can
be offset by providing the financial and in-
kind resources needed to improve the logistic
infrastructure and technical efficiency of
their banana industry. This result is consistent

with the ACP countries’ request for additional
technical and financial aid from the EU aimed at
improving the market competitiveness of their
bananas, as a condition for their acceptance
of the tentative July 2008 agreement.
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Figure 1 - Bananas. World production, exports and export as a percentage
of production [million t; %; 1990-2007 (production), 1990-2006 (exports
and export/production)].
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Figure 2 - Bananas. Main producing countries (million t; 2007).
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Figure 3 - Bananas. Main exporting countries (net exports; thousand t; 2006).
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Figure 4 - Bananas. ACP net exports by country (thousand t; 1990-2006).
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Figure 5 - Bananas. Main importing countries (net imports; thousand t; 2006).
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Figure 6 - Bananas. EU-25 imports (extra-EU trade only) by MFN and ACP
countries (million t; 1999-2008).
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Figure 7 - Bananas. EU-25 imports (extra-EU trade only) by the main MFN
exporting countries (million t; 1999-2008).
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Figure 8 - Bananas. EU-25 imports (extra-EU trade only) by the main ACP
exporting countries (thousand t; 1999-2008).
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Figure 9 - Impact of the EPA and of different possible conclusions of on-going
“bilateral” and multilateral WTO negotiations [2016; “Base 2016” scenario (no
EPAs, no “bilateral” EU-MFN agreement, no Doha round agreement) = 100]
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Figure 10 - EU-27 banana imports (in total and by origin) as a function of the
MFN tariff (2016; EPAs in place, no Doha round agreement).
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Figure 11 - Banana yields in some of the major exporting countries (100kg/ha;
1990-2007).
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(Figure 11 continues from the previous page)
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Members of the WTO agree not to discriminate between their trading partners; this implies that all
members are entitled to the most favourable conditions a country grants to any other member. Most
Favoured Nation (MFN) tariffs are the non discriminatory tariffs a country applies to all its trading
partners members of the WTO. Exceptions to the MFN treatment principle include tariffs applied within
free trade areas, as long as they comply with certain rules, and trade preferences granted to developing
country members for which a special waiver has been granted.

EC Regulation 416 of 28 February 2001.

The previous regime included a 3,113,000 tonnes tariff rate quota (TRQ) for MFN imports; imports
within the quota were subject to a 75€/tonne import tariff, while a prohibitive tariff equal to 680 €/
tonne was imposed on out of quota imports (out-of-quotas ACP exports were subject to an equally
prohibitive 380 €/tonne preferential tariff).

These are the implementation decisions made by France, Spain and Portugal in their POSEI programmes
for 2007, which have been confirmed unchanged for 2008 and 2009.

These are actually “interim” agreements, with the exception of the one signed with the Caribbean
CARIFORUM countries.

A WTO waiver allowing the EU to grant ACP countries under the Cotonou Agreement unilateral trade
preferences which discriminated against other developing countries expired at the end of 2007.

The December 2008 revised draft of the modalities for agriculture offers two alternative texts for the
provisions regarding tropical products: the elimination in four years of tariffs imposed by developed
countries not exceeding 25 percent and the reduction by 80 percent of those above 25 percent; the
alternative text is less generous in terms of liberalization and foresees the elimination of tariffs not
exceeding 10 percent, a lower reduction of tariffs above this threshold, and cuts being implemented
over the longer general tariff reduction implementation period (WTO, 2008: 26).

The dispute dates back to 1996. The most recent episodes of the dispute refer to complaints by Ecuador
in November 2006 and the US in June 2007 that the “tariff only” import regime the EU had introduced on
1 January 2006 did not comply with WTO rules. The panels concluded that (a) the MFN tariff introduced
in 2006 is inconsistent with the EU WTO commitments and (b) preferences granted by the EU under the
pre-EPA import regime in place until January 1 2008 to bananas originating in ACP countries were
not compliant with its Most Favoured Nation obligations; these conclusions were upheld by the WTO
Appellate Body in November 2008.

Detailed analyses of the structural characteristics of the banana market are presented in FAO (2003) and
UNCTAD (2003).

Many countries import and export bananas at the same time; net exports are given by the difference
between exports and imports.

Few firms control a large share of the world market for bananas (FAO, 2003; Taylor, 2003). However,
studies which have attempted to empirically assess the degree of competition in the banana market
disagree on whether these firms actually exert market power.

All data used in the base model are provided in Table 5.

The FAOSTAT data base is the source used for production and consumption data in 2005.
In both cases the data source is World Bank (various years).

The data source is the FAOSTAT database.

The model does not include uncertainty and, as a result, ignores the effects of risk on producer
decisions in France and Spain. If producers are risk averse, their ex ante production decisions will
target an expected volume of production above the minimum required for them to collect the full
amount of support they are entitled to; this means that, ex post, on average, risk averse producers
will overshoot their minimum production target and the model underestimates the expected volume of
banana production in the EU.
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In Cameroon yields between 1992-1995 and 2002-2005 drop by a significant amount; however, in the
model they are assumed not to change between 2005 and 2016 (Table 5). Nevertheless this makes the
relative competitiveness of bananas production in Cameroon decline with respect to that of countries
where yields, based on observed changes between 1992-1995 and 2002-2005, are modelled to increase.
In addition, domestic consumption of bananas in Cameroon is assumed in the model to increase
significantly over time as a result of the robust changes in population and per capita income observed
in previous years (Table 5); everything else held constant, this makes the export supply of bananas in
Cameroon reduce further over the years. While total ACP banana exports to the EU increased between
2003 and 2008 from 805,000 to 921,000 tonnes, exports by Cameroon declined from 299,000 to 280,000
tonnes

Export revenue for ACP countries in the “Base 2016” scenario does not include quota rents, which are
assumed to be enjoyed by holders of quota licences, located outside the exporting country (importers
in the EU or multinational trading firms).

This is the case in all other scenarios as well (Table 7).

Bridges Weekly (ICTSD, 2008) reported that MFN exporters had prevailed on preference-receiving
countries in having bananas removed from “a potential list of sensitive products” to be designated by
major importers.

The Appellate Body upheld the Panel’s decision that the 176 €/tonne tariff the EU is currently imposing
on its MFN imports, because of how it has been introduced, is “an ordinary customs duty in excess of
that provided for in the European Communities’ Schedule of Concessions”, which is 680 €/tonne. This
leaves undetermined what the legally bound EU MFN tariff for bananas actually is.

In considering the drivers of EU imports one should look not only at the EU import regime, but, for a
given regime, to the import restrictiveness of the other markets as well, as this effects export supplies
towards the EU. This is the case when scenarios two and three in Tables 6 and 10 are considered; in
these scenarios the EU import regime is the same (EPAs are in place and the MFN tariff is 114 €/tonne),
but in scenario three import tariffs in the other net importers are set equal zero, driving a diversion of
exports from the EU to these markets.
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