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1 ABSTRACT  

The World Food Crisis of 2008 had a disastrous effect upon the global poor. There was much 

speculation on the “perfect storm” that created so much poverty but several policies stood out as 

most responsible. Subsidization of corn and ethanol mandates are policies encouraged by the 

United States government for multiple purposes. After studying incentives, this policy has 

unseen and unintended consequences that affect not only Americans but also many people from 

around the world. Empirical analysis shows the immense detriments from these policies. 
Solutions to fix the political environment responsible for the terrible policies are futile: with the 

exception of the World Trade Organization (WTO). We flesh out the reasons why the WTO is 

the only capable organization ensure the end of these policies. This has implications for state 

sovereignty over their budgets and financial decisions as well as implications for advanced 

growth in trade in future years.  
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3 INTRODUCTION 

Incentives play a dastardly role in public and international policy and confound the many 

people who are supposed to create policy for the betterment of the populous. Even more hidden 

from view are the international implications of domestic politics. What some public figures 

forget is that their intentions do not always align with the consequences of their actions. As 

Thomas Sowell is famous for stating “The first lesson of economics is scarcity…The first lesson 

of politics is to disregard the first lesson of economics.” Scarcity is a fact of life, which is why 

policy created by what should happen instead of what actually happens often fails to meet its 

original goals or even does more harm. The field of economics is often criticized by politicians 

because economists give insubstantial and vague responses such as “it depends.” It is not well 

understood that every action comes with different consequences; different choices come with 

different costs. It is an economist’s job to illuminate the choices and costs and a politicians to 

make a value judgment. Corn subsidies and ethanol mandates are public policies that many 

economists disagree with, and nearly all politicians love to support. Since 2005 corn farmers 

have received over 70 billion dollars in subsidies for their corn, thanks to political choices. The 

Environmental Protection Agency (EPA) is continuing its policy of mandating a certain amount 

of fuel to be ethanol based. Unfortunately, economists often do not understand the politics 

behind international trade and the organizational structures that allow trade to occur, such as, the 

World Trade Organization (WTO). This paper seeks to summarize the events and multiple 

incentives regarding corn subsidies and ethanol mandates up to this point to develop an informed 

background on the issues at hand, then will create a regression to explain the effects of public 
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policy and, finally, will analyze potential solutions to the problem as well as implications for 

other markets and additional questions yet to be answered by this thesis.  

4 THESIS, HYPOTHESIS AND PREVIEW 

My thesis will present the economic, environmental, social and health detriments of 

government mandates and subsidies for corn and ethanol to protect the environment and national 

security. More specifically, the United States federal government via congressional approval has 

been subsidizing corn growers in the United States to produce ethanol to prevent some aspects of 

global climate change. In addition, in the name of national security, Congress passed a different 

law in 2007 to mandate all producers of biofuels to produce ethanol so that it would be 5% of all 

consumption by 2014. My prediction is that these policies will be shown with statistical analysis 

to have caused corn prices to rise while simultaneously causing other food prices to rise such as 

wheat. The potential impacts are international as millions have starved as a result.  

These practices of subsidies and mandates, however, should be deemed protectionist 

policies by the World Trade Organization. Protectionist means defending your own country’s 

inefficient industries. However, no such case has been brought against the United States (or the 

EU which has similar practices). My thesis will show why domestic policies cannot overcome 

internal politics due to special interests and campaign organization therefore, only the World 

Trade Organization can successfully combat the aforementioned protectionist policies to save the 

lives of millions of people through changes to enforcement and the laws guiding the WTO. 

My thesis in effect has two parts: the statistical analysis behind corn and wheat price rises and 

the political necessities of changing how the World Trade Organization operates and the laws it 
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upholds. Corn subsidies and ethanol mandates are a problem which must be solved by the World 

Trade Organization by creating conditions on developed countries to change their policies. This 

has implications for sovereignty of nations economic programs but it will be argued that some 

sovereignty must be ceded to ensure a fair and efficient global economy.   

 

5 BACKGROUND  

5.1 CORN, ETHANOL AND THE ENVIRONMENT 

Corn is a staple of global food and feeder products but it can also be used as fuel for 

automobiles and other motorized vehicles. The fuel that can be used in automobiles is called 

ethanol and is proclaimed as a replacement of gasoline and was even claimed to be “clean, 

alternative energy.” But academia and the business world are generally wary of ethanol policies. 

First, ethanol is not as efficient in cars as gasoline. According to the Brookings Instituted, “You 

need 1.5 gallons of ethanol to drive the same distance you would go on a gallon of gasoline. And 

if you allow for the substantial subsidy in effect since 2004, ethanol’s expense clearly exceeds 

that of conventional gasoline” (Nivola, 2008). Not only is it more expensive than gasoline, but 

the subsidy is the only reason for the product to be perceived by the public as cheap. Ethanol 

also has environmental effects on water scarcity and pollution.  

[T]he increased production of corn is putting heavy pressure on water supplies 

throughout the Midwest and West. The National Academy of Sciences reported that “in 

some areas of the country, water resources are already significantly stressed…. Increased 

biofuels production will likely add pressure to the water management challenges the 

nation already faces” (Ethanol and Water Do Not Mix, 2007).  
 

This is troubling when the United States already has water scarcity problems it has to deal with 

in the Southwest and deferring nuclear energy to desalinization could cause energy shortages. 
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The production of ethanol also emits more pollution than it saves which defeats the purpose of an 

alternative fuel. “The lower emissions of carbon dioxide obtained by substituting corn for oil as 

the feedstock for motor fuel are largely offset by additional emissions of other pollutants, such as 

nitrous oxide, a potent greenhouse gas. …Further, when ethanol refineries are coal-fired, their 

effect can be to add, instead of subtract, carbon emissions” (Nivola, 2008). The incentives that 

subsidies provide for farmers to find more land to plant corn on can also carry costs. Craig Cox 

of the Environmental Working Group reasons that subsidies, “spurs farmers to take greater 

environmental risks, for example by farming on flood plains or steep hills” though not many 

impacts, other than the water issues previously stated, have been documented thus far (At the 

Trough, 2013). Additionally, some of the biggest names in environmental science have now 

changed their view on ethanol.  

A report released earlier this year by the National Research Council concluded: 

"Although it may seem obvious that subsidizing biofuels should reduce CO2 emissions 

because they rely on renewable resources rather than fossil fuels, many studies we 

reviewed found the opposite." Environmental outfits such as the Environmental Working 

Group and the Sierra Club now oppose ethanol subsidies. (Big Ethanol Finally Loses, 

2013) 

 

These facts are incontrovertible, and even though there is a consensus that environmental harm is 

done, the policies surrounding corn subsidies and ethanol mandates still persists and the 

environmental, and inefficiency impacts are just the tip of the iceberg.  

5.2 SUBSIDIZATION OF CORN 

The problems examined in this paper are the international effects of subsidizing corn and 

the creation of ethanol mandates. Without further explanation of each of these policies we might 
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over simplify incentives or fail to understand the complexity of the situation.  “Subsidization of 

corn” is by itself a very confusing phrase and terribly ambiguous.  

First, we will define key terminology. A subsidy is an ad valorem payment given for a 

certain amount of quantity produced (the opposite of a tax), or it can be a government monetary 

support not necessary for the production of the product but used by a government in pursuit of 

incentivizing production of a good or service that will have a positive externality. A subsidy, in 

theory, allows products to be produced cheaply so that it can be sold at a competitive price, 

thereby benefiting all consumers. The goal of the subsidy is to incentivize a certain product that 

is good for society to be consumed more.  In this light, the US government pursues corn 

subsidies. But in fact, they have many different ways of subsidizing the same item. To note the 

difficulty of the task we are to embark upon, a group of economists and scientists tried to 

examine a host of subsidies but commented, “these programs "resisted analysis" because they are 

so complicated, which is a running theme in [their] report. One of the committee's main 

conclusions is that "the best existing analytical tools are unable to determine in a reliable fashion 

the impact of some important subsidies” (Perverse Effects, 2013). Luckily for this paper, we will 

be examining only subsidies for corn and not all government subsides though we will arrive at 

the same conclusion for, “Congress [to] abandon the "poor tool" of subsidies.”  

As previously noted, there are many different kinds of subsidies. The first we will discuss 

are direct payments to farmers for corn production. Again, as stated in the definition, a particular 

kind of subsidy is the opposite of an ad valorem tax. This means that the more corn a farmer 

produces the more money he will receive from the federal government. According to a recent 
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Economist article, “Handouts for American farmers were a tasty $256 billion between 1995 and 

2012” (At the trough, 2013). The article also mentions that a disproportionate amount of those 

direct payments supported richer farmers including famous southern rocker Bruce Springsteen. 

More startling is how much subsidies are a part of the income of farmers in other nations in 

comparison to the United States, “figures from the OECD [indicate] agriculture is largely left to 

fend for itself. State support accounts for just 5.7% of farm income in Brazil, compared with 

12% in America, 26% across the OECD and 29% in the European Union” (Leave Well Alone, 

2013). This would seem to indicate that subsidies in the US are minor, but in fact the subsidies in 

the US have a more dramatic effect since farmers in the US produce to create surpluses for 

abroad and production in Europe is focused on the lifestyle of self-sufficiency, which creates its 

own problems but is not as drastic as the effects of US policy that we will see. So how is the US 

government subsidizing corn in addition to direct payments? One of the primary methods, is 

through crop insurance. As wonderfully summarized by the Economist:  

Federal crop insurance is not new; it began in the 1930s. But its cost has already risen 

from $2 billion in 2001 to $7 billion last year... It is expensive because taxpayers pay 

two-thirds of each farmer’s premiums, and most of the claims. During last year’s 

drought, crop-insurance payouts were a bountiful $17 billion. Uncle Sam shouldered 

three-quarters of that…Insurance already costs more than direct payments, and there is no 

limit to how much of it farmers may receive. The bigger the farm, the bigger the trough” 

(At the trough, 2013).  
 

This again, disproportionately helps richer farmers because they can purchase bigger farms 

which can be exploited as we will discover later. The implications and incentives of these two 

different ways to subsidize corn are wide ranging. First, incentivizing corn production with a 

direct payment or insurance subsidy stirs people away from producing its (not so perfect) 

substitute: wheat. Agricultural markets are considered to be among the most competitive markets 
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in the world allowing for low prices that all consumers desire for food products leaving more 

income for other discretionary spending. Inflation, not only in the United States but around the 

world depends on the food market, and rising prices due to a shortage of food drastically 

decreases the purchasing power of every individual, like a tax without representation. When the 

international markets for wheat and corn are not, or lightly, regulated their prices and quantities 

sold are at the whims of the “invisible hand” which guides capitalism. Intuitively, when a direct 

payment is given to farmers, farmers will be incentivized to switch from producing wheat to 

producing corn. This has a couple effects: 1) corn prices fall in response to increased supply; 2) 

wheat prices rise in response to decreased supply. Usually, a price rise in a commodity, like 

wheat and would prompt farmers to switch to wheat instead of corn which would balance out the 

prices for the two substitute goods. An example of this is oil prices; as a result of higher oil 

prices the profit to be gained from going into oil expands causing producers to search for and 

produce more oil, once again bringing down the price of oil. The inclusion of the subsidy, on the 

other hand, takes the entrepreneurial desire away from farmers and makes them respond to the 

monetary incentives to produce more corn. But subsidies for corn isn’t the only problem 

plaguing world markets.  

5.3 ETHANOL SUBSIDY 

In addition to the subsidy for corn, the United States federal government placed a, “45-

cents-a-gallon ethanol tax credit” which was not brought to a vote 2012 but had been in since 

1978 – almost thirty years (Perverse Effects, 2013 and Pear, 2012). In addition to the economic 

effects, “carbon emissions [increased] by five million tons every year, at a cost of $5.26 billion” 
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(Perverse Effects, 2013). So to not distort the environmental impacts, 5.3 million tons is 

equivalent to 0.1% of total U.S. emissions per year. In the budget it was the, “single largest U.S. 

energy tax expenditure” (Perverse Effects, 2013). The way the subsidy worked was that, similar 

to some of the corn subsidies it was ad valorem, the more ethanol was in a gallon of gasoline the 

cheaper that gallon of gasoline became. Similar to the discussion of the corn subsidies above, the 

subsidies for corn increased demand for corn in agricultural markets, only adding insult to injury 

by furthering the increase in demand at the detriments of markets. On another level, the subsidy 

encouraged consumers to consume more gasoline.  Gasoline, without subsidized ethanol, would 

be more expensive for consumers. With subsidized ethanol mixed in, gasoline becomes cheaper 

because refiners lower their costs and in a competitive, price-setting market (a Bertrand model) 

prices will lower with costs meaning that consumers receive the $0.45 cents per gallon benefit. 

This makes consumers perceive they are “richer” which makes consumers demand more gasoline 

with the subsidy which is called an “income effect” in economics. The increase in gasoline 

consumption results in increased CO2 emissions as noted above along with the negative effects 

of ethanol in general. Although, gasoline consumption has declined in the past ten years because 

of more efficient vehicles, general efforts to decrease dependency on fossil fuels and the 

recession this does not mean the subsidy did not have an effect when demand overall was 

decreasing. This just means that despite other pressures, the subsidy artificially encouraged more 

demand for gasoline than would have existed, absent the subsidy. Not only does an ethanol 

subsidy interact with corn subsidies but it also magnifies the effects of the ethanol mandate.  
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5.4 ETHANOL MANDATE 

The perfect addition to a subsidy, to encourage more production of ethanol, is to mandate 

ethanol into existence. The Environmental Protection Agency (EPA) deemed that too little 

ethanol was being created and generated a mandate for a certain amount of ethanol be produced 

each year. Additionally, refineries who are responsible could opt out of producing gasoline with 

ethanol if it buys credits, like a cap and trade system. For us to understand the true, disastrous 

nature of the mandate issued by the EPA we must first understand who the mandate effects. Oil 

refineries bear the brunt of the EPA’s mandate as it now acts as an implicit tax upon gasoline.  

A phenomenon that the EPA did not anticipate when it first began the ethanol mandate 

was for gasoline consumption to decrease. This has some perverse effects summarized succinctly 

by the Wall Street Journal:  

Lower consumption means refiners are now nearing a "blend wall" of 10% ethanol per 

gallon. Most American motorists won't buy gas with more than 10% ethanol, partly to 

protect engines from damage and partly because of higher prices. The volume mandates 

are so high they would require more than 10% ethanol. (The Ethanol Tax, 2013) 

 

Essentially, because demand for gasoline in general has declined and refineries usually do not 

produce a blend of gasoline that has more than 10% ethanol, this means refineries have surplus, 

unusable ethanol. The reason to not make a higher blend of damage are not exaggerated. “A 

survey by AAA found that only 5% of vehicles are approved for higher levels of ethanol under 

manufacturer warranty, so many motorists won't buy gas with higher ethanol content,” (Put a 

Corn Cob in Your Tank, 2013) which damages the ability for refineries to sell the ethanol to the 

public. A rational observer would think that the EPA would adjust its mandate so that it takes 

into consideration demand for gasoline, or, as refineries desired, have a moratorium on the 

mandate to allow refineries to adjust. Instead the EPA is pushing away with its mandate 
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declining to heed the words of refineries and their political backers in Congress, though it 

recently made a revision to revise down the amount of ethanol needed to be produced for this 

upcoming year which was not a large enough drop to alleviate the economic repercussions (Big 

Ethanol Finally Loses, 2013). Cattle firms would argue that the limit reduction is not enough: 

The National Cattlemen’s Beef Association and the National Pork Producers Council sent 

a petition to the Environmental Protection Agency…asking for a 12-month waiver on 

mandates that require production of 13.2 billion gallons of ethanol this year and 13.8 

billion gallons in 2013. Livestock producers, who use grain to feed animals, said the 

mandate is causing “severe economic harm.” (NCBA, 2014) 

 

This shows the wide ranging impact that the ethanol mandate created. It doesn’t just affect 

consumers of gasoline, refiners of gasoline but even the producers and consumers of meat 

products. According to the Wall Street Journal, “The EPA acknowledged that its ethanol 

mandate exceeds the level that can be reasonably blended, but it told refiners: tough luck, buy 

credits on the market” (Put a Corn Cob in Your Tank, 2013). What this means for refineries is 

that they have to pay a tax for having surplus ethanol. Basically, the system the EPA designed 

was a cap-and-trade system for ethanol. Refineries who did not want to use their extra ethanol 

could purchase a credit for a certain amount of ethanol. There are a limited amount of these 

credits available so with greater demand for them the price of the credits increase drastically and 

act as a de facto tax on gasoline refiners who end up with a surplus. The Wall Street Journal 

confirms:  

So under federal law refiners must comply with a complicated system of buying 

renewable energy credits to make up for the ethanol they don't use. These credits are 

called Renewable Identification Numbers, or RINs. Demand for RINs has surged and so 

their price has exploded. In January the RIN price was less than 10 cents a gallon, then it 

hit $1 in March and is now $1.40. This translates into a roughly $14 billion a year gas 

tax, or 10 cents a gallon more for consumers. (The Ethanol Tax, 2013) 
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As explained earlier, the market for gasoline in the U.S. is competitive and sets prices (making 

this a Bertrand model equivalent example) meaning that the refineries will raise their prices at 

the cost of the RIN or credit. The negative effect on consumers is quite large, “In order to 

comply with the federal law, the oil and gas industry [bought] credits that spiked at more than $1 

a gallon for the ethanol it can't use. This raise[d] the cost of gasoline at the pump by an estimated 

five to 10 cents a gallon” (Put a Corn Cob in Your Tank, 2013). Even more politically troubling 

is the, “speculation that the EPA’s mandate has encouraged political pandering though 

exemptions to the quota” (Strassel, 2013). Mandates, as opposed to taxes or subsidies, can be 

quickly made into a method of political gifts.  

5.5 OTHER PROTECTIONIST POLICIES 

Corn subsidies, ethanol subsidies and ethanol mandates can all be argued to be 

protectionist policies under the definitions of the World Trade Organization (WTO). Other 

policies are definitely protectionist even if the WTO does not deem them to be so. A couple of 

these include the infamous “Buy America” policy and an ad valorem tariff on ethanol imports. 

Unfortunately, both policies help to reinforce and worsen the damage caused by the 

aforementioned subsidies and mandates.  

“Buy America” provisions were inserted into the Stimulus Package, passed in 2009 in 

response to the Great Recession, which strained trade with many countries, including the 

infamously polite Canadians (Shin, 2009). The thought process was that American firms and 

resources should be used to best stimulate the economy. What politicians forget is that not all 

resources are produced in the U.S., nor do all U.S. firms produce more efficiently or in higher 
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quality than their foreign competitors, and muli-national firms have supply chains all over the 

world. The thought process that drove the buy America programs also drove U.S. Aid programs. 

Put succinctly, once again, by the Economist:  

Congress has…decreed that [corn] aid should be shipped from America, which costs 

more and ruins farmers in the poor countries that the policy is supposed to help. Mr 

Obama has urged lawmakers to allow food aid to be bought locally, thus saving more 

lives. One way of doing this would be via the farm bill, but neither draft allows it. (At the 

Trough, 2013) 

 

Dumping goods on a country below market prices will uproot and destroy any industry hoping to 

produce those goods. The economic intuition for why will be fully explained later. The U.S. 

Farm Bill was recently passed – you guessed correctly – there were no changes to the policy.  

In addition to the protectionist attitudes from the vast majority of U.S. congressman the 

federal government has also imposed tariffs: the definition of protectionism. The United States’ 

$0.54 cent ad valorem tariff on every gallon of imported ethanol is technically legal under the 

WTO because the tariff doesn’t specify a particular country to trade retaliate against (Slaughter, 

2012). The tariff, though not specified, harms Brazil an efficient producer of ethanol from sugar 

instead of corn. In fact, most industrialized countries including the U.S. and the E.U. have 

restrictions on importation of many different agricultural goods. Brazil, who is rather efficient at 

producing corn now has farmers who are for free trade – an anomaly considering most farmers in 

the U.S. and elsewhere ask for protection (Leave Well Alone, 2013). It should be apparent now 

that U.S. domestic policy has wide-ranging international effects.  
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5.6 INTERNATIONAL IMPLICATIONS   

In the summer of 2008, crisis had struck the global poor, as the World Bank reported 

“that high food prices will…pull 100 million people back below the poverty line” (Naim, 2008). 

An obvious (yet, incorrect) culprit for these high prices was high demand from developing 

countries like China. This argument ran cold; in years prior food demand was able to be 

sustained because of technological advances. Others blame climate change ruining crops and a 

depletion of food reserves but these occurrences have affected a miniscule portion of supply. But 

among the most important factors during this crisis were the effects of the United States Farm 

Bill which encouraged direct subsidies to farmers to grow corn, the continued ethanol subsidy 

and the recent introduction of the ethanol mandate. As discussed earlier, using economic 

intuition U.S. policies are a predictable culprit as the price for corn decreased while the main 

exporter of wheat to the world, the United States, decreased the amount they exported creating a 

shortage of wheat and a surplus of corn. In fact, according to the EPA, “the U.S. produces about 

13% of the world’s wheat and supplies about 25% of the world’s wheat export market” (EPA, 

2013). They continue to say that, “The United States is, by far, the largest producer of corn in the 

world. Corn is grown on over 400,000 U.S. farms. In 2000, the U.S. produced almost ten billion 

bushels of the world’s total 23 billion bushel crop” (EPA, 2013).  Wheat is staple of food for 

many people around the world and so any impact to the price can affect millions who rely on the 

“Bread Basket of the World”. This is why it is not surprising that the Foreign Policy magazine 

reported that, “Recent studies point out that these government decisions are responsible for more 

than 50 percent of the recent increase in food prices and will account for more than 33 percent of 

food inflation in the next decade” (Naim, 2008). Commodity prices are just existing a double 
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cycle of increased agricultural prices where we saw wheat reach double the price of corn. 

Considering the market power the United States has in the wheat and corn markets, our 

government’s policy has international effects. 

To bring to home a more specific example, Mexico and the U.S. have conflicting 

problems with a trade agreement.  The North Atlantic Free Trade Agreement (NAFTA) was 

implemented in 1994 and Bill Clinton’s decision to support it was opposed by many liberal 

groups. Professor of Economics at Dartmouth and Federal Reserve Board Member, Douglas 

Irwin wrote that, “NAFTA [has] become controversial among groups such as anti-globalization 

protesters [unions and environmentalists], who argue that such agreements serve the interests of 

multinational corporations and not workers, even though freer trade has been a time-proven 

method of improving economic performance and raising overall incomes” (Irwin, 2008). Recall, 

that because the United States subsidizes corn it can sell more quantity for a cheaper price than 

what the market dictates allowing it to gain more share of the market. Even though all tariffs 

between the two countries were slowly eliminated (USDA, 2008) allowing for the free trade of 

goods “a flood of subsidized, low-priced corn from the United States has decimated farmers and 

rural economics” according to the Economic Policy Institute (Scott, 2003). The subsidy has 

allowed cheaper U.S. corn to be exported into Mexico allowing businesses in Mexico a reduced 

cost of doing business and cheaper goods for the Mexican people. But Mexican farmers cannot 

compete with the cheap United States corn as a result of the subsidies putting thousands of rural 

farmers out of a job. This has incentivized more immigration to America to work for cheap 

labor, not to mention violent riots by poor Mexican farmers, since farming against a subsidized 

opponent is not competitive.  
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Today, the international implications are just as prevalent if not more so than in 2008. In 

2012, during the height of the commodity cycle boom: 

The USDA's world agricultural outlook board estimated that global corn consumption 

will be off by 38.9 million tons, with the U.S. problems responsible for three-fourths of 

the shortage…Corn futures are up nearly 50% over the last six weeks. The U.S. market is 

so important because the U.S. accounts for 60% of global exports… even though the 

acreage planted with corn rose 4% since last year and is the highest since 1937. (Ethanol 

vs. the World, 2012)  

 

The supply and demand shortages and surpluses witnessed in a dramatic fashion in 2012 could 

not even be stopped by the amount of farms who increased their production in response to the 

incentives from the federal government to do so. According to the Wall Street Journal, “Corn is 

the largest U.S. crop, grown on more than 400,000 farms. The total area harvested for the grain 

is as big as New Mexico” (A Corn Boom Starts to Wilt, 2013). The reason food demands cannot 

be met today is because of the ethanol mandate (the subsidy was phased out in 2012). Ethanol 

production forces approximately 40% of production to be diverted from food to fuel (What 

Happened to Biofuels, 2013).  The Congressional Budget Office, “found that in some years 

ethanol has raised retail food prices by 5% to 10% for everything from corn flakes to ground 

beef” (Big Ethanol Finally Loses, 2013). Agricultural researchers, on the other hand have shown 

that farms producing what they could (albeit with the agricultural direct subsidies) could feed 

fifteen people a day. As a result of the ethanol mandate, they only feed five (Foley, 2013).  

 Although, there are some beneficiaries from the recent corn price volatility that swung 

downwards. With prices down, it is consumers and producers of food who intake corn who 

benefit.  
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Burrito chain Chipotle Mexican Grill Inc. said it was no longer considering a price 

increase that it had said might be needed to compensate for pricier ingredients… Prices 

are down more than 40% from [2012]...The decline is bringing relief to meat producers 

and other food companies hurt by steep costs for animal feed and other ingredients made 

from corn. Lower corn prices also could curb supermarket prices for beef. (A Corn Boom 

Starts to Wilt, 2013) 

 

This sounds like good news but the article continues to say: 

[T]he slide is bad news for farmers who saw their incomes surge to the highest levels 

since the early 1970s, adjusted for inflation, while farmland values ballooned so much 

that some analysts worried about a bubble. Lower corn prices will squeeze profit 

margins, farmers who rent land for their crops might struggle to make money, and sales 

of tractors and other farm supplies likely will suffer. (A Corn Boom Starts to Wilt, 2013) 

 

It is apparent that when the prices become volatile, even the previous winners can become losers 

leaving people vulnerable and will likely increase the cost of insuring farmers, once again 

making taxpayers foot the bill. To conclude,  The Wall Street Journal reported in 2010 

that, “the G-20 countries requested a consensus report from the various international agencies on 

how to better manage the risks of food price volatility after bread riots in two dozen countries 

from Brazil to Pakistan. The global bureaucracies—the WTO, FAO, IFAD, IMF, OECD, 

UNCTAD, WFP, IFPRI, UN HTLF and the World Bank—all signed on to recommendation six: 

"Remove provisions of current national policies that subsidize (or mandate) biofuels production 

or consumption."” We should heed their advice, but nothing has been done about the issues and 

so a deeper look at the instructions that can help solve the problems would be in order.  

5.7 SUMMARY OF POLICIES 

To help to clarify the topic and the complex incentives, I included this table for clarification. 

This will help to refresh the reader on all the policies and their effects without having to re-

read the full explanations. 

 

Table 1: 
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Policy Incentive(s) Effects 

Corn Subsidy Encourages Farmers to 

produce more corn than 

wheat 

The effect is that the prices 

for wheat increase at the 

expense of corn prices that 

decrease; limiting the output 

of the good the US exports 

the most of causing food 

inflation and shortages world 

wide 

Ethanol Subsidy Encourages consumers to 

purchase more gasoline 

because it is made cheaper by 

the presence of Ethanol; 

Encourages more corn to be 

produced by farmers 

Causes consumers to have an 

income effect that makes 

them over consume gasoline 

increasing environmental 

damage; repeat issues from 

above 

Ethanol Mandate Encourages corn farmers to 

sell their produce to oil 

refiners instead of food 

markets; encourages oil 

refiners to use as much 

ethanol as possible in gas or 

face fine 

Repeat issues from above; 

refineries are being fined 

because they have hit the 

blend wall and cannot use any 

more corn 

Ethanol Tariff and Other 

Measures 

Disincentivizes other 

countries ethanol from 

entering the country 

Raises the price on 

homemade ethanol; causes 

trade wars with major 

economies  

 

6 METHODOLOGY 

To generate a proper regression I estimated that the price of corn per bushel (PRICE) was going 

to be affected by the ethanol subsidy (a binary variable called SUBSIDY), the mandate (a binary 

variable called MANDATE) and the production of ethanol in thousands of gallons (PRODUCTION) I 

controlled for the year (YEAR) and oil prices adjusted for inflation (OIL_PRICES). A mistake I made 

in the regression was to include the variable SUBSIDY since it biased as a result of every year in the 

regression there was a corn or ethanol subsidy. The econometric equation was as follows: 

PRICESOILMANDATESUBSIDYPRODUCTIONPERCENTYEARPRICE _6543210  

The results from the SAS equations are in the appendix but it can be confirmed that the output of 
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the model is statistically significant at a 2% level. This means that price of corn is indeed 

affected by the mandate and it can be explained through regression.  

7 INEFFECTIVE DOMESTIC POLITICS: RENT-SEEKING, LOBBYING AND ELECTIONS 

7.1 THE INEVITABILITY OF RENT-SEEKING AND LOBBYING 

Why can farmers in the United States receive a subsidy? This is due to competition for 

government resources which is a public good. To acquire government resources you need money 

to concentrate your efforts on getting legislation passed in your favor. “Interest groups…will 

take resources from other productive endeavors and spend them on lobbying… [D]ecison-

makers rely on interest groups for information to determine its social welfare function” (Schmitz, 

2010). This creates a “special interest effect” where a small minority pools together funds so that 

they can spread costs to everyone else in society for a little cost, so little that the majority does 

not protest the cost. This process is called rent-seeking and it is the main way for minorities with 

wealth to gain power through government resources.  

To provide a clear example suppose there is an economy of one-million people and that 

2% of the population are farmers – twenty-thousand people. Let’s say that farmers receive a 

fifty-thousand dollar subsidy each and the average wage of people is fifty-thousand dollars. The 

value of the subsidy is one-billion dollars but the cost is spread over every person (via a lump-

sum tax) so one-thousand dollars each, bringing the net-subsidy of the farms to forty-nine 

thousand dollars and the average wage to be the same. This means that the average person is 

only hit with a cost of one-fiftieth of their average wage, whereas the farmers have almost 

doubled their income. This incentivizes farmers to lobby for their subsidy but the average person 
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will not act. The reason is because the cost is so low that they have no incentive to change the 

process and would rather continue to work for their forty-nine thousand dollar wage. Part of the 

reason is the coordination problem that arises. To combat the subsidy, average people would 

need to gather together to lobby against but they would have a low probability of succeeding 

because the extra income, one-billion given to the farmers is more money than the nine-hundred 

and eighty thousand people each lobbying coordinated with each other giving one-thousand 

dollars each. In other words, the opportunity cost of fighting the farming subsidy is far greater 

than allowing the subsidy to occur unabated.  

Effective lobbying first begins the subsidy cycle. Theoretically, according to a Yale 

University, University of Texas and Stanford University Law study in 2008, lobbyists have 

power over legislators using psychology, “Ingrained in the human mind is a condition that allows 

for every person to be affected by the reciprocity principal. A lobbyist gift, even modestly, still 

results in reciprocation. A series of these gifts results in a feeling of obligation to the lobbyist 

instead of the public good, even unknowingly” (Susman, 2008). Empirical studies by the Journal 

of Law and Economics and the University of Chicago Business School that shows that with an 

increase of lobbying that there is a greater chance of legislative return, reinforcing the 

psychology (Figuerido, 2006). Through the power of rent-seeking minorities, unfavorable 

policies can be sustained.  

 In the past there has been bipartisan support in Congress to restrict lobbying on Capitol 

Hill, most recently the McCain-Feingold legislation. But as a result of the Citizens United 

Supreme Court decision, lobbying is allowed to exist in all capacity any measure to restrict 
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lobbying will be null and void unless accepted by the Supreme Court. Any changes made to the 

status quo will take is highly unlikely because of partisan bickering. However, with bi-partisan 

support the potential solution would be a great boon and would strike the problem at the core. 

For rent-seeking to work, the group of corn interests must be able to pool their money to get a 

lobbyist to back their interest (Babcock, 2001). This lobbyist must be able to successfully use 

reciprocity or provide enough information to convince Congressman to back their representative 

interest. Elimination of lobbyist’s ability to lobby the government would eliminate rent-seeking 

in the legislative process. Common and legitimate arguments against stripping away all lobbyist 

rights will fall on deaf ears because it would also strip away our First Amendment right to 

freedom of speech and would eliminate information to Congressman vital for understanding, 

creating, and voting on legislation. But these claims while common are debated. In fact lobbying 

the government is protected by our Fifth Amendment rights not our First because a lobby is a 

liberty not a freedom as expressed in the constitution so we would not be restricting the rights to 

free speech and would instead allow individuals all be on the same footing when trying to 

persuade Congress (Susman, 2008). Also there is a notion that lobbyists serve the necessary 

purpose of providing information but Congressman can get free information elsewhere. Media 

outlets such as television the internet, the Congressional Budget Office, Congressional Quarterly 

Researcher, university studies, think tanks, their own personal staff, and Congressional 

Committees are some of the many replacements of lobbyist information (Luneberg, 2008). Even 

the information given by lobbyists is tainted because the information they will provide will be 

explicitly for their interest to gain “socially excessive quantities of government services” (Lee, 
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1985). The position of the lobbyist isn’t as unique as it has been made out to be but technology 

has replaced their service.  

Lobbyists have even infiltrated the (failed) revisions to the Farm Bill which would have cut 

direct payments to farmers.  

Proponents of the new bill (of which there are two draft versions) boast that it ends 

“direct payments” to farmers. These are the subsidies paid to producers 

of…corn…regardless of whether they actually grow these crops—or even plant them. 
Other plums, such as “counter-cyclical payments” (extra handouts when prices are low) 

are also to be eliminated…That may sound like a ray of sunshine for taxpayers, but there 

are clouds looming. Vincent Smith, a professor of farm economics at Montana State 

University, says the new bill offers a “bait and switch”. Direct payments are the bait, he 

explains, but they have been replaced by an expanded programme of subsidised crop 

insurance. The CBO calculates that more than two-thirds of the $50 billion saved by 

cutting direct payments would be used to boost other farm programmes, such as crop 

insurance and disaster relief. If crop prices fall, insurance payouts will explode. And crop 

prices are near historic highs right now. (At the Trough, 2013) 

 

This just goes to show the ultimate power of lobbyists to effect change in favor of the rent-

seeking corn industry. Even when changes are being made to eliminate subsidies, new subsidies 

are created instantaneously to compensate for the loss in income. Unfortunately, the lobbyists 

have a hold on the American economy and, indirectly, on the lives of millions around the world.  

One solution to the problem is to change our government structure in many ways, giving 

more power to the President or Federal Reserve, extending congressional terms, and reworking 

the presidential primary system. One way to limit the effects of rent-seekers upon the economy is 

to delegate more power to the President of the United States. In a study by Florida State 

University it showed empirically that as a result of shifting delegation powers to the President 

that lobbying costs more and became less effective at enacting protectionism showing a dramatic 

decline in tariffs (Ehrlick, 2008). The problem with this solution is that the President has already 
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has attained much of this power and, according to the data collected, giving more power to the 

President has had less and less of an effect on protectionism as a whole. What this means is that 

the marginal benefit of increasing Presidential powers on trade is declining. Also, as seen with 

the Food, Conservation, and Energy Act of 2008, President Bush’s veto1 of the farm resolution 

was overturned by Congress because of their heavy reliance upon that industry. Yet in 2002 

Bush passed a similar Farm Bill but because he was ending his term he could ignore the farmer’s 

politics and clearly veto the 2008 bill. Congress has thwarted recent efforts to create a free-trade 

agreement through the Trans-Pacific Partnership. Specifically, they have denied President 

Obama the ability to “fast-track” the legislation leading to significant problems with Europe and 

is preventing  economic gains to take hold in the overburdened U.S. economy. The Economist 

reports: 

The last time Congress granted the president “fast-track” authority to negotiate trade 

deals was in 2002. This power, now known as Trade Promotion Authority, allows the 

president to thrash out a pact and then present it to Congress for an up-or-down vote, with 

no amendments allowed. It expired in 2007 and has not been renewed. Without it 

American negotiators will find it impossible to put together a good deal, because the 

people on the other side of the table will know that Congress is likely to unpick whatever 

is agreed… [E]stimates [of] the boost to global income from the Trans-Pacific 

Partnership (TPP) alone to be $295 billion a year, $78 billion of that accruing to the 

United States. 
 

Another entity which could possibly take over some power could be the Federal Reserve. 

Even though they were created for the express purpose regulating monetary policy, the 

economists that run the Federal Reserve are more equipped to deal with trade decisions over 

legislators elected by the people. In effect, the solution would be to make the United States 

                                                           
1 While President Bush does not have the best reputation he did cite the economics previously stated in this paper to justify his 

veto of the Bill.  



Petsas | 24  
 

Federal Reserve act as technocrats on trade. However, this seems to be the least likely solution 

because the Federal Reserve has not made any statements demanding this and it is unlikely that 

Congressional leaders would vote to limit their own powers to regulate trade, again, and this time 

give their powers to a technocratic leader who is not held responsible to their constituents.  

 Another solution would be to increase term length for congressional members. With short 

terms acquiring money from interest groups becomes more of an objective so that they can stay 

in office rather than create legislation for the betterment of the country as a whole. Francis 

Fukuyama a political philosopher cited that, “An American industrial policy is much less likely 

to improve its economic competitiveness, precisely because …the planning process would 

quickly fall prey to pressures from Congress to either protect inefficient industries or to promote 

ones favored by special interests” (Fukuyama, 1992). This is part because of the tendency for 

plans to be long term but terms as a Congressional member are short and they must pander to the 

voices of their constituency instead of utilizing discretion and reason to be a “Maverick”. But 

these solutions disregard the benefits from lobbying and restrictions would also mitigate the 

effects of these benefits.  

 Political lobbying creates benefits for the disadvantaged. The best lobbying campaigns 

are organic, in that they tap true concerns of real citizens. These movements are the ones that 

have the most influence on the government, because of the strength that these grass roots groups 

wield, as well as the numbers that support them. Whatever stimulates a citizen to speak out or 

get involved, once he is involved he speaks for reasons of his own, and speaks directly to his 

elected representatives. Grassroots lobbying is inherently beneficial because it doesn’t manifest 

itself in detached lobbyists who are loaned out to groups and paid to care about a problem. 
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According to Stephen Hoersting of the Center for Comparative Politics, he asserts that groups 

like the NAACP during the Civil Rights Movement were able to protest and lobby government 

to change public policy because of the protection that the Supreme Court gave them. Similarly, 

students on the campus of UC Berkeley during the same time period create the Free Speech 

Movement, lobbying for the removal of prohibitions on political organizations on campus. In 

both cases, their first amendment right guaranteed them right of association, and the support of 

the Supreme Court helped pave the way for them to lobby for change. Without the organized 

effort that they were able to create, no change for equality could have happened, and civil rights 

would not have been extended to all members of society. Groups like the NAACP still fight in 

the modern day to make sure that the interests of minority groups are protected in government 

legislation, and have had successes such as the most recent Civil Rights Act passed in 1994. 

Lobbying is more beneficial because of the values that it allows people to fight for and maintain 

in the country.  

In the realm of healthcare, according to the Associated Press in April 2009, leading civil 

rights groups, including the Asian American Justice Center (AAJC), the Children's Defense Fund 

(CDF), the National Congress of American Indians (NCAI), and the National Council of La Raza 

(NCLR), have created a partnership to outline how to realize America’s promise of extending 

healthcare coverage to all children. Linguistic isolation has a significant effect on the access and 

quality of healthcare that and pregnant women receive and working toward a system that is 

affordable and comprehensive is of the utmost importance for these organizations. Minority 

communities are often ignored by the politics of healthcare, despite the fact that unemployment 

is significantly higher in these areas compared to majority communities. Many different 
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lobbying groups fight for extending economic and social benefits to the disadvantaged, who, 

without these groups, would be even worse off. 

Lobbyists play a crucial role in the informing of politicians. Information is lobbyists' most 

important asset and perhaps their most important function. The importance of information 

springs from the fact the members of Congress are generalists and so, generally, are their staffs. 

Members of Congress have indicated time and time again that lobbyists are in fact vital to the 

efficiency and transparency of government. Nicholas Allard writes in Stanford’s Law and Policy 

Review that in its 2007 survey of 273 congressional staff personnel, eighty‐ six percent of 

respondents pointed to the importance of lobbyists as "consistently providing reliable 

information." They are at the core of the making of law and public policy. This is particularly so 

with regard to relationships among members of Congress and, in some cases, between members 

of Congress and officials in the executive branch. Lobbyists create both relationships between 

different branches of government and between legislators and their constituents. The 

transparency and condensed input they provide is a role that the government could not do 

without. According to Robert Samuelson, an editor of Newsweek, “If people can't organize to 

influence government – to muzzle or shape its powers – then democracy is dead. The idea that 

the making of these choices should occur in a vacuum – delegated to an all‐knowing political 

elite – is profoundly undemocratic. Lobbyists sharpen debate by providing an outlet for more 

constituencies and giving government more information.” This is why changing the rules on 

lobbying would be ineffectual at best and harming all of democracy at worst which is not worth 

the damage done by lobbyists.  
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7.2 STAGNANT ELECTION CYCLES 

Another cause for farmers to gain power is the way the United States runs their primary 

elections. While the same premise of rent-seeking still applies to the situation in which it is 

applied has changed giving rent-seekers another outlet to exercise their power to affect who is 

elected. According to U.S. Census Bureau Statistics and an analysis from the American 

Community Survey, “The disproportionate influence of the kick-off states of Iowa and New 

Hampshire, both of which lack large cities and sizeable minority communities, has long raised 

concerns that the priorities of white voters from rural communities and small towns would 

become the central focus of the candidates and skew outcomes” (Census Bureau, 2004). Rural 

while voters in Iowa tend to be farmers who benefit from corn subsidies, or other groups who 

reap the benefits of farmers having increased income. They can exercise their power and make 

sure that all candidates support their cause because they have greater influence than other voters. 

“Brown University researchers Brian Knight and Nathan Schiff have found that voters in early 

primary states have up to 20 times the influence of voters in later states in the selection of 

candidates” (Ramos, 2008).  These voters can also give money to make their voice even more 

powerful than before. Farmers have their own PACs which donate money to campaigns who are 

aligned with their values. Money is the key to success in elections and farmer’s interests are key 

for candidates to gain support in the one of the front running states in elections.    

Elections can also be changed from being “frontloaded” giving more clout to candidates 

who win early farm states like Iowa verses a truly representative candidate of all 50 states. 

Primary reform can only be done by changing state constitutions, especially that of Iowa, which 

designate that they must always be the first primary to be held in the United States. In 
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combination with the altering of state constitutions, the political parties must organize their 

primaries so that they are closer together or optimally happen on the same day just like the 

general election to disallow the effects of some portions of the populous to be more powerful 

than others. These steps can help avert some impacts of rent-seeking.  

But election reform can also have negative effects especially when the Presidential 

primary system tends to uphold the values of democracy. The primary system provides 

proportionally equal representation. Delegates in the primary system are allocated to states based 

on populations in their respected districts. The benefit of this, according to an NPR report from 

February 23rd is that it forces candidates not only to focus on big cities with dense populations 

but also the smaller towns in less populated states. It causes increased competition between 

candidates, and also a more educated people on those candidates because of a longer primary 

season (relating to frontloading). The primary system is not contrary to democratic values 

because all states have equal representation and equal influence on the primary race, 

strengthening the value of majority rule. Additionally, the primary system has enhanced 

participation and ties to the candidates. Because of the competition stated earlier, candidates 

must convince people of their legitimacy more than ever because of the close race. The increase 

in campaigning and competition in the primary election has resulted in more media attention and 

a more educated and participating public. Stephen J. Wayne, Professor of Government at 

Georgetown University supports this by analyzing that “In recent primaries, the nominating 

process has enhanced participation, and strengthened the tie between the average partisan and the 

candidates.” With voting participation going up, more people’s input is being gathered, creating 
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a more balanced opinion on the nominee for the presidency. The primary system cannot be 

contrary to democratic values when taking these impacts and results into account. 

The presidential primary system is based on the principle of majority rules. The way that 

the primary system works is by giving the people the power in the process. First the candidates 

campaign and clarify their positions on the issues people care about, next the public votes based 

upon which candidate they support, and depending on which way the votes go… delegates are 

appointed to the most popular candidate. The simple fact in this complex process is that no 

candidate will be nominated without the majority of public support. The 2008 Democratic Party 

primaries have been a great example, Hillary Clinton was the early front runner and won many 

of the early votes, but as people became more familiar with Barack Obama and his positions, he 

has won the vast majority of later states. According to the group US Election Polls, the public 

support for either of these candidates in certain states has a direct result of that candidate winning 

said state. Now Obama is leading the election because he has the support of the popular vote. 

When looking at the big picture, the way America selects its presidential nominees is not 

contrary to democratic values. After all, people are still voting, their votes count and good 

candidates are being elected. For these reasons and more, the election cycle cannot be changed 

and will require another form policy solution: international.  

8 SUPREMACY OF THE WTO 

8.1 WORLD TRADE ORGANIZATION: THE CATALYST FOR CHANGE 

 The World Trade Organization (WTO) is the successor of a former United Nations 

program to reduce protectionism – the General Agreements on Tariffs and Trade (GATT). Its job 
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is to mediate disputes between countries to reduce tariff rates and allow for growth. In fact the 

WTO has a great track record as far as reducing tariff rates are concerned as they average rate 

has fallen from 40% to 3.9% exploding trade around the globe (Waldmann, 1999). It has also 

solved over 100 trade disputes before tensions mounted and the fears became excuses to 

implement more protectionist policies (Waldmann, 1999). While the WTO certainly has done a 

lot in terms of tariff a direct form of protectionism it struggles with other more obscure forms of 

protectionism and has become dormant taking only three actions per year (Brainard and Collet, 

2007). In fact, trade relations between the United States and China have deteriorated because the 

WTO has decided not to punish either side for its use of protectionism (Dumbaugh, 2008). 

Without International support and obedience to the rules of the game, the once successful WTO 

can easily fall on its knees and protectionism will rise rapidly…and it seems it already has 

(Bergsten, 2001). The United States is flirting to be held in contempt of the WTO Agreement on 

Subsidies and Countervailing Measures but because of the Western support for the WTO in all 

other categories the WTO has let the US “off the hook” without punishment or retribution to 

those harmed by its protectionism (Schmitz, 2010). The WTO does not strongly enough support 

that subsidies are protectionist which is why it is reluctant to act. The WTO, until the recent 

closure of the Doha Round of trade talks, has been ineffectual. Brazil, a usual opponent to free 

trade, has recently accused the United States of multiple forms of protectionism, “the Obama 

Administration's "Buy America" program and agricultural subsidies, which distort domestic 

production and global prices” (A Protectionist Pickup, 2012 and Fresh Blood, 2013). Both of 

those protectionist policies, as mentioned earlier, have not been dealt with by the WTO because 

of weak bylaws. But Brazil has challenged and beaten the United States in the WTO’s court on 
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other forms of subsidies. According to the Wall Street Journal, “Brazil challenged America's 

egregious cotton subsidies at the WTO and won in 2008. The Obama Administration appealed 

the ruling, lost in 2009 and still hasn't changed its policies. Brazil can now retaliate legally under 

WTO rules” (A Protectionist Pickup, 2012). Instead of retaliating, the United States’ policy is to 

pay Brazilian cotton farmers, millions of dollars, per year. This means the U.S. is paying twice 

for the same subsidies but this time the money goes to Brazil. To any American this should seem 

to be absurd; to any capitalist – a disgrace. Senator Jeff Flake (R., AZ) made an amendment to 

the Farm Bill. Instead of solving the problem he makes a point. From his own summary of the 

amendment he writes: 

This amendment requires USDA to issue a report to Congress for the purpose of 

identifying and recommending $147.3 million in annual savings between 2013 and 2018 

from agricultural support payments expected to be made to U.S. cotton producers for the 

express purpose of offsetting annual payments of $147.3 million to the Brazilian Cotton 

Institute. The so-called "Brazil cotton case" is a long-running World Trade Organization 

(WTO) dispute won by Brazil that found that U.S. cotton subsidies violated international 

free-trade agreements. Facing tough WTO sanctioned retaliatory trade countermeasures 

from Brazil and unwilling to effectively reform the U.S. cotton subsidies, Congress and the 

Administration have elected to continue to prop up U.S. cotton producers and subsidize the 

Brazilian cotton industry through $147.3 million in annual payments to the Brazilian 

Cotton Institute since 2010. (Flake, 2013) 

 

The amendment was a slap in the face to those who supported the cotton subsidies at the expense 

of the American people’s budget. The amendment was rejected, as forcing USDA to make 

savings of that amount would be far-fetched. In fact, Senator Flake made the wrong move and 

should have instead made an amendment to end all cotton subsidies to Americans and Brazilians 

all together.  
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 It seems, against all odds, with a Brazilian as the head of the WTO and the Doha round of 

trade talks finishing its tenth year that the WTO was doomed (Fresh Blood, 2013). But, alas! The 

world was surprised when the trade talks produced the end result: the long awaited conclusion of 

the Doha round of trade talks. Unfortunately, the end result is not very glamorous, nor is it really 

an accomplishment. The Economist writes, “As ever, agriculture was the sorest subject. India 

spearheaded an effort to allow poor countries to subsidise staple crops in the name of “food 

security” (Unaccustomed Victory, 2013) and, “[The] deal was achieved only after the WTO 

lowered its sights and settled on a lowest-common-denominator part of the Doha agenda, leaving 

out more difficult topics such as farm trade and intellectual property” (Life After Doha, 2013). 

This goes to show that U.S. protectionism is being used as an excuse to foster more 

protectionism around the world leading to a downward spiral and threatening a global 

agricultural trade freeze. In fact, it would not be very bold to say that the Doha round of trade 

accomplished next to nothing. In fact, the lengthy created more regional trade agreements which 

can threaten the WTO’s global trade order and undermine its principles. The decision is now Mr. 

Azevêdo’s, the Brazilian head of the WTO. Coming off the Bali deal, the WTO has some 

political capital. The question is whether they want to spend it on agricultural subsidies or not. 

But even in the WTO politics can be fickle. Some, including the Economist wonder if, 

“ploughing back into such territory risks wasting the momentum of the Bali deal” (Life After 

Doha, 2013). It would be best if the WTO’s technocrats came through with an undemocratic, 

sovereignty stealing move to end agricultural subsidies for good. The WTO should spend its 

political capital now to try to fix agricultural subsidies. Waiting for the “right time” to solve the 
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issue of agricultural subsidies only perpetuates the deepening harms of the market forces 

interference and will only increase the cost of removing the subsidies. The longer the WTO the 

more entrenched lobbyists become. Additionally, it will take longer to correct the market 

inefficiencies in the future if subsidies and mandates continue because farmers will be more 

entrenched in their ways than they are now.  

 Officially, the World Trade Organization does not take any stance on whether “dumping” 

known as the protectionist policy of subsidizing products then selling it abroad for cheaper 

making everyone else uncompetitive. Neither does it presently take a position legally on the 

harms of the ethanol mandate or corn subsidies. A specific case is the dispute with poor Mexican 

farmers. The North American Free Trade Agreement (NAFTA) brought together three countries 

so that more trade would occur between them as a result of their geographical proximity. In the 

agreement signed between the United States, Canada and Mexico there were many provisions for 

phasing out tariffs and quotas on corn imports and exports. Mexico and the United States both 

rolled back their tariffs and quotas and with each year the deficit for corn trading grew larger and 

larger for Mexico. The problem is that while Mexico did have some subsidies for corn growers it 

could not match the corn produced by the heavily subsidized corn farmers of the United States. 

Mexico with its budget cannot afford to subsidize any more farmers and so is put at a 

disadvantage against a supergiant trader with an enormous budget like the United States. 

Technological supremacy, admittedly, also played a role in the elimination for some producers of 

corn because they were inefficient at production. But the transfer of jobs because of efficiency of 

technology is different than being a richer country with larger subsides. While the benefits of 
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cheaper corn do benefit the populous of Mexico it does not outweigh the thousands of 

unemployed as a result of subsidization.  As a result many in Mexico consider the NAFTA 

agreement as extremely detrimental to their interests and oppose the entirely of NAFTA. Instead, 

we need to change the one part of the agreement to better facilitate proper trade between nations. 

The Obama Administration announced that they were going to try to revise NAFTA to make it 

more inclusive a couple years ago, but unfortunately talks did not include elimination subsidies 

and the negotiations were quickly dissolved as both Presidents made haste to change other 

domestic policies. This needs to change.  

The international community needs to recognize that there is a problem with the way we 

currently view protectionism. Currently, we view protectionism as quotas and tariffs. But 

protectionism’s bounds extends way beyond that, encompassing intellectual property rights 

violations, artificially reducing currency value, economic environment and subsidies. All of 

these policies allow for countries to underprice and outcompete other countries without being 

more productive but rather undermining productivity and advancement for complacency and 

inefficiency. This is not acceptable. But even the World trade Organization realizes this problem, 

has ground for action, but the WTO’s guidelines for punishment for dumping and subsidies are 

not as clear as it is for tariffs. Members of NAFTA are stalling any changes to the agreement, yet 

for people to stop criticizing the agreement the rules need to change so that all are on an equal 

playing field. Giving consumers the benefit of cheaper products do not, and do not have to come 

at the expense of workers from a poorer country. A push for a more fair and balanced view of 

protectionism will allow for more innovation from competition in the international market.    



Petsas | 35  
 

8.2 THE SOLUTION TO END ALL SOLUTIONS 

The United States has been the prime champion of freedom around the globe in the 20th and 

21st centuries. American politicians like to promote political and economic freedoms in all 

countries. During the Cold War the United States was the face of freedom in the face of 

Communism which threatened freedom and liberty in all forms. Though Americans proclaim 

themselves as being the face of freedom, politicians often forget to live up to it with no qualms 

from the American public. Supporting dictators over socialistic and communistic governments 

has undermined our promotion of political freedom. Protectionism has undermined our ability to 

claim that we promote “free markets”. Our contradictory policies are detrimental to international 

organizations that have U.S. backing and U.S. funding as well as to our trading partners. Our 

position as the leaders of the free world fails when we fail to enact policies of freedom. This 

leads other countries to mimic the United States just as in the summer of 2010 Russia limited the 

amount of wheat it exported creating its own minor food crisis. Countries look up to our policy 

and if we do not utilize freedom in our policies we will shape a world that is also less free. So 

another solution to the problem we have now would be for the American government to change 

its tune and to promote freedom with consistency or to stop confusing the world and step down 

from its condescending pedestal that demands other countries to be economically free while the 

United States still is not free. What this means is that the US has two choices to make: 1) it can 

choose unilaterally to end their terrible procedures 2) the US can lead the WTO and its allies 

within the WTO to end agricultural subsidies and other harmful policies. As discussed earlier, 

the WTO has just removed its greatest roadblock to increasing international trade: the end of the 

Doha round of trade talks. This means that the world is primed and ready to take on agriculture, 
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to follow up a victory with a much larger one. It will not be easy. Countries, like India, have 

already secured subsidies into the future through WTO negotiations. The U.S. must lead the 

international community in the WTO talks to a secure a free trade environment for agricultural 

markets. A weak US presence in guiding WTO negotiations will make the world refuse to 

acknowledge the benefits of free trade. The Obama administration has frequently placed free 

trade on the back burner but cannot do so any longer if we seek to make any progress on the 

issues of corn subsidies and the ethanol mandate.  

The rules guiding the markets from the WTO including the “Agreement on Agriculture” 

(AA) and the “Agreement on Subsidies and Countervailing Measures” (ASCM) are either not 

clear or not enforced by the WTO. This section will do its best to provide the language and 

sections that are needed to be changed in these international documents for the benefit of 

international food markets. In the ASCM there are two defined conditions for what constitutes an 

illegal subsidy under the WTO: 

(a) subsidies contingent, in law or in fact, whether solely or as one of several other 

conditions, upon export performance, including those illustrated in Annex I5; 

(b) subsidies contingent, whether solely or as one of several other conditions, upon the 

use of domestic over imported goods. (Agreement on Subsidies and Countervailing 

Measures, 3.1) 

 

It is abundantly clear that subsidies for corn and ethanol both qualify as wrong under these 

definitions. First, the corn subsidy increases ad valorum upon increases in production of corn to 

be produced. Likewise, the ethanol subsidy, in conjunction with the ethanol tariff support 

domestic production and consumption over imported ethanol from Brazil. Both connections to 

international law are crystal clear. The problem right here does not lie in the language, but rather 

in the exemptions made. Stated in Article 3.1 of the ASCM, it says that the subsidies clauses are 
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valid unless the goods fall under the guise of the AA. Sadly this is not the only case of the AA 

getting in the way of successful combatting of subsidies in international food markets. Under 

Article 5 and Article 6 of ASCM the WTO prohibits subsidies from creating, “injury to the 

domestic industry of another Member” or from having a, “the total ad valorem subsidization of a 

product exceeding 5 per cent” (Agreement on Subsidies and Countervailing Measures, 5a, 

6.1a).As we saw with the case of Mexico where local farmers had been shut out of their business 

and as well as with the harm done to Brazilian’s wishful exporters the subsidies of corn have 

clearly injured both of those countries domestic industries. Additionally, both Brazil and Mexico 

are longstanding members of the WTO. Article 6, is far weaker than Article 5, but even with the 

low threshold of the subsidy only needing to be 5% of the entire product and for it to be ad 

valorem (discounting loan guarantees etc.) the United States would still qualify. Article 6.9 of 

the agreement mimics 3.1 fully removing agricultural subsidies from the international 

agreement. This is irresponsible and gives the incorrect and contradictory idea that even though 

corn subsidies have drastic effects on domestic industries and is clearly heavily supported by the 

federal government, only agricultural products are deemed not an “adverse effect” or doesn’t 

qualify as a “serious prejudice”. This double standard flouts the rule of law and the essential 

understanding of the rule of law that everything is equal under the law. There is no rationally 

based argument that can justify putting agriculture over every single other billions of numbers of 

items that are exported or imported globally. To further confuse the issue, the problem of which 

document the regulation of corn subsidies and ethanol subsidies lies under is very confusing. So 

much so that experts in international law have frequently expressed their troubles with the legal 

ramifications. Commonweath, a think tank points out its own frustrations: 
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The WTO disciplines governing the production and trade in biofuels are not clear and 

leave considerable ambiguity as to whether biofuel subsidies are WTO compatible, and 

whether they amount to cross-subsidisation under the WTO Agreement on Agriculture. 

Specifically, the classification of biofuels as agricultural, industrial or environmental 

goods and the nature of the subsidy involved remains a key issue as it would determine 

the relevant and applicable WTO trade rules. Biodiesel is considered as industrial goods 

(under Chapter 38) covered by the WTO Agreement on Subsidies and Countervailing 

Measures (SCM), while ethanol is an agricultural product under HS Chapter 22 and 

therefore subject to the SCM Agreement and Annex of WTO Agreement on Agriculture, 

which contains more specific disciplines on subsidies. (Rudaheranwa, 2009) 

 

To help to fix the problem the sections each of the sections referencing the exemptions for 

agricultural products needs to be immediately struck. Nowhere in international legal doctrine is it 

fine for the international community to deep a particular group of products to be vastly more 

important than others to consider it disqualified from applying.  

 Under AA, the more troubling of the two documents, there is extreme amounts of 

clarification needed for a full understanding and clear adjudication of the law. Unlike ASCM, 

AA is not clear in any sense of the word. Article 9.2bi on Export Subsidy commitments tends to 

be so ambiguous that it necessarily fails to communicate and therefore fails to do its job. It 

makes one point undeniably clear: ambiguity is a strength for protectionists. First off, the article 

calls for “reduction commitments”. Unfortunately, these reduction commitments have to fall 

under the state’s general Membership Schedule, which was arranged when the country first 

attained WTO status. What this does is it undermines the reduction because some countries were 

given much longer schedules to reduce agricultural policies when they first joined which is a 

way of, again, undermining the equal protection under the law value that is upheld by any decent 

legal system. In a confusing fashion, Article 10.1 states emphatically, “Export subsidies not 

listed in paragraph 1 of Article 9 shall not be applied in a manner which results in, or which 

threatens to lead to, circumvention of export subsidy commitments; nor shall non-

commercial transactions be used to circumvent such commitments” (Agreement on Agriculture, 
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10.1). 10.1 is a complete contradiction to the vague section 9 which does not really mention or 

cover any description of any agricultural subsidy. Rather, this gives a free pass to any country 

who wishes to pursue agricultural subsidies. Article 13b and 13c almost fully exempt a country 

to place countervailing duties on a country that uses subsidies because again it is based off the 

Member Schedules. So it is essentially entrenched in law that since the United States has had 

these subsidy policies in place and there is nothing in their reduction schedule that they cannot 

increase subsidies for emergency situations or other non-qualified terms meaning the reductions 

are indefinite and almost certainly never going to happen. In each of the respective sections the 

writers of the law need to be more specific in what kind of subsidies they are referencing, 

additionally they need to strike the mention of the Member Schedules and replace it in favor of a 

program that will affect each country equally instead of assuming some countries are above or 

below the law – a highly discriminatory policy.  

 Now we have spilt much ink over the subsidies issues but none over the ethanol mandate 

and it is for a very simple reason: no international trade law forbids the use of mandates. It is 

easy to imagine why. Not all mandates would have such and effect on production of a particular 

good. But that is because most mandates regulate the quality of the good produced instead of 

mandating that a good be produced. This is a careful distinction with enormous implications. 

Take the example of car regulation. Let’s say there are two different laws. One says ‘car 

companies must ensure a seat belt in each car’, let’s call that law “A” and law “B” instructs ‘car 

companies must produce a seat belt using leather’. Both regulations would ensure that all cars 

have a seat belt but B is done in such a way that it demands one particular resource to be used in 

its construction. Just like in the ethanol case, people would flock to produce leather which in this 

case could have environmental problems from the killing of cows. What the WTO needs to do is 
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construct new legislation in the next round of trade deals that specifically bans bureaucracies and 

governments from mandating the production of a particular good under the threat of fine, levy or 

other punitive action. This last law would be the easiest for all to agree upon because it only 

focuses on a couple of countries, like the United States and would be a new agreement instead of 

editing an already existing agreement that was voted upon with consensus.  

9 CONCLUSION 

In conclusion, the problem of corn subsidies, ethanol subsidies and ethanol mandates change 

the incentives of the United States domestic corn and fuel markets. Instead of letting the invisible 

hand do its work the government has decided it knows better. Unfortunately, their choices have 

had unintended results unforeseen by many politicians. The economic analysis shows that this 

problem within politics has solutions within our very own government’s philosophy and policies 

as well as international law. After examining the problem from an economic point of view, there 

are many obvious problems that we can glean from observing corn subsidies for ethanol. The US 

policy caused a shortage of wheat, a main staple of world food, and to cause a surplus of corn as 

a result of subsidization. Subsidies in and of themselves aren’t “bad” because they can be useful 

if they give a surplus of positive externalities. But after the analysis of the effects, the positive 

externalities seem non-existent. Meddling in the free market had adverse effects causing wheat 

prices to rise globally contributing the Global Food Crisis of 2008 and the subsidies will 

continue to starve many around the world in the future. Another effect is how our non-free 

market policies have created unemployment for farmers in Mexico as a result. But, with faith, 

the people of the United States believe that governments can enact policies that benefit them, like 

producing more ethanol. But even the benefits of ethanol are mitigated by its high cost at the 
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pump and the ensuing water crisis as a result. It does not even pass academia’s test for being a 

clean energy. Corns’ cheap global prices as a result of United States subsidies provide benefits to 

consumers but this does not outweigh the detriments of high wheat prices and uncompetitive 

trade leading to unemployment. Subsidies persist as an economic policy for a reason even with 

the negative externalities that are caused. Causes such as U.S. elections, the failure of the World 

Trade Organization, and the problems with NAFTA keep the cycle of subsidies rolling. The most 

prevalent causes rent-seeking and election manipulation are unavoidable costs. Because we live 

in a democracy and without eliminating rights it is hard to get rid of these processes. It was once 

said that a few committed people could change the world, yet the irony is that a few committed 

and well-funded people can also ruin it.  The real impacts come from countries actually abiding 

by the rules and the organizations in charge to enforce them, such as the WTO. As we 

discovered the WTO rules guiding subsidies and agriculture are unclear and incomplete making 

it impossible for the WTO to fix the root of the problem. The WTO needs to be more specific 

and needs to reduce the sovereignty of countries by removing acknowledgements of the 

discriminating schedules and focus only on lasting solutions that every country is bound to 

regardless of the domestic government. Lastly, the solution of changing the way our government 

conducts policies is the most challenging of them all. The reason is because it is dependent on 

the American people and the leaders of our country. Americans need to change the way they 

view policies: there are policies for freedom and there are policies that are not. In American 

government, the ideas are drawn from the psyche of the people. Without people there is no 

representative in a republic. The challenge is that Americans need to be more educated on 
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policies such as ethanol, change their psyche and demand a change from the government. 

Inconsistent policies reflect an inconsistent population with troubled views and values.   
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11 APPENDIX 

11.1 RAW DATA INPUT INTO SAS 

 

Year Percent Price Production Subsidy Mandate Oil Prices 

1980 0.5 3.11 175 1 0 106.36 

1981 1.1 2.50 215 1 0 92.10 

1982 1.7 2.55 350 1 0 77.21 

1983 3.8 3.21 375 1 0 68.32 

1984 3 2.63 430 1 0 64.75 

1985 3.1 2.23 610 1 0 58.54 

1986 3.5 1.50 710 1 0 30.80 

1987 3.9 1.94 830 1 0 36.54 

1988 5.8 2.54 845 1 0 29.45 

1989 4.3 2.36 870 1 0 34.58 

1990 4.4 2.28 900 1 0 41.40 

1991 5.3 2.37 950 1 0 34.70 

1992 4.5 2.07 1,100 1 0 32.09 

1993 7.2 2.50 1,200 1 0 27.13 

1994 5.3 2.26 1,350 1 0 24.71 

1995 5.3 3.24 1,400 1 0 25.72 

1996 4.6 2.71 1,100 1 0 30.50 

1997 5.2 2.43 1,300 1 0 27.17 

1998 5.4 1.94 1,400 1 0 17.10 

1999 6 1.82 1,470 1 0 23.20 

2000 6.3 1.85 1,630 1 0 37.19 

2001 7.4 1.97 1,770 1 0 30.40 

2002 11.1 2.32 2,130 1 0 29.64 

2003 11.6 2.42 2,800 1 0 35.22 

2004 11.2 2.06 3,400 1 0 46.60 

2005 14.4 2.00 3,904 1 1 59.88 

2006 20.1 3.04 4,855 1 1 67.63 

2007 24.5 4.00 6,485 1 1 72.30 
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11.2 SAS CODE 

Proc reg data=one; 

 Model Price= YEAR PERCENT PRODUCTION SUBSIDY MANDATE OIL_PRICES; 

RUN; 

11.3 SAS REGRESSION OUTPUT 

 

 

 


