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The unimportance of
trade preferences

Anna K. Dickson

In 1975 the EU operated a pyramid of preference in terms of market access
and disbursement of development assistance to non-member states. The ACP
countries were at the top of this pyramid, enjoying the most preferred status
in the EU market for their exports, including duty free access for all industrial
products and 80 per cent of agricultural exports. In addition there were special
Protocols for bananas, sugar, beef and rum which guaranteed access to the EU
market for specific quotas of these products.

It is now argued that the ACP no longer occupies this position, or at least
that the pyramid has changed shape. Hill, for example, argued that there are
now concentric circles of favoured nations rather than a pyramid (1993: 324).
Other partners are being offered virtually the same level of preferences, and
tariffs have in general been gradually lowered throughout the period. For
example, the Community has offered a GSP scheme since 1971, which allows
preferential access for industrial exports (and limited agricultural exports)
from all developing countries. Extension and enhancement of the GSP meant
that the tariff difference between Lomé and the GSP became only 2 per cent
(Dickson, 2000). Many ACP states will have their preferences further reduced
under the Cotonou Agreement and will probably enter new reciprocal regional
or sub-regional agreements by 2008. Thus the comparative advantage which
the ACP states had in 1975 has been significantly eroded.

This chapter seeks to identify the main determinants of EU trade policy in
relation to the developing countries. It asks why the EU has adopted trade 
liberalisation (and the conclusion of regional and sub-regional partnership
agreements) rather than any other option for the future of its relations with
the ACP, and in stark contrast to previous policies. The working hypothesis is
that the EU has committed itself publicly to trade liberalisation for a number
of reasons. In part this occurred as a result of external pressures – for example
to reform the CAP – which increased during the Uruguay Round of GATT
negotiations. The Commission is keen to be seen to be moving in the right direc-
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tion in order not to draw too much attention to its own illiberal policies. In
addition, the Lomé preferences are seen not to have worked and, in the context
of external pressure, no alternative option has been considered viable. Finally,
overlying these two factors, the end of the Cold War has provided the oppor-
tunity to reassess development cooperation in general and the ideological
climate of development policy has shifted significantly since 1989. This has
obvious implications for future agreements with developing countries.

The first part of this chapter looks at the general policy environment in
which EU policy towards the Lomé countries has been made. Whereas in 1975
the EU was prepared to go against the prevailing norms of the international
system, by 1990 this was no longer the case. The following section then looks
at the trade-related directorates and their contribution and response to the
phenomenon referred to here in shorthand as ‘trade liberalisation’. This
includes trends towards the removal or elimination of trade preferences and
the ideology underlying this which is reflected in and created by the
GATT/WTO.

The trade-related directorates within the European Commission have been
the driving force behind the changes in the nature of the Lomé agreement.
Their view is that the goal of integrating developing countries into the world
economy will not be achieved by continued preferences, except for the poorest,
but by the gradual introduction of reciprocity within regional or sub-regional
agreements and, above all, WTO compatibility. Along with the assumption
that the existing preferences have not been successful in their developmental
objectives, the Commission now seeks to change the basis of cooperation
between the two groups (CEC, 1997).

The Commission has presented these changes to the ACP as though no
other alternative exists. One point made in this chapter is that the choice is a
political one and is by no means inevitable. The chapter provides an analysis
of the political interests at stake in the trade liberalisation debate. In particu-
lar it identifies the CAP as the centrepiece of a significant political debate about
how best to protect domestic interests from the vagaries of the world market
while subscribing to the principles of economic liberalism.

Finally, a case study of the Banana Protocol is offered as an example of the
type of choice with which the EU is faced. The experience of the banana
dispute in the WTO is symbolic as it demonstrates that the substantive inter-
ests at stake in the CAP and the commitment to trade liberalisation override
concerns about development and the socioeconomic costs of losing trade pref-
erences for the ACP.

The dominance of the market economy and the influence of
the neo-liberal economic agenda in the EU

The 1975 Lomé Convention represented a particular way of thinking about
trade and development which went against the post-war liberal consensus on
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the conduct of international affairs. In particular it challenged the norms of
reciprocity in trade and the most favoured nation (MFN) principle which the
GATT upheld. Lomé embodied the idea that special measures need to be put in
place in order for the more economically disadvantaged countries to benefit
from the international system. Not only was special and differential treatment
accorded to the ACP, but programmes of compensation for commodity price
fluctuations (Stabex and later Sysmin) were put in place along with guaran-
teed access to the European market for key products, in the case of sugar at EU
support prices. In stark contrast to Lomé’s predecessors, the Yaoundé Conven-
tions, the preferences were non-reciprocal.

One might reasonably ask why such a unique programme of assistance was
agreed to when it was clearly in contradiction to the prevailing norm in the
international system. There are two main reasons. First, the Lomé Convention
was concluded at a time when the call for a NIEO placed the North–South
debate at the forefront of world attention. While the NIEO demands largely
went unheeded by the North, the EEC tried to respond collectively and posi-
tively. It interpreted the demands in terms of providing exemptions from long-
established rules of the world economy and increasing trade and aid. Lomé
was, in many ways, a response by the EEC to that debate. Furthermore, the
negotiating position of the ACP states was enhanced by extensive commodity
shortages, exemplified by OPEC, which facilitated the conclusion of a trade
chapter that guaranteed the continuation of traditional trade preferences and
non-reciprocity in new preferences.

Nevertheless, there were also important historical antecedents to the Lomé
Convention. These lay in specific agreements between Britain and France and
their former colonies which both member states wished to prolong. The
Yaoundé Conventions are often regarded as French creations while the UK
accession was predicated on the inclusion of an association agreement for the
non-Asian developing Commonwealth (Dickson, 1995). However, when Lomé
I was signed the European Community was a mere nine member states. It has
since become fifteen, with future enlargement on the agenda. It follows that
the interests of the EU will have changed as membership has grown. In par-
ticular, whereas French and British interests could prevail upon the Commu-
nity in the 1970s this is no longer consistently the case.

The assumptions embodied in Lomé subsequently became unpopular with
the EU for all but the least developed states. Part of the reason for this is that
since the 1980s there has been a dramatic shift in development thinking in
both North and South. Neo-liberalism emerged in the North in response to the
crisis of welfare capitalism in the 1970s. According to this perspective, the way
forward was to dismantle the welfare state and embrace the global market.
Neo-liberalism also impacted upon development studies in what John Toye has
called the ‘counter-revolution’ in development economics by which Third
World states were advised to liberalise their economies and find their compara-
tive advantage (Toye, 1987). The inability of dependency theory to explain 
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the rise of the newly industrialisation countries (NICs), and the failure of most
socialist and inward-oriented industrialisation experiments, made protection-
ism unfashionable. Instead, the success of the NICs was viewed as a green light
for market-oriented policies, while the debt crisis and the lost development
decade (the 1980s), in which the real incomes of many Third World states
decreased, constituted a further case against state-led development.

Neo-liberalism argues against two important assumptions of development
theory: that the Third World constitutes a special case and should therefore be
offered special concessions, and that the state should play a major role in eco-
nomic development (Slater et al., 1993). This paradigm became the dominant
one in the World Bank and the IMF through the 1980s and 1990s: ‘the new
vision of growth is that markets and incentives can work in developing coun-
tries. But they are filtered through government policies and agencies, which,
if inappropriate, can reduce or even negate the possible benefits’ (Toye, 1987:
48). Thus poor development performance is due not to a hostile international
system, as dependency proclaimed, but to incorrect government policies in
developing countries. In 1996 the IMF proclaimed that ‘the robust growth in
many developing countries [mostly in Asia] was seen as having been associ-
ated with increased openness and greater integration into the global economy
. . . Strong and consistent reform and stabilisation efforts had promoted
increased openness’ (IMF, 1996: 26). The practical implications of this view
manifest themselves in World Bank and IMF policies of structural adjustment
(SAPs; see chapter 2).

This debate has not bypassed the European Union. In 1990 support for
structural adjustment was introduced in Lomé IV. The conclusion of Lomé IV
negotiations coincided with the collapse of the Berlin Wall and the dramatic
events in Eastern Europe. The so-called ‘triumph of democracy’ added fodder
to the belief that more emphasis should be placed on democracy and market-
based economies. Subsequently, in the revised Lomé IV a new clause on 
the essential nature of democracy was added, along with the possibility of
suspension from the Convention if sufficient progress towards democracy or
human rights observance was not achieved.

In 1992 the TEU set out for the first time the objectives of a common 
development cooperation policy designed to harmonise relations with all de-
veloping countries. These are: to foster sustainable economic and social 
development, the gradual integration of developing countries into the world
economy and the alleviation of poverty. In addition it is declared that Com-
munity policy should contribute to the general objective of developing and
consolidating democracy, the rule of law and the observance of human rights
(TEU, Title XVII, Article. 130u). As objectives they are not exceptional, rather
they are more or less universally acceptable and in line with the development
policy objectives of the member states and the wider donor community. These
objectives apply to relations with all third parties. They are part of an ongoing
process to make development policy more consistent. In so doing they effec-
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tively begin to end the special status accorded to the ACP states. It is ironic that
in this long awaited declaration of common objectives for development policy
the EU ceases to be unique as a donor.

The campaign against poverty is a declared priority for Community devel-
opment policy and of the new Cotonou Agreement. However, the nature of the
link between anti-poverty policies and trade policy is not self-evident. The Com-
munity views integration into the world economy as the chief means by which
poverty and exclusion can begin to be alleviated. To this end the economies of
the developing countries should be made more liberal and the Community will
assist in establishing the appropriate institutional framework to achieve this.
Trade preferences, which are seen not to have worked, will be granted accord-
ing to need and phased out when that need is judged to exist no longer (CEC,
1994).

Regional cooperation, along with the creation of regional and sub-regional
groups within the ACP, is another means by which integration into the world
economy will be promoted (McQueen, 1998; Oden, 1999). Regionalism is
viewed by the EU as a way of bolstering structural transformation in the ACP
states. That is, any regional agreements entered into must be consistent with
globalisation and will probably reinforce the implementation of structural
adjustment policies. As yet it is unclear whether the proposed regional agree-
ments will substantially benefit the developmental goals of the ACP although
the EU will benefit from access to new markets (McQueen, 1998).

The priorities outlined in the TEU translated more or less directly into the
negotiations for a successor to the Lomé Convention which began in 1988. In
relation to trade the EU entered the post-Lomé negotiations with three objec-
tives. Firstly, to create an agreement which was more effective at promoting
trade than the existing Lomé preferences had been. The general feeling in the
Community was that the preferences had not been as successful as intended.
ACP states have not fared as well as states without similar levels of preferences.
The ACP share of the world market fell from 20.8 per cent in 1975 to 9.7 per
cent in 1995. The ACP share in the EU market also fell, from 7 per cent in 1975
to 3.7 per cent in 1992 and 2.8 per cent in 1995. However, certain key prod-
ucts take up a large percentage of the EU market, including coffee, where the
ACP share of the EU market was 38 per cent in 1993, and cocoa, where the
ACP share was 79 per cent in 1993. In addition, the ACP share of EU devel-
oping country imports fell from 14 per cent in 1990 to 9 per cent in 1995,
even though the ACP accounted for 40 per cent of developing countries. In
contrast, non-ACP developing countries increased their share of EU imports
from 9.4 per cent in 1974 to 17.1 per cent in 1989 (Grilli, 1993: 162). These
generally pessimistic results are seen to confirm ‘the unimportance of being
preferred’ and have led to a disenchantment with trade preferences as a means
of assisting developing countries (Davenport, 1992).

However, it is not clear that preferences per se have failed and indeed there
are some declared success stories among the ACP group, including Mauritius,

Anna K. Dickson

46

EUD3  10/28/03  2:41 PM  Page 46

Anna K. Dickson - 9781526137340
Downloaded from manchesterhive.com at 05/25/2023 03:10:42AM

via free access



Zimbabwe, Côte d’Ivoire, Botswana, Fiji and Jamaica. Stevens (1994) argues
that the case against trade preferences has been overstated. The poor per-
formance of the ACP in EU markets is more a reflection of the fact that ACP
exports are heavily concentrated in the commodity sector where international
demand is stagnant and prices, in particular for oil, have declined. The revi-
sion of Lomé IV in 1995 sought to address the unsatisfactory position of the
ACP in non-agricultural products. More emphasis was placed on industrial
transformation and diversification as well as on the creation of an enabling
environment.

There has also been a decline in the relative value of preferences over time,
both absolutely (reduced support prices) and in relation to other groups of
developing countries (the extension of the GSP). It is the more developed coun-
tries (such as Kuwait, China, India, Brazil and Singapore) which have been 
best able to take advantage of this scheme because of the strict rules of origin
criteria. Thus analysts have concluded that the GSP scheme has in fact diverted
trade away from the least developed countries (Heidensohn, 1995: 145). Inter-
estingly, while the Community is arguing that preferences have not worked it
is still prepared to offer them to the poorest countries.

The EU was keen to make any new trade agreement effective in promoting
trade. This objective was bound by the second declared objective, which was
that all new or revised agreements and preferences must be made WTO com-
patible. The EU faced external manifestations of global liberalism which sup-
ported and justified this new orientation in development policy. The trend
towards trade liberalisation which began in the mid 1980s gathered pace with
the start of the Uruguay Round in 1986. The establishment of the WTO in
1995 reflected and reinforced this trend. There is now a contradiction between
the desire to meet obligations to the ACP and a commitment to economic lib-
eralism. This contradiction was played out most vocally in the banana dispute
between the EU and the US in the WTO (McMahon, 1998). The conflict was
resolved in favour of economic liberalism.

Lomé-type preferences are said to be in breach of Article XXIV of the GATT,
which states that all trade agreements must be based on reciprocity. Any 
non-reciprocal trade agreements can exist only by the granting of a waiver.
Furthermore, special trade concessions for developing countries are permis-
sible only if they are granted to all developing countries (again, unless there is
a waiver) according to Part IV of the GATT (otherwise known as the enabling
clause of 1979). The Lomé Convention as a whole had a WTO waiver until
2000. The EU and ACP are in the process of obtaining a waiver to cover the
transition period until the start of the new agreement(s) in 2008.

Thirdly, the EU also claimed that it had no wish to dissolve a partnership of
over twenty-five years but that the partnership would nevertheless change in
orientation. In particular, the EU stated that there are limits to preferences in
an environment concerned with trade liberalisation. However, trade liberali-
sation should be seen primarily as a political phenomenon; that is, one which
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is driven by political processes and requires political will to implement. Thus
EU policy both accommodates liberalisation and helps to create the rules and
regulatory framework for it. In this sense the EU is inseparable from the devel-
opment of the broader world trade system, particularly as the world’s largest
trader. The EU on the one hand may defend its particular interests, such as the
CAP, or indeed sometimes the ACP, but also benefits from upholding the 
multilateral system which it wishes to strengthen. The remainder of this
chapter explores the manifestations of this tension in relation to the post-Lomé
debates and the new Cotonou Agreement.

Trade-related directorates: the bureaucratic level

The Commission is the chief initiator of policy and, as such, is a key actor in
the policy network and a main target for external lobbying activities by actors
such as NGOs, private corporations and third parties. In the WTO the EU is for-
mally represented by the Commission although each member state is also a
member. Trade policy thus has many overlapping layers, including the rela-
tionship between member states and the Commission, the institutional politics
of the Commission and external influences.

In the Commission there are a number of directorates which deal with what
may loosely be called external relations with third countries and groups of
countries. The chief one for development is DG Development; however, DG
Trade has responsibility for negotiating the trade component of external agree-
ments. In addition there is the DG for external (mainly political/security) 
relations DG Enlargement, along with the European Community Humanitar-
ian Office (ECHO) and the newly created EUROPE AID, both of which deal 
with the allocation, disbursement and assessment of aid to third countries. 
The various external relations commissioners meet regularly to coordinate
Commission positions.

In 1996 the Commission produced a discussion paper on the future of
ACP–EU relations. Commonly referred to as ‘the Green Paper’ (CEC, 1997), 
the text marked the start of a fundamental shift in the Commission position
on Lomé from a partnership based on contractuality towards a neo-liberal
approach which is not dissimilar to that which guides the Bretton Woods insti-
tutions. Of course, in 1990 the EU had already introduced structural adjust-
ment in Lomé IV and in 1995 political conditionality was strengthened in
Lomé IV bis, but the main trade features of the Convention had remained
intact. The Green Paper argued that the Community still had an important role
to play in the field of development. However, the changing international
context plus the fact that preferences have not been as successful as intended,
meant that this role must change. In relation to trade the paper argued that

a broader approach to trade cooperation, linked to operations to support struc-
tural adjustment and the private sector and reflecting the ACP countries’ need
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to create political and institutional conditions conducive to foreign investment,
should help improve their ability to take advantage of trade preferences and,
moreover, to diversify their external economic relations. (CEC, 1997: 12)

The Green Paper put forward a number of options for the future trade rela-
tions between the two groups. These included the principle of differentiated
reciprocity between the EU and regional groups of ACP countries. The intro-
duction of the principle of reciprocity signalled the beginning of the end of the
preferences that made Lomé unique. The proposed regional agreements reflect
the growing importance of free trade agreements in the post-Uruguay Round
period. Various authors heralded a ‘new regionalism’ in international trade
(Hettne et al., 1999). This proposal became codified in the idea of Regional 
Economic Partnership Agreements (REPAs) during the subsequent EU–ACP
negotiations.

Following the Green Paper there were a number of discussions in Europe
and the ACP states. In these discussions the Commission repeatedly stressed
the need for any new agreement to be WTO compatible. Nevertheless, it is pos-
sible to discern a shallow u-turn in the Commission between the publication
of the Green Paper (1996–97) and the eventual recommendations (1998),
where more emphasis was placed on the social dimension of development
(Elstrom, 2000; interviews DG VIII, 1998). In addition, any suggestion that
the ACP group should be disbanded was clearly rebuffed by the affirmation of
the group at the ACP Conference of Ministers in Libreville in December 1997.
Subsequently the EU proclaimed its desire to maintain a ‘special relationship’
with the ACP in the negotiating mandate.

The final Commission negotiating mandate stressed the importance of inte-
gration into the world economy. The assumption is that preferences are excep-
tions rather than the rule and that the ACP must become competitive in the
world market. Thus the Cotonou Agreement provides for the setting up of new
trade arrangements ‘characterised by the progressive abolition of obstacles to
trade between the parties, in accordance with WTO rules’ (Goulongana, 2000:
5). The implications of this for the ACP are that only the least developed states,
defined according to per capita income rather than structural considerations,
will be eligible for preferences. In 2002 all other ACP states are supposed to
enter into negotiations for new regionally based agreements which are to enter
into force in 2008.

Furthermore the Community’s GSP scheme will be enhanced for those LDCs
not participant to a REPA. The ‘super-GSP’ will thus give to non-ACP least
developed countries benefits equivalent to those of Lomé. ‘The Council and the
Commission will start by the year 2000 a process which by 2005 will allow
duty free access for essentially all products from all LDCs building on the level
of existing trade provisions of the Lomé Convention’ (CEC, 1999 2:2). This
process then brought forth a Commission proposal for the EU to grant tariff-
free and quota-free market access for ‘everything but arms’ exported by LDCs
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(CLONG, 2000: 19). In extending the benefits of Lomé to all developing 
countries, the development policy of the EU becomes more WTO compatible.
Nevertheless it should be noted that most LDCs are already members of the
ACP and so the extension of the GSP and of the ‘everything but arms’ proposal
only serves to include nine additional LDCs.

In the Commission, and the external relations directorates in particular,
there has been a clear shift in ideology since the end of the 1980s. The tradi-
tional pyramid of preference approach by which the ACP was granted the most
preferred status has been replaced with an approach designed to treat all third
parties equally, in line with WTO regulations. The twin principles of non-
discrimination and reciprocity are interpreted in such a way as to leave little
room to dispute the notion that more free trade is necessarily better for all
developing economies. Nevertheless there remain different emphases between
the external relations directorates.

DG Trade is a key player in terms of the importance and benefits of free trade
and negotiates the trade component of the post-Lomé agreements. It stated
that, ‘the rule-based, open, multilateral international trade system is the key
factor in EU and global prosperity’ (CEC, 2000a). It would like to see the advan-
tages of this system extended and is keen to promote a new round of trade
negotiations which should entail concrete benefits for LDCs, including
improved market access and measures to address supply-side constraints
facing developing countries. To this end the Community adopted the Every-
thing but Arms Initiative in February 2001. This provides duty-free entry for
all exports (except arms) from LDCs into the EU market. The value of prefer-
ences for developing countries, on the other hand, will decrease over time as
MFN rates are cut. In order to provide some special and differential treatment,
the EU will provide greater certainty and predictability that those reductions
will be progressive (CEC, 2001a, 2001b).

The new Partnership Agreements with the ACP are designed to enable the
ACP states to manage the challenge of globalisation and adapt progressively
to the new conditions of international trade, thereby facilitating their gradual
integration into the world economy. As such, in the new agreement there is an
eight-year preparation period during which barriers to trade will progressively
be removed and cooperation in trade-related areas will increase. Consequently
the Stabex and Sysmin compensatory schemes have not been renewed. The
Sugar and Beef Protocols are maintained provisionally although they will be
re-examined in the context of the new trade agreements. The Rum Protocol
has not been renewed and there is a new Banana Protocol.

DG Development presents a slightly modified approach to trade liberalisa-
tion, with greater emphasis on poverty reduction. Speaking to the World Bank
development Committee in April 2000, Commissioner Nielson said that the
objective was ‘globalisation with a human face’. He went on to say that ‘while
there is no alternative to an open and liberal world economy, this is not an end
in itself. Political action is required to harness not only the potential and oppor-
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tunities offered by the global economy, but also to limit the transition costs and
ensure benefits accrue to the poor’. Furthermore, he argued, the EU is ‘actively
following this [World Bank] approach in the framework of the country strat-
egy papers for developing countries’ (CEC, 2000b).

The main difference between the old Lomé and the Cotonou Agreement is,
according to the Commission, the view that aid is a leverage for trade. The
emphasis will therefore not be on new or novel trade facilities, but rather will
lie in aid designed to facilitate the objective of integrating developing countries
into the world economy. Aid will be concentrated on the poorest countries,
while those countries where poverty is declining will be encouraged to pursue
WTO-compatible integration into the world economy and greater links with
the private sector. Thus, according to the Commission, ‘the fight against
poverty requires markets to deliver growth and policies to deliver equity’ (CEC,
2000b).

The politics of trade preferences and the CAP

While trade has historically been a central component of the EU’s relationship
with the South, the Lomé trade preferences were relatively risk free for the EU.
They were offered primarily to poorer or small economies which could not
make significant incursions into the EU domestic market. In addition there
were safeguard clauses which could resolve any problem, for example a 
significant increase in the export of any product to the EC, should it arise
(Edwards and Regelsberger, 1990).

The preferences have therefore not been economically costly to the EU.
Where costs exist, they have been political. Such costs lie partly in the main-
tenance of a system which is attractive to only a few member states. The main
proponents and defenders of Lomé have historically been Britain and France,
which have also historically been influential players in the EU, but which are
no longer capable of overriding the concerns of a larger number of states with
no particular colonial ties and no interest in perpetuating what is now viewed
as an outdated basis for cooperation. This is exacerbated by the fact that British
and French interests are no longer so clearly aligned with their ex-colonies.

The changing hierarchy in trade preferences indicates another political
cost. The member states have become increasingly interested in the southern
Mediterranean and north African countries in recent years. In particular they
acknowledge that poverty in the region, coupled with high fertility rates, will
lead to migration into Europe, legally or illegally. In 1990 the Commission
declared that ‘the most important way to improve the economies of the north
African countries is to increase economic cooperation, that is, aid and invest-
ments, and, especially to radically reduce restrictions on imports of goods’
(Nedergaard, 1993: 36). There are also political concerns to safeguard market
reforms in Eastern Europe and significant steps have been taken towards trade
liberalisation with Eastern Europe in this regard.
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Importantly, the EU is ‘a key player in world trade negotiations and the prin-
cipal driving force behind the proposal to establish the WTO’ (Cameron, 1998:
19). The hypothesis here is that the end of preferences has its substantive cause
in the external pressure from the GATT/WTO to reform internal policies such
as the CAP. That is, the Community is now being asked to justify these prefer-
ences to third parties, such as the USA and indeed the WTO Dispute Settlement
Body, and in the process having its very own system of protecting farmers and
farm incomes questioned. When faced with a choice between fighting to 
maintain preferences to third parties and defending domestic preferences, the
Community would rather do the latter.

The Common Agricultural Policy is symbolic of the values upon which the
EU was founded. It has among its objectives the maintenance of reasonable
farm incomes, the raising of agricultural productivity and the stabilisation of
markets (demand and supply) as well as the abolition of barriers to trade
(Treaty of Rome, Article 36). In short, it is welfare state institution, designed
to provide the EU with a certain level of food security and to secure rural liveli-
hoods. Yet despite being the original ‘common’ policy of the EU, the CAP is also
the means by which member states defend national agricultural policies. It is
a means by which member states attempt to reduce the impact of unstable
agricultural markets on their own domestic constituencies – in particular, the
strong and well-organised agricultural producer groups in France and
Germany (historically consumer groups have not been as strong or as well
organised). Thus national political interests play a key role in the determina-
tion and extent of CAP reform within Europe (Grant, 1997).

In the GATT/WTO it is the Commission which has competence over 
agricultural negotiations, although of course there continues to be tension
between the Commission and Council, as exemplified during the Uruguay
Round negotiations (Woolcock and Hodges, 1996: 302). Importantly the Com-
mission championed the creation of a new multilateral trade organisation
(which became the WTO) and the principle of globalism by which the whole
agreement, rather than select parts of it, must come into effect. This reflected
not only a desire to discipline the US, but also a willingness to accept multi-
lateral discipline over its own internal agricultural policies (Woolcock and
Hodges, 1996: 311).

Although the CAP has been subject to successive challenges in the GATT, it
remains important to the EU, and to member states and the Commission’s DG
Agriculture in particular. The current Commissioner for Agriculture, Frans
Fischler, maintains that the EU is not prepared to sacrifice the European model
of agriculture on the altar of liberalisation. Although it is keen to have a new
round of negotiations, the Union wants a balance between progressive reduc-
tions in support, protection and non-trade concerns (CEC, 2000c). This posi-
tion is indicative of an ongoing dilemma within the EU and many Northern
states. On the one hand, there is a desire to promote a rule-based, open trading
system. On the other hand, while pressing the developing countries to open
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their markets the EU wants to protect its own strategic markets such as agri-
culture. This dilemma is obvious in the case of the banana trade war discussed
below.

The banana trade war, 1993–991

It is in the context of trade liberalisation that the banana trade has risen to
prominence in recent years. In particular there is an ongoing trade dispute
between the EU and the United States through the GATT, and more recently
the WTO, over the Community’s banana regime. Through this system, imports
of the fruit into the EU are strictly controlled by quotas and tariffs. The ration-
ale behind the regime is to protect former European colonies and the French
Overseas Department within the structure of the international banana
market. The ACP states have been granted preferential status for the export of
bananas into the EU since Lomé I. While fears of commodity shortage have
now subsided, there is still arguably some sense within the EU that the ACP
countries deserve some support for historical and developmental reasons
(Coote and LeQuesne, 1996).

The economic reason for preferential treatment lies in the dramatically 
different modes of production utilised in the Caribbean and Latin America. In
the Caribbean most farmers grow their fruit on farms of five acres or less. 
Furthermore, because of the topology of the islands, the plots are often steep
and the ground unsuitable for any crops other than the versatile banana plant.
In contrast, Latin American or ‘dollar bananas’ are grown on large plantations
which accrue significant economies of scale; production costs in the Caribbean
are, consequently higher (Godfrey, 1998).

In addition, three giant transnational corporations dominate the produc-
tion of bananas in Latin America, from where 83 per cent of the bananas on
the world market originate (Caribbean Bananas Exporters’ Association
(CBEA), 2000), and consequently world trade. Chiquita Brands and Dole Food
Company (both based in the United States) each have about 25 per cent of
international trade. Del Monte Fresh Produce, a company now owned by a
Chilean conglomerate and with its capital based in the United Arab Emirates,
has about 15 per cent of the market. The dominance of the companies in the
region is such that they can influence government policy directly, in order to
keep down wages and minimise social and environmental requirements. In
contrast, productivity in the Caribbean is much lower. But because most farm-
steads are operated by their owners and employ a small number of people, the
working conditions are better while chemical use is lower.

The Windward Islands are particularly dependent on banana production.
Bananas make up 91 per cent of St Lucia’s foreign exchange earnings, 71 per
cent for Dominica, 28 per cent for St Vincent and 13 per cent for Grenada. Fifty
per cent of jobs in St Vincent and 30 per cent in St Lucia are banana related
(Coote and LeQuesne, 1996: 121). The percentage of GDP which is gained
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from bananas is 14.3 in the Windwards as a whole. However, the output of
these countries is remarkably small in comparison to that of Latin America:
the entire output of the ACP countries is equivalent to 10 per cent of
Chiquita’s sales.

The historical basis for the Banana Protocol lies in specific agreements
between Britain, France and Italy and their former colonies. Until 1992 other
Community members controlled their own banana imports. The creation of
the single market posed problems for the Banana Protocol as common export
tariffs were needed. Some states, such as Germany, were used to buying
cheaper dollar bananas from Latin America. The question of how to extend
the banana preferences to the whole of the EC, when some member states
opposed such a move, was compounded by the fact that the stakes were high:
the EU represents the second largest market in the world, with an average
annual consumption of ten kilograms of bananas per person. A more impor-
tant question was how to reconcile the regime with trade liberalisation as
agreed in the GATT and the preferences offered to the ACP under the Lomé
Convention.

An agreement was reached in 1993 whereby Latin American producers
paid ECU 100 per tonne tariff quota on the first 2 million tonnes they imported
into the EU, with a prohibitive ECU 850 per tonne thereafter. ACP imports were
free from tariffs. Maximum quotas were applied to each country but these were
more than the maximum capacity. The solution was designed to allow the ACP
to maintain their advantage primarily in the UK and French markets, while
also allowing Latin American countries to continue exporting the same share
of the market but making expansion of that share costly. However, the Latin
Americans wanted their quota to be raised to 2.5 million tonnes and their
tariffs reduced and filed a complaint with the GATT. The EU managed to reach
an agreement with four of the Latin American countries in return for them
dropping the GATT complaint. In turn this led the US-based trading compa-
nies to raise the issue in November 1994 under Section 301 of US trading law
(the so-called ‘super 301’), saying that the signatories to the agreement with
the EU were being favoured contrary to GATT regulations. The US government
supported their position strongly and threatened retaliatory action.

In January 1995 a World Bank report criticised the EU agreement, stating
that: the costs to the European consumer had risen by $700 million to $2.3
billion since the introduction of a Europe-wide regime; the main beneficiaries
were not the ACP producers, who only received $300 million, but European
trading firms; and that the regime distorted the world market and raised prices.
A report for CBEA claimed that the costs to the European consumer had actu-
ally decreased under the new regime, and that any reform of it in line with US
proposals would spell economic and social disaster for the Windward Islands
(Pantin et al., 1999; see also Godfrey, 1998).

In 1996 the US and the Latin American governments took the issue to the
newly formed WTO. WTO disputes panel decisions operate in the opposite way
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to those of its predecessor, needing a unanimous vote to override them instead
of a unanimous vote of support. The US government stated that its quarrel
was with the EU and not the ACP producers, because the regime was denying
the US companies legitimate business. In May 1997 the dispute panel found
that the EU regime violated WTO rules on nineteen counts. However – its
report did not condemn tariff preferences per se, but the licensing system that
the regime employed to allocate import rights. After an appeals panel upheld
the decision in September 1997, the EU was given until January 1999 to
reform its regime (Chambron, 2000).

In 1998 the EU abolished individual quotas for ACP countries and allocated
857,000 tonnes, tariff free, to the ACP countries, which allowed for about
100,000 tonnes of expansion on existing trade levels. In contrast, the 
other producers were allocated 2.553 million tonnes at a tariff of ECU 75 
per tonne. Beyond these limits ACP imports were to be subject to a tariff of
ECU 537 per tonne, while other bananas were to have a tariff of ECU 737 
per tonne (Chambron, 2000). The US government was furious about the new
proposals, accusing the EU of knowingly creating another unsatisfactory
arrangement in order to stall for time over the lengthy WTO proceedings. The
US Trade Representative stated: ‘The implications of the European Union’s
actions go far beyond this dispute, threatening the effectiveness of the multi-
lateral trading system as a whole’ (US Trade Representative, 1999: 8). The
issue had assumed a new level of symbolic significance in a power struggle
between the world’s two largest economic powers. In January 1999 Ecuador
called for a new disputes panel to investigate the new regime. However, in
March 1999 the United States unilaterally imposed 100 per cent import tariffs
on a number of high-value EU exports to the US. The targeting of unrelated
and innocent industries in the EU was perceived as a cynical new twist to the
story.

The WTO ruling of April 1998 found the EU regime to be at fault and
allowed the US to impose sanctions of an equivalent amount. The Commission
stated that it would not challenge the WTO ruling (CEC, 1999b). The problem
is that while the US is a far more significant trading partner than the ACP
banana producers, the Caribbean countries are very susceptible to any change
in the EU regime. The effects of losing the Protocol will be felt all over the
Eastern Caribbean because of the shared currency, and in the wider Caribbean
community because of their close trading links (Chambron, 2000). The alter-
natives facing Caribbean farmers are migration to towns contributing to 
urban unemployment, emigration abroad or illegal drug cultivation – all 
consequences that ironically the US will suffer from due to its geographical
proximity to the region. The second Banana Protocol (Protocol 5) is a much
shortened and less ambitious agreement recognising the importance of
bananas to the region and agreeing to improve conditions for the production
and marketing of bananas. No banana quotas are allocated by it. In Novem-
ber 2001 the WTO granted a waiver for Article I of the Protocol, which allows
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for continued tariff preferences for ACP imports, and Article XIII permitting
the reservation of the C quota for ACP bananas.

A new regulation was adopted in January 2001 to cover the period up to
2006 and in April 2001 the EU reached agreement with the US and Ecuador
on how to manage tariff quotas during that period. The agreement allows for
a two-phase reduction. Phase one, from July 2001, preserves existing tariffs
and quotas based on historical allocation of licences. Phase two, from January
2002, decreases the ACP quota by 100,000 tonnes. These 100,000 tonnes
move to the B quota which is available to all suppliers. This is intended to finally
lift the US sanctions against EU luxury goods. In January 2006 the regime will
shift to a tariff-only system and the ACP will have to compete against dollar
bananas, unless they qualify for the Everything but Arms Initiative (CEC,
2001c).

The challenge to the Banana Protocol of the Lomé Convention has become
an important event in the history of EU–ACP relations. It could be regarded as
a litmus test of the EU’s political will to defend the interests of the ACP against
those of the USA and Latin American banana producers. The changes to the
Banana Protocol are on the one hand a response to specific challenges made
to the Lomé Convention by the Latin American banana producers and US gov-
ernment. However, this is a simplification of the situation. The EU also faces
external pressure within the WTO to reform its own agricultural sector and
this is impacting on its willingness to uphold agreements with third parties
which have been declared WTO incompatible.

Conclusions

This chapter asked why the EU has chosen trade liberalisation over any other
theoretically possible option. On the one hand, external pressure, evident most
obviously in the banana dispute, is a key factor in changing the trade prefer-
ences offered by Lomé. However, the changes began long before the banana
dispute surfaced. They have their origins in the perceived failure of existing
preferences, along with changes in the international environment since the
1980s, which make the continuation of such preferences difficult. The com-
bined consequence of these factors has meant that the Commission, as initia-
tor of policy, has pushed for an agenda in which trade liberalisation becomes
an objective of development cooperation.

There is more to the story than this. On the one hand the EU has declared
the Lomé preferences largely unsuccessful, without fully acknowledging the
impact of the CAP on wider markets which made it difficult for ACP agricul-
tural exporting states to benefit sufficiently from the preferences. The WTO
ruling on bananas also does not appear to take account of the vulnerability of
small island economies, such as the Windward Islands. Instead it takes a
limited view of the ‘special and differential’ treatment permitted under WTO
rules. On the other hand the EU faces external pressure to reform its own agri-
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cultural policy while facing internal pressure to maintain a socially acceptable
policy. Having agreed to place agriculture on the GATT/WTO agenda, and in
so doing reduce the influence of national politics, the EU is less keen to defend
preferences to third parties.

The effect of this is that trade liberalisation is now firmly entrenched on the
European development agenda precisely because the EU has made WTO com-
patibility such a key factor in the new negotiations. Furthermore, the EU, in
not challenging the WTO interpretation, has contributed to the likely increase
in poverty of the affected ACP countries and to regional instability despite its
declared commitment to do otherwise. As the world’s largest trading bloc, it
seems unlikely that the EU did not have the capacity to alter or adjust the inter-
pretation of WTO rules to benefit more developing countries. It seems that
political will was lacking.

Note

1 This section has been prepared with the research assistance of Mark Ewing, MA
candidate 1999–2000, University of Durham, UK.
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