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GOVERNMENT INTERVENTION 
 

The global banana business 

The European Union (EU) is the largest consumer and importer of bananas in the world. In 

2012 5.19 million tons of bananas were consumed in the EU, with 4.1 million originating 

from import and 0.65 million from internal production. Countries of Latin America are the 

main exporter of bananas to the EU (3.56 million tons in 2012). The second place is taken by 

the African, Caribbean and Pacific Group of countries (ACP), with which (as with not-so-long-

ago colonies) several EU countries have strong cultural, political and economic ties (export of 

bananas to the EU in 2012 accounted to 0.98 million tons1). The production of bananas in 

Latin America takes place in large plantations, while Caribbean bananas are grown in small 

plantations and it is difficult to produce them cheaply in large quantities. 

The United States (US) are the second-largest importer of bananas. In 2012 US import 

accounted to 4.3 million tons of bananas and originated mainly from Latin American 

countries. 

There exists a complex system of trade agreements indicating which countries may export 

bananas to given markets and under what conditions. This is one of the significant issues 

discussed at the World Trade Organization (WTO) forum. WTO had to intervene inter alia 

during the “banana war” between the US and the EU. Generally, the EU favors preferential 

treatment in trade for the ACP countries, as well as high tariffs and import licenses for 

exporters from Latin America, while the US advocates lowering tariffs and trade 

liberalization, leading to increased competition and decrease of prices. The US is actively 

engaged in the „banana war” because the largest corporations trading south-American fruits 

(e.g. Chiquita, Dole, Del Monte) have their headquarters in the US. 

 

 
                                                           
1 http://ec.europa.eu/agriculture/fruit-and-vegetables/product-reports/bananas/statistics/supply_en.pdf  

http://ec.europa.eu/agriculture/fruit-and-vegetables/product-reports/bananas/statistics/supply_en.pdf


"Banana War(s)" 

The "banana war(s)" began in 1993 when, together with the process of integration of 

markets within the EU uniform rules were adopted regarding trade in bananas, envisaging 

preferential conditions for poor ACP countries. These preferential conditions consisted in 

‘freezing’ the import quotas for bananas from Latin America (up to 100 000 tons) and 

guaranteeing minimum prices for bananas from intra-EU producers of bananas. Exporters of 

bananas from Latin America (e.g. Ecuador, Guatemala, Honduras, Mexico) and the US 

protested. 

The WTO deemed the actions undertaken by the EU as breach of the free trade principle. 

The EU was forced to change the rules or pay damages. In 2001 the US and the EU came up 

with a compromise, according to which the import quota of “dollar bananas” was increased 

from 100 000 tons to 2.653 million tons per year and the system of guaranteed prices for 

intra-EU producers was withdrawn. 

In 2006 another compromise was reached, consisting in withdrawing import quotas and 

envisaging application of tariffs only. As a result of long-lasting negotiations the EU set the 

tariff at 176 euro per ton (the initial proposal was 230 euro per ton) setting at the same time 

a yearly tariff-free import quota of 775 000 tons for exporters from ACP countries. In 2009, 

as a consequence of another compromise, tariffs were decreased to 148 euro per ton and 

additionally the EU agreed to lower these tariffs to 114 dollars per ton over the upcoming 9 

years. Obviously, the previously protected ACP countries heavily criticized the EU for 

lowering the tariffs. On the other hand, proponents of settlement in this dispute pointed to 

losses which developing countries of Latin America encountered, as well as costs, which the 

EU consumers bore because of higher tariffs. Estimations showed losses of 2 billion dollars, 

as compared to 150 million of profits for exporters from ACP countries (Borrell, 1999). 

In order to meet the expectations of ACP countries the EU assigned substantial funds to 

exporters of bananas to help them to adjust to the new circumstances. During the period 

1999-2008 this aid amounted to 450 million euro. 

 



Data:  

Here you will find relevant statistical data (you may track the prices, supply and import):  

http://ec.europa.eu/agriculture/fruit-and-vegetables/product-

reports/bananas/index_en.htm  

  

Interesting facts:  

The European Commission Regulation concerning the curvature of bananas:  

http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:31994R2257&from=PL  

 

Sources: 

http://www.wto.org/english/thewto_e/minist_e/min05_e/brief_e/brief22_e.htm 

http://ec.europa.eu/agriculture/bananas/index_en.htm  

 

Problems: 

1. Assuming that production of bananas stopped in the EU, analyze the total changes of 
consumer surplus, banana exporters’ surplus, EU budget revenues and the deadweight loss 
in the market for bananas, resulting from the introduction of an import tariff at the level of 
0,2 euro per each kg of bananas sold. Provide this analysis for three cases: 
i) The inverse demand function for (imported) bananas is P(Q)=100-Q, while the inverse 
supply function of these bananas is P(Q)=20+Q (Q – quantity in kgs, P – price in euro). 
ii) The inverse demand function for (imported) bananas is P(Q)=100-Q , while the inverse 
supply function of these bananas is P(Q)=60 (a>c) 
iii) The inverse demand function for (imported) bananas is P(Q)=100-Q, while the inverse 
supply function of these bananas is Q=40. 
 
2. The market demand function for bananas in the European Union is given by the formula 
Q(P) = 500-0.6 P, where Q is quantity in kgs and p is the price in euro. In result of a failure of 
subsequent rounds of negotiations between the EU and the United States, the EU prohibited 
any import of bananas from Latin American countries. The only supply of bananas therefore 
comes from their import from the ACP countries and is given by the formula Q(P) = 0.4P, 
where Q – quantity in kgs, P – price in euro. 
a) Describe the equilibrium conditions in this market, i.e. the price and quantity of bananas 
sold. 

http://ec.europa.eu/agriculture/fruit-and-vegetables/product-reports/bananas/index_en.htm
http://ec.europa.eu/agriculture/fruit-and-vegetables/product-reports/bananas/index_en.htm
http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:31994R2257&from=PL
http://www.wto.org/english/thewto_e/minist_e/min05_e/brief_e/brief22_e.htm
http://ec.europa.eu/agriculture/bananas/index_en.htm


b) If the European Parliament decides to support the consumers and exporters of bananas 
from the ACP countries and introduces subsidies amounting to 0.2 euro per kg of bananas 
sold, what will be the equilibrium in the market?  
c) Alternatively, what maximum price should the European Parliament set in order to 
guarantee that the consumers maintain their surplus at the same level as in point b? 
d) How much will the European Parliament spend on subsidies from point b and how much 
on supplying bananas in order to fill the deficit assuming that they can only be bought 
outside of the EU for the price ‘w’? At what level of ‘w’ will the Parliament vote for the 
solution from point c? 
e) Which solution (subsidies or maximum price and supplying the missing quantity) will be 
advocated by the consumers and which by the producers (explain on the basis of calculating 
consumer and producer surplus).  
 
3. The demand function for bananas from the ACP countries in the European Union is given 
by Q(P) = 5000 - P, while the supply function of these bananas is Q(P) = - 500 + P (Q – 
quantity of bananas in tons, P –price in euro).  
a) Describe the equilibrium conditions in this market, i.e. the price and quantity of bananas 
from the ACP countries sold in the EU.   
 
Due to the deterioration of relations between the EU and the ACP countries, the EU decides 
to limit import of bananas from these countries. Two instruments are considered. The first 
possibility is to convince the importers of bananas to voluntarily limit restrict their import to 
1500 tons per year. The second one envisages introducing an import tariff at the level of 
1500 euro per ton. 
b) How will the equilibrium conditions change following the introduction of such 
restrictions? 
c) How will these proposals influence the social welfare in the EU? 
d) Which solution will be preferred by the consumers, which by the importers, and which by 
the EU authorities? 
 
4. Assume that one of the intra-EU producers of bananas became a monopolist in the EU 
market for bananas. The demand function in this market is Q(P)=20P-3 (the usual notation 
applies). The marginal costs of the monopolist are constant and amount to 50 euro per ton 
of bananas. Due to an increasing budget deficit in the EU, the European Parliament 
introduces a tax on bananas amounting to 7 euro per ton. By how much will the market price 
of bananas increase? By what amount will the quantity sold and consumed fall? What will be 
the EU budget revenues resulting from the tax? 
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