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Abstract

The global area under genetically modified (GM) crops grew rapidly in the first
ten years of GM technology adoption. However, the protection of innovators’ intellectual
property rights (IPRs) has remained controversial, especially in developing countries,
where IPR enforcement is lax. Weak enforcement of IPRs in developing countries has
resulted in the failure of markets to transfer rents from the primary producers who sow
GM crops to seed developers, and has reduced the innovators’ incentives to improve seed
quality in developing countries. A range of IPR enforcement mechanisms has been
developed to strengthen IPR protection in developing countries, which include: the World
Trade Organisation’s (WTO) Agreement on Trade Related-aspects of Intellectual
Property Rights (TRIPS), GM levies and genetic use restriction technologies (GURTSs).
GURTs, also called terminator genes, are technological solutions to the IPRs market
failures in developing countries, by rendering the second generation seeds sterile to
prevent unauthorized use of genetic material and self-supply of commercial seeds by

farmers and other plant breeders.

To explore the potential welfare effects of GURTs and other IPR enforcement
mechanisms in developing countries, the economic surplus of producers, consumers and
innovators in Roundup Ready® soybean production in Argentina is quantified and
compared in several scenarios of IPR protection, employing a vertical linkage soybean
model and a synthetic partial-equilibrium model. The results show that GURTs could
markedly reduce welfare in the adopting country, unless the higher degree of rent
appropriability leads to vastly more productive seeds. A simulation demonstrates that if
GURT seeds become 90 per cent more productive than the current GM variety, then an

adopting country could benefit from the adoption of GURTs.
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Chapter 1

Introduction

The protection of innovators’ intellectual property rights (IPRs) in plant breeding
has been strengthened in industrialized countries since genetically modified (GM)
technology was invented (Wright, 2006). In contrast, IPR enforcement is lax in most
developing countries because of different belief systems, insufficient institutions and
legislation, and few incentives for local governments to protect foreign intellectual
property rights (Levy, 2000). Weak enforcement of IPRs in developing countries has led
to a widespread use of farm-saved seeds and emergence of non-licensed seed dealers; the
result is that large multinational biotechnology companies are unable to fully capture
their innovation rents from the producers who have a “free ride” by using their
technologies. This may discourage further research and development (R&D) efforts to

develop new varieties that are suitable to local agro-climatic conditions.

The search for alternative IPR systems in developing countries has caused great
concerns for stakeholders in the GM crop industry. Several enforcement mechanisms
have been developed to protect investment in new innovations and improve the IPR
environment in developing countries, which include the World Trade Organization’s
(WTO) Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS), a

GM technology levy, and Genetic Use Restriction Technologies (GURTs).



GURTs are new technological means invented by biotechnology firms to protect
the IPRs of their innovations. The first GURT technology patent was granted to the
United States Department of Agriculture (USDA) and Delta and Pine Land Company in
1998 (United States Patent and Trademark Office, 1998). More than 50 GURT patents
are held by universities, governments and private firms in the US (Shi, 2006; see
Appendix B). Despite the availability of the technology, GURTSs have not been used in
field trials or been commercially developed yet (Collins and Krueger, 2003), considering
potential health and environmental concerns, as well as potential adverse impacts of
GURTs on the access to innovations for developing countries. There are two types of
GURTs; variety GURTs (V-GURTS) and trait-specific GURTs (T-GURTs). V-GURTs
(also called terminator genes) can render seeds sterile, and prevent unauthorized use of
genetic material and self-supply of commercial seeds by farmers. V-GURTs' are
potential technological solutions to the IPR market failures in developing countries.
GURTSs could significantly enhance the innovator’s ability to capture rents from their
innovation, which may result in more investment in plant breeding R&D and higher

yielding seeds that are suitable for local growing conditions.

Trait Use Restriction GURTs (T-GURTS) involve the external application of
inducers to trigger the expression of some specific traits. For example, traits of tolerance
to salt or heavy metals could be switched on or off. Traits can be activated at the time of
purchase or activators can be purchased for later use (Jefferson et al, 1999). The key to
T-GURTs is to switch on or off some target characteristics of a plant, through inducible

promoters regulating the expression of the transgenes (FAQ, 2001). T-GURTS could be

' if there is no specific explanation, GURTSs is used to refer to V-GURTSs throughout the paper
hereafter.



used in all crops to enhance certain valued added traits or to protect the plants in extreme

harsh weather.

There have been several recent studies that have tried to estimate the welfare
effects on developing countries of adopting GURTSs (Goeschl and Swanson, 2000 and
2003), R&D investment by innovating firms (Lence and Hayes, 2005), innovator’s rent
appropriability and productivity increases (Srinivasan and Thirtle, 2003). In these studies,
it is common to compare the welfare effects of GURTSs with a baseline of no IPR
enforcement. Such a baseline may not be relevant, since the current situation of weak IPR
protection in developing countries is not sustainable with the introduction of the TRIPS
agreement and alternative IPR enforcement mechanisms, developed by the bio-science
multinational companies. These alternatives include GM levies, which were proposed by
Monsanto in the soybean seed market of Brazil (Reuters, 2005).

The objective of this study is to explore the potential effects of GURTs and other
IPR enforcement mechanisms on the distribution of economic welfare in developing
countries and provide some evidence for policy making on IPR regulation. Using the
studies mentioned above as starting points, this thesis presents a background on GURTs
in agricultural biotechnology and considers their economic impacts on developing
countries from a new perspective. We not only consider GURTS as a tool to guard the
IPRs of agricultural innovators, but also consider potential productivity increases that
may arise from increased appropriability of research expenditure. We set a range of yield
improvements to analyze how much more productive GURT seeds would have to be to
offset the adverse effects that could result from higher monopoly seed prices. Based on

farm level survey data collected by Qaim and Traxler (2005), and data of production,



consumption and elasticities from other sources, this research will employ a synthetic
partial-equilibrium model and a vertical linkage production model to estimate the welfare
effects of GURTSs and other IPR enforcement mechanisms applied in Roundup Ready®
(RR) soybean production in Argentina. Sensitivity analysis is conducted on the
productivity increase of GURT seeds, soybean supply elasticities, and adoption rates of
GURTs to examine the potential economic impacts of GURTSs on producer’s surplus,
seed price, and supply quantities. The economic surplus of producers, consumers and the
innovators is quantified in various IPR protection scenarios including the black market
for seeds, TRIPS retaliation, technology levy, and GURTSs. The results show that GURTSs
could markedly reduce welfare in the adopting country, unless the higher degree of rent
appropriability leads to vastly more productive seeds. As the soybean supply elasticity
increases, primary producers lose more if GURTSs are introduced without any
productivity increase. Even when GURT seeds become 16 per cent more productive than
current GM crop varieties, the producer’s surplus is falling as the adoption rate of
GURTs increase. The model’s results suggest that GURT seeds would have to be at least
90 per cent more productive than current GM varieties for the adopting country to benefit
from the adoption of GURTs. These results can also inform the debate about the future
adoption of GM crops in developing countries. If GURTSs are commercialized and
bundled into GM crops, then potential adopting countries may not ever have the option of
maintaining seed markets in which IPRs are not protected. The results of this model
provide some insight into how such a scenario could affect an adopting country.

This thesis is organized as follows. There are seven chapters altogether. Chapter

1 is the introduction. Chapter 2 presents background information on the world GM crop



production and the health and environmental concerns associated with GM technology;
the RR soybean technology and its adoption; the legislation of IPRs protection in plant
breeding in industrialized countries and developing countries, with a detailed IPR status
of RR soybean innovation. Chapter 3 introduces various forms of IPR enforcement
mechanisms that are relevant to agricultural biotechnology, including the WTO’s TRIPS
agreement, GM levies, and GURTs. Chapter 4 reviews the literature on GM crop
adoption and the economic impacts of GURTs in developing countries. This chapter
presents summaries of the important studies from two primary strains of research?, with
emphasis on the quantitative research work on GURTs. Chapter 5 presents the economic
models, methodologies and data used to analyze the welfare effects of GURTs and other
IPR enforcement mechanisms in adoption of RR soybeans in Argentina. Chapter 6
focuses on the aggregate welfare effects of various IPR enforcement mechanisms,
including the WTO’s TRIPS agreement, GM levies, and GURTs in the soybean sector of
Argentina. The quantitative results of the welfare analysis conducted in Chapter 5 and a
discussion of the results is presented. The results provide an indication of how a
developing country, such as Argentina, which adopts the new technology, but ignores
IPRs of the innovators, could be affected if various IPR enforcement mechanisms were in
place. Chapter 7 presents conclusions that are drawn from the welfare analysis. Policy
suggestions on IPR regulation in developing countries and limitations of this study are

also discussed.

% There are two main categories of research that have investigated the economic impacts of GM
technology in adopting countries. One category has examined the technological effects of GM
crops on environment and farm income, while the other category has focused on how different
types of intellectual property rights mechanisms affect the distribution of welfare that is generated
by the adoption of GM technology in developing countries.



Chapter 2

Background

This Chapter presents background information on global GM crop production
and the health and environmental concerns associated with GM technology; the RR
soybean technology and its adoption; the legislation of IPRs protection in plant breeding
in industrialized countries and developing countries, with a detailed description of IPR

status of RR soybean innovation.

2.1. GM Crop Production: A Primer
2.1.1. GM Crop Technology

GM crops, also called Genetically Engineered (GE) crops contain altered genetic
materials or have genes transferred from other organisms to introduce new agronomic
traits to production. The common targeted traits of GM crops include herbicide tolerance,
pest and pathogen resistance, abiotic stress tolerance, and product quality. For example,
RR soybeans and RR cotton are herbicide tolerant; Bacillus thuringiensis (Bt) corn and
Bt cotton is pest tolerant. GM technology has been applied in many major field crops,
including soybeans, corn, cotton, and canola (Table 2-1). By planting GM crops, farmers

may benefit from increased yields, less use of herbicide and pesticides, lower production



costs, reduced cost of labour, and capital equipment; and improved agricultural
productivity (Moschini, 2001).
2.1.2. Why is GM Technology Controversial?

Despite the enhanced production efficiency in agriculture, the emergence of GM
crops and GM food has also triggered some health and environmental concerns.

According to the World Health Organization (WHO), the human health concerns
are mainly about: (1) GM technology may introduce new antigens and toxins, which may
be toxic or may trigger human allergic reactions; (2) possible antibiotic resistance effects:
antibiotic-resistant marker genes and viral promoter genes were used as markers to
indicate if a GM process was successful; (3) the stability of the inserted genes (WHO
website).

The 2003-04 State of Food and Agriculture (SOFA) of the Food and Agriculture
Organization of the United Nations (FAO) provides a critical scientific assessment of
health and environmental impacts of GM crops. It concludes that there are no
exceptional food safety problems with any current GM products. The scientific
assessments of SOFA show that there have been no allergic or toxic effects that have
resulted from consumption of GM products; the risks of antibiotic-resistant marker genes
and viral promoter genes used in the GM process are very small (FAO website).

The main issues of environmental concerns include (WHO website):

(1) Gene contamination: the modified crops could cross with related crops or
wild plants, and the consequences are unknown. Some organic food production could be
contaminated by the drift of GM pollen. This can be controlled by requiring minimum

distances between GM crops and organic crops.



(2) Faster induction of resistant pests. Insects may become resistant to Bt crops,
and emerge as “super pests”.
(3) Detrimental effects on beneficial insects. There are fewer weeds for birds to

feed on in fields of herbicide tolerant GM crops.

2.1.3. Global GM Crop Production

In spite of the GM crops’ controversy, their global planting area has grown
rapidly, since they were first being commercially planted in large-scale in 1996 (Just
2006). By 2006, global GM production grew to 252 million acres in 22 countries (James,
2006). The largest adopter was United States with 54.6 million hectares, followed by
Argentina, Brazil, Canada, India and China (Table 2-1, James, 2006). GM soybeans have
been the principal biotech crop, which covered 58.6 million hectares, 57% of global
biotech area; followed by maize, 25.2 million hectares at 25%; cotton,13.4 million
hectares at 13% and canola, 4.8 million hectares at 5% of global biotech crop area in

2006 (James, 2006).



Table 2-1 Global Area of Biotech Crops in 2006: by Country (Million Hectares)

Rank Country Ar;ic(grtg; ns Biotech Crops
1 lUSA 546 Soybean, maize, cotton, canola, squash,
papaya, alfalfa
2 |Argentina 18.0 Soybean, maize, cotton
3 |Brazil 11.5 Soybean, cotton
4  |Canada 6.1 Canola, maize, soybean
5 lIndia 3.8 Cotton
6 |China 3.5 Cotton
7  |Paraguay 2.0 Soybean
8 |South Africa 1.4 Maize, soybean, cotton
9 |Uruguay 0.4 Soybean, maize
10 [Philippines 0.2 Maize
11 {Australia 0.2 Cotton
12 |Romania 0.1 Soybean
13 Mexico 0.1 Cotton, soybean
14 Spain 0.1 Maize
15 |Colombia <0.1 Cotton
16 France <0.1 Maize
17 [Iran <0.1 Rice
18 |Honduras <0.1 Maize
19  |Czech Republic <0.1 Maize
20 |Portugal <0.1 Maize
21 |Germany <0.1 Maize
22  [Slovakia <0.1 Maize

Source: James, 2006.

Of the ten biggest GM producing countries, eight are developing countries (see
table 2-1). Developing countries have increased their GM crops planting area steadily in
the first ten years of GM technology adoption (figure 2-1), and their growth rates of GM
crop planting area have been faster than industrialised countries (James, 2006). India,
China, Argentina, Brazil and South Africa account for the bulk of developing country
GM area; these countries are playing more and more important roles in the world GM
crop production (table 2-1). China has a strong public research sector with thousands of
researchers specialized in plant biotechnology. Dozens of biotech crops are being

developed and field testified, including the three major staples: rice, maize, and wheat, as



well as cotton, potato, tomato, soybean, cabbage, peanut, melon, papaya, sweet pepper,
chili, rapeseed and tobacco (James, 2006).

Figure 2-1 Global area of GM crops: industrial and developing countries

GLOBAL AREA OF BIOTECH CROPS
Million Hectares {1996 to 20086)
120

e Total
106 - e [nchustrial

80 -
60 -
40 -

20 -

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Increase of 13%, 12 milfion hectares {30 miflion acres) between 2605 and 2008,
Sourcs: Chve James, 2008

However, in some countries, the adoption of GM crops has been treated very
cautiously. For example, in Japan and some European Union (EU) countries, the process
of accepting and introducing GM crops is very strict and slow, although the EU has
approved Monsanto's RR soybeans and Novartis's BT corn (Hanrahan, 1998). Some of
the reasons for slow approval include strong opposition to GM food from consumers,
concerns of the environment and health, and traditional protectionist pressure to keep out
competing agricultural imports from exporting countries that produce GM crops

(Hanrahan, 1998). In EU countries, labelling is mandatory on products that may contain

10



genetically modified organisms (GMOs); and the traditional food market and GM food

market are segregated (Hanrahan, 1998).

2.2. Round-up Ready Soybeans

In 1995, RR soybeans were developed at Monsanto by being injected with an
enzyme from a strain of agro bacterium which controls the synthesis of amino acids
(Moschini, Lapan and Sobolevsky, 2000). RR soybean seed contains a gene that is
resistant to Roundup®, the commercial name of an inexpensive herbicide, glyphosate,
also developed by Monsanto. Glyphosate herbicide is no longer covered by patents, and
is a low cost, broad-spectrum herbicide that kills many types of weeds. Due to the
significant cost reductions of weed control and farming management, RR soybeans were
adopted quickly by major soybean producers in the world. In 2005, RR soybeans
adoption rate was 93 per cent of the soybean area in the US (Brooks and Barfoot, 2006),
and it nearly reached 100 per cent in Argentina (Brooks and Barfoot, 2006). In Brazil,
the acreage of herbicide tolerant soybeans planted in recent years exceeded 40% of the
total acreage (Brooks and Barfoot, 2006). This occurred even when Brazilian regulations

officially prohibited the planting of GM seeds.

2.2.1. RR Soybean Adoption in Argentina

Argentina is one of the important players in the world agricultural market. The
liberalization reform that occurred in the 1990s has greatly benefited agriculture
production, especially soybeans (Schnepf, et al., 2001). Argentina is the third largest
soybean producer in the world, behind Brazil and the US (Table 2-2). Due to its low rate

of internal consumption, it is also the one of the biggest exporters of soybeans, soybean

11



oil and soybean meal (Table 2-2). Most of the soybeans and soy products from South
America are exported to India and China.

Argentina has been a pioneer in adoption of GM crops in South America and the
world. In 1996, RR soybeans were brought into Argentina by Monsanto for the first time
and were approved for cultivation by the government of Argentina. Given non-patent
protection for RR seeds, farmers were able to save their seeds for planting in the next
season. And glyphosate (Roundup®) was cheap, which together gave Argentina a
distinct competitive advantage over other producers in the world market for soybeans.
Since then RR soybean adoption has grown rapidly and extensively, from less than 10 per
cent in 1996, to more than 90 per cent in 2001 (Qaim and Traxler, 2005). Over the next
few years, GM soybean seeds were smuggled and grown illegally in Brazil, Paraguay,

Uruguay and Bolivia.

Table 2-2 Soybean production and exports 2005/06 (In thousands of metric tonnes)

0,
Top Production Exports Exports as /o of
producers production

1. US* 83,368 33,443 40%
2. Brazil* 55,000 39,850 72%
3.Arentina* 40,500 37,575 93%
4, China 16,350 -

5. India 6,300 -

6. Paraguay 4,000 2,600 65%

* Includes soybean, soy meal and soy oil in the export products.

Source: USDA, 2006
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2.3. Intellectual Property Rights in Agricultural Innovation

Intellectual property is the property of intellect and knowledge, which in
commerce are protected by legal sanctions, including patents, trade marks, designs,
copyright, and trade secrets. IPRs grant their owners defensive rights to prevent the
commercial exploitation of their intellectual properties. PR laws and enforcement
mechanisms, such as contracts and agreements, are used to provide incentives for
innovators to generate new ideas and invest in R&D. In agricultural innovations, IPRs

usually take the forms of patents and plant breeder’s rights.

2.3.1. IPRs & Investment in Research and Development

Most innovations, particularly in the fields of medicine and agriculture, are the
results of substantial investment in R&D in public or private research institutions. The
R&D of agricultural biotechnology has happened primarily in the private sector of
developed countries (Frisvoid et al., 1999). For example, Monsanto, one of the biggest
American multinational biotechnology firms, currently accounts for about half of all U.S.
field trials and the dominant share of commercial acreage of GM crops (Frisvoid et al.,
1999). In the plant breeding sector, the forces of globalization and the pressures on
public budgets have shifted more plant breeding R&D from the public to the private
sector in the past 20 years, especially in the U.S. for soybeans and in Canada for canola.
Figure 2-2 shows the trends of R&D investment of plant breeding in the public and
private sectors between 1960 and 1997 (USDA, 2002). Real inflation-adjusted R&D

investment in the public sector increased until the 1980s, then stagnated in the mid-1990s,

13



and it began to decline. On the contrary, real private R&D investment in plant breeding
grew at annual rate of 7 percent from the mid-1960s to the mid-1990s. Private R&D
investment in plant breeding surpassed public investment by the mid-1990s (Figure 2-2).

Figure 2-2:

Between 192460 and 1997, Private-Sector Outlays for

U.S. Plant Breeding Rose More Than Tenfold

$ millien (199¢)
600

500

Al public plant kreeding”
400

300 - '\\

200 -

All private plant breeding

100

0llll[l[!lllllllllIlIIIIIIIIIIIIIIIII

1960 65 70 75 &0 ab S0 @5

1994 dollars are deflated.
Data for 1971 not available,

Econornic Research Service, USDA

The cost of developing and marketing new biotech crops can be very high.
Table 2-3 shows how heavily the private sector has invested in agricultural research and
how much more R&D was conducted in the industrialized countries than in the

developing countries.
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Table 2-3: Crop biotechnology research expenditures

Biotech R&D Biotech as share of sector
(million US$ per year) R&D
Industrialized countries: 1900-2500
Private sector 1000-1500 40
Public sector 900-1000 16
Developing countries: 165-250
Public (own resources) 100-150 5-10
Public (foreign aid) 40-50 n.a.
CGIAR centres 25-50 8
Private sector n.a. n.a.
World total 2065-2730

Source: Byerlee and Fischer (2001)

The return from R&D is dependent on how well intellectual property is protected
(Gaisford et al., 2002). Adequate protection of IPRs can help private companies to earn
profits from their innovations and stimulate their incentives to invest in R&D of

advanced innovation in agricultural biotechnology research.

2.3.2. Protection of Agricultural IPRs in Industrialized Countries

There has been a long history in the legal system to respect and protect IPRs in the
US and other industrialized countries, in which IPRs are clearly defined and effectively
enforced (Kesan and Gallo, 2005). In the US, there are several intellectual property laws

granting IPRs to plant biotechnology innovators, and mechanisms to encourage new ideas.
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(1) The US Plant Patent Act 1930 distinguishes between 'products of nature' and 'human-
made inventions'. The Act was designed especially for plants, and has been available
from the U.S. Patent and Trademark Office in the Department of Commerce to protect
novel clonally propagated plant varieties, including fruit trees, ornamentals, and berries.
Plant patents are valid from the date they are granted until 20 years from the date of

application (Wright, 2006).

(2) The US Patent Act of 1952 extends patent rights to agricultural innovations under a
much more general category, which covers agricultural machinery, equipment, chemicals,
production processes and other similar innovations. Patent protection under the Patent

Act of 1952 is termed as “Utility patent protection” (Kesan and Gallo, 2005).

(3) The US Plant Variety Protection Act 1970 extends the category of an artificial nature
to the reproducibility of plants and provides Plant Variety Protection Certificates (PVPCs)
from the U.S. Department of Agriculture. Farmers are allowed to save seeds of varieties
protected by PVPCs for replanting their crops, but they cannot provide or sell those seeds

to others for planting.

(4) Case law of Diamond vs. Chakrabaty in 1980 (US), in which the role of patent
protection for plants is reinforced and it allows the use of utility patents for biotechnology,
after the emergence of GM technology. It granted patents for inventions of living
organisms, such as plants and animals (Evenson, 2006).

Plant Patent holders can control the use of patented plant varieties, genetic
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materials, and methods, by requiring the buyers (breeders or farmers) to sign the
following types of contracts (Wright, 2006):

(1) Bag label contracts, which restrict the use of the materials by farmers and
others.

(i1) Material Transfer Agreements (MTAs), which define the rights and
obligations of users dealing with patented materials.

(iii) Technology Use Agreements (TUAs, see Appendix A). TUAs restrict the use
of plant genetic material by farmers. For example, TUAs require farmers not to save

seeds or sell seeds to others; and they have to pay technology fees for planting GM seeds.

(5) Other plant breeding protection systems: besides patent protection provided by
the above legislation, Plant breeders' rights (PBR), also known as plant variety rights
(PVR), provide plant breeders exclusive rights to sell or reproduce new plant varieties
within a limited period in member countries of the International Union for the Protection
of New Varieties of Plants (UPOV). For example, in Canada, under PBR, plant breeders
have the rights to control the multiplication and sale of the seeds for up to 18 years (CIPO,
2007). In addition to IP laws, the Canadian government also has a tax incentive system
to support R&D conducted for new products and processes in private firms (Hirshhorn et

al 2001).
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2.3.3. Protection of Biotechnological IPRs in Developing Countries

While many developed countries have maintained comprehensive IPR protection
systems and effective enforcement mechanisms, the IPRs of agricultural biological
innovations are poorly protected in many developing countries because of the absence of
institutions and low incentives to protect IPRs of foreign companies (Levy, 2000). The
protection of the innovators’ IPRs has been controversial. There are several factors that

hinder the protection of plant breeding IPRs in developing countries:

a. High transaction costs: in most developing countries, there is lack of intellectual
property laws to grant IPRs and the protection is limited. GM seed companies have to
enforce contracts with farmers to not save or resell seeds. In most developing countries,
it is difficult to enforce these private contracts due to the high transaction costs and

monitoring costs involved (Cardwell and Kerr, 2008).

b. Farmers’ right to save and reuse seeds: for thousands of years, farmers have selected
seeds from their harvests and saved them for replanting in the next season. If they are
forbidden from saving seeds and have to go to the seed company to purchase seeds every
year, the financial burden could be significant for poor farmers in developing countries

(Jefferson et al, 1999).

¢. Threat to biodiversity: multinational firms have had free access to the genetic resources

on which they developed new biotechnological products. The conversion from landraces
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developed by farmers, to genetic uniformed scientifically bred varieties, such as GM

crops, is a potential threat to the crop genetic diversity.

d. Low incentives to protect foreign IPRs: As importers of biotechnology, the
governments of many developing countries have very little incentive to protect IPRs of

foreign companies.

2.3.4. IPRs in the Case of RR Innovation

In the U.S, there is a comprehensive IPR protection environment to protect
inventions effectively in the market. RR technology is under patent protection; the
innovator can restrict the use of their technology by requiring farmers to sign a
technology use agreement (see Appendix A for an example of a Monsanto TUA) in
which farmers have to agree not to save or resell seeds to other farmers for replanting.
Farmers also have to pay technology fees for the RR seeds. Monsanto licenses the RR
technology to seed companies which sell the GM seeds to farmers. However, Monsanto
has not been able to obtain patents in either Brazil or Argentina (Schnepf, 2003). In
Argentina, plant varieties cannot be patented and they are protected under national seed
law (Qaim and Traxler, 2005), which was made to protect plant breeders’ IPRs and it
requires that all seeds have to be certified before they go for sale (GAO, 2000). However,
the implementation of the law is so loose that an estimated 25 to 50 percent of the
soybean seeds grown in Argentina is sold without certification (GAO, 2000) and farm-

saved seeds and black market seeds are widespread (Table 2-4).
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Table 2-4: Sources of RR soybean seeds in Argentina

Estimated percentage of total soybeans planted

Sources of soybean seeds

United States Argentina
Commercial sales 80-85 28-50
Farmer-saved 15-20 25-35
Black market sales 0-2 25-50

Source: GAO 2000.

Given that there is no patent protection for RR technology in Argentina, Nidera,
the largest seed company in Argentina, acquired free access to use the available RR
varieties and now sells its RR seeds to farmers without requiring them to sign any
contract to constrain reselling or saving seeds for the following year (Qaim and Traxler,
2005). Weak IPR protection, the wide-spread use of farm-saved seeds and the huge black
market for seeds significantly affects the innovator’s return on their investment of
biotechnology in Argentina. Monsanto can only capture a small portion of their R&D
rents by charging a much lower technology fee from those smaller seed companies
(excluding Nidera, whose market share is 70 per cent) that want to keep long-term good
relationships with Monsanto for future cooperation (Qaim and Traxler, 2005).
Monsanto’s incentive to undertake investment to improve the seeds that are targeted at
developing countries is greatly reduced because of the inability to capture R&D rents.
Table 2-5 demonstrates the IPR status of RR soybean innovators in US, Argentina and

Brazil.
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Table 2-5:

Comparison of innovator’s IPR status in major RR soybean producing countries

U.S. Argentina Brazil
Overview of IPR protection strong weak weak
Soybean production share in the world market (%) 45 15 22
RR adoption rate (%) 68 90 40 (2004)
Patent for RR technology yes no no
GM levies
Technology fee ($/ha) 19.27 8.25 (2005)
Technology Use Agreement yes no no
Farm saved seeds & black market no yes yes

Sources: Reuters, 2005,
Qaim and Traxler, 2005,
Cardwell and Kerr, 2008.

The weak enforcement of IPRs in developing countries has generated significant
market failures that the biotechnology firms are unable to capture their innovation rents
from the producers who have benefited from a “free ride” on innovators’ technology.

There are some developments that have resulted from these market failures:

(1) The piracy of technology is wide-spread. For instance, in the RR soybean seed
market in Argentina, one-third of the seeds are from the black market, and one third of
the seeds are farm-saved; and another one third are certified seeds bought from the seed

companies (Qaim and Traxler, 2005).
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(2) The biotechnology firms have few incentives to invest in R&D of new varieties

suitable to the local production conditions where IPRs are loose.

(3) The emergence of new IPR enforcement mechanisms at international level. In order
to strengthen IPR enforcement in the developing countries, some international level IPR
protection mechanisms have been established. These include the WTO TRIPS Agreement,
GM technology levies, and GURTSs. Private biotechnology firms have started to seek
some solutions to the market failures by themselves: GM levies and GURTs were
developed to fight the free-rider problem and reduce the high transaction costs associated
with enforcing contracts in developing countries. Chapter 3 discusses these IPR

enforcement mechanisms and their implications in details.
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Chapter 3

IPR Enforcement Mechanisms in Developing Countries

Industrialized countries, led by the United States, hold a comparative advantage
in biotechnology research in both scope and magnitude (Subramanian, 1990, 1991).
Large multinational life-science companies have invested heavily to develop new plant
breeding technologies. It is economically difficult for agricultural research firms in
developing countries to develop new varieties adapted to local conditions. So most
developing countries are consumers of GM crop innovations, and they rely on GM seeds
developed by multinational corporations in industrialised countries. However, there are
usually no equivalent legal systems to protect the innovator’s intellectual property in
these developing countries. The local governments have little incentive to establish
effective IP regimes and enforce mechanisms to protect the foreign innovators’ IPRs
(Gaisford, 2001).

The search for alternative IPR systems in developing countries has caused great
concerns for stakeholders in the GM crop industry. Several enforcement mechanisms
have been developed to improve the IPR environment in developing countries. This
chapter presents some background on these IPR mechanisms in the area of plant

biotechnology and their implications in developing countries.
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3.1. Agreement on Trade Related Aspects of Intellectual Property Rights
3.1.1. The TRIPS Agreement

The WTO TRIPS Agreement is the product of industrialised countries’ concerns
that their products protected by IPRs did not have the same level protection in developing
countries, where there was often no equivalent effective and strong IPR system. The US
proposed that the General Agreement on Tariffs and Trade (GATT) formulate legislation
to establish effective IPR enforcement mechanisms in WTO member countries (Blakeney,
1995). The resultant TRIPS agreement was negotiated in the Uruguay Round of GATT in
1994, when the GATT was subsumed into the WTO. The WTO administers three
agreements: GATT dealing with goods and services; the new General Agreement on
Trade in Services; and TRIPS covering IPRs. The TRIPS agreement has set new uniform
international standards on IPRs protection in WTO member countries. TRIPS Article
27.3 (b) requires all member countries and potential new entrants to provide patents or
effective sui generis systems for eligible IPRs belonging to firms in other WTO member
countries to reap the benefits of other WTO agreements:

Members may exclude from patentability:

(b) Plants and animals other than micro-organisms, and essentially biological
processes for the production of plants or animals other than non-biological and
microbiological processes. However, Members shall provide for the protection of plant

varieties either by patents or by an effective sui generis system or by any combination

thereof (WTO website).
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3.1.2. The Enforcement of TRIPS: Cross-agreement Retaliation

To provide an umbrella for innovators’ IPRs, the WTO’s Single Dispute
Settlement Understanding bundles trade sanctions (under GATT) with IPRs protection
(under TRIPS) together. If there is a complaint on failure to protect IPRs from an
innovating firm’s host country that is brought to the WTO then the offending country
may be subjected to a cross-agreement retaliation: the innovating country can put a tariff
on the imports from the adopting country under GATT (Gaisford, 2001). So TRIPS is
much more powerful than the international intellectual property protection organization,
the World Intellectual Property Organization (WIPO). The WIPO is a voluntary
organization without effective enforcement instruments, and many developing countries

were not members (Cardwell and Kerr, 2008).

3.1.3. The Implications of TRIPS on Developing Countries

The TRIPS agreement requires that all WTO member countries, including
developing countries, introduce and enforce either patent protection, effective sui generis
systems, or combinations of both. Developing countries were allowed transitional
provisions, which gave developing countries for up to five years delay in complying with
TRIPS and establish effective IPRs protection systems. This transitional period expired

in 2005.

The alternative IPR protection system to patents is the plant breeder’s rights (PBR)
system, also known as plant variety rights (PVR), which provide plant breeders exclusive

rights to sell or reproduce new plant varieties within a limited period in member countries
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of the UPOV. It has been suggested by developed countries as a model for an effective
sui generis system for IPR protection in the developing world. Unlike patents, PBR
systems would allow farmers to save their harvest as seeds for replanting (Srinivasan,

2002).

There are several controversies surrounding the protection of IPRs in developing
countries, particularly patents on pharmaceuticals and patents on seeds, which may
negatively impact poor consumers and resource poor farmers, respectively (Cardwell and
Kerr, 2008). Some of the key controversies surrounding the design of an appropriate sui

generis system are outlined below.

(1) Farmers’ right to save seeds: for thousands of years, farmers have selected
seeds from their harvests and saved them for replanting in the next season. If they cannot
save seeds, and have to go to the seed company to purchase seeds every year, the
financial burden would be significant for poor farmers in developing countries (Jefferson

et al, 1999).

(2) IPRs associated with traditional varieties (landraces): farmers have used
landraces to select seeds for thousands of years. Landraces have contributed to the
evolution of traditional varieties by exchanging or introducing new genes from
neighbours or immigrants (Eaton, 2002). Many of the patented biotechnology products
developed from the landraces originated mostly from the developing countries and there

are debates on the ownership.

(3) Payment of monopoly rents for innovation may be harmful to the development
process (Gaisford and Richardson, 1996). IPRs legislation grants monopoly powers to

the innovator which could result in higher monopoly prices for the new products. Higher
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monopoly prices for agricultural inputs and pharmaceuticals have been very contentious

since they could affect the poor in developing countries (Gaisford, 2001).

3.2. GM Technology Levies
3.2.1. Roundup Ready® Soybean Production in Brazil

Brazil is the second-largest soybean producer and exporter in the world after the
United States (table 2-2). Strong supports from the government, abundant natural
resources, foreign investment, and modern technologies have all contributed to fast
expansion of Brazilian soybean production in both yield and area (Figure 3-1, USDA,
2006). However, in contrast to Argentina’s quick adoption of GM technology, there was
a ban on commercial production of RR soybeans because of the Brazilian government’s

cautious attitude towards the food safety and environmental effects of GM crops.

Despite the official ban on GM crops, a large black market for GM seeds has
formed in Brazil over the last decade (Reuters, 2005). Due to the significant cost saving
in herbicide, machinery, and labour in RR soybean production, farmers in the southern
state of Rio Grande do Sul smuggled GM soybean seeds across the border from
Argentina before the Brazilian government approved the cultivation of RR soybeans
(Qaim and Traxler, 2005). The adoption rates of RR soybeans vary in different states in
Brazil: from as low as 10%, to as high as 70% (USDA, 2006). According to the USDA,
Brazil’s RR soybean crop is estimated to be at least 40% of the total planting area (USDA,

2006).
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Figure 3-1 the expansion of the soybean sector in Brazil
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3.2.2. GM Levies

The TRIPS agreement is not the only solution to protect innovators’ IPRs.
Innovating firms also seek alternative arrangements with adopters to capture more rents
from their R&D investment (Cardwell and Kerr, 2008). For instance, after failing to get
patent protection for RR soybeans in Brazil, Monsanto negotiated a GM levy with

Brazilian seed association in 2005 to capture additional rents from their innovation
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(Reuters, 2005). There has been a huge seed black market formed as a result of the ban
on GM crops in Brazil. It is estimated that 95 per cent of RR soybean seeds are from the
black market in Rio Grande do Sul, the third biggest soybean growing region in Brazil

(Reuters, 2005).

The Brazilian National Association of Seed Producers accepted Monsanto’s
proposal on royalty payments for their RR soybean seeds at the first grow season after
RR soybeans were authorized by the Brazilian government. Farmers have two options to
pay the levy. They can either pay the GM levy, which is 0.88 Brazilian reals per kg
(Reuters, 2005), when they purchase seeds from the seed company; or they can pay a two
per cent royalty at the point of sale - usually an elevator. If seeds are purchased from an
authorized seed dealer, then a certificate is issued and farmers are exempt from the
elevator levy of 24 reals per hectare. By imposing a GM levy on using their RR
technology, Monsanto can receive some proceeds from the primarily black soybean
market in Brazil (Cardwell and Kerr, 2008). This levy has generated controversy because
it may be less expensive for farmers to buy seeds on the black market then pay the two
per cent royalty at the elevator (St. Louis Business Journal, 2005). Brazilian seed
producers are concerned that the levy “... promotes illegal behavior by the producers and

hurts legitimate seed producers.” (Barison, 2005).

Countries that adopt GM crops may favour a GM levy, as the innovators can get
some compensation from the GM levy for the loose IPRs, so the innovating country may
not bring a complaint to the WTO which could trigger a trade sanction under TRIPS.
Also a GM levy could reduce the high regulatory and transaction costs associated with

enforcement of IPRs in developing countries (Cardwell and Kerr, 2008).
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3.2.3 The Enforcement of GM Levies

In order to enforce the GM levy effectively, a reliable facility that can test the
presence of GM crops is essential. To avoid paying the levy on GM seeds, there may be
incentives for producers to falsely represent their GM crops as being grown from non-
GM varieties. So it is essential to have an effective and reliable test system to verify the
variety. There are several types of levies that could be collected at different stage of the
supply chain (Cardwell and Kerr, 2008): a levy on seeds, an elevator check-off levy, an

export levy or a combination of levy on seeds and at the elevator.

3.2.4. Implications of GM Levies
The GM levy was designed by seed companies in an effort to capture rents in the
market where technology piracy prevails. This levy solution can influence the

stakeholders in the soybean section.

(1) Increase the adopting country’s government revenue. Some portion of the
levy is likely to be channelled to the adopting country government: The levy proceeds

will not only go to the innovator, but the local governments (Cardwell and Kerr, 2008).

(2) Promote R&D in new varieties. A portion of the levy proceeds may be put
into the investment of R&D of new mo}e productive varieties tailored for local
agronomic conditions (Cardwell and Kerr, 2008). This R&D could increase agricultural

productivity in the adopting country.
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(3) Affect farmers’ decision on where to buy the GM seeds. Monsanto’s GM levy
may induce farmers to buy seeds from the black market and then pay the lower royalty of

2 per cent at the elevator if they are caught.

3. 3. Genetic Use Restriction Technologies

GURTSs represent a group of biotechnology-based switch mechanisms developed
by agricultural biotechnology firms to restrict the unauthorized use of their innovations in
markets where IPRs are not adequately enforced. By treating plants with a chemical, the
gene for seed sterility can be switched on; such treated plants will produce sterile seeds.
Farmers cannot use harvested seeds and have to buy fresh seeds every year from the seed

companies.

The first GURT patent was granted to the United States Department of
Agriculture (USDA) and Delta and Pine Land Company in 1998 (United States Patent
and Trademark Office, 1998). More than 50 V-GURT patents are held by universities,
governments and private firms in the US (Khachaturyan, 2006; Shi, 2006. see appendix
B). Despite the availability of the technology, GURTSs have not been used in field trials
or commercially developed yet (Collins and Krueger, 2003). In 2000, the United
Nations’ Convention on Biological Diversity recommended a moratorium on field testing
or commercial use of products related with GURT technology until there exists sufficient
scientific evidence supporting further development and testing (Canadian Food

Inspection Agency website).
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There are two types of GURTS. Variety use restriction GURTSs (V-GURTS),
which are also known as terminator genes, can render the subsequent generation seeds
sterile, and prevent unauthorized use of genetic material and self-supply of commercial
seeds by farmers and other plant breeders. V-GURT strategies can be realized in three
strategies (FAO, 2001). Strategy 1: Before being sold, the seeds are treated with a
chemical inducer, leading to expression of the disrupter gene in the second-generation
seed. Consequently, the second-generation seed is infertile. Strategy 2: The plant breeders
treat all generations with a chemical before selling the seeds. Then the disrupter gene
expresses in the seeds by default, causing the following generation seeds sterile. Strategy
3: To prevent growth of roots, tubes and many ornamentals during storage and extend
shelf life, a chemical is applied to induce a second gene to block the growth. The
primary targets of V-GURTS are self-pollinating crops, such as rice, wheat, soybeans,

cotton, on which hybrid technologies are either infeasible or ineffective.

Specific Trait Use Restriction GURTs (T-GURTS) involve the external
application of inducers by introducing gene silencing or by excision of the transgene to
trigger the expression of some specific traits. For example, some traits of tolerance to
salt or heavy metals would be switched on or off. Traits can be activated at the time of
purchase or activators can be purchased for later use (Jefferson et al, 1999). The key to
T-GURTS is to switch on or off some target characters of a plant, through inducible
promoters regulating the expression of the transgenes (FAQ, 2001). T-GURTs could be
used in all crops to enhance certain valued added traits or to protect the plants in extreme

harsh weather. The potential targets of GURTS are shown in table 3-1.
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Table 3-1 Potential targets of GURT application

Sector Trait examples Remarks
Wheat Nutrient quality, taste, yield, Staple crops, increased R&D
disease resistance, drought resistance, expected
cold tolerance.

Rice Staple crops, increased R&D
expected

Maize Staple/specialty products, gene
flow containment desirable

Soybean Nutrient quality; feed quality

Cotton Agronomic traits, color Increased R&D expected

Oil crops Fatty acid composition Sunflower, olive, oil palm;
canola: gene flow containment

Horticultural | Quality traits V-GURTs for non-hybrids

Crops

Plantation Agronomic traits Coffee, banana

Crops

Cattle Meat quality, feed conversion efficiency | Specialty products
(pharmaceuticals)

Fish and Environmental concerns, yield , low Salmonids, carp, tilapia

other temperature tolerance, disease resistance | Crustaceans, molluses

aquatic

species

Source: Visser et al. (2001).

3.3.1. Potential Implications of GURTsSs

Although GURT technology is still under development and has not been released

for commercial use, strong debates on the benefits, risks and potential impacts of GURTs

have emerged. Some of these issues are discussed below.
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(1) Strengthened IPRs.

GURTs provide seed innovators with near perfect IPR protection, and increase
their ability to appropriate the rents created by their R&D efforts. It may also reduce the
high transaction costs involved in the enforcement of IPRs. As a result, stronger IPRs

may encourage innovators to invest more in R&D for more productive varieties.
(2) Productivity increases in agriculture.

“V-GURTs will only be commercially viable if they are applied to new breeds
and cultivars with considerable productivity improvements” (FAO, 2001). GURTSs have
the potential to benefit both the agricultural innovators and producers, because the
strengthened IPRs caused by GURTs gives seed companies greater incentive to conduct
breeding research in crop species in developing countries, which may not be undertaken
if IPRs were not adequately enforced. Farmers could benefit from GURTs if more
productive crops are developed after the introduction of GURTS. The new breeds with
high yield and drought resistant traits are highly desired for the growing world population

and limited land resources available,
(3) Farmers’ right to save seeds

Traditional agricultural practices have always seen farmers select seeds from their
harvests and save them for replanting in the next season. If these crops are sterile, then
farmers are forced to repurchase seeds every year, increasing the financial burden for

poor farmers in developing countries.
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(4) Genetic contamination control.

Biotechnology firms argue that GURTS could help to control unwanted horizontal
gene flows (through cross-pollination and seed spill) of GM crops and reduce their

potential environmental risks (Khachaturyan, 2006), since GURT plants are sterile.
(5) Decreased biodiversity.

Introduction of GURTS could reduce crop diversity and make farmers more
dependent on commercial seeds and less capable of disease and insect control. It is
believed that the landraces contain more genetic information than the commercial seed
supply chain (Eaton, 2002). The farmers have been continuously breeding and
improving local varieties, and they depend on the contribution of new genes to this
dynamic process to maintain local adaptive fitness and productivity. The wide adoption
of GURTs containing desirable new traits could result in the displacement of landraces,

which may be a potential risk to the agricultural biodiversity (Eaton, 2002).

(6) The formation of seed monopolies.

The bio-science companies that invented GURT technology would be able to
behave as monopolists and charge higher prices for GURT seeds above the marginal cost
of producing the new seeds. Some concern has been shown about the abuse of monopoly
power in the seed market after introduction of GURT technologies. Seed monopolies are
distortions in the economy and may result in an unequal distribution of economic rents
between producers, seed companies, and consumers in seed industry (Srinivasan and

Thirtle, 2000).
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(7) Restriction of access to genetic resources.

GURTSs might also restrict producers, small breeders and public institutions from
accessing genetic resources that are contained in GURT plants. This could limit the

ability of farmers and small plant breeders to develop new varieties (Khachaturyan, 2006).
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Chapter 4

Literature Review

The protection of plant breeders’ IPRs, especially in developing countries, has
become a controversial topic since the emergence of GM technology. There are two
main categories of research that have investigated the economic impacts of GM
technology in adopting countries. One category has examined the technological effects
of GM crops on environment and farm income, while the other category has focused on
how different types of [IPRs mechanisms affect the distribution of welfare that is
generated by the adoption of GM technology in developing countries. This chapter
presents summaries of some important studies from each of these two strains of research,

with emphasis on empirical research related to GURTs.

4.1. The Economic Impacts of GM Technology
Many studies have been done on the welfare effects of GM crops in both
developed countries, such as the United States, and in developing countries, such as

Argentina.
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Falck-Zepeda et al. (1997) examine the distribution of economic welfare of the
second-year planting of Bt cotton and Herbicide-Tolerant soybeans in the United States,
using the economic surplus approach developed by Alston, Norton, and Pardey (1995).
They quantified the increase of economic surplus, the share of the innovators, the share of
US farmers, and the share of the consumers.

Moschini and Lapan (Moschini and Lapan, 1997) are pioneers in the modelling of
welfare effects generated from the adoption of agricultural technology under various
IPRs protection regimes. They include the monopoly rents that are captured in the input
markets that result from the patenting of the new technology. By introducing IPRs into
the analysis, they modified the classic surplus framework of public agricultural
innovations that was developed by Alston, Norton, and Pardey (1995).

Moschini, et al. (2000) extends the analysis to an open economy and develop a
three-region model for the soybean complex to evaluate the welfare effects of RR
soybean adoption. Their results suggest that: (1) the United States gains substantially
from adopting RR technology, with the innovators capturing the larger share of benefits.
(2) Spill-over of RR technology to other countries can adversely affect producers’
competitive position in the innovating country. (3) Consumer’s welfare increases in
every region after the adoption of the RR soybeans.

Using the economic surplus approach developed by Alston et al. (1995), Qaim
and Traxler (2005) systematically examine the impacts of RR soybeans in Argentina
based on farm-level survey data of five-years of adoption. They compute aggregate
welfare effects over the 1996-2001 period with a three-region partial equilibrium model,

comprising Argentina, the United States and the rest of the world. Their results show that:
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(1) total factor productivity increases by 10 per cent after adoption of RR technology for
five years in Argentina. (2) At the global level, the RR technology generated about 1.2
million dollars of economic surplus, with consumers capturing the largest share, followed
by innovators, and soybean producers. (3) Farmers in developing countries can gain
considerably when they obtain access to suitable foreign innovations through technology

spill-overs.

4.2. Alternative Intellectual Property Rights Regimes in Developing Countries
Weak enforcement of IPRs in developing countries has resulted in alternative

regimes to generate returns for agricultural innovators. Multinational firms have started

to pursue their own methods of capturing more rents in adopting-country markets.

The following empirical studies have examined the economic impacts of GM technology

under a range of IPR regimes.

Vertical Linkage Production Models

Cardwell and Kerr (2008) analyze the welfare effects of introducing a GM
technology levy by employing a vertical soybean production model and applying this
model to the soybean sector in Brazil. Their results show that: first, a developing
country’s ability to enforce IPRs is central in determining the method of adoption.
Second, a GM technology levy, proposed by Monsanto in Brazil, may be a transaction-

cost efficient compromise to avoid TRIPS retaliation; thus it may be a technical solution
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to weak IPR enforcement in developing countries in the short run. However such a levy

may make the innovators unable to collect monopoly rents in the long term.

There are several empirical studies that estimate and forecast the potential

impacts of GURTs. Some important studies are described below.

Diffusion Models

Diffusion models are fixed-effect panel estimation models in which the diffusion
of technology is a process in which the innovation gradually spreads through adoption
(Jaffe et al., 2000). Diffusion models allow for heterogeneity among countries (Goeschl
and Swanson, 2000) and are used to estimate productivity convergence and economic
growth (Barro and Sala-i-Martin, 1995).

In the diffusion models developed by Goeschl and Swanson (2003), the
diffusion of innovations occurs at the productivity frontier, such as the U.S., then they are
diffused to developing countries. Based on the simulation of the diffusion of the high-
yielding hybrid corn of a 38-year period, they simulate the potential impact of wide-
spread adoption of GURTs in developing countries. They conclude that: (1) GURTs
could be a powerful tool for the multinational seed companies to guard their IPRs and
obtain higher profits from their innovations. (2) For the developing countries, contrast to
the steady growing benefit from adoption of GURTs in the developed countries, the
effects GURTSs on yields will vary significantly depending the current state of a country’s
agriculture: those least developed countries, such as Ethiopia and Tanzania, which have
the lowest yields would be mostly adversely affected by the wide-spread use of GURTS,

for under current regime, the flow of innovations would be more easily appropriable.
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While some developing countries could experience the similar trend in growth rate and

favourite yield increase to developed countries, but come with a more delayed pattern.

Agricultural Research and Development Investment Models

Lence and Hayes (2005) develop a two-country ex ante simulation model of
R&D in agriculture to examine the impacts of various IP protection levels in the United
States and South America on the level of innovation, market equilibrium and the welfare
of innovators and the producers in the RR soybean sector. Their model captures the
interaction between the seed industry, farmers and grain markets. It allows for R&D that
is conducted in one country to spill over into a second country. The results indicate that:
(1) equalization of IPRs across countries encourages the US innovating firms to invest
more in R&D of relevance to both countries. The innovators do not have incentives to
develop new technology in the countries with low levels of IPR enforcement. (2)
Technology fees charged in the United States, but not in South America, are harmful to
American soybean producers. (3) GURTs, as a tool of IPR harmonization may enhance
the total world welfare at an optimal level, if they are used together with restrictions on
the extent to which the innovators can capture their IP rents. (4) The application of
GURTs to strengthen the enforcement of IPRs in South America may increase the

expected welfare of the US producers.
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Appropriability Models

Srinivasan and Thirtle (2003) adapt the framework developed by Scherer (1986)
to examine the appropriability of returns to research investment. This model assumes
that an innovator cannot realize their rents immediately because it takes time for farmers
to adopt new technology, and there is a time lag with the competitors’ imitation of the
technology. From a developing country’s perspective, they forecast the potential impacts
of GURTs in the seed market and find that GURTSs could be more effective than
intellectual property legislation in terms of increasing the appropriability of R&D
investment. The appropriability of R&D investments may be more than tripled after the
introduction of GURTs. There is a strong link between the appropriability and the
private plant breeding effort. Increased appropriability could stimulate private
biotechnology firms to investment more in yield increasing varieties in developing
countries. This would increase the yield level of open-pollinated crops to the levels

similar to the hybrids, which could benefit the GURT adopting countries.

4.3. Summary

There have been several recent studies that estimated the welfare effects on
developing countries of adopting GURTs. In these studies, it is common to compare the
welfare effects of GURTSs with a baseline of no IPR enforcement. Such a baseline may
not be sustainable for developing countries with the introduction of the TRIPS agreement
and other newly developed IPR enforcement mechanisms (such as levies and GURTS).
Using these previous studies as starting points, this thesis adds to the literature by

considering the economic impacts on developing countries from a new perspective. We
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not only consider GURTs as a tool to guard the IPRs of agricultural innovators, but also
consider potential productivity increases that may arise from increased appropriability of
investment funds. We set a range of yield improvement to analyze how more productive
GURTSs seeds have to be to offset the adverse effects of higher seed prices. Based on
farm level survey data collected by Qaim and Traxler (2005) and elasticities from other
sources, this research employs a synthetic partial-equilibrium model to estimate the
welfare effects of GURTSs and other IPR enforcement mechanisms applied in RR

soybeans production in Argentina.
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Chapter 5
Welfare Analysis of GURTSs in Developing Countries:

Roundup Ready® Soybeans in Argentina

This chapter presents the economic models, methodologies and data used to
analyze the welfare effects of GURTSs and other international-level IPR enforcement
mechanisms in adoption of RR soybeans in Argentina. Based on available sources of
elasticities and data of production, consumption and prices, employing a vertical linkage
soybean model and a synthetic partial equilibrium model, the economic surplus of
producers, consumers and the innovators is computed and compared in several scenarios,
including the base line: the black seed market, TRIPS retaliation, a GM technology levy,

and GURTs.

5.1. The Economic Models
5.1.1. A Vertical-Linkage Soybean Model

The vertical linkage soybean production model (Cardwell and Kerr, 2008) is

used to analyze supply and demand changes under a range of IPR protection mechanisms
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in developing countries. We choose Argentina as a representative for developing
countries to examine the welfare changes after the introduction of GURTs in RR
soybeans. In this model three inputs are involved in the soybean production: seeds (S),
land (L) and other inputs (C) which includes the cost of chemicals, elevator services and
transportation services.

There are three key assumptions in this model:

(1) All inputs are used in fixed proportions. The three inputs are combined in a
fixed proportion to produce an equivalent amount of the final output, soybeans (B). For
example, to produce 3 metric tons of soybeans, we need 1 hectare of land, 75 kilograms
of seeds (according to the seeding rate: see Schnepf, 2003), and a fixed quantity of other

service inputs (C).

(2) The supply chain is competitive. This assumption is relaxed later when the

model considers a noncompetitive seed market.

(3) Argentina is modeled as a small country. Argentina’s market share in the
world soybean export market was near 10 percent in the year from which the baseline
data is drawn’. The model assumes that Argentina cannot affect their soybean terms of

trade, and the world soybean price is exogenous in the model.

Figure 5-1 depicts the model. There are four linked markets: the soybean

market, the other service market, the land market and the seed market. B, F. P, and P,

represent the world soybean price, other inputs price, land price and soybean seed price,

8 Argentina’s production of soybeans has expanded over the past few years, and future models
might consider treating Argentina as a large country. This is discussed in the Limitations section,
below.
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respectively. Sg,S.,S, represent the supply of soybeans, other inputs, and seeds,
respectively. Dy, D., D, represent the demand for soybeans, other inputs, and seeds,
respectively. The supply curve of other services (C) is a horizontal line which represents
constant marginal cost; land supply is upward sloping since land is limited resource; and
the seed supply curve is a horizontal line which stands for the constant marginal cost of
seed supply. By adding these three supply curves together, we can get the supply of the
final output: soybean. That is the supply price of soybeans which is the sum of the costs
of three inputs:

P,=P.+P +F

In this model, all the demand curves in the input markets are derivable. If the
demand for two inputs is known, demand for the third input can be derived. For example,

to derive the demand for other services ( D.. ), we need to find out how much producers
are willing to pay for each unit of other service ( D, ) by subtracting the prices he has to

pay for seeds and land from the world price of soybeans. To derive the demand for land,
we subtract the seed price and the price of other service from the world soybean price.
The vertical-linkage soybean production model allows us to analyze how policy
and technology changes that occur at one stage of the supply chain affect the welfare
throughout the entire supply chain. We can impose different [IPR regimes and analyze

their welfare effects on the soybean sector in Argentina.
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Figure 5-1. The vertical linkage soybean production model
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5.1.2. The Synthetic Partial Equilibrium Model

A synthetic partial equilibrium model is employed to quantitatively evaluate the welfare
effects of a range of IPR and adoption systems. The model is built on linear soybean
supply and demand schedules; parallel shifts of supply and demand curves induced by the
various IPR mechanisms in a small country (Argentina) are assumed. Some other

standard assumptions made are: no tariffs and no transportation cost.

First we calibrate the model to farm level survey data of Argentina’s soybean
production from Qaim and Traxler (2005) and other sources (see table 5-1). We obtain
the equilibrium world price, production and consumption quantities for each country by
setting excess supply equal to excess demand. The following methodology is used to
obtain baseline production and consumption quantities and to derive baseline supply and

demand functions. By definition, elasticity is expressed as:

_AQ/Qo AQ Po 1 Po

T APIPe AP 00 B’ 0o (5.1)

Where ¢ represents the supply elasticity, P is price, Q is the quantity.

If the supply function and the demand function are written as:

P=a+p0° (5.2)
P=y+60" (5.3)
Then p= AP (5.4)
e ,
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1 AQ
E =3P (5.5)
Plug (5.4) into (5.1), we can get
B l._g’. (5.6)
g Qo
Plug (5.6) into the supply function (5.2), we can get:
P’
= P-— - 5.7
a . o Q‘S O (5.7)
1 PP
Similarly, 6= P+ ;o 0% (5.8)

Where 1 is the demand elasticity.
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5.2. Parameters and Data Sources

Table 5-1 shows the parameter values and data sources used in the welfare

calibration of the model.

Table 5-1 Parameters and data used in the model

Soybean production, 2001 (1,000mt) * 26,737
Soybean consumption, 2001 (1,000mt)* 1,062
Observed world market soybean price, 2001 (US$/mt) * 203
Soybean yield, 2001 (mt/ha) * 3.01
Cost reduction by RR soybean seeds * (US$/ton) 7.57
Price elasticity of soybean supply ° 2%
Price elasticity of soybean demand ° -0.4
Soybean seeding rate (kg/ha) © 75
The GM technology levy (US$/ kg RR soybean seeds) f 0.43

* we choose the price elasticity of soybean supply to be 2, as when inelastic supply
elasticity was used, the derived demand curve in the seed market would be also inelastic
and the seed monopolist could extract all the rent, which is not sensible.

* Qaim and Traxler (2005)
® Gray, (2008)

“ Moschini et al. (2000)

d Porras, et al., (1998)

¢ Schnepf, (2003)
fReuters (2005).
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5.3. Parametric Specification of the Model

After we obtain the supply and demand functions in the soybean market, we can
derive the supply function in the land market based on the data of cost of other input (C')
and the seed price, using the vertical relationship in the soybean production model:
aB=aC+aS+aL (5.9)
A, =0y — Q. — O (5.10)
Once the supply function of land is specified, the seed demand can be derived

according to the vertical soybean production model:

ye=P, —-a.-q, (5.11)
S, =-p, (5.12)

Table 5-2 reports the values of parameters for the supply and demand functions

in the vertical soybean production model in the baseline scenario.

Table 5-2 The base values of parameters for the supply and demand functions in the
vertical soybean production model

Intercept Slope

(per ton of soybeans)

Soybean market
Supply function 101.5 0.000004

Other inputs market

Supply function 57 0

Land market
Supply function 37.5 0.000004

Seed market
Supply function 7 0
Demand function 91.33 -0.000004
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5.4. Welfare Analysis

The welfare analysis is conducted in four scenarios of different IPR mechanisms
in the Argentine soybean sector: the baseline of a seed black market with no IPR

protection, TRIPS retaliation, GM levies, and GURTSs.

5.4.1. The Baseline: Black Seed Market (No IPR Protection)

Our baseline involves the sale of black market seeds, as descried in Chapter 2,
which is the current IPR situation in the Argentine RR soybean seed market. Lack of [PR
laws and contract laws, high transaction costs and uncertain benefits of stronger IPRs
make Argentina have few incentives to protect foreign companies’ IPRs. As a result,
black market seeds and farm-saved seeds are widespread. We assume the Argentine
soybean seed market is competitive. In the baseline scenario, total welfare in the soybean
sector is the sum of consumer’s surplus plus the producer’s surplus. Shown in figure 5-1,

total welfare is equal to area 4ABP,, plus area FEP, .

5.4.2. TRIPS Retaliation

The second scenario is TRIPS retaliation. A black market in seeds leaves
Argentina vulnerable to cross-agreement trade retaliation from the technology exporting
country according to the TRIPS agreement. All WTO members are signatories to the
TRIPS agreement and subject to its rules. To comply with the Article 27 of TRIPS,

adopting countries must therefore either consider granting a patent to a GM crop or
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construct an equivalent sui genefis system. Otherwise, if a member country is found to
be in violation of the TRIPS agreement by a WTO panel, then trade retaliation may take
place. In the case of TRIPS retaliation, if the tariff is not put on the soybean sector, the
welfare of the farmers may not be affected, but the welfare of the adopting country as a
whole will go down. The size of the penalty is based on the value of the loss of exports,
which would be the revenue of the counterfactual monopoly (Gaisford et al., 2001). It
would be the area of PmCKO in Figure 5-1. The welfare of Argentina in the case of the
TRIPS retaliation is equal to the total welfare of the baseline in black market minus the

counterfactual monopoly rents.

5.4.3. GM Technology Levies

The TRIPS agreement is not the only solution to protect innovators’ IPRs in
developing countries. The innovating firms have also begun to make alternative
arrangements with the adopters to capture more rents from their R&D investment.
Monsanto negotiated a GM levy with The Brazilian National Association of Seed
Producers in 2005. The soybean farmers are charged a royalty of 0.88 Brazilian reals per
kilogram of certified RR soybean seeds by the seed companies (Reuters, 2005).
Monsanto then receives royalties from seed companies. If the soybean farmers are found
not having a certificate issued by a certified seed breeder, they will be charged a levy at
the point of sale. The size of the levy is two per cent of the value of the harvest (Reuters,
2005). By imposing a GM levy, the innovating firms will be partially compensated for

the use of their technology.

53



Suppose that the GM levy is imposed as an elevator checkoff (Cardwell and
Kerr, 2008) in the Argentine RR soybean production. This leads to an increase in the
marginal cost of other inputs and the supply curve in the other service market will shift
up. Accordingly the supply curve in the soybean market will shift up due to the increased
input cost (Figure 5-2). The area P'. Pcgh represents the proceeds from the GM levy.
The reduction of the producer’s surplus is £FII' (Figure 5-2). The soybean industry
welfare is equal to the total welfare in the baseline scenario minus the reduction of the

producer’s surplus.
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Figure 5-2. Welfare effects of a GM levy
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5.4.4. GURTs

GURTSs provide full protection to an innovator’s IPRs by rendering second-
generation seeds sterile. As a result, the innovating firm of a new technology will have a
monopoly in the new seeds. The seed price will increase accordingly. At the same time,
stronger IPRs will provide a higher return to innovating firms, thereby generating
incentives to conduct more R&D, which may increase the yield of crops whose IPRs are
protected by the built-in genetic technology. The relationship between the introduction

of GURT technology and productivity increases in agriculture is illustrated in figure 5-3.

Figure 5-3. GURTSs and productivity increase in agriculture

GURTs: seed monopoly,
Perfect protection |—{ more investment in seed — | more productive seeds
of IPRs R&D

There are two factors affecting surplus changes after adoption of GURTS in the
soybean industry: one is the emergence of a seed monopoly, and the other one is the
increased yield associated with GURT seeds. After introduction of GURTS, the seed
innovator will be able to behave as a monopolist and charge a monopoly price for the
new GURT seeds, which is above the marginal cost of producing the GURT seeds. At
the same time, GURTs could also lead to higher-yielding seeds that result from the

innovator’s ability to capture monopoly rents.
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The GURT technology is not the only use restriction means to protect the
innovator’s rent in plant breeding. The hybrids of cultivated varieties, which have been
available since 1920s (Goeschl and Swanson, 2003), share many similarities with GURTS.
They both have built-in technologies to restrict the unauthorized use of the technology by
farmers or other plant breeders. For instance, if hybrid seeds are saved and planted, there
will be significant yield loss associated with poor seed quality (Visser, 2001). For the
GURT seeds, it is impossible to reuse them because the second-generation seeds are
sterile. So GURTs, like hybrid seeds, provide almost perfect IPRs protection and help

the innovators capture their rents, thus giving them incentives to invest in seed R&D.

5.4.4.1. Methodologies Used to Measure the Shifts of Supply Curves
In our models, we assume parallel shifts of the supply curves caused by the
improved productivity associated with GURTSs seeds. The vertical shift of the supply

curve k is defined as (Alston et al., 1995, Qaim and Traxler, 2005):
k=6rP" (5.13)
r: the adoption rate of GURTSs. Here we assume only GURTSs seeds are available, so r is
equal to 100%.
P" : the world market price of soybeans.
6: defined as

gAY __AC (5.14)
e 1+AY

AY : the yield change after adoption of GURTSs
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AC': the production cost change after adoption of GURTS

& : the price elasticity of soybean supply

Using the available data of elasticity of soybean supply, the expected yield

increase and the cost change after GURTS, we can get the value of 6 from equation

(5.14). Then we can calculate £ by substituting @, rand P" into equation (5.13).

5.4.4.2. Sensitivity Analysis

Firstly, we set a range of yield increases associated with GURT seeds to explore
the potential impacts of GURTSs on producer’s surplus, seed price and supply quantities.
Higher yielding seeds are introduced to the Argentine model under perfect IPR protection.
If we assume a wide adoption of GURTS, and the improvement of productivity is
available, then the demand of GURTSs seeds can be derived using the vertical soybean
production model. Sensitivity analysis allows us to evaluate how much more productive
GURT seeds must be for welfare to increase.

Secondly, given that the elasticity of soybean supply is a very important
parameter in the soybean production model (see equation 5.6 for the relationship between
the elasticity and the slope of the supply curve), we conduct sensitivity analysis on the
supply elasticity to find out how seed price, supply quantities, and welfare changes after
farmers’ adoption of GURTS.

Lastly, we consider the situation that it is likely with GURTs introduced with
higher seed price that farmers might go back to growing conventional seeds. So we relax

the assumption that only GURT seeds are available. A scenario in which the producer’s
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surplus is examined in combination of both GURTs seeds and conventional crops within
a range of adoption rates of GURTs. We analyze what would happen to farmer’s surplus
at various combinations of adopting GURT seeds relative to the baseline (the current

situation in the adopting country Argentina).
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Chapter 6

Results and Discussion

This chapter focuses on the quantitative results that are derived from the welfare
analysis conducted in Chapter 5. The quantitative results of aggregate welfare effects of
GURTs and other IPR enforcement mechanisms are presented and discussed. The results
provide an indication of how a developing country, such as Argentina, which adopts the
new technology, but ignores IPRs of the innovators, may be affected if various IPR

enforcement mechanisms were in place.

6.1. Quantitative Results
6.1.1. The Baseline: Black Seed Market (No IPR Protection)

Weak IPR protection, the wide-spread use of farm-saved seeds and resulting black
market in seeds constitute the baseline scenario of our quantitative study. The RR black
market baseline generates producer’s surplus of 937 million dollars*, consumer’s surplus
of 287 million dollars, and total welfare of 1.2 billion dollars. Consumer’s surplus is
unchanged across all scenarios because of the fixed world price. Table 6-1 summarizes
the quantitative results of welfare analyses under various IPR protection scenarios in the
Argentine soybean sector. The welfare changes in the various IPR enforcement scenarios

in rows two through four are relative to the baseline scenario.

“In the result, everything is in US dollars.
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Table 6-1 Comparison of Welfare Effects of IPR Enforcement Mechanisms*

IPR enforcement A SP AQ APS R AW
mechanism ($/ha) | (1000t) |  (million $) (million $) | (million $)
TRIPS retaliation 0 0 0* 445%* -445
GM levy 0 -1,134 211 198 -409
GURTSs 28 -11,107 715 445 -1,160

SP represents seed price, Q is supply quantity of soybeans, PS is producer’s surplus, R is the seed
innovator’s rent, W is the welfare of the adopting country, Argentina.

* Welfare changes relative to no IPR protection.

* Producer’s surplus is not affected because TRIPS retaliation is likely to target another
industry.

** This is the penalty to Brazilian exports if the US retaliates.

6.1.2. TRIPS Retaliation

The second row of table 6-1 provides the changes of welfare in the Argentine
soybean sector in the case of TRIPS retaliation. If the host country of the innovating
company brought a complaint of piracy of GM technology caused by the adopting
country’s lax enforcement of foreign IPRs, then cross-agreement retaliation based on the
value of the loss of trade could be authorized by a WTO panel. The loss of trade would
be equal to the counterfactual monopoly revenue (Gaisford et al., 2001), as discussed in
detail in Chapter 5. If Argentina was punished by TRIPS retaliation, it would lose 445
million dollars, which is represented by area of PmCKO in Figure 5- 1. However,

TRIPS retaliation is likely to be aimed at an Argentine industry other than soybeans, so
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soybean producer’s surplus may not be affected. The change of producer’s surplus in this
industry is zero. But we still have to deduct these 445 million dollars from another
industry as the result of the sanctions. So the total welfare in Argentina, as a result of this
policy, would be reduced by 445 million dollars. This penalty is the largest effect that
TRIPS retaliation could have on Argentina, because it may divert some of its lost exports

to a third country (Gaisford, 2007).

6.1.3. GM Technology Levy

In Brazil, soybean farmers have to pay a levy of 0.88 Brazilian reals per kilogram
of RR soybean seeds developed by Monsanto (Reuters, 2005). If soybean farmers are
found not having a certificate issued by a certified seed breeder at the point of sale, then
they have to pay a 2 per cent royalty. Now we consider a similar sized levy (0.43 USD
per kilogram of RR soybean seeds) as an elevator check-off charged in Argentina’s RR
soybean market. In this scenario, producer’s surplus would decrease by 211 million
dollars due to higher input costs. The innovating seed company could collect 198 million
dollars from the levy proceeds, which we assume all goes offshore to the innovating firm
and should be deducted from the Argentine welfare. The total welfare in the soybean

industry of Argentina would go down by 409 million dollars.
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6.1.4. GURTs

GURTs can provide full protection of an innovator’s IPRs by rendering second-
generation seeds sterile. As a result, the innovating firm of a new technology will have a
monopoly in RR seeds. The seed monopolists will maximize their profits by restricting
the quantity supplied and charging a higher seed price accordingly. At the same time,
stronger IPRs could provide higher returns to innovating firms, thereby generating
incentives to conduct R&D, which may result in higher-yielding seeds. As shown in
table 6-1, welfare of the adopting country’s soybean industry is very sensitive to the
GURT simulations. In the case of no productivity increase, if there is a complete
adoption of GURTSs, the higher seed price and restricted quantity of seeds supplied results
in lower soybean output. Producer’s surplus declines sharply by 715 million dollars,
which is a fall of 76 per cent from the baseline. The innovators obtain 445 million dollars
from the protection of GURTSs, which we assume all goes offshore and should be
deducted from the Argentine welfare, since the innovators are foreign companies. The
soybean industry as a whole bears a welfare loss of 1.16 billion dollars.

Table 6-2 gives further detailed sensitivity analysis results of how the introduction
of GURTs (100 per cent adoption) with a range of productivity increase levels can affect
the seed price, the supply quantities and the producer’s surplus. When there is no
productivity change, there will be a seed price increase of 28 dollars per hectare, a
decrease in soybean supply of 11 million tons, accompanied with producer’s surplus loss
of 715 million dollars (76 per cent down). If higher returns to R&D investments
prompted seed companies to invest in producing higher-yielding seeds, then GURT seeds

could become more productive. A simulation allowing for a 16 per cent productivity
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increase (16% was chosen to be comparable to the rate of yield increase of hybrid corn
after the first five years of adoption; Pratt, 2004) generates a decrease in soybean supply
of 9.6 million tons, an increase in seed price of 36 dollars per hectare, accompanied by a
producer’s surplus loss of 621 million dollars (66 per cent down), which is still a large
loss of welfare for the producers. However, as the GURT seeds become more productive,
the higher seed productivity offsets some of the negative impacts of the seed monopoly.
When GURT seeds become 90 per cent more productive, there is an increase in soybean
supply of 0.25 million tons, an increase in seed price of 74 dollars per hectare,
accompanied by a producer’s surplus gain of 28 million (3 per cent up). We can see
welfare of the adopting country is increasing when the GURT seeds are more productive
than the current GM crop, although the seed price is also increased simultaneously. So
only at a productivity increase of 90 per cent does the adopting country begin to benefit

from higher-yielding GURT seeds in the form of increased economic welfare.

Table 6-2 Potential Economic Impacts of GURTSs with various productivity increase in
Argentine Soybean Sector *

Productivity increase A SP AQ APS
of GURTs seed (USD/ha) | (1,000mt) | (million USD)
0% 28 -11,107 715 (76%])
16 %° 36 -9,643 621 (66%))
90 % 74 254 28 3% 1)

SP represents seed price, Q is supply quantity of soybeans, PS is producer’s surplus, R is the seed
innovator’s rent, W is the welfare of the adopting country, Argentina.

* Welfare changes relative to no IPR protection.
b According to the first five years adoption of hybrid corn in the United States.
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In the above analysis, a soybean supply elasticity of 2 is used to calibrate the
soybean production model. We choose the price elasticity of soybean supply to be 2, as
when inelastic supply elasticity was used, the derived demand curve in the seed market
would be also very inelastic. With a very inelastic seed demand curve, a seed monopolist
would capture most of the rents from the innovation and there would be little incentive
for farmers to adopt the new technology. From chapter 5 we know that the supply
elasticity is a crucial parameter in the soybean production model. Therefore we reduce
the supply elasticity to its half and then double it to examine how different supply
elasticities can affect the simulation results. Table 6-3 shows the results of sensitivity
analysis on soybean supply elasticities. When the supply elasticity is reduced to one (half
of the base value), there will be a decrease in the producer’s surplus of 1.7 billion dollars
(74 per cent down), a decrease of 12 million tons in soybean supply, an increase of 74
dollars per hectare in seed price. When the supply elasticity is increased to two (twice as
large), there will be a decrease in the producer’s surplus of 227 million dollars (76 per
cent down), a decrease of 8.8 million tons in soybean supply, an increase of 6 dollars per
hectare in seed price. Compared with the producer’s surplus in the baseline, we find that
when the soybean supply becomes more elastic, the soybean sector of the adopting

country would lose less after the introduction of GURTs.
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Table 6-3 Potential Economic Impacts of GURTSs in Argentine Soybean Sector
with various soybean supply elasticities

Supply elasticities APS A SP AQ
(million US dollars) (US dollars per hectare) (1,000mt)
2 (base value) =715 (76%) 28 -11,107
1 (base value x 1/2) -1,675 (74%)) 74 -12,238
4 (base value x 2) -227 (76%]) 6 -8,845

The last part of the sensitivity analysis is on the adoption rates of GURTs. Figure
6-1 reports the changes of producer’s surplus under various combinations of GURTSs seed
and traditional crop. From table 6-1 we find that if GURTs are introduced without any
productivity increase, there will be a huge loss in producer’s surplus. No rational
producer would adopt GURTSs in this scenario. The results of figure 6-1 are based on the
GURT seeds with 16 per cent productivity increase. When GURTSs seeds become 16 per
cent more productive, which is similar to the case of the introduction of hybrid corn in
the first five years, there might be some incentives for the farmers to adopt these more
productive new GURTSs seeds. However, as the adoption rates of GURTSs increases, the

producer’s surplus deceases. When there is no adoption, the producer’s surplus will
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decrease 20 per cent °; when the adoption rate of GURTSs reaches 100 per cent, the

producer’s surplus will decrease 66 per cent, compared to the baseline value.

Figure 6-1 Potential Economic Impacts of GURTSs (16% more productive)
in Argentine Soybean Sector With Various Adoption Rates
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6.2. Discussion
In this research, we have analyzed aggregate welfare effects of various IPR
enforcement mechanisms, with a focus on GURTSs in the soybean sector of Argentina.

Our model results provide an indication of how a developing country, such as Argentina,

® In this scenario, the producers revert to plant non-RR seeds, which are less efficient than the
RR seeds. Therefore, the producer’s surplus will decrease.
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which adopts the new technology, but ignores IPRs of the innovators, could be affected if
various IPR enforcement mechanisms were put into place. In the GURTS scenario, firstly
we assume that only GURTS seeds are available to farmers, and conduct the sensitivity
analysis on productivity increase and supply elasticities. Our counterfactual scenario is
therefore a complete adoption of GURT soybean seeds by producers, in which we
estimate how the economic welfare would change in the soybean sector in Argentina.
Note that this analysis is applicable to a scenario in which only GURT RR seeds are
available to producers. Obviously if GURT traits were introduced into current generation
RR seeds, then producers would have no economic incentives to adopt the GURT seeds -
producers would continue using saved seeds or go back to plant conventional non-RR
soybean seeds. In the last part of the analysis, we relax the assumption of only GURT
seeds available to farmers. A range of combinations of GURTS and conventional seeds is
considered to examine the changes in producer’s surplus. The welfare results of GURTs
in the first two parts of the sensitivity analysis (productivity increase and supply
elasticities) are therefore to be understood as a counterfactual in which RR seeds were
only ever available to Argentine producers in the form of a GURT seed. These results
can also inform the debate about the future adoption of GM crops in developing countries.
If GURTSs are commercialized and bundled into GM crops, then potential adopting
countries may not ever have the option of maintaining seed markets in which IPRs are
not protected. The results of this model provide some insight into how such a scenario
could affect an adopting country.

The implementation of the TRIPS agreement has allowed the host country of an

innovating firm to request trade sanctions against a country by implementing tariffs or
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other trade measures (Kerr and Perdikis, 2003). If there was TRIPS cross-agreement
retaliation authorized in the case of Argentinean soybeans in 2001, then the welfare loss
of Argentina would be sizable. This loss could serve as a threat to the Argentine
government to respect the IPRs of the biotechnology firms and provide a welcoming IPR
environment to foreign innovators. However, this is the worst situation that the adopting
country could face. First, the adopting country would try to channel more exports to
other markets to minimize the loss of the trade sanction from the innovating country
(Gaisford, 2007). Second, if there was an effective sui generis protection system in place,
the counterfactual loss of trade, based on the revenue of the monopolist, would likely be
of less value because the seed price under an effective sui generis protection system may
be lower than the monopoly price (Cardwell and Kerr, 2008).

Besides the launch of WTO TRIPS agreement, agricultural technology
innovators, such as Monsanto, have begun to seek alternative solutions to solve the IPR
dilemma in their overseas seed markets. A GM levy has been negotiated with the
Brazilian National Association of Seed Producers in Brazil (Reuters, 2005). If there was
a similar size of levy charged in the Argentine soybean sector, the total welfare would
decrease by approximately 400 million dollars, which is closer to the scenario of trade
retaliation. So theﬂ seed innovators have designed the levy to capture similar amount rent
as in the counterfactual monopoly scenario (which is discussed in chapters three and five:
the amount of the trade retaliation is equal to the counterfactual monopoly rent). The
results also show that GM levy is another powerful means to guarantee the innovators to
capture rents from their R&D in seed development. Cardwell and Kerr (2008) find that

the adopting country may gain by accepting a GM levy in the international environment
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of tightened IPRs, unlike this application to Argentina. The main reasons for this
difference are different model assumptions. For example, in their study, Brazil is a big
country and can affect the world soybean price. Cardwell and Kerr also use different
price elasticities and counterfactual baselines. Their study uses a pre-GM scenario as a
baseline and the benefit caused by cost-saving of GM crops offsets the loss due to the
levy charges. This study’s baseline is pirated GM technology.

In the analysis of the effects of GURT seeds, the level of innovation is treated as
endogenous to the format of IPRs protection by modeling increased yields in response to
tighter IPR protection. GURTSs would provide perfect protection for the biotechnology
innovator’s IPRs, and give the life-science firms monopoly power to constrain output and
charge higher prices. This could encourage more investment in seed R&D, which could
result in more productive seeds. Developing countries could benefit from adopting
GURTs, but only if increased productivity is big enough to offset the adverse effects of
higher seed prices.

In this research, a range of yield improvements associated with GURTs are set
to explore the potential impacts of introducing GURTS into the Argentinean RR soybean
supply chain. The welfare changes in the adopting country are very sensitive to the
introduction of GURTs. If there was no productivity increase coming along with GURTs,
then the welfare loss of the adopting country could be large; producer’s surplus would go
down by three quarters of the baseline value. The losses are offset as seeds become more
productive, and producers in the adopting country could gain when the new GURT seeds

are approximately 90 per cent more productive than current GM varieties.
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The results of sensitivity analysis on supply elasticities indicate that when the
soybean supply is more elastic, the loss of the adopting country might be smaller after
introduction of GURT seeds with no productivity increase. This is reasonable since when
the supply elasticity increases, the supply curve becomes flatter, which means that the
producers can adjust their plans more easily. If the seed company behaves as a monopoly
to constrain the seed quantities after GURTS, the country with a flatter supply curve

could lose less.

The results of sensitivity analysis on the adoption rates of GURTSs vividly reveal
the potential negative impacts of GURTs. It is very likely that farmers would go back to
plant conventional soybean seeds if GURTs were introduced without any productivity

increase.

The results of GURTs estimated in our study are similar as the results of
previous studies. Using hybrid crops as a proxy and employing a diffusion model,
Goeschl, and Swanson (2000) analyze the potential impact of GURTs on the yield
improvement in developing countries. They find that if GURTSs are widely adopted
across all staple crops by the innovators, there will be a downward shift of agricultural
productivity in developing countries because of restricted access to the innovations. As
an extension, the results of their study published in 2003 demonstrate that the impacts of
GURTSs on yield improvement could vary considerably, depending on the yield gap
between the developing country and the technology frontier.

The results of how complete adoption of GURTSs can affect producers,
consumers, innovators and the soybean industry as a whole in this study are very clear.

GURTSs could markedly reduce welfare in the adopting country, unless the higher degree

71



of rent appropriability leads to vastly more productive seeds. GURT seeds have to be at
least 90 per cent more productive than the current GM seeds. This is a relatively large
yield increase for soybeans; and it may take a very long time to achieve this target.
According to agronomists Volenec and Jackson (2004) the advance of soybean yields is
much slower than corn, because of the genetic and physiological differences between
these two crops and greater efforts put into corn research. The genetic makeup of the
soybean plant is quite unique which makes the yield improvement of soybeans fall
behind that of corn (Volenec and Jackson, 2004). First, it is more difficult to genetically
cross soybeans than the corn genes. Second, the photosynthesis in soybeans is less
efficient than that of corn. Third, under environment stresses, soybeans lose more grain
than corns. Between 1930 and 2003, average corn yields have improved sevenfold; while
average soybean yields only tripled (Volenec and Jackson, 2004). The rate of yield
increase in soybeans is about 1 per cent per year (Wilcox, 2001). So, at the current pace,
it could take about 90 years for GURTSs seeds to achieve the goal of being 90 per cent

more productive than the current GM seeds.

If there was a complete adoption of GURTS, innovators could capture full rents
from their IPRs. Motivated by the enhanced ability to rent capture, the innovators may
increase their investment in the R&D of yield improvement in developing countries,
which would speed up the advance of yield increase in soybeans. It might take less than
90 years for GURTs seeds to become 90 per cent more productive with such incentives in

place.
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Chapter 7

Conclusions

7.1. Conclusions

The global area under GM crops grew rapidly in the first ten years of GM
technology adoption. However, the protection of innovators’ IPRs has remained
controversial, especially in developing countries. The return from R&D is dependent on
how well innovating firms’ intellectual property is protected from pirating (Gaisford et al.,
2002). Strong protection of IPRs can help to ensure that private companies earn profits
from their innovations and stimulate their incentives to invest in R&D. There has been a
long history and comprehensive legal systems and mechanisms to respect and protect
IPRs in the US and other industrialised countries. In contrast, the IPRs of agricultural
biological innovations are often poorly protected in developing countries because of the
absence of legislation and institutions, and low incentives for local governments to
protect IPRs of foreign companies (Levy, 2000).

Weak enforcement of IPRs in developing countries has generated significant
market failures for biotechnology firms who are unable to fully capture their innovation
rents from producers who “free ride” on their innovations. In order to strengthen IPR
enforcement in developing countries, various IPR protection mechanisms have been

established. These mechanisms include the WTO TRIPS agreement, GM technology
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levies, and GURTs. GURTs have been developed by agricultural biotechnology firms to
restrict the unauthorized use of their innovations and protect their IPRs.

Based on farm-level survey data collected by Qaim and Traxler (2005), and data
of production, consumption and elasticities from other sources, this research employs a
synthetic partial-equilibrium model and a vertical linkage production model to estimate
the welfare effects of GURTSs and other IPR enforcement mechanisms applied in RR
soybean production in Argentina. Sensitivity analysis is conducted on tﬁe productivity
increase of GURT seeds, soybean supply elasticities, and adoption rates of GURTs to
examine the potential economic impacts of GURTs on producer’s surplus, seed price, and
supply quantities. We set a range of yield improvement to analyze how much more
productive GURTs seeds would have to be to offset the adverse effects that could result
from innovating-firm market power in seeds. The economic surpluses of producers,
consumers and the innovators are quantified and compared in various scenarios including
a black market for seeds, TRIPS retaliation, a GM technology levy, and GURTs. The
model’s results vividly depict how a developing country with loose IPR regulations, such
as Argentina, which adopts the new technology, could be affected if various IPR
enforcement mechanisms were in place. In the GURTSs scenario, first we consider the
situation in which RR soybean seeds are only available with GURT traits. The negative
welfare effects of the GURTSs that are analyzed above imply that there would be no
economic incentive for producers to adopt seeds with GURT traits if they had the option
of continuing to use black market RR seeds. As such, the model’s results are to be
understood as a counterfactual scenario in which RR technology was only available with

GURT traits. The model’s results also inform the debate about inserting GURTS into

74



future biotechnology crops. Countries that have not yet adopted GM technology may be
faced with adopting crops that could be bundled with GURT traits.

The results of how GURTs can affect producers, consumers, innovators and the
soybean industry in an adopting country are clear. GURTSs could markedly reduce
welfare in the adopting country, unless the higher degree of rent appropriability leads to
vastly more productive seeds. As the soybean supply elasticity increases, the producers
could lose more if GURTSs are introduced without any productivity increase. When
GURT seeds become 16 per cent more productive than the current GM crop, the
producer’s surplus still keeps falling as the adoption rate of GURTSs increases. GURTSs
seeds have to be at least 90 per cent more productive than current GM seeds. This is a
large yield increase for soybeans. The rate of yield increase in soybeans is slow relative
to some other crops that are commonly grown in North and South America. For example,
between 1930 and 2003, average yields of corn have been increased nearly seven fold;
the average yields of soybeans have not quite tripled (Volenec and Jackson, 2004). An
increase of 90 percent may take a long time to achieve. The rate of yield increase in

soybeans is about 1 per cent per year during the last sixty years (Wilcox, 2001).

We conclude that complete adoption of GURTSs by producers, associated with
strengthened IPRs may reduce welfare of the adopting country and lead to higher
technology prices. The reduction in welfare in the adopting country could be sizeable.

Meanwhile, effective IPR enforcement can improve the innovator’s ability to capture
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rents on R&D and may generate incentives to conduct more research into plant breeding

that could benefit farmers in developing countries.’

The model’s results also suggest that the hesitance with which GURT technology
has been met with by other authors (Goeschl and Swanson, 2003; Lence and Hayes, 2005;
Khachaturyan and Yiannaka, 2006) is warranted. Even if such protection systems led to
higher seed productivity, GURTs are still very likely to have negative impacts on the
welfare of the adopting countries at the initial transitional period of adoption. This period
could be several years and the adopting country could experience significant welfare
losses. Compared to GURTS, the levy on GM technology, also as suggested by Cardwell
and Kerr (2008), is a better candidate for developing countries to fulfill international
obligations of enforcing plant IPRs, in order to avoid trade retaliation under TRIPS
agreement. Developing-country governments must weigh the potential benefits and the
costs of welfare lost associated with strengthened IPRs in making licensing and

regulations decisions related to crop biotechnology.

7.2. Limitations and Future Study

In our study, the model’s results show that soybean yields would have to increase
markedly for adopting-country producers to not be negatively affected by the presence of
GURT traits. Within the maximum yield potentials, the increase in productivity is
partially dependent on the efforts that innovating firms expend on R&D in plant breeding

that is tailored to growing conditions in developing countries. The economic models

® The decision how much protection is required to elicit R&D investment is not modeled in this
paper. See Gaisford et al. (2007) for a discussion of this issue.
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employed in this study do not attempt to determine how large returns to R&D would have
to be to generate sufficient investment to make such big yield gains. In future study,

more research work will need to be done to answer this question.

This research treats the adopting country as a small country that is unable to affect
commodity terms of trade. This assumption is appropriate for the period from which the
baseline data is drawn for Argentina. Argentine soybean output is expanding, however,
and future studies may have to reconsider the small country assumption. The small
country assumption is also appealing in the context of this research because many
countries who could be adversely affected by GURT seeds are not yet large players in

global commodity trade.
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Appendix A: 2006 Monsanto Technology Agreement

2006 MONSANTO TECHNOLOGY/STEWARDSHIP AGREEMENT Ipmssmums smnmmnxwmnmummmvmswnrm.l

Qimited Use license) Grewer LitensSing, MonSenty, 623 EmesSon Road, Sulte 150, St Louls, MO 63141

GROWER INF \TION: (please prinf)

Plzase complete this section with your business information, To sign this Agresment you must b2 the cperatorgrower for all fisldds that will grow plants from S2ad you abtain
containing Monsanto Technologies {definad below). You rapresant that you have full authority to and do hersby bind 1o this Agreement yourself, all entities kar which you
obtain Seed, all individuals and entities having an own2iship interest in any entities for which you obtain Seed. and that Monsants £ Comparty has pot banad any of those indi-
viduals or entities from obtaining this limited-use licens2, Your name must be filled in and must match the signature below,

Full Grower’s Name antaisswia 218 M. Mrs. s, Suffix (Jr. Sr. 1L 1, ete) Farm Business Name
Businass Addrass (os listed with the FsA) Business City
State Zip Area Code Business Phone Fax

E-mail Address

PRIMARY SEED SUPPLIER

Business Name

Area Code Phone Gty State Zip

THIS SPACE FOR MONSANTO OFFICE USE ONLY, PLEASE LEAVE THIS SECTION BLANK:

Lic. #: Batch #: Date:
This M pAg s v A Ak party A condd h b A on th
This Konsaato Bcbralogy! Stewardshp Agreement sranb GIower Ihuted Il(mse 1o use Roundup Reade® soybeans, Yieldsad® Coen Bore com, Ykld,ardv ROSbABIN Com, nﬂd':»idﬁb mmmn aith Roendup
Peady B Con 2, Yiid3ad® Pluscorn. > Covn 2 Pc\rﬂugmadaﬁ: Com J,Yleﬂsaldvmnmum il Readh® Com 2, Reend, wtto! cCon.
Boligerd® with Roundu) J)k\»:h-i‘: Cotton, Boligand 5 o.mon. Ig 18 it P Reaci® Fey, Cctton Bollgeed WEwith F Poundup Peaty Flx Cotton, Randhip »vi,‘v sugarbeets,
Reundup Ready & Cancda, and Paundop Peade & AT r\wmnw Technclog " Thisa ‘= s Gromers stewardship respoiitilities and requiements 3sseiated with e Nonsanto Techadogies
GENERAL TERMS:
Grower's ifghits may nct b tmnsfmsd maw,-anwlsc-mlmut 2 mllten cmssmufh\:nsanm o omer's ghts are onsferred with Morsanto's consent. a5 by cperation of law., this Agremert is binding on the perscr o
entfty reotalrg the Nansfened dghts. 1f any poo dto besvdd orunenforceable, e remaning prodsions shadl remalinin Rd! Brce and e et

Grower adnntedses that Grower has rcebed 3 cogy -J(\\asam:‘svcrmbgy Use Guide MIS1 To cbtain adakiznal copisaf the TUS, contactMOnsanto at 1-9007 636387 of g0 1 Famsscuncz oom. Cnteefictive.
this apeemertwil rensinin effect urtd either Gower o Monsants choose to teemingts thz}\grwml Inforaticn (egading new and existing Monsanto Techiologies and vy new tarms wil bemated toyou eatyear
Continuing use of Masanto Rehindbgies after 1sce :\‘aw NEe ferms ConseS Growe e s agnsament o be bovnd b Bhe new terms, I amy provision cﬁhtsmglmnml is dzbemnined 1o bevord o uwsnfoceotie, the
remaining provistons shat reman i ful feece.and ¢

GROWER RECEIVES FROM HW9m0 COM|
» b limlted use lkense 1o purchase an phﬂseed rcrm\hg N\:vrszntv‘l’echnobyes l Saad) and X“ Poundup agicultural berbXides and cthes autherbed nonsslecttve berblddes aver the top of Roundup Peady
qcgs Morsar <ship ef the 143 He enes (s 2amole, e Reurrdup Pedy 050) and 2 gene technaloges Gramer ransives the dght to use the Aonsaito Technalogies sub-
it mtnecmjmms spalﬂsd In this Agresment and brsrnng canslain g separsts i agreempant.
= orsanks Technobgies are prol uider U5 patent brw Moasanto Feenses the Grawer, under applicable patents cwned ol Techrmlogles subject ba the conditons listedin
gnsAgreamf-nt This hcm&s? dm—s mr utoitze Grm\e‘(}opmt Seed In the Unted States thathas ben purchassd in ancther country o ;bnt eed In anc(her osunlry that has been pusthased in the Unibsd States Grawer
H

2.
« Enrallrent foe pvtidapBan in Pcu)iup Rvaards$ program.

-Allmlﬁduselkersetompare and wp&mg};pnmmuhnntmbawn cotton, atfalfa, orCanola crops (e hawe citers prepae and apph) tank stially apply (or have othe Dphh
Reundup | hebicidesor cdhargl herticides loteled for use on those wopswith quizabiep, cettvadim sethauydim, ﬂuazné . and! cffenmpmp 2] O)HU’UWOlUnfEﬂ munﬁup Pady GIM in Groner's
ncpsf:n 1he 2006 growiitgsezson. However, pether Grower nora thitd pory may thilze ary tpe olcopachor pm:\holgl.ﬁns&-pbscmor more ofthe atoveddentifad acthe by Inthep of 2 tank

PLEASE MAIL THE SIGNED 2006 MONSANTO TECHROLOGY/STEWARDSHIP A GREEMENT TO: Gatwer Licenicing, toonsanto, 622 Emersch Road, Sulte 150, St Louts, MO 63141, This Monsarto
TedwwlogyStavardship Agreenvirt becomes effedive F and whian Mansanto issues the Giomsr a liens2 numbar fiom Morsanto's hoen office 1 S Louls, Missourt Monsarta doss net authorkze seerd deslers
or seed retalers ty U2 a ficense of any kid fer Monsanto Techrologles.

UNITED STATES PATENTS:

The fcensad US. pateats include: forYleldad® o Bomer com - 5,684,956 5. 152.605; 5.424.412; 5,859, 3-37 557387 .61 4:6.331.66% forYRIGadE Com Rootaomn com - 5,1 10,73 6.174.724:
G -\Ah.SSS? 3-‘«7 55°}8 4 6.053,557..6. l?lk?u\,é}

5484956 5,35.;605 5.023.179, ‘\(’63.)‘9‘\6.331 o65 6.501.009, forviddsan Pt com - 5(\21179 352 005 5 6&‘-59) .655; for Roundup
dp Cov 3 554, 2435, 5, 6825400, 5.717.G

3.980,835: 5,168.542; 5.1 156,525, 5,722.938, ‘sloﬁ 424, 225, 5,641 876, 84

;. %978, 6,025,535, br Pone up Fx-ady-x'run--\. 90,83 123,5 N MAW 5:»31.5?6 5]1 asa 572&.92‘; 6, m,sva forYHd;ard oen Borerwith Rowdup Readydy
565, QSM)SJS 5.188642; 5.2 59 lAZ ES l965 5% 5322 9IRS, l&}]& 554.7% 63435 5903425 5,601,876 5717085

516864 %: 5.352505:

56 5,352,605, 5.424.412. 5,859,387 5, 593,87 4: 6,
5728525: o.osmra £,025.54% brRoundup r&ed,- > soybeans .304.425: for Rectidup PeadiE totton — 5,63

5,530.195: 5,198,642, 6.930,835, 5804925, 6.051.7 53 5,24 8,102, 5, 17&61 B 9‘5 57 17,084, 6‘3@1& & fur Bolgard® cotton 5159 14’ 5.352/605: 5,530(195.
5,122 "‘35 5.196.525. 5]6-5 316&!"&72& 5&)3&2.75 5 59.135: 5. S A_S 5159“‘ 5352400 33, 5,196,525, SIS&M‘.
3.369.316: 0940935, 5,7 17 084, 5.4 3 vl 5,600,425, f\‘.(Bdé«d |)’L"0N0n uw 542;9,359. 352,505
5.530.496; 5, 122933, 5,396, (64; 5 38 5}6..6/55 foraolga KD with Roundup Read, & cotton - 5/5?1415.
6,489,542, 5. 553 5;5.717‘64! 57 l&‘?’ﬁ 61'5175‘ 6\('1&1‘305178!5 Val7k77~k51591"(5 S504,863; 6,

5.880,27! Aﬁ 5. 5.5]8,54-5, 5,252,955, 565212 “.forPou‘de PﬁMp\b Cands - 218,103, 5.27 B4A25 3.

3.461.17 31978, foe Ruundup Ready ® sugartssats - 5,278,619, 5.863.175; 5.7 76,760, 435, 5,163,316, 5,19 5.322.93 52,605 5.93

5728225 ﬁOl&l\i‘T 6\.051.75’ AIGA8TS, 5.934.425. &17&.72& 0F RORTY] vp Ry D ARFa = A65175%: 6,018, l-JC' 5.37 8,619, 5,382,865 9.122: 5.7 §7 L34

2 2 S
Poundup Peady § Fza Codton - 8,950,835 4.553; 5.159.1 35 5. 183,642 533435:9.7 17 084: 57 28.925: 5,808.425; 6,051.753, 093878, GE40911: f)r Bolgardikg
489.532; 5,359.142: 5,352,605 5,530,196, 5.322.938; 5,196.525; 5,164,316 6,17.4.7 24; 5860.275; 5,159.125; 5,000,963, 5728925, 5,.717.084; 5,338,544 5659 122;5,. 302 865, 4«96033; 5,0’.1&2]0\‘

5,159.135:5,188642; 5 ul&-BS.Sx 17,084, §,728.925. 5019423, 6,051 753, 6.(63,& 6. 6‘\6) 911; foe Vieldsand D Plus Mlhk‘ounduu Fead® Com 2-502),179. 5,352 3484956 5.424.812: 5,859,247
5.593.874: 6053597, $.7 20, 6,331,665, £.920.815: 5.188,642; §.152.142; 5,196,525, 5.322.97S: S_,I&i 316; 5,3 S..ﬁC'S 5553748, 5,593,874, 5.852,347; 24.412; 5.633&35: 3
6825400, 5,717, 08&572&9’5 &183,575:6.005545; Fer YieldGadi® vcen Borerwith poundy up Peady ) o 2 -‘u‘&S& 53.605. 5,424.412; 5,859,347, 5,538 3 : 2940515
5.183/587; 5,359,142, 5,196.525: 5,222,935 5,164.216; 5.352.605. 5.554.790; 5.592.87 4: 5,859.347, 5, A’A MZ 5 5,93-\ 425, 5,681 .876;6.625400; 5,717, 4;5 925; \AOSIB?G 6025, %5 for
YielGad® P«Mumwﬂhmumupw@mn 2- 5110732, 6.174724. 5,484,954 5,152,605 6,053,597 ; b.}}] L6565, 6591,000, 4,990,815 5163442, 5,359.142. 5,196,525, 5,122,9]
5.168,316:5.35260% 5,5547 98. 5,593.874: 5.859, X47; 5.024,812; 5.631435; 5,804,425, 5641 QE’EAOC) 5717084, 5,726,925, 4083878, 6.025,545: fClIanlmkf\d%)Tl

ALWAYS READ AND FOULOW PESTICIDE LABEL TIRECTICNS. d adyiE cregrs Contal thatconfe telerar Sy phusdte, the ctk di dopds agacultural dis, Poundup® agicultural
helh&ddesmllﬁlllcmpsmadonc(mnmnr«nndup Resd/ﬁ)gn& Rendup®, Rewrvhp Pearky®, Bollgarnd®, Beligard lm Yk-HGard@ and teVheSmb are nade«mﬂsoh\imrmmhmbg, U<, peundup
b aser Texhmokogy LLE € 2001 Monsanto Company. Ravndup Renards apglies only to Reumdup branded axd aherspecified Monsanto agiculturd herbiides
- s Fal o S o 3N - N
NN ™| & s B2 &
e N MONSANTO
Mg&p @@ Rt ?| Boligard I Boligard | Vel , .
oW 2 | eon e e T R
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GROWER AGREES:

* B disect graln prduoed froen corn centalning the Yhekdsard Rockwcam trait and sucks thstinclude the: Roundop Peady Coen 2 andor Yieldiard Roctatenn Iratish to appropelae markets a5 necessary.

. lfgwing Reundup Peady dfalfa: o complynith the Seed and Feed Use which & d do partof this Agreement. to direct any product producad frem a Roundup Ready atlafa crop or sexd, includ:
hay arvd hay prochidts. ooy to these ceunhles where regulatoy approvals haae beengrantid, g nett> plant Prandup Ready dfalfa fee the production of sprouts. Refer to the Thimlbgy Use Guide br additanal
Crmation,

. Da ceptand o ! cfthis 1t Technobogy Staw ardshipAgresmint cnany new 1and purchiased or bxased by Grower that has Seed planted on it by a previous ownes af pessessor cf the land,

andts notify hwiting pur(hasas o lessees ofland owned by 13iower that has Seed plantad an it that ths Acasants Technology s subject to this Monsanto Technclogy Stenxrdship Agieement and they musthaveor

cbbln m-« o n h‘unsa\lu 'kh‘ulog( Shrwardship Aggeernent,
prograin as specified in the applicatle Bollgard/Bollgand 1 caton and Yieldsard zom secticns of the most recent Technedogy Use Guide TUS) and InsectResitance

Mzmgﬁmem’m\) g\&d*s andto :oopaab- and (Uté/h R ingect Resistaty:e Managemnt [ogrmies.

52 Seed 25 Sukly for planting 2 shgke commerdal crop. Mot o save 3y crop prostuced frem Sed foe pbinting and ot stipply Seed peaduced from Seed to ayone for plantig

cmevmawoamonsanb: Iomedseedoo a'%
« Hotto Ganster any Seed cortahing Fatemd nsanto Tchbgies to aw otter pc«son of entiy f foe phnnng
« B plant Seed bor Seed production, ifand crbeif, Grower has walid, wittte precaentaith a Seed conpary tatis licensed by Morsants to produce Seed. G rowsr must either physically

delienr tothat licensed Seed company of must sell oruse as commodiy Eraln alldlheseed nodwsd pursuant i3 Seed ;mdmim apaameat. Grower shall NIT pant any Seed Gromer has produced o useor tu allay
othiers b ug? Sexd contalning pabanted tA3nsando Techadlogies for crop bseding ressan of fregbid

* ) use on Pourvlup Pady crps only a fabeled kundup‘vagnwimlal hedbi] ldnuamenumuLsd Ton-sskctive hetickewhich coud natt dinthe absence of i Pourdop Ready gene i TOS for detalls on
autheedzed nonselectiee productst Use of ary seledtive herbiclde lateded for the same aop'althcat the Poundup Peady qene is not mstikdad by this Ageenment. (SINSANTD [OES NUM\AKEAW REFRESENTATICNS,
‘WAPPANTES OR PEQCMMENDATIONS CONCERNING THE USE CF PRIOUCTS AAHLFACTURED CR AVARKETED 8Y OTHER COMPANIES WHICH ARE LABELED FOR USE (H RCUNDUP READY CRURS). MCHSANT) 'iELIFmLV
DISILAMS ALL RESPONSIBILITY FOR THE USE ©F THESE PRIDUCTS N ROUNDUP READY CRCP(S) ALL QUESTIANS AND COMPLAINTS ARKING FROM THE USEOF PRODUTS MANURCTURED OR MARKETED B CTHER
COMFANES SHIULD BE IRBCTED T THOTE COMPRNES.

» T3 read and folow the applkatie sentices cfthe TUS, whichs hroeporabad into and 1.3 part ofthis Agesment. for spedBc requinsnents relating haihe tzems of this Agreement, and by abide by and te bound by the
teans of the TUG as it may be amuM from tin2 totime.

» T acquine Seed ining these b ! -k from a seed conpany with techndogy licsnseey fom Konsto of fiom a fensed cnm;wv, ‘s nthoeked deabir

* T pay all tachibogy fees (A o Monsants that are 2 pan of, associated with omﬂr«tzd with the Seed purchase pate o hat are ineiosd foe

« Uponw mtenmu-: to afkew tonsanto b rafew the Ramn Serice Agencty aup reporting Infamation <n ary bind famned by Giowet including =urnmar,A/ reag Hisbary Pepeet, formn 578 and oamesponding aetal pho-
togaphs, Fisk Management Ag2ncy claim documentation, and deatks fietaler inaokies for seed and dhervical biansactions,

» 1 akow Mcnsanto to examine and oopy arry reaards and recets that could be relevant to Grower's pedormance of this Agreemnt

GRWER WDERSI‘MIDS

dies b edfrom Vieldisad Hns oom, Yield>ar Husw th Randup ReadyCom 2, YieldGard Postaomnwih Revndup Ready Com 2, vieldGard Com Borerwith Ravndup R
ol muwjupmd((anch and YilRard com are approsed farl S, food butnatyed spproved i certaln esport makets whies spprosali ertair b be receted the end of 20¢6. Asa
result, Geower must direct Bigs graintcommodkizs to the follraing approsad marketoptions: feeding onfom, uss in dumestic ked bts, Hevators ik agee laaaept e gain, or cthes approced uss N domezstic markets.

ooty G0 B Sossloom fora Fstofisraly Handbers posltions on acospling ansgenk: ccen. The Amedcan 4.-—‘:] Trarde Assacialion web site e aimseed orglintludes.a list of grain handkes' posiions ow s cepting

ransgenic com. You musteomplet and send tu Monsartd aMasetd] hacwr) haA tn. Foraddi Anman ‘Lplims arto cbtan additiceat foms, call 1- 9007666387
» Pegulatoey xmab Ponsanto Te:hnolgks may only be uxd'nhe(elh- p:\ducts have tzenappmmi for use by al required o =ntal ?gendes F pk Technoksgks are nct appraved in
allstabes. Checknithycu A Ve Fyou b nycu stata

» Insict Resistance Manageinent URIAL When planting ary vidldGand o Bellgad pwdu:l Grove anstimplzment a0 IRM progem incuding planthy amon-8t refuge sccceding tothe sive and distance guidelines speck
fied in the Bdigan oxttenand YiekdGand oom setions of the most recent Mensanko Techmlbgy Uss Gulde including s suppkmental amendments ollcticely "rur'a and the crep speciic IRM guides. Grawer may lose
irowers limited yse lieense to use these mfemm" Grower faits to folkaw the PN pogrm required by this Agreement

» Crop Stewandship & Speciaky Creps: Pefer bo the section on Coesblunc tnthe TUS by laf FIp ship and corsid for precduction of kently presenved crops

A ONSAKTO'S REMEDIES:

IfGromer breaches lhls.bgeema! in addmmm Morsanto'sather remedizs, Gmawk‘ ib:dhuse loense will teaninate dizely Therasftar, wil nat :cepk Jvy applcation for anewMonsanto
Technology ! presidks In aton %p“lfulb/ B3 srower. Ay such puipodyd agreemint that does notceatala Muum‘s eress suthotzation fwhed:r a

icense number Fas been Tssusd araet) isvdd. Infunction: Infilrgement and Contract Damages, ¥ fiower is found by any 00Ut hawe Infinged one or more of the U5 paterds lisdd below., o er agrees that Konsiato

afll beantied b a perranant Infunclico enfoining Grower from making, using, selling or hglmsaleﬁeed and patent bifiingement damagss to the ful extent authedzed by 35 USC 5271 etosq. momsrwil alsote

habh for all biearch of contrazt damages. FGrower is fund by any coant to have infilnged one or mare of the U5 patzats Isted belowor ctheraise to have breached s agreemant. Groweragiees to pay Mansaito and
the licensd Monsanto Techneleyy provides(s) their attomeys' fess arvi cests

(0w es 300 pis the terms ofthe frlkzning HOTICE PEQUIREMENT, LIMITED WARPANTY AND CISCLAIMER OF WARRANTY AND EXCLUSHYE LIWITED FEMEDY by slgnn(g lthgec-meu avftoropenty abag of Seed contalning
taonsanto Techincdogy. FGrwer dees not agree to be bourd by e conditns af puichase oruss, Srower agrevs ta rebum i uncpsned tegs B Srowers sead dealer

NOTICE REQUIREMENT:

A3 2COVIlon precedant bo Srower ceany Sther perseniith an Interest in Growers aop asserting any clim. acticn, ordisputa againstMorsanty and! o arv sellaraf Seed containirg Monsanto Techndogies iegarding per-
formarwe ar neo-perfamiance of onsanto echrabghs o the Seed inwhithitis contalned, Gower myst pravide Monsiato a wiltten, prsmpt. and tmzk nctios iregarding perfornance of nenpedonmance of the
#onsanto Tecinclogies) and to the sellrof any Seed tegarding pedormance of nen-parbonancs of the Seedywithio suffident time 1o alkzw aninfield inspecton of the cropis) aboutwhich any oantroversy. claim. a<ton.
oo dispute is belng asserad. The noticeatll be tmeds ondy if it 15 defvered 15 das arless e tha Growes first chserces the ksusts) w?ardn; petarmance of non-pedomance of the Mansanto Tedwdlogy andior ths
Seed nwhich Ris contated. The notice shal inchide a staemert setting forth the nature of the daim. name of th= Monsanto Technclogy. ad Seed trabad orvanzty.

LIMITED WARRANTY A"D DIS(IAIMER OF WARRANTIES:
thansanty thatt Fechrnk frensed hersunderwil perfam assat farthinthe TUG when used in accartave with directions, This werranty ap;ues only b onsanto Tedndogies contained iy

;lan(l'@‘ that has. purl ﬁm\ Monsarb) and seed companies ficensed by Moiysanto ot th Cenparty's AUtherl & 1507 dishitutors. RTHE SSYWARRANTES IN THE UAITED '$ag-
PANTY ETFJF’I’HABWF_ HAINCAL CTHES RANTIES CEANY KIND. AND DISCLAIAS, ALLOH"ER"\#PP."NTIE WHETHER CRAL QP WRITTEN, E’CPPES CG‘ [ CLUDING THE HAPUED WASRANTIES
CEMEPCHANTABLITY AND HINESS R‘Rﬂ.UL‘\R PURPOCE,

GROWER'S EXCLUSIVE UIMITED REMEDY:

THE EXCLUSIVE REMEDY OOF THE GRCWERAND THE LIMIT OFTHE LIABILITY CFAMCNSANTO CRANY SELLER FOR ANY PPOALL LISEES, NUPY TR DAMAGES RESULTING FROM THE USE CR HANDUNG CF SEED CONTAINNG
1ADNSANTC TECHHCLOGY (INCLUDING 1LAIMS BASED IN CCHTRACT, NESLIGENCE, PROCUCY UABILITY, STRICT USBLITY, TIRT, OR OTHERWISE) SHALL BE THE PRICE BUD B THE GROWER FOR THE QUANTITY £F THE SEED
VO ED OR, AT THE ELBTTION OF MONSANTO OR THE SEED SELLER. THE REPLACEMENT OF THE SEED. 1N HOHEVENT SHALL M5INSANT QRANY SELLER BE LAELE RIRANY NCIDENTAL. CONS BQUENTIAL, SPECAL OR
PUNITE CAMAGES.

Thanky o for cheasing ear aanced technologizs. We bk forwant towadking nithycuin the future if you hawe any questions reganding B Mansanto Techndlogles or this licznse, flease cal the Masanty Customer
Relations Center at: J-800RCUNDUP

GOVERNING LRY: This Agreernent and the parties' sslationship shal be govemed by the laws of the State of Misscur] avd the Mribed States fvhouk regard to the chios of law ruks)
BINDING ARBITRAFION FOR COTTON-RELATED CLAIMS MADE BY GROW ER: Any dalm or acion ma-1= u asyned tya conor‘lhf,m € (0 A ather pec(fson clamingan Interestin the Grower's cotton crapd

agalnstMaonsanto orany selk of ssttan Seed contaning Mansanto Tedhndlogy adsing cutof avkiorin g sak: cepy the cotton Seed wontalning Monsato Techndlogy other
than clalins asing under th2 fatent Laws of the United States meust be resched by tm:lmg nvpames« manb- i \m chozs interstate The parties agree that aibitmtion shal b
condutid pursuant to the pravisiang ofthe FederalAditation 848 9U.S1C S 1 et seq and dunder the Commerc Pesclutic %l lishsd by anAdibalion Assodation

£RAA7). The term *sdber” 35 used thicughout this Agreement refers b al parties inobed Inthe production,. dzvelepmert, disrbulion, and/or sde of e e ontatning Vltansmm‘femndcg/ n the event that 2 clamis
not anicably tesobed whhin 32 daysof Monsardd's recelptof the Grawer’'s notice requined pursuant b this Agreement sty party ' hiliate aitivation. The albirraﬁon shal be hzard in the capital 2ity of th2 state of
Grower's restdenreor in any her place as the paties datide by mutual ageenent. Wheo 3 demand foe atiliation is fikd by apaty. theSwossy and seflars shall each immedlately pagane half of iy 224 -
Ing fee. In addition, Gower and Hensanto) selks shall each pay coe hialfofAA8's administrative av abRratue fewsas thase faes are nauned The artitmtosts) shall have the pawer to appodion the utimate respensitility
foe I AAA fees inthe fnal award. The abitraion prceedings and esults are to remaln confidental and are ot o be disdosed wkhoutthe wetten agreement of all parties, ceptto e extent necessaty b efftuate the
decksion o @mard ofthe abkmtoe(s) or as cthemise required by ks,

M SELECTION FOR NON-COTTON-RELATED CLAIMS MADE BY GROWERAND ALL OTHER CLAIMS: THE PARTIES CONSENT TO THE SOLE AND EXC LUSIE JURSDICTICON AND YENUE OF THE U.S. DiS-
TR 0 RY FOR THE EASTERN DISTRICT OF MISSCUR, EASTERN DIISION, AHD THE CIRCUIT QOURT OF THE COUNTYOF ST, LUIS. MISSOUN, BSHY LAWSUIT #4UST BE FILED it ST. LOUIS, vViOi FORALL
CLARASAND DISPUTES ARISING OUT OF CR CONMECTED M ARY WAY WITH THISAGREEMEN TAND THE USE CF THE SEED OR THE MAGISANTO) TECHMOLOGIES, EXCEPTFOR COTTCOHRELATED CLAIMS
MALE BY GRAVER.

THISAGREEMENT CCHTAINS A BINDINGARBITRATION PROMISION FOR COTTOM FELATED CLAMS PURSLAMT TO THE PROVISIONS OF THE FEDERALARBITRATICH(ACT, @ U.SC. §1 ETSEQ, WHICH MaY
BE ENFORCED BY THE PARTIES.

GROWER SIGNATURE & DATE REQUIRED

Hame Date

Page 20f2
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Appendix B: Selective V-GURTs And T- GURTs Type Patents

Selective V-GURTs And T- GURTSs Type Patents Issued /Applied By Major Biotech
Companies/Institutes

Company’ Patent (or application) Date Remarks®
Institution number issued/
filed
BASF W09%07211 02/18/99 | National phase entry to AU,
{ExSeed’ | Control genmination using CA. CN. NZ in 2000:;
Towa State wnducible withdrawn from EPO 1n
Unrveristy) 2004
Carnell Us 5,859,328 01712/99 PCT published in 19%4;
Research (W09425613) phase entry to AU, no phase
Foundation | female sterility in plants entry to CA. EU
Delta&Pme US 5,723,765 03/03/98
Land’USDA {W09604393) PCT published in 19%6;
Control plant gene phase entry to AT, AU, BR,
expression CA,CN.EU.IP. TR, ZAm
Delta&Pme US 5,925,808 (7/20/99 1997 — 1998; AU patent
LandUSDA Control plant gene granted in 1998; CN patent
expresson granted 1n 2003; HK patent
Delta&Pine US 5,977 441 11/62:99 | granted in 2004; done with
Land'USDA Control plant gene EPO 1n 2005
expression
DuPont US 5.859 341 01/12/99 | Filed in 1995; continuation
(Pioneer Hi- | Mediate fertility. method of of patent US5,478.369
Bred) use
DuPont US 6,297,426 10/02/01 | Filed in 1998; continuation
(Pioneer Hi- | Mediate female fertility m of patent U$5,859.341
Bred) plants
DuPont US 6.265,640 07/724/01 | Filed in 1998; continuation
(Pioneer Hi- | Mediate fertility. method of of patents US5.850.014 and
Bred) use TS5.478.369
Monsanto WO9T44465 1172797 No national phase entry
Control seed germunaton data
Syngenta WO9403619A2 and A3 02:17/94 Filed in 1992; done with
(Zeneca) | Improved plant germplasm EPO 1n 2002: filed 1n US in
2005 (phase entry 1n 1995)
Syngenta US6.228.643 05/08/01 PCT published m1997:
{Zeneca) (WQ09735983A2) done with EPO m 2005;
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Promoter, confaimnment of
plant gemunation

lapsed in SE, GR, DK, PT
11 2006; national phase
entry to CA, KR. NZ
1998

Syngenta WO9738106A1 10/16:97 No phase entry to EU.
(Zeneca) Gene promoter sequence Japan, CA
from banana
Syngenta US 5,808,034 09/15/98 Filed in 1994
(Zeneca) Plant gene construct
comprising male flower
specific promoters
Syngenta US 6,172,279 $1/0%01 Continuation of patent
(Zeneca) Plant gene construct TUS5.808.034
encoding a protein
distupting viable pollen
Syngenta US 6,700,039 03/02:04 PCT published 1n 1999;
(AstraZeneca) (WQ9206578) phase entry to AU, CA and
Controlling sprouting CN 111 1999 -2000
Syngenta W09929881 06:17/99 | Filed in EPO, Japan, and
(AstraZeneca) | Increasing yvield. controlling phase entry to USA. AU,
flowering behavior CA 1 2000
Syngenta | USE 683,230 (W09942598) | 012704 PCT published in 1999;
(AstraZeneca) Hybrid seed production phase entry to AU, CA, CN,
IL. KR in 1999; CN patent
granted 1n 2005
Syngenta WO0009704 02/24/00 | Phase entry to AU, CA
(AstraZeneca) Gene switch 2001
Syngenta WO0009708 02/24/00 Phase entry to AU, CA,
(AstraZeneca) Disrupt cell function CN. IL 11 2001
Syngenta US5,880.333 {3/09/99 | Done with EPO 11 2005;
(Novartis) Control gene expression lapse in SE 1n 2006
Syngenta US6,018.104 01/25/00 Filed 1n 1995
(Novartis) Nucleic actd promoter
Syngenta | USG,018.105 (W09732028) | 01/25/00 | PCT published m 1997; AU
(Novartis) Promoters of plant patent granted i 2000;
protoporhyningen oxidase withdrawn from EPO m
genes 2004; no entry to CA
Syngenta | USE,031,153 (WQ9829537) | 022900 Continvation of patent
(Novastis) | Method of protecting plant US5,780,469; phase entry
1o JP 1 1999 EPO 1998;
AT patent granted 1n 2000:
RU patent granted in 2004,
CN, HU patents granted i
2005; PL patent granted in
2006
Svngenta TUS2002133846 Filing Divisional continuation of
{(Nowvartis) | Method of protecting plant | published patent US6,031.153
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09/19/02

Swyngenta US6.057,490 05:02/00 Filed in Dec. 1998
{(Novartis) | Method for selecting disease continuation-in-part of
resistant mutant plants patent US5.792 904
Syngenta US6,091.004 07/18/00 Filed 11 1997;
{Novartis) | Signal transduction cascade
leading to acqured
resistance
Syngenta TS2002152499 Filing Continuation of patent
{Novartis) | Signal transduction cascade | published US6,091,004
leading to acqured 10417402
resistance
Syngenta US6,147.282 11/14/00 Filed in 1999: divisional
{Novartis) Control the fertility of a continuation of patent
plant US5.880.333
Syngenta US6.107,544 08/22/00 | Filed in 1997, contmnuation-
{Novartis) | Method for breeding disease in-part of patent
resistance to plants US5,792.904
Syngenta | US6,362.394 (WO9713864) | 03/26/02 PCT published 1n 1997,
(Zeneca) Control gene expression phase entry to CA, CN, JP

i1 1998; AU patent granted
i 1999: deemed to be
withdrawn from EPO in
2004

Syngenta US6,610,828 08/26/03 Filed 1n 2000; divisional
Gene switch receptor continuation of patent
protein TUS6,379,945
Syngenta | USS.605.754 (W(09321334) | 08/12/03 PCT published 1 1993:
Chemically inducible gene phase entry to the US m
expression 1998 done with EPO 1
2001
Syngenta | US6,939.711 (WO9527673) | 0906/05 PCT published 1n 1996;
Control of plant gene continuation of patent
expression US6,147.282; phase entry
to CA, JPm 1997 AU
patent granted 11 1999;
done with EPO 1 2005;
lapse 1 SE in 2005
? (Jenkins TS2004058369 Filing Syngenta’s mventor?
&Wilson, PA. | Method for controlling gene | published
a patent finm) eXPressIon 03/25/04

a: Capital letters are country abbreviations.
Sources: ETC group (2003), Warwick (2000),
TUSPTO database (uttp/wwrey nspro.gov/patf index. homl),

WIPO database (htp/Sa wipoanstools’ens databases 5o,

CAMBIA patent database (hitp:/‘www bios net'daisybios/30).
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