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Many ; 'msuﬁiedﬂnmmotimtmﬁm,
Pickford t1985ani1987) mhadﬂainﬂmofmrmmmﬁu

'.welfaredxarges m(mmreportedﬁleeffectsmgamlmicelm (

stmcb.m,hcwever lms\mtbemmrplicitly addressed. mpartimlax,the
mtof*pmtectimtoagriwltmtmsmtmmlldcam Those
fomﬂatirgtariff icylmvamthadcamletei:ﬁmmtimnhwtibsimact

ture. Frequently, arbitrary assumptions of the "cost excess" have

bwnmedinmlmlathgﬁneffwbiwmteufaas&stamatoagrmﬂm

(Bushnell and Gibson, 1983; Taylor and Hayes, 1987; and Tyler, 1988).
Although a stated justification of the ’ minimm price (SHP)

es,ﬂmelasbemliﬁlewidmmﬂamm
wasadﬁeved mrthenmmemeinplicatimofﬂnm?have

This ¢ "“fwﬁesmesuimﬂmwstm.nmeamdeﬁmdas
the extent to which imput costs to an industry are raised as a result of
tariffprotectlmtooﬂmsectws.mmtoftariffsmthemw
imports, mﬂw]lymwmxtables,mgoodsmﬂlamism
mﬁform. Itdepetﬂﬁmﬂxedag::eeofsubsumtabﬂityhemmm
other inputs used in production. It is important to caisider not only the
on-farm cost excess but also the off-farm (eg. pmwssirq) cost excess. As

foreign demand for New Zealand agricultural products ds commonly

characterised as being highly elastic (Scabie 1973), Warembleto

adgustfot:hxgherupxtcwtsbyraianthefabpnces Consequently, they

‘tend to pass on the cost excess tofamer,sinmefamofhiﬁxerpxmessﬁg
and lower fam-gatepncesmuessthecostcanbeabsomedﬂxmm

more efficient pmcessi:g

mshﬂymmestimtescostacoessmimports impertables, home
goadsarﬂlahmrirgltsusedboﬂlm-fammﬂoff-fam The paper is
mganisedasfoums.'membsectxmammsﬂxewstemssmthaprice
ofmports domesticall; ypro&.:cedmportabl&,mgcodsaxﬂlabam The CS
a:berﬂ&taallmfor;nperfectsubstxthmbetwemmrtsarﬂ
inportabl&inmesectim.Amamformmstofpmtectimbasedman
m-mmtmbleisproposedmswnmmmmthodologyisﬂmapphed
m%ﬁmmmmofmummmmmmmmfmwawz,
1983/84, 1985/86 and 1987/88. Agricultiral subsidies are included in order
toc'ieriveﬂxenetinpact fpmtectimmagmanme Cost excesses due to



' pector are classified into

"&stmmmmﬂnm_mvwid)thapﬂmcﬁMMBym

industry are raised by the p tamtmummmmin
ﬂnfomoﬁtariffsammumhq mtmsshﬁy,ixmmmbya:

iwurba‘bles,!megoods andlahm. Miffsdkmtlymiﬂ&ﬂwmar» %
imports and ectly, hut not necessarily uniformally, tlwpa:ices‘of
.aﬂxarirpxm 'memiﬁﬂeotﬁninpwtmthepcrimof

mtables, and labour depends on mﬂ:stibxtabmty in
production between mtemﬂﬁmaoﬂmim 'Iypimllymtsam‘

1988).

mmmmtries.ﬂmsuﬁieacitada}mstmﬂemtjaﬂﬁp
mm,mmmmmmwofmmmwmm
&midm,m,mmtmimmmmmmﬂwm&
igurtables, since esportsbles and importables are mot regarded as

substitutes. In addition to this differential impact on ixportables,
Mmmm&iwmymtﬁffmmlymﬁmmmofrm
~ goods and wage rates. 'nemtiwimpactmﬁnpriceo:mmﬁn
d@aﬂmﬂnmtihmilitymim importables, between
esammgoods axdbeﬁees;mtporbahlesz}rﬂrmgooda

&fwﬁ;nts maoﬂmiig;&ybelfﬁg!heirqmgéortad ‘B'Bflﬁ
as 1 hy ore | o
dis&imtimofﬂawstmmvertimllymlatedmmesis
lﬂcelyhobedetemmadbydmrdardmlyofbuthprwsedqoodsa:dm
materials and the degree of campetition within the industr

In agriculture, farmers are most likely to bear eventually the cost
excess on the processing sector, aspmoessorspasstheirhig!mcostsbad:
tofamsinﬂmfamo@lmﬁfmtemws Mostfamwtp.xtsam
turﬂnrmsedhefmbehgsold,inbematiamlmﬁ(ets the



‘demand is highly elastic (Scobie, 1973). Prices paidta farmers sve the
difference between the fcb prices and processing charges. Any incresse
processing charges due to protection will eventually be bomme by farmers.
Thus, in order to derive the net cost to agriculture of import pc J '
mmwmmmmmmmmlmmm ‘

mmmwwmmmwmm '

me:tmmmmm, uix’qpmofoaatmamdefwm'
: miffxmiwtlicmsimmmmiwted

Wymmwlmwmmmmmamm

xmﬁ:m_gﬁum.m rises in prices of home goods and labour
ag:loyw by processing industries between farm gate and port. ;
mmmd&iwwmﬁmmwmm,mtypm@fmw‘
and off-farm cost excesses have to be considered. :

Table 1: cwtm to Agriam:um*

o Source of direct :intmmm,m Sl
Inpm:tpmtactim Agriaxlhmmidiw

Element of cost excess on-farm off-farm or-farm off-farm
X X
b4

ixﬂixac!:: wage X b 4 X X

*ocauss This study uses the Department of Statistics' input—utput table
mamlabammtmatedasagdmzyixwt wage and hume goods efferts are
treated sevarately. However, following CS (1984), after impoging tariffe,
wage rates are assumed to to increase at the same rates as the price of hame
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mmmmtimixﬂmeany”

?Bpma*‘ af ‘
t in 1987[83 &3\

“1985/85 mﬂma:r/aa, Y. represt
on-in 1/82. ﬁaﬁvtnvjany 100;‘;,,3
ﬁwtax ag:ivalmh of direct cn-ﬁam costs oﬁ ’
aterial P fs:%imml It was caloulated a5
is that imrbs an:} &xnestimlly ‘
p&l:fect swst;itutes semﬂ, irﬂixact:

msasmmtaddmsed

 Table 2: Taxmwimlmtofmrectwfmm of Border Protect

'sype‘

1981/82 s g
1085/86 7 8 s

%berialvariableirpmwegriaﬂmmlyarﬂmhﬂirgmpxmm
27 owest, not average, successful tender premia were used, thus understating
ﬂnachnltaritfeqﬂvalmtratee

source: Hayea (1987) .

Dea:itetradalib&calisammammegra&mm:ctimintaﬁff
:atas,ﬂedxrectm—tamcastsmetnpmbecﬁmappeartohavemny

o mmwztmmmayazmmsfas.mrmwmtﬂﬁsm

Mmmﬁwdimminimtlimateﬁerpmmafxpmductsmdxas
mtw:bﬂepartsvmichaccmmtfcralaxgasmmofm-farmﬂmpairarﬁ
tures. For examsle, for tyres and tubes the lowest

maintenance®
- successful tadetmmimhadimeasedfxmzzpexwrtmwsyazta@

in 1985/86 and the average successful tender premium from 31 percent

. percant
: to 70 percent (Hayes, 1987 p. 2).



fmeu i 1o£hmachhmlrimmﬂthgfrmtaﬁfﬁsmﬂmidiw,
Jaxdine et al. (1988) used a 3-sector (exportables, importabiles, and home
*gooea) updal derim the Clement-Sjaastad incidence parameter (CS

i (1) E(pmim) W E(pr)

‘xm isﬁmtﬁmoflm gf domestl
. parametey, andE isﬂnlogariﬁmic diffexam:ial operator (eg. meqnnuo).
‘ mzaticn (1) can be yrearranged as

- {2) E(g;)a =w E(pp) + (%) E(pyd.

Asmfmttbedmm arﬂmammeenhimlytowiffsard
sﬂasidiasaxﬁdmutermimltaﬁffmtes as ty and nominal subsidy rate to
exportablles as sg. Thus, E(pr) = ty and E(pg) = sg?. Denoting &=E(py),
equation (2) can be rewritten ~

@") @=wiy+ (%) s;.;,

mmmﬂmrisainmofmgoodsasamimbedmmgeofimport
axtyarﬂwqm:tmmidiea

unmmidmmpmmeter(w)isclwetomity,hawgwkmﬂ
inportabl,esamclmnmbstimtes mmmwmmmm
wage rate approximately equal the tariff rates. As exporters are &re price
takers in internmational markets, tariffs are tramitted into an implicit
tax on exportables in tiw form of an increase in nominal wage rate. A high
csincmgmeparmh,rimimteshighimlicitmportm If on the cther
hand, the €S incidence parameter is close to zero, home goods and
exportables are close substitutes. The wage increase due to tariff
pmwectimis appmumtely nil. Several country studies have suggested that
this tariff-induced implicit export tax is relatively high, the estimated
cS incidence paremeter ranging between 0,53 and 0.95 (CS, 1984 p. 26).

Sevenﬂmcmtshﬂissmveatt@tedtoesﬁmbemcsknim
for New Zealand (Wong, 1988; Evans et al., 1987; Yeo, 1987).
I.attimm (1986) assumed the incidence parameter for New Zealand to be 0.7.
Yeo (1987) whgﬂwcsm%estimtedtheparametertobeo.‘m for
the 1978-86 pericd and 0.72 for the 1959-77 period. Wong (1988) estimated
the incidence parameter to be 0.79 ns:lng 1950-87 data. Evans et al, (1987,

z‘mis impmes that importables and imports are perfect substitutes.
Thus the price of importables rises at the rate of tariffs. This assumption
will be relaxed in Section 2.3.
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3 oaumemd. may alsa estimted the cs single eqatica, and fcumd an

imidam paxawmr of 0,38 using CPI as the price of home goods.

It should be mmtﬂemmlmmofa'f"* ,
mmmm Wmmbm@iciﬂymidemdinthe“ '

model. {1984), Choi and Cummings (1986), Jardh\a et al. (1988), Wong

(1988) mﬂYw(M'l)anasmthatm importables are pexrfect
mm&x&s iu.;ttnp:iw«bf*; _‘rimhyﬂataritfrates PEZ ‘

(1984) . A tariﬂ'i. o-p ce-of-g ortables coeff..ciant can then ha estimated., -

It both the demand (Dy) faxardﬁaemmply {sy) ofthedmestiany

produced importzibles be firctions of the prices of hame gocds, imports, and

gross demestic product, (¥), all relative to the price of inportehles3
- Dr = Dy(pw/prs Bw/Pre Y/Pp), and
St = Sy(pw/ire PW/Pr, Y/PD),
Taking log differentials beth functions, the equilibrium condition is
/ou) =& E(pw/pa) + 7 E(V/pp) -
Awmimmmstirmﬂaﬂermamw, equation (3) becames
() E(pp) = ¢ B(py) + (14-1) Epy)-

Substituting equation (2) into (4) and considering the case without
subsidies [ie. | ( )-0], a formal linkage between the price of importables
and imports is derived as
(5) E(pp) = ¢ (4 - wiz-o-1)1"1 E(pw).

Assuming E(py) = ty, the nominal tariff rate, and let
o= ¢ [1-wign)]t
be the tariffs—to-price-of-importables transmission coefficient, then,

(6) E (py) = oty

s‘nmwimotazpartahlesisma:luded. because it accounts for only 2
nixmshamufﬁxewstcfpmwciminpoﬁablﬁsardntﬂembstiumim

B hmmmatportabl,esarﬂiupcmardjnpormblesmasamd



m spigg giaw that iam;gmla(mrm at mte will induce a
rise importable. If o=1 (importables and s are perfect
nimtiwtu), then the criginal €S model applies. o

eqation {2) can be nwrittm as
= w @1 - W(l-¢~-1)1"F E(ia) + (1-w) E(py).

‘Igainmmimthatimctmmm azﬂpxarecwentirelytotariffs
mmﬁwmdﬁmmd'ﬂ(m}, v

av = w g1 = w(l-¢-n 171 ty + (1-w)sg

=vo ty + (1-w)sg
= W'ty + (1~w)sg,

vhere w' = W ¢[1 -w(l-w)rl is an incidence parameter which allows for
imperfect substitution ketween imports and importables, in contrast to the
mmtrichimmimﬁmpamw (W) whidxishmedmanmwtim
(2'))W and importables are perfect substitutes (also see eguation

The OIS method was used to estimate equation (3) using 1958-1977 data
from the New Zealand Yearbooks?. Variables are defined as py, producer
price for mamifacturing; ly, domestit price of imports used hy mamufactur-
ing; m,primafhmgm‘hwedbynmtachmirq,axﬂr, 0P,

(3') E(pr/pn) = ‘2‘7033“"“" - o w;m.
(R%=0,99, D—t:hl.w, mmbers in parentheses are standard errors.)

The results do not support the hypothesis that imports and importables are
mﬂdhmm Vere that the case, ¢ [or the coefficient on E(pw/py) ]
1.

For the purpose of illustration, the latter temm of eguation (4) is
ignored since (1-¢9-r) is only 0.02. The interpretation of the regression
resplt from ecquaticn (37) intkmtampexmntimxeaseintariffswin
mﬁtina?pemmtixmminﬂ:epriceotinportables

‘sinca data were in difference form, a difference equation, rather than
a differential equation, was actually estimated.



mmMMmcfutmxuuﬂiwmmﬁqspeciﬁmuytmmm
sion from tariffs to the price of imort&bla.axewgtovarh‘ym
uﬁuhistqkﬁeramlmfmﬂmcmbﬁnﬁzwﬂtsofaﬂwsnﬂim.-_
mmmmmmmmﬂw.wgmummwa.
(W‘p.@iwﬂthatﬂwpdmaihmgmdsmldﬁm&?p&m
Mﬁmmgmwmm price of importables, (CS
incidgence peramcter, w=0.7), or

{7) E(py) = 0.7 E{py).
Dibeon ot al. (1982}, using the ORANI model, fomd that the price of hawe

goods would rise o.swmmm:mpemﬂ:ixmaminth\e
tariff rites, or

(8) E(p) = 0.5 E(Pw)+>

Froa !'I} ad (a) 4he incriese % the price of importables due to a one
percens. increase in the tariff rat;m is 0.71, o

() E{pr) = 0.71 E(by) -

Consequently, a tariff increasq of 10 percent wiil induce a 7.1 percent
ﬁncmammmqrmmw.mmmmmas
perent increase 4 tho price of homy goods and the wege rate. Thus, the
incidency 1 alleiny for imperfect mibstitution between imports and
iwportables (w*) iso.s, while that assuaing perfect substitution (w, the CS
incidance parameter) is 0.7.

Oxr sconcmetric results are compatible with the inference from
coebining two Australian studies in that the tariff-to-price-of-importables,
mizastimtadmhemmdo. (ﬂmﬁnwﬂtmme@nﬁmu)h
relatmalymuardmnbaim) Both this study and the inference
mnﬁmwmmmmnmmswammn. (1982) and CS
(1984)smasttmtampezmntimamintaﬁffmtmislﬂmlytolem
taa7peantixmsein&mpnceofimmbles,

2.5 Summary
This section considered that tariffs | m cifferemt price impact on

;imuts They are: (1) direct costs on » (2) quasi-direct costs on
jmor,l:ahlw, (S)irﬂimctcostsmhmeqoaisaxﬂ(t& ) indirect costs on wage

The magnitude of impact depends on the mbstitatability between
mmmm Imasimirmtcastsfurbﬁthymductimaxﬁ
processing are likely to impinge on farmars.

The traditional & model which assumes that imports and importabies
mmfmmummmmwwanwmrwmmmp
ﬁm.mmmamlyshmﬁmtalowmminuﬁff

MWthmmwzupemtasamltofa
4.2pmtimawinﬂmprioaaf inpm:tsduetnatariffimsa(pp.

294-298) .



9

a’mwavwmmmmmammw.m
'shﬁyr&m§mmmmmrrelammﬂﬁphemmgﬁwsaﬁ
Jwportables, wmgoochaxﬂwntn. Thue, the ¢S incidence parameter is
taken to be 0.7, alomimmmthamofimt

L »a}nlenwmmwa#pem&mminwmwmm

wage rates. Consequently, alopemmixmmtariffmtalmwa4.9
mmwmﬂnmmoxmmmmm

a.ommmotmtm:xmcﬂm A ;

Tnis section dewilops a measure for the cost of protect vsing
:ixmt—q:tp;t data, This measure differs from the measure, "tmmfer mtrm*‘,
, devalcgﬁwcs (1984) inthatthamappmadxuﬂywwinfmﬁmahmt
sectors' cantribution to GDP.

mmmﬁmofﬂwcsmfermtﬁxisthatitdc:esmtallm{far
mfmmﬁmmmmmmm To measure the
L jon (transfer matrix), €S constructed a a hypothetical scenario
kmmttln mdmgm;mﬁmmtmmﬁgﬁa
mltariﬁsminporbablesmﬂtmmme:@omble&}ssﬂncs
mﬂelisamalmdelardmepﬁceorhmgoodsmisdmma
nmeraive, the home goods sector is thus eliminated fram the transfer
matrix®. Mamﬂtmcsmmmwmfmmmm
sector ard others.

Parmenter (1986) = d that the xelevam:wmndhathe
inmtixmoﬁaaectorarishgfmﬁmtariffsmﬂtmtamml
equilih:im type model (eg:. ORANI) would be an ideal vel ‘cle for
such a cancept., mtm,ﬂemwiamya:wﬂedwmdel ‘vection 2) can ba
medhodevelcpamamfwﬂneffecbsoftradepoh.immﬁmmt
irmsafﬁﬂiviﬁmm -

ﬂm,tariff#wprice—of\m‘tahlesparamtar{a) Wecnnﬂﬂsmeame"true
effective rate of assistance”, TERA’. This measure differs from many

calculations of effective rate of assistance which consider only
ﬂndmmiffmmiﬂyeffwmmmmimimteﬁectmﬁm
price of home goods (eg. SYRTEC 1988;.

Aorcosed essuS o el by distinguishing ivports (4
dbmtimllypm&mdinporhcametimgoods (x) mﬂtlﬁsixpxt—wtput

6rhere must be a numeraire in order to assess real transfers.

Tmhis is a noninal measure, although a measure of true “peal" effective
of assistance rate can be developed by choosing a proper deflator, eg. apdefiator.



|%e| o
xI ‘dx
“’H

= b

T,

o o © ©

2EL
arr
2

=

e

ﬂmxiisgrmspmiwt diisﬁnaldemmfwi and & ﬁ is the amount
of the ith commodity required to produce one unit fthej mdity.
mmmmmmmmimmmmum

X = MM + D, or
(I-A)X = D.

thalpmdntimmqﬁmdtosatisfyﬂ)efmaldmﬂdcaﬁheaasﬂy'
derived as

X = (1-a)~1D.
: Mmame“txwaffwtivemteofassm"isshmyﬂwmﬁoof

the difference between assisted and unassisted operating surplus relative to
ﬂﬁmwsistedopmﬁm,mnplus Operating surplus is derived by subtract-
ing dnt te 4 imports and wege from the value of gross

where a prime (') denctes with assistance, aothatwj xaxathejth
sector's operating surplus with and without assistance, vely,

xj =% = I agjx; - apgly, and
xy? = (Mg - 3 ierpagat - (BE)agly'
he difference between assisted and unassisted operating surplus of the jth
sector is given by,
fl’j' - xj =ry%j = 3 riajyxy = rI,aLjIﬁ"

jiﬂfmlabmn:metfmimtinﬁxejmm Iﬁistotallabwr
by the jth industry, mﬂrjisamdeeffectpammater‘hal\im




different; values ‘for different sectors.® The corresponding GDP's are given

@Ry ¢ eyt
kGﬂ?‘ =3 a'j + ﬂﬁ‘r)%ﬁ*j' ):wpwt:ively.

: - Iet dwabeﬂntmﬁaitaritffateminwrts: sg the nominal
- subsidy ! famm@mdblw,»atu the cffect of tariff on the price of
‘ mticany et 1 Jes; and d' (sE(pg)), the coefficient for
,affectnftmdrapolicymtmpa:i&a&fﬂumgwds ﬂnvmgerates

mﬁmpm,rm aachim, ar = wr g 3” (1-w)sg.

, Using these deﬁniticm we can deq,im the effect of trade policy in
terns o’t the i!ollowing table. : ,

B

Table 3: Cost ofpratactim mtrix*

trade polic{

1es ﬂ@ortables Home goods

, imm.gmm |

Tariffs on imparts e  hewxr  tewe
pariffs effects on importables ot e otyATTXT otydny
Effects on home goods aA'2prp A'Hagxy Q'agxy
Effects on wage rate d'azzle daryly d'aryle

B if-fmmtectxm . -
and subsidy sp(i-agp)dp  obty(l-app)xy 4'(l-omy)¥y

*The net. inpwtofpmtectimtoasectmmthediffemmbemmﬁt
fzmpmtectimalﬂaiasidymﬂﬂ)emufallltanisedcostemesses

This table will be used in empirical calculation of the cost of protection

31:1 calculating TERA, it is assumeq that xj%=xj and Lj'=Lj, for all
i's. misassmynmlimitsﬂ:eMAasasmrttemmamasquamityis
Fixed.

ghem’dem&or@ntmsbedemlopedardusedtoderiveameasumfor
true real effective rate of assistance.



“This section camputes the cost of prctectim for 198‘V82, 1983/34,
98“/86 and 1987/88. Naminal tariff mtee t‘ne xminal agrimlmral
wbsidy rates are considered first,

wmmﬁxempmotfmbms, amjcrmdmﬂminnmiml
tariff rates vas carried cut during 1987/88, Further reduction is likely as .

the tariff reduction programme has been implemented. The rates represent the

s of duty rates and licensing premia rates. However, this fig minlﬁaelyf
mmmmm&m,mﬁnlmtmmnm, ‘
averagehid.mmedtndﬁhetheﬁmkgpmiaratewmm .
understatement has become less serious as import licensing mmaﬂy
mmfwamtmpemtofﬂngmmbsmye@ﬁmmwowmfw-
turing (SYNTEC 1988, b+ 32).

4.2 B

Onejustificatim fcrprwmings&sidmstofammis'momymsa ‘
them for higher input costs imposed by protection provided to mamifacturing
industries. uﬂy%mﬂﬁnstabﬂmatimadmrmbyl;w&wmms
arecmsﬁemdaspmcasmtstoagnwlﬂmain%],e&

m@iﬁwlwmtmwlwmeswtﬁmdim, quasi-direct and

indirect costs of tariffs and price subsidies for 1981/82, 3.91;}3/84, 1985/86,
and 1987/88 years. Since those subsidies are assumed to hawe no effects on
the price of tradeables paid by damestic industry users, there is no direct
and quasi-direct cost of subeidies.

Tablebl’rices.mttoagriwlmm

Vear &P  Stabilisation  Total  Gross . Nominal rate
subsidies aﬂ:pxt"f of subsidy

($ miliion) | paroent

1981/821 244 49 293 5230 6%
1983/842 346 891 1032 6232 203
1985/863 65 351 416 6900 7%
1987/884 o 0 o 7511 0%

1°As the S model only considered the effects: of tariffs and price
support on the hare goods sectar, how input subsidies affect the hame goods
sector (cost excesses) are unknown. Irgxtsubmmeswemmtmedtodenve
the naiinal subsidy rate. However, they would be considered as havirg impzct
mmtirmna(see'mble'i).



sources Jamym.— and Hayes (1987) pp. 43—54,

| 27aylor and Hayes (1987) p. 22. o

3gyieEC (1988) . :
41081/82 and 1983/84, Input-Outpit tables, Dept. of Statistics and
1985/86 and 19&7/8&, swza, 1988, m p. 66, subsidies in:luﬁed. ;

4.3 "l - :” pALam -i,««l_ T /& i 2 A
| Tot-ormt tade ves aeiveloped with the . |
« ;W into agriculture, processing arﬂa!:herexpcrhablesto facmtam )

bothm-famarﬂotf—ta,mmstofpmtecummamﬁmuyﬂ

‘ ,mlated framework is developed. The Departmen, of Statistics' 25-sector
'm-mmzttablemsaggragatedimssecm The agricultural and
sectors vemain as giveri, Other eaqaortables include f£ishing and

mting, ity ard logying, fnd wining amd qarrying. Inportables

include all mamufacturing industyies except processing ( industriesﬁ-la).
Mzestamtmatedashmegoods (inmstries 14-25)‘ ,

The | nt of statlst:ma' irmput-output tables are avallable for'
1981/82 and 1983/84 years. The input-cutput table for 1983/84 is used for
1983/84, 1985/86 and 1987/88 years. The noninal tariff race to mmufachwring
in 1983/84 is assumed to be the same as 1981/82. The parameter (expressedin
percentage term) wedaremﬁtedinirable 5.

TableS:Parmetmmﬁedinm:tﬁmgcwtofmtecﬁm

~Pavameter S 1981/82 1983/84 T3985/86 1987/88
. Agricultural swsidy rate, (s,g 6 20 7 0
Nominal tariff rate, (tw) 20 20 19 14
'I‘arift-*to-priae-ot-inportahlss, {o) 70 70 70 70
Price of : home goods, (W) 75 75 75 75
Change in price of inporl:ablvas, (to) 14 - 14 13 10
Chiange in price of hcme goods and 12 15.5* 12 7

wage, owtn'& (1-Q)BA)

. WSmfusion on the Teonitade may arise, since price and wage freeze was in

in 1983-84, and one 1Ay argue that this is an overstatement. It should
be noted that the fig\nempresmtsﬁradiffmindzangeintheprwe
of home goods between with and without assistance. The theoretical inflation
difference between 1981/82 and 1983/84 attributable to agricultural subsidy
‘is only 3.5% {(zo-s)*o.zs].

. on the natiomal flevel, it is interesting to note that the true
effective rate of assisi:ance to mamfar h:glnsinfact;mreasedfmm%

 4n 1983/84 to 19% in 1987/88, ‘despite that the nominal tariff rate had been

. reduced from 20% to 24%. (Irp.xt—qxtp\rttables fqrtheselectedyeaz:sarﬂﬂae
true effective rate cf assistance are available from the authors.) This
arisesbwauseﬂwerecmﬁmjnmste:mss&etothemioeofmqoods



Table 6: Cost to sgriculture of tradepaliciasl :

1981/82  ' uasiss iSRS e 1987/88

nl - m mm (*) .y .- - ’ . - - . 20 s - - omias - ZQ - SR i "l kN ~~,19‘: - ' ;,{,ttim;yl; 3 1;
Naminal m:.dy rate (%) 6 ; - 20 7 S Ir S g O

onfarm Off-farn ~ onfarm off-farm mfam cﬁf—-tm “SEATA oft-fam

Divects tariffs (s ™ 34 53 60 ' 60 56 58 44 44
Quasi-direct: importables ($ m) 90 43 100 51 94 48 75 33
Indirect: hame goods ($ m) B6(11) 99(12) 134(43) 137(44) 107(16)  109(16) as(e) - §7(0)
Indirect: wage (S m) a8( 6) 116(15) 69(22) 157(51) 55( 8 126(19) 34(0) 77(0)

(1]

Total cost excesses ($ m) 258(17) 311(2‘7) 364{65) 405(95)  314(24) 341(35) 218!0) 226{13)

Output price support ($ m) | 29 0 1038 o 408 ~ 70 , ‘ our}f'»'-_,,g "

Input Subsidies
Interest concessions ($ m) : 131 160
fertiliser subsidy ($ m) 48 41

Total cutput and input supports (S) 475 o . 1239 0 666 0 1m0 o

oo
oo

243 6 w0

Wk bemefit G m B T R [ = T\ R T ‘ Ty R 536
True eff. rate of assistance? (%) 2 -3 e  -m 8 =29 = . -22 .
Total net on- and off-farm beneZit ($ m) o8 470 s am
True eff. rate of assxst:ame3 % -5 - 25 ‘ : 0.4 g : 5 ‘: -n

WmmmﬂmmﬂwmtmmMmMmmmleto ianturalprmsamrh
2calculated as nat benefit divided by the co agr

¥ surpluz
3calwlatedasthamotmtm-£amandoft—ramwmit:dividedby(m-tam peratin mplm+costmmssasm
the processing sector), ie. assuming that famxsbwrb@thotf—tammﬂoﬁprmtim. ,

=



"mﬂmmﬁafmmirgmmuofagriaﬂw&mﬁesmﬂm,
. offset the reduction in protection level. This result suggested that the

~ epaﬁmﬂmmﬁg&&&lmmﬁmmsmmmmtaxw‘
' e and manufacturing are concerned. Table 6 summarises the cost and

hamﬁtmagrimlmotmﬁepolicies All itemised cost excesses were
mmmmmsmmmxea.mfmmmmmm

o major rm}.ts.,r ;

.x"*ﬁ R A s PAL 2 SATE SALLEE .

(i) The coet excesses on agriculture resulting from tm:iffmtim
{calculated by Ny cost excesses due to price support to

ture from total cost excesses in Table 6), have been high (Table 7). 'Ihesaa
cost excesses divided by total expenditures on imputs can be viewed as an
implicit imput tax arising from dmport protection. In 1981/82, about 7
percent of total cn-famm input erpenditures can be regarded as input tax.
ﬁ?ﬁsizsimlartofhﬂpatt’sﬁlihgthatamletamalofpmmcﬁm
mldmlylmmlowemdmtpms' costs by about 5 percent (1986, p. 5).
wm,msSm?pmmmgmmmﬁ:samm

of total operating swrplus. Furihermore, when the off-famm component. 15
W,%M&lmﬁwiﬂmmmﬁwm—mm '
a very significant tax on farmers. ﬁﬁstaxfeudomtolzpement
1987/38 following the reduction in nominal tariff rates.

Table?;dostemesaesmagnmlb:maafimortmotecbim

-

o WL, . T

1981782 1983/84  1985/86 1987/88
o~ off- on- off- on= off- onh~ off-

farm farm farm farm

Cost excesses ($ million) 241 284 299 310 290 306 218 226
Implicit irput tax (%) 7 9 8 8 7 8 6 6
Total implicit imput tax (3) 16 16 15 12

{h;'mehﬁimwsarisﬁyfrmimasesinthepﬁceoflmegoods
ard labour are ag significant as the direct and quasi-direct costs on
'inportsmﬂimles.mﬁmctmﬂqnsiwm‘fammofpmtecﬁm
amnxt:orleasstlmsmoftutalintmndiateir;ntcost Bayes
{1987) using a representative famapproadt accaunting data, <

‘the cost excess on material inputs to agriculture to be around 5 percent. It
can be shown in 1981/82, if the tmiff—to—prica—of—imw:le transmission
coefficient is unity, the quasi-direct on-farm cost (in'portables caq;nmt)
would be 127 million [(731)~(731/1.2)]1%, Tpe direct and quasi-direct

,  1lzee 1981/82 input-output table associated with no-protection in
Appendix, p. 28, no-protecti



protaction ‘ ha 6%)((122&-34)/2599, vhere 2599 is total
R T R
‘ 'Ihed:amofirﬂimchcoﬁtsof‘ mport
experdim mn\eﬂm:ivad whilarly, ia fama that ttal j:ﬂirectcosw
farming is cepi! tor m and wes relaﬁim‘ly m :
() of:-fammsts are foud to be a5 aignificam: as on-farm costs. (Table

Soluing tarists], moadly

x potectin i trm o v

7). mahsalutevalmtm,tlawfmmtcfpmtwki on is less than

»uff-famcactqf rotection. If the export demand for New Zealand agricul-

iszelntivalyelastic,ﬂmth&fobpmiceaafagrimlhm
'Wmmliblywdnrgemetoizportmabecﬁm Increases in
: ;_w,gdmgesmnbepmmdmtofamaminﬂmfmpfhigxer,
,mminirqﬂncnsttoagrimlumaofmpmtecbim

""‘"“«,taforﬂxewsttoag:imlmof (
1983/84 the year subeidies pe ard minimal in 1985/86} The highcos!: of
protection to farmers provided sane justifi:atim for price supports. The
botton half of Table 6 shows whether the price supports were sufficient to
carpensate farmers for the cost of import protec For the off~farm cos
otmmtim‘ﬂmmmh\gmamaam y disa

< manufacturing and subsidies to famgm~ tha uue
mmwnmofmmmmmmm’%m-
43pmmt ;

Aspa:aviwalyarg:.ed, itismaubletoasamﬂucthamst\aﬁ
Protection to processing sector is eventually borme by fammers. To only
xeport the cn-fam cost of protection is liJcely to significantly understate

ach:alcostofpmtactimtofam.'ﬂmlast&nmofmmﬁm

the impact on farmming by assuming that off-farm .cost of - . is borne

byfarmm The results are significant. mlyinm%/%,v&mwaﬂmnsl
billion dollar was paid through the SMP, stabilisation schemes, fertiliser
_ mﬁwmmmimmfmmmtedforﬂmmtof,

protection and provided farmers with "true" assistance. The true effective
. rate of assistance to agriculture in 1983/84 was down from 61 percent if
off-farm costs were all absorbed by processing firms, to 26 percent if off-
farm costs were all absorbed by farmers in the form of higher processing
charges. For 1981/82 and 1987/88, the assistance was not sufficient to
~ ‘cover both on-farm and off-farm costs of protection.

ulbwaver, it shculd be noted that agriculture's operating surplus
includes' remuerations to farm operators while that for processing and other
sectors wre rgt of all remmeraticns.
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mdhﬂaofimactdepamsm substitutability between imports,
dmportables, home goods and labour. mmmdedunmm-sjaasm :
m&l(m&)wmwﬁqfwi@erfwtmﬂmﬂmmm‘, and

es. It was fmﬂﬂmtalomﬁmsemtariﬁmmtim
mﬁdﬁmgeaﬂpmatimmaminﬁmpnceofimtames, rather than

an identical 10 percent as assumed by similar studies based on  the
Clements-Sjaastad model.

Amﬂmdmeffwhivemﬁeofassimmmdeveloped
usirgan input-output table framework. However, in calanlating this measure,

Wimofmmmammmmmmﬁ
tariffs. misasaxmtimmmﬁadﬂwmamtobea short-term effect
of tariffs.

Agricultural subsidies were included to derive the net effect: of tariff
protection, since subsidies inevitably impose cost excess on hame goode and
labour employed by all industries. Both the on-farm and off-farmm (process-
.:rg)costsofinpartpwtectimmreestimted The off-farm costs of

amuﬂikelytobapassadbofomignmmmaimedmmﬂfor
New Zealand agricultural products is typically elastic. Consequently,
,mmmmuwﬂwmmmmmmﬁmwlm~
farm-gate prices, unless processing efficiency can be improved. Farmers are
ﬂnmmmheammofﬂmoff-famoostcfpmtectim

The major findings of this study are:

(1} The recent complete yemoval of agricultural subsidies accampanied by

mregradnlmdwtimintariftpmtectim,lnsucmasedﬂ)etmemmof
asaistancetommfachmﬁr;fmalﬂpementinﬁBﬂ&tolQpemtin
1987/88.Msuﬂyfanﬂﬂmtmemmctimmmstemesstommfming
dmtqthemletemalofagtimﬂmralmbsidmsmswethm
otfsettmgtlnremctimmﬁ'ariffassimme This indicated the caurent
speed and seqmemin;oftmdaliberalisaﬁmhasbemfarfrmbeing
nwtral Itmmﬂedmfmmmfmmatﬂnm@amofagriml-

ﬂ

(Z)nxamtccsbtoagnwlbneofpmtectlmhasbeenhi@,

implicit input tax (cost excess) to farmers, The on-farm implicit np.:t tax
was calaslated to be 7 percent, off-farm implicit input tax 9 percent,
totaling 16 percent in 1981/82. The correspording figures for 1987/88 are 6
percent on-farm and off-farm implicit input tax, totaling 12 percent, as the
result of naminal tariff rate reducing from 20 percent to 14 percent.
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tion is siqniﬁicant fmem—fam :

(33 The indirect cost of pr

L mﬁsmtmgmdaazﬂlahmrhpxbsmasgmatasm«*\hmtmm&s L

:ca&‘tisgl:aaterﬁmh.\ctccstforﬂa

- (4) ‘ma cf(:t-fm ms'h of prc n is gma than m—-fam cost of
«Mwmmwm&imtofamm,ym ,s‘:tm‘._tdmt

(S)ﬁmmidiae""" o farmert hadhwnfmmmhelwsﬁmﬂm
total m—fammﬂofﬁ-vmmcfpmtectim with the exception of
~1983/84 the year subsidies peaked ('menethenefitinmts&‘;/samniniml).
Aqrimlmre was a net beneficiary of the trade policy during only 1983/84.

Qﬁtctalmwfamirmm),, '
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