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Abstract

This paper analyses the economics of tariff ratetagiassuming a large importing
country and several different suppliers with diffigr levels of competitiveness.

Eleven theoretical situations are distinguishedosetiog to the way the quota is

allocated to exporters, the level of constraintosgd by the quota and the relative
competitiveness of export suppliers. A graphicallgsis is developed and the effects
of tariff rate quotas on market access and welfaias for exporters are discussed in
the eleven cases.
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1. Introduction

The Uruguay Round Agreement on Agriculture (URA&gitimised tariff rate quotas
(TRQs) as market access instruments. It was fahadhe tariffication of non-tariff
barriers in the agricultural sector as a resulthef Agreement would lead to high
bound most favoured nation (MFN) tariffs, and thepose of TRQs was to ensure a
minimum level of access to importing country maskas well as to secure the market
access of current exporters. At the conclusiomefURAA, 1371 TRQs were notified
to the World Trade Organisation (WTO) by a total3df countries (G/AG/NG/5/7).
However, a number of studies have indicated thatojperation of TRQs has given
rise to problems and have questioned the usefulsféBRQs for exporters (de Gorter
and Sheldon, 2000; Skully, 2001). In particular, I Bmounts have often been under-
utilised, which has been attributed in part to tix@y in which they have been
managed by importing countries, and minimum accesgas have not always been
honoured (G/AG/NG/5/7). In addition, TRQs genergaieta rents, and the procedures
for allocating quota entitlements, including theision of rents, have distorted trade
and are often subject to political pressure (Ablaotl Morse, 1999; Abbott, 2001).
Thus, the future role of TRQs and the way in whindy should be managed is one of
the issues on the agenda of the current Doha raind/TO trade negotiations
(Matthews and Laroche Dupraz, 2001).

The purpose of this paper is to describe and amatysheoretical terms the various
outcomes which may arise with the operation of TR@#h the objective of
highlighting their economic effects both for theponting country which makes use of
them and for the exporting countries which are ettbjo them. We investigate in
particular the circumstances in which TRQs can l@agdositive gains for exporting
countries. As noted, TRQs were introduced eithercriate new market access
opportunities (minimum access quotas) or to maineisting trade flows (current
access quotas) following the tariffication of namdf barriers to agricultural trade.
We first examine the circumstances in which thebgealives are met or not.
Subsequently, we use a graphical analysis to exploe nature of the economic
effects associated with TRQs (whether the creadiorents or otherwise) and their
importance in terms of economic welfare for exparteompared to the effects of a
simple MFN tariff regime.

The classical exposition of the economic effecta GfRQ assumes a small country
importer unable to influence the world price andkesguse of an infinitely elastic

(horizontal) export supply function at the givenrdgrice level. For example, Skully

(2001) and Elbehri et al. (1999) graphically représa TRQ as two horizontal curves,
one drawn at the world price plus the in-quotafftamd the other at the world price

plus the over-quota MFN tariff. Elbehri et al. (B9%evelop a model of this type to
integrate TRQs into the GTAP (Global Trade AnalyBieject) computable general

equilibrium model, in order to be able to include timpact of TRQs on market

access and economic welfare, and in particulactount for the allocation of quota

rents between importers and exporters. Under thgsemptions, the unit value of the
rent when the TRQ is binding is equal to the ddfere between the domestic price,
on the one hand, and the world price plus the wtajtariff, on the other hand. The
impact of the TRQ on the world price is of courgedred under the assumption of a
small country importer.



OECD (2002) and Monnich (2003) introduce the lazgantry assumption into their
analysis of the functioning of TRQs, which is mordine with the reality of their use
by the EU, Japan and to a lesser extent, the dS@anada which are the principal
users of this instrument. But the graphical analysied in these two papers is focused
on the interactions between the manner of licetiogation (first come first served,
historical shares, etc.) and the TRQ fill ratetfee EU and other OECD countries. In
our analysis, we choose to set aside this questicime precise manner in which
import licences are allocated between economic tag@xporting firms, importing
firms, importing or exporting states, etc.) in arde focus on the welfare effects for
exporters that have the possibility of benefiting TRQ access.

To simplify our analysis, we assume that importices are always made available to
the exporting country and never to the importingraoy (whether individual firms or
the state). This is far from always being the casé, thus the results which we obtain
must be interpreted in the light of this hypothediven within this simplified
framework, however, the way in which a TRQ is inmpémted, and in particular the
rules for allocating the quota among potential siepg is crucial for deciding both
the allocation of market share and quota rent. SOR@s are global quotas, open to
all suppliers without distinction. Others (suchthe TRQ for sugar in the EU) are
allocated to specific suppliers which are thus goteed access to the market of the
importing country. Does this mean that they autimcally benefit from a rent on
these exports? If this is not the case, what is the nature of the economic gain
arising from the operation of this TRQ?

Previous analyses of the operation of TRQs makaskamption of a single infinitely

elastic source of export supplies. This framewodesd not take into account the
possible competition between alternative sourcesugply on the market of the
importing country. Looking at the operation of Ebriaultural TRQs it is clear that,

in many cases, there can be a variety of expoeach with different levels of cost
competitiveness which may be competing on the Epbitnmarket.

In this paper, we assume that the importing cousteylarge country in world market
terms and we introduce the possibility of seveoailrses of export supplies competing
for access to this import market. The effects 3R in terms of both market access
and economic welfare are identified, taking intcamt not only the quota rent but
also changes in the economic surplus of exportdesta take advantage of the TRQ.

Section 2 of the paper develops the graphical framnle for the analysis taking
account of a variety of different situations comieg the restrictiveness of the TRQ
(whether it is filled or not), the manner in whithe quota is allocated among
potential exporters and their relative competite®n Section 3 summarises the
results of the analysis and the principal conclusias well as suggesting directions
for future work.

2. Graphical analysis of tariff rate quotas

This section presents a graphical analysis of tmgact of TRQs on the economic
welfare of exporting countries. The classical asialys extended in two ways: we
allow for the possibility that the export supplyrees of exporting countries are
upward sloping, and we take into account two expgrtountries (or regions) with



different costs of production and therefore différéevels of competitiveness. We
distinguish the case where the TRQ is allocatedipaly to a country or group of
countries from the case of a global TRQ which isrofo all potential exporters. For
the purposes of making the graphical representatsoeasy to follow as possible, we
have assumed that tariffs take the form of speditficer tharad valorem tariffs.

The first case describes the situation where onecef export supply benefits from
a specific allocation under the TRQ. Other potémigorters, which are not allocated
a share of the TRQ, cannot benefit from the redurcepliota tariff. Their exports face
the full over-quota tariff, the MFN tariff. For #hifirst case, we will describe first the
situation where the preferred exporter is more catiipe than other potential

suppliers, and then the reverse situation.

Two parameters influence the economic impact of TR&): whether the quota is
binding or not, and whether over-quota imports texas not. Eleven different
situations are identified (casasthroughk). We focus the analysis on the economic
surplus enjoyed by the exporters who use all ot plthe quota as well as on the
level of quota rent created in each situation.

A TRQ is defined by an import quota designated Qe Tariff applied on imports

within this quota volume is designatedand the MFN tariff applied to over-quota
imports is designated T. Two separate conceptdeatistinguished, the preferential
margin and the quota rent. The unit preferentiatgmais defined as the difference
between the over-quota tariff T and the in-quotdftd The unit quota rent, where it
exists, depends on the extent to which the quotidled, and on the existence of an
export supply within the quota. The notation usedhe graphical analysis in this
section is summarised in Table 1.

Table 1. Summary of notation used

Demand Supply Price
D, total demand for S, in-quota supply at the in-quota |t, in-quota tariff
imports tariff t

T, over-quota tariff

Dres, residual demand | Sres), OvVer-quota supply at the over

ta tariff T | P, domestic price of imports
quota tari

Q, volume of the tariff rate _ P', supply price of exporter
quota S, supply at the over-quota tariff T in
the absence of a TRQ

SRE preferred supply (benefiting
from a specific allocation of the

TRQ)

S'PF. other supply (at the MFN over-
guota tariff)

QPRE, quantity supplied by
preferential suppliers"8*

Q""F, quantity supplied by non-
preferred suppliers"&™

QTOT - d:’RE+ d\/IFN




Allocation of TRQ to a preferred supplier

The total demand for imports of the importing cayns denoted as D. It faces two
potential sources of supply. To take account ofsihecific allocation of the TRQ to a
preferred supplier, we introduce the concept whivehcall the residual demandkg
This represents the import demand which remairex &fie imports supplied by the
preferggg exporter within the TRQ are taken intocamt. For each price levelgBs=
D-S™™

In the diagrams which follow, we distinguish betwees <~ and S :

- Srres) (T is the over-quota export supply, at the tariffofiginating from the
preferred exporter which is available to meet #w®dual import demand after
consumption of the quota volume Q.

- S RE s the total export supply of the preferred exgortvhich would
materialise in the absence of the TRQ. The veri&rval equal to (T )
separates the export supply curvg®’8and $ &

Under a TRQ regime,”8F = §"RE+ Sresf 1w

Under a simple MFN regime,”% = S°RE In other words, there is a horizontal
displacement Q between the export supply curygs)S - and S

2.1.1.Case where the preferred supplier is also the most competitive

In each diagram, the preferred export supply iseasgnted by a curve with two steps :
STRE = SPRE +Ses) T Where §7" is the preferred country export supply under the
in-quota tariff regime and Sges <" is the preferred country export supply under the
over-quota tariff T in the case where the quota @lled. The two steps of the curve
S REare parallel but displaced vertically from one theo by the amount (T &)

The intersection of the curves 'S and D indicates whether the TRQ quantity Q is
binding or not. In the case where Q is not fillewither Sges) = nor SV is
sufficiently competitive to access the importingiotry’s market. This is the casa) (
described below.

a) Casewherethe TRQ isnot filled

The import price P is determined by the intersectibthe curves D and8E At this
price, the TRQ is not completely filled by the meéd country S87E The over-quota
supply is zero, and no rent is created by the TRQ.

Because it benefits from a reduced tariff, the gnrefd country gains an improvement
in its market access compared to a situation irabsence of the TRQ. The surplus of
the preferred exporter is represented by the datizagle, and it would be smaller in
the absence of the additional market access crégtdte TRQ. The surplus gain due
to the TRQ corresponds to the difference betweerestporter’s surplus in the TRQ
regime (the dotted triangle) and in the MFN regiméich would be the triangle
[abc]. Under the assumption of linear supply anchaled curves, the dotted triangle
has exactly the same area as the triangle [adejs Tfte gain in exporter surplus due
to the TRQ is shown by the area shaded grey [bced].
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b) Casewherethe TRQ isfilled, no over-quota imports, no MFN imports
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For export supply volumes less than the quota &, stipply curve of the preferred
exporter 87Fis aligned with $°F The curve Resis kinked at the price P’ at which
SFRE exhausts the quota Q. In effect, for prices ab®vehe export supply S is
limited by the quota Q. For prices above the Ig®l+ T), the export supply curve
S"REis displaced upwards by an amount (@) with respect to the curve™S%



The import price P is determined by the intersectbthe decreasing demand curve
D and the vertical line showing the quota Q. TheJliR completely filled by exports
from the beneficiary country/&".

In this case, the TRQ improves the market accesiseopreferred country. By virtue
of the reduced tariff rate which it faces, the pregd exporter gains an export surplus
represented by the dotted triangle. The solid dp@ayd, determined graphically in the
same way as in case){ represents this export surplus gain with respecthe
situation where the preferred exporter faces alsim-N tariff regime T.

In addition, the preferred exporter obtains a quumdat equal to (P — P’)*Q,
represented graphically by the rectangular hat@red. This rent must be added to
the gain in surplus already mentiorfeldote that the amount of the unit rent (p — p’) is
less than the margin of preference (f).—

c) Casewherethe TRQ isfilled, over-quota imports, zero MFN imports

In this case, the curvedds is kinked at the price level at which™® exhausts the
quota Q. At prices above this level, the curvg=dis parallel to the total import
demand curve D. The domestic price of imports @eigrmined by the intersection of
the curves Resand STRENPF At this price, the export supply™§© is limited by the
quota Q. The TRQ is entirely exhausted by the predesupplier $7Fand the volume
exported above the quota by the preferred exp@t€” <. The export supply S+
isMr;cNJt sufficiently competitive to be able to entiee market at the price P, therefore
Q" =0.

S1'(res)PRE

STPRE+MFN

SPRE

Diagram (c)
U

DRES

Q QTPRE QPRE: Q + QI_PRE

2 \We recall again that we are assuming that the Tie&pdes are allocated to the exporting country whianages
them in such a way as to secure the quota rergraatice, this may not be the case and thus the lvase
describes the maximum potential benefit to thegorel exporter.



The preferred exporter obtains a quota rent asualtref the reduced in-quota tariff
levied on exports within the quota. The unit quaat is equal to the unit preference
margin (T —t). The total rent for the preferred exporter is @qto (T — t)*Q,
represented graphically the hatched rectangle.

Note that under a simple MFN regime, market actmsthe preferred exporter would
be exactly the same, that is & In other words, for this exporter, the gain in
economic welfare as a result of the TRQ is simply guota rent. The economic
surplus of the exporter, apart from the quota reepiresented by the dotted area, is
unchanged compared to what it would obtain undemale MFN regime.

d) Casewherethe TRQ isfilled, over-quota imports, MFN imports

In this case, the curvedds is kinked at the price wherg”8 exhausts the quota Q.
The domestic price of imports P is determined lgyitliersection of the curveszbs
and S"°F * PRE At this price, $F is limited by Q, the TRQ is entirely exhausted by
S REand the level of export supplieg,&) - is fixed at QFF; QT = PRE+ Q¥

The preferred exporter obtains a quota rent (fj*Q (the hatched rectangle) as a
result of the reduced in-quota tariff from whichhbénefits on all of the in-quota
imports. This quota rent must be added to the @>quoplus represented by the dotted
area, which remains unchanged compared to theisitua the absence of the TRQ.
As in the previous case, putting a TRQ in placerimeffect on the market access of
the preferred exporter : ¢ is unchanged. The TRQ simply results in a quotd re
which must be added to the export surplus of tieéepred exporter.

ST(res)PRE

@ SrPRE+MFN
g

g P

[a)]

-t
QPRE RES
D
MFN
Q QT/P'RQ QTort

These first four diagrame throughd allow us to draw conclusions in the case where
the preferred exporter is more competitive thareopotential suppliers to the import
market. If the TRQ is not filled, no rent is credfgasen). If the TRQ is filled, then
the preferred exporter obtains a quota rent, régssdwhether there are over-quota



exports (cased through d). The value of the unit quota rent is less thaa th
preferential margin (T 4) when there are no over-quota supplies. It is ketu#he
preferential margin when the preferred exportesusficiently competitive to be able
to access the importer’s market even at the higher-quota tariff T (cases d).

In all these cases, as a result of the reducedatadariff from which it benefits on its
in-quota exports, the preferred exporter will exg@ce an increase in its economic
surplus as compared to a situation without a TRIs Gain in economic welfare is
given by the quota rent when the preferred expagerapable of supplying over-
quota exports at the MFN tariff (casgsl). When the preferred exporter is not able to
export at the over-quota tariff, the TRQ createsdldition a gain in export surplus
because it results in improved market access tarpert market (cases, b), which
should be added to any quota rent which may beemtaa the situation where the
TRQ is completely filled (cada).

2.1.2. The preferred exporter isless competitive
e) The TRQ isnot filled, no MFN imports

In this case, the domestic price of imports P iewheined by the intersection of the
curves D and S At this price, the TRQ is not entirely filled I8 which is in a
position only to supply the quantity’@F < Q. There is no over-quota supply, and thus
no quota rent. In this case the implementatioheffRQ clearly opens market access
to the preferred exporter,"8% is present on the market of the importing couming
benefits from an exporter’s surplus (the dottecapmehich would not exist in the
absence of the TRQ.

SPRE S MFN

STPRE

Diagram ()




f) Casewherethe TRQ isfilled, no over-quota imports, no MFN imports

S, PRE
T-t

SPRE S MFN

>
i -~

~

Diagram (f)

Q

In this case, the curvedds is kinked at the level of the price P’ at whicli8
exhausts the quota Q. The domestic price of impértss determined by the
intersection of the decreasing demand curve D hadvértical line representing the
quota Q. The TRQ quota is entirely filled bf'S.

The preferred exporter obtains a quota rent (P)*QP(the hatched rectangle) with
(P-P’) < (T - t). As a result of the reduced in-tutariff from which it benefits, the
preferred exporter gains an exporter surplus (thteed area) that would not exist in
the absence of the TRQ. Thus the dotted and hatteas together represent, for the
preferred exporter, the gain in economic welfara assult of the TRQ.

g) Casewherethe TRQ isnot filled, MFN imports

The domestic price of imports P is determined leyitliersection of the curveszbs
and S"F. At this price, § " is fixed at "= < Q ; the TRQ is not filled andr$F is
fixed at Q\IPF; QTOT — QDRE+ d\lPF.

The preferred exporter does not obtain quota teritthe existence of the TRQ allows
it to benefit from additional exporter surplus (tthetted area) which would be z&ro
without the TRQ, on the assumption thaf™§ is not sufficiently competitive to be
able to compete with-8"" in the absence of the quota. In this case, thecipal
consequence of the TRQ is to open increased mackeiss to the preferred exporter
to the importing country market, which would beheitzero or much smaller under a
simple MFN tariff regime.

3 Or much smaller even if not zero for values of(fJ smaller than that represented in the diagram.
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h) Casewhere TRQ isfilled, MFN imports

The curve Resis kinked at the price P’ at which™8 exhausts the quota Q. The
domestic price of imports P is determined by thersection of the curvesgls and
SVPF. At this price, the supply&F is limited by the quota Q =85 the TRQ is
entirely filled by $ "Fand SM™ adjusts to the level "™,

Diagram (h)

QMFII\I Q

The preferred exporter obtains a quota rent amogrin (P — P’)*Q (the hatched
area) with (P-P)< (T — t). As a result of the redd in-quota tariff from which it
benefits, the preferred exporter gains an expsdeplus (the sum of the grey shaded

10



area and the dotted area) that would be smalldrarabsence of the TRQ. Thus the
shaded and dotted areas represent, for the préfexmorter, the gains in economic
surplus arising from the implementation of the TRQ.

Note that if the preference margin (Tt)-was smaller, to the extent that the preferred
exporter was sufficiently competitive to be ableet@ort under the over-quota tariff
regime T, then the price P would be graphicallyedatned by the intersection of the
decreasing demand curveg and the sum of the two supply curve§™and S"°F.

In this case, the unit quota rent would be equdPte- P’) = (T — t) and the gain in
economic surplus for the preferred exporter wowddréduced by the amount of the
quota rent. In other words, in this case the TR@sdaot create export flows apart
from those from the preferred supplier (which wolbépresent on the market even in
the absence of the TRQ) but allows it to benebtrfrthe rent created by the quota-
limited market.

The caseg throughh do not differ from the casesthroughd in terms of the welfare
gains for the preferred exporter which arise frdra timplementation of the TRQ.
However, the improved market access arising frommTtRQ is more important when
the preferred exporter is less competitive. In tase, the TRQ protects the preferred
exporter from the competition from more efficienusces of supply. The TRQ makes
possible access to the import market which wouldigkly unlikely in the absence of
this protected access. Making a specific TRQ atlonas thus a powerful instrument
to open and improve market access for targeted remgoregions which would
otherwise be non-competitive.

Cases where the TRQ has no specific allocation

We distinguish two sources of export supplyagd $, which differ in terms of their
competitiveness. We suppose thatsthe more competitive region of the two.

1) Casewherethe TRQ isnot filled

_ T-t S?
£ -
E N, L Sl
& S
.5 . |_— 1+2

P < S

<
\.
~
\0
\0
\'
\0
\.\ D’ D

Q2 Ql QTOT .(g
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The domestic price of imports is determined byitttersection of the import demand
curve D and the total export supply curv&s S**?is not limited by the vertical line
representing the quota amount Q. The quota is fiverenot filled and does not
generate any quota rent. The division of the maokéveen suppliers 1 and 2, that is
the market shares’@t @, is determined as a function of the relative cotitipeness

of the suppliers & et $% In this case, the TRQ improves market accessafior
exporters.

In the absence of the TRQ and under a simple Mg, one could use the curves
Si' et S' to represent S et S' to determine the market equilibrium on the import
market. For this purpose, import demand is reptesehy the curve D’, that is the
curve D displaced downwards by a vertical amount {[l The diagram shows that in
this situation the exporter surplus of both expsris represented by the dotted area.

Under a TRQ regime, the in-quota exporters benfeim an exporter surplus
represented in the diagram by the dotted and shadss together. The area to the
left of the curve & shows the exporter surplus accruing fp tBe area to the right
shows the exporter surplus accruing fo(tBe area equivalent to that which is found
to the left of the curve 8. Thus the gain in economic surplus as a resuh®TRQ,
compared to a situation under a simple MFN regimeshown graphically by the
shaded grey area.

j) Casewherethe TRQ isfilled, no over-quota imports

Diagram (j)

The domestic price of imports is that at which itnport demand adjusts to the level
of imports Q. At this price, the export supply*Sis limited by the vertical line of the
quota Q; the quota is filled. The shares of thedrh market @ and @ are
determined by the relative competitivenessda8d $.

12



Exporters 1 and 2 both capture a quota rent. Thtevatue of the quota rent is (P-P’)
< (T ). Under the TRQ regime, the exporters benefit fram export surplus,
represented by the dotted and shaded areas, td whauld be added the quota rent
(the hatched area). In the absence of the TRQ addrwa simple MFN regime, the
surplus would be reduced to the dotted area.

Even more clearly, in this case, the TRQ improvesket access for all exporters.
They gain both from increased exporter surplusfesrd the quota rent.

k) Casewherethe TRQ isfilled, over-quota imports

Diagram (k)

QT:Z ;Q‘z Q:Tl :Q‘l Q Q1+2

The curve &7 presents:
- afirst kink at the price level at whick’®nters the market ;
- alsgcond kink at the price level P’ at which theQrR filled by the supply
S
- athird kink at the level at which the supply 8nters the market ; and
- afourth kink at the price at which the supply 8nters the market.

The domestic price of imports P is determined by ithtersection of the demand
curveD and the kinked supply curv&s

The export supply $? is limited by the quota Q. The TRQ is filled. Thearket
shares @ and @ are determined by the relative competitivenesS’oét S°. Below
the quota Q, demand is satisfied by the suppfytS the amount ¢ and by the
supply $? to the amount €, with Q"= Q + @ + Q>. The exporters 1 and 2 gain a
guota rent with a uniti value of (Tt}on their exports at the reduced in-quota tariff
This total rent is represented by the hatched dtemakes up the entire gain in

economic welfare to exporters resulting from theQrkompared to a situation
without quota.

13



In the case where the TRQ is administered glolzally is not allocated specifically to
a preferred supplier or group of suppliers, andrelike quota is filled, then a quota
rent is created and benefits suppliers to the éxibet they are in a position to export
within the quota (casgsk). If the TRQ is not filled, no rent is createdged. In the
absence of a specific allocation, then the relatteenpetitiveness of exporters
determines their market shares and the share @fuibi@ rent where this exists.

In all cases, because of the reduced in-quotd fewih which they benefit, in-quota
exporters obtain a gain in economic surplus. Winemet is over-quota imports, this
welfare gain is made up of the quota rent, whickhia case is at its maximum level,
i.e., equal to the preferential margin.

3. Results and discussion

The graphical analysis of the functioning of TRQsickh we have developed in this
paper can be distinguished from other studiesisfiisue in a number of ways. First,
the analysis assumes a large country importer sannaption closer to the reality of
TRQ implementation on world agricultural marketadaor the EU in particular.
Next, we consider the case of several potentiatcgsuof export supply, differing in
competitiveness, and competing on the importinghagumarket.

Integrating these elements into an economic arglgéi TRQs, it is possible to
determine graphically the division of the quotastosmined market between exporters
and the welfare gains they obtain, in terms bothexgfort surplus and quota rent
where this exists, arising from the implementatcdra TRQ compared to a simple
MFN tariff regime.

TRQs and market access

TRQs were introduced with two main objectives:

- to open a minimum level of market access followihg tariffication of non-
tariff barriers which sometimes resulted in protiva tariff levels to generate
trade (minimum access TRQs)

- to protect historic trade flows with existing supp$ (current access TRQs).

The graphical analysis shows that these two objestoften conflict with each other.
Thus, a current access TRQ which is allocated fwederred supplier that is not
sufficiently competitive to fill the quota, wheneite exists a more competitive
exporter that could supply the quota, will work trany to the objective of ensuring a
minimum level of market access. Improvement indlabal access to the importing
country market would require a revision of the vilyvhich the quota is allocated to
less competitive exporters. However, without thefgrential access guaranteed by
specific allocations under a TRQ, less competigx@orters would simply not be
successful in accessing the importing country ntarke this case, the improved
market access as a result of the TRQ would faw&intain the current access of these
exporters.

This situation is relatively common on the EU marker imports of several
agricultural products. Several EU TRQs are spaliic allocated to African,
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Caribbean and Pacific (ACP) countries, for examalgrotect their historical trade in
agricultural products with the EU (rice, sugar, etrising from commitments under
the Lomé and Cotonou Agreements. Without this digedcllocation, the ACP
countries might not be sufficiently competitivetake advantage of the TRQ quota.
Even in the case where the TRQ is not completddfithe TRQ plays an important
role in terms of ensuring market access for pretersuppliers. However, the
allocation of quotas in this way can be the subgéathallenges in the WTO where
other exporters feel that they have been disadgadteby the particular quota
allocation. An example is the very disputed casbarfanas at the end of the 1990s
and which still continues with challenges to thePAQuotas by Ecuador and the US at
the beginning of 2007 (see Laroche Dupraz, 1998jjuAta allocation which runs
counter to the non-discrimination rules of the Wih@y require a waiver if it is to be

sustained.

TRQs and economic welfare

Table 2 summarises the effects of a TRQ for thenecoc welfare of exporters
compared to a simple MFN tariff regime based on é¢heven cases previously

described.

Table 2. Welfare gains for exporters arising from arRQ

Unit quota rent| Welfare gain
r (1)
1 — TRQ reserved for preferred exporters
1.1.Preferred exporters are more competitive
a) TRQ not filled 0 ES
b) TRQ filled, no over-quota imports, no MiiNports r=(P-P)<(T-t)| ES,Rent
¢) TRQ filled, over-quota imports, no MFN ions r=(T-t) Rent
d) TRQ filled, over-quota imports, MFN impsrt r=(T-t) Rent
1.2. Preferred exporters are less competitive
e) TRQ not filled, no MFN imports 0 ES
f) TRQ filled, no MFN imports, no over qudtaports r=(P-P)<(T-t)| ES, Rent
g) TRQ filled, MFN imports 0 ES
h) TRQ filled, MFN imports
- no over-quota imports r=P-P)<(T-t) ES, Rent
- over-quota imports r=FP-P)=(T-1) Rent
2- TRQ not reserved for preferred exports
i) TRQ not filled 0 ES
j) TRQ filled, no over-quota imports r=(P-P)<(T-t) ES, Rent
k) TRQ filled, over-quota imports r=(T-t) Rent

(1) Compared to a simple MFN tariff regime, the opemtf a TRQ may benefit an exporter that

is in a position to export within the quota in difént ways :
a. ES - exporter surplus, excluding quota rent
b. Rent

The unit quota rent is obviously zero in those sagkere the TRQ is not binding (the
guota is not filled). If there is no over-quota ion{s, the amount of the unit quota rent
is less than the preferential margin (T)-When a quota rent is created, its value is
reduced to the extent that the export costs oepred suppliers are above the costs of
other suppliers. The unit quota rent is equal eopfreferential margin only in the case
where the preferred supply is able to fill the guentirely and to export above the
guota at the MFN over-quota tariff.
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In all cases, even when the quota is not bindiregolserve that exporters obtain an
increase in export surplus following the implemdéotaof a TRQ, arising from the
reduced in-quota tariff facing their in-quota exigoMhen the TRQ is filled, but there
are no over-quota imports, part of this export kigps substituted by the quota rent
which they receive. When over-quota imports ocdbe entire welfare gain to
exporters arising from the TRQ takes the form efdota rent, which then attains its
maximum level: the unit rent in this case is eqadhe preferential margin.

This last result is particularly interesting. As weicated in the Introduction, in order
to simplify the analysis we have assumed in alesdabat quota rents were captured
by either exporting firms or exporting countries.dractice, some ways of allocating
licences for in-quota imports can have the effédransferring the quota rent to the
importing country. This is the case, for exampléeve the licences are sold by the
importing country to the exporting firms; the preds of the sale, under the
assumption of perfect competition, benefits thearngr and substitutes for the quota
rent accruing to the exporter. Even when licencegdatributed freely, the method of
their allocation can benefit more powerful operst(as under the first come, first
served system) or make it more difficult for newtrants to gain or improve their
access to the import market (where licences amratkd on the basis of historic
shares). In other cases, import licences may bedadato importing firms, thus
excluding the exporting country and firms residdmre from sharing in the rent. In
other words, in those situations where the potemiglfare gain to exporters as a
result of a TRQ is at its maximum, these same @gporisk losing some or all of
these gains to other agents depending on the mstrketure and the way in which
the TRQ is administered.

TRQs were introduced to improve or maintain acdesthe markets of developed
countries following the tariffication of non-tarifbarriers. Access to developed
country agricultural markets is one of the majeues for developing countries in the
Doha Round of trade negotiations. Several countigge proposed an increase in
TRQ quotas in order to loosen the binding natur@®Qs and to increase access to
these quota-constrained markets. Taking into adcthen existence of competition
between suppliers with very different costs of paitbn, the analysis developed in
this paper permits a more nuanced evaluation efdlaim. Thus, in the case where a
TRQ is allocated solely to specific suppliers unther terms of a preferential trade
agreement (as in the case of Lomé-Cotonou), araserin the size of a TRQ will
only have a positive effect on the export volumigreferred suppliers if they are in a
position to fill the quota. Alternatively, if thenéreased TRQ is accompanied by an
opening up of the quota to other sources of nofemed supply, this would be a form
of preference erosion and would result in a redacin the economic welfare of
preferred suppliers if the increased import voluemulted in a sufficient reduction in
the import price. On the other hand, the new beisfes of the enlarged quota would
benefit from an increase in their export surplugwen from access to a quota rent if
they were sufficiently competitive and the TRQ rémed binding. In this case, the
manner in which TRQ import licences are distributeetween former preferred
suppliers and the new entrants would determine henethe trade advantages for
those developing countries for which the TRQ hasjously been reserved would be
maintained.
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Parallel to this theoretical analysis, empiricarkvs being undertaken to evaluate the
extent to which developing countries benefit frorsignificant improvement in their
market access for agricultural products and irnrteeonomic welfare as a result of the
TRQ regime in comparison to a simple MFN tariff irrg. The evaluation of the
quota rents and their division between exportemsulshbe complemented by an
evaluation of the changes in exporter surplus iplyapg the analysis developed in
this paper to the 87 TRQs introduced by the EUhatttme of the signing of the
URAA. The division of the gains between exporteep@ehds on the characteristics of
each TRQ (whether it is binding or not, and the 9t the in-quota tariff relative to
the over-quota tariff) and on the competing exgagplies.
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