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Evaluating existing policy flexibilities
in WTO agricultural negotiations:. different criteria

for the selection of sensitive products

Giulia Listorti, Markus Kempen, Jean Girardin arich Kranzlein

Abstract

Within WTO agricultural negotiations, this paper alle with alternative criteria for the
selection of sensitive products. Existing methagie®mostly rely on the analysis of tariffs and
trade flows. On the contrary, assessments of tlwnaoic impacts on specific groups of
stakeholders, namely the domestic agricultural@eare missing or conducted at a high level
of product aggregation. We hence develop a metlggothat considers the effects of the
selection of sensitive products on domestic agucal prices. Our model, TRIMAG (Tariff
Reduction Impact Model for Agriculture), definedthg 8-digit level, optimizes the domestic
agricultural value added subject to a maximum numndfesensitive tariff lines. The existing
methodologies are applied to the Swiss tariff sateednd results compared with those of
TRIMAG. Findings confirm the importance of deveabgpsound economic criteria for the ex-
ante impact assessment of policy flexibilities.tRermore, TRIMAG can be considered as a
tariff aggregation tool that can be linked to agrdtural simulation models that operate at a
higher level of aggregation.

Keywords: WTO agricultural negotiations, market @sg, sensitive products

JEL classification: F13, Q17.

1. INTRODUCTION

In the WTO agricultural negotiations, the so calfedrket-access pillar deals with the
progressive decrease of border protection. In tdspect, the Framework Agreement of July
2004 (WTO, 2004) proposes the use of a “tieredinide, in which tariffs classified in higher
“bands” are subject to proportionally higher cuisfferently from the average-cut approach
adopted in the Uruguay Round (UR) Agreement on @djiire of 1994 (a straight proportional
reduction, with a minimum cut for the single tag)ffa tiered formula ensures that higher tariffs
are cut more than the lower ones (Jean et al.,)26@8vever, one of the key elements of the
Framework Agreement is the possibility for WTO memibto self-select a limited number of
exceptions to the general tiered formula, or “déresiproducts®. While in the UR the
flexibilities were built in the formula itself, hera separate category of products is created
(Sharma, 2006a). According to the last versionhef draft modalities, dating December 2008
(WTO, 2008), developed WTO members are allowedetecs up to 4% of their tariff lines as

1 In the remainder of this text, the term “sensitiglvays refers to the specific context of WTO niggtions. One might also refer
to the general “sensitiveness” of a product todrteralization (see for example Gallezot, 2007).
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sensitivé. For these lines, the tariff cut shall be 2/3, d/2/3 of the otherwise applicable tiered
reduction formula. These gentler cuts must be cosgted by the expansion of import tariff
rate quotas (TRG9). According to the deviation chosen, the TRQ espmmshall be equal to
3%, 3.5% or 4%, respectively, of the quantity ofm@stic consumption of the products
concerned. The choices of each member countrybailinade available only at the scheduling
phase. The possibility of selecting sensitive potslinas drawn considerable attention; indeed,
given the high variability of agricultural tariffa developed countries’ schedules, and the high
concentration of world trade on a limited numbertaniff lines’, agricultural exporters argue
that the effects of even a limited number of exiomgtto the general rule could be remarkable.
On the contrary, for some developed countries, Imost importers of agricultural products
and with a highly protected agricultural sectornsstive products are a key aspect of the
negotiations. For all these reasons, the assessrhtdre impacts on global welfare and trade of
the selection of sensitive products is crucial.sTinivolves complex political considerations; at
the same time, there is a strong need for scierifialysis. To derive and compare reliable
criteria for the designation of sensitive produidsan issue strongly intertwined with the
evaluation of the impacts on domestic and globaketa.

This paper deals with alternative criteria for #edection of sensitive products. So far,
various methodologies have been proposed. Theylynme$t on the analysis of tariffs and trade
flows. However, in order to fully understand theplivations of their choices, policy makers
might need more precise information concerningrtimgpact on specific groups of stakeholders
— notably, the agricultural production sector. Seefaluations can be made within partial or
general equilibrium models, but often at a reldyiv@gh level of aggregation. To fill this gap,
we developed a methodology that considers theteffifcthe selection of sensitive products on
domestic agricultural prices. The Tariff Reductiompact Model for Agriculture (TRIMAG),
defined at the 8-digit level (about 2300 tariffds), optimizes the domestic agricultural value
added subject to a maximum number of sensitivéf fanes. For all possible combinations of
tariff reductions, the effects of the subsequemelstic price changes are estimated for about 90
commodities. Consequently, in a static contextctreesponding impact on the domestic added
value of agricultural production is derived. Thetimal” selection of sensitive lines is the one
minimizing this impact. Furthermore, TRIMAG can bensidered as a tariff aggregation tool
that provides input to simulation models that opeeed a higher level of aggregation.

In this paper, some of the existing methodolog@stlie selection of sensitive products
are applied to the Swiss tariff schedule, and #@sellts are compared with those of TRIMAG.

2 For the detailed provisions, see paragraphs BBtONTO, 2008). Members having more than 30 pet oétheir tariff lines in
the top band can select as sensitive up to 6%eof tdriff lines.

% For an analysis of origin, operating and econdmijgact of TRQs see Skully (2001).

4 Although, in principle, products without TRQs cahme selected as sensitive, it could however Issipte for a very limited
number of lines to create new TRQs (see paragraph 8/TO, 2008).

SGlobally, 5 per cent of tariff lines account for B&r cent of agricultural trade (Vanzetti and Pet2008).
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Following a review of the existing criteria (secti@), TRIMAG is described (section 3). The
results of the empirical analysis are presentesation 4. Section 5 concludes.

2. EXISTING METHODOLOGIESFOR THE SELECTION OF SENSITIVE PRODUCTS

There is neither a single indicator that by its adiscerns the sensitiveness of a product,
nor a single indicator valid for all countries (ftez et al., 2008). Furthermore, all analyses will
have to face some difficulties and key methodolalgthallenges (see for example Jean et al.
2006): the difference between botiadd applied tariffs (or “binding overhang”); thestence
of various types of tariffs (specific, i.e., a fikeharge per unit of imports; ad valorem, i.e.
expressed as a fraction of the value of the prodiict), tariff preferences and TRQs. Inherently
to the non-linear nature of the tiered formulatéoiff cuts, analysis will have to be conducted at
a disaggregated level (normally, 6-digit in the tHanized System, HB

Already from early stages of the negotiations, awasi methodologies have been
developed to identify the products that are mdslyi to be selected as sensitive. We follow
Gohin (2008) and classify them as accounting gaitésection 2.1); mercantile criteria (section
2.2) and economic criteria (section 2.3). We addletective” methodology based on policy
information communicated within WTO negotiationsdgon 2.4).

2.1. Accounting criteria

These methodologies are all intuitive and easilgliapgble, but lack a sound theoretical
foundation (see Gohin, 2008; Jean et al., 200&ri8&a (2006b) proposes the use of high bound
tariffs as an indicator to identify the sensitive@gucts which will be chosen by each country.
Indeed, many of the commodities with peak tariféspecially in OECD countries, are
considered to be “sensitive”. On the contrary, developing countries, which tend to have
uniform bound tariffs, it is the binding overhangat might convey useful information: the
smaller the gap, the more sensitive is the produtthe context of tariff reductions. However,
the author notes that this is not a good basisusectariff overhangs are often very small for
tariff lines with very low bound tariffs. Vanzetind Peters (2008) rely instead on high applied
tariffs. For developing countries they also referthe binding overhang, assuming that they
would make use of the existing flexibilities to neaks little changes as possible in their applied
rates. Jean et al. (2005; 2006) select sensitisduats by the tariff revenue that would be
forgone through the standard implementation of tdréf cut in respect to the sensitive cut,
assuming imports remain unchanged. Products teaimportant in trade, subject to high tariffs,
and with little binding overhang are more likelflesged. However, trade is not independent
from the level of tariff protection: sensitive prads with prohibitive tariffs have low import

inwTO negotiations, commitments are made in tesfitbound” tariffs, i.e., the ceiling beyond whitariffs cannot be raised.

” The Nomenclature of the Convention on the Harmamhi€ommodity Description and Coding System, or ‘N@nenclature”,
elaborated under the auspices of the World Custorganization, comprises about 5,000 commodity gsddpntified by a 6-digit
code and arranged according to a legal and logtoatture. The Swiss tariff schedule comprisestantdil 8-digit subdivisions.
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levels and consequently low tariff revenue and raok selected (Vanzetti and Peters, 2008).
Furthermore, high volumes of trade might not belidst indicator if domestic production of the
concerned commodity is however low (Gohin, 200&)aHy, theInstitut de I'élevagdop. cit.

in Gohin, 2008) take the proximity of the imporiger after tariff reduction to the domestic price
as an indicator of the sensitiveness of a product.

2.2. Mercantilecriteria

These criteria refer to the expected increase ipoits after the application of the
standard tariff reduction formula (Gohin, 2008). respect to the methodologies previously
described, it is clear that such an impact caneotibectly observed. These works (Sharma,
2006a; European Commission, 2005; Cluff and Vanz@@05) refer to a stage of the
negotiations where the parameters for the TRQ estparwere not yet fixed. They mostly aim
at exploring the question of the “equivalency” betmn a standard tariff cut and a sensitive cut
plus TRQ expansion. Although most of these paramete now agreed, a number of questions
remains valid: namely, the difficulties in estinmgtithe net import demand elasticities, and the
simultaneity in the selection between the varicustries.

2.3. Economic criteria

A third group of studies are those that considergabonomic impact of the selection of
sensitive products. Jean et al. (2008; 2010) peomidolid theoretical framework, starting from
a political-economy welfare function. They assuimeg the demand for flexibilities results from
governments seeking to maximize the political-ecopdfunctions that gave rise to their
original tariffs, while being willing to undertakaternational trade negotiations because of the
potential for greater gains. Their objective fuontitakes into account the benefits from
providing protection to particular sectors, whilensidering its costs to consumers and
taxpayers of providing this protectfonSensitive products are those whose tariffs and
consequently domestic prices maximize this objecfinction. In this context, the political
welfare change£¥:) as a share of expenditure) following the selection of a sensitive
product in respect to the application of the stathd@rmula (subscripts andf ), is derived as

P a-a)

AW,
1+t

-3

(1)

oM —=05:

_awil 1
M

s e

Wherego is the elasticity of substitutiors; is the import expenditure share at domestic
prices of product = 1,.. N f: is the proportional tariff cut implied by the fouta, %: is the
initial applied ad valorem tariff ang: is the fraction of the standard formula cut regdifor

81t is constituted by the sum of profits over akttors, tariff revenues, consumer expendituresh(aihegative sign), and a term
defining the political weight of the agents of #axnomy (linear function of prices). The coeffidenf the objective function are
calibrated assuming that the policy situation betbe liberalization is an optimum. For a criticetiew see Gohin (2008).
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sensitive products This welfare change provides an indicator for siedection of sensitive
products based on the value of imports at domesites, the squared proportional cut in the
price of imports brought about by the formula, &imel extent to which sensitive product status
reduces the size of this price cut. Equation (tluites the height of the applied tar¥, but
does not directly include the bound tariff. In fattlearly shows that the incentive to classify a
product as sensitive is reduced as the bound matedses relative to the applied rate, because
the gap between the bound and applied rates retheesit in the applied rate for any given cut
in bound rates. To conclude, this “political ecomyorfunction” indicator has two main
advantages: not only is it theoretically well foeddbut can also be easily applied.

We also include in this section all those analyseshich partial or general equilibrium
models are used to study the effects of the seledti sensitive products and TRQ expansion. A
non exhaustive list includes Gohin (2008) that usesGOAL Computable General Equilibrium
Model; Grant et al. (2008) that develop a 6-digitiree differentiated partial equilibrium model
embedded in the GTAP framework; Binfield et al.2)) using the EU-GOLD model; Piketty
et al. (2009) making use of the CAPRI model; Pelika al. (2010) that use the GTAP model,
Ramos et al. (2010) that develop a partial equilifbrmodel at the 8-digit level for EU beef.
While a detailed description of these models isobelythe scope of this paper, some general
considerations hold. Firstly, although their inlehe complex use, they allow to assess the
impact of the selection from a solid economic pecsipe. Secondly, they often work at a high
level of product aggregation, although some redewtelopments have been made (see Grant et
al., 2007, 2008; Ramos et al., 2010). Thirdly, he tAuthors’ knowledge, the selection of
sensitive products is never optimized. Alternasiraulations are run by selecting different lists
of products according to various criteria (i.egthtariffs), and results compared ex post.

2.4. A detective methodol ogy

Ibafiez et al. (2008) build a “detective methodofdiat makes use of a mix of indicators
based on the information provided by member stdtggig WTO negotiations. As “Uruguay
Round” (UR) indicators they consider high boundffgrthe right to apply the Agriculture
Special Safeguard (SSG), the application of the 886 the existence of TRQs. As “Doha
Round” indicators (DR), they take into account tiogification of consumption data in the Doha
negotiations process, the identification as “camdpcts”, and a high level of “Common
Consumption Allocation” (CCA) share in the “two-stenethodology” **

°For example, i 1/3 if the deviation from the standard tariffluetion is 2/3.

10 5ee Annex A of the modalities (WTO, 2008).

11 This share combines the share of the 6-digit linesorld trade of the product category, with tlwerthat at least 90% of the
domestic consumption must be delivered into theg'tlines within a product category.
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3. AN ADDITIONAL CRITERION : THE TRIMAG MODEL

An innovative criterion for the selection of sei&tproducts is here proposed. In the
remainder of this section, the Tariff Reduction dmpModel on Agriculture (TRIMAG) will be
briefly presented. Our model optimizes the domeatdcultural value added of production
following the application of the tiered formula geitt to a maximum number of sensitive tariff
lines. Based on 8-digit data (section 3.1), theatfbf the standard and of the sensitive tariff cut
on prices are assessed (section 3.2). The prieetefdf various combinations of sensitive lines
are then aggregated at the “commodity” level. Theasponding reduction of the added value
of the domestic production is calculated (secti@).Finally, an optimization model is applied
minimizing the loss of added value by selectinglist combination of tariff reductions subject
to the maximum number of sensitive tariff linesc{gmn 3.4).

3.1. Thedata used

The TRIMAG database consists of domestic (CH), Eid aest-of-the-world (RW)
import prices ¢ost, insurance and freightor the 2302 8-digit tariff lines of the Swisgith
schedule (source: Swiss Federal Office for Agrimel}. The Swiss schedule consists of specific
tariffs, and TRQ¥. Applied duties might be below the bound dutieRQrare administered in
different manners (auctioning; first-come, firstxa@® basis and others). Some TRQs are sub-
divided covering only specific products and all tuare de facto filled. There is no allocation
of quota shares to specific trading partners. Weryetariff line, the data on bound, applied and,
where applicable, preferential tariffs are includiedthe database (source: Swiss Federal
Customs Administration), as well as the correspag@id valorem equivalents (AVE) agreed in
Paris in 2005, In addition, imports differentiated by origin (8ce: Swiss Federal Customs
Administration), the quantities of domestic constimp as prescribed in Attachment A of the
WTO modalities and the values of domestic agricaltproduction for about 90 commodities
(source: Swiss Federal Statistical Office) are atstuded. In general, the average of the yearly
values of the reference period 2004-2009 is usedveder, since some autonomous tariff cuts
have been undertaken in the past years, and &xtkat that such changes are not related to the
evolution of world prices, the use of the 2009 aguptariff rates has been preferfed

3.2. The egtimation of the domestic price drop

Estimating the domestic price drop, caused byedection of import tariffs at the 8-digit
level, implies accounting for the substitutabilitgtween the domestic and the imported product,
as well as between the various sources of impRebing on the price information available, a

2 For TRQs, separate tariff lines exist for impartsurring in and out of quota; the first cannothesen as sensitive.

B Eor specific bound duties, the corresponding ddrem equivalents (i.e., shares of the value ofithygorted good), have been
agreed with a political compromise in Paris in 209%alculating the reference world prices for eastintry (years 1999-2001).

1 some applied tariffs might be adjusted more thaceam year depending on world prices. For this meabere we take the
difference between the 2009 domestic reference jamcl the average world price over the referendgegas applied tariff rate.
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simple approach is taken. Firstly, the domesticegodrop resulting from a given tariff drop is
estimated separately for each of the importingargi(EU and RW) according to their specific
import prices and to tariffs applied to their imggorSecondly, the resulting domestic price is
derived as an import weighted avergg&Ve assume that the applied tariff after reduct®n
equal to the minimum between the reduced boundamadethe currently applied rate, and that
reductions of the bound tariffs will have an effenty when the binding overhang is completely
eroded®. Furthermore, we take into account the “water’t théght be contained in the applied
tariff (the difference between the import price papplied tariff and the domestic price). This
means that the applied tariff is prohibitive andimports occur at all. In case of TRQs, the
presence of water in the out of quota applied ftavibuld imply that the import quota is
binding” and no out of quota imports occur. For those TRGat are underfilled, the
corresponding in quota tariff is taken as the rate\applied tariff. According to the Armington
assumption (Armington, 1969) imported and domegiiods are imperfect substitutes in
demand. Provided bilateral trade flows exist, wekenthe simplistic assumption that the ratio
between the domestic price and import price plydieg tariff stays constant over time — but
only once “water” has been erod&drhe effects on the domestic price of import faifts are
then derived separately for each of the importemgjons (EU and RW), then aggregated by an
import weighted average. For every tariff line, dbhecalculations are repeated applying the
general tiered formula with a capping at 10000ahd the gentler tariff cuts granted by the
sensitive product status, plus the exception frappog 6, applying the maximum possible
deviation of 2/3¥°. In quota tariff lines, “tropical products” (paragh 148 of the modalities),
tariff lines not included in the Attachment A andgie tariffs with no TRQ assigned are not
eligible as sensitive.

3.3. From thetariff lineto the product level

The effect of tariff reduction at the 8-digit levisl then derived at a more aggregated
product level. We can calculate the price indextlé aggregate produch (p,) as a
consumptionCONS weighted average of the prices of the correspantdiriff linesi.

ilpsid; +pfil(1—1]; )]CONS;
Pre = %, CONS,
&)

15 Alternatively, one might think of deriving, accondi to a standard “Constant Elasticity of Substituthested” approach, first a
weighted import price, and then the domestic patéhe product (see for example Grant et al., 200&tel et al., 1997 ). This
would imply a tremendous effort for the estimatehaf substitution elasticities at the 8-digit leaid is not applied in our model.
18 This is a widely used assumption. However, théahapplied rate is not the only possible couratetdial, since applied tariffs
could be raised up to the new bound rate (seexammple Bchir et al., 2006; Jean et al., 2006).

A quota is binding when it is set below the fresle level of imports; the quota is filled and b of quota imports occur.

18 The ratio between the domestic price and the imprice plus applied tariff will be one when theseniater in the applied tariff.
Bn general, no AVE > 100% will be allowed at thedeof the implementation period (they are then feaij at 100%), although
some exceptions are possible both for standarf liags, and for sensitive lines (see paragraptof7fthe modalities, and attached
working paper W5). In this work, we ignore the pbaisy of selecting exceptions to capping besitles tariff lines which will be
selected as sensitive, that are on the contranmass$to be all exempted from capping.
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Whereps is the expected price if theproduct is selected as sensitive, gofdif the
standard tariff cut is applied.is an index function, equal to 1 if theariff line is selected as
sensitive, and 0 otherwise. For each oftheroducts, there are then= i*2 combinations of
tariff cuts at the 8-digit level. Each of them rigga a specific number of sensitive tariff lines
and will yield a certainm price. Heterogeneous changes in prices lead togesain the
consumption pattern due to substitution effects.t&iff lines have then been classifiedrire
1....145product groups according to their degree of stuiatility in consumption. Following
Britz and Witzke (2008) the total utility of consption within each product group is given by
the Constant Elasticity of Substitution (CES) fravoek described in equation (3) and (4)

3

- —1
T -1
U!r: = | Z 55 * (EG;HH:S:-}F_
i=lmn (3)

T

. - 8 psnunelnvum + Phvon 11 — I nuae)
CONS; = CONSypu|= = =

) e [Dur ps:d; +pfi (1 —1};)
4)

Where Um is the utility associated to the consuamptf product m, i=1...n indicates the
tariff lines classified in product m, CONSi is teensumption and > O is the elasticity of

substitution. The parametéri, often called share parameter, is used to caétitee equations
to the observed initial situation. The tariff limath highest consumption is selected as the
numeraire (NUM). Equations (3) and (4) yield a squaystem, that allows deriving the
consumption pattern for all possible combinatiohprices. Consequently, the aggregate price
effects of tariff reductions can be calculated.

Additional complexity arises from the WTO modaktidVhenever a tariff line is selected
as sensitive, a certain expansion of its TRQ mesiranted. Intuitively, for a given product, the
more tariffs are selected as sensitive, the higiheraggregate price resulting from the out of
quota tariff cut, but the higher the risk for thR@ expansion to have an effect. In particular, if
TRQs are binding, and if they remain binding alfteratheir expansion, the price drop caused
by the negative slope of the net import demandecenwuld offset the higher protection granted
by a lower out of quota tariff cut (up to endingannon-filled quota regime). In Figure 1,
assuming that Switzerland is a price taker, angidening that all quota are filled, in Case 1,
the lowering of the out of quota tariff from D T, causes out of quota imports to occur, and the
domestic price, Rto be reduced to,;B R, . T;. The TRQ expansion fro, to Qo+ dQ has no
effect on the equilibrium price. Case 2 shows tHate TRQ expansion is “highwe might
end up in a situation where although the out oftguariff is still relatively high, the domestic
price decreases due to the market access expansidf < R, . T, (for a diagrammatic supply
and demand model on TRQs, see Skully, 2001; dee6anid Kliaga, 2006).
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Figure 1. Application of the standard tiered forenu$. sensitive reduction: an example

(1 Aol

0 0 e ] Ok Chyoalih i}

Source: own elaboration

The price drop consequent to the enlargement of R@ is estimated at the aggregate
product level. It is derived according to prodymesific net import demand elasticitiéand the
increase in imports, the latter simply assumedetedual to the TRQ expansfgrwhich in turn
is, according to the modalities, equal to a cerfmrcentage of domestic consumption of the
tariff lines concerned. The possible existenceudfad quota imports (see Binfield et al., 2009)
as well as of autonomous TRQ extensions is als@idered. At this point, we correct the
aggregated prices derived from the CES frameworkHese effects, by taking the minimum
price resulting from the increased market accedstaa out of quota tariff reduction for further
analysis.

It is now possible to select those combinationsafisitive lines yielding the highest
aggregate pricpn,. For each of then products, this reduces the complexityuct i”2 potential
combinations of sensitive lines déo=i favorable combinations.

3.4. Minimizing the impact on the added value of domestic agricultural production

All base agricultural products (90 commodities) assigned the corresponding value of
domestic agricultural production, whereas procegseducts (the remaining 55 products) are
assigned the value corresponding to their markatesbf the base product. In this simplified
context, we only aim at ensuring that an approgriseight is given to each product in the
optimization procedure. The interaction betweenvidwgous products is very limit&d Finally,
the best possible combination of tariff cuts isestdd at the 8-digit level, by maximizing the
sum over then products of the added value of agricultural praidme® subject to a maximum
number of sensitive lines (equation 5).

20 perived from Ferjani (2008). In addition, sensftivtests have been repeated using values caldulatang the demand and
supply elasticities of Ferjani (2008) and imporhetation ratios (see Sharma, 2006a). The valuahefnet import demand
elasticities were bounded between -0.1 and -10.

2L since import quotas for Switzerland are normaihding.

22 |n addition, we assume that, should the pricdefrocessed product fall less than the priceebtsic agricultural product, the
increase in the margin is fully captured at théhbrgstages of the production chain.

2 For each produatn, production costs are assumed to be a fixed ptiopoof the value of domestic agricultural prodonti so
that its percentage variations correspond to aepéage variation of the added value.

Page 9 of 20



Ancona - 122 EAAE Seminar
"Evidence-Based Agricultural and Rural Policy Makin

mﬂzz Vi or = mﬂle'?n.m . I: 1+ P —“FPmro :I
= ~ \ Pruzo / (5)

whereVy, nis the domestic added value of agricultural produncof productm at timetO.
Pm.o@ndpm, are the prices of the product before and after a certain combinatiotaoff cuts
has been applied. The overall number of tariffdisabject to the sensitive cut cannot be above
a certain sharex| of the overall number of tariff line®N. In other words, the variations on the
added value of the domestic agricultural productommstitute an indicator to evaluate an
“optimal” selection of sensitive products. In gealetwo elements contribute to the selection of
a certaini tariff line as sensitive: the price drop for threguctm consequent to its selection; the
size of Vi,. To our knowledge, TRIMAG is the only existing nebdvhich focuses on the
impacts on the domestic agricultural sector whiggmizing the selection of sensitive products.

4. EMPIRICAL ANALYSIS

In this section, some of the various methodologlescribed in section 2 have been
applied to the Swiss tariff schedule at the 8-dgiel: high bound tariffs (Sharma, 2006b), high
applied tariffs (Vanzetti and Peters, 2008), higtift revenues (Jean et al., 2005), the political
economy function indicator (Jean et al., 2008, 20drtd the factual indicator (Ibafiez et al.,
2008). Results have been compared with those dfTR .

4.1. Tradeindicators

For specific bound dutieSB, the AVEs agreed in Paris in 2005 are a bindiagmeter
of the current Doha negotiations. They determirgetigr in which tariffs are classified, and the
corresponding tariff cut. In addition, according‘tariff simplification” provision$*, at the end
of the implementation period, specific duties migaie to be converted into ad valorem. The
AVEs agreed within WTO negotiation®VTO therefore provide an indication of the level of
border protection after the implementation of theh® Round. To account for possible future
alternative price scenarios, we also calculatertaif' (cur) AVES, by dividing the bound tariffs
for the Swiss yearly average unit import value oer years 2006 to 2009, and “TRIMAG”
AVESs, by using the import prices of TRIMAGRIMAG), validated by the commodity experts
of the FOAG”. In general, the AVE of a bound tariff is th&h, wherei = 1....2302is the 8-
digit tariff line, j refers to the use of a different import price fbe tconversionWTO, cur,
TRIMAGQ andk indicates the formula cut applietD (= no cut f = standard cuts = sensitive
cut). Thx = (1-F) Thjwo, whereFy is the cut on the bound rate according to the titeeka(Fy

24 See paragraphs 103 -108 of the modalities (WTO8R0
2 For a review of the issues concerning the comjmutatf AVES, see Bouét et al. (2004; 2008).
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= 0). Analogously, also 2009 specific applied fafif (Sg have been converted, obtainifa

= (Sa/ Sb) *Th«. In order to calculate the tariff revenues thatuldde foregone implementing
the standard formula in respect to the sensitivethe average value of imports over the years
2006 to 2009i() has been multiplied by the difference between dhpplied tariff rate after
implementation of the WTO formula and of the sewsitut, so B =i* (Ta: — Tas), where
these rates are assumed to be, respectively, emulaé minimum between the 2009 applied
AVE and the bound 2005 WTO AVE after implementatiminthe standard or sensitive cut
(Ta;x = min(Ta;wo, Thwro)?- The “political function” indicator (Jean et aRp08; 2010) is
described in equation (6), whefe is the import expenditure share at domestic priagsrage

2006-2009) of tariff line.
Tailflo’ - Tﬂ.;‘l.'l:-n E Tﬂ.;‘l.'lf - Tﬂ;‘l.'l:-n i
PE,; =5 — — | — |- -
) (1+Ta; ;.0 ) (1+Ta, ;.o

(6)

4.2. Factual indicators

The UR and DR indicators have been combined toimltéfactual indicator” (Ibafez et
al., 2008; Figure 2). First of all, the productsttfulfill the highest number of UR indicators
(existence of TR eligibility for the SSG; highest bound tariffg) to 6% of the total number
of tariff lines) have been selected. For Switzat|ahe application of the SSG turns out not to
be interesting, since a once-only application carobserved for only 7 lines and one product
(pork meat). Ibafiez et al. (2008) suggest thairttlieators based on the Doha Round are to be
used as an additional filter. Firstly, we have tlobecked whether Switzerland had presented
consumption data for that specific tariff line, andether the product in question was a “core”
product. However, these criteria were still noteglo to restrict the selection. For this reason,
only those tariff lines with the highest level o€& share within a certain Product Category
have been selected.

Figure 2. Application of the methodology proposgdiiafiez et al. (2008)

Eligibility forthe Highbound ; -
,—)| h
$5G tariffs Consumption Core High CCA Share

data product

DohaRoundindicatars

Uruguay Round indicators

Source: own elaboration

28 Although preferential or reduced tariffs for sgeciises might exist, we only consider Most Favduxation applied duties.

27 The tariff lines of tariff heading 0406 (cheesehose in 2007 trade has been completely liberalizgd the EU, by far its
biggest trade partner, have been excluded fromarhdysis. Due to the existence of preferentialr@ddiced duties for specific uses,
the real values of revenues and of revenue vamstiould differ from those calculated here.

28 Note that, differently from TRIMAG, this criteria here not binding.
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4.3. TRIMAG selection

The TRIMAG policy scenario consists of a detail@plecation at the 8-digit level of the
December 2008 draft version of the modalities (WPR008). Domestic and world prices are
assumed to remain constant in time. The simulatiteagee been repeated with and without
considering the TRQ expansiomd onandma_off; although only thena_onoption is to be
retained as valid, this comparison allows to ingesé how accounting for increased market
access alters the selection of sensitive prodMadous values of the substitution elasticities
have been tested across all products (with G:k%0) .

4.4. Main findings

The distribution of sensitive tariff lines (up t&o6of the total number of lines) at the 2-
digit level selected by the various methodologgeshown in Figure 3 (for a complete list of the
2-digit level chapters, see Annex°1)Findings using thgprices did not significantly diffé:

Figure 3. Distribution of 6% of sensitive tariffnBs by applying the various
methodologies (results are aggregated at the idigil)

B 1 - Beund tariffs

60 W 2 - Applied tanffs

w

- Tariff revenues

m 4 - Pol. Function
50 m 5 - Factual indicators
- TRIMAG ma_on
7 TRIMAG ma_off

a

40

30

n. of tariff lines

20

10

HS21 (64)
HS22(71)
HS23 (6)
HS35(1¢)

HS20 (168) :

HS16(35)  [—

HSOL (48)
1502 (168)
HS04 (83)
HS05 (27)
H306(6C) W
H510(92)
HS11(155)
H512(20%)
H513 (16)
HS15(18¢)
H517(57) W
1518 (42)
HS19(107) W

HS07 (364)
HSO& (12€)
HS03(37)

Source: own elaboration

According to the high bound tariff criterion, theghest number of sensitive products are
found in chapter 07 (fruits), followed by 02 (medt}l (products of the milling industry), 04
(dairy products) and 06 (plants and trees). Tha hjgplied tariffs select a high number of tariff

2 The 2, 4 and 6-digit groups of the HS are not amsed by the same number of tariff lines (in allfies, these numbers are
reported in parenthesis). However, since the ovemahmitment for the selection of sensitive produist defined in terms of a

number of tariff lines, and we aim at comparing tbgults of the various methodologies, a comparisween the numbers of the
lines selected in the various groups can be atteanpt

0 simple average of the results was taken at itigjié level. They have then been aggregated a2itigit level.
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lines in chapters 07 (fruits), 02 (meat), 04 (dgiry5 (fats and oils). The same chapters,
although in a slightly different order, are selécty the political economy indicator (07, 02,
15, 04). The high tariff revenue criterion seldetsff lines mainly in chapters 15 (fats and oils),
22 (beverages, spirits and vinegar), 04 (dairy), (6%at) and 21 (miscellaneous edible
preparation). According to the factual indicatoensitive products are mostly selected in
chapters 07 (vegetables), 04 (dairy products), fad@tg), 02 (meat), 10 (cereals) and 22
(beverages, spirits and vinegar). TRIMAG selectsséiwe products mainly in chapters 07
(vegetables), 02 (meat), 08 (fruits), 16 (preparegiof meat) and 20 (preparation of vegetables
and fruits). For some products (dairies, 04) actiognfor TRQ expansion might alter the
results. In some cases, the various criteria degadfor example, chapters 06 (plants and trees)
and 11 (products of the milling industry) are seddamainly by the high bound tariffs indicator.
This is due to various factors: for chapter O8earcautonomous liberalization strategy has been
undertaken by the Swiss government in the pastsyeasulting in low applied tariffs and
relatively lower domestic prices. For chapter 1llthaugh bound tariffs are relatively high
(since they take into account the level of transfation of the product), applied tariffs have also
been autonomously reduced, albeit to a smallenextas well known that looking only at high
bound tariffs might in some cases lead to the Biolu of minor products (Jean et al., 2010).
Chapter 16 (meat preparations) is selected mogtlyRIMAG, indicating that the impact of the
selection of these processed products on the pfitee corresponding basic product might be
high. Chapters 19 (preparations of cereals, flstarch or milk) and 21 (miscellaneous edible
preparation) are instead selected mostly by th#f tavenue criterion. This might also be the
case since some of these products are used asiringhé food industry, with high volumes of
imports. The factual indicator is the only criterithat explicitly conveys policy information.
However, on the one side, sometimes a very broadugst coverage has been ensured by
policymakers, in order to keep more possibilitigem for the selection. On the other side,
results might be strongly influenced by some “medte” facts, such as the size in terms of
tariff lines of product categories (the smaller ttategories, the higher the probability for a
product to be “core”, and for the CCA share to lghhlike in chapter 10, cereals). In addition,
when the same product is classified in more thaaategory (which is the case for “basKet”
lines of chapter 22), its probability to be seldctecreases (while the contrary happens in
chapter 02). In this respect, for example, thdftiries of chapter 15 tend not to be selected
since, although quite systematically eligible foe tSSG and usually classified as “core” lines
(in turn, because of small product categories) Q8@ share is usually relatively small and they
are not linked to a TRQ. As far as the relatiomeen the various indicators is concerned, some
considerations can be made. Firstly, it is inténgsto note that in the chapters which generally
attract the highest number of sensitive lines (@2at; 04, dairy products; 07, vegetables; 15,
fats and oils) the applied tariff criterion nornyafinds more tariff lines than the bound tariff

%1 1n the WTO jargon, a “basket” line is a tarifféirwhich covers processed goods composed of sehasalagricultural products
(e.g., ice cream).
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one. Indeed, differently from the high bound tadfiterion, the applied tariff criterion reflects
the current situation of protection, without beitverted” by past information (as it happens
for chapter 06, plants). Secondly, despite somelaitres in the calculations, results of the
tariff revenue criterion are only partially coineiat with those of the political economy function
(see also Jean et al. 2008). Thirdly, althoughntheof factual indicators takes into account the
presence of high bound tariffs, still the two aidiedo not produce the same results. Indeed,
many of the tariff lines with high bound tariffsnt to be eliminated when the Doha Round
filters are used. This indicator is much more datesl with TRQ lines for which consumption
data is provided and which are amongst those vmghhighest CCA share. Almost by their
nature, those lines are core lines. In generalylteesf TRIMAG are in accordance with the
other criteria, and in particular with the politicaconomy function indicator, the only
“economic” criterion used. In addition, they indiegprocessed products (chapters > 15) whose
price changes might potentially have a relevantaichpon the domestic added value of
agricultural production. Analogously, no sensitivies are selected in chapters which are either
not relevant or where a declaration as sensitiveldvbe infeasible (e.g. when no tariff quota
exists, such as for chapter 15). Finally, onlytdrdf revenue criterion and TRIMAG find some
sugar lines (chapter 17), showing that, despitesets#cted when looking only at tariffs, this
product is important. The analysis of the selecaiawing for only 1% of sensitive products
brings some additional considerations (Figure 4gnbat the factual indicator is not reported
since limiting to 1% the number of high bound fariiad almost no effect on its functioning).
The importance of chapters 02 (meat), 04 (dairgpets), 07 (vegetables) and 15 (fats and oils)
is confirmed; however, a relatively smaller numbgtariff lines is selected for chapter 07 (and
none with the high tariff revenues criterion), icating that, probably due the relatively low
economic value, the respective tariff lines tendbeéoselected only when the overall number of
sensitive lines is higher, and chapter 15 is seteonly by the political function and the high
tariff revenues criteria. Furthermore, a strongfgmence of the political economy function for
chapter 02 emerges. The TRIMAG choice is mostlyceotrated in chapters 02 and 04,
indicating the preferences for products with anongnt added value.
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Figure 4. Distribution of 1% of sensitive tariffnes by applying the various

methodologies (results are aggregated at the 2idiggl)
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Source: own elaboration

5. CONCLUDING REMARKS

The objective of this paper is to compare varioeshodologies that can be used for the
selection of sensitive products in the current DBRlobaind of the WTO. We developed a model,
TRIMAG, that minimizes the loss of the Swiss agitietal added value after implementation of
the tariff reduction formulas, subject to the coaistt of a maximum number of sensitive tariff
lines. Results have been compared with those aatdig applying to the Swiss tariff schedule
other alternative methodologies (high bound tarlifgh applied tariffs, tariff revenue indicator,
political economy function, factual indicator).

Some major considerations emerge. Firstly, all odtlogies tend to converge on the
selection of tariff lines in chapters 02 (meat),(64iry), 07 (vegetables), 08 (fruits) and 15 (fats
and oils). Interestingly, TRIMAG also signals soprecessed agricultural products whose price
variations are likely to have a big impact on themeéstic added value of agricultural
production, such as chapters 16 (preparations at)mend 20 (preparations of fruit). Also the
high tariff revenues criterion selects chaptergrafisformed agricultural products. However, in
this case this might just be due to high volumesrade. Secondly, each methodology has its
strengths and weaknesses. For example, high bauifi$ tmight identify products for which
liberalization strategies have already been unklentaHigh tariff revenues tend to identify
products for which high volumes of trade exist, iwlproducts with a relatively higher level of
protection might be under represented. Indicatelging on policy information might also
convey useful information, although the influenédessome “mechanical” parameters need to be
adequately assessed. The need for supplementargraioinformation is clear. In this regard,
analysis with TRIMAG show that for some products TTRQ expansion following the selection
of sensitive products might indeed be a crucialeespThirdly, models as TRIMAG might
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represent a first attempt of optimizing the setattof sensitive products on the basis of the
economic impacts on specific groups of stakehojderur case, the domestic agricultural
production sector. These results might be useftdiypared with those using other economic
criteria, such as the political economy indicafbney might be used to correctly predict the
impact on global welfare and trade, and help pati@kers confronted with the selection.

However, some aspects of TRIMAG need to be furttwgplored. Assumptions on
consumer’s behavior (substitution effects, diffeéision by origin) as well as on price
transmission between the various commodities aodgathe food chain are crucial. The net
import demand elasticities need to be carefullydaéd. In addition, for those countries whose
agricultural tariff schedule is mainly composed bpecific tariffs, the effects of tariff
simplification deserve further attention. All thesethodological developments could not only
contribute to a better understanding of the impddrade policy flexibilities on the domestic
agricultural sector, but also to the developmena aériff aggregation tool that could provide
inputs for agricultural simulation models that aterat a higher level of aggregation.
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n. of 8- n. of 8-
Chapter digit Description Chapter digit Description
codes codes
Preparations of cereals, flour,
01 48 Live animals 19 107  starch or milk; pastrycooks'
products
. Preparations of vegetables, fruit,
02 169 Meat and edible meat offal 20 168
nuts or other parts of plants
Dairy produce; birds' eggs; natural
04 83 ho_n_ey; edible products of "?"F'ma' 21 64 Miscellaneous edible preparations
origin, not elsewhere specified or
included
05 27 Products of anlr_n_al ongin, not 22 71 Beverages, spirits and vinegar
elsewhere specified or included
Live trees and other plants; bulbs, roots .
06 60 and the like;cut flowers and ornamental 23 69 _Re3|du_es .and waste fro_m the food
foliage industries; prepared animal fodder
07 364 Edible vegetables and certain roots and o 15 Tobacco and manufactured
tubers tobacco substitutes
08 129 Edible fruit and nuts; peel of citrus fruit 29 2 Organic chemicals
or melons
Essential oils and resinoids;
09 37 Coffee, tea, mate and spices 33 11 perfumery, cosmetic or toilet
preparations
10 93 Cereals 35 19 Albu_m|n0|dal subs.tances.;
modified starches; glues; enzymes
Products of the milling industry; malt; . .
11 155 PR 38 16 Miscellaneous chemical products
starches;inulin; wheat gluten
Oil seeds and oleaginous fruits;
miscellaneous grains, seeds and fruit; Raw hides and skins (other than
12 209 . ; = ) 41 9 .
industrial or medicinal plants; straw furskins) and leather
and fodder
Lac; gums, resins and other vegetable Furskins and artificial fur;
13 16 43 5
saps and extracts manufactures thereof
Vegetable plaiting materials;vegetable
14 7 products not elsewhere specified or 50 3 Silk
included
Animal or vegetable fats and oils and Wool. fine or coarse animal hair:
15 189 their cleavage products; prepared 51 11 L !
. o horsehair yarn and woven fabric
edible fats; animal or vegetable waxes
Preparations of meat, of fish or of
16 35  crustaceans, molluscs or other aquatic 52 6 Cotton
invertebrates
Other vegetable textile fibres;
17 57 Sugars and sugar confectionery 53 6 paper yarn and woven fabrics of
paper yarn
18 42 Cocoa and cocoa preparations
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