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Summary. — The paper presents a framework for and results from a quantitative analysis of two
proposals to GATT. made as part of an cffort at containing or rolling back the spread of non-
tariff bazriers in agnicultore. The first proposes export subsidies, which would be financed by the
producers themselves. requinng no government outlay. The second calls forfa minimum access
for importers. This analvsis examines the magnitude of the effects on trade flows, world prices,
the impact on the production, consumption, and trade of the OECD countries and on foreign
exchange carmings of less developed countries (LDCs), of minimum access as applied to sugar
trade — one of the most protected products in OECD countries and one with great potential for
LDC exporters. Results are then compared with an analysis of more comprehensive trade
hberalization in the sugar market, ic., complete removal of trade barriers in all OECD

countnes

1. INTRODUCTION

Developing  countries typically  have open
economices in wiich agriculture is of substantial if
not dominant importance. The conditions faced
by less developed countries (LDCs) in world
markets largely determine the options open to
them i formulating their own  development
strateies. Cenditions prevaihing in interaational
commodity markets (including agncultural prod-
ucts) together with conditions influencing finan-
cial and exchange rate mackets. and foreign
assistance, dehincate the external economic con-
ditions that determune the prospests of LDCs for
tihe next 10 veuas,

This paper examines two related issues of
fundamental importance to developing countries.
First. it explores the dikely effect of a gencral
hiberslization of trade in agricuitural products
and, second. the potential benefits to LDRCs from
the more modest effort to bring the agricultural
trade regune of developed countries more in line

with the ideas and principles of the General
Agreement on Tariffs and Trade (GATT). In
particular, the findings of the more prominent
recent studien on the potential bepefits to LDC
exporiers and importers of trade liberalization in
agricultural products are summarized and com-
pared. Against this background. the paper offers
a prelinynary quantitative analysis of two recent
proposals by GATT's Committee on Inter-
national Trade in Agriculture. The proposals are
part ot an effort tn contain or roll back the spread
of non-tariif barriers 1w agriculture. The pro-
posed triade rules are likely 1o play an important
role in any future trade talks within the GATT
framework and hence an understanding of some
of their implications is warranted. The first pro-
posal deals with export subsidies; it would have
producers bear the cost of export subsidies rather
than povernments. which usuallv pay for them
out of general tax revenue. The second proposal
calls for a minimum access for importers for cases
in which impert restrictions other than tariffs are
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maintatned. To allow a comparison of the orders
of magnitude of the effects of trade liberalization
and limited trade adjustments as proposed by
GATT. a world market modet is developed that
builds on some earlier trade liberalization work
of the authors {Zietz and Valdés. 1986a: [986b:
Valdés and Zietz, 1980).

2. TRADE LIBERALIZATION IN
INDUSTRIAL COUNTRIES: POTENTIAL
EFFECTS ON DEVELOPING COUNTRIES

The trade restrictions imposed by developed
countries include tariffs and non-tariff barriers
(NTBs} and they vary considerably in severity
amony countries and commodities. Theyv gener-
ally tend to lower world prices by artificially
reducing domestic consumption and raising dom-
estic production in the developed countries. As a
consequence, the volume of exports from both
LDCs and other developed countries is reduced.
Price and volume effects of such restrictions
together translate into a foreign exchange and
welfare loss to LDCs, compared to what a free
trade sitwation would bring. There are. however,
some benetits to EDCS as importers, resulting
from the lower price of imports,

There exist a number of studies which have
tricd 1o assess quanttatively this loss and to
identify those countries and commodities which
would be most affected by a move toward trade
liberalization. Unfortunately, the nature of the
modeling cffort usually emploved in such studies
makes it impossible to cheek the results against
some reeogmzed standard. What s left then
is the less straightforward task of assessing
on a case by case basis the reasonableness
of the underlying assumptions regarding model
structure and input data as well as of trying to
compare the results of different studies. The fact
that  studies  usually  differ commodity
definitions, commodity coverage, base years, the
caleulation of protection levels, and at times even
in their general focus, makes this an unusually
trying exercise.' Rather than provide a detailed
companson  of the studies that have been
conducted so far, we fimit ourselves to a synthesis
of the evidence that has accumulated.

Studies of agricultural trade liberalization with
endogenous world prices, as mitiated by Valdés
and Zietz (1980), have traditionally focused on
the effect of a substantial reduction or even
complete removal of the barriers to trade in
developed countries. Moure recently, the basic
metho.jology has also been adapted to focus cn
the effects of liberalization in only a subset of
countries, such as the European Economic Com-

nmunity (EEC). Examples of the latter type ot
work are Koester (1982), Roberts (1982), or
Matthews (1985). Generally, much of this work is
devoted to the potental gains of the liberalizing
developed  countries as opposed to those of
LDCs. The predicted eftects on LDCs are mostly
quite similar to those of OECD trade liberaliza-
tion, discussed betow, although of a smaller
magnitude. An interesting twist to the trade
liberalizstion  literature has been  added by
Anderson und Tyers (1986) and the authors of
the HASA model (Parikh and Tims. 1986). Both
try to quantify the likeiy effects of a global trade
Iiberalization seenario, including liberalization of
LDCs" agricuitural trade. Again, the conclusions
are sinmilar to those of OLECD trade liberalization
with the difference that some of the welfare
tosses to LOCs that derive from liberalization in
cereals do not oceur. Also, Anderson and Tyers
(19865 predict a substantial decrease rather than
an ncrease in foreign exchange carnings. A
likely cause of this result seems to be that the
protection rute of LDCs is overestimated by not
appropriately accounting for the fact that positive
nominal protection in many LDCs s nothing
more than a partial compensation for a signficant
discrimination against  agricultural  tradables
resulting from exchange rate misalignment. and a
censquence of the (high) industrial protection
and macroeconomic policies.” This exchange rate
argument, we believe, does not apply to most
developed  countries, although  exceptions do
oceur. such as the exchange rate appreciation in
the US durimg 1984-585.

Despite these recent extensions of the trade
fiberalization fiterature we will concentrate on a
discussion of the results obtained from OECD
trade liberalization. Overall, it seems that trade
ltheralization by OECD countries is more likely
than any of the other alternatives that have been
investigated.

All studies anidyvzing OECD trade liberaliza-
tion in agnculture’ commonly predict an increase
i the world price if some or all barriers to trade
are removed. The extent of this price increase
varies among commodities. It is highest for the
most protected commodities such as sugar, beef,
and dairy products. For sugar, prices are pre-
dicted to increase between 5% (Anderson and
Tyers, 1986) and 13 to 17% (Zictz and Valdés,
1980b). Tor beef, both Anderson and Tyers
(1986) and Zictz and Valdés (1986b) settle for a
world price increase of about 16%. For dairy
products, Anderson and Tyres (1986) put the
increase at 27%. These world price increases
accord well with the overall result reached by the
linked system of national agricultural policy
models developed at IIASA (Parikh and Tims.,
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1986). Using 10 conunodity  classifications,
including three cereals, beef and dairy products,
the ITASA model predicts a long-run world price
increase of about 99%. This figure translates into
& foreign excrange gain for LDCs of about US $7
billion for all commodities taken together. Com-
pared to those predicted by Zietz and Valdés
(1986b) and Anderson and Tyvers (1980). these
everall foren exchange gains seem on the low
side. because for sugar and beef taken alone.
both groups of rescarchers arrive at @ Hgure of
about US $8 bilhon evaluated at 1980 paices. And
according to Anderson and Tyvers (1980}, trade
Iiberalization i dairy products would generate
an additional US $7.8 llion in foreign exchange
tor LDCs. Our view that TTASA's ostimate of
$7 bilhon 1s hkelv an underestimate. s further
supperted by the fact that none of the more
recent studies analvzes the potential benefits to
LDCs of trade liberahzavon in tropical as
opposed to temperate-zone products. As Viddds
and Zacts (1980) have shown, however, LDCS
are hkely to reahze substimual ginns in toreign
cachange i trude barners on such products as
tobacco. foasted coffee. or coffee extracts. cocoa
dernvatives o otls and seeds were lowered or
removed. Indeed. the sathors hive demon-
strated that the hhely gams on these products
would also more thun compensate for the losses
LDCs could expeci trom the price incredses i
cercals. which nvany of them currently import.
Seen from this perspective. the conclusion of the
HASA madel and Anderson and Tyers that,
overall, LDCs coeld expect o oweltare loss from
OBECD trade hiberdhzaiion seems unwarranted.
Ther posiion s based on haated commodiny
coverage which tends to give too much weight to
the cereals group.

Three other pomts further quatify the common
interpretation that OLCD trade hiberalization for
cercals will be welfare reducing for LDCS! The
first gquahfication refates to the tact that exchange
rates tend to be overvalued in many developing
countries. As Chenery (1933) has shown, under
such circumstances  changes  which  generate
foreign  exchange  vield anore welfare  than
changes of similar magnitude in domesue cur-
rency equivalents. Thus, ignoning the problem of
currency overvalustion is likely to lead to an
underestimate of the true welfare gamn to LDCs.
In this light. it would seem preferable 1o focus the
discussion on foreign exchange pams rather than
on questionable weltare figures.

A second point in defense of trade hberaliza-
ton for cereals is the inereased price stability that
is likely to be obtiined. Two recent studies., one
by Schff (1985) on wheat und one by Anderson
and Tyers (1986} on several temperate-zone

products, arrive at the conclusion that trade
libershzation by OECD countries would contii-
bute significanthy to world price stability. If Jower
price instability 1s a highly vilued policy good. as
the discussion of commaodity price stabilization
and buffer stocks seems to indicate, then the
gains  derived from aimproved  price  stability
would have to be included inan overali evalu-
atien of trade liberahzation.

The third quatification of the negative welfare
effects on LDCs of hberahzation in cereals
derives from the difficulty in adegosiely model-
ing all the long-term gains to LDCs of 4 freer
world market. Open markets and higher prices
are hkely to increase substantially the rate of
return on investments in agriculture. as opposed
to industry. in LDCs. This s particularly true, if
EDCS manage to adjust their foreign exchange
regimes appropriately to coincide with trade
liberabization in OQLECD countries. Conversely,
for developed countries, trade liberalization in
agriculture would imply o substantial shift of
resources out of agreulture irto the service
sector and industry. On the wo ld market, this
shift of resources should decrease the prices in
these sectors relative 1o those of agricultural
preducts and thus give LDCs an added ineentive
to develop apnculture. Siee under these condi-
tnons LDCs and developed  countries would
produce moie in line with their respective
comparative advantages. world income should
increase and benzfit both groups of countries.

However. esen af one accepis the argument
that there are large potential gains to OECD
trade hberalization, there s still the questien of
how likely such an occurence is. We happen to be
optinustie 1 this respect. basically. because the
alternatives to a thorough reform of agricultural
support  pohicies in developed  countries and
hence a move toward trade Iiberahzation are not
attractive, at Jeast in the long run. Building up
cver farger stocks or moving more toward direct
production quotas for furmers are options which
are too costly or very unpepular. A short-term
solution to the mounting problems of agriculture
in OLCD countries, especially in the case of the
EEFT. seems to be a further tightening of import
controls by governments. i.e.. closing “loop-
holes.™ and concurrently subsidizing the export
of market surpluses. Clearly. this cannot be a
long-term solution as 1t underestimates both the
resistance of those trading partners who are
negatively affected, such as the US or Australia
in the case of the EEC, and the financial burden
placed on domestic taxpavers. Since the latter
have become more and more vocal lately, it
st - 28 that the conditions to start negotiations on
trade liberalization are better now than they have
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been for some time. Also, studies which
agemonstrate the general usefulness of such nego-
tiations are now available; they were not 10 years
ago. However, what still seems to be missing and
what is likely to be crucial to the successful
completion of such negotiations is considerably
more detail on the ramifications of the specific
reform proposals that are likely to play a role in
the negotiations. The second part of this study is
a first attempt in this direction.

In this paper we will analyvze two recem
proposals of the GATT Commitice on Inter-
national Trade in Agriculture, with respect to
their potential effect on LDCs. Both of the
proposals, producer-financed export subsidices
and a guaranteed minimum access tor importers.,
can basically be understood as attempts to end
the use of tighter import restrictions and/or
subsidized exports by developed countries in
order to manage their internal supply problems.

3. FRAMEWORK OF THE QUANTITATIVE
ANALYSIS OF THL: GATT PROPOSALS

The mam focus of the quantitative analysis of
the two GATT proposals is a comparison of the
impact of alternative changes in the trade regime,
including trade liberalization. The analysis s
conducted in the framework of a world market
equilibriumn model along the lines of Valdés and
Zietz (1980) and the adjustments introduced in
Zictz and Valdés (1986a: 1986b). Two hasic
categones of countries are distinguished, devel-
oped countries directly affected by the GATT
proposals, ard all other countries. Although the
two proposals, like most GATT rules, are
intended i prninciple to apply to all countries.
developed and developing, in this study the
impact on developed countries only will be
considere:d. This simplification derives from the
difficulty of obtaining reliable estimates  of
protection levels for more than a handful of
developing countries, as much as from the
unfortunate fact that developing countrics have
5o far remained free of many of the constraints
imposed by the GATT rules and vill probably
continue to do so in the future.”

The behavior of those countries directly
affected by the GATT proposal for trade reform
varies according to the type of proposal. These
are detailed below. All other countries are only
indirectly affected by the GATT proposal in so
far a< they react to changes in the world market
price which resul: when the former countries
adjust their trade regime. The quantitative im-
pact on the indircctly affected countries depends
on the extent to which price changes are trans.
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mitted to their domestic producers and consum-
ers. In keeping with the tradition of most studies
on trade liberalization, it is assumed that their
level of protection remains constant. For fixed
exchange rates, this implies that domestic prices
change in these countries by the same percentagy
as the world market price. The response of
consumption and production can then be calcu-
lated on the basis of their base period levels, the
assumed price elasticities of domestic demand
and supply, and the change in world market
price. The changes in exports and imports follow
from the response of domestic demand and
production. given the assumption of constant
stock leved. " Trade reversal from a net importing
10 a4 net exporting position is allowed for each
individual country.

(a) Producer financed cexport subsidies

This scheme is assumed to apply only to
developed countries that meet two conditions.
First. the country or country grouping. i.e., the
EEC, 1s a net exporter initially, and second. the
nominal protection cocfficient is greater than
one. Under these conditions the initial internal
price is going to be above the world market price
and subsidies are needed to export the domestic
mirket surplus at the going world market price.
Subsidies other than those explicitly used to bring
down the export price to world market level are
not considered. This applies to the iarge number
of other subsidies 1o agriculture, which can
1aclude such diverse measures as subsidized
credit or exemption from social security  pay-
ments. At least some of the many subsidies are
likely to have a positive effect on the ability of
the agricultural sector to export. How these
measures, which can be termed “indirect export
subsidies.”™ can be handled within the GATT is
not spelled out in the ministerial committee
report. Whether they can or shouid be ignored
altogether. however, remains an open question,
At least for the purpose of this paper only direct
export subsidies are addressed.

If. according to the GATT proposal. expuoit
subsidies can only be maintained if they are
financed by producers themselves. the net price
received by them has to diminish, Exactly how
this could come about depends on the particular
scheme that would be adopted 1o collect the
means to finance the export subsidy. What is
assumed here for illustrative purposes is an ad
valorem tax on total production. By reducing the
net price to producers the tax will fower the leve]
of production. What happens 1o exports, how-
ever, depends on the reaction of both production

N
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and consumption. If, as s assumed, the protec-
tion level is kept constant, consumers experience
a price change that equals that of the world price,
i.e., for an increase in world price, domestic
consumption will decrease. Exports diminish in
this case as long as the decrease in production
due to the tax exceeds that in consumption due to
the increase in world price. At exactly what rate
the tax has to be apphed to equalize export
subsidies and tax revenue depends on the change
in world price and the relanve responsiveness of
producers and consumers. For the member coun-
tries of the EEC. a uniform tax s apphed on
production af the EEC 15 & net exporer in the
base period. Henceo whether a parncular mem-
ber country s an eaporter or not has no influence
on the tax bemg paid by producers an that
country. The common tax rate is fixed so as 10
finance the exports of the EEC at world market
prices.

(b) Minimum access import requirement

According to the GATT proposal. countries
maintaming import restrictions would be re-
quired to allow impores to reach at least A% ot
domestic production, whicl i this study, for
iHustrative purposes, s taken to be 1074, Henee,
all import restricting countnes that do notimport
at least 10% of domestie production in the itial
situation would be subject to the mimmum access
requirement. This would unmiformly apply o
countries that are netimporters mtially as well as
to countries that are net exporters because of
import restrictions rather than because of com-
parative cost advatages. The GATT document
does not spell out how the affected countnie
should proceed to meet the minumum  aceess
requirement. One <ould magine a number of
different policy responses. cach one having
different effect on the world market. In what
follows  four alternative responses and  their
respective quantitative amplhications are mvest-
gated  All four are based on the assumprion that
the additional imports under the minimum aceess
oblization are notimmediately reexported. Also,
it s assumed that imports resulting from the
minimum aceess obligation are subject to the
same taniff as other imports. This s toaltustrate
the likely magnitude of additional government
finance that could be used to compensate those
farmers hardest it by the nummum  access
obligation. The presence or absence of this
assumption, however, does not change any of the
other results.

Maintaining the initial protection fevel. If one

assumes that those countries subject to the
minimum  access requirement maintain  their
mtial protection level. domestic consumption
would decrease and production would increase
for a nise in the world price. Minimum access
imports would further increase domestic supply.
If one excindes the possibility of additional
exports of the same magnitude in the case of
countries that are etther imtially net exporters or
become potential net exporters because of the
minimunm access imports, the impores under the
mmmum access 2quirement would erther add to
stocks or have 1o be converted into a different
product or destroyed. Given the problems associ-
ated with cach of these alternatives, 1.¢.. mount-
ing stock piles of the oniginal or converted
product or consumer resistiance to continued
food destruction, maintaiming the faital protee-
tion level seems to be impossible to sustain in the
long run given minimium access. Hence, the
calculations provided for this case are of a rather
tentative nature.

Constant domestic support price. According to
this reaction pattern, developed countries that do
not fulfill the 10°0 minmmum access in the mitial
stituation are assumed to reduce their proteciion
level in the face of a nising world price so as to
keep the domestic support price constant in
absolute terms. Clearly. this implies that both
domestic consumption and production will re-
main at the imual level. whereas the nominal
protection level will be somewhat lower in the
final cquilibnium. Since gross imports will in-
crease. net amports are rased or net exports
reduced. Simular to the case of a constant
protection level, a country with a domestic
market suplus which follows this reaction pattern
has to find a way to cope with continually rising
stock piles of the price supported product. In the
long run this mayv not be possible without
changing to a different policy option.

Constant marker surplvs. Given the potential
problem of mounting stock piles in the two
previous cases, governments could be inclined to
reduce the internal support price. Along with
avoiding continually  rising stocks  this policy
option would lower the financial obligations that
derive from market support. For Hustrative
purposes. itis assumed that the internal support
price and hence the level of aominal protection s
adjusted downward so that the domestic surplus
1n the final equilibrium situation equais the imtal
surplus  before mimimum  access. For  each
country, the internal price reduction needed o
generate this result, can be determined iter-
atively and independently of the change in the
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world price. In contrast t. the previously dis-
cussed schemes, both consumption and produc-
tion adjust according to the change in the
domestic support price. On the basis of the
reduced domestic price the new lower nominal
protection level can be determined.

Dorzestic marker clearing.  For  developed
couatries that do not meet the muinimum access
condition in the initial situation, the prospect of
continually adding 1o stocks and hence expanding
the outlays for market support could possibly
lead to a thorough reassessment of their policy of
market support. In this section 1t is assumed that,
as a result, the government reduces the protec-
tion level so that domestic demand just equals
domestic supply, with the mmimum import quota
of 10% bemg part of domestic supply. In this
case, the government rids itself of anv financial
obhigations for market support. The price for
both consumers and producers falls. The country
is just importing 10% of domestic production in
the new equilibrium.

4. DATA BASE AND RESULTS

The quantitative analysis is conducted for one
commodity. total sugar measured in raw equiva-
lents (FAQ Trade Yearbook classification num-
ber 061)." Sugar is selected because previous
studies of trade liberalization in agricultural
products indicate that 12 is one of the commod-
ities which offers developing countries the great-
est opportumty to ancrease foreign exchange
revenues. It also happens o be one of the
commodities most highly protected by developed
countries. Finallv, some further investigation
revealed that using other commodities that prom-
ise large benefits to developing countries in the
case of trade liberalization, such as beef, did not
change the basic thrust of the results.

Data on domestic production, consumption,
exports, and imports for 58 less developed
countries with 4 1980 population of more than
five million, and 17 OECD countries are taken
from the Food Balance Sheers of the Food and
Agriculture Organisation of the United Nations.
The figures are averages for the years 1979 1o
1981. All remaining countries of the world. i.c..
small market-economy. developing countries as
well as centrally-planned economies, are lumped
together in a category identified as Rest of the
World.

The initial world market price (pwy = $396.7)
equals the average deflated world export unit
value for the years 1979 to 1981. It is measured in
1980 US dollars per metric ton.® For each LDC,

unit values of trade are calculated as a simple
average of the deflated unit values of the years
1979 to 1981, The raw data come from the 1981
FAO Trade Yearbcok. Average regional unit
trade values are subsiituted whenever a country’s
trade value was judged unreliable because of a
very small level of trade.

Values for domestic demand and supply clas-
ticities are taken from a variety of published
sources. " In all cases where country estimates
ceuld not be obtained, default values were
substituted similar to those values available. The
elasticity assumptions are summarized in Table 1.
Ad valorem equivalents of tariff and non-tariff
trade barriers for the developed countries are
dernived from a comparison of domestic wholesale
prices and the corresponding import unit values
or border prices.

The results of the model simulations as they
affect the world price and the foreign exchange
earnings of the developing countries (the 58
included in the study) are summarized in Table 2.
Similar to what one would expect in the case of a
remaval of trade barriers in the OLECD countries,
the world price increases in each case. This is the
result of a rightward shift of the world import
demand curve. The size of the predicted increase
depends not only on the type of measure pro-
posed. e producer-financed export subsidies
of minimum access. but also on the type of
domestic adjustment one hypothesizes for those
countries directly affected by the changes in the
trade regime,

To put the changes reported m Table 2 in
perspective, 1t is useful to compare them with
those of 4 more comprehensive tvpe of trade
liberahzation as discussed earlier. For example. if

Table 1. Price clasncines of domesuc supply and
demand for suguar

Country or Supply Demand
country group clasticities clasticities
LDCy

Sub-Saharan Atnca 0.6 -0.4

Asia 0.6 (=1.75.-0.4)

North Africw

Middie East 0.6 (-0.8.-04)

Latin Amenica 0.6 (-0.6,-04)
DCs except Austiaha 0.6 (- 1.0,-0.25)
Australia 0.6 ~0.39
EEC 0.6 (-0.85:~0.24)

Source: Ziciz und Valdés (1986b).
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Table 2. Effect of GATT propaosals on world price and 1.DC foregn exchange

earmingy — Sllxu’
Change in LDC foreign

Yype of Percentage exchange carmings
GATT proposal change in
analyzed world price U583 mill. pereentage
Producer financed export subsidies 0.73 105.6 4.0
Minimum access

constant protection level 1.91 2768 10.4

constant domestic price 2.0 RXE I 12.6

constant absolute surplus 210 089 1.5

domestic market clearing 6.74 1.018.7 384

Note: Values are measured in constant 1980 US dollurs

orie hypothesizes o complete removal of trade
barriers in all OLCD countnies. not a partial
reduction i only some countries as in this study
(Table 3). the increase in world price has been
calculated at 16.7% for the same model and set
of model and parameter set (Zrtz and Valdes,
1986h). The accompanving increase in LDC
foreign exchange revenue would be about US$
2800 mulhor. The rather large discrepancy be-
tween these results and those of Table 2 derves
from the fact that both producer-financed export
subsidies and the munmum aceess rule are tued 1o
condinons that w priorr exclude many highh
protective OECD countnies from the disciplines
of these senemes. In fact. only two countries on
the export scheme and thiee countnies on the
minimum access rule (including the EEC) are
directly affected. Countries with highhy protec-

tive trade regimes in sugar, such as the US or
Japan, would not be forced to reduce their
protection fevel under the GATT proposals. This
is because they cither do not export sugar and
hence are not subject to the export subsidy
regulations. or they import an amount equal to or
i excess of domestic production and  hence
eviade any disciphne under the minimum access
rule. !

From the results of Tabie 2 it seems that
developing countnies should have a greater inter-
estan the mintmum access proposal rather than
the producer-financed export subsidies. How-
ever, there 1s a possibly important caveat to be
mentioned, that is. that the mimmum access
calculations are based on the assumption that
countries refram from increasing their exports by
an amount equal or close to their minimum

Table 3. Sugar protecuon levels in developed cownr.es direcidy affected
by GATT proposals after vade adjustment

GATT proposal

Nommal protection cocflicient

analyzed Austria sweden ELRC
Producer financed export subsidies U 65 L 087
Minimum aceess
constant protechion level (.68 017 0.587
constant domestic price 0.61 014 .54
constant absolute surplus .53 U1 0.34
domestic market cleanng 0.14 0.02 007

Note: Thne final protecuon devels piven for “producer-financed expont
subsidies™ and “constant protection level™ equal the imnal protection
levels. The dot for Sweden in the first line ind»~stes that Sweden would
not be affected by the GATT on export suvsidies.
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import requirement. Should this assumplion not
hold, then one could certainly not expect an
increase in world price. Under the assumptions
of the model this would also eliminate any
foreign exchange gains of LD, Clearly in that
case. the minimum access rule would be the
worse scheme of the two because it would be
incffective.

Tables 4 and 5 give a survey of how the two
GATT proposals are hkely to affect OECD
countries. As has already been discussed, only
WO countries on export subsidies and three

countries on minimum access are directly
affected. None of the others exported sugar or
imported less than 10% of domestic production
during the years 1979 to 198]. Again, this does
not mean that many other countries have not also
built up substantial trade barriers against sugar
imports. Prominent among those countries are
Japan. the US, Canada. and Switzerland." Un.
fortunately, the results hardly change if, say, the
10% rule is simply replaced by a 20% or
30% rule.

Some preliminary work on beef scems to lead

Table 4. Impuact of producer finanged eaport subsidies on
directly affected OECDH counres — sugar

Country  Percentage change in - Tax on Export
directly — producton subsidy
affected  producnon exports (percent)  (USS null )
EEC 36 it 6.5 545.8
Austria -5 -1607 ({% 19.4

Note: Values are measured an constant 1950 US dollars.

Table S fmpact of munimm access rule on directly affected OECD countries —
sugar

Country Percentage Percentage change 1n Addnional

directly change 1n tantff revenue

affected  domesue price production consumption exports - (USS miil.)
—- Constant protection level —

EEC 19 1.1 -0.9 =403 3224

Austria 1.9 1.1 ~0.8 -41.] 12.0

Swaden 1.9 I =05 L] 1.8
— Constant domestic price —

EEC 0. 0. 0. —-48.S 320.0

Austria 0. 0. 0. =50 11.9

Sweden 0. 0. 0. L 1.8
— Constant absolute surpluy —

EEC -9.5 -58 4.7 ~-457 206.6

Austria =53 -3.1 2.4 =256 9.4

Sweden -4.7 =29 1.6 . 0.7
—Domestic market clearing —

EEC ~-27.0 -17.4 15.6 -1 374

Austria ~26.5 -169 13.7 -10.0 22

Sweden ~-7.0 ~43 2.4 L -0.3

Note: Sweden 1s a net importer i 197981, Exports are def
All values are measured in constant 1980 US dollars.

ined as net exports.,



EXPORT SUBSIDIES AND MINIMUM ACCESS GUARANTEES 641

to similar conclusions. For purposes of com-
parison, it would be interesting to extend the
analysis to more commodities. Dairy products,
for example, may be a case in which the results
are different. At least for sugar, though, the
minimum access proposal seems 1o be rather
desirable from the point of view of producers in
the three directly affected countries. This apphes
all the more if the government opts for a constant
protecton Jevel or constant domestic price.
However, these two schemes are also clearlhy
undesirable for the consumers in the affected
COUNTTICS.  SHICC PHICes are Tising or - rematn
constint. consumers ave cither worse off or
subject to the same high prices as betore the
reform of the trade regime. The larter also
apphes 1o the producer-fimanced export subsids
scheme. Henee! tor deseloping countnies and for
comsumers an the affected ORCD countries,
minimun aceess with “constant absolute surplus”
or “domestic market cleanng” seems 1o he
preferable However, the problem with this
conclusion s that trade regimes. at best, may be
infiuenced by the GATE, but not the domestic

NOTLE

I Some detasl on this for o number of commuodities
18 provided i Zaetz and Valdes (19864).

20 Scee Valdes and Staowalli (1984) for o thorough
discussion of this program

A For example. Anderson and Tvers (19860, Ziets
and Valdes (1950) and Pankh and Tims (1956)

4 Such a resabt s also obtoned in the models of
Zactz and Valdes (1930h) o1 of Koester (1982)

S Compare the discussion in Nogues (1983, pp
127-124) on this pomnt

6 Forthe centralls-planned econones and develop-
g counties with less than tive mullion inhabatams,
which are not conaidered onan aindiidual basis,
exports and imports are dernved as an ageregate on the
basis of average trade elasticities

7 Clearly. this assumes that the country has
domestic market surplus either before minmmum access
or thereafter

reaction of governments to the ensuing changes.
So even if “minimum access™ should be adopted
as part of a new revised GA'TT code on trade in
agriculture, there s still a wide variety of ways in
which individual countries may adjust, only some
of which are clearly i the interest of consumers
and developing countrics. As i consequenee., one
may conclude that changing the GATT code with
regard to export subsidies and/or a4 minimum
decess requirement along the hines propased by
GATT's Committee on International Trade in
Agnienlture. although o step in the night direc-
ot 1 certamly not a substitute tor i general
reduction i trade barriers. Also. the analysis
pomnts up that 1f any such scheme were imple-
mented. disagreement among the affected coun-
tries on the iterpretation of the accompanying
rules would be very ikelv. Henee it seems to uy
that thereas a very urgent need to strengthen the
present GATT rides and disaiplines on subsidies
and quantitative restictions. and to- improve
dispute settliement procedures. The forthcoming
Mulalateral Trade Negotianons offer a unigue
opportumty o attack these urgent probiems.

K. Adetinled deseniption of the data base as well as
tables of the basicnpuat data can be tound in Ziets and
Valdes (1986u)

Y The value of pwg, for sugar s denved by excluding
Cuba and the major ACP exporters of sugar from the
value and quantity of world exports,

100 See Zietz and Valdes (19864) for detals

1. Some further analvas by the authors revealed that
the results are notvers dilterent for beel. For example.
naither a 10% nor even o 20 nummum mmport
requirement would aftect Japan for the nme perod
considered herel even though st s known for s
uniusually high protecton levels for beel

12 Detabs on this point are pivenin the Appendin ol
Zictz and Valdés (19864)

13 Since there does not exast an imual export unit
vilue for countnies ancurning a trade revessal s
regional average substitutes tor ¢,
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TECHNICAL APPENDIN TO ANALYSIS OF GATT PROPOSAL

This appendix desenibes some of the cquations
central to the understanding of the modehng esereise
More detail on the basic model can be obtained from
Zictz and Valdés (1986).

In all countries not directly atfected by the GA'TT

proposals,  domestuc consumprion  and - production
change according to the equations

AC = Cyful + puyli - 1) (h
AQ = (1 + pw)t - 1) (2)

where A denotes absolute change und where 1) iy the
domestic price clastiany of demand and ¢ the deomstic
price elasticity of supply. Finalevels of net exports are
then determined as

X=X+ AQ - AC X, >0 (3a)

Xy = =M+ AC-AQ) if(.)<0 (3b)
and M, >0

X, =0 otherwise. (3c)

Similarly. netimports are derived as

M= (M,+ AC-AQ) (. )>0 (4a)

M, =0 otherwise. (4b)

The change in the world price (pw) associated with
each proposal is determined iteratively. An equilibrium
value is idenufied as a price increase that clears the
world market, that is, exports just matel imports after

all adjustments are completed. The change in export
revenue of exporting country 1 (AVX) is then given as

AVY, = (X, pwy - N owa) @, (5)

where puy represents the world price in the new
equilibrium g, equals the ratio of the export unit value
ot country + to the imual world price '

The behaviorsl assumptions for those developed
countries direetly affected by the GATT proposal vary
according 1o the particular scheme bemyg analvzed. In
all cases. however, the imitial domestic price (expressed
inanternational currency umits) s assumed to be piven
by cquation (6)

Po = pwy, {1+ To) (6)

where vy s the ad valorem equivaleat of a particular
country’s tanitt and non-tariff barriers prior 1o trade
reform.

In the case of producer financed export subsidies the
tax on producers (y) would reduce the net price to
producers (p”) 1o

PUEpwy (14 1) (1 -y (7)

where pw s the world price i (inal equihibrium. The
price change experienced by producers is then piven as

P+ pu)(l —y)- 1 (8)
The chunge in domestic production resulting from p s

found by replacing pw i (8) by p. The change n
consanmption continues to be given by equation (1).
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The new levels of exports and imports then fotiow from
aset ol equations simikar to (3a) and (4i) but with the
additional posabibty of o trade reversal from a net
exporting to a net importng trade status, The tax rate
Y that equalizes the outlavs for cxport subsidization
and tax revenue s chosen so as 1o meet the condition

.(_.l U e Y
q-;(l-»()l}(h‘(' (Y)

where O and Q) are the levels of consumption and
production i the fmal cqubibrium stuation.

In the case of the mimmum seeess rule and regardless
of the particular reaction hypothesis, countries that are
direetly alfected are assumed to collect additonal tariff
revenue trom the moumum aceess impaits. For coun-
tries that are net exporters mimally . the addinonal tani
revenue would amount 1o
TR =010, pw, T, (10)
For imitial net importers the corresponding expression
N
ATR ~ M, pw, v, (1

In the case where the il protection level s
mamtained. both consumption and production react to
the ensump nse o the world price accordmy 1o
cquations (Thand (2) In the new cquiboum situation.
cach developed country and EEC as a whole s
mporting at deast 10" of domestie production

In the case of a constamt domestic support price,
£ = 0. This implies the the noming! protection level in
the final equilibrium equals
(12)

NSVLEE
1+ fm

A constant domestic surplus for o country subject to
mimnimum access s defined as
(L1, -¢)=u, (13)
where the required mport level equals 0.1 Q. The
corresponding hinal orotecuon level s given by

I +p
LI I I r(.)(—;.) E B
I+ pw

(14)

This also happens to be the appropriate determimng
cquation for 1pan the case of minimum aceess with
domestic market cleaning

For all madel caleulanons. the FEC 1s assumed 0
affect the world markhet anly as aonet trading entiny,
stnlar toa Larpe country with several TCRons or states
To ancorporate such an effect. the sum of the net
tmports of all neCimporting EFC member countries is
subtricted from the sum of the net exparts of all net
vaporting countries 1o artve at EEC net exports or
mporis  Fach indiwidaal EEC member country s
assumed 1o react sccording o the same behasjoral
pustulates s anv other developed country



