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Blend it like Beckham — Trying to read the ball in the WTO negotiations on industrial
tariffs

by

Santiago Fernandez de Cérdoba, Sam Laird and David Vanzetti

Abstract

The current WTO negotiations on indugtrid tariffs have focused largely on aformula gpproach to
cutting tariffs, but the process of trying to find a compromise that would satisfy dl sdes has led
to a number of propogtions that entall blending various dements of formulae, sectord
dimingtion, exceptions for sendtive products, capping to reduce tariff pesks, provisons for
developing and least-developed countries, provisons for recently acceded countries, and
extending binding coverage a rates that could be determined in different ways. This blend of
gpproaches is so complex that determing what a country may have to do and what it might
expect from others is rather like trying to read one of David Beckham's curved balls. Y&, for
many countries the outcome will determine for them whether the Doha Minigteria Declaration of
the WTO déelivers on its development promises. This paper looks at the various proposas and
tries to assess how they measure up againgt the objectives of the negotiations.

Key words: WTO negotiations, trade, industrid tariffs, development, soecid and differentia
trestment, CGE moddling,
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1. INTRODUCTION

The WTO negotiations on indudtrid tariffs have focused mainly on a formula approach to cutting
tariffs. But various conditions attached to the formulae proposals make it difficult to assess the
overdl thrust of the gpproaches, rather like agoa keeper trying to figure out

the line of David Beckham'’s curved bdl! This paper looks a the various proposds with dl ther
bells and whistles to try to make an overal assessment of how these gpproaches measures up to
the objectives of the Doha Declaration, and in particular the development implications.
Deveoping countries in particular will want to know to what extent the proposals tackle barriers
that face their key exports and the extent to which they may be required to take on new
obligations that could curtail their policy space — the lditude that they have for usng tariffs for
industrial development purposes.

The paper is structured as follows. In Section 2 we look a the state of play on the WTO trade
negotiations, describing the various proposals on the table. In Section 3, we look at the existing
level of protection for world trade, and go on to make some some estimates of the implications of
the various scenarios for tariff pesks, tariff escaaion and binding coverage. The paper concludes
with an assessment of  the extent to which the various proposal's measure up againgt the objectives

of Doha

2. STATE OF PLAY IN THE WTO NEGOTIATIONS

In relation to indudtrid tariffs, WTO Minigers meeting in Doha in 2001 agreed 'by moddlities to
be agreed, to reduce or as gppropriate diminate tariffs, including the reduction or dimination of
tariff pesks, high tariffs, and tariff escaation, as wel as non-tariff barriers, in particular on
products of export interest to developing countries. Product coverage shall be comprehensive and
without a priori exclusons (paragraph 16 Doha Ministeria Declaration). Full account was to be
taken of the specid needs and interests of developing and least-developed country participants,
induding through less than full reciprocity in reduction commitments, in accordance with the
relevant provisons of Article XXVIII bisof GATT 1994 ...

After two years of intensve negotigtions, the WTO's Cancin Miniderid Meeting was
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unsuccessful in finding consensus on non-agricultural market access, athough the lack of success
may have reflected other issues that are cross-linked through the * single undertaking’ (“nothing is
agreed until dl is agreed”). Developed countries generaly considered that there was insufficient
ambition in the proposed draft text presented in Cancin while the developing countries believed
that it did not sufficiently reflect their interests and concerns. Had the Singapore issues and
agriculture been resolved, it seems unlikdly that nonagricultural market access would have been
a sumbling block, but the issue has been more difficult than many expected, given the overdl
level of indudtrid teriffs. However, the Devil isin the detall ...

The Cancin Minigterid draft text on non-agricultural products was based on that of the Chairman
of the Negotiating Group on Maket Access Revised Draft Elements of Moddities
(TN/MA/W/35/Rev.1). The Chairman's text proposed a tariff reduction scheme similar to the
'Swiss/harmonizing formula with the maximum coefficient function of each country’s netiond
average tariff'. He also identified seven sectors for complete liberdisation: ectronics & dectricd
goods, fish & fish products;, footwear; leather goods, motor vehicles parts & components;
gtones, gems, & precious metds, and textiles & clothing.

The United States, the European Union and Canada, in ajoint contribution during the summer of
2003, prior to Cancun, had argued for a'single’ harmonizing formula rather than a country-based
average tariff reduction formula in order to achieve red expanson of market access. They dso
proposed thet there would be an increase in the single coefficient (implying a lesser reduction
commitment) if Members were to bind ther tariffs fully and participated meaningfully through a
reduction in their binding overhang (the gap between bound and gpplied MFN rates).

Whereas the Chairman's text envisaged exempting LDCs from tariff reduction commitments, the
joint text proposed that additional provisions for LDCs and those IDA-

1 The Swiss formula cuts high tariffs more dramatically. This represents a problem for devel oping countries that tend to
have higher initia tariffs and would therefore be required to make larger cuts under such harmonizing formula. The
proposal attempts to addresses this concern by raising the Swiss formula maximum coefficient according to the
average tariff. This provides for the 'less than full reciprocity' to the extent that developing countries have higher
initia tariffs but countries with the some average tariffs are treated in the same fashion, irrespective of whether
they are devel oped or developing.
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only digible members as wel as members with a binding coverage of non-agriculturd taxiff lines
that is less than 35 per cent. These members would be exempt from making tariff reductions
arisng from the gpplication of the agreed formula, but, with the exception of LDCs, would be
expected to bind 100 per cent of non-agriculturd tariff lines at the overdl leve of the average

bound tariffs of al developing countries after full implementation of current concessons.

The draft Cancin Minigteria text proposed a nontlinear formula gpplied on a line-by-line bass.
In reference to other issues, such as sectord tariff eimination and increasing binding coverage, the
draft contains smilar proposals as those presented by the Chairman of the Nonagriculturd
Market Access Negotiating Group.

In summary, while discussions have inevitably focussed on the Chairman’s text, technicaly dl the
proposals, including those made by China, Republic of Korea, India, South Africaand Maaysa,
are gill on the negotiating table, and countries can put forward new proposas, whether or not
based on those aready on the table.

3. EXISTING LEVELS OF PROTECTION

Many developing and least-developed countries enjoy tariff preferences under the Generalised
System of Preferences and more sdlective schemes, such as the Cotonou Agreement, the
Caribbean Basn Initiative, the Everything but Arms initiative of the EU and the African Growth
and Opportunities Act (AGOA). Even taking account of thedse preferences, average import-
wegihted applied tariffs on exports from these regions to developed countries are higher than
those facing developed countries themsalves. This reflects the compostion of imports with
different tariffs rather than higher tariffs on the same item. It dso reflects the relatively wesk
bargaining power of the developing countries in past rounds of negotiations in that they were
unable to secure tariff cuts on the kind of goods that they export..

Table 1 shows non-agriculturd trade weighted applied tariffs, levied by developed and
developing countries on exports from each other. These data include preferentid rates. As may
be observed, on average, developed countries impose tariffs of 2.1 per cent on imports from
other developed countries, 3.9 per cent on imports from developing countries and 3.1 per cent
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from LDCs. The mogt sgnificant sectors contributing to the higher tariffs on developing country
exports are petroleum and cod products and textiles and apparel. In petroleum and coa aone,
developing countries face an average tariff in developed countries of 45 per cent,. On the other
hand, developed countries dso face higher tariffs when exporting to developing countries (9.2 per
cent) than do other developing countries (7.2 per cent), partly reflecting the composition of trade
and partly reflecting preferentid arrangements among groups of developing countries.

Table 1. Weighted aver age applied tariffs (inc. preferences) by group

L east
Developed Developing developed

% % %
Source
Developed 2.1 9.2 111
Developing 39 7.2 14.4
Least developed 31 7.2 8.3
Tota 2.9 8.1 13.6

Source: Computed from UNCTAD TRAINS database.

While overdl tariffs may appear modest, there is a wide range of items with rates thet far exceed
these moderate averages. This is why the imination of tariff peaks on products of interest for
developing countries dill remains a priority in the multilatera trade agenda There is no unique
definition of a high tariff or tariff peek, hut it is now widely accepted among negotiators that a
domestic or nationd tariff pesk isan individua tariff rate thet is a least three times higher than the

national average2 Although this exigts in many countries, it is more prevaent in developed
countries where nearly 10 per cent of developed country tariff lines are in excess of three times
the nationa average (Table 2). Tariff pesks are less common in developing countries as a result

of reforms under World Bank/IMF programmes which tend to favour flatter tariff structures.

2 International tariff peaks are the tariff lines more than 15 per cent above the international average.



Table 2: Peaksin bound and applied tariffs as share of total tariff lines

Scenario Bound Applied
% %
Developed countries 8.2 9.9
Developing countries 0.4 35
L east-devel oped countries 04 0.7

Source: Computed from UNCTAD TRAINS database.

Another aspect of the biasin protection against developing country exportsiis tariff escdation, the
increase in the leve of tariff rates with the stage of processng (UNCTAD, 2003).  Tariff
ecalation makes it harder for developing countries to develop export-oriented processing
industries, eg. by increesng domestic value added to their base commodity production. The
increase in tariffs down the processng chain paticularly affects the intermediate stage, as
illugtrated in Table 3.

Table 3: Tariff escalation: trade weighted applied tariffs by stage of processing

Primary Intermediate Final

% % %

Developed 04 3.0 34
Developing 6.0 9.1 8.0
L east-developed 6.9 18.0 12.0

Source: Computed from UNCTAD TRAINS database.

WTO taiff negotiations are not merely about cutting tariffs, but dso about “binding” tariffs, that
is, locking in tariff rates o that they cannot be increased unilaterdly by a WTO Member but only
as a result of the renegotiation of bindings under GATT Article XXVIIIl.  Figure 1 shows the
existing bound and applied rates for non-agricultura products for developed, developing and

least-devel oped countries (L DCs)3. The bound rates are the basis for the current negotiations but

3 The data are taken from the WTO's Consolidated Tariff Schedule database (CTS) for bound tariffs and UNCTAD's
TRAINS database for applied rates. A total of 129 countries are covered of which for 93 countries the applied
rates are 2001 and for the rest the closest available year is used. Tariff averages are computed at HS 6-digit levels,
using import weights from the UN COMTRADE database.
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changes in gpplied rates determine the economic impact. For most developed countries applied
and bound tariffs are the same, with gpplied
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tariffs a 2.9 per cent. In developing countries, the average of applied rates is 8.1 per cent,
substantially below bound rates as a result of unilatera reforms under World Bank-IMF reform

programmes.

Figure 1: Weighted average tariffsfor non-agricultural products

16.0

13.6

14.0 12.6
12.0

10.0

8.1 O Bound

X 80 _
Applied

6.0

4.0 28 29
2.0 T
0.0 :

Developed Developing LDC

Source: Computed from UNCTAD TRAINS database, latest year available.

Note: The method of import weighting appears to point to the conclusion that the average
gpplied tariff exceeds the average bound tariff for developed and least-developed countries, but
in fact Imply reflects the composition of trade, and does not imply that the applied rates exceed
bindings for any particular item.

While the binding tariffs is an important, vaid, legd commitment, there is dso an economic
dgnificance, in that binding, even above applied levels, provides greater security to trading
partners. Binding may aso be seen as a sign of the predictability of trade policy more generdly,

thereby providing security for investments that can drive economic growth.

Most developed countries have dmogt dl (on average 98.4 per cent) of their tariffs bound as a
result of negotiations over the last 50 years. For developing countries binding coverage is much
lower (78.2 per cent, compared with 22 per cent prior to the Uruguay Round) and for least-
developed countriesit is quite low (33.1 per cent). The reason for the lower binding coveragein
developing countries and LDCs is essentidly because, prior to the Uruguay Round, few demands

were made on them to open their markets, which were not perceived as being very important.
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Our andyds shows that, under al the non-agriculturd proposads on the table in the current WTO
negotiations, there would be increase the binding coverage of developing and |east-developed
countries. For many tariff lines, the bound level would be below the applied leve, reducing the
overdl average applied tariff. However, for other lines there would till be a margin between the
gpplied and bound rates, alowing some scope for increasing the applied rates. This could be
used, for example, instead of the invocation of anti-dumping duties or safeguards. Developing
countries may aso see this margin as providing for some degree of policy space through the use

of tariffsfor industrial development purposes.

Figure 2: Initial binding coverage for non-agricultural products

(% of total tariff linesthat are bound)

100
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Source: WTQO's Consolidated Tariff Schedule database (CTS).



4. HOW WOULD CURRENT WTO NEGOTIATIONSAFFECT TARIFES?

As noted earlier, alarge number of proposas have been made in the WTO negotiating Group on
Non-agricultur Market Access (NAMA), of which six proposas had a formula as a core

dement. Of these, the Chinese, EU, Korean and Japanese proposals resembled the Swiss
formula used in the Tokyo Round in that they dl were intended to cut higher rates by a greater
percentage than lower rates. In the Tokyo Round, the Swiss formula used a single coefficient of
14, which became the maximum rate for dl affected tariffs in al participating countries, and was
therefore “harmonisng” countries. A number of the current formulae proposas are intended to
reduce tariffs within rather than across countries, and may therefore be seen as “harmonising” _
individuad countries. The firg phase of the initid US proposd was samilar, but the US dso
proposed universa free trade after 10 years.

One problem being faced by negotiators and andydts is that a number of parameters are not
specified but are left to be determined in the negotiations. For example, the Indian proposa
incdluded unspecified linear cuts with a lesser reduction by developing countries.  dthough one
illugtration of how this might work was for a 50 per cent tariff reduction by developed countries
and 33.3 per cent by developing countries. In the proposa by the Chairman of the Negotiaing
Group, there is an unspecified multiplier (or divisor) that could degpen or lessen the depth of cuts
and could even be gpplied differentialy across groups of countries.

In this section we andyse the effects of four dternative scenarios of trade liberdisation for non
agriculturd products based on proposds made from Member states in the WTO Working Group
(Table 4). The scenarios presented (“Free Trade’, “Hard WTO”, “Soft WTO” and “Simple
Mix") have been sdected to fecilitate a comparison of the spectrum of the proposas on the
negotiating table, and to demondtrate the sengtivity of the outcome to the precise parameters that
might be negotiated.

4 See Laird, Fernandez de Cordoba and Vanzetti (2003) for an analysis.
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The first scenario, free trade, draws from the December 2002 United States of America proposa
to the WTO Working Group. For this scenario al countries bind their non-agriculturd tariffs and

reduce them to zero.

The second and third scenarios, so-caled Hard and Soft WTO, are two varigtions from the
Chairman of the WTO Working Group proposa for non-agriculturd tariff reductions. These two
scenarios cover the following dements:

Tariff reduction formula

Sengtiveitems

Binding coverage

Levd of binding

Sectora dimination

o w DN PRE

Both the Hard and Soft approaches are based on the WTO proposed harmonizing formula

_ B ta’ T,
' OB ta+T,

where ta is the nationa average of the base rates, T, the initid rate, T, the find rate, and B isthe
coefficient, yet to be negotiated, reflecting the level of ambition.

This formula reduces tariffs according to a Swissformula The maximum coefficient is equd to the
current national import-weighted average, achieving the progressve effect of proportionately
greater reductions in higher initid tariffs. This coefficient in the Swiss formula represents te
maximum tariff after the goplication of the tariff reduction formula. In previous gpplications B and
ta were represented as a single coefficient common to al members. The Swiss formula used for

indugtriad products during the Tokyo Round with amaximum coefficient of 14 per cent.

In the WTO Chairman's proposal the B coefficient would be common to al countries. B set at 1
implies the average bound rates become the maximum. The so-cdled Hard verson of WTO
proposa builds upon a B coefficient equa to 0.5. Under this scenario, developed and developing

countries with the same average initid tariffs would make the same percentage reduction. In this
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sense, the proposal does not contain any specific and differentid  component. However, an
dement of specid and differentiated trestment for developing countries would exis where
developing countries have higher initid tariffs than developed countries, asis often the case.

In contrast to the Hard WTO scenario in which B equds 0.5, the Soft scenario incorporates aB
coefficient would be differentiated between developed and developing countries. B takes two
vaues, 1 for developed countries and 2 for developing countries (athough these could obvioudy
be differentiated more or less strongly). This differentiation of the B coefficient is based on the
principle of gpecid and differentid trestment and less than full reciprocity concept for developing
countries mandated in paragraph 16 of the Doha Minigteriad Declaration.

Both WTO scenarios and the 'Simple’ mix include a specid clause that dlows sengtive items to
remain unbound, and excluded from any tariff cut obligations. For our purposes, we define
sengtive products as the 5 per cent of the dl tariff lines generating the most revenue and which are
unbound, or, dternatively, al unbound lines, whichever is less. In other words, we assume that
tariff lines gathering the greatest amount of tariff revenue are excluded first. These items have ether
high tariffs high trade flows or, mos likdly, a combination of both. For these tariff liness WTO
Membersneither bind nor cut their tariffs.

Both Hard and Soft scenarios specify that 95 per cent of the tariffs be bound. However, in the
former scenario, the binding would be at twice the gpplied rate, and in the latter scenario, a either
twice the gpplied rate or 50 per cent, whichever is higher. In the Hard scenario tariffs are bound
and then the tariff reduction formulais applied. In the Soft scenario tariffs are only bound (up to
the 95 per cent level) and are not subject to reductions.

The Hard WTO scenario includes sectord eimination. This implies the dimination of tariffs for
electronics & dectricad goods, fish and fish products, textiles, clothing, footwear, lesther goods,
motor vehicle, parts and components, stones, gems and precious metals. The Soft scenario
includes sectora dimination for developed countries only and presumes that developing countries
will not carry out the dimination of tariffsin these sectors.
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The last scenario, 'Simpl€ mix, draws from a linear cut formula with a cep for tariff pesks and
ecaation. This cgpping dement harmonizes tariffs and has a smilar effect as the Swiss formula. It
Is therefore particularly useful for reducing tariff pesks and tariff escalation The cgpping formula
specifies that no tariff will be higher than three times the nationd average. This scenario does not
include sectord dimination of tariffs. Asin the Soft WTO scenaio, in the 'smpl€ mix scenario 95
per cent of tariffs are bound at either twice the applied rate or 50 per cent, whichever is higher.
No taiff cutting formula is goplied to taiffs dter binding  them.



Table 4: Four scenariosfor tariff cutting

13

Proposal Formula Sensitive Products Binding Bind Sectoral B
and Elimination Coefficien
Cut S t
1 Elimination  of 100%
Free non-agricultural
Trade tariffs
Girard Formula L, Top 5% among unbound 95% of tariff Twice Applied Yes Yes B=0.5
Hard N :m lines with highest tariff lines Rate
WTO B ta+T0 revenue, or al unbound
lines, whichever is less®
No cut or binding
3. Girard Formula Top 5% among unbound 95% on tariff Twice Applied No Developed Developed
Soft T = B“ta” T, | lines with highest tariff lines Rate or 50% Yes B=1
WTO 1 B’ ta+T0 revenue, or all unbound which ever is
lines, whichever is less. less
No cut or binding.
4, Developed Top 5% among unbound 95% of tariff Twice Applied
Simple A =50% T,=a"T, lines with highest tariffs lines Rate or 50%
Mix revenue, or al unbound whichever is
lines, whichever is less. less
No cut or binding
Developing a = Harmonizing.
36% Capping. No
tariff higher than
3 times tariffs
national average

® For some countries the number of unbound tariff lines are less than 5% of their tariff universe, hence these unbound items are taken as sensitive products.
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Tables 5a and 5b show the tariff changes after applying the scenarios defined above. It should
be noted thet in Table 5a the number of tariff lines varies from one scenario to another, as each
scenario implies a different binding coverage, and this affects what is taken into account in
computing the averages. However, Table 5b shows the average changes only for those tariff lines

thet were covered by theinitid bindings.

The average find bound weighted tariffs for developing countries under the Soft and Smple
scenarios are bardly less than the initid tariffs if the newly bound tariffs are included. This is not
the case for the Hard scenario where the find weighted bound rate becomes much lower than the

initid dueto the high leve of tariff cuts.

As may be observed, the levd of ambition for tariffs cuts declines in going from free trade
through the WTO variants to 'smple mix. For developed countries trade-weighted average
applied tariffs fall from 2.9 per cent to O per cent under free trade, 0.4 per cent under Hard
WTO, 0.6 per cent under Soft WTO and findly 1.6 per cent under the 'Simpl€’ mix scenario.
For developing countries, average tariffs are reduced from 8.1 per cent to O per cent, 2.6 per
cent, 6 per cent and 6.2 per cent respectively. These averages exclude changesin the agriculture

and services sectors. In al scenarios least-devel oped country tariffs do not change.

It isimportant to note that the Soft WTO scenario and 'Simple’ mix give approximately the same
find bound and applied tariff for developing countries (17.2 per cent and 6 per cent,
respectively, for the Soft, and 18.5 per cent and 6.2 per cent, respectively, for the 'Smpl€).
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Table 5a: Bound and applied tariffs on non-agricultural products after applying the four
scenarios (universe of bound tariff lines varies by scenario)

Tariffs Tariffs
Scenario Simple Averages Weighted Averages
Bound Applied Bound Applied
% % % %
Developed Countries
Initid Rate 5.7 4.7 2.8 29
Free Trade 0.0 0.0 0.0 0.0
Hard 0.7 0.6 0.4 0.4
Soft 15 0.8 0.9 0.6
Smple 4.1 2.3 2 16
Developing Countries
Initid Rate 29 11.1 12.6 8.1
Free Trade 0.0 0.0 0.0 0.0
Hard 59 4.1 3 2.6
Soft 26.4 9.7 17.2 6
Smple 28.7 10.1 18.5 6.2
L east-developed Countries
Initid Rate 46.3 12.6 11.9 13.6
Free Trade 0.0 0.0 0.0 0.0
Hard 46.3 12.6 11.9 13.6
Soft 46.3 12.6 11.9 13.6
Smple 46.3 12.6 11.9 13.6

Source: Derived from UNCTAD TRAINS database.
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Table 5b: Bound and applied tariffs on non-agricultural productsafter applying the four
scenarios (Initial universe of bound tariff lines)

Tariffs Tariffs
Scenario Simple Averages Weighted Averages
Bound Applied Bound Applied

% % % %
Developed Countries
Initid Rate 5.7 4.7 2.8 29
Free Trade 0.0 0.0 0.0 0.0
Hard 0.8 0.6 04 0.4
Soft 1.2 0.8 0.6 0.6
Smple 3.7 2.3 1.7 1.6
Developing Countries
Initidl Rate 29 111 12.6 8.1
Free Trade 0.0 0.0 0.0 0.0
Hard 6.1 4.1 2.6 2.6
Soft 194 9.7 8.4 6
Smple 221 10.1 9.6 6.2
L east-developed Countries
Initid Rate 46.3 12.6 119 13.6
Free Trade 0.0 0.0 0.0 0.0
Hard 46.3 12.6 119 13.6
Soft 46.3 12.6 119 13.6
Smple 46.3 12.6 11.9 13.6

Source: Derived from UNCTAD TRAINS database.

None of the partid approaches, i.e. other then the Free Trade scenario, have much impact on
domedtic tariff pesks (Table 6). In most cases the number of peaks actudly risesfollowing partia
liberaisation because the average rate has fdlen and the mogt sendtive tariffs (often the highest)
are exempted from reduction. This is particularly the case for developing countries under the
Hard scenario, where the percentage of peaks rises from the initid 3.5 to 4.9 per cent. (We
have re-computed the averages by applying the capping approach suggested by India to all

except the Free Trade scenario after the gpplication of the formulae, but this makes little
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difference;  the pesks tha remain are essentidly the consequence of dlowing exceptions for

sengdtive items).

Table 6: Changesin bound and applied tariffs peaks as per centage of tariff lines

Scenario Bound Applied
% %

Developed Countries

Initial Rate 8.2 9.9
Free Trade 0.0 0.0
Hard 12.2 10.1
Soft 7 11.8
Smple 7 10.6
Developing Countries

Initid Rate 0.4 35
Free Trade 0.0 0.0
Hard 11 4.9
Soft 0 34
Smple 0.6 3.7
L east-developed Countries

Initid Rate 04 0.7
Free Trade 0.0 0.0
Hard 0.4 0.7
Soft 0 0.7
Smple 0.4 0.7

Source: Derived from UNCTAD TRAINS database.

Taiff escdaion is reduced in developed and developing countries following partia liberdisation
(Table 7). All methods, except free trade, leave sgnificant escaation between primary and
intermediate goods, but under the Hard and Soft scenarios the average trade weighted applied
tariffs on find goods are lower than on intermediate goods. The Smple scenario has less impact
in reducing escddion, as the harmonising mechanism is a cap a three times the average tariff as

opposed to the Swiss formula.
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Table 7: Tariff escalation: impact of partial liberalisation on trade weighted applied

tariffs

Primary Intermediate Final
% % %

Developed Countries
Initid Rate 04 3.0 34
Free Trade 0.0 0.0 0.0
Hard 0.1 05 04
Soft 0.1 0.8 0.7
Smple 0.3 15 1.9
Developing Countries
Initid Rate 6.0 9.1 8.0
Free Trade 0.0 0.0 0.0
Hard 2.8 3.3 2.4
Soft 4.9 6.7 59
Smple 51 6.9 6.2
L east developed
countries
Initia Rate 6.9 18.0 12.0
Free Trade 0.0 0.0 0.0
Hard 6.9 18.0 12.0
Soft 6.9 18.0 12.0
Smple 6.9 18.0 12.0

Source: Derived from UNCTAD TRAINS database and UN COMTRADE database

Taiffs are trade weighted applied tariffs.

Finally, the gpparent discrimination in developed countries on goods from developing countries is
diminished. Recdl from Table 1 that imports into developed countries faced average tariffs of 2.1
per cent and 3.9 per cent if from developed and developing countries, respectively. Under the
Simple scenario the averages are about equal, a 1.5 and 1.7 per cent respectively, while under

the Hard and Soft scenarios the developing country exporters would face average tariffs of 0.7
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and 0.8 per cent, respectively. By contrast, developed country tariffs on goods from other
developed countries are reduced only to 1.2 and 1.1 per cent, respectively, under the Hard and
Soft scenarios. It seems that the magor sectors driving these results are petroleum and cod
products, which is reduced under al three partid scenarios, and textiles and apparel, where

tariffs facing developing countries are substantialy reduced under the Soft and Hard scenarios.
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Table 8: Initial and final bound and applied tariffs by sector

Tariff Weighted Average (%)
Sector Bound Rates Applied Rates
Hard Soft ‘Simple' Hard Soft 'Simple'
Initial WTO WTO Mix Initial WTO WTO Mix

Unprocessed agriculture 9.31 3.09 9.62 1061 715 2.76 546 6.12
Processed agriculture 6.49 048 2.70 564 6.62 0.67 180 423
Fisheries and forestry 322 0.64 6.51 7.81 255 0.67 0.92 179
Coal, oqil, gas and other
mineras 231 129 951 9.72 162 0.96 147 153
Petroleum and coal
products 943 347 12.36 13.87 21.49 257 371 3.96
Lumber 423 142 4.24 477 299 135 196 219
Paper products 6.27 2.39 5.98 6.87 458 202 271 2.78
Textiles 12.08 0.07 11.35 15.28 11.83 0.56 4.63 793
Apparel 1192 0.03 6.03 12.26 1219 0.12 154 754
Leather 10.22 040 9.15 1328 10.69 044 222 590
Chemicals, rubber and
plastics 843 305 8.63 947 6.04 259 39 421
Iron & steel 7.04 2.82 8.80 9.39 558 253 374 387
Non ferrous metals 564 138 6.16 6.58 4.08 126 293 321
Non metallic manufactures 847 2.76 8.72 10.02 6.72 2.68 4.34 5.10
Fabricated metal products 9.40 332 9.60 10.63 7.07 346 5.20 5.50
Metal manufactures 7.14 144 6.97 7.84 4.69 118 294 332
Other manufactures 359 0.81 7.58 8.33 324 0.88 178 2.32
Motor vehicles 9.62 1.89 6.43 863 7.86 221 4.50 5.75
Other transport than motor
vehicles 322 130 5.81 6.05 183 0.93 131 140
Electronics 347 0.02 353 404 225 0.05 0.99 12
Services and other activities - - - - 0.48 0.38 0.45 0.46

Source: Computed using the UNCTAD TRAINS database.
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Table 8 provides more detailed information on the changes in mgor sectors. A number of these
correspond quite closely to those identified by the Chairman of the Negotiating Group for
sectord dimination, S0 that the effects of this proposa can be seen fairly well..

Findly, in Appendix Table A1, we provide detailed information on the effects of the gpplication
of the Hard, Soft and Simple scenarios on individua countries. (Under the Free Trade scenario,
of course, dl rates would move to zero). As may be observed, the mgority of developing
countries would have to make adjustments to their gpplied tariffs under the various proposals, in
line with the degree of ambition. This is in addition to the important increase of the levd of
binding coverage (data available on request from the authors).

5. IMPLICATIONS AND CONCLUSIONS

The use of a formula gpproach to tariff negotiations is advantageous for developing countries
because they do not have to depend on market power to obtain tariff cuts on their exports  Of
course, this advantage exists only provided thet their exports are not subject to wide-ranging
exceptions as sendtive products. Among the various proposals now being consdered, the
average tariff facing developing country exports would be reduced but important exceptions are
likely to remain. Tariff escaation would be subgtantialy diminished under the various proposas
on thetable. Theincidence of tariff pesks would remain dmost untouched, mainly because of the

exclusgon of sengtive items from the formulae reduction.

While the use of a formula gpproach should smplify the negotiations and the implementation of
agreed reductions, the need to saisfy a wide range of interests means that some of the
gpproaches have become complex. This makes it difficult for negotiators to understand what is
being asked of them and to assess what they might expect in return. The use of UNCTAD and
WTO databases and some powerful anaytica tools has alowed us to make such an assessment,
subject to the assumptions we were obliged to make in respect of eements that are currently
undefined in the various proposdls.

From our andysis, the Hard scenario is about twice as ambitious in terms of tariff-cutting asthe

more conservative Soft and Simple scenarios. The Hard scenario opens up the important EU,
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Japanese and US markets by twice as much, but they are aso likdly to require much greater
liberdisation and economic adjustment by the developing countries. Other work by the authors
aso suggedts that the more ambitious scenarios could entail important losses of tiff (and, in
some cases, overdl government) revenues. Either thereis aneed for greater differentiation in the
gpproach, dlowing lesser cuts by the developing countries (as envisaged in the Doha
Declaration) or some means need to be found to help deveoping countries meet the financid and
adminidrative cods of adjusment, through the building of socid safety nets, retraining

programmes and so on.

If developing countries remain concerned about the potential important disruptive, short-term
effects of liberdisation, then they may prefer to move more cautioudy, for example by choosing
from the two more consarvative scenarios (Soft and Smple). The overdl effects of these two
approaches are remarkably smilar, but, as the name suggests, the Smple scenario has the virtue
of amplicity and trangparency. A linear cut with a cap to reduce the incidence of tariff pesksis
much easer to understand and implement than any measure based on individua nationd
averages. The kind of linear reduction examined in this paper (some 50 per cent cut in developed
country bound rates and 36 per cent reduction in developing country rates) would adready be
more ambitious than what has been achieved in previous GATT rounds, and would entall
moderate cuts in gpplied tariff rates in most developing countries, and a diminution of the gap
between bound and applied rates in others..

Our data include the main preferences applicable under unilatera schemes such as GSP, €ic., as
well as under most regiond trade agreements. The effects of such changes on beneficiary
countries could be important in specific countries for specific products, and this is something that

needs further andysis.”

6 Unpublished estimates by the authors using UNCTAD’s Agricultural Trade Policy Simulation Model (ATPSM)
show some important losses for Mauritius and Zimbabwe in the EU market, with Mauritius suffering some
important trade losses in the sugar sector. Our estimates show that the welfare gains in the EU would be
more than sufficient to compensate the losers for such losses.
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APPENDI X
Table Al: Weighted average bound and applied tariffs before and after implementation of the four scenarios

Developed

countries 2.8 0.4 0.4 0.6 0.9 17 2 2.9 0.6 1.6
Australia 9.5 1.7 1.7 2.8 3 6.1 6.4 3.9 15 22 3.7
Canada 3.7 0.7 0.7 11 34 2.4 4.7 3 0.7 1 2.1
Iceland 8.2 1 1 1.9 7.2 5.7 11.6 25 0.7 11 2.2
Japan 15 0.1 0.1 0.2 0.8 0.9 15 2 0.3 0.2 1
New Zealand 12 17 1.7 2.8 2.8 7.7 7.7 3.2 14 1.8 3
Norway 2.3 0.3 0.3 0.6 12 14 21 14 0.1 0.2 0.7
Switzerland 15 0.3 0.3 0.4 1.4 1 2 7.8 0.2 0.3 0.8
United States 2.6 0.3 0.3 0.6 0.6 1.6 1.6 2.8 0.4 0.6 1.6
European Union 2.8 0.4 0.4 0.6 0.6 1.8 1.8 2.8 0.4 0.6 1.7
Developing
ountries 12.6 2.6 3 8.4 17.2 9.6 185 8.1 2.6 6 6.2
Albania 7.5 11 11 3.9 3.9 5.7 5.7 111 11 3.9 5.7
Antiguaand

Barbuda 66.6 14.2 14.2 38.9 39 50.6 50.7 131 9.2 131 131
Argentina 32 7.1 7.1 21.1 21.1 24.4 24.4 135 6.1 12.8 13
Bahrain 15.3 2.9 5.8 10.6 35.2 11.6 36.2 7.5 5.1 75 7.5

Armenia 6.8 1 1 3.8 3.8 5.3 5.3 0.9 0.1 0.6 0.8
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Barbados
Boalivia
Brazil
Belize
Brunei
Bulgaria
Cameroon
Sri Lanka
Chile
China
Taiwan
Colombia
Congo, Republic
of the

CostaRica

Croatia

98

39.9

30.3

52.3

25

18.3

0.5

2.3

25

5.5

2.7

35.2

0.5

35.5

4.6

18.8

9.9

6.7

14

4.1

4.4

0.1

0.4

6.2

1.2

0.5

8.6

0.2

8.4

18.8

9.9

6.7

14

4.1

4.4

6.3

1.9

6.2

1.2

0.5

8.6

8.4

55.8

26.6

20

34.5

15.9

11.6

0.3

1.7

16.6

3.6

15

23.5

0.4

22.5

2.7

55.8

26.6

20

34.6

16.3

11.6

48.3

44.6

16.6

3.6

15

23.5

46.6

22.5

2.7

74.5

30.4

23

39.7

19

13.9

0.4

17

19

4.3

26.8

0.4

27.5

3.5

74.5

30.4

23

39.8

19.4

13.9

48.4

44.6

19

4.3

2.1

26.8

46.5

27.5

35

14.6

8.7

10.4

111

7.3

9.4

13.7

4.8

12.3

3.3

10.3

16.2

3.9

9.6

9.3

6.2

7.9

4.7

3.3

7.2

2.1

1.2

0.5

57

7.1

25

0.8

14.3

8.7

9.8

11

7.3

8.5

13.7

4.8

3.6

1.4

10

16.1

3.9

2.4

14.3

8.7

10

111

7.3

8.8

13.7

4.8

4.1

10.1

16.1

3.9

3.2



Cuba

Czech Republic
Dominica
Dominican
Republic
Ecuador

El Salvador
Gabon
Georgia
Ghana
Guatemala
Guyana
Honduras
Hong Kong
Hungary

India

3.3

4.2

43.5

37

16.3

31.9

153

6.6

0.7

13

50

23.1

18.2

1.2

0.8

11.3

6.7

4.7

8.9

4.1

14

0.2

2.2

13

7.4

3.3

3.2

0.8

11.3

6.7

4.7

8.9

4.1

14

4.7

13

7.4

8.8

2.9

24

29.1

23.8

115

21.2

10.2

3.6

0.5

9.1

33.3

16.2

131

26.8

2.4

30

23.8

11.6

21.2

10.2

3.6

61.4

311

33.3

16.2

33.1

4.6

35.2

2.5

3.3

33.1

28.2

12.4

24.2

11.7

0.5

9.9

38

17.5

4.6

13.8

26.4

3.3

34

28.2

12,5

24.2

11.7

61.4

31.9

38

175

33.1

5.2

35.9

8.6

5.4

10.4

9.2

10.7

55

13.7

9.5

15.7

5.7

10.8

75

7.8

24.3

3.6

0.8

7.9

3.9

3.4

3.7

14

4.8

3.2

7.3

4.7

2.2

8.5

2.2

10.4

9.2

9.5

5.5

3.6

15.7

5.7

10.7

5.1

20.5

26

8.2

2.7

10.4

9.2

10

5.5

9.4

15.7

5.7

10.7

6.9

5.6

21.2



Indonesia
Cote d'lvoire
Jamaica
Jordan
Kenya
Korea, South
Latvia
Lithuania
Malaysia
Malta
Mauritius
Mexico
Moldova
Morocco

Oman

27

34.9

3.4

47.6

12.7

2.6

4.6

7.2

8.4

5.7

50.8

1.7

35

4.2

38.2

11.2

9.3

0.8

10.9

3.1

0.7

15

1.8

1.2

0.4

5.9

0.7

6.6

2.7

9.3

3.2

10.9

31

6.4

15

15

1.8

1.2

8.9

5.9

0.7

6.6

2.7

22.8

2.9

30.1

8.1

1.7

3.2

4.4

4.9

33.2

1.2

23.3

2.4

25.4

7.2

23.8

32.1

30.1

8.1

49.7

10.4

4.4

4.9

33.3

68.4

23.3

2.4

25.4

7.2

26.5

2.6

36.2

9.7

1.9

3.5

5.4

6.4

4.4

38.6

13

26.6

3.3

29

8.5

27.5

31.8

36.2

9.7

50

10.7

5.4

6.4

7.3

38.7

68.5

26.6

3.3

29

8.5

4.4

10.5

8.9

11.8

12.2

5.6

14

1.6

4.9

10

25.4

14.3

26.8

4.9

2.9

3.9

4.7

2.7

6.3

1.8

0.3

0.3

2.1

2.6

10.2

5.4

0.4

5.7

2.6

4.3

9.2

8.7

6.7

12.2

3.9

0.9

0.9

3.7

10

25.3

13.9

1.3

19

4.4

4.3

8.9

8.8

12.2

3.9

11

11

10

25.3

14

1.6

21.1

4.3



Nicaragua
Nigeria
Pakistan
Panama

Papua New
Guinea

Paraguay

Peru
Philippines
Poland
Romania
Saint Kitts and
Nevis

Saint Lucia

Saint Vincent &
the Grenadines

Singapore

Slovenia

42.1

2.6

141

18.4

30.8

30.4

30

6.2

6.5

31.6

71.6

66.8

64

1.8

22.6

11.4

0.9

4.6

7.6

8.3

7.7

11

1.7

6.2

17.6

14.9

14.3

0.2

55

11.4

11.2

9.3

4.6

7.6

8.3

7.7

2.3

1.7

6.2

17.6

14.9

14.3

0.2

55

27.8

1.9

9.8

12.2

19.7

20.5

20

4.6

4.7

20.7

a7

39.8

39

15

151

27.8

50.5

47.8

12.2

19.7

20.5

20

19

5.3

20.7

47

39.8

39.1

15.3

15.1

32

10.7

14

23.4

23.1

22.8

4.7

24

54.4

50.7

48.7

14

17.2

32

50.6

48.8

14

23.4

23.1

22.8

19.2

10.8

24

54.4

50.7

48.7

15.2

17.2

4.2

18.2

20.1

6.1

14.6

9.8

12.3

3.2

7.9

12.8

11.5

10.9

10.6

9.8

3.3

11.3

9.6

3.1

7.2

55

7.7

19

4.3

8.6

7.5

7.5

4.7

4.2

18.2

19.9

5.5

121

9.6

12.3

3.2

5.9

115

115

10.8

10.6

9.2

28

4.2

18.2

19.8

5.5

13.2

9.6

12.3

3.2

6.3

121

11.5

10.9

10.6

9.5
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South Africa

Zimbabwe

Thailand
Trinidad and

Tobago
Tunisia
Turkey
Macedonia
Egypt
Uruguay
Venezuela
L east d_evel oped
countries
Bangladesh
Myanmar

Central African

Republic

11.7

2.3

7.7

43.7

25.4

8.3

23.7

31

33.3

11.9

2.9

5.7

27.6

2.2

0.6

13.2

3.7

1.8

6.4

7.5

8.2

11.9

2.9

5.7

27.6

2.2

6.7

3.3

13.2

7.6

2.6

5.7

6.4

7.5

8.2

11.9

2.9

5.7

27.6

7.3

15

5.7

29.4

17.9

6.4

15

20.5

22.1

11.9

2.9

5.7

27.6

18.5

45

24.2

29.4

37.2

28.6

48.7

15

20.5

22.1

11.9

2.9

5.7

27.6

8.9

17

5.9

33.2

19.3

6.3

18

23.6

25.6

11.9

2.9

5.7

27.6

20.1

45.3

24.4

33.2

38.7

28.5

48.7

18

23.6

25.6

11.9

2.9

5.7

27.6

4.9

14.2

9.1

3.9

26

4.4

11.8

15.5

12.1

13

13.6

21.8

4.3

14

15

6.7

3.6

29

7.8

19

6.2

6.6

5.5

6.6

13.6

21.8

4.3

14

3.9

12.2

8.2

3.9

23.8

4.1

11.8

125

11.8

12.3

13.6

21.8

4.3

14

4.6

121

8.3

3.9

24.6

4.1

11.8

13.6

11.9

12.7

13.6

21.8

4.3

14



Chad

Benin
Meadagascar
Malawi
Maldives
Mali
Mauritania
Mozambique
Niger
Guinea-Bissau
Rwanda
Senegal
Togo
Uganda

Tanzania

11

6.1

5.2

7.8

36.4

6.6

95.3

27.8

38.8

85.3

29.8

0.7

11

6.1

5.2

7.8

36.4

6.6

95.3

27.8

38.8

85.3

29.8

0.7

11

6.1

5.2

7.8

36.4

6.6

95.3

27.8

38.8

85.3

29.8

0.7

11

6.1
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Burkina Faso 4.8 4.8 4.8 4.8 4.8 4.8 4.8 10 10 10 10

Zambia 3.8 3.8 3.8 3.8 3.8 3.8 3.8 11 11 11 11

Note: The data are taken from the WTO's Consolidated Tariff Schedule database (CTS) for bound tariffs and UNCTAD's TRAINS database for
applied rates. The data are taken from the WTO's Consolidated Tariff Schedule database (CTS) for bound tariffs and UNCTAD's TRAINS database
for applied rates.
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