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Preface

The Internationd Agriculturd Trade Research Consortium (IATRC) is an informd
association of university and government economists.  The Consortium has teken a keen interest
in the Uruguay Round and the negotiations on agriculture from the inception of taks in 1986.
During the Uruguay Round, the Consortium published, under the overdl title of “Bringing
Agriculture into the GATT”, a saries of eight Commissoned Papers that have attempted to
monitor and interpret the progress of the negotiaions and in a modest way to provide a platform
for idess. After the negotiations were concluded, Commissoned Papers were published,
evaduaing the new Agreement on Agriculture and the commitments that mgor countries had
accepted under it. The present paper continues the series by assessing the issues of reforming
tariff-rate import quotas in the Agreement and drawing implications for the current round of
negotiations.  Even though the Uruguay Round has firmly embedded agriculture into GATT
disciplines, the series title “Bringing Agriculture into the GATT” has been maintained to indicae
the unity of the overdl series.

Like previous Commissioned papers of the IATRC, the present work is that of a team of
economidts.  This paper was organized under the Chairmanship of Harry de Gorter with 17 other
contributing authors.  Each co-author contributed a draft of one or more chapters and participated
in reading and improving the other chapters. The drafting respongbilities for the specific issues
were as follows. chapter 3 (GATT Rules) de Gorter, Boughner and Skully; chapter 4 (Overview)
Ligpis, chapter 5 (EU) Bureau and Tangermann; chapter 6 (U.S.) Skully; chapter 7 (U.S. dairy)
Coleman and Boughner; chapter 8 (developing countries) Abbott and Morse, chapter 9 (Japan
and Korea) Choi and Sumner; chapter 10 (Canada) Barichello; chapter 11 (Australia and New
Zedand) MacLaren; chapter 12 (Bananas) Herrmann, Kramb and Moennich; and chepters 1-2
and 13 were drafted by de Gorter and Sheldon, but with sgnificant input from severd other
authors.  The authors are aware of the fact that different views on a number of policy issues are
occasondly presented in the individud country chapters. To a large extent, these divergences of
views reflect different attitudes adopted in the respective countries, and it is for tha reason that
not dl of them have been ironed out in the process of editing the country drafts. Though not
necessarily agreeing with everything in the paper, each of the authors has neverthdess agreed to
be associated with the entire report.
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1. I ntroduction

The Uruguay Round Agreement on Agriculture (URAA) put in place a set of rules that
may, in the future, have dgnificant effects on the conditions for market access for agriculturd
products. In most cases, bound tariffs replaced non-tariff barriers such as quotas, embargoes and
licenses. Rules facing exporters were to be now more transparent.  In addition, minimum access
commitments were made through the use of tariff rate import quotas, with a lower tariff (in-quota
tariff) for imports within the quota, and a higher taiff rate (out-of-quota tariff) for imports
exceeding the quota A totd of 35 countries including dl OECD Member countries (except
Turkey) have scheduled 1,370+ taiff rate quotas (TRQs) for agriculturd commodities in the
members schedules that are annexed to the URAA. Although agriculture & now integrated into
the multilateral trading sysem, most commentators agree that the URAA did little actudly to
liberdize agriculturd trade (USDA, 1997; ABARE, 1999; OECD, 1999). Bound out-of-quota
tariffs remain very high while quotas have resulted in the inditutiondization of pre-exising rents
for specific countries and firms or dae trading enterprises (STES), thereby potentidly
maintaining resstance by these sakeholdersto any trade liberdization initiatives.

However, the potentid for trade liberdization through reduction in tariffs or increases in
quotas could be redized a the agriculturd trade negotiations in the World Trade Organization
(WTO). Deveoping countries in particular have much at stake here, as they are potentidly large
exporters who lose dsgnificantly from agricultural trade redtrictions (Hertd and Martin, 1999).
The purpose of this Commissioned Peper is to assess the problems and issues related to
liberdizing market access and to adminigering the large number of TRQs. No specific
provisons were gpproved in the URAA regarding adminidration of the quotas, dthough reevant
GATT rules were to goply. Trade liberdization with TRQs is very complex, with two tariffs, a
quota and severd pecific gtuations like over-quota imports, quota under-fill and preferentid
quotas and tariffs. In terms of adminigering TRQs, WTO member countries use a host of
different methods, ranging from applied tariffs, and auctioning, to licenses on demand and firg-
come, first served.  Each of these methods can lead to differing inefficiencies and inequities. In
addition, other conditions placed on TRQ adminigtration like domestic purchase requirements
(prohibited by exising GATT rules) or quota limits per firm aso have the potential to generate

inefficiencies.



Quota adminigraion can have a direct influence on both trade flows and the digtribution
of rents origingting under the quotas, and is, therefore, a highly political issue. In the debate
about implementation of the URAA, much dissatisfaction has been voiced regarding TRQ
adminigration in many specific cases, and, in some cases, forma disputes have been brought
before the WTO. There is an urgent need to provide more information on how TRQs are
currently adminisered, what the economic implications are for TRQ reform and trade
liberdization, how trade flows have developed under TRQs, what better rules for TRQ
adminigration might look like, and how the next round of WTO negotiations should ded with
TRQs in agriculture. The following chapters provide this essentid informeation.

TRQs a low or minima taiffs provide market access opportunities in agriculture,
beyond the hoped-for effects of the scheduled reduction in tariffs. TRQs were put in place to
ded with the fact that tariffication of exising quantitetive redrictions would have shut off al
trade in many cases. All countries were expected to alow access to their domestic markets for
imports equivaent to a least 3 percent of domestic consumption in the 1986-1988 hase period.
This proportion was to rise to 5 percent by the year 2000 (2004 for developing countries). These
provisons refer to “minimum access’. When traditional imports did not represent a sufficient
percentage of domestic consumption, TRQs were applied so as to megt URAA minimum access
commitments

In addition, the URAA agreed that preexisting market access had to be preserved. That
is, access conditions for higoricaly established import quantities would be maintaned by a
provison referred to as "current access'. Hence, for a number of products, countries opened up
TRQs in order to meet the obligations of current access. In most countries, TRQs have manly
been used to maintain traditiona import flows but have not led to a large increase in trade. This
can be explained by severd factors:

URAA commitments were based on the Moddities established by the WTO, which were not
incorporated as part of the URAA (see IATRC, 1994). What countries actualy agreed to
was wha they respectively submitted in their schedules, whether or not it reflected the
goplication of the Modalities As a reault, the Moddities discipline was not dways followed
in practice, and the operation of TRQs was left to individua country discretion. For example,



some countries caculated their TRQs in a way that does not aways correspond to 3 percent
of consumption. This dso made it possble to minimize market access increases for more
politicaly sengtive commodities.

TRQs were often set for products characterized by tariff pesks, so the out-of-quota tariffs

remain prohibitive.

Commitments as wdl as management of TRQs lack transparency in many countries. This
creates gray aress that dlow some countries to get around some of the URAA disciplines.
One example is the latitude given to (or taken by) countries ether to use different - and
sometimes incondgtent - datistica cassfications or to define products a a leve of very fine
detall, redtricting access to quotas for particular products from specific origins.

TRQs under minimum access are not adways dlocated on a nontdiscriminatory basis, as was
gpecified in the Moddities  Countries have used exiging freedom to fill not only current
access but dso, sometimes, minimum  access TRQs with imports under preferentid
agreements. In such cases, one or a few countries are alowed access to the TRQ concerned
and can take advantage of the new trade opportunities. Where this is the case, it consderably
limits the scope of the current functioning of the URAA in terms of trade liberdization. In
some cases, quotas are dlocated to countries that are unlikely to be able to export the
rdevant commodity. In other cases, taiffs under preferentid agreements are lower than the
inquota MFN tariffs so those minimum access quotas are, de facto, filled with preferentia

imports from particular countries.

Even though countries are obligated to open their markets to imports a particular tariffs
within the TRQs specified in ther schedules, they are not required to import quantities
corresponding to the TRQs. Market conditions may preclude a 100 percent quota fill rate. In
some cases, only a sndl share of the TRQ quantities is actudly imported because of the

manner inwhich TRQs are administered. Thistrandatesinto alow fill rate for such quotas.

TRQs have various inditutional designs with respect to the didribution of quota shares
among countries and licenses among importing and exporting firms. A global quota has imports

determined by market forces (provided there are no biases in the licenang schemes) while



country-specific allocations involves the importing country assigning shares to specific exporting
countries.  In the latter case, WTO rules require that such dlocations am a a digtribution of
trade approximating to the shares which would occur in the absence of redrictions (see Article
XXII). Licenses are often used as a means of administering TRQs, and can be assgned to
importing or exporting firms (or to both such that an importing firm needs to present both an
import and an export license to import authorities). The share of rent going to importing or
exporting countries will depend on the baganing power resulting from any licenang

requirements.

An efficdent TRQ adminidration method will be one that adlows for full utilizetion of the
import quota (in terms of quotas dlocated to importing firms and of the later fully using ther
dlocation). Rules such as tradability of quotas and/or licenses (eg., sold or rented) will affect
the incentives for utilizing TRQs. An undergtanding of the implications of dlocating non
tradable, country-specific export quotas and licenses to importing or exporting firms is
important. The method of dlocating quotas can have important implications for the impact of
trade liberdization. For example, if export licenses are dlocated to high cost producers,
reduction of in-quota tariffs may result in increesed quota fill, whereas an increase in the quota
may result in quota under-fill. Other factors dffecting the efficdent administration of TRQs
include smplicity, transparency, and certainty.

In the following chapters, such issues surrounding TRQs will be discussed in generd and
for specific country cases and commodity sectors. After the andyds of dternaive TRQ
liberdization scenarios, the implementation of the URAA is assessed in terms of five magor

iSssues,

Identification of the many different TRQ allocation methods and the problems associated
with those methods, including the additiond conditions

The incidence and problems associated with discrimination, as in country-specific export

quotas and import and export licensing to trading firms

The economics of fill rates and the reasons for and implications of quota under- or over-fill



Problems associated with TRQ transparency and notification procedures (incduding the
means by which countries may circumvent market access commitments such as through
caculation procedures)

The tariffs for the commodities under TRQs and the adminigtration of TRQS.

The basc economics of TRQs and trade liberdization are discussed first in Chapter 2,
dong with a summay of inefficiencies that can be generated from dterndive quota
adminigtration methods.

In Chapter 3, the GATT rules regarding quantitetive redrictions are examined, and an
interpretation of GATT Article Xl is presented that shows it is inherently contradictory — it
advocates non-discrimination and use of tariffs yet dso permits TRQs to be alocated on an
higoricd bass, a procedure which is typicaly discriminatory. This can cause tenson between
trading patners. An examination of import and export licenang rules is dso conducted, using
the Banana Dispute as an example.

Udng a sdected sample of data on commodities and countries worldwide, a globd view
of reative tariff rates, quota fill rates and trade flows is then described in Chepter 4. This
provides an overview for the individuad country case dsudies that are presented in subsequent
chapters.

In Chapter 5, the use of TRQs in the European Union (EU) is examined, 87 TRQs having
been implemented in order to meet the EU’s market access obligations. About 60 percent of the
TRQs rdae to minimum access, while the remainder relates to current access.  The latter
category has been documented with much more transparency compared to those of other
countries such as the United States. The chapter concludes that the EU has chosen to administer
its TRQs in a way tha nether discourages imports nor improves economic efficiency. The most
common methods of TRQ administration are licenses on demand, historicad dlocation, and firgt-
come fird-served. Fill rates have been quite high for most TRQs, and there is no evidence that
the EU has managed TRQs in such a way as to discourage market access. The TRQ system
accounted for most of the increased access to the EU market after the URAA. In terms of further



trade liberdization, the chapter concludes that increesng quota volumes in the EU is likdy to

result in more gains than reductions in tariffs.

In the case of the United States described in Chapters 6 and 7, a tota of 54 TRQs
covering 7 product categories have been notified to the WTO. Of these, the TRQs covering
Sugar, peanuts, cotton, and dairy products originated in quotas designed to maintan a U.S.
domestic price support program. Mogt of the TRQs in the United States are alocated on an
higoricd market share bass, and once dlocated, they ae likdy to become difficult to
redistribute in accordance with changing comparative advantage.

In Chepter 8, the implementation and adminidration of TRQs in developing countries is
andyzed. Fourteen developing countries have notified the WTO that they utilize TRQs for over
180 agricultural commodities, the countries being Brazil, Colombia, Costa Rica, Guaemda,
Indonesia, Korea, Mdaysa, Mexico, Morocco, Panama, the Philippines, Thailand, Tunisa, and
Venezuda Only Korea and the Philippines are actudly implementing TRQs typicaly found in
rich countries. The remaining countries made natifications to the WTO of the use of TRQs to
verify that they are meeting thar access commitments. In a least haf of the totd cases an
goplied tariff is the relevant regime, while for a third of cases, licenses are ether being employed
or there is STE involvement. In many cases, gpplied tariffs are well bedow a country’s bound
GATT rates, the exceptions being Korea and the Philippines where applied tariffs are close to
GATT hindings. This suggests that there has dready been subdantid trade liberdization in
some of these markets, and over-fill of quotas is as common as under-fill. The chapter concludes
by aguing tha maximd benefits from future trade liberdization in deveoping countries are
mogt likely to come from tariff reduction rather than expansion of import quotas.

The analysis in Chapter 9, which is concerned with Korea and Japan, indicates that TRQs
for dl agricultura imports were established following the URAA, specificdly, 67 in the case of
Korega, and 19 in the case of Jgpan. Korea adminigters its TRQs through licenses on demand,
firg-come firg-served, auctioning, and STEs, while Jgpan uses both licenses and STEs
Interestingly, dthough the US and other exporting countries have targeted STES for investigation
in the next round of trade negotiations, TRQs involving STES have the highest fill rates in Korea

and Jgpan. Access for some commodities, such as rice, is less open than would be the case if



guota amounts were made available on a commercid bass. As a result, consumer benefits are
reduced, and allocation across import suppliers has been affected.

The focus in Chapter 10 is on Canada, where a totd of 21 TRQs are administered for
agriculturd commodities, the fill rates being typicdly high. Mos Canadian TRQs are dlocated
to private firms, and adminigration imposes minima burden on importers. Canada dlocates
import quotas mogtly on the bass of licenses granted to importing firms which imported the
product higtoricdly. Provisons are made for new entrants. While dlocating quotas to firms
with higoricd market share may not be the most efficient method, Canada has dtarted to make
progress toward transferability of quotas on a permanent bass, with quotas now being tradable in
many categories. Overdl, the chapter notes that Canada’'s TRQ regime has been successful in
mantaining transparency, and minimizing cods to importers, athough additiond gains could be
made through further smplification of quota adminigration, notably for poultry, and if quotas
could ether be bought and sold or rented within a particular year in al product categories.
Quota rents could aso be spread more widely if quota auctions were adopted.

The effects of TRQs from the perspective of 2 mgor exporters. Audradia and New
Zedand are andyzed in Chapter 11 while the recent banana dispute in the WTO is andyzed in
Chapter 12. The lessons to be learned from this latter dispute and the implications for the
adminigration of TRQs in the URAA are discussed. Findly, in Chapter 13 we look ahead to the
URAA negotiations and provide an assessment of the ways in which trade liberdization can be
maximized and potentid reforms of TRQ adminigration methods to provide for more efficient
and equitable TRQ regimes.



2. The Economics of Tariff Rate Quotas and the Effects of Trade Liberalization

The purpose of this chapter is to explain the economics of trade liberdization with tariff
quotas, describe the potentid inefficencies resulting from various adminigration methods
(induding the ineffidencies of non-tradability of import licenses and country-specific  export
quotas), and to outline features of a more desrable TRQ adminidration modd. Tariff rate
quotas dlowed countries to make market access commitments through both import tariffs and
quotas. ‘Tariffication’ involved the converson of nontaiff bariers into MFN out-of-quota
tariffs, which were bound and reduced by an unweighted average of 36% (minimum of 15% per
tariff line) by 2000/01 (and four years later for developing countries). ‘Quoatification’ provisons
provided import opportunities despite the high out-of-quota tariffs, with minimum access assured
and current access not redricted.  All countries agreed to maintain a minimum access of 3% of
domestic consumption (in the base period 1986-88) and increase to 5% by the year 2000.

In order to meet access commitments, many countries scheduled an ‘in-quota and an out-
of-quota tariff. The import quota was to provide a means for countries to dlow imports up to at
leest current and minimum access levels with a lower taiff for in-quota (induding ‘over-quotat)
imports and a higher tariff for out-of-quota imports. There was no uniformity across countries or
commodities in absolute or relative leves of the in-quota and out-of-quota tariffs resulting in
differing (potentid and redized) trade liberdization effects®> Quota rents are therefore aso
unequa across countries and commodities. Many out-of-quota tariffs were prohibitively high
(aded by the process of purposeful miscdculation or ‘dirty tariffication’), making the quota the
maximum import level. Some countries dso used cregtive methods to minimize access through
“dirty quotification'®.

As will be shown beow, the effects of trade liberdization depend criticaly on which of
the three basic regimes is operationd to begin with (the quota, the in-quota tariff or the out-of-
quota tariff), the trade liberdization option under consderation (lowering ether tariff or

increasing the quota level), and how close one is to a regime switch with trade liberdization.

! Thelevel of ‘over-quota’ imports at the in-quota tariff is determined at the discretion of the importing country.
2 Countries were more easi ly able to meet their trade liberalization obligations (a 36% in the unweighted average of
all tariffs) by reducing low tariff sectorsrelatively more (in percentage terms).



Furthermore, tariff quotas involve other complexities that are dso important for policy makers to
understand before the true effects of trade liberdization can be determined. We will show in
section 3 of this chepter that over-quota imports, quota under-fill (other than that due to the in-
quota tariff being the effective instrument), quota and non-quota imports a preferential  tariff
rates, preferentiad or ‘country specific export’ quotas, and “non-notified” import quotas (eg.,
preferentiad quotas for Eastern Europe) can dl complicate the andyss. The andyss to follow
shows how TRQs involve many complexities for policy makers to undersand before meaningful
trade liberdization can occur. The discusson is not meant to be exhaudtive but illugtrative and
highlights the key factors to be taken into consideration for the negotiations.

The find two sections of this chepter discuss the possble inefficiencies of dterndive
tariff quota administration methods and outlines desrable festures of a more efficient and
equitable TRQ regime.

2.1 TheBasc Economicsof Tariff Quotas

It is important to be able to identify the condition under which the quota or either tier
tariff becomes effective, i.e, which policy indrument is the condraint and so determines the
levd of imports and domestic/world prices. One can then describe the interaction between the
tariffs and quota in their effects on trade and welfare, and the didtribution of quota rents and tariff
revenues. Liberdizing trade via a reduction in tariffs has a different effect on these vaidbles
than increasaing quotalevels.

Let us formdly define the three basc policy ingruments in a taiff-quota scheme: the
import quota Q' the tariff t; on in-quota imports (including possibly over-quota imports), and
the higher taiff t, on out-of-quota imports® Only one of the import tariffs or the quota can be
effective in determining imports and domestic/world prices, rendering the other two policy

3 Examples of how countries manipulated quantities was choosing different base periods, using net versus gross
imports or calculate consumption at a product aggregation level that suited their purposes.

* Weignore for the moment inthis formal analysis the possibility of quota under-fill (other than that due to thein-
quotatariff being the effective instrument), over-quota imports with government discretion at in-quotatariffs (where
imports can be above the quota), quota and non-quotaimports at preferential tariff rates, and “non-notified” import
quotas.



insruments redundant.® For a tariff to be effective, therefore, it must change the volume of trade
from the bound quota level. Otherwise, each tariff is redundant and the quota becomes effective,
in which case the world price plus the out-of-quota tariff must be greater than (and the world
price plus the in-quota tariff must be less than) the domestic price resulting from the import
guota aone.

The in-quota tariff can be effective when the world price plus the in-quota tariff is greater
than the unobserved or ‘what i’ domegtic price that would have occurred if the import quota was
the only policy ingrument (likewise for the out-of-quota tariff if the world price induding the
out-of-quota tariff is below the hypothetica import determining domestic price).

Figure 2.1 shows that if the quota level is very high and close to the free trade levd (i.e
such as Q%' which is dlose to the intersection of the excess demand curve ED and the excess
supply curve ES), then the in-quota tariff t is effective and the domestic price = Ry + t;. A taiff
causes a wedge between the domestic price and the world price Pw. The equilibrium is
determined when the wedge between the excess supply (determining Ry) and the excess demand
(determining the domestic price) curves is equa to the tariff. This equilibrium determines totd
imports that are lower than free trade levels. Indeed, when the in-quota tariff t; is effective,
imports would be & the maximum levd M"yax in Figure 2.1 and will remain s0 as long as the
quota level is to the right of M wax. The resulting domestic price would be a the minimum Ry

and quota under-fill occurs.

If, on the other hand, the quota is very low and close to the origin like Q% in Figure
2.1, then the out-of-quota tariff t; is effective.  The out-of-quota tariff determines the minimum
level of totd imports M yin and the maximum possble domestic price Pyax occur under this
scenario.  Because the quota leved is to the left of the minimum levd of totd imports (the

requirement for the t, tariff to be effective in the first place), out-of-quota imports occur. If the

® Theworld price is defined to be the c.i.f price net of marketing costs to the appropriate market in the domestic
market for the importer.
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guota fals between the minimum and maximum levd of imports then the quota is effective in
determining the domestic price like that depicted by Qe™"?in Figure 2.1.°

Hence, there are three possible regimes over dl levds of the import tariff rate quota Q™'

the “in-quota tariff regime’ where the lower in-quota taiff t; is operaive (for example,
Q:™°? in Figure 2.1), where quota rents and out-of-guota revenues are zero, but in-quota

tariff revenues are areas c+f+ h+i.

the “out-of-quota tariff regime’ where the higher out-of-quota tariff t, is operaive (for
example, Q™ in Figure 2.1), where quota rents equal areas a+b, out-of-quota tariff

revenues are areas d+ e+f, and in-quota tariff revenues of areac.

the “quota regime’ where the import quota (for example, Qe2'”'? in Figure 2.1) determines
price, where quota rents are areas b+e+g, in-quota tariff revenues are areas c+f+h, and out-

of-quota tariff revenues are zero.

2.2 Thelmplicationsfor Future Trade Negotiations

The analyss in Figure 2.1 demondrates that, depending on the regime in effect, only one
indrument can be effective a a time, 0 reducing ether taiff (namedy, the effective one) or
increesing the quota will result in trade liberdization. Therefore, negotiators need to identify and
change the one policy insrument of the three that is effective to begin with in order to maximize
the effects of trade liberaization.

Under some circumstances, regime switches could occur (perhgps with only smadl
changes in the one effective policy ingrument). A further reduction in the tariff (or an incresse
in the quota) would then become ineffective in liberdlizing trade.  To counter this, it is important
to not only identify the effective indrument in the current Stuation but dso how soon the
indrument becomes redundant upon liberdization. To do this one can compare the rddive
levd of out-of-quota imports to the quota and the quota fill rate. This provides information

about how close one isto aregime switch.

6 A regime switch can also occur with a shift in the free trade equilibrium, independent of policy changes. For
example, large increases in import costs (due to an increase in world prices) or insufficient domestic demand
(resulting in aleftward shift in excess demand) could trigger the in-quotatariff regime to be effective.
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Consider, for example, the case where {. is dlose to but less than t'» (i.e, imagine Q" in
Figure 2.1 to be close to but to the right of M wn), where e is the tariff equivdent of the
binding quota A smdl reduction in the out-of-quota tariff rae t, will have no impact on
imports. A smultaneous increase in the quota will be required in order for trade liberdization to
occur.  However, once t, reaches t ¢ (the taiff equivdent when the quota is binding), further
decreases in the rate t; will have maxima effect in liberdizing trade. Hence, for such cases
where {, is close to i, it may be sufficient to focus on negotiating significant reductions in the
tariff rate to only.

Table 21 summarizes the effects of dternative trade liberdization scenarios. Notice that
when the out-of-quota tariff rate b is effective (like with @%°*? in Figure 2.1), then an increase in
the quota has no volume effect initidly until imports under the quota are gregter than M .
Conversdly, when the quota is initidly effective (like Q2" in Figure 2.1), then a decrease in the
tariff rate t, has no effect unless t; goes 0 low as to generate imports beyond the quota leve
QM2 Hence, because the domestic price with a quota (world price plus some tariff equivaent
te) described earlier is unobserved when the quota is not effective, it is sufficient to observe how
large out-of-quota imports are reative to the quota, or the quota fill rate.  This gives information
on how close the unobserved t plus the world price is to the domestic price. Indeed, to avoid an
indrument becoming redundant upon liberdization, it may be necessxy to have a least two
liberdizing indruments a the same time.

To summarize, in order to liberdize trade, negotiators should especidly focus on
reducing out-of-quota tariffs, in those cases with out-of-quota imports or if the out-of-quota tariff
to is close to the tariff equivdent of the quota t. If & is far below b, increasing the quota will
have a greater chance of liberdizing trade in the short run. A reduction in § will liberdize trade
only if ¢ is close to and below t, in which case both tariffs need to be reduced, or if under-fill is
sgnificant because t; is effective % otherwise, quotas will aso have to be increased in order to
obtain trade liberdizing effects.  This is highlighted in Table 21 where one notices that many
cdls have ‘O in them. This andyds shows the importance of understanding the relationship
between three tariffs the in-quota tariff t;, the out-of-quota tariff t; and the tariff equivdent of
the quota when the quota is effective (where the latter can be derived from observed domestic
market and world prices).
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The share of rents versus tariff revenue depends on the relative difference between the
two tariffs and on the sze of the import quota There is, however, no one uniform tariff-quota
policy adminigered by every country, which makes it difficult to determine whether an incresse
in import quotas or a decresse in tariffs will result in a grester trade liberdizing effect.
Therefore, there is no generd rule on how quota rents and tariff revenues will change with trade
liberdization.

Out-of-quota tariff revenues exigt only if Q%@ is to the left of M"wn, while there are
dways t; taiff revenues Quota rents exist only if Q%@ js less than M max. Quota rents can
increese with a lower t; and a higher t;, while t; revenues decline with an increase in quota
levels. The lagt 3 columns of Table 21 summarize al of the posshbilities for changes in rents
and tariff revenues. In some cases, the direction of the change in tariff revenues depends on the
eadticities of excess supply and excess demand. In other cases, regime switches occur, and so

tariff revenues could increase, stay the same or decrease.

2.3  TheEconomics of Quota Under-fill, Over-quota Imports and Preferential Tariffs

The discussion s0 far ignores the posshility of quota under-fill (independent of the in-
quota regime being effective), over-quota imports, and imports under preferentia tariffs.  Over-
quota imports occur when it is ill profitable to import even though the over-quota duty is paid.
Imports aso occur a preferentia rates which can be beow ether the in-quota or above-quota
tariffs, and can be equd to zero.

The introduction of tariff-rate quotas in no way meant that they would necessarily be
filled. So far, we have identified the in-quota tariff may be so high or the quota so large that the
inquota tariff is effective and under-fill occurs. Therefore, a low quota fill rate does not
necessarily imply inefficiency (there may be unavalable supply or insufficient demand, such tha
the in-quota tariff is effective). A fill rate of 100% or more does dso not necessaily imply
efficiency. However, inefficiencies and transactions costs imposed by the dlocation schemes
(i.e, country specific export quotas to high cost exporters, export (import) licenses issued to high
cod firms with nonttradability of quotaslicenses, information codts, implicit non-tariff barriers
and the like) can result in quota under-fill or partid rent disspation with a 100 percent quota fill

rate. On the other hand, out-of-quota imports could occur on the excess supply curve ES if other
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exporters do not incur the same costs and condraints as those importing under the quota regime

(but out-of-quota imports do pay the higher tariff t).

The posshility of quota under-fill, over-quota imports and imports under preferentid
tariffs complicates the andyss of determining the initid regime from observed data, and hence
of the effects of trade liberdization. We can identify seven possble outcomes in Table 2.2,
usng hypotheticd data  Column (2) gives the bound quota while column (3) summarizes
imports under the quota at t;, which includes the posshility of over-quota imports. Column (4)
gives totd imports of dl products that are specific to the bound tariff-rate quota notified to the
World Trade Organization (WTO 2000a) (it excludes "'non-quotal imports of a product category,
for example, particular types of cheeses). The difference between column (4) and (3) is the out-
of-quota imports (column 5). The “quota share® of totd imports given in column (6) provides
critical information on the regime, summarized in column (7). A quota shae equd to 100
percent means the quota is effective (scenario (f)) or there is under-fill due to a@ther the in-quota
tariff regime being effective or inefficiencies of the quota alocation scheme are such that the
quota is unfilled yet effective (scenarios (d) and (a), respectively, in Table 2.2. If the quota share
is less than 100 percent, then there are out-of-quota imports with ether te out-of-quota tariff or
the preferentid tariff being effective.

In scenario (8), imports are grester than the minimum in Figure 2.1 but less than the
quota: M'yin < M O M yax and < @2 In scenarios where either & or the preferentia rate t,
are operaiond (scenarios (b), () ,(e), (g) and (h)), it is possible that part of the out-of-quota
imports occur a the preferentia rate and the rest a ¢ (for which @se the out-of-quota regime is
effective).” However, if the preferentid tariff is effective (not shown in Figure 2.1), then there
are no out-of-quota imports a . In these scenarios where either t or , are effective, the tota
level of imports equa M wn in Figure 2.1 only for the t, regime. If the {, regime is effective,
imports are grester than M"\n in Figure 2.1.  Note tha imports are less than the quota in
scenario (b), but greater than the quotain scenario (c), (e) and (g).

Scenario (d) ad (e) have over-quota imports a  and so the government has exercised its

discretionary powers. Note that the government uses discretion in scenario (€) in dlowing over-

" The preferential import tariff regimeisnot shown in Figure 2.1 but would be some tariff below t,.
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guota imports, but the out-of-quota regime gill goplies.  The find two columns of Table 2.2
present dternative “fill rates’. Column (8) presents the “in-quota’ fill rate that is published by
the WTO (2000a) and cited widdy.2 The find column gives the ratio of totd imports to the
quota (the “total import fill rate’). Column (9) dways exceeds the in-quota fill rate when either
the & or {, regimes are effective. In scenario (b) and (c), quota under-fill as defined by the WTO
(20004) in column (8) is not as criticad as it seems because quota imports were displaced by out-
of-quota imports. Quota rents were foregone (and are now b taiff revenues) but inefficiency in
trade has been minimized, given that the quota under-fill is due to high cost exporters receiving
the quota licenses or inefficiencies in trade generated by the import quota dlocation system
itsdlf.

Scenarios (b) and (c) are cases where out-of-quota imports occur and the “in-quota import
fill rae’ in column (8) is less than 100 percent. This is a sufficient (but not a necessary)
condition for inefficiencies in the quota alocation methods to exist. Note that the in-quota fill
rate reported by the WTO can be greater than 100 percent but an increase in the quota may have
no effect on trade volume because of over-quota imports. Likewise, an increase in the quota
with an inquota fill rate of less than 100 percent may aso have no effect on trade because the
inefficiencies caused by the quota alocation method to cause under-fill in the fird place may
prevent further increases in imports as well (and in some cases, there are out-of-quota imports
which would amply be displaced by any increased in-quota imports due to the incresse in the
quota). The andyds in Table 2.2 highlights the importance of andyzing “quota share® in
column (6) and the two fill rates in the lag two columns to gain a full underganding of which
regime is operdtive, and what the implications are for economic efficiency and the didtribution of
quota rents and tariff revenues. Neverthdess, including quota under-fill, over-quota imports and
preferentid tariffs can change the dylized andyss of taiff-rate quotas in Figure 2.1 and Table
2.1 subgtantidly.

The outcomes of identifying initid tariff-quota regimes are even more complicated if one dlows
for the possbility of imports with autonomous (un-notified) and preferentiad quotas.  If the fill
rae is less than 100 percent, then imports under quotas not notified to the WTO displaces in-

8 The WTO (2000a) does not give any figures above 100 percent because their concern isto compare commitments
while our numbersin column (9) compare actua in-quotaimports.
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quota imports and so the in-quota import fill rate is underestimated. In cases where the totd
import fill rate is grester than or equa to 100 percent, it may seem like there are out-of-quota
imports a t; but redly the un-notified quota is effective.  Another possibility is that imports
from high cost exporters under quotas with preferentia in-quota tariff rates may result in a
higher in-quota fill rate than otherwise would be the case because of the preference afforded
these high cost exporters who would not otherwise export. These potentid complexities aso
need to be taken into account when andyzing taiff-quota liberdization options, but are omitted

in the discussion here.

24  Alternative Quota Administration Methods

Almosgt 50 percent of the totd 1371 agriculturd tariff quotas scheduled in the WTO are
administered by “applied tariffs’ (Table 2.3). An agpplied tariff regime means no quota shares
are dlocated and imports are dlowed in unlimited quantities a the in-quota tariff rate or lower.
“Licenses on demand”’ are used for another 25 percent of the TRQs whereby import licenses are
dlocated in relation to quantities demanded (and requests are typicdly reduced pro rata if they
exceed the quota volume)®’ “First come first served” is the third most commonly used
adminigration method where imports are dlowed in a the in-quota tariff rate until the quota is
filled. “Higoricad dlocation” is a method whereby licenses are issued in relation to past imports
while “auctions’ result in licenses dlocated on the bass of a competitive bid syssem. Imports
directly controlled by “sate trading enterprises’ and “producer groups’ are the remaining mgjor
type of adminigration methods of tariff quotas. “Other” adminisration methods are those that
do not fdl into the aforementioned categories, “mixed dlocation” refers to methods that are a
combination of methods listed in Table 23, and “not gspecified” refers to tariff quota
adminigtration regimes which have not been natified.

® Some licenses on demand regimes allocate licenses on afirst come, first served basis.
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Table 2.1: Effectsof Trade Liberalization with TRQ'’s

Badine -
(initia Policy Chenge ~- - chengein- - - -
studtion) Imports Farm Wedfare Effidency t; revenue to revenue Quotarents
decrease t; + - + +or-! 0 0?
t1 effective (Q1™™9) decreaset; 0? 0 0 0 0 0
increase quota 0 0 0 0 0 0
decreaset; 0 0 0 - 0 +
t, effective (Q.9°'3) decrease t, + - + 0 +or-1 -
increase quota Othen + if Othen - if Othen + if Othen + if - then O if +then+or-*
Iv|>'v|:\/IIN I\/|>IVI:\/IIN M>M:\/IIN M>M;:/IIN IVI>'\/|;;/IIN i.I:IVI>'VI:\/IIN
decreaset; 0 0 0 - 0 +
quota effective (Qed"?) decrease t, Othen +if Othen - if Othen +if 0 0 then + Othen - if
M > quota M > quota M > quota If M >quota M > quota
increase quota + - + + 0 +or-!

Outcome depends on the dadticity of excess demand and excess supply.
%If t; goes so low that the quota becomes effective, then quota rents are generated.
31 t, fals below t; (as has happened in some cases), then importsincrease.
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Table 2.2: Scenariosunder the Tariff Rate Quota System with the Pos*si bility of
Over-quota Imports, Quota Under-fill and Preferential Tariffs

1 2 3 4 5 6 7 8 9
Scenario Bound Importsunder thequota (t1)* | Total |Out-of-| Quota | Regime |In-quota| Total
quota (@) (b) (©) imports| quota | share import | import
I n- Over- Total imports| (3(c)/4) fill rate |fill rate
quota | quota (taltp) (3(c)2) | (4/2)
a 100 60 0 60 60 0 100% | t./Q° 60% 60%
b 100 60 0 60 80 20 75% tofty 60% 80%
C 100 60 0 60 120 60 50% to/ty 60% 120%
d 100 100 20 120 120 0 100% t1/Q 120% | 120%
e 100 100 20 120 180 60 66% to/ty 120% | 180%
fe 100 100 0 100 100 0 100% Q 100% | 100%
g 100 100 0 100 120 20 83% to/ty 100% | 120%
h° 100 60 0 60 100 40 60% tolt, 60% 100%
1 al imports that camein at t; (bound in-quota rate) or lower applied rate
2 al imports that camein at t, (applied out-of-quota rate) or preferential ratest, [ O
3 Q represents the committed or bound quota plus discretionary over-quotaimports (if relevant)
4 It is possible but only by chance that the in-quota tariff regime is operative
5 Row hisitalicized because it isidentical to row c. Thet, regime occurs with in-quota imports less than the quota AND

when total imports are greater than the quota.

*

The datain this table is hypothetical for illustrative purposes only. The analysis aso ignores the possbility of non-
notified quotas and non-quota imports.

Source: de Gorter and Kask (forthcoming).
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The second column of Table 2.3 reports the “fill rate’ as reported by the WTO (2000a,b).
Recdl that the WTO reports the “in-quota import fill rate’ as described in column (8) of Table
2.2. This ignores the posshility of out-of-quota imports and so is a narrow interpretation of a
“fill rate’. Furthermore, the WTO data in Table 2.3 has a maximum fill rate of 100 percent and
ignores the imports where the in-quota fill rate exceeds 100 percent (which it often does in the
red world). Thisresultsin adownward bias in the figures reported in column (2) of Table 2.3.

Table2.3 Principal Methods of Administrating Tariff Quotas

1999 1998 Simple 1998
# of averagefill | Distribution of fill rates
guotas rate (%) (percent of tariff quotas)

0-20% 80-100%

Method of Administration

Applied Taiffs 643 69 24 60
Licenses on Demand 337 53 36 39
Firg-come, firg-served 147 51 40 37
Higtorica Allocation 75 65 27 58
Auction 56 51 41 47
State Trading 22 86 10 85
Producer Groups 9 80 13 75
Mixed Allocation 59 84 5 80
Other 15 91 - 80
Not Specified 9 44 20 20
Overd| 1,371 62 29 51
Additional Congraints

Domestic Purchase Requirement * 48 69

Limits on tariff quota shares 119 51

Export Certificates 3 24 53 N/A

Past Trading Performance * 78 51

A condition requiring the purchase of domestic production of the product in order to be eligible.
Limits the maximum share or quantity of the quota allowed.

Requires an export certificate administered by the exporting country.

Limitseligibility to established importers of the product concerned.

hroON P

Sour ce: Calculated from the World Trade Organization, 1997, 2000a,b. “ Tariff Quota Administration Methods
and Tariff QuotaFill.” Background Paper by the Secretariat, 6 November (AIE/S4) and “ Tariff and Other
Quotas’ 23 May 2000 G/AG/NG/S7 and /S8.
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The average fill rates can be mideading because some are equal to zero and others are
equal to 100 percent. The fill rates reported are aso biased because trade volume a vaue is not
used to weight them. Hence, very little can be read into the fill rates reported other than to note
that the average fill rate for 1998 is 62 percent with State trading enterprises having the highest
fill rate and auctions the lowest. The last column of Table 2.3 gives the didribution of fill rates
fdling between 0-20 percent and 80-100 percent. The data indicates a bi-modd distribution of
fill rates for the lowest and highest fill rate categories. This may indicate that particular attention
should be placed on the low fill rate category to determine the reasons for such performance.
Data provided by the WTO (2000ab) indicate that the fill rates are constant for the period 1995
1999, but the fill rate for quotas that have expanded is less than that for quota volumes that
remaned congant. There is no difference in the fill rate between globd and country specific
export dlocations, and only a smdl difference across commodity groups, with fibers and
beverages having the lowest fill rates (gpproximately 40 percent) with oilseeds, sugar and
tobacco having the highest fill rate of 67 percent. The fill rates do vary across countries
ggnificantly, with Audrdia, Brazil and Indonesa with 100 percent fill rates and Coda Rica,
Madaysa and Sovak Republic bedow 40 percent. Agan, one cannot make subgantive
conclusons from this data because of the many caveats of how the data is constructed cited
ealier. In addition, dmost 50 percent of the TRQs are administered by gpplied tariffs in which

cases one would not necessarily expect a 100 percent fill rate.

We now briefly outline the incentives for inefficences with esch tariff quota
adminigration type.

Licenses on Demand

Import licenses are dlocated to individud firms pro rated on the difference between the
quota level and the tota amount of licenses requested. Over subscription can result in
uneconomic quantities dlocated to each applicant. This method aso enables higher cost
importers to obtain the rights to the rents. Therefore, an inefficient digtribution of licenses across
firms generates economic waste with quota rents a least partialy disspated with the extra costs
asociated with importation.  There are ways to mitigate these inefficient rent seeking practices.
A good example of such a scheme is the EU regime for eggs. Any importer can apply for the
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license but is required to pay 20 percent of the value of the product in advance once a license is
awarded. There is now an incentive for the importer not to overbid for the license and hence
reduces rent-seeking activity by high cost suppliers. It dso provides an incentive for the
successful firm to import the product, thereby reducing the chance of quota under-fill. However,
the cods of the down payment may deter some firms from participating and so lead to quota
under-fill because of uncertainty. Once a firm recaves an import license, the firm loses the

down payment.
First- Come, First -Served

With no import rights alocated to either the importer or the exporter, an exporter may not
risk the costs of shipping the product and find that the quota has been filled. The costs of storage
until the following quota seeson, of paying the higher out-of-quota tariff or of shipping the
product esewhere may be high. The codts for traders of establishing a business relationship over
time with importers are dso a factor contributing to under-fill.  Exporters do not have
information on who holds the import license. The firg come, fird served method is prone to
wadting resources by concentrating imports a the beginning of the season, increasing costs for
importers who have to dore the product, and discriminating against exporters farther from the
import market and with different seasons, generating higher exporting cogts a the beginning of
the quota year. First-come, fird served can adso encourage low vaue bulk shipments as
exporters cannot guarantee customers regular shipments of finished products throughout the
year.

Historical Importers

Allocating import licenses to importing firms or granting ‘country specific export quotas
on the bads of higtoricd shares can lead to a waste of globa resources if the lowest cost
exporting country or importing firm do not receive the rights to imports. Higtoricd import
dlocaion therefore enables high cost importing firms and/or high cost exporting countries to
operate, leading to the partid disspation of quota rents (provided licenses and quotas are non
tradable). If licenses are known to be alocated as a share of historica imports, firms may act
drategicadly to increase market share.  Chiquita is purported to have expanded imports in the
European Union in 1992 in anticipation of the new Common Market Organization for bananas
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(CMOB) where import licenses (and export quotas) were to be dlocated as a proportion of
historical imports. Resources are therefore wasted in rent seeking activities to obtain more

licenses.
Auctioning

The auctioning of import quota licenses is generdly deemed to be an efficient way to
dlocate the right to import (Bergsten, et al. 1987; Skully, 1997).2° An auction would generate
the same level of revenue to the government as a tariff at the rate t would have done. However,
data in Table 2.3 indicate that the auction method has the lowest fill rate. It is possble for one
group to purchase the entire portion of the right to import (domestic or foreign), and then
withhold part of the licensed import quantity to maximize revenues. Bergsten, et al. (1987)
argue that procedures can be designed to guard against the monopolization of licenses.

Sate Trading Enterprises (STES)

The quota fill rate is very high for those STEs that control imports directly or indirectly.
This may be due to exporters having to ded with only one entity, and hence do not face the
transactions and information costs when deding with many importing firms owning import
licenses under other schemes. An STE is aso more visble and so perhaps even scrutinized more
with politicd pressures by foreign governments.  The ability to seek rents is Hill possble,
however. However, some STEs ddiberately dlocate export quotas to higher cost exporters for
politicd reasons (ABARE 1999), resulting in inefficiencies and inequities. STES have the ability
to redtrict imports to help farmers, but they do not seem to do this by under-filling quotas.

Producer groups

The control over imports by producer groups leads them to trade off the benefits from
owning the quota rents and the loss in producer surplus through competition from imports.
Faling to fill the quota is advantageous only if the quota rents are smdler than the loss in
producer surplus due to increased imports (ABARE 1999). The outcome depends on the relative
domestic supply/demand dadticities for the product, the level of the domestic price with imports
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(which depends on the world price and excess supply conditions in the world market) and the
level of the import quota. There remains a problem of digributing the rents to farmers, which if
blended with revenues from sdes from domestic production, would cause an increase in
domestic production and so reduce welfare. Another option is to destroy the imported product,
representing a cost to famers (unless the domestic government finances it on behdf of the
producer group). Producer groups could ingead import a product that is of inferior qudity,
thereby fulfilling their quota and a the same time mantaining income from domestic production
provided the cross dadticity of demand islow.

Lottery

An option not separately identified in the WTO's documents is issuing import licenses by
lottery. This does occur (eg. some U.S. butter and milk powder import licenses) and is efficient
in that a firm cannot affect the likdihood of obtaining the license a priori. Nevertheless, each
firm would have to comply with gpplication procedures and assuming each firm is alowed only
one draw, there are incentives to bresk the firm down into many smal firms to increase the
probability of receiving a license.  Such rent seeking activities involve economic inefficiencies.
Furthermore, high cost firms may win the lottery and, if the licenses are nontradable, this

method may result in excessve uncertainty and economic waste.
Additional Conditions

Table 2.3 dso ligs the additiona conditions associated with the administration methods
discussed above. Each of these can lead to wasteful rent seeking activities as well. A domestic
purchase requirement increase the cost for some importing firms tha otherwise would not be
involved in domestic production.! Thus, part of the quota rents is dissipated and fill rates would
be lower as domestic consumption declines and production increases. Limits on quota shares do
not dlow for economies of dze and coordination, agan resulting in the disspation of quota
rents. Limits on quota shares discriminaie againg more distant suppliers for whom shipload

amounts are the economic sSze of shipment, rather than truckload lots, for example. Export

10 Some argue that auctions can be inconsistent with GATT rules because the auction fee can cause the tariff binding
to be breached.

11 Domestic purchase requirements could have in the past been considered a GATT-Article X| quantitative
restriction, which is now prohibited by the URAA.
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certificate requirements that are nontradable and dlocate the rights to rents to higher cost
exporters as could the condition of past trading performance, can both lead to partid disspation

of quotarents.

25  Characterigics of More Efficient TRQ Administration Methods

Three broad objectives of TRQ adminidration are important. Firgt, from an internationa
perspective, dlow market access opportunities up to the full amount of the TRQ levd. This is
how the URAA was intended to ded with the remaining high tariffs that inhibit trade. Second,
from a home country perspective of making the most efficient use of domestic resources, ensure
that the lowest cost or highest revenue firms do the importing. In other words, alocate TRQs to
those firms tha can make the best use of them by geneding the highest profits from the
importing activity. Third, the sysem of TRQ adminidration of TRQs should be desgned to

operate efficiently in that it does not unnecessarily waste the country’ s resources.

Given these objectives, we now describe what would congtitute an efficient regime for
adminigtering TRQs, by discussing the means for achieving each objective.

Full Utilization of the TRQ

To enaure full use of the TRQ, many modds and procedures could be followed.  The full
use of TRQs has two aspects the aggregate TRQ for a country should be fully dlocated to
importing entities (firms), and the entities receiving TRQs should fully use their dlocation. For
the fird agpect, the man means of assuring full utilization is for the adminigering agency to
fully digribute import quotas to importers, and to do so rdatively early in the quota period.
Other rules for operating the TRQ adminidrative sysem must be desgned to fadlitate a full,
rapid and trangparent distribution of the quota.

For the second aspect, here are many means of ensuring that importers holding the quota
make full use of it. In a market economy, one would wish to preserve the profit motive for
importers 0 that they would import the item in question as long as domestic prices are higher
than world prices by more than the cost of importation. This can be accomplished by having

private firms receive the import quotas. It can adso be accomplished by dlowing firms to
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compete to obtain these import rights. The genera point here is that the TRQ system should

involve many importers and not cregte a Situation where there is amonopoly importer.

Smilarly, dlowing quotas to be rented out or rented in, or bought and sold openly, will
cregte strong incentives for the firms that obtain the quotas to use them fully. The gpplication of
caefully congructed additional regulations can adso drengthen the incentives for firms to make
full use of thar quotas. One example is the widdy observed rule for dl types of quota systems,
for the quota holder to “use it or lose it.” Such a regulation removes quota from quota holders if
they do not use some high percentage of ther quota Whether such added regulations are
necessary is a separate question, but most countries seem to believe so because this type of

regulation is dmost universal across and within countries.*
TRQs allocated to firms that make best use of them

The second objective is to ensure that those importers receiving the quota are the most
efficient importers in terms of net profit (lowest costs, highest revenues). One widdy suggested
method of achieving this is to use quota auctions to dlocate the TRQ. Although this alocation
mechaniam is economicdly efficient, there may be legd WTO issues that inhibit its use. The fee
that is paid in such an auction, dthough it is bid by the would-be buyer, could be seen as a
breach of the tariff binding, the in-quota tariff in this case, and that fee is not related to the cost
of import sarvice. Allocation by auction will result in those firms that maeke the highest net
importing profit acquiring the quota. However, other methods can achieve this same end. One
effective but overlooked mechanism is to dlow quota resde and transfer.  However, the quota is
initidly dlocated, if there is a wel-developed (and legal!) market in quota for resde and
trander, a firm that is unlikely to utilize its quota fully can sl it and redize the quota profits. In
the process, the quota passes aong to a firm that will necessarily use it to recoup the costs of
buying it. The point is often log, that resde provisons will result in the quota ending up in the
same hands (i.e, that it is as economicaly efficient) as with an auction. This point has practica
importance because many jurisdictions find some reason for not alowing quotatransfer and sdle.

12 A “useit or loseit” stipulation could have firmsimporting when it is not economical to do so, because the import
license has capitalized value for future use. This can cause economic waste. A better principleis“turnit back in or
loseit”.
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An Efficient TRQ operating system

The third objective is to have efficient quota adminidration and regulations. This can be
accomplished mog effectivdly by following a badc rule in regulating quota use, and that is to
keep the regulatory system as simple as possible. All firms (existing ones or newcomers) should
be dlowed to acquire the quota; there is no reason for limiting the quota vaidity period (i.e., they
should be adle to use the quota whenever they wish within the quota period); and buying and
renting should be fine for dl firms of whatever sze or with whatever fadilities Put differently,
the rules need only to say which commodity item can be imported (certain HS numbers) and that
imports nust be made by the end of the quota period. The temptation to use the quota regulatory
system to meet other objectives should be resisted.

Ancther way to keep the quota adminigtration syslem as smple as possble is to minimize
the uncertainty and rule changes associated with the regime. Even if there are a number of rules,
if these rules are transparent, well publicized and not changed too often, the uncertainty factor
facing quota users is subgtantialy reduced. This is paticulaly an issue in developing countries
where quota regimes ae often characterized by little information and a possble lack of
trangparency and openness, perhaps to facilitate corruption of various types.

One added rule type may be useful, and that concerns the general question of the
distribution of quota rents and whether the recipient should pay for the quota. (Note the possible
legd issues surrounding any payment for the quota, beyond the in-quota tariff and a cost of
sarvice, as mentioned above) It may be judged desirable to tax away some of the profits (quota
rents) accruing to quota holders. This can be done effectivdly and completdy by an auction, but
it can dso be done less thoroughly by imposing a charge to acquire the quota This has the
advantage of generating some public revenue as well as leaving some profits in the hands of the
quota recipient (although reducing those profits by the amount taxed by this charge). And the
charge can be infinitely varied to achieve any desired split in revenues (quota rents) between the
quota recipients and the treasury. One disadvantage of such a charge system is the difficulty in
knowing, a least a the outset, what to charge. Observations on the transfer price prevailing in
private transactions can be a guide to the totd rents and to an gppropriate charge to levy on initid
dlocations.
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One advantage of both these payment schemes is that they have the effect of reducing
rent seeking or corruption by those wishing to obtain the quotas. Rent seeking induced by a
guota alocation scheme can make the system very inefficient in terms of the waste of time and
money Spent in lobbying, especidly when quota vaues are high. This can be reduced or
prevented by making the receipt of quotas less lucrative by auctioning them or darging a fee for
them that is close to the auction price. In generd, rent seeking can be reduced by keeping the
quota dlocation sysem rules-based, with clear redlocation criteria and a mechanica redlocation
process with no scope for case-by-case adjugments or individud judgments. (Keeping the
gysdem rulesbased is dill conggent with imposng pendties tha may result in quota
redlocations for behavior by quota holders consdered undesirable by quota adminigtrators. The
key issue is that these penalties be specified in advance and not discretionary.)

Another way to make the quota system work more efficiently is to define two types of
guota — permanent and annuad. TRQs are usudly vdid for only one year. In some cases, it
may be more efficient for a firm to own the quota outright, so that the amount of quota the firm
will have in future years is known with cetanty. This can be accomplished by defining a
permanent quota, according to which the firm would receive the annud import rights every year
in perpetuity (subject to the possble future demise of the regime, of course, and subject to “use it
or lose it” provisons). Yet to have only such a “permanent” quota is less efficient than giving
the permanent quota owner the flexibility of keing able to rent out (or in) some permanent quota
from year to year. In other words, an efficient quota sysem will involve both permanent quota
(for acquigtion for long-term reasons) and one-year quota or the renta of permanent quota (for
short-term reasons of fluctuating markets and generd flexibility). Managers of such schemes
can draw on the experience of TRQ adminigration for short-term, one-year renta arrangements

and for long-term, permanent quota arrangements.

A number of other issues regarding TRQ systems concern the efficiency of the quota
adminigrative system, the profitability (Sze of quota rents) of the export opportunities opened up
or redricted by the TRQ, and the equity of quota dlocations. This alocation issue is as much
about which entities within a country receive import rights, but which countries gain the right to
export into the importing region through the TRQs. Five issues can be addressed: How
aggregated are TRQ commitments, and a what level of commodity aggregation are TRQs
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adminigtered? Second, should TRQs be targeted patly or completdy to specific countries
exports (“country reserves’)? Third, should State trading enterprises (STES) be handling or be
the recipient of TRQs? Fourth, should import dlocations be redtricted to industry segments,
establishments, and product end-uses? And fifth, are there adminidrative matters concerning
handling the TRQs, such as vdidity periods and unfilled quota provisons, that lead to fewer
imports or lower-vaued imports that lower the vadue of the TRQ to the exporting country?
Finaly, there is some confusion about whether a problem in the eyes of an exporter is due to a
country’s TRQ implementation system or to the negotiated access and commitments agreed upon
in the URAA. One such example would be the debate about tariff pesks, which is not a TRQ
issue per se, and will not be discussed here.  Another is the actud levd of the TRQ, which was
aso negotiated and is not an issue of TRQ adminigtration.

On the subject of aggregation, to maximize the vaue of the TRQs one would like to see
commitments defined as broad aggregates and administered smilarly.  However, if the TRQ is
defined broadly (eg., “eggs’), yet in tems of adminidtration it can be used only to import
processed eggs, not table eggs, the TRQ will be valid only for low-vaued egg products. This
mix of commitment and adminidration detall effectively reduces the market access of the TRQ.
To maximize the vdue of market access for a given TRQ, the commitment should be made
across a broad commodity category, without further adminidtrative condraint, and the private
trade should determine which products to import within that broad commodity category.

The country reserve or preferential trade issue is redly one of equity in digtribution of
TRQs among different countries exports. But limiting a TRQ to a specific country’s exports
lowers the benefit in terms of trade liberdization of the TRQ compared with dlowing any
country’s exports under that quota, as in the previous case discussed. Certain country alocations
existed prior to the URAA, and these were continued to ensure that those countries would not
loe as a result of an importe’s URAA commitments under the guiddines for edablishing

current access commitments.

The matter of STEs handling TRQs remains contentious.  One argument is that the STE,
often less influenced by market consderations, may have no incentive to fill the TRQ. A smple
datistical correlation, as done by the WTO Secretariat in June 1998, shows that state trading
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enterprises fill their TRQs as completely as other recipients of TRQ dlocations.  Although it may
be expected that STEs would not have the incentive to fill ther TRQs, in an actuad gStuation this
depends on the specific incentives faced by the firm, agency, or STE. That kind of detall is not
revedled by ample corrdations, and so this gpproach offers only an incomplete test of STE
behavior infilling TRQs.

Another complaint is that the STE, especidly if it represents producer interests, will
choose to limit the TRQ to lower valued imports within that category or to pay the exporter
lower prices for the good in question than would be pad under a private market transaction.
Therefore, the argument goes, dlocating TRQs to STEs is likely to reduce the market access
represented by that quota, either quantitatively or in vaue terms. There is a generd potentid of
an STE to lower the vaue of its TRQ, and the specific use of a policy directive to import

products for processing, not retail, use.

Redricting import dlocations to industry segments, establishments, and product end-
uses, this will aso reduce the value of the market access represented by the TRQ. In effect, such
regrictions reduce the demand for those imports, compared with unrestricted, open market
dlocation of those imports. Although this redtriction puts dlocations into the hands of those who
will use it, the recipients are willing to pay less to get the adlocation than others would be.  If not,
the restriction would be unnecessary.

Consequently, this type of redtriction has the same effects as do country reserves and,
arguably, dlocating TRQs to date traders. Any restrictions on who can use or receive TRQs will
reduce the demand for and lower the implicit value of that TRQ, to the disadvantage of would-be
exporters.  There are severd examples of this kind of TRQ dlocation and it has usudly arisen for
historical reasons, where pre-URAA end-use alocations have been preserved in the current TRQ
dlocations.

With regard to adminidraive redrictions in handling of TRQs such as limited vdidity
periods for the quota and unfilled quota provisons, the tighter those redrictions, the more costly
it is to comply and the lower the demand for TRQ imports. This could lead to fewer or lower-

vaued imports, or Smply to a reduction in import quota rents (or in the implicit vdue to the
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importing country of the TRQ). This Stuation can harm the importing country as much as the
exporting country, as discussed earlier.
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3. TRQsand GATT Rules

Article 4 of the Uruguay Round Agreement on Agriculture [URAA] specifies disciplines
for Market Access, one of the three pillars of the agreement. Paragraph 2 of Article 4 dtates that
"members shdl not maintain, resort to, or revert to any measures of the kind which have been
required to be converted into ordinary customs duties” A footnote to the Agreement expands on
this statement:

These measures include quantitative import redrictions, vaiable import levies, minimum
import prices, discretionary import licensng, non-tariff meassures mantained through
sate-trading enterprises, voluntary export redtraints, and sSmilar border measures other
than ordinary customs duties, whether or not the measures are maintained under country-
specific derogations from the provisons of GATT 1947, but not measures maintained
under balance-of-payments provisons or under other generd, nonagriculture-specific
provisons of GATT 1994 or of the other Multilaterd Trade Agreements in Annex 1A to
the WTO Agreement.

While Article 4 edtablished an obligation to convert non-tariff bariers into ordinary
cusoms duties, the URAA left WTO members consderable discretion over how to effect this
converson. Guiddines or 'modaities for establishing tariffs and taiff-rate quotas were drafted;
and while they were generdly used by countries to prepare their schedules of commitments,
there were important exceptions, and the guidelines were not binding obligations. Severd WTO
members are dleged to have engaged in 'dirty tariffication,’ thet is, they established higher tariffs
than the suggested method would have dlowed. There were dso guiddines for cdculating
minimum access volumes, that is, how to determine 3 percent of base period domestic
consumption.  These condructed tariffs and in-quota volumes were included in members
Uruguay Round tariff schedules A window for chdlenging them exised between the time the
country schedules were submitted and the time when the URAA was accepted by the WTO
membership. If a member was able to submit a tariff that was 'too high' or an in-quota volume
that was 'too low' and it was not successfully challenged, then once it was accepted as part of the
URAA, it became 'too late€ to be chdlenged. The tariffs and in-quota volumes in the accepted
schedules became the new WTO obligations. These obligations are the Sarting point for
disputes over how the obligations are implemented and administered.
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Article XlIl of the GATT “Non-Discriminatory Adminidration of Quantitative
Redrictions’ governs the adminidration of quantitative redrictions, incuding TRQs  Article
Xl can be interpreted as being inherently contradictory. It advocates nontdiscrimination and
the use of tariffs rather than quantitative redrictions, yet it dso alows supplier tariff quotas to be
dlocated on an higoricad bads, a method tha is inherently discriminatory. The WTO is a
judicid body to enforce the law congtructed by its members. In the enforcement of Article XIlI,
far market access is dl that matters, access to quota rents plays no role. Of course, the
digtribution of rents drives many trade conflicts and is the source of disputes over TRQs.

Taiff quota adminidration concerns how the rights to import a the in-quota tariff are
digributed. This determines both the volume and digribution of trade as well as the didribution
of quota rents. It is important to keep the didtinction clear between the volume and distribution
of trade and the volume and didribution of rents The WTO is only concerned with how quota
adminigration influences the volume and didribution of trade; it has no direct interest in the
digribution of rents. However, it is the digribution of rents that motivates the politics of TRQ
adminigration. The choice of how to adminiger a tariff quota becomes a politicd decison;

many competing interests claim entitlements to quota rents.

Higtoricaly, four pogtions were put forward by various countries:

1. Quantitative restrictions are per se inconsstent with MFN.

2. MFN requires that each country be assgned an equal share of the global quota.

3. MFN can be agpproximated by dlotting the globa quota in proportion to the trade shares of

current suppliers.
4. Quantitative redtrictions should befilled on afirst-come, first-served basis.

Because of conflicting interpretations of the principle of non-discrimination, there was no
consensus, but that “there was fairly unanimous agreement that the use of globd, race-to-the-
border quotas (now permitted by GATT Article XllI) was inconsstent with MFN because it
unduly favored countries with geographica proximity and/or better transport fecilities’ (Hudec
1997, 178. n. 14). The firg pogtion clams there is no just way to solve the quota dlocation
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problem. The second postion argues for drict parity. The third postion advocates
proportionality, defined as the observed volume of trade in some recent representative period.
The fourth postion asserts (literd) priority in the form of fird-come, fird-served. This issue has
not been resolved to this date.

Instead of advocating one principle of digributive jusice and proscribing dl others,
Artide XIII dlows a conflicting set of didributive principles.  Predictably, this leads to trade
conflicts over TRQ adminidration. The interpretation advanced here is as follows quantitetive
redrictions are inconsgtent with MFN principles, however, if they are adminigered as if they
were tariffs, they can be MFN consgent. Two means of adminisering TRQs as taiffs ae
auctioning TRQ rights and alowing current TRQ holders to lease TRQ rights to other suppliers.
The two methods have radicdly different didributions of rent, but identicd expected
digributions of trade. The expected digtributions of trade are dso identicd to that generated by a
tariff, and thus consstent with MFN.

The economic interpretation of Article XIlI advanced here, and in Skully (1999a),
concludes that the GATT advocates two criteria for judging whether the quotas under TRQs are
being properly administered: (1) quota fill and (2) digtribution of trade. Quota fill requires that
imports of the in-quota volume be dlowed if market conditions permit. That is, TRQ
adminigrators should not impose any impediments to imports beyond payment of the in-quota
tariff. If apparent profitable arbitrage opportunities are not redized, it may be because of the
TRQ adminigration method. Of course, there may be other legitimate costs that have not been
observed, thus zero-fill or under-fill does not necessarily mean TRQ adminigtration is the cause.

Asfor the distribution of trade, GATT Article XlI1, paragraph 2 Sates:

In applying import redrictions to any product, contracting parties shdl am a a
digribution of trade in such product approaching as closely as posshble the shares
which the various contracting parties might be expected to obtain in the absence
of such restrictions ...

That is, one determines what the digtribution of trade (supplier market shares) would be if
there were no trade redrictions. The dlocation of the TRQ is then evaluated by how closdy the
observed digtribution of the redricted volume of trade (under tariff quota) approaches the
counterfactud didribution. The economic principle underlying the didribution of trade criterion
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is the minimization of trade digortions given the TRQ condraint. The GATT principle of non
discrimination assarts that trade shares should be determined by the reaive efficiency of

suppliers and not by aternative, discriminatory criteria.

Subparagraphs in XlIl 2c and 2d, on supplier quotas, are clearly contradictory in
advocating both non-discrimination and tolerance (if not advocacy) of discrimination.  The
subparagraphs dlow for “supplier tariff quotas” TRQs that are dlocated to supplying countries
and require that “the imported product originate from a particular country or source’. Thus, they
dlow importing countries a GATT-condgtent means of discrimination.  As for how the supplier
tariff quota shares are apportioned, GATT Article XllIl, 2d dates that agreement should be
sought among al interested WTO members but thet if thisis “not reasonably practicable,” then:

the contracting paty concerned shdl dlot to contracting paties having a
subgtantid interest in supplying the product shares based upon the proportions,
supplied by such contracting parties during a previous representative period, of

the total quantity or value of imports of the product, due account being taken of

any special factors which may have affected or may be affecting the trade in the

product.

The two itdicized phrases (here, not in the origind) have been the subject of further
definition by the GATT in a series of interpretative notes to Article XIll. The convention has
been to use an average of the three years prior to the impodtion of a redriction as the
representative period. Several disputes have arisen over base periods during which there were
other redtrictions on trade. The GATT recommends that shares be dlotted according to the trade
shares “which would correspond to what could reasonably have been expected in the absence of
redricions”  Once again, this is the free trade counterfactud didribution of trade, the

operationa equivaent of non-discrimingtion.

With regard to the meaning d special factors, the GATT interpretation includes “changes
in reldive productive efficiency” which may have occurred snce the representative period “as
between the various foreign producers” Clearly, changes in competitive advantage are viewed

as an appropriate cause for regpportioning supplier shares.

Thus, XIlI: 2c and 2d ingtruct member governments that they are dlowed to transfer
TRQ rights to incumbent exporters, but that they should do so in such a way as to approximate
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the free trade counterfactud digtribution of trade. This is not a smple task. The passage above
elucidating the term “specid factors’ gives the impresson that exporter shares can be (and,
indeed, should be) redlocated in line with changing economic conditions.  Logicdly this
regpportionment should be without compensation.  If quota rights are granted partidly to
compensate for lost market access due to the imposition of a quota, then quota rights should go
to those suppliers actudly harmed by the quota If a supplier granted quota suffers a loss of
competitive advantage and is incgpable of exporting without the quota rent, then the quota
clearly no longer denies market access and there is no basis for compensation. It is the lower-
cost entrants who are impaired. However, once vested with quota rights, suppliers aggressively
defend what they view to be their property rights to quota rents.

We are unaware of a case where this kind of reallocation has occurred in accordance with
Article XIIl. The lack of such redlocations is hardly surprisng.  Firdt, Article XIII 2d ingructs
the country imposing the quota to “seek agreement with ... al other contracting parties having a
subgtantia interest in supplying the product concerned.” As share regpportionment is a zero-sum
game from the point of view of quota holders, agreement among them is unlikely. Second, the
primary reason the government imposing the quota chooses to dlocate “supplier quota’ is to
gppease suppliers harmed by the quota.  In this regard it is dmilar to a voluntary export restraint
whereby the quota-constrained exporter is partidly compensated by the trandfer of rents from the
importing country. For example, the U.S. tobacco, peanut, and sugar TRQs (and some in dairy)
trandfer quota rents from the United States to the holders of TRQ rights. The quota rights are
nontrandferable, and the product dedivered in-quota must be the domestic product of the
exporter.  Such compensation might have been reasonably and non-discriminatorily gpportioned
when the quota was imposed, but with the passage of time and changes in the rdative
comparative advantage of potential suppliers of the control product, the distribution of shares can
become increasingly maapportioned. The dlocation of the right to export via "country specific”
TRQs is dso contentious because an exporting firm has the potentid to obtain the rents available
through bargaining power, imperfectly competitive practices, and/or the issuance of an export
license.

An example of a dispute over the method by which country-specific export quotas are
dlocated is the "Banana Dispute’ (WTO, 1997a). Exporters argued that the methods used by the
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EU in dlocating export quotas were discriminatory and did not reflect recent trade patterns.
Export quotas were dlegedly alocated to some countries but not others with comparable or even
greater higtoricd trade levels. As uphdd by the Appellate Body in the Banana Dispute, this is
inconggent with Article XllI, dthough the later rules that importers alocating export quotas
may:

...5eek agreement with respect to the dlocation of shares of the quota with al

other contracting paties having a subdantid interest in supplying the product
concerned.

If an agreement is not possible, then export quotas are to be alocated to those countries having a
"Subgtantid interest” based on shipments during a "previous representative period.” The EU was
accused of not alocating quotas consgtent with exports in the "representative period”, with some
countries receiving higher quotas than historica exports and other countries less. The EU dso
alocated export quotas to nontWTO members, provided additiond amounts to Lomé countries
above and beyond that "required” by the preferentid agreement, and assgned shares to some, but
not al countriesthat did not have a"subgtantia interest.”

The Banana Pand aso ruled on the issue of the EU requiring only some countries to
issue export licenses to exporting firms for the country-specific export quota The EU was found
to be in violaion of Artide | of GATT which requires that "...dl rules and formdities in
connection with importation and exportation...be accorded immediatedly and unconditiondly to
the like product...". Hence, not requiring export licenses for al countries with export quotas was
not in accordance with the MFN clause. Countries with export licenses were given preferentid

bargaining power because it alowed them to extract a share of the quota rents.

The Banana Dispute dso highlighted the problems of dlocaing import licenses.  There
are inconsgencies across countries in regard to the period of vaidity for the import license, the
gze of the licenses, digibility requirements for an import license, redlocation of unused licenses,
and requirements for the use of the license. Ovedl, firms importing from Latin America faced
very complicated licensng procedures in comparison to firms importing African, Caribbean and
Pecific State (ACP) countries. The first had unnecessary burdens imposed on them, which were
deemed to be treated in a discriminatory, trade redtrictive and trade distorting manner.  These
importing firms faced nonautomatic licenang, and had to goply many times, which often
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ddayed imports (sometimes for the T three weeks of every quarter, according to daims filed by
Ecuador). The Pand ruled that licenang rules are generdly covered by Article 1 GATT as “...
rues and formdities in connection with importation and exportetion...” and therefore, the EU
was found again in violation of thisGATT article.

The Agreement on Import Licensng Procedures in the WTO requires that the gpplication
process for obtaining and renewing a license be as smple as posshle, and that dl rules and
information concerning the procedures should be published. The Licenang Agreement provides
for two types of import licenang: automatic and non-automatic. Rules gpplied by importing
countries for licensng procedures should "...be neutrad in gpplication and adminisered in a far
and equitable manner.”  No licensng procedures should be trade distorting or restrictive and
"...no more adminidratively burdensome than absolutely necessary to administer the measure.”

However, the importing country gets to decide what is far and equitable and which
methods are least 'adminidratively burdensomée. The Licendng Agreement sets only vague
guidelines, many of which are open to the interpretations of the importing countries. In the
Banana Dispute, the EU's import licenang scheme was deemed to be "highly complex" for
imports from Latin America (WTO, 1997b).

The licenang procedures were found to be inconsstent not only to Article | but aso to
Article 11l (nationd trestment clause) and Article X (applying different sets of rules) as well as to
GATS rules Even though it is true tha Article XIIl of the GATT is not concerned with the
digribution of rents, rents cannot be abitrarily be distributed such that it dters competitive
conditions for firms in a discriminating way. That is what the dispute around GATS was dl
about. Even though the European Union had clamed that the didribution of quota rent was to its
discretion and not within the scope of WTO rules, the Panel blamed precisdy the fact that firms
of complanants origin, which were mostly category A operators, had to purchase licenses from
EU/ACP firms, which were mosly category B operators, in order to mantan ther previous
market share within the sector of Latin American Bananas (see Chapter 12 for detals). The
price of these licenses sometimes usurped the entire quota rent. The European Commisson that
had reported that the licenang regime was designed to “cross-subsidize’ bananas of EU and
ACP origin, and 0 intended this digribution effect.  To sum up, this previous Pand decison
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makes clear that quota rent cannot be used a will to manipulate competitive conditions in a

discriminating way in service sectors which are tied to the supply of the import restricted good.

These issues surrounding country-specific export quotas, exporting firm licenses, and
import-licenang procedures highlight the problems of discrimingtion and  exemplify the

inefficiencies that can arise.
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4, An Overview of Tariffs, Quotasand I mports Worldwide

The purpose of this chapter is to provide an overview of tariffs, import quotas and trade
for individuad commodities and countries under the TRQ sysem. We use preiminary data from
the Agricultura Market Access Database (AMAD) project and data from the WTO. AMAD is a
cooperative effort among the OECD, FAO, UNCTAD, Agriculture and Agri-Food Canada,
European Union Commisson - Agriculture Directorate-General, the U.S. Depatment of

Agriculture - Economic Research Service, and The World Bank 3.

In this chapter, an overview is presented on the fill rates --the levd of notified imports as
a percentage of the scheduled quotal® -- as well as on the rdative levels of tariffs  We dso
illugrate the ggp between in-quota and out-of-quota tariffs by providing examples for sdected
countries and commodities An examination of worldwide data gives us a generd indication as
to how the TRQ system is operating in terms of liberdizing trade, and provides a context for the
individua case sudiesto follow.

4.1 Fill Rates

Countries with TRQ commitments are required to notify the WTO each year on the
scheduled TRQ for that year and actud in-quota imports. The effects of market access
commitments on trade are difficult to isolate from the effects of changes in market conditions.
Many agricultur commodity prices reached near-record highs and near-record lows in the
URAA implementation period. One summary ddidtic that can be used to assess improvements
in market access is the fill rate of the import quota. A fill rate greater than 100 percent indicates
that notified imports exceed the scheduled quota. This is not to say that where quotas are not
filled countries are not meeting their commitments. There are many reasons that fill rates can be

less than 100 percent and they are discussed extensively e sewhere in this document.

13 Dataare available at www.amad.org.
14 Defined as the “in-quotaimport fill rate” in Chapter 2.
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Table 4.1 provides data on the fill rates'® The countries included in Table 4.1 account
for 912 of the over 1,370 scheduled TRQs. It can be ascertained from Table 4.1 that some
countries have not notified al of their TRQs on which they made commitments. Noatifications by
both OECD and ‘other’ countries increased in three years 1995-97. In 1997, OECD and ‘other’
countries tabled 84 and 80 percent of their scheduled TRQs, respectively.

Reporting average fill rates as a summay datistic of market access has limitations (see
adso Chepter 2). Fird, notification procedures are not uniform across countries.  Some countries
only report imports up to the quota leve, while others report dl imports subject to the in-quota
taiff rate.  While this discrepancy is not a problem when there is quota under-fill, it does
otherwise under-estimate market access. On the other hand, some countries like the EU notify
imports based on licenses granted rather than on actua imports. This reporting method could
over-etimate market access if importers do not fully utilize their licenses.  Attempts to reconcile
notifications with trade data are inundated with difficulties. For example, the EU trade data are
difficult to decipher because the same trade codes appear in severd TRQs.

Second, the fill rates reported in Table 4.1 give equd weight to dl TRQs, irrespective of
trade volume or vdue. A fill rae cdculated on a scheduled TRQ of 16 tonnes has the same
weight as a fill rate based on 1,600 tonnes. However, weighting schemes are problematic
because the units differ within and among countries, even within the same TRQ and the diversty
of products that comprise any TRQ makes it difficult to weight them by vdue. The average fill
rates are aso mideading because some are equal to zero and others are equa to 100 percent.

Third, the URAA did not mandate that each quota be filled. In fact, a low quota fill rate
does not necessarily imply inefficiency. As explaned in Chepter 2, there may be unavalable
supply or insufficent demand such tha the in-quota tariff is effective. A fill rate of 100 percent
or more does not necessrily imply efficiency. Filled quotas may occur even if suppliers are
high cos importing firms or export countriesfirms, or date trading enterprises may have
fulfilled WTO commitments but have imported low quadity product or destroyed imports (see the

discusson on Korea and Japan to follow).  Either way, inefficiencies in the adminigtration of

15> Notification datain AMAD for 1998 are less complete due to |ags between country notifications to the WTO and
their incorporation into AMAD.
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guotas can be associated with fill rates greater than 100 percent. Fourth, independent of export
guotas or non-tradability of licenses, the method of dlocation of the import license itsdf can
have a direct impact on the quota fill rate and hence on economic efficiency. An important
indicator of adminigrative inefficiency is when there is a fill rate of less than 100 percent and
there are out-of-quota imports.  Situations like this beg the question of whether imports will
increase with an increase in the leve of the quota. In other words, the issue is whether the fill
rate is proportionate to the quota, or in-quota imports are limited, independent of the quota leve.
This becomes an important issue when determining the effectiveness of dternative trade

liberdlization scenarios.

Average fill rates reported in Table 4.1 are different from those reported by the WTO
(G/AG/ING/S7 and GIAGING/S/8). Average fill rates in those reports are based on calculations
that truncate the fill rate digtribution a 100 percent. But, trunceting the fill rate a 100 percent
losses important information on the degree by which market access may have improved.
Furthermore, this may provide erroneous information on which is the rdevant regime for these
TRQs. As shown in Chapter 2, a quota with 100 percent fill rate may be in the quota or in the
out-of-quota t; regime, depending on the leve of totad imports. But, if a country voluntarily
expands imports leading to more than 100 percent quota fill, the binding condraint may in fact
be the in-quota t; regime, a very different regme with different implications about quota rents
and domestic prices. The WTO methodology therefore over-estimates the number of TRQs that
may be in the quota or the out-of-quota & regime. This has repercussions regarding the effects of
further trade liberdization. Based on the information from the WTO, one may be tempted to
give unduly weight to quota expansion when in fact quotas may not be the binding insrument.

These problems usng average fill rates not withstanding, Table 4.1 provides a mixed
picture of how market access has changed. Some TRQs have fill rates of over 100 percent while
fill rates for others are close to zero. Among the Quad countries-- Canada, U.S., EU, and Japan--
Canada has the highest fill rate over the four year average, @ 100 percent, while the other three
each have smple average fill rates less than 100 percent. Among the Quad countries, the United
States has the lowest four-year average fill rate of 59 percent. Furthermore, between 1996 and
1997, when world prices for many agricultura commodities fel, the fill raies for the Quad

countries ether declined or remained the same. On the other hand, the average fill rate for
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Table4.1

Number of TRQs and averagefill rates OECD and selected countries

Country

Autralia
Canada
Switzerland
Czech Republic
European Union
Hungary

Japan

Korea

Poland

Iceland

Mexico

Norway

New Zedand
United States
TOTAL OECD
Indonesia
Maaysia
Philippines
Slovak Republic
Slovenia
Thailand

Number of notified TROs Number of 100% and over fill rate Averagefill rate (percent)

Total TRQs 1995 1996 1997 1998 1995 1996 1997 1998 1995 1996 1997 1998
2 2 2 2 2 1 1 1 1 117 112 103 99
21 21 21 20 20 10 9 12 15 82 98 95 124
28 28 27 27 27 18 17 15 15 338 401 374 432
24 24 24 24 24 5 7 4 5 50 55 60 69
87 54 83 84 43 18 34 34 18 75 72 69 73
75 66 68 67 67 18 2 5 8 55 52 45 43
20 18 18 18 18 5 4 3 2 78 7 74 68
67 67 67 63 64 36 31 34 31 117 128 134 121
109 19 23 29 26 8 10 11 1 43 43 39 32

20 87 86 86 na 41 43 49 na 798 994 1658
11 1 0 0 0 1 . .. . 112 . . ..
232 217 203 215 213 111 93 93 98 215 460 269 251
3 3 3 3 3 1 1 0 0 69 50 34 25
41 26 38 39 39 0 3 4 4 51 62 60 62
810 633 663 677 546 273 255 265 198 157 200 232 117
2 1 1 1 na 1 1 1 na 4306 1558 748 1399
19 19 18 . na 3 9 . na 57 162 . na
14 14 14 14 na 6 6 3 na 265 58 44 na
24 24 24 24 24 3 5 2 3 77 47 46 43
20 20 20 20 na 1 0 0 na 51 18 8 na
23 14 23 23 na 8 8 8 na 349 318 513 na

Tota average
fill rate

108
100
386

58
72
49
74
125
39

1150
112
299

45
59
176

2204
110
122

53
26
393

Source: Author’s cdculations from AMAD and WTO natifications
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dl OECD countries exceed 100 percent. By this criterion, and given the caveats discussed
above, it would seem that on average, market access to the OECD countries increased during the
firg four implementation years. However, it is difficult to didinguish what is due to policy

versus that due to changes in market conditions.

Additiond information such as the relationship between domestic and world prices would
help illuminate the discusson on the TRQ system and market access. However, in the mgority
of cases the gspecification of TRQs (usudly many different products spanning severd HS
headings in a dngle TRQ) and ther notifications (a sngle figure reporting dl imports of the
different products within a sngle TRQ) renders such comparisons infeesble. Even in the few
cases where TRQs are defined reatively narrowly, the availability of domestic and world prices
are generdly not available for consgtent comparisons.  Hence, the focus on imperfect indicators

such asfill rates.

Along with information on the average fill rates, another indicator of changes in market
access is the number and share of notified quotas with fill rates that fal within a given range.
Most of the quotas, (about 40 percent over the 4 year period), have fill rates that are equal to or
greater than 100 percent. But, as shown in Table 4.1, the number of fill rates (as wel as ther
share of notified quotas) a or aove 100 percent, declined over the four-year period. By this
criterion, it would seem that little progress has been made in increasing market access (other than
the growth in the TRQs), as aout 60 percent of the TRQs were not filled. The number of quotas
with fill rates in excess of 80 percent during this period (but less than 100 percent) represent an
additionad 14 percent of the notified quotas. Thus, a little more than hdf of the notified quotas
have fill raes that are grester than 80 percent, suggesting that dgnificant improvements in
market access remain. This point is punctuated by the fact that many quotas have fill rates that
are less than 20 percent. About 23 percent of the notified quotas during the four-year period fal
in this category and their proportion increased over the four-year period from 21 percent of the
notified quotas in 1995 to 26 percent in 1998. It is beyond the scope of this chapter, but clearly
further invedigation as to why such a large number of TRQs have such low fill raes is
warranted. The detalled case dudies that follow investigate various factors that may be
responsible.



The data in Table 4.1 suggest that focusing on increasing the quota as currently defined
and adminigered may not have dgnificant payoffs in liberdizing trade.  The mgority of the
TRQs in OECD countries are currently not being filled. Hence, further increases in quotas
without changes in tariffs or changes in how quotas are administered, dlocated, or scheduled,
may not increase market access. On the other hand, the data suggest that for many TRQs, the
guota component may not be redtricting trade. For many TRQs (at least 265 in 1997) the quotas
did not redrict trade in that a country smply expanded the quota as necessary to increase
imports. Table 4.1 indicates that for many products the quota & not binding as notified imports
exceeding the quota enter the country a the lower in-quota tariff rate. Further expanson of these
guotass may not necessarily expand trade ether.  Therefore, expanding quotas may not
necessarily liberdlize trade sgnificantly in the mgority of gStuations where there is ether quota
over-fill or under-fill. A sngle summary datidic from the natification and schedule daa to
assess the impacts of the TRQ regime is problematic, and so the case studies that follow andyze
the TRQ systems for individua commodities and countries.

4.2 I n-quota and Out-of-quota Tariff Rates

The taiff data do not incdude mark-ups or other fees. They are based on the MFN
bindings and TRQ schedules, and so exclude preferentid tariffs. In principle, the in-quota rates
ae lower than the out-of-quota tariff rates. In the URAA, industrid countries agreed to bind
ther tariffs and reduce them by an unweighted average of 36 percent during the implementation
period. Some countries chose to reduce both ther in-quota and out-of -quota tariffs, while most
opted to omit in-quota tariffs from their reduction commitments. In some cases, no change in the
in-quota tariff rates leads to out-of-quota rates becoming less than the in-quota rate. Therefore, a

pure tariff regime results because quotas become redundarnt.

The number and complexity of the TRQ tariff schedule varies by commodity and
country. For example, the US schedule of 41 TRQs congsts of 360 tariff lines that have both ad
valorem and specific tariffs. lcdand's 90 TRQs consst of 407 lines with ad valorem and
compound tariffs (ad valorem plus a specific component) while Canadas 21 TRQ schedule
contains 256 lines, many of which contain complex tariffs (ad valorem and specific dong with
expressons such as “not less than” or “not more than”), while Korea and Hungary’s TRQ in-

quotatariff schedules are ad valorem only.
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The cadculated level of protection generated by tariffs depends on the choices that are
made while aggregating and converting spedific tariffs to ther ad valorem equivdents. To
compare relative rates of protection across sectors and countries, specific rates need to be
converted to their ad valorem equivdent. Furthermore, meaningful comparisons cannot be made
a the TRQ leve (not dl countries scheduled the same TRQs, for example). Rather, tariffs need
to be aggregated to specific products such as butter, cheese, beef, wheet, and the like.

Converting specific taiffs into ther ad vadorem equivdents is abitray because a
theoretical bass for choosng a gpecific converson factor is not avalable  Furthermore,
aggregating tariff lines to compute tariffs that represent the “true’ protection level a the TRQ

level is even more arbitrary.

The problem of converting taiffs to an ad valorem equivdent and of aggregation is
illugtrated with an example for skim milk powder (SMP). Jgpan's schedule includes two TRQs
for SMP.  One SMP TRQ consdts of 2 tariff lines, and both lines have an in-quota tariff rate of
0 percent (with no specific component) while the out-of -quota rate is O percent plus 438 yervkg.
for one line, and O percent plus 470 yen/kg for the second line. The second SMP TRQ consists
of 6 taiff lines The in-quota tariff rate ranges from O percent to 35 percent, while the out-of-
quota rate ranges from 0-33 percent plus a specific component, depending on the line of ether
438 or 470 yen’kg. The average in- and out-of-quota tariff rate for each of these two TRQs
varies, depending on the aggregation method and on the price used to convert specific rates into
ad valorem rates. By taking a smple average of the taiff lines, we obtain an in-quota tariff rate
for the second SMP TRQ of 20 percent, and an out-of-quota rate of 19 percent plus 454 yen/kg.
However, the implied level of protection changes dramaticaly when trade volume is used as a
weight to aggregate the tariff. Both in- and out-of-quota tariff rates become 1 percent, while the
gpecific component fals to 438 yen/kg.

Further aggregation of the two SMP TRQs to obtain a single in- and out-of-quota tariff
rate a the product leve yidds equdly different results  The in-quota tariff rate for SMP can be
as low as 1 percent if the tariffs are weighted by trade volume, or it can be 15 percent if asmple
average is used, or 18 percent if the TRQ volume is used as the weight. The out-of-quota tariff
(induding the ad valorem equivdent using Japanese unit vaues) ranges from 81 percent when
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trade is the weight to 203 percent based on a Smple average. The out-of-quota tariff rate would
be consderably higher if a world unit vadue or a world reference price is used to convert the

specific tariff to itsad valorem equivaent.

In this paper, specific and complex tariffs were converted to ther ad valorem eguivalent
based on each country’s import unit values. Simple average ad valorem rates were computed for
each of the products in the data sample. These are reported in Table 4.2. Given our discusson
above on SMP TRQs in Japan, the caculations reported here need to be interpreted with caution.
Table 4.2 ds0 includes information on the number of TRQs and on the number of tariff lines that
were involved in computing the average tariff for that product, and the number of specific and/or
complex lines incduded in the cdculations The sendtivity of the computed average taiff to
dternative weighting schemes increases with the number of tariff lines and with the number of

gpecific and/or complex tariffs.

The results in Table 4.2 illudrate tha both the in-quota and out-of-quota rates differ
widdy among commodities within a country, and between countries.  For the sampled
commodities and countries, the in-quota and out-of-quota rates are surprisngly high, consdering
that the average tariff for al agriculturd products in 1996 was 16 percent in the EU, 8 percent in
the U.S. and 5 percent in Jgpan (OECD, caculated usng production weights). In-quota rates
range from O percent for beef and ved in Canada and wheet in the EU to 60 percent for butter in
Hungary. In generd, Table 4.2 indicates that in-quota rates are relaively smaler in Canada and
the U.S. compared to the other countries. The gap between the in-quota and out-of-quota rates
differs widedy across commodities and countries.  This indicates the potentia protection
provided by the tariffs for these TRQ commodities. Imports above the effective quota (i.e. one
that has not been voluntary expanded by the government) face the out-of-quota rate. The largest
difference between the in and at-of -quota rates is in Japanese butter with an out-of-quota tariff
that is 459 percentage points higher than the in-quota rate. The second highest gap is for butter
in Poland with an out- of-quota rate 315 percentage points above the in-quotarate.

On average, the lowest gap between in- and out-of-quota rates is in the U.S. where the
out-of-quota rate is 36 percentage points higher for the products in the data sample. The largest
gap isin Japan, where the average difference between in and out-of -quota tariff rates are 252
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Table4.2 In- and Out-of-quota MFN Tariff Ratesfor Selected Commodities and

Countries, 1997

Average Number | Number of Number of
_ Of Tariff specific
Taiff Rates% | TRQs Lines lines
_ I | out-of- In Out-of -
Country Commodity Quota | Quota Quota Quota
Canada Beef & Veal 0 32.2 1 6 0 0
Butter 10.1 | 3332 1 2 0 2
Cheese 0.8 267.3 1 17 17 17
Wheat 1.3 68.3 1 2 2 0
Average 31 175.2
EU Beef & Vea 276 | 130.2 8 49 5 49
Butter 431 | 1204 2 9 9 9
Cheese 26.1 824 9 49 49 49
Skim milk powder 33.6 94.5 1 1 1 1
Wheat 0.0 88.4 2 3 0 3
Average 279 | 108.1
Hungary Beef & Veal 17.0 714 1 10 0 0
Pork 16.8 53.8 1 11 0 0
Butter 60.0 | 1304 1 1 0 0
Cheese 50.0 814 1 11 0 0
Wheat 10.0 41.7 1 7 0 0
Corn 3.0 38.0 1 2 0 0
Average 26.1 69.5
Korea Beef & Vea 42.6 42.6 1 6 0 0
Pork 25.0 25.0 1 3 0 0
Butter 40.0 96.0 1 2 0 0
Skim milk powder 20.0 | 1791 1 4 0 0
Corn 18 348.1 2 9 0 0
Average 259 | 1382
Japan Butter 35.0 | 493.6 1 3 0 3
Skim milk powder 150 | 2033 2 8 0 8
Wheat 190 | 1297 1 25 0 25
Average 23.0 | 2755
Poland Beef & Veal 30.0 | 303.2 2 2 0 2
Pork 30.0 | 1255 1 2 0 1
Butter 400 | 354.6 1 1 0 1
Cheese 35.0 | 220.0 1 1 0 0
Wheat 225 | 1420 1 2 0 1
Corn 200 | 102.0 1 1 0 1
Average 296 | 207.9
usS. Beef & Veal 5.0 28.8 1 14 6 0
Butter 2.7 39.0 1 3 3 3
Cheese 12.2 46.1 9 53 0 53
Skim milk powder 1.8 51.0 1 2 2 2
Average 54 41.2

Source: Author’s calculations from AMAD.
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percentage points. A lower gap does not necessarily imply lower cost access opportunities
however, because a low gap can result from cases where both the in- and out-of-quota rates are
very high. For example the average difference between in and out-of -quota rates in Hungary is
43 percent points, but Hungary has some of the highest in-quota rates.

From these data, we can see one possible reason for the low fill rates -- rdaivey high in-
quota tariffs.  For many commodities in most countries, the in-quota rates are at double-digit
levels. Many are in the 20 percent to 40 percent range, with some as high as 60 percent. Out-of-
quota tariff rates for most commodities in many countries are a triple-digit leves It is not

surprising, therefore, that quota are not being filled.

Interestingly, in Korea, the in and out-of-quota tariff rates are the same for beef and pork.
This is a result of Koreas scheduled reductions in the out-of-quota rate and the planned
eimination of the quota for these two products. The pork quota is scheduled for eimination in
1997 while the beef quota is scheduled for dimination in 2001. Based on the data, the beef
guota becomes redundant after 1997, earlier than scheduled.

4.3  Applied tariffs

The observed gpplied tariff rate can differ from ether the scheduled MFN in-quota or
scheduled MFN out-of-quota rates. Using 1997 data for sdected OECD countries and
commodities, the applied rate is not materidly different from the scheduled MFN rate for most
countries and products. Canada, the EU, Japan, and the U.S. apply tariffs on the same bass as in
their schedules. That is, their schedule MFN rates are the applied in-quota and applied out-of-
quota tariff rates. Speculaion after the concluson of the URAA was that scheduled MFN tariff
rates were subgantidly greater than applied rates. Hence, it was feared that negotiated
reductions in scheduled rates would have no effect. This gap between scheduled and applied
rates was deemed to be one of the shortfals of the Agreement.

For most countries and products examined here, this does not appear to be the case.
Applied rates are the same as scheduled rates (with the exception of developing countries
discussed later in Chapter 8). The notable exception is the three products in the data sample
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from the Japanese schedule. The in-quota-applied rate is the same as the scheduled MFN rate,
but the applied rate on the out-of-quota imports is substantialy lower than the scheduled MFN
rate. For example, the average applied rate on SMP in Japan is 58 percent compared to the
scheduled MFN rate of 203 percent. The average applied rate on butter is 83 percent and is 33
percent on whest, both significantly lower than their scheduled MFN rates.

Although the data coverage on products and countries may not be representative, the data
here suggest that the gap between scheduled and applied tariffs may not be as big a problem as
initidly feared. However, scheduled MFN tariffs remain very high. The rdativdy large number
of quotas with low fill rates and the criticism that market access did not improve sgnificantly
following the Agreement may be a result of the rdatively high scheduled tariffs that remain in
the system.

4.4 Imports

Mogt countries do not digtinguish between in-quota and out-of-quota imports in reporting
trade figures. Depending upon the detall a the HSC leve for scheduled and notified TRQs and
reported trade datigtics, it may be possble to infer in-quota and out-of-quota imports from tota
trade. However, that is only the case for Canada, Japan, and the U.S. whose schedule and import
data enable one to distinguish between in-, out-of-quota and total imports.

Table 4.3 reports in- and out-of -quota trade for sdected commodities by these three
countries.  Out-of-quota imports for these products are very smdl which is conggtent with the
large digparity typicdly found between the in-quota and out-of -quota tariff rates. For example,
there are zero out-of-quota butter imports by Japan.  Similarly, Canada's 1997 trade data for
cheese indicates that Canada voluntarily expanded its cheese TRQ and there were over-quota
imports (at the in-quota tariff) of around 3,000 tonnes while out-of-quota imports were only 26
tonnes. This may be a reflection of Canada's very low in-quota tariff rate of less than 1 percent
while the out-of-quota rate is more than 260 percent.

Out-of-quota trade (both above-quota imports and those that come in quotafree) is
important for some products. For example, Canadd's out-of-quota beef imports in 1997 were
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dmost equa to in-quota importst®. In Canada's case, out-of-quota beef imports occurred while
the TRQ fill rate was greater than 100 percent. But, it is possible to have out-of quota imports
even with a fill rate of less than 100 percent because of how quotas are dlocated and
adminigered. Data here suggest that this is in fact occurring. For example, out-of-quota US
cheese imports (including many cheeses not covered by quotas) were 3 percent of the in-quota
volume even though the fill rates for the cheese TRQs were less than 100 percent. Similarly,
out-of quota butter imports occurred in the United States with a fill rate less than 100 percent.

Quotarents fill exist in these cases aswell.

Table 4.3 In- and Out-of-Quota Imports. Selected Commodities and Countries-
1997
Country Commodity In-quota Imports Out-of-quota
(tonnes) Imports (tonnes)
Beef & Ved 89,192 85,108
Canada Butter 3,440 24
Cheese 23,723 26
Whesat 117,449 984
Butter 398 0
Japan Skim milk powder 41,824 2,826
Wheat 6,314,495 917
Beef & Ved 732,330 41
us. Cheese 9,975 3,399
Skim milk powder 2,500 368
Source: Calculations based on AMAD.

16 Canada’ s out-of-quota beef imports reported in AMAD include Canada simports from the US under NAFTA at a

duty of O percent.
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45  Summary

The conclusons that can be drawn from the prdiminary data are mixed in terms of
asessing the impact of TRQs on market access. Based on officid schedules and natifications,
the cdculated fill rate for OECD countries would suggest that market access might be
expanding. The smple average fill rate has increased. But this is a biased indicator -- it does not
reflect the volume of trade involved, and so a few large fill rates can dominate the results. The
data also suggest that governments are rather innovative in their use of the TRQ system. In cases
where countries want more imports, they smply expand the TRQ to incresse imports a the
lower in-quota rate without dismantling their armor for use in subsequent years as dedred. Since
the TRQs do not represent minimum imports, countries can use them to protect their industries as
they wish, expanding them when it is pdliticaly convenient.  Although countries can aso
manipulate ther tariff schedules to obtan smilar results by lowering gpplied taiffs, the data
suggest that quotas have been voluntarily expanded frequently whereas gpplied tariffs tend to be
a the schedule MFN rates.  The data also indicate thet the in-quota tariffs are rdatively high for
most commodities. They tend to be in the mid- to high double-digit range, and in most cases,
they are the binding instruments.  Out-of-quota tariff rates are very high, often over 100 percent,
thereby negeting the posshilities for out-of quota imports in most cases. Applied taiffs for the
products and countries examined in this sudy are dmost equd to the scheduled tariffs,
suggesting that further reductions in scheduled tariffs may eventudly lead to improvements in

market access.
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5 TRQsin the European Union

5.1 A Brief Description of TRQs in the European Union

The European Union edtablished 85 taiff rate quotas in its Schedule resulting from the
Uruguay Round. An extra quota for grape juice and grgpe muds (following negotiations under
Artidle XXIV.6 of the GATT in the context of EU Northern enlargement) was added in
September 1996. A quota for rum and taffia was added in July 1997 following the 1996
Singgpore minigeriad meeting agreement d the WTO. As a result, a totd of 87 tariff rate quotas
was incorporated in the commitments of the 15 members in the EU, after Audria, Finland and
Sweden had joined the Union. The precise description of these quotas can be found in the
Officid Journa of the European Communities (OJEC, 1999)'7. Table 5.1 shows the different
categories of products covered by TRQs. It is, however, important to stress that the economic
importance of the imports covered varies widdy. For example, in some cases, TRQs volumes
are as little as 300 tonnes of meat, or 129 tonnes of poultry, while some other TRQs ded with 2
million tonnes of maize, 34,000 tonnes of tenderloins or 2.2 million tonnes of bananas. Clealy,

the number of TRQs per sg, or average figures computed across TRQS, haslittle meaning.

Table 5.1. Number of Tariff Quotas by Product Categories
Grains .
Oilseeds Sugar Dairy M eat Eggs | Others | Total
Poultry | Other
EU 15 4 12 6 22 3 25 87
Canada 5 - 11 2 1 2 0 21
USA 3 6 24 - 1 - 20 4
WTO 339 50 183 249 21 528 1370

Source: from WTO and OJEC figures.

Origin of the TRQs In the EU, most MFN taiffs were determined under the process of
tariffication. That is former messures such as variable levies were converted into tariffs.  The
taiffication process resulted in high base tariffs. TRQs were set either to preserve market access

by ensuring that historical quantities continued to be trested under former access conditions, or
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to provide opportunities for additiona imports so as to fill minimum market access obligetions in

gpite of the high, and sometimes prohibitive MFN tariffs.

In the EU Schedule, the TRQs have a clear origin. Forty-four quotas, representing a total
of 155 taiff lines in the Harmonized sysem (HS) cdlassfication a the 8-digit leve, were
presented in the schedule under current access. A totd of 37 tariff quotas, representing roughly
160 taiff lines a the 8-digit leve, were notified under minimum access.  Quotas for non
tariffied products include 6 quotas corresponding to 7 taiff lines a the 8-digit levd, for fresh
potatoes, carrots, turnips, sweet peppers, and aimonds. They are dso listed separately.

While current access quotas often correspond to live animas, beef, fruits and vegetables,
minimum access TRQs were mainly opened for meat, dairy products and grains (see Figure 5.1).
Note that the number of quotas itsdf is not very meaningful because of the heterogeneity of
TRQs, and Figure 51 mugt be interpreted with caution. In generd, the quotas under current
access correspond to larger import quantities than those under minimum access.  For example,
while current access quotas correspond to imports of roughly 430,000 tonnes of meat (not
counting large imports of live animas), minimum access quotas for meat amount to a tota of
130,000 tonnes only. Some of the 87 TRQs originated from compensating third countries for
access they used to have to the markets of Audtria, Finland and Sweden before they joined the
EU. This is the case, for example, for TRQs on iice (70,000 tonnes), oats (10,000 tonnes) and
poultry meat (700 tonnes). These are notified under minimum access in the EU Schedule (In the
WTO negotiations on compensation for EU enlargement, some other TRQs were aso opened up,
and tariffs were reduced on a number of products, see IATRC, 1997).

Some other TRQs resulted from the bilaterd settlement of earlier trade disputes.  For
example, the GATT oilseeds pand dispute was settled by the opening of 20,000 tonnes of besf,
15,500 tonnes of poultry meat, 500,000 tonnes of maize and 300,000 tonnes of whest, notified as
TRQs under minimum access. Older agreements resulted in import quotas notified as TRQs
under current access. This is, for example, the case of the compensations granted to traditiona
exporters such as the United States, for the accesson of Spain to the single market (TRQ of 2

million

17 Note that in the official schedule, two quotas for corn and sorghum are officially part of the same tariff rate quota,

54



Figure 1. Digribution of EU Minimum and Current Access TRQs acr oss Commodity
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tonnes of maize and 300,000 tonnes of sorghum). Much dder arrangements such as imports of
high quaity beef have led to a TRQ notified under current access. One of the quotas for "high
quaity beef" dlocates 37,800 tonnes to a paticular lig of countries including the United
States/Canada, Argenting, Australiaand New Zealand.

Other TRQs resulted from bilateral arrangements that the EU had in the past concluded
with individual exporting countries.  This is the case for most EU TRQs lised under "current
access'.  The reasons for which these bilatera arrangements had been agreed differ. In some
cases, past voluntary export restraint agreements were the historica source of TRQs that are now
included in the EU’'s Schedule. The export restraint agreement between the EU and Thailand,
rdaing to Thaland's manioc exports to the EU is one such case. That TRQ commits the EU to
charge no more than the tariff that exised under the bilateral agreement, on the quantity of
imports st in that export restraint agreement. It should be noted that the EU did not open p any
TRQs for products that had undergone tariffication and where no specific bilaterd arrangements
had exiged in the past. This fact is noteworthy as one could wel have argued that the high EU
tariffs thet resulted from tariffication hed, a least in some cases, the potentid of getting in the
way of the imports that used to be shipped to the EU under variable levies before the Uruguay
Round. Thus, to be on the safe sde, some exporters could well have requested the EU to set up
current access TRQs or tariffied products even in cases where no specific bilateral arrangements
had exiged in the past. However, the EU did not open up such TRQs, arguing that the tariffs that

which explains the widely quoted figure of 86 TRQsin the EU. See OJEC for details.

55



resulted from tariffication provided at least as favorable access to the EU market as the
respective non-tariff measures had done in the past.

One should dso mention the recent tariff quota dlocated to the U.S. for mdting barley
(200,000 tonnes for years 1999 and 2000). This tariff rate quota is not part of the 87 TRQs listed
above. It is pat of an agreement following consultations with the EU under WTO disoute
settlement  procedures (the U.S. chdlenged the reference price system for grains that deprived
U.S. exporters of the duty reductions on high-vaue grains agreed during the Uruguay Round).

Transparency of the EU TRQs Some seemingly technica aspects such as datidticd
classfication and the definition of products may srongly affect the practica scope of the market
access commitments under the URAA. For example, many countries have used unique or
incondgent datidticd classfication of the products under TRQs, which makes the monitoring of
the implementation of market access cumbersome.  Some countries have crested quotas with
such a degree of precison in the definition of the commodity covered that they de facto redtrict
export rights to a particular country. In some cases, there is suspicion that changes in the
classfication and product definition during the implementation period of the URAA made it
possble to shift some sendtive commodities to a more protected tariff line. Trangparency is
therefore an important criterion in the assessment of the URAA implementation.

The EU has a somewhat better record than most countries as far as trangparency of TRQs
is concerned. Indeed, it is one of the very few countries that have liged separatdy the minimum
access quotas.  This is particularly important because current access quotas are mainly a new
shel for old preferentid agreements. They are seddom open on a MFN bass, and one may
condgder that minimum access quotas are the only ones that hold the promise of leading to a
genuine increese in market accesss A separate ligting of minimum access quotas, such as
provided by the EU, makesit easier to assessthe real impact of the URAA.*®

The lig of taiff rate quotas, the levels of imports and the rdated tariffs are published in
the Officid Journd of the European Communities (OJEC) in a congdgent classfication, even

18 The separate listing of minimum access and current access TRQs has not affected the overall volume of quota set
by the EU for theindividual products. The EU opened up minimum access TRQs only where, and to the extent that,
past imports, whether coverered by current access TRQs or not, were below the required percentage of domestic
consumption.
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though it imperfectly maiches the dlassfication used in the Schedules!®. Notifications to the
WTO (G/AG/N/EEC, MA:1 and MA:2) provide information on the volume of imports under the
particular quota, the management and the alocation of import licenses, and on the levd of quota
that is pre-alocated to a particular country.

The Moddities specified that market access commitments should be based on the 4digit
levd of the Harmonized sysem (HS). Vey few countries have followed this guiddine. In
practice, TRQs were notified at the 8-digit levd (EU, Canada, USA), and even 9- or 10-digit
levd in some countries.  This narrows the range of products digible, and, therefore, may redtrict
imports to a particular list of countries. In the EU, there are a few cases where the degree of
detal in the definiion of products raises questions®® However, it is noteworthy that while the
definitions are sometimes very redrictive for the current access quotas (which, anyway may be
dlocated to a particular country, that has usudly agreed to the specification chosen), this is not
the case for minimum access quotas in the EU. For that reason, the Statistical definition of the
products can hardly be seen as imposing hidden redtrictions on imports, as it is the case in some
other countries (e.g. Korea, Japan, Brazil, Thailland which have set quotas on the bass of the 9
or 10-digit levd of the HS).

The transparency of the natifications to the WTO has been questioned since the volume
of imports that is notified by the EU correspond to the volume specified in the licenses given to
importers, not to the actud quantities imported. (Note that this is not a violation of the URAA -
other countries like Canada are in the same gtuation). The Committee for Agriculture in the
WTO quedtioned the posshility that EU imports are overestimated if licenses are unfilled. The
EU clams that it is not the case, Since a depost is required from the importer. According to the
EU, this makes it very unlikely that a trading company obtains a license and chooses not to
import the product.

19 One of the explanations of the discrepancies in description and codes s that the OJEC refers to the new EU-15
commitments, while the original Schedule referred to EU-12. Second, there have been changes in the codes of the
European Classification (Nomenclature Combinée, the European version of the Harmonized system) that has been
adopted in the OJEC. The EU continues to notify its compliance with WTO commitmentsin the former
classification, so that actual policy can be compared to the original commitments (Codes in the initial classification
arefollowed by "Ex" in the WTO natifications). In addition, both codes imperfectly match the GenevalList of tariff
lines used in the schedule on bound (out-of-quota) tariffs.
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Modalities of TRQ calculation. The Moddities mentioned that WTO countries had to offer a
minimum access in 1995 equivadent to 3 percent of the average consumption between 1986 and
1988. However, some degree of freedom could be used in the exact caculation of the leve of tariff
quota for a particular commodity. Since the Moddlities lost ther legdly binding vaue when the
Schedules were adopted, the procedures used by some countries made it possble to minimize the

impact of the minimum access commitments.

Consumption datistics often do not mach the detal of trade datidics Usng this
argument — whether judtified or not — severa countries choose to cdculate the level of quota as a
percentage of consumption for aggregate commodities, and then to alocate this aggregate leve
between the more detailed commodities, so as to set lower TRQ leves for the most sengtive
ones. Typicdly, the United States and Canada have used this procedure for dairy products. This
"dirty quotification” may have resulted in a levd of quotas beow the actua 3 percent of
consumption (see Doyle, 1999, for the case of dary products in the United States and see aso
IATRC, 1994). The EU used a smilar procedure for meat products. It caculated the overal
guota a a rather aggregated level for the meat sector, and then dlocated the quota across the
various taiff lines in a somewhat arbitrary way, and not necessarily such that imports were to be
highest in the most sendgtive markets. As a reault, the dlocation between the different categories
of meat was not the same as if the Moddities had been followed precisdly (IATRC 1994). In
paticular the TRQ for pigmeat was established a a level lower than a disaggregate calculation
for individua meat categories would have yielded. However, because of the rather large imports
of bovines and beef under current access quotas and the increase in minimum access TRQs for
pigmeat during the implementation period, the overdl EU TRQs for meat are argued to be
condgent with the 5 percent minimum access objective.  This is ds0 the case for other TRQs
than meat. For wheet, for example, it is noteworthy that the EU implemented a TRQ which
augments base period imports such that 5 percent of domestic consumption was reached in 1995
aready (the requirement was 3 percent for that year, and 5 percent only in 2000).2

20 For example, a current access quota specifies the live animals eligible with a degree of detail that includes the
particular breed of the animal (Smmental or Pinzgau). This specification was agreed with the country of origin, i.e.
Switzerland. Thisinformation is normally well beyond the 8-digit level in the EU version of the HS.

21 The minimum access quota of wheat opened up by the EU, at zero tariffs, amounts to about 0.5 percent of base
period consumption, while base period actual imports were about 4.5 percent of base period consumption.
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Most significant increases in EU market access. Current access quotas, as wdl as those
minimum access TRQs which correspond to compensation for EU  enlargement, hardly
correspond to new trade opportunities for third countries.  Taking this into account, the
examination of the EU TRQs suggests that they have only led to a limited increase in access to
the EU market. This is not specific to the EU, and it is dso the case in most WTO countries. The
man impact of the URAA maket access provisons ae to be found for those commodities
where large minimum access quotas have been set.  In the EU, this is the case for corn, for
durum and quality wheat (note, however, tha it resulted from the oilseed dispute settlement with
the U.S. rather than from the URAA). It is dso the case for cheese and skim milk powder, where
most of the increases in EU market access are likely to occur. A large quota was aso created for
the egg sector. This sector experiences little domestic support and hence domestic production has
to compete with imports.

5.2  In-quota and Out-of-quota Tariffs

In principle, a TRQ should provide access to imports thanks to a low in-quota tariff. It
should, therefore, be less redrictive than a regular quota since third countries do not face a
quantity condraint, but smply a higher out-of-quota tariff. In practice, however, out-of-quota
taiffs are often prohibitive and effectively exclude imports in excess of the quota in many
countries.  In addition, there are dso cases where the in-quota tariff itsdf was set & a rdativey
high levd, making it difficult even for in-quota imports to compete with domestic production
(ABARE, 1999).

The setting of the tariff. Even less than for the level of quotas, the Modalities did not set precise
condraints on the leved of taiffs for in-quota imports under minimum access requirements.
Taiffs should be "low or minimum", which leaves a lot of room for interpretetion. Most WTO
member countries have st in-quota tariffs as a percentage of the out-of quota tariff. However,
the percentage varies a lot across commodities and is often larger for the most sendtive

commodities.

In the EU, tariffs under current access TRQs are much lower than the respective out-of
quota tariffs. For example, the in-quota tariffs for live animas are desgned so tha the specific
component of the out-of-quota tariff (which is by far the largest duty) is st to zero. As a redult,
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imports under current access TRQs for meat products are subject to smal tariffs (from zero for
sheep meat to 20 percent for beef), with the exception of young live animds for fattening.
Feedstuffs under current access TRQs adso have very smdl tariffs (from zero to 7 percent), and
refined sugar from Africa, Caribbean and Pacific (ACP) countries enters the EU with no duty.
Butter from New Zedand dill faces a dgnificant tariff, dthough roughly haf of the out-of-quota
tariff. On average, over the 50 quotas under current access and for non-tariffied products, the
inquota tariff shows a reduction of 80 percent compared to the out-of-quota tariff of the
beginning of the implementation period?  Since in-quota taiffs have remained unchanged
during the implementation period, while out-of quota tariffs are scheduled to decrease, the gap is
narrowing. In 2001, current access tariff quotas will be roughly one third of out-of-quota tariffs

for the commodities concerned. Thereis however some variation between commodities.

For TRQs under minimum access, the EU has gpplied a rather uniform reduction reaive
to the out-of-quota MFN tariff when setting in-quota tariffs.  With the exception of quotas for
high qudity besf where no "in-quotd’ tariff is set, but where it is specified that he rate have to
be fixed by the competent authorities so as to ensure that the quota will be filled, mogt of the
in-quota tariffs have been set at 32 percent of the out-of quota MFN initid (base) tariff. The gap
is much larger for high-quaity meet, Snce meat is highly protected in the EU while it is subject
to low in-quota tariffs. Other exceptions include milled rice, durum and whesat that are subject to
a zeo in-quota tariff. In the case of minimum access TRQs, the in-quota tariffs are dso not
scheduled to change during the implementation period of the URAA. Hence for these products,
too, the gap is narrowing over time, and in-quota tariffs are close to 40 percent of the out-of-

quota tariff a the end of the implementation period.

Compared to most other countries, where in-quota tariffs were set in a more arbitrary
way, the EU procedure used for minimum access TRQs is transparent, and shows that the
"drategic’ setting of tariffs across commodities so as to protect the most sengtive commodities
has been very limited®® However, the procedure maintains the tariff disperson that can be
observed for the out-of quota tariffs. In particular, commodities, where the out-of quota tariff is

22 Thisfigureis anon-weighted average tariff across TRQs after converting specific tariffsinto ad-valorem
equivalents. The conversion was made on the basis of an average world price, constructed as the 4-year average unit
value of imports between 1995 and 1998 (cal culation by the authors).
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vary high, dill experience a ggnificant in-quota tariff. The case of butter is typica in this regard.
The out-of-quota tariff is high (Euro 2316/tonne). The in-quota tariff under minimum access is
equivdent to 948 Euro per tonne, which is dgnificantly higher than the in-quota tariff in other

countries.®*

5.3  Allocation of import licenses

Allocation of quotas to specific countries. In principle, quotas under minimum access should be
dlocated on a MFN bass. This was specified in the Moddlities. In practice, there are grey areas
in many countries.  In some countries there is a lack of trangparency concerning which quotas are
under minimum and current access. The didinction matters, as many current access quotas are
dlocated to given countries only, in particular where they have originated from preferentid trade
agreements. Countries such as the United States and Canada, for example, do not distinguish
between minimum access and current access. It is therefore difficult to assess whether or not
they have granted preferentid in-quota tariffs to specific countries®® In other cases, the seiting
of the in-quota tariff a a level higher than the regular tariff under preferentiad agreements results
in a de facto dlocation of quota to a preferentidly treated (often neighbor) country. This dl
often takes place with little transparency.

As far as trade liberdization is concerned, it makes a lot of difference whether a
particular quota is open on a MFN basis, or whether access to this quota is restricted to, say one
particular country. In practice, country-specific dlocation is used ether to prevent access or to
achieve reciprocd benefits on a bilateral bass. In addition, the possibility to alocate quotas to a
particular country may result in low imports under that quota. Indeed, quotas are sometimes
dlocated to countries that are unlikely to be able to export the commodity (e.g. some of the U.S.
TRQ for ice cream has been dlocated to Jamaica, which, unsurprisngly, is not exporting any ice
cream into the U.S., see Doyle 1999). Administration procedures often make redlocation of such

2 Thisissimilar to the reduction rates chosen for tariffs that resulted from tariffication, where the EU has opted for
a 36 percent reduction for nearly all products, and not |ess than 20 percent reduction in any single case.

24 Thein-quota tariff is Cdn$163/t, i.e. roughly US$111/t in Canada and US$123/t in the US, compared roughly to
1004US$ in the EU. Note however that this does not seem to be a prohibitive tariff, since the minimum access TRQ
for butter has afill rate close to 100 percent.
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unfilled quotas to other would-be exporters difficult. Preferential dlocation of TRQs to particular
countries is, therefore, an important issue for assessing the implementation of the URAA market
aCCess provisions.

In the EU, most quotas under current access result from old preferential agreements, and
many of them are alocated on a preferentia bass. Out of 44 current access TRQs, 17 are
dlocated to a particular ligt of countries. This includes some nonrWTO member countries, such
as the People's Republic of China.  Severa quotas are pre-dlocated to countries associated with
the European Union, such as Poland, Romania, Hungary, Bulgaria, Croatia, Sovenia, Czech and
Slovak republics, or Macedonia. Some quotas are aso dlocated to ACP countries that benefit
from a preferentid agreement under the Lomé convention. For example, this is the case for
sheep, goat, and mushrooms quotas, a 1.2 million tonne quota of sugar, and of a granted share of
the quota for bananas. Access to some tariff rate quotas is redricted to the u.S., Audrdia,
Uruguay, New Zedand, Chile, Indonesa Thailand, India, lcdand and Greenland respectively.
In some cases, the whole quota is pre-alocated to a particular country (e.g., to New Zedand for
EU imports of butter).

In the EU, quotas under minimum access are administered on a MFN basis, and are,
therefore, not alocated to a particular country. However, quotas on rice can be considered as
exceptions, snce the adminidrative conditions of the dlocation of licenses discriminate between
countries.  In the case of rice, the adminidtrative procedures (export licenses) resulted in
dlocating imports to Thalland and Audrdia As pat of the concessons made to the United
States as compensation for the accesson of Finland, Audria, and Swveden to the EU, the EU
agreed to implement tariff rate quotas (TRQ) for imports from the U.S. of 38,700 tonnes of
milled rice a zero duty and 7,600 tonnes of brown rice garting in 1996 (the new 100,000 tormes
quota for madting barley with a 50 percent tariff reduction, which is not part of the EU schedule,
isaso dlocated to the U.S)).

There is a controversy about the actud dlocation on a MFN basis of some other EU

minimum access quotas. The EU Schedule mentions that for 18 out of the 35 quotas under

25 Requests for details are often dismissed or answers often lack precision, in the WTO Committee for Agriculture.
The Canadian response to a question from Hungary in the September 1999 meeting suggests that preferential tariffs
within quota are provided to some Member countries because of regional trade agreements such asNAFTA.
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minimum access, the EU may count againg the quota the preferentid imports from Centra and
Eastern European Countries (CEECs) under the so-cdled Europe Agreements (concluded with
countries that are expected to join the EU in the near future). This is the case for pigmeat (5
quotas), poultry (3 quotas), dairy products (7 quotas), and processed eggs (3 quotas). The EU
Schedule does not specify the quantities under quota that would be alocated and the digible
countries.  The EU is suspected of granting lower tariffs to CEECs than the regular in-quota
taiffs. The U.S Depatment of Agriculture clams that this alows the CEECs to capture a
disproportionate share of the minimum access TRQs, and to regp most of the benefits of the
improved market access, especidly in the pork, poultry and, to a lesser extent, skim milk powder
(USDA, 1997). The EU dams the opposite, and that the corresponding MFN in-quota tariffs
were reduced to the same level as those under the Europe Agreement 2°. The U.S. raised the
issue officidly a the WTO during the November 1998 meeting of the Committee of Agriculture.

The EU responded that imports under European agreements are counted in the tariff quotas only
when the taiff under the preferentid agreement was identicd to the in-quota tariff and that in
other cases, there was no case where preferential imports had been counted against the quota®’

54  Management of Import Licenses

Allocation method. Inthe EU, the management of tariff quotas, with the exception of the quota
for rice and cassava, has not raised many controverses. Tariff quotas are dlocated usng manly
three methods, the dlocation as a proportion of licenses requested (44 quotas), the dlocation to
traditional importers (20 quotas), and the first-come, firg-serve procedure (21 quotas), depending
on the quota Though these procedures are not ided from the viewpoint of economic theory,
most economigts find that they do a least not discriminate explicitly among exporting countries
(see ABARE, 1999, OECD, 1999). Table 52 shows the EU management procedures in
comparison to those used by other developed countries. The pros and cons of each particular
method are described in detail in OECD (1999) and ABARE (1999).

%6 The EU initial Schedule notifiesin-quotatariffs that correspond to 32 percent of the out-of-quotatariff, while
under the Europe Agreement; preferential tariffs are, in general, around 20 percent. This Schedule, however, was
established before the Europe Agreements and may not include | ater changes.

27 This claim is supported by information from German customs that the in-quotatariffs on live animal imports from
third countries were lowered to the level charged on imports from the Central European countries.

63



Table 5.2 Number of TRQs Administered According to Administration Method (1997)

LoD | His | FCFS| ST PG AU AT mixed or Total
non
specified

EU 44 20 21 - - - - 2 87
Canada 5 6 7 1 - - 2 21
Korea 4 - 21 10 4 5 2 21 67
Israel 2 1 1 - - 2 6 12
Japan - 12 - 4 1 - 3 20
M exico - 1 - - - 10 - 11
Switzerland 28
Thailand 10 3 2 - 5 1 2 1 23
USA 1 - 27 - - - 26 54
LoD: Licenses on demand, on the basis of quantity requested, uniform reduction if the sum of requests
exceeds TRQ;
His: allocated to historical importers;

FCF
ST:
PG:
AU:
AT:

Mixed: includes |ottery in the USA.

S: First-come-first served.

Licenses allocated to state owned importer.

Licenses allocated to producers' organization.

Auction.

Applied tariff (unlimited imports, TRQ notified but not enforced)

The three types of procedures are the following cases:

Licenses as a function of quantities requested. Licenses are on demand, until they exceed
avalable quantities. The dlocation of licenses can be the responshility of the Commisson,
as it is the case for fruits (cherries, gpricots, oranges, lemons), or of Member states of the EU.
In that case, naiond governments indicate to the Commisson the number of requests and the
quantities requested.  If the sum of the import licenses exceeds the TRQ, the Commission
reduces proportiondly the level of each license. Under this system, conditions for entry are
known and this provides a degree of certainty to importers on the precise tariffs and entry

conditions.

Allocation to traditional importers. For some quotas, in generd under current access, import
licenses are atributed to traditiona importers.  This has the advantage of maintaining
edtablished contacts and preventing speculators from winning control of licenses, but may
result in rigidities in the market. In order to leave access to the market to newcomers, a share

of the quota is reserved to new importers in the EU. For live cattle, for example, 20 percent
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of the quota is alocated to newcomers, the rest to traditiond importers. This provison aso
exigts for the quotas for beef, bananas, mushroom, whest, skim milk powder, and butter.

First-come, first-served. For 3 quotas (offads, live sheep, potatoes) there is no rule for
dlocating licenses in the EU. They are attributed by order of request to the importer, even
though these quotas are dlocated to a pre-defined list of countries. The advantage of this
method is that it reduces the odds of creating vested interests, compared to a licensng

system. However, it may encourage concentration and seasondity of imports.

No quotas are dlocated through state monopoly and producers organizations. Two
guotas are considered as managed by a mixed procedure by the WTO. In these cases, the share
of the quota that is pre-adlocated to a given list of countries is managed on a firg-come, firg-
served bas's, while the share of quotathat ison aMFN basisis provided through import licenses.

Administrative restrictions. The management of the quota sometimes imposes additiond
requirements on importers (and sometimes exporters) in order to dlocate licenses. For example,
in order to be eigible to import live cattle, beef, corn, rice or wheat, importers must be registered
under the Vdue Added Tax sysem of one Member State. In a few cases, (some beef offds)
imports are dlowed only for processng. Grgpe juice can be imported only if it is used in
products other than wine. Importers of raw cane sugar must process it before the following first
of duly, and mus themsdves be refiners. In some cases, it is required that the authorities of the
exporting country provide a certificate of authenticity of the product. For cane sugar, a
cetificate of origin must be provided. Findly, would-be importers of rice, corn, millet, durum or
oats must show that they have traded this commodity within the last 12 months. For eggs, it is
required to have imported a least 50 tonnes of egg products during each of the last two years
(smilar conditions exist for turkey meat). For cassava and rice, export licenses are required
from particular countries (Indonesia in the case of cassava; Thalland and Audrdia in the case of

rice).

Validity of licenses. For 59 out of the 87 tariff quotas, import licenses have a limited period of
vdidity. This type of redriction aso exiss in many other countries (eg. Canada). In the EU,
imports must teke place within a few months, but the vdidity is shorter in some particular cases.
This could be a problem for imports from remote countries. For example, the vaidity of the
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import license for wheat (7 days), durum (7 days) or sugar (30 days) could be an adminigtrative
obstacle to imports. These provisons have been questioned within the WTO Committee for
Agriculture. The EU dams that the system is desgned to avoid excess subscription to tariff
quotas, that, even for whest, importers have in fact a 45-day delay between the subscription to an
import license and the expiration of the vaidity of the license; and tha the tariff rate quotas in
guestion have been fully utilized (June 1997 mesting).

55 Fill Rates

The fill rate expresses actud imports as a percentage of the TRQ volume concerned. Hil
rates can be seen as an ex-post check of the way countries have implemented the market access
commitments of the URAA. As shown in Chegpters 2 and 3, the fill rate is an ambiguous
indicator, snce market forces can explan a low fill rate. Table 5.3 shows average fill rates.

Bureau and Tangermann (1999) provide more detalls.

Table 5.3 Fill Rates of TRQs, 1995 — 97 Average (minimum and current access)

Rate 1995 Rate 1996 Rate 1997 Average

1995-97
EU 75% 71% 73% 73%
wTO Members' 65% 63% 46% 58%
Canada 78% 85% 83% 82%
Japan 70% 71% 70% 70%
USA 48% 53% 56% 52%
Korea 78% 76% 76% 7%

Source: WTO

'countries notifying TRQS

Current access quotas. The fill rate of quotas under current access is, on average, 73 percent.
Averages are, however, of little meaning because of the presence of very smdl quotas in the lig.

It is necessary to focus on the large quotas in order to have a better image of thefill rate.

Sixteen of the EU’s 44 quotas under current access had a fill rate lower than 85 percent in
97. TRQs for live animas were close to being fully utilized. The man quota (169,000 heads of
live young cattle for fattening) was filled at 100 percent. Current access quotas for beef (roughly
140,000 tonnes) are dso dmost entirely filled (with the exception of a very smal quota for
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buffalo mest).?® For sheep mest, the large quota of 283,000 tonnes was 88 percent filled in 1997,
but the quota for live sheep and goats was filled only to 64 percent. Regarding dairy products,
the main quota is a 72,000 tonnes of butter alocated to New Zedland. The fill rate has yet to be
notified, the EU aqguing that there was a problem of product definition that was dill
unresolved.®®  Quotas for cheese (for processing and cheddar) alocated to New Zedand and
Augrdia have been dmog entirdly filled.

The lower fill rates observed are those for feedstuffs. The 55 million tonne quota for
cassava, dlocated to Thalland, and the 600,000 tonnes of sweet potatoes alocated to China had
low fill rates in 1997 (61 percent and O percent respectively). So do the 135,000 tonnes of
arrowroot and manioc TRQ, dlocated to China and other nonrWTO countries (11 percent fill
rate), and the 135,000 tonne quota for bran (8 percent fill rate). The main reasons for the low fill
rates are, according to the EU, that several years of reform of the Common agriculturd policy
and, in particular, the sgnificant cuts of EU support prices for cereds under the MacSharry
reform have reduced demand for imports of feed duffs, that were used as cered subdtitutes.
There is little doubt that this was indeed the case, given the large shift in consumption from
imported grains subgtitutes such as Corn Gluten Feed to domegtic grains that have taken place in
the EU over the last few years, in spite of the low tariffs for grain subdtitutes. In addition, the
man suppliers of cassava are themsdves becoming larger users, or find increesng demand in
neighboring countries. This is a0 the case for China, whose domestic demand absorbs supply
of Sweet potatoes and arrowroots. The large quota for maize (3 million tonnes) and sorghum
(300,000 tonnes) has only been utilized a 70 percent in 1997 in spite of a variable tariff that is
supposed to be adjusted S0 as to ensure that the quota will be filled (note that imports of sorghum
far exceeded the quota in 1996). It is intereting to note that descriptive datistics show no
obvious relationship between the rate by which the in-quota tariff is reduced reldive to the out-
of-quota tariff, and quotafill.

The quotas that correspond to non-tariffied products, are in generd very smdl, with the
exception of dmonds (90,000 tonnes), which is fully utilized.

28 Note that imports under the 11,500 tons quota of high quality beef (fromanimals normally not supplemented with
hormones) allocated to the U.S were suspended in June 1999 after the EU claimed that hormone residues were found
in 12 percent of the meat tested. In 1998, preliminary figures suggest that this quotawas filled up to 60 percent only.
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Minimum access quotas. The fill rate of quotas under minimum access is 74 percent. Again, an
arithmetic average must be interpreted with caution, given the consderable heterogeneity of the
different quotas. The quota for rum and taffia, for example, has a very low fill rate because the
last available figures notified refer to 1997, when the quota was implemented. Overdl, fourteen

of the minimum access quotas have afill rate lower than 85 percent.

The three quotas (roughly 20,000 tonnes) for high qudity beef are fully utilized. So are
the quotas for poultry cuts (30,000 tonnes a the end of the implementation period). The quota
for skim milk powder (40,000 tonnes) and the various quotas making up a total of 15,000 tonnes
of cheese ae dso fully utilized.  The various quotas for pigmeat ae among the mogt
underutilized ones.  The reason is, according to the EU, the low demand from the industry for
imports, especidly in processed products (sausages) because of the competitiveness of EU
production.®®  (Note tha minimum access quotas for pigmeat represent reatively small
quantities, anyway). The quota for eggs for consumption shows a fill rate of as little as1 percent.
Agan, the EU explains this gStuation by market conditions, and points out the 100 percent
utilizetion of the quota for egg yolks and eggs not in shell. The egg dbumin quota is only filled
up to 46 percent.

Minimum access quotas for grains include a 500,000 tonne quota for maize, a quota for
husked rice (20,000) and for milled rice (63,000 tons) and a quota for quaity wheat (300,000
tonnes) that are completely utilized3! Note that, in some cases, fill rates are below 100 percent
with actua imports having been above TRQ volumes. An explanation is that the adminidrative
procedure for accessng imports under quotas is very complicated and involves significant cods.
In some cases where the difference between the in-quota and out-of-quota tariff is limited,

importers prefer asmpler adminigrative procedure to alower tariff.

2 The quarrel between New Zealand and the EU about the treatment of spreadable butter has meanwhile been
settled.

30 Oneindication of the competitiveness of EU pigmeat producers is that this product is anong those with the largest
shares of non-subsidized exports among all agricultural products for which the EU has export subsidy commitments.
In 1996/97, 65 percent of EU pigmeat exports were shipped without subsidies (according to the EU notification of
export subsidies).

31 The 300,000 tonne quota for quality wheat showed only a 30 percent fill ratein 1997. The Eu Commission

pointed out that this happened in spite of a zero tariff applied within the quota (see Table 2). This quota was entirely
filled in 1998. The 50,000 tonne quota for durum showed a 86 percent fill rate in 1997; Durum imports were not

notified for 1998 when this paper was written.
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In the case of the EU's minimum access quotas, descriptive datiics show a clear
relationship between the rate of tariff reduction and quota fill. This suggests that there may be a
tendency for quota fill to be the higher, the lower the in-quota tariff is relative to the out-of-quota
taiff.

5.6 Conclusion

The EU created a large number (87) of TRQs after the Uruguay Round, following the
agreement laid down in the Modalities that minimum access should be provided and that current
access (i.e, access that existed before the Uruguay Round) not be restricted. Unlike those of
nearly al other countries, quotas in the EU's Schedule are dearly categorized as minimum
access or current access TRQs, providing trangparency in this regard.  Roughly two-fifths of the
EU’'s TRQs come under current access, usualy providing continued access, on a bilaterd bass,
for exporters who in the past enjoyed preferentia access to the EU or who had low or zero tariff
access to EU markets for products under voluntary restraint agreements. As far as quantities are
concerned, the EU’'s current access quotas tend to be much larger than those created under

minimum access.

In etablishing the TRQS, it appears that the EU has generdly not deviated from
fundamentd rules in the Moddities As in many other countries, there was a bit of “dirty
quatification” in the EU, both in terms of product specification and the cdculaion of minimum

access quantities based on domestic consumption.

In the EU, the rdaionship between in-quota tariffs and out-of-quota tariffs differs greetly
between current and minimum access. Under current access, in-quota tariffs as percentages of
above-quota tariffs vary widdy across products, because the individuad TRQs reflect ther
higorica origins and, hence, the (usudly) low levels of protection that the EU had higtoricdly
agreed with the exporting countries concerned. For most minimum access TRQs, on the other
hand, the EU has st in-quota tariffs a a universa percentage (32 percent) of out-of-quota tariffs,
and has not distinguished between less and more sendtive products. For both current and
minimum access quotas, in-quota tariffs remained congant during the URAA implementation
period, S0 that over time they have risen reldive to the declining out- of-quota tariffs.
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In adminigering license dlocation under the TRQs, the EU has not been particularly
inventive, either in using approaches that make it difficult to import the products concerned or in
devisng innovative approaches or methods, such as auctioning, that are economicaly more
convincing than the other, more frequently used, approaches.

Fill rates for TRQs in the EU have been reasonably high and have increased over time. It
is interesting to note tha some of the larger current-access quotas have exhibited relatively low
fill rates, more so than have minimum access quotas. This was paticulaly so with current
access quotas for feedstuffs that in the past was used as cered subditutes in the EU. With the
ggnificant cut in EU cered support prices, it is no surprise that import demand for these
feedstuffs has declined noticeably. As far as we can see, no case has been identified in which the
EU has ddiberatedly used quota management procedures to make access to its markets more
cumbersome than expected under a TRQ regime.

Overdl, it appears that the EU has played a reasonably far game as far as TRQs are
concerned. Concerns do remain, though, as to the exact articulatiion of the Europe Agreement
and the quotas under minimum access. The EU has indicated in its schedule that imports under
the (preferentia) Europe Agreement could be counted againgt certain quotas. Even though this
provison is used when preferentid tariffs under the Europe Agreement and in-quota (MFN)
tariffs are amilar, other countries fear that this could result in CEECs taking grester advantage of

the EU increase in market access under the minimum access provisons.

It is dill difficult to make an assessment of the actua increase in access to the EU market
that has resulted from the URAA. The scheduled decrease in taiffs is gill being implemented,
some datigics have yet to be published, and because of short run fluctuations of world prices,
one needs a few more years to assess changes in import flows. However, it is very likey that
most of the increase in access to the EU market has resulted from the setting of minimum access
TRQs. The 36 percent cut in bound tariff has mainly resulted in squeezing out the origind weter
in taiffs that resulted from the so-cdled dirty tariffication process (see IATRC, 1997). Future
cuts in bound tariffs are likdy to have a sgnificant impact on trade flows but, so far, it is the
TRQ system that has resulted in the mogt Sgnificant increases in EU imports.  One explandaion
is that, while tariff cuts have been implemented progressvely, the EU has st TRQs so that
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market access represents 5 percent of consumption severd years before the end of the
implementation period of the URAA. Even though severd TRQs were only patidly filled
during the firg years, they have led to dgnificant increases in imports in the cheese, grain and
beef sectors (for example, the 300,000 tonne quota for quality wheat showed only a 30 percent
fill ratein 1997 but this quota was entirdly filled in 1998).

For the next round of WTO negotiations, an interesting question is which gpproach might
work best to liberdize EU trade - reductions of in-quota tariffs or an expanson of quota
volumes? Clearly, the answer would differ from product to product. However, as a generd rule,
it would appear that an expanson of quota volumes is likely to achieve more than a reduction of
in-quota tariffs. In most cases where fill rates are low in the EU, this appears to be the case not
because in-quota tariffs are high but because import demand is limited on EU markets, probably
even a lower tariffs. As a matter of fact, in severd cases low fill rates coincide with low or even
zero in-quota tariffs (eg. worked oats, with zero in-quota tariff but a fill rate of only 22 percent
in 1997). In such cases, neither larger quota volumes nor lower in-quota tariffs would make
imports grow. On the other hand, where TRQs are fully used, only an expanson of quota
volumes can help to liberdize trade, while a reduction of in-quota tariffs would do no more than
to raise the rents that tend to flow to EU-based traders. Hence, for the EU’s negotiating partners
it may be best, in the next WTO round, to concentrate on an expanson of TRQ volumes.
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6 U.S. TRQsfor Sugar, Tobacco and Peanuts

6.1 I ntroduction

The United States has formdly notified 54 TRQs to the WTO. Seven groups ae
delineated in Table 6.1. The beef TRQ replaces the 1979 Meat Import Act, repealed as part of
the URAA. The TRQs for green olives and satsumas in airtight containers are carried over from
ealier bilateral trade disputes. The tobacco TRQ is the U.S. response to a GATT ruling against
U.S. domegtic content regulations for cigarettes (discussed in the section on tobacco below).
Thesefird three groups are exceptions to the generdizations thet follow.

Each of the four remaining groups finds the origin of its TRQs in a quota imposed to
sugtain a domestic price support program. Most resulted from the tariffication of the quantitetive
redrictions previoudy in place under Section 22 of the Agricultura Adjusment Act. Section 22
dlowed the Presdent to impose fees or quantitative redtrictions on imports of products that could
materidly interfere with the operation of domestic agriculturd price-support programs. The law
was amended in 1948, 1950, and 1951 to specify that the right to impose such redtrictions could
not be abridged by “any treaty or other internationa agreement to which the Uhited States is or
hereafter becomes a paty.” The clause was designed to insulate domestic agriculturd policy
discretion from the recently formed GATT. Import competition in the early 1950s triggered
Section 22 actions. Between 1951 and 1955, quantitative trade redtrictions were imposed on the
following products. cotton and certain cotton waste; wheat and wheat products; dairy products,
including dried milk, cheese, butter,

Table6.1: U.S. TRQsnotified tothe WTO

Product Number | Origin

Beef 1 Meat Import Act of 1979
Green dlives (4), satisumasin airtight containers 5 Bilatera trade disputes
Tobacco 1 Domestic Content Law, 1993
Cane sugar, sugar containing products (11) 12 1934 quota

Peanuts (2), peanut butter 3 Section 22

Cotton 7 Section 22

Dairy products 25 Section 22

Total 54

72



chocolate crumb, and certain anima feed containing milk or milk derivatives, barley, rolled
barley and barley mat; oats and ground oats, shelled and prepared dmonds, shdled filberts,
peanuts, peanut oil; flaxseed and linseed ail; and rye, rye flour and med. (Jackson 1969 733-
737).

Seveard paties chdlenged these quantitative redrictions in the GATT. In 1955, the
GATT granted the United States an indefinite waiver from its GATT obligations for actions
taken under Section 22. Because the quotas were imposed to prevent disruption of domestic
price support or production control programs, it was often necessary to redtrict not merely the
controlled commodity but also many of its processed derivatives and substitutes. Thus Table 6.1
shows that in addition to cane sugar, 11 sugar-containing items are aso redricted. Similarly,
there are 25 TRQsfor dairy products, dmost half the totd TRQs.

This chapter does not attempt to discuss al 54 TRQs. It focuses o four commodities:
sugar, tobacco, peanuts and dairy. Sugar, peanuts and tobacco TRQs are administrated on an
higorical supplier basis; and each one has its peculiar characteristics. However, these cases
represent the range of problems inherent in higtorical alocation. The discusson below can be
generdized to other TRQs as well.

6.2 Sugar TRQ

The U.S. sugar quota is an excelent example of the persastence of quota dlocations.
Only exceptiond economic or politica circumstances have induced regpportionment.  Supplier
shares of the quota for U.S. sugar imports were first dlocated in 1934 on the bass of trade
volumes from 1931 to 1933. Save for wartime controls, the alocation was essentidly unchanged
until 1948. Legidation in 1948 and 1956 made minor adjustments to the shares of the two mgor
suppliers, Cuba and the Philippines. The trade embargo imposed on Cuba after the Cuban
Revolution forced a reassgnment of the large Cuban share in 1961. It was formaly redlocated
in 1965 to countries, other than the Philippines, in proportion to their shares of the trade in 1963
and 1964. This dlocation continued until 1974 when the quota was repeded. A new quota was
imposed in 1982 on the bass of trade shares from 1975 to 1981, this dlocation was transferred
undtered into a tariff rate quota in 1995 and remains in effect. Each magor change was prompted

73



by an economic or politicad shock that, in each case, dtered the Structure of the sugar market.
Despite this, the dlocation of shares was based on the pattern of trade prevailing before the
change.

The present U.S. sugar tariff rate quota is dlocated to exporting countries on the bass of
their ‘olympic average market shares of U.S. sugar imports in the period 1975 to 1981. This
was a period of exceptiondly high world sugar prices, 0 high, in fact, tha in 1975 the United
States removed the quantitative import redriction that had been in place since 1934. During
several months of the base period, the world price of sugar exceeded 30 cents per pound. At 30
cents virtudly everybody is an inframargind sugar supplier. Thus, the market shares of U.S.
imports during the period 1975 to 1981 included some unusudly high-cost suppliers. The current
TRQ was converted from a standard quota after Audrdia successfully chalenged the U.S. quota
on the grounds that it violated GATT Article X1 in 1989. Edablishment of the TRQ in 1995
resolved the dispute.

Skully (1998) examines the pattern of imports for quota-exempt re-export sugar. Raw
sugar may be imported outsde of the quota if it is refined and re-exported within 90 days. This
trade is not distorted by tariffs or quotas (save for the embargo on Cuba), and o it provides an
esimate of the free trade counterfactual distribution of trade. This digtribution is contrasted with
the dlocation of TRQ shares in Table 6.2. Low-cost sugar producers located relatively close to
U.S. refining centers in the Gulf and Atlantic ports dominae the quota-exempt digtribution of
trade. If the quota were auctioned to suppliers, the quota-exempt suppliers would be those most
likely to place the winning bids. Smilarly, they would be the likdy suppliers if the quota were
replaced with the tariff-equivaent tariff or if international quotaleasing or resale were alowed.

The requirement that sugar imported under the TRQ must be produced in the country
dlocated the quota rights amounts to an antiscalping law and is identicd to the prohibition on
intercounty leasng of tobacco quota discussed above. This redriction induces codtly
transactions.  Tawan, for example, has tariff quota rights for exports of about 24,000 short tons
of sugar to the United States. Tawan aways fills its quota; however, this is the only sugar it
exports. Tawan's domestic production does not satisfy its domestic demand. It imports sugar
(usudly from Audrdiaor Thailand) to cover the difference, which includes an additiona 24,000
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Table 6.2: Market Sharesof U.S. Sugar Imports:
TRQ and Quota-exempt Reexports

Quota- Tariff-
exempt rate
Reexports | Quota
Share Share
Guatemda 39.2 4.6
Colombia 20.2 2.3
CogaRica 11.4 14
Honduras 11.0 1.0
Dominican Rep. | 9.2 17.0
El Savador 5.8 25
Nicaragua 1.7 2.0
All others 1.6 69.2
of which:
Brazil 14.0
Philippines 13.0
Audrdia 8.0
Argentina 4.2
Peru 4.0
Panama 2.8
All others 23.1

Source: Skully 1998

tons to cover the domestic production exported to the United States. It would be more efficient
for Tawanese quota holders to charter a shipment of 24,000 tons of sugar from Queendand or
Guatemda to the United States and smply pocket the arbitrage rents.  Similarly, the Philippines,
the third largest quota holder (13 percent), has recently been unable to cover its domestic needs.
In fect, it has a TRQ to limit sugar imports.  To procure domestic sugar to fill its U.S. tariff
quota, the Philippine sugar authorities have offered domestic mills 1.2 tons of imported raw
sugar for every ton of domestic raw sugar ddivered for export to the United States.

Hawaiian sugar production has been in decline since the 1980s (Table 6.3). Since the
mid-1990s, sugar production has ceased on the idands of Oahu and Hawaii, where sugarcane
mills have been disassembled and shipped to Centrd America The sole sugar refinery on the
U.S. West Coast was congtructed primarily to refine raw Hawaiian sugar for continentd
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Table 6.3 Hawaiian Cane Sugar, 1982 to 1999

Y ear Sugar cane area Sugar Sugar cane
harvested production Farms
1000 acres 1000 short tons, Number
raw value
1982 89 983 188
1987 80 979 79
1991 74 724 31
1995 53 491 9
1999E 35 350 4

Source:Crop Production, NASS, USDA and U.S. Census of Agriculture.

consumption. With the collgpse of Hawaiian production, the refinery has not been able to run at
norma capacity. Supplier TRQ shares are based on the digtribution of supply to meet refinery
import volumes between 1975 and 1981, when virtudly al imports were to Gulf and Atlantic
coadt refines.  This higtoricd dlocation has made it difficult for the West Coast to find foreign
quota-holding replacement suppliers, which led members of the Cdifornia Congressond
delegation to request a GAO (1999) invedtigation into the adminigtration of the sugar quota
Thus, the dlocative losses from mdapportioned TRQ rights are not limited to foreign
production. They distort the distribution of domestic sugar refining as well.

6.3. Tobacco TRQ

The tobacco TRQ is of redively recent origin. Starting in the 1980s, U.S. cigarette
manufacturers began to market generic cigarettes. These low-priced dternatives to premium
brands were produced with larger proportions of imported leaf, the lower cost of which
goparently provided sufficient margins to offset any eroson of premium brand sdes The
growth in tobacco imports stressed various dements of the domestic tobacco regime.  Perhaps
more important, antismoking interests perceived the growth of generic cigarette sdes as a public
hedth threat. The regulatory response that eventudly passed into lawv was a section of the
Omnibus Budget Reconciliation Act (OBRA) of 1993. The law required that U.S.-manufactured
cigarettes contain at least 75 percent domestically grown tobacco. Domestic content laws are an
obvious violation of the GATT, and severd tobacco-exporting countries promptly brought
complaints. The dispute was resolved by negotiation between the United States and the various
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interested suppliers, in accordance with Article X1l 2d. The resolution was not smply to reped
the domestic content law, as this would have resulted in the status quo ante.  Rather, a supplier
TRQ was devised. Presdent Clinton issued a proclamation making the TRQ effective on 13
September 1995. Thus, the quota year for tobacco import starts each year on September 13.
Table 6.4 shows the dlocation of this TRQ.

Table6.4 U.S. Tobacco TRQ Allocations and Fill Rates

Supplier Metric | Share | 1996/97 | 1997/98 | 1998/99
tons % Fill Fill Fill

Argentina 10,750 7.9 100 100 65
Brazl 80,200 | 53.0 83 53 S/
Chile 2,750 1.8 84 59 0
EU-15 10,000 6.6 23 31 32
Guatemda 10,000 6.1 43 45 14
Maawi 12,000 7.9 100 87 52
Philippines 3,000 2.0 10 0 2
Thailand 7,000 4.6 94 48 31
Zimbabwe 12,000 2.0 53 24 39
Other 3,000 2.0 100 100 99
Total 150,700 | 100.0 76.7 54.7 48.8

Source: Allocations, Harmonized Tariff Schedule of the United States (2000), Chapter 24, Additional U.S.
Note 5(a). Fill rates, USDA Foreign Agricultural Service, Tobacco: Markets and World Trade.

The TRQ is for cigarette leaf tobacco, primarily flue-cured and burley tobacco, the two
most important tobaccos with production control programs.  Orientd leaf tobacco is not
produced in the United States and, until the 1980s, was the principa cigarette leaf tobacco
imported.  Cigarettes are produced from a blend of flue-cured, burley, orienta, and other
tobaccos. Oriental tobacco is an essentia input into cigarettes and is not subject to TRQ. The
TRQ covers nine eght-digit tariff lines, however, dmog dl in-quota imports are of “tobacco,
partly or wholly ssemmed/stripped, threshed or smilarly processed, not from cigar lesf.”

Figure 6.1 plots the TRQ fill profile for the quota year 1997/98. The profile plots how much of a
TRQ dlocation is filled and when: the x-axis measures the quota year from 13 September and
the y-axis measures the percentage filled. Three profiles are plotted. Thefirgt is
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Figure 6.1. US Tobacco TRQ Fill profile, 1997/98
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the fill profile for the 3,000 metric tons alocated to al countries on a firg-come, firs-served
bass. One would expect this quota to fill first, and it does, often very quickly. Also plotted are
Brazil, the largest TRQ shareholder, and the totd TRQ fill. With 53 percent of the TRQ,
Brazil's export pattern dominates the total. As Brazil does not fill its share, the totd TRQ aso
shows a dggnificant under-fill.  Unlike the sugar and peanut TRQs, which dways fill, tobacco
does not. Is this because of how the quota is administered? Or does under-fill result from a lack
of import demand? Available evidence indicates that lack of demand is the principd cause of
under-fill, but that the nontrandferability of quota among countries contributes to the problem.
Lack of demand follows from the recent decline in U.S. cigarette production and consumption.
Cigarette output has fallen from 755 hillion pieces in 1996 to an estimated 625 billion for 1999.
Consumption has falen from 487 hillion pieces in 1996 to an edtimated 425 billion in 1999
(Capehart 1999).
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Table 6.4 dso reports the fill rates for TRQ holders for each quota year. The totd fill rate
has fdlen from 77 percent to 49 percent. So there does not gppear to be unmet excess demand
for imported cigarette leaf. However, the fill rates dso indicate tha quota dlocation may
contribute to under-fill. For example, the Philippines has never filled more than 10 percent of its
quota of 3,000 metric tons while the other FCFS category aways fills its 3,000 tons. As with its
sugar quota, the Philippines and other exporters would benefit if they could lease ther unused
guota to quota-congtrained suppliersin the “other” category.

6.4. Peanut TRQ

The U.S. peanut program supports the price of raw, in-shdl peanuts for human
consumption only, not the price of peanuts for oil or medal or other uses. The peanut TRQ covers
raw, in-shdl peanuts as wel as shelled, blanched, and ‘other’ peanuts—processed subgtitutes in
consumption for raw, in-shell peanuts. Thereis also a separate TRQ for peanut butter.

The Uruguay Round obligates WTO members who had imposed import bans or other
quantitative redrictions to alow market access of no less than 3 percent of domestic
consumption (in a base period) in 1995, and to expand the market access to no less than 5
percent by 2000. Because the United States regularly imports more sugar ad tobacco than the 5
percent minimum access requirement, neither TRQ required expanson. The minimum access
requirement was binding on U.S. peanut imports. Thus, the TRQ increased from 1995 through
2000 (Skully 1999b).

The peanut TRQ is a hybrid of two generd forms of TRQ adminidration. It mixes
higoricd dlocation and fird come firsd served dlocation. The in-quota alocation respects a
bilaterd agreement between the United States and Argentina that guarantees Argentina 78
percent of the minimum access (in-quotad) volume. Peanuts from Mexico are excluded from the
WTO peanut TRQ because Mexican peanuts have a separate TRQ. Peanuts from al other
sources share access to the baance of the in-quota volume. The first come, first served method of
adminigration dlocaes the in-quota volume to whomever imports fird. Thus there is a

powerful incentive to import as early in the quota year as posshble, and, predictably, there is a
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surge of imports on April 1, when the quota year commences. Figure 6.2 plots the monthly
volume of imports under the U.S. peanut TRQ. Most imports enter in April.

While the United States dlocated 78 percent of the in-quota TRQ volume to Argenting, it
did not dlocate the quota rights to the government of Argentina or to particular Argentine

Figure 6.2: U.S. Peanut imports under TRQ
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organizations or firms. The U.S taiff schedule merdy specifies that peanuts of Argentine origin
are digible to fill the Argentine share of the TRQ. Anyone can purchase peanuts from Argentina
a the world price and try to import them into the United States before the quota is filled and
capture the quota rent by sdlling them at the U.S. price. The government of Argentina contends
that the quota rights and rents belong to Argentina or Argentine firms.  Argentina has formaly
raised thisissue at the WTO.

The U.S.-Argentine peanut dispute is over who should obtain the rents from the in-quota
trade. While rents are at the heart of most TRQ disputes, as previoudy noted, the WTO is only
concerned about whether member countries are abiding by ther WTO obligations and is
indifferent to digribution of quota rents. The WTO principdly focuses on whether in-quota
imports are impeded and whether market access is dlowed to adl member nations on a
nondiscriminatory bass.  If quota rights are assgned to Argentina that does not solve the quota

dlocation problem, but merdly trandfers it. Argentina would then have to dlocate TRQ rights
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among Argentine peanut suppliers.  Trea and Whalley (1995), in their sudy of the Multi-Fiber
Agreement, demondtrate that the dlocation of MFA quota by exporting governments to domestic
firms causes fa more dlocdive inefficiency (eight times as much, in fact) than the initid
quantitetive redtrictions imposed by importing countries.  The principd reason is that exporting
countries tend to dlocate quotarights on an historica basis.
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7. Dairy TRQsin the United States

The TRQs introduced by the United States after the URAA for dairy products replaced
absolute quotas. The mgor dary products subject to TRQs are fluid milk and cream (fresh,
condensed, and evaporated), butter, cheese, and milk powders (Table 7.1). Imports of certain
whey products, chocolate containing butterfat, infant formula, ice cream, and animd feeds
containing milk are aso redricted by TRQs. During 1996-98, the vaue of these imports was
about $0.5 billion, most of which was cheesee Comparing import levels with apparent
consumption indicates that the TRQs have been highly effective in controlling trade in these
products. During 1996-98, import penetration levels (measured by the ratio of imports to

domestic consumption) for al mgor categories were 6 percent or fewer (Tables 7.1).

Not al dairy products are subject to TRQs, however. In fact, more than haf (by vaue) of
the dairy products imported into the United States between 1996 and 1998 were not subject to
TRQs (Table 7.1).

Most of these non-quota products, such as specific varieties of cheese imports (mainly
cheese made of sheep's milk), milk protein concentrates, and whey protein concentrates, are
subject to specific and/or ad valorem tariffs. Generdly tariffs on these products are low. For
example, the average ad valorem equivadent across al non-quota imports was only 1 percent
during 1996-98, with cheese a 4 percent and whey protein concentrate 5 percent. Casain,
accounting for hdf of the nonquota imports and 28 percent of dl dairy imports, has a duty rate
of “Free” With the exception of whey protein concentrate, non-quota imports represent total
domestic consumption for these products, with negligible U.S. production of these products.

Most import quotas prior to the URAA were imposed in 1953 under Section 22 of the
Agriculturd Adjusment Act, as amended, and covered virtudly al imports of products derived
from cow’s milk, except casein, caseinates, lactabumin, and soft-ripened cow’s milk cheese®?
These quotas limited imports of products to a quantity equal to about 2 percent of the equivaent
of U.S. production of milk. The market access provisons of the URAA cover four aress. (i)

32 Some import quotas existed prior to 1953 under the War Powers Act. Not all Section 22 quotas began in the
1950s, some were introduced in the late 1970s.
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Table 7.1 U.S. dairy products: Importsand import penetration ratios. Average 1996-98

Imports Import penetration
Product ratio®
------ million dollars---  ------ percent ------
Subject to quota:
Milk & cream, fresh, condensed & 15 2l
evaporated
Butter 30 6
Cheese 3 4
Nonfat dry milk 6 1
Whole milk powder 5 6
Other 48
Totd with quota 498
Not subject to quota:
Casein 306 100
Milk protein concentrate 104 100
Whey protein concentrate 5 2
Cheese 192 9%
Other 5
Total without quota 612
Totd dl imports 1,110
% imports with quota 45
% imports without quota 55

" Measured by the ratio of import value to domestic consumption val ue.

2" Lessthan 0.5 of 1 percent.

Source: Compiled from information provided by the U.S. Department of Commerce, USDA National
Agricultural Statistics Service, American Dairy Products Institute, International Dairy Foods Association,

and U.S. International Trade Commission.

converson of nonttariff barriers to tariffs, (i) commitments to maintain current access or provide
minimum access opportunities, (iii) tariff bindings and reductions, and (iv) specid safeguards. >

7.1 Tariffication

The URAA dipulated that for in-quota tariffs, countries were to set rates low enough to
enable commercid trade to take place (many countries used the same rates as applying on
products under the quota system). For out-of quota tariffs, countries were to set rates a levels no
greater than the level of protection afforded by the nonttariff barriers, based on the 1986-88 base

period.

33 Information in this section was taken mostly from, Uruguay Round Agreement Act, Statement of
Adminigrative Action, published in H. Doc. 103-316, 103d Cong., 2nd Sess., pp. 709-41.

83



To illugtrate how tariffication worked, suppose a country during 1986-88 had an import
quota of 5,000 tons on cheddar cheese and that the tariff on in-quota imports was 10 percent ad
valorem. Also suppose that this quota resulted in a domestic price of cheddar cheese being on
average 75 percent higher than the world price during this period. Then under taiffication, a
TRQ would be established for 5,000 tons (assuming this was more than 5 percent of domestic

consumption), with an in-quota tariff rate of 5 percent and an out-of quotarate of 75 percent.

For the U.S. dary indudry, the URAA’s taiffication requirements meant converting its
Section 22 import quotas to TRQs.  In dl, 16 TRQs were established, generally consstent with
the products subject to section 22 quotas (Table 7.2). These TRQ totaled about 156,000 tons>* of
dairy products in the initid year (1995), increasing to about 208,000 metric tons by the find year
of implementation (2000). A large share of this quota was accounted for cheese, which was
increased from 116,445 metric tonsin 1995 to 136,441 metric tons in 2000.

7.2 M ar ket access commitments

For the United States, converting absolute quotas into TRQs resulted in market access
increasing dgnificantly for some dary products and not for others. For example, the combined
Section 22 quota for butter and butter substitutes was 865 tons in 1994, while for 1995 the TRQ
quantity was increased more than eight-fold to 7,458 tons. The TRQ for ice cream more than
doubled the Section 22 quota, while the quotas on dried whole milk powder and nonfat dry milk
adso incressed dgnificantly.  In contrast, there were only smdl increases in market access for
fluid milk and cheese.

The other mgor change as a result of the URAA was the introduction of the “any
country” import license.  Under Section 22, licenses were dlocated for imports of specific
products from specific countries.  So, for example, the Section 22 quota for nonfat dry milk was
820 tons, which was alocated to just two countries—Audrdia with 600 tons and Canada with
220 tons. Thus imports from other countries, such as New Zedand, were excluded from entering
the U.S. market. Under the URAA, the United States continued this practice by alocating TRQs

34 Excluding products measured in liters and additional tonnage reserved for Mexico in accordance with the North
American Free Trade Agreement (see below for details on TRQs negotiated under NAFTA).
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Table 7.2 Dairy products: Section 22 quotas and URA market access commitments, 1995-2000

HTS

chap, Section Change
Product note 22 1995 1996 1997 1998 1999 2000 95-99

----------------- metrictons---------------- percent

Milk & cream, fluid, 1-6% fat 1/ 11,356 11,356 11,35 11,356 11,356 11,356 11,356 0
2
Milk & cream, fluid, or frozen, 4,5 5678 5727 5921 6115 6308 6501 6,695 17
fresh or sour 1/
Butter, & fresh or sour cream 4,6 321 3977 4577 5177 5777 6377 6,977 75
Dried skim milk 4,7 820 1261 2061 2861 3661 4461 5261 316
Dried whole milk 4,8 3 371 %1 1551 2141 2731 3321 795
Dried milk & cream 4,9 0 100 100 100 100 100 100 0
Articleswith 5.5%-45% butterfat 4, 10 1170 1905 2345 2785 3225 3665 4,105 115
Milk & cream, cond. or evap. 4,11 2445 2857 3657 4457 5257 6057 6857 140
Dried buttermilk/whey 4,12 225 296 296 296 296 296 296 0
Butter substitutes 4,14 544 3481 4001 4521 5041 5561 6,081 75
Cheese 4,17-23 110999 116445 120444 124,443 128443 132,442 136,441 17
Chocolate with > 5.5% butterfat 3/ 18,2 9711 15467 17,608 19,748 21,708 24,028 26,168 69
Chocolate with < 5.5% butterfat3/ 18, 3 2123 2123 2123 2123 2123 2123 2123 0
Infant formula 19,2 100 100 100 100 100 100 0
Ice cream 1/ 21,5 1633 3283 3761 4237 4714 5191 5668 73
Animal feed containing milk 23,2 7394 7400 7400 7400 7400 7400 7,400 0
1/°000 liters.

2/ Section 22 quotas only applied to fluid milk with a butterfat content greater than 5.5 percent.

3/ Quotas not applicable to retail products.

Note.—Excludes quantities allocated to Mexico under the NAFTA.

Note.—Under the URAA MACs, countries were required to set initial TRQ quantities at 3 percent of domestic
consumption in a 1986-88 base period, increasing to 5 percent by 2000. With the exception of fluid milk and

cheese, quota products were generally intermediate products for which consumption data were not readily available.
Thus, in determining TRQ quantities for the United States (except for cheese and fluid milk), total domestic
consumption of butterfat and solids nonfat were estimated for 1986-88. Next the “3 percent rule” was applied to
these consumption estimates giving aMAC for butterfat and solids nonfat. Finally, TRQ quantities were allocated
toindividual products, such that the overall butterfat and solids nonfat commitments were met. Thusthe 3-5
percent MAC was not applied to individual products (e.g., nonfat dry milk), but to the overall components of
imported products. Asaresult of this process, U.S. negotiators were able to commit to less than the 3 percent MAC
for many of the most import sensitive dairy products.

Source: Uruguay Round Agreement on Agriculture.

among individud countries. However, an additiond “any country” category was introduced that
opened up the market to any country able to supply products. For example, in 1995 the total
TRQ for nonfat dry milk was 1,261 tons. Audrdia and Canada were dlocated licenses to ship
600 tons and 220 tons, respectively, while an adlocation of 441 tons was made available to any
country, incduding Austrdia and Canada®® With the exception of cheese, the bilaterd TRQ

% oo, for example, in 1996 Canada shipped dl 820 tons of its country specific alocation, plus
512 tons under the “any country” dlocation, for total imports of 1,332 tons.
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dlocations were fixed throughout the implementation period, with minimum access requirements
met by increasesin the “any country” TRQ alocation.

7.3  Tariff bindingsand reductions

In addition to tariffication, the URAA required that tariffs (both tariffs resulting from
tariffication of nontariff barriers and pre-exising tariffs) be reduced in equd ingtdlments over 6
years by a minimum of 15 percent and on average by 36 percent (usng a smple, unweighted
average). Owing to the sengtivity of imports with a few exceptions U.S. policymakers
committed to reduce out-of quota tariff rates on dary products by the minimum 15 percent
(Table 7.3). For example, the United States agreed to reduce its tariffs on butter from 82 cents
per pound to 70 cents per pound, from 46 cents per pound to 39 cents per pound for nonfat dry
milk, and from 66 cents per pound to 56 cents per pound for cheese. In-quota rates were held
congtant throughout the Agreement’s implementation period at 6 cents per pound for butter, 1.5
cent per pound for non-fat dry milk, and 12 ad val orem percent for cheese.

Table 7.3 Dairy products. Tariff commitments under the URAA

Commodity (HTS) Units Base 1995 1996 1997 1998 1999 2000
Butter
In-quota (0405.10.10) ¢/Ib. 5.6 5.6 5.6 5.6 5.6 5.6 5.6
Out-of quota (0405.10.20)  ¢/lb. 82.2 80.2 781 76.1 74.0 718 69.9
Nonfat dry milk
In-quota (0402.10.10) ¢/Ib. 15 15 15 15 15 15 15
Out-of quota (0402.10.50)  ¢/lb. 46.2 450 4438 42.7 415 404 39.2
Cheese
In-quota (0406.90.08) Percent 12 12 12 12 12 12 12
Out-of quota (0406.90.12) ¢/lb. 65.5 63.8 62.2 615 589 57.3 55.7

Source: Harmonized Tariff Schedule of the United States, 1995-2000.

7.4  Special safeguards®®

Two types of SSGs gpply to U.S. imports of dairy products—vaue-based and quantity-
based.” Vaue-based SSGs dlow additiona duties (over and above the out-of quota tariff rete)

% Under Article 5 of the URAA, countries may apply special safeguards (SSG) to products whose nontariff
measures have been converted into duties, and that are designated for SSG treatment in their schedules. Special
safeguards take the form of temporary additional duties and are typically applied to products particularly “sensitive
to trade’. Under rules in the URAA, SSGs are permissible to prevent low prices or import surges from injuring a
domestic industry (although no determination of injury isrequired).
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to be imposed on out-of quota imports when prices fal below a fixed trigger price (based on
average prices during 1986-88), and are invoked automaticaly on a shipment-by-shipment basis.
Vdue-based SSG duties, published in Chapter 99, Subchapter 4 of the HTS, increase as the vaue
of imports declines. This import vaue is determined by the U.S. Customs Service, and defined
as the price actudly pad or payable for merchandise, excluding U.S. import duties, freight,
insurance, and other charges. Vdue-based SSGs are gpplied automaticaly and do not have to be
formdly announced when in effect, as in the case of volume-based SSGs. Vaue-based SSG
duties stayed at the same levels during the 1995-99 URAA implementation period. In the case of
cheddar cheese, for example, an import value of less than 29.5 cents per pound generates a SSG
duty of 57.2 cents per pound, which is then added to the out-of quota tariff of 57.3 cents per
pound. Thus the overal tariff is 114.5 cents per pound. As the vaue increases, the SSG duty
declines and reaches zero when the value reaches 83.9 cents per pound. As a result, the SSG
forces the unit vdue of out-of quota imports (import vaue plus over-quota tariff and SSGs) to
reman in a farly smal range (1345 142.5 cents per pound). According to WTO natifications,
products for which vaue-based SSGs were invoked on a dgnificant volume of out-of quota
imports during 1995-98 were butter and cheese.

Quantity-based SSGs dlow additiond duties to be imposed on out-of quota imports if
actuad imports exceed a certain trigger leve of imports. Because the trigger import level for each
product is based on imports over the previous 3 years they ae announced annudly in the
Federal Register. Quantity-based SSG duties are aso reported in Chapter 99, Subchapter 4 of
the HTS, and in generd decline 15 percent during the URAA implementation period. Again, in
the case of cheddar cheese, the Federal Register (March 9, 2000) announced a trigger quantity of
out-of quota imports of 14,725 tons for caendar year 2000. |If this trigger were reached, an
additiond tariff of 18.6 cents per pound would be gpplied to the out-of quota rate. According to
WTO natifications, only vaue-based SSGs were invoked during 1995-98, thus quantity-based
SSGs were not invoked during this period.

37 Only one SSG type (either price-based or quantity-based) can be applied at any particular time.
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75 U.S Dairy TRQsunder NAFTA

NAFTA is an agreement between the United States, Mexico, and Canada to remove dl
trade barriers, including those on agriculturd products, over a 15-year period (1994-2008).
Because Canada excluded its dairy sector from the Agreement, NAFTA provisons affect dary
trade only between the United States and Mexico. Under the market access provisons of
NAFTA, the United States replaced Section 22 quotas with TRQs. These TRQs are additional to
those established under the URAA. Five separate TRQs were established® for U.S. dairy
imports from Mexico, with initid dlocations based on higoricd trade.  The initid quota
quantities were smdl and are increesng a 3-percent compounded annual rate over a 10-year
period. For example, an initid TRQ for milk powder was edablished a 422 metric tons
increasing to 535 metric tons by 2002, while the TRQ on cheese is increasing from 5,550 metric
ton to 6,433 tons over the same period. Beginning in year 2003, dl quantitative restrictions will
be eiminated.

In-quota shipments enter the United States from Mexico with a duty rate of “Free” Out-
of quota tariff rates were established based on the 1989-91 tariff equivdent of the section 22
guotas, and are being phased out over 10 years. These out-of quota tariffs will be completdy
phased out beginning 2003. SSGs do not gpply to imports from Mexico.

7.6  TRQ Adminigration

As indicated in Table 7.1, about one-hdf of U.S. imports of dairy products are subject to
TRQs These products are classfied as ether in-quota imports or out-of quota imports. In-quota
imports are dasdfied in 8-digit HTS subheadings, which give the in-quota tariff rates. Out-of
guota imports may enter the U.S. domestic market without import licenses and in unlimited
quantities, thus the main factor limiting out-of quota imports are the out-of quota tariffs that are
often prohibitive.  Out-of quota imports are classfied in separate 8-digit HTS subheadings

38 (i) Milk and cream, fluid or frozen, fresh or sour, ice cream; (ii) butter, & fresh or sour cream, dried milk &
cream, butter substitutes; (iii) dried skim and whole milk, dried buttermilk/whey, animal feed containing milk; (iv)
articles containing over 5.5%-45% butterfat, milk & cream condensed and evaporated, chocolate containing butter
fat; and (v) cheese.
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(typicaly adjacent in the HTS to the in-quota subheadings) which give the out-of quota tariff
rates. The TRQ quantities are specified in the “additiond notes’ to HTS Chapters covering dairy
imports (mostly in Chapter 4). Each TRQ has its own additiond note. The additiona notes aso
list the HT'S subheadings that are counted toward the TRQ quantity.®

In the United States, TRQ adminigtration—the method by which in-quota TRQ quantities
ae dlocated among importers—is highly complex, as illustrated in Figure 7.1.%° In-quota
imports are ether subject to licensng requirements or are adminisgered on a firs-come, fird-
saved (FCFS) basis. Imports not subject to TRQs are considered non-quota imports and are

permitted into the U.S. dairy market in unlimited quantities and without the requirement of an
import license.

Figure7.1. Administration of U.S. Dairy Imports

E gl =

39 Additional note 6 of the 1999 HTS Chapter 4 indicated that the total quantity of butter and milk and cream
exceeding 45 percent fat (entering under tariff subheading 0401.30.50, 0403.90.74, and 0405.10.10) must not exceed
6,377 tons, and were subject to an in-quota rate of 5.6 cents per pound. Out-of quota imports were classified as
“Other” imports of butter and milk and cream exceeding 45 percent fat (imports entering under tariff subheading
0401.30.75, 0403.90.78, and 0405.10.20), and faced the out-of quotatariff rate of 71.9 cents per pound.

40 For complete details on the U.S. Dairy Import Licensing System, consult the FAS homepage.
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7.6.1 TRQs administered through import licenses

Import license specification

About three-quarters of the dairy products subject to TRQs require a license to be
imported into the United States. The licenang authority is the U.S. Depatment of Agriculture's
Foreign Agriculturd Service (FAS) which dlocates licenses annudly to importing firms that
conduct business in the United States and have an office and an agent in the United States.
However, because firms are not required to be of U.S. origin, foreign firms are dso digible to

apply for licenses*

Import licenses give holders the right to import product a the in-quota tariff rate.
However, they place redtrictions on the licensees by specifying certain conditions of importing.
For example, the licenses specify the type of product (by stating the HTS Chapter and additiona
note) and the quantity that can be imported (licenses are not of uniform import volume).
Licenses dso specify the period during which shipments must take place (generdly imports must
take place within a cdendar year beginning January 1 each year). Further, import licenses
specify the country or group of countries from which license holders must source imported
products. There are three types of license based on country designation—"country specific’
licenses, “other country” licenses, and “any country” licenses. A “country specific’ import
license indicates a specific country from which the firm must source the imports  An “other
country” license dlows importing firms to sdect from a lig of digible exporting countries other
than those with country specific licenses.  “Any country” licenses dlows importing firms to
source product from any digible exporting country (including countries with country specific

licenses).*?

*1 The New Zealand Dairy Board (NZDB) exports large amounts of dairy products to the United States under the
TRQ regime, but also is as an importer of the products because the NZDB has purchased subsidiary companies that
own import licensesin the United States.

2 1n 1999, the TRQ for butter was 6,377 tons (HTS chapter 4, note 6). Country specific licenses were issued to
importers sourcing product from New Zealand (totaling 151 tons) and the EU (totaling 96 tons). Other country
licenses totaled 74 tons (i.e., quota exclusively for countries other than New Zealand and the EU). Any country
licenses accounted for the remaining tonnage (6,056 tons), and could be sourced from all eligible countries including
New Zealand and the EU.

90



Types of import licenses

FAS dlocates three types of import license: (i) historical, (i) non-historical, and (iii)
designated licenses. Of the tota import licenses dlocated on a yearly bass, approximately 75
percent are historical, 15 percent are non-historical and 10 percent are designated.*®

Historical import licenses

Higorical licenses are dlocaed automaticdly to the same importing firms that held
historical licenses in the previous year. Dating back to the early 1950s,** historical licenses were
fird dlocated to firms that had built a higtorica base of imports during a previous representative
period (cdled “old historical licenses’).*® As a result of incressing quantities on existing quotas
and the creation of new quotas during the Tokyo Round of multilatera trade negotiations, an
additional set of higtorical licenses was dlocated to firms that had built a historicd base of
imports in the applicable representative period (cdled “new higtorica licenses’).  After the
Tokyo Round, the quantity of dairy imports covered by historical licenses was fixed and has not
increased since; however, each year the amount of historical licenses dlocated fals dightly due
to licenses being permanently surrendered or revoked. Only those firms tha recelved historicdl
licenses prior to, and as a result of, the Tokyo Round are dlocated historica licenses every year
(aslong asthe firm utilized the required amount of the import license in the previous yeer).

Under licensing regulations, the licensees need use only 85 percent of the quota amount
eech year to be digible for the full amount the following year. If a firm fals to use a least 85
percent of its dlotment, the FAS will revoke the license and the firm will not be digible to
receive a historical license the following year*®  The importing firm has the option, however, of

surrendering unused portions of their dlotment so as not to be pendized. Surrendered amounts

“3 Personal conversation with Richard Warsack, FAS.

4 The historical licensing procedure was instituted in 1951 under authority of Section 104 of the Defense Production
Act of 1950.

“5 The previous representative periods were as follows: 1930-34 for butter; 1948-50 for dried buttermilk and whey,
non-fat dried milk, whole milk powder, blue mold cheese, and edam and gouda cheese; 1956 for butter substitutes;
1961-65 for cheddar and American-type cheese; 1967-69 for ice cream; and 1967, 1970, and 1978-79 for swiss or
emmenthaler cheese, gruyere cheese, and cheese substitutes (USDA, 1988).

6 The 85 percent requirement does not apply if the licensee can demonstrate that the level of imports fell short
because of reasons such as a breach of contract by the transporter or the supplier or because of an act of nature.
Also, if a known export monopoly exists in a country specified on the import license, the 85 percent requirement
does not apply to that licensee.
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are excluded from the 85 percent utilization requirement*’ The FAS reallocates the surrendered
licenses to other license holders or even to the same holder that surrendered its amount earlier in
the season.*®  If a firm has been redlocated surrendered amounts, the amounts are then included
in the 85 percent utilization requirements (i.e, redlocation increases the overdl size of the firm's
higoricd license for that year). Stating in 1999, licenang rules require that if more than 50
percent of the amount is surrendered for three consecutive years, the following year's license

amount will be an average of the annua quantities actualy imported.*

Non-historical import licenses

Norn-higtorical licenses are licenses that are dlocated on a yearly bads through a rank-
and-order lottery system to those importing firms that imported required amounts of the sdected
product in the previous year (i.e, by importing a the out-of-quota rate or with non-historica
licenses).®® Firms apply every year by ranking commodities on their application based upon
preference. A series of random draws is then conducted commodity-by-commodity to determine
which firms will receive licenses. Nonthigtorical licenses are dlocated to individud products
separately, 0 it is possble for a firm to obtain more than one non-higoricd license in a given
year. Non-higoricd licenses are nontrenewable; however, an importing firm may regpply the
folowing year for the identicd non-higtorica import license, but, because dlocation is random,
the license is not guaranteed.

" For example, if afirm only uses 65 percent of its license in a given year, surrendering 35 percent of its license, the
firm will not be penalized for falling 20 percent below the 85 percent usage requirement. If the firm did not
surrender the unused portion (the 35 percent), then it would not be eligible for the historical license the following
year. Thus, it isoften in the best interest of the firm to surrender unused amounts.

8 1n 1997, New Zealand owned 28 percent of the dried buttermilk and whey import quota (Canada owned the
remainder), but because firms importing from Canada surrendered all of their import licenses, firms importing from
New Zealand obtained the surrendered portion through the reallocation process. Thus, New Zealand imports
accounted for 100 percent of the dried buttermilk and whey TRQ for that year.

“9 Rule changes to be introduced in 2001 will mean that if 50 percent of the amount is surrendered in 3 of the 5 prior
years, the average of the 5 yearswill be allocated the following year.

*0 | n the case of cheese, to be eligible for a non-historical license, the importing firm is required to have (1) made at
least 3 entries of at least 57,000 kg where each of the 3 entries were not less than 2,000 kg each; (2) made 8 entries
(two entries in each of at least three quarters) of at least 19,000 kg (not less than 450 kg) per shipment; or (3) is the
owner or operator of a cheese processing plant that processed or packaged at least 450,000 kg of cheese or cheese
products in its own plant in the previous year. To be eligible for a non-historical license for non-cheese products, a
firm must meet the criteriain (1) — (3) above, or be the exporter of dairy products in the required amounts of (1) —
(3) above.
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The quantity of imports covered by northistorica licenses increases each year. For
licensed nontcheese products, increases ae sourced from (i) transfers of permanently
surrendered or revoked historica licenses, and (ii) committed increases in the TRQ from the
URAA. For licensed cheese products, increases are sourced only from transfers of permanently

surrendered or revoked historical licenses.

Designated import licenses

Negotiated during the URAA, designated licenses are alocated to firms importing cheese
that the exporting government has specificadly designated. The quantity of imports covered by
designated licenses has increased each year since 1995 to account for the committed increases in
the cheese TRQ under the URAA.

7.6.2 TRQs administered on a first-come first-served (FCFS) basis

The U.S. Customs Service on a FCFS basis administers imports of certain dairy products
subject to TRQs>! Under this system, imports arriving in the United Sates face the in-quota rate
of duty up to the point at which the quota is filled. Any subsequent imports face the out-of quota
duty rate. Thus there is risk involved for importers because the TRQ could fill while the
shipments are en route, leaving them to face the out-of quota rate when the product arrives at the
port. When this dtuation arises, some importing firms put products in storage a or near the
border so that they are first in line when the next TRQ season opens. However, if the product is
highly perishable or if it is too expendve to dtore or to reroute, firms may ship the product to
dternative markets or smply dispose of the product.

7.6.3 Issuesconcerning TRQ administration

The concern about the adminigtration of U.S. dairy TRQs centers on two issues. bariers
to entry and bariers to trade. Severa industry representatives indicate that the import licensng
system is cogstly and cumbersome, and serves as a significant barrier-to-entry for firms wishing to
operate in the United States. All import licenses are non-tradable (i.e., they cannot be resold).

®! The products covered under FCFS include: dairy products from Mexico; certain dairy products from Israel;
cheddar cheese from Canada (made from unpasteurized milk and aged for 9 months or more); fluid milk or cream
(fresh or sour); milk or cream (condensed or evaporated in airtight containers); dried buttermilk or whey; infant
formula; ice cream; and animal feed containing milk.
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Therefore, there are two ways firms wishing to enter the market can obtain a license, neither of
which is costless nor guaranteed. One option is to purchase a firm that aready holds ahistorical
import license. However, because rents associated with the quota become capitdized into the
vaue of the firm, this option typicdly is extremdy codly. Alternatively, a potentid entrant
could obtain a non-higtoricd license through the random selection process, hoping for the “luck
of the draw” on a yearly bass. According to some importers, the FCFS dlocation creates
uncertainty about the ability to obtain products on a continuous basis, so that busness planning
and establishment of normd, long-term supplier/customer relationships are comprised.>2

In addition to being a barrier to entry, some importers argue that the licensng system is a
ggnificant non-tariff barrier to trade. They point out that most quotas are not filled even though
U.S. prices ae dgnificantly above internationa prices. When an import quota goes unfilled, the
gap between the domestic and the world price widens, thereby increasing the market distortions
and welfare losses associated with the TRQ regime.

TRQfill ratesfor licensed dairy products for the years 1995 through 1999 are reported in
Table 7.4.%°

In generd fill rates have been high and farly dable over time. For example, during
1996-99 utilization rates for cheese, and butter and butter subgtitutes were al close to 100
percent.>* However, for a few product categories, the rates fluctuated and/or were lower, such as
dried buttermilk/whey during 1996-99.

A low quota fill rate does not necessarily mean that the TRQ is acting as a nontaiff
barrier to trade. For indance, if there is inaufficient domestic demand for the product at
prevailing world market prices, imports may not reach the TRQ quantity levd. For example, the
1995 in-quota price of butter (the world price plus the in-quota tariff) exceeded the U.S. price by
severd cents per pound, limiting imports and resulting in a TRQ fill rate of only 6 percent.

52 NZDB, Submission before the U.S. International Trade Commission, for Investigation 332-325, June 1998.

%3 Calculated from TRQ levels and in-quotaimports reported in Dairy Monthly Imports.

> A fill rate greater than 100% indicates that over-quota imports have occurred. Over-quota imports are imports
than enter at the in-quotatariff rate, but arein excess of the allotted amount for agiven year.
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Table7.4 Licensed dairy products. Import quotafill rates, 1995— 1999

Product 1995 1996 1997 1998 1999
----------------- percent -----------------
Butter 6 88 97 R0 98
Butter Substitutes 0 Q0 118 98 29
Nonfat dry milk 27 A 7 9% 93
Wholemilk powder 22 75 100 98 93
Dried Buttermilk/Whey 0 9 28 28 28
Cheese 87 89 V4 85 A
Other—NSPF 20 A 75 86 98
Blue Mold 91 93 93 A 97
Cheddar 91 9% 86 98 9
American 84 A 87 92 9
Edam & Gouda 9%5 88 V4 86 9
Italian 85 85 A 97 98
Gruyere 89 82 71 87 Q0
Other—Lowfat 87 74 56 40 53
Swiss 82 85 74 80 9%5
Ice Cream 1 1 1 2 69
Chocolate > 5 % butterfat 26 26 78 77 78
Chocolate < 5 % butterfat 22 0 0 0 0

Source: USDA, FAS, Dairy Monthly Imports. Variousissues.

During 1996-99, the U.S. price exceeded the in-quota price, and consequentidly the fill rates

were much higher in those years.

Although low fill rates can result from market factors, TRQ adminidration may adso have
led to actud imports faling short of TRQ quantities. Reasons for this indude (i) the assignment
of country specific licenses to countries that may not produce or export the product, or are high-
cost producers (eg., the ice cream TRQ dlocated to Jamaica), (ii) the dlocation of TRQs in
insufficient volume to make importing economicadly viable (eg., infant formulas (100 tons) and
cream powder (100 tong)), (iii) the difficulty in forming long-term business reaionships among
importers, exporters, and end-users for products adminisered by FCFS, (iv) the redlocation
methods for country specific quotas which are complicated; and (v) te falure of importing firms
to surrender unused amounts to be used for reallocation.®

Industry representatives have also expressed concern over procedures for the alocation
of non-higorica licenses. They dlege tha the smdl import volumes associaed with each
license encourage some companies to circumvent the rules by bresking into smaler, subsdiary

companies, each of which gpplies for licenses separately. These companies place their name in
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the pool for the lottery to increase the combined probability of “winning” a license. It is argued
that some of these companies are entering the lottery regardiess of whether they have a need for
the product—they are samply importing the products resdling in the domesic market, and
collecting the quota rerts from the transaction. In the EU, a dmilar Stuaion has arisen in which
companies have set up severd subsdiaries in order to increase their chances of gaining import

licenses (Internationa Agricultura Trade Research Consortium).

7.7  Impact of TRQson the Dairy Product Imports, Quota Rentsand Tariff Revenues

Ovedl, the U.S dary TRQ regime was highly effective in limiting imports of dary
products during the period 1995 through 1999. In generd, prohibitive out-of quota tariff retes,
coupled with complicated and costly TRQ adminidration procedures have made it virtudly
impossible for “new” trade to occur on either side of the market. During 1995-99, out-of quota
imports were very limited for most products in al years (Table 7.5), with the share of out-of
quota imports to total imports less than 30 percent for most products (excluding 1998).°° For
some products there was virtudly no out-of quota trade (e.g., out-of quota imports of cheese
have been condderably low). However, for others, be share of out-of quota imports in certain
years was high (eg., over 50 percent). High out-of-quota imports generdly are not maintained
from year-to-year (e.g., rates for non-fat dry milk and whole milk powder in 1995 fell in 1996).>

Given fluctuating world prices, dedining tariffs and increesng quota quantities, the
impact of TRQs on U.S. dairy imports is dynamic, as illustrated by the U.S. butter market during
1995-99 (Figure 7.2). When the U.S. price for butter exceeded the in-quota price (world pice
plus the in-quota tariff), in-quota imports occurred (starting in the second quarter of 1996).
Similarly, when the U.S. price exceeded the out-of-quota price (world price plus the out-of quota

%> See Boughner and Boughner and de Gorter for further reasoning behind low quotafill rates.

% |n 1998, out-of quota imports make up a larger share of total imports for al products in comparison to 1997
shares, most likely because of high domestic prices for dairy products.

" Shares for chocolate with less than 5 percent butterfat are high due to the non-existence of in-quota imports. This
is a case where quota portions were not allocated to major producers of the product. The United States was not
required to increase the TRQ over the implementation period because they already met their market access
commitment level. Thus, the “any country” category does not exist for this TRQ, so all imports other than those
from Ireland, New Zealand (1 kilogram allocated), and the United Kingdom enter at the out-of quota tariff rate.
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Table7.5
Dairy products. Out-of quotaimportsasa share of total imports, 1995— 1999

Product 1995 1996 1997 1998 1999
----------------- percent -----------------
Butter 3 5 12 69 14
Butter substitutes 0 0 0 62 51
Nonfat dry milk 46 18 14 24 21
Wholemilk powder 60 0 2 9 12
Dried Buttermilk/Whey 0 0 A 71 13
Cheese 0 2 1 8 12
Ice Cream 5 0 0 11 50
Chocolate > 5 % butterfat 0 0 0 2 2
Chocolate < 5 % butterfat 4 100 29 100 29

Note—Excludes out-of quotaimports from Mexico which enter at a preferential out-of quotarate.
Source: Dairy Monthly Imports, U.S. Department of Commerce, U.S. International Trade Commission

Figure7.2. Butter: Pricesand Imports, 1995-99
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tariff), out-of-quota imports occurred (in third and fourth quarters of 1998). When the U.S. price
was below the in-quota prices, imports fdl to very low levels (in 1995 through the first quarter of
1996). Thus, over the past five years, policy regimes have switched from the import quota
determining imports to the in- and out-of-quota tariffs determining imports, a result of changing
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levels of world and domestic prices, out-of-quota tariff rates, and TRQ quantities. In turn, tariff
revenues, quota rents and import quotafill rates are affected.

Quota rents were estimated to be about $165 million in 1997 (Schluep). Existence of
such rents may lead to firms dlocating resources to obtain the rights to these rents (eg., applying
for non-historical import licenses or purchasing firms that hold higorica licenses). Once they
have obtained the rights, resources may be dlocated in trying to cepture the rents (eg.,
bargaining between importing and exporting firms over the rents). Importers do not capture dl
guota rents, however.  For example, Hornig, Boisvert and Blandford andyze the didtribution of
rents for U.S. cheese imports and conclude that unequal market power exists between importers
and exporters, and that exporters extract a greater share of the rents. As the level of rents rises,
exporting firms are interested only in mantaning a price-cost ratio and so adlow the importers
share to increase, gpproaching a more equa divison of the rents.

Taiff revenues were esimated to be gpproximatdy $100 million in 1999, of which 95
percent were from imports of cheese, butter, non-fat dry milk and ice cream tariffs. Cheese tariff

revenues made up 73 percent of totd dairy tariff revenuesin 1999.

7.8 Conclusions

Although TRQs are an important component of U.S. dairy policy, only about hdf of the
total vaue of imports are subject to TRQs. The U.S. introduced TRQs for most mgor dairy
products during the URAA, which increased potentid market access opportunities substantialy
for some dairy products (e.g., butter (75 percent), wholemilk powder (795 percent), and non-fat
dry milk (316 percent)) and not for others (e.g., fluid milk (O percent) and cheese (17 percent)).
However, high out-of-quota rates of duty, smdl tariff reductions, and the SSG provisions have
meant that large quatities of out-of-quota imports have been prevented from entering the
domestic market. Generdly, out-of-quota imports occur only in periods of low world prices and

high domestic prices.

The adminigration of U.S. dairy TRQs has been proven to be extremely complicated,
burdensome, and non-transparent.  The import licensng procedures serve as a Sgnificant barrier-
to-entry for firms wishing to sart importing dairy products into the United States, as well as a
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sgnificant non-tariff barrier to trade. Low quota fill rates have ensued as a result of the intricate

licensing procedures.

Negotiators can further liberdize markets by ether increasng import quotas or reducing
out-of-quota tariffs, or a combination of the two. For the U.S. dary, sgnificantly reducing the
prohibitive out-of-quota tariffs and removing (or substantidly reducing) SSG rates are necessary
to increase market access. Import quota rents can be significantly reduced and displaced by out-

of quota tariff revenues as aresult of out- of-quota tariff reduction.

The next round may dso include provisons governing how TRQs are adminisered. U.S.
industry representatives, in particular, have urged for such disciplines, athough detalls of such
provisons have not been forthcoming, other then that administration procedures should be

transparent and provide effective and commercialy realistic market access.™®

%8 Statement of Janet A. Nuzum, International Dairy Foods Association before the Trade Policy Staff Committee on
the Upcoming WTO Negotiations, May 19, 1999,
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8. Tariff Rate Quota Implementation and Administration by Developing Countries

8.1 I ntroduction

Fourteen developing countries have notified the World Trade Organization (WTO) that
they utilize tariff quotas for imports of over 180 agriculturd commodities®® Those notifications
include reports on the mechanisms by which tariff quotas are implemented and administered, the
quotas in force, and the extent to which imports under the quota meet market access
commitments.  Countries examined here include Brazil, Colombia, Costa Rica, Guatemaa,
Indonesia, Korea, Mdaysa, Mexico, Morocco, Panama, Philippines, Thaland, Tunisa and
Venezuda. These countries primarily use tariff quotas for imports of cereds, oilseeds medts,
dairy products, sugar, fruits and vegetables.

Abbott and Morse (1999) contend that the TRQ was a poorly understood instrument at
the time the U.S-European Union (EU) compromise was reached to conclude the Uruguay
Round negotiations. Relatively few developing countries have adopted this ingrument, and in
most cases where they have implemented it, it is quite different from the origind conception of
how a TRQ was to function. In developing countries, TRQ implementation mechanisms are
frequently ether MFN tariffs a leves wel bdow GATT bindings or modifications of dSate
trading or licenang regimes. In the later case, most import levels are well in excess of minimum
access commitments.  Some more recent adoptions of tariff quotas, such as in the U.S- China
agreement on agricultura trade (USTR, 1999), appear to use these commitments as maximum
rather than minimum trade levels, however. Recent WTO entrants in Eastern Europe have aso
used true TRQs much more extensvely, resulting in more protectionist trade regimes.

Severd issues aisng from dternaive implementation mechanisms employed for TRQs
are rlevant to the debate on how this indrument might be viewed in the trade negotiations. We
fird briefly explore these issues — discrimination, under-fill, sate trading, and protectionism.
We then examine data on TRQ commitments, actud imports, and trends in those imports to
evaduate the relevance of these issues as they goply to developing countries agricultural imports.

%9 Datawas collected for the major agricultural commodities that fall under the distinct product categories listed in
Table1l. Some minor categories have been ignored in thisanalysis. To keep the project manageable, we have also
excluded from our study implementation of tariff quotas by Eastern European countries, in that implementation
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From this andyds, we make recommendations regarding the role of TRQs in the further
liberdization of trade regimes.

8.2 Issuesin TRQ Implementation and Administration

The four key issues of concern in WTO negotiations that relate to trading rules and
practices include discrimination among exporters by importers, under-fill (the extent to which
minimum access commitments are not met), state trading as an implementation mechanism, and
the impact on protectionism (or liberdization) resulting from the adoption of thisingrument.

Firg-come, fird-served adminigrations are sddom used by the 14 developing countries
dudied here, who typicdly employ ether an applied MFN taiff regime or more traditiond
licensng schemes. MFN regimes include neither a mechanism to dlocate rents nor a means to
enforce the quota limitation. Under the licenang mechanism, discriminaion concerns arise with
the need to determine license alocation procedures. State trading and apparent state managed
regimes are common methods, dthough countries often do not report how licenses are
digtributed. Skully daborates on the potentid unfairness and inefficiencies of these mechanisms
relative to auctions, which are dso rardly implemented by these 14 countries.

The notifications submitted by these developing countries to the WTO reved many
indances in which countries do not import sufficient quantities to meet ther minimum access
commitments.  This outcome, cdled “under-fill” can occur under two distinct scenarios. The
two possble reasons for under-fill have quite different implications for the effectiveness of the
TRQ ingrument. One posshility is tha adminigration mechaniams are costly and cumbersome,
limiting access to the low tariff and rendering it ineffective. Thus, adminidraive mechanisms
function as a nontaiff trade barier (NTB). Alternatively, demand may smply have been
inadequate, even & a domegtic price determined by the low tariff, to generate imports sufficient
to meet the minimum access commitment. In this case, it should be borne in mind that these
commitments were not intended as guaranteed import levels, but rather as leves of market
access for which additional barriers to trade would not be erected. An important task in gauging

the sgnificance of under-fill is assessng which reason lies behind that outcome.

issues may be somewhat different in those countries, especially where tariff quotas were proposed and i mplemented

101



Sae trading is an issue in its own right in the upcoming WTO Millennium Round
negotiations. This discusson will necessarily overlgp debate on the TRQ instrument. One fear is
that this instrument has helped not only to continue the need for date trading, but has caused its
expanded use.  Since importing rights must be dlocated, a government inditution must exist to
do so. That inditution may control imports handled by private firms or may handle the product
itsdf. While the diginction of who physicdly handles imports may not be criticd (Abbott and
Young, 1999), the government remains closdy involved in managing trade. The need to alocate

va uable quota rents ensures that concerns regarding “rent seeking” remain.

There is aso concern that TRQs as implemented may increase rather than reduce the
extent of protectionism applied to agriculturd imports.  GATT hbindings of MFN tariffs in many
indances are very high, often reaching prohibitive levds when TRQ regimes ae in place
However, in most of these developing countries, applied tariffs are much lower than GATT
bindings — a gtuaion caled “dirty tariffication” (Ingco, 1995). The high GATT commitments
increase concern that liberdization of import regimes was not accomplished in the Uruguay
Round. Practice shows, however, that in most developing countries tariffs are bound a high
levels not to raise gpplied tariffs but rather to maintain flexibility in trade regimes. Since a tariff
may be changed s0 long as it remains below the GATT binding, tariffs can be and are adjusted as
world prices change, much like what is accomplished under avarigble levy.

Behaviors by these 14 developing countries discussed below show that low MFN tariffs
arefound in the most libera trade regimes.

8.3  QuotaFill Rates

Ovefill is a much more common occurrence in these developing countries. Imports
reported as under the quota may in fact exceed the quota, sometimes subgtantialy. The frequency
of this outcome is due to the prevaence of two trading regimes — applied tariffs and variants on
state-managed regimes.  Applied tariff regimes set one tariff, and no mechaniam limits imports to
the minimum access commitment.  We found that these one-tariff regimes often set the gpplied
tariff below the bound TRQ rate. Implementation by variants of state-managed trade, including
date trading, licenses, or hilaterd quotas frequently resulted in overfill as well. It has not been

well after the signing of the 1994 Uruguay Round Agreement.
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uncommon in the past for date agencies to vary effective quotas based on domestic “need”
which would vary with domestic production. As long as a quota is above a country’s bound
minimum access commitment, it may be vaied in this manner in compliance with WTO
requirements. This case has been labded an “endogenous quota’ in that the quota level each
year depends on domestic market outcomes (Abbott and Morse, 1999). It is difficult to ascertain
if this is truly the regime in place, as licenses may be given smply to ensure compliance with
food safety regulations and may not be limited, or may be limited in a non-transparent way by
the government.

8.4  Information Sourceson Developing Country TRQ Regimes

To determine which trade regimes were in place and how TRQs are performing in the 14
developing countries examined here, we supplemented data avaladble from WTO noatifications
with information on GATT commitments, actual imports, and gpplied border measures.

From the WTO, we collected two types of notifications provided by individua countries
as wdl as GATT Uruguay Round commitments. Each reporting country has submitted an MA:1
notification describing adminigration methods applied to its TRQs and maket access
commitments. MA:2 natifications are annua country sdlf-reports on quota levels (market access
levdls) and in-quota imports. In addition, the WTO makes avalable initid TRQ offers of
bindng MFN and in-quota tariffs as wedl as minimum access commitments on a CD Rom
(WTO, Complete Results of the Uruguay Round, 1996).

Applied MFN and in-quota tariffs were collected from the UNCTAD (United Nations
Conference on Trade and Deveopment) TRAINS (Trade Andyds and Information System)
database for 1995 to 1997. In cases where true TRQs exis, two tariffs were avalable from
TRAINS. In most cases, only MFN tariffs are reported in TRAINS.

In order to determine if out-of-quota imports were occurring, we collected total import
data for 1980 through 1997 from the FAO AGROSTAT database. The earlier data, from 1980 to
1994, was used to project trend imports for 1995 to 1997. The 1995 to 1997 total import data
were compared both with trend projections and with the WTO natifications on in-quotaimports.
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Based on dl the evidence we found, induding descriptive information on adminigrative
method and WTO classfications, we determined the most likely economic modd to apply in
each commodity case a pure taiff regime, a pure quota regime, a true TRQ regime, or an

endogenous quota regime.

8.5  Findings

Table 8.1 summarizes information on use of TRQs by country. It reports the number of
commodities in each developing country for which we were able to collect data on TRQ
implementation; the trade regime in place; the rdationships between bound and applied tariffs;
and comparisons of total imports, trend imports and quota fill. Table 8.2 summarizes the same
information by commodity for the mgor commodity groups (meats, milk, cereds, potatoes,
soybeans, and sugar).

Country Summaries

Haf of the trade regimes in developing countries submitted as TRQ natifications are run
as pure tariff regimes. Over a third of the totd cases employ licensang schemes or date trading.
True TRQ regimes are found only in Korea and the Rhilippines, and the only pure quota regimes
are found in Korea. We found no cases where gpplied tariffs were above the base GATT offer
(the initid reduction in 1995), and in two-thirds of cases, applied tariffs were aready below
these countries GATT bound rates, a condition which does not need to be achieved until 2004.
On average, applied tariffs are hdf of GATT bindings, and in many countries tariffs are less than
25 percent of GATT bindings This result is condstent with both systematic overestimation of
tariff equivdents in the basdine and subgtantiad liberdization of these markets Only in Korea
and the Philippines, where true TRQs are gpplied, are MFN tariffs close to the rdatively high
GATT hbindings. In Korea, the gpplied TRQ rates are about one-quarter of MFN rates. In the
other countries, gpplied MFN tariffs are amost dways beow the GATT-offered in-quota tariffs.
In summary, except where true TRQs are actudly applied, pure tariffs well below commitment
rates are generdly found, indicating subgtantid liberdization for those markets.
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Table 8.1. Trade Regime, Tariffication, Quota Fill and Import Trends by Country

Adminigration All 14 Brazl Colombia CostaRica Guaemda Indonesa Korea  Mdaysa
TRQ Noatificationsto WTO 180 2 33 5 12 1 28 8
Taiff Regimes 91 2 19 5 7 0 0 0
State Regimes 65 0 14 0 5 1 10 8
Quota Regimes 2 0 0 0 0 0 2 0
True TRQs 24 0 0 0 0 0 18 0
Tariffication
Applied MFN Tariff / GATT MFN Offer 052 045 0.15 0.26 0.19 0.00 1.20 0.01
Applied Tariff lessthan MFN Offer 120 2 33 5 12 1 0 6
Applied Taiff lessthan TRQ Offer 109 2 33 5 12 1 0 6
TRQ Offer / GATT MFN Offer 061 1.06 0.99 0.65 0.40 0.56 0.62 0.79
TRQ Applied/ MFN Applied Tariff - - - - - - 0.23 -
Importsversus Quotas
Total Imports/ Quota 803 164 27.47 294 4.42 26.93 18.37 6.09
Under-fill cases 41% 0% 23% 93% 22% 0% 44% 33%
Overfill cases 38% 100% 76% 0% 44% 100% 36% 33%
Imports increased after 1994 72% 83% 80% 73% 61% 100% 74% 92%
+1Std 39% 83% 43% 53% 39% 67% 39% 54%
+2 Std 23% 67% 24% 27% 14% 67% 29% 42%
Imports decreased after 1994 28% 17% 20% 27% 39% 0% 26% 8%
-1Sd 6% 0% 4% 20% 8% 0% 4% 0%
-2Sd 1% 0% 0% 0% 0% 0% 0% 0%
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Table 8.1. (continued) Trade Regime, Tariffication, Quota Fill and Import Trends by Country

Adminigration
TRQ Noatificationsto WTO
Taiff Regimes
State Regimes
Quota Regimes
True TRQs

Tariffication

Applied MFN Tariff / GATT MFN Offer
Applied Tariff lessthan MFN Offer
Applied Tariff lessthan TRQ Offer

TRQ Offer / GATT MFN Offer

TRQ Applied / MFN Applied Tariff

Importsversus Quotas
Tota Imports/ Quota
Under-fill cases
Ovefill cases
Importsincreased after 1994
+1Std
+2 Std
Imports decreased after 1994
-1Sd
-2Std

Mexico Morocco Panama Philippines Thaland Tunida Venezuda

1

o Ok O

147

0.00

1.30
0%
100%
0%
0%
0%
100%
0%
0%

11
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0.65

0.85

8.95
30%
3%
70%
52%
36%
30%
9%
0%
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3.74
25%
13%
100%
88%
38%
0%
0%
0%

9
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1.47

0.93
0.59

4.72
71%
25%
100%
83%
58%
0%
0%
0%

20

0.52
11

0.36

3.76
63%
37%
78%
35%
17%
22%

2%

2%

0.22

0.32

0.69
75%
0%
50%
5%
5%
50%
25%
10%

0.21
32
31

043

1.32
39%
28%
54%
13%
4%
46%
10%
0%



This liberdization has led to increased imports. Imports increased beyond trend leves in
nearly three quarters of the cases, and the increase is datisticaly sgnificant a the 5 percent leve
in one quarter of the cases. Imports fel below trend in only one quarter of the cases, and the
decline in imports was never ddtidicaly ggnificant. Total imports of these commodities were,
on average, eght times the minimum access commitments, with subdantid variation by
commodity. While under-fill was found in 41 percent of the cases, overfill was found in nearly as
many cases (38 percent). Moreover, the magnitude of overfill was substantia enough to achieve
the observed ratio of imports to quotas to be greater than one. In Costa Rica, where auction
mechanisms are reported, under-fill is the most prevalent outcome, and in Korea, where true
TRQs ae implemented by dae agencies, ovefill is substantid and imports have increased
ggnificantly in many cases. Only in Tunisaare total imports routingly less than the quota.

Commodity Summaries

Obsarvations from Table 2 offer indght into three issues. Fird, date regimes ae
geneadly applied to politicaly sengtive staples, whereas gpplied tariffs are more generdly found
for goods that were largely not previoudy traded. Second, the occurrence of under-fill and
overfill differs by commodity group and by extent of tradability. Third, dructurd shifts in
import trends due to liberdization can be explained in part by commodity- specific dadticities.

The contrast between cereals and oilseeds on the one hand, and meat and dairy products
on the other hand, is reflected in trade regime choice. Whereas cered imports are most often
controlled by a dtate regime, tariff regimes are more prevaent for meat and dairy products. State
regimes generdly ensure that quotas fill. The low wheat tariffs are likdy due to the fact that
date agencies control trade. Tariff regimes are frequently gpplied to products that are historicdly
nonttradable. Where the private sector is more involved, as appears to be the case for nor+
tradables, tariffs are closer to GATT bindings. Severa regimes are gpplied to sugar, with varying
results. Nevertheess, applied tariffs are generdly below GATT bindings.

Under-fill cases are most prevaent for meat and dairy products. These goods would have
been thought of as non-tradable prior to 1994 in most of these countries. It should be noted,
however, that meat and dairy imports frequently increased at least one standard deviation above
trend and seldom fell below trend. For cereds and oilseeds, which were traded more heavily
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prior to the 1994 GATT agreement, under-fill is quite rare and ovefill is common. Increases in
ceredl and oilseed imports relative to trend are less pronounced, but decreases are only found for
wheet. In the wheat cases, imports are only 30 percent above minimum access commitments on
average, whereas much greater ratios of imports to quotas are found for the other cereds. For
sugar cases, under-fill is frequently found.

Structurd changes in trends can dso be related to commodity characteristics. To ensure
increased market access following liberdization, dructura change may be necessary. While on
average sugar imports are wel above minimum access commitments, imports gppear to have
remained on trend more than other commodities, so under-fill is more common than over-fill.
This may reflect low demand dadticities for sugar, since tariff reductions would have lowered
domestic prices. Cered imports are o less likely to expand than meats or dairy products when
tariffs fdl due to low dadticities. Imports of meats and dary products generdly increased,
though in severd cases that incresse was insufficient to fill quotes.

General Themes

The above observations together with the detailed country information described in
Abbott and Morse (1999) permit us to make some generalizations about TRQ implementation
and adminigtration in developing countries.

Use of TRQs -Tariff rate quotas were used relatively little by developing countries as part
of their trade regimes following the Uruguay Round Agreement. Only 14 developing country
WTO members are providing notifications on the use of this indrument. In many cases, those
notifications seem intended to report that imports are meeting minimum access commitments, as
the regime in place is sddom a true TRQ. We found TRQs implemented as designed only in
Korea and the Philippines. In other countries, ether applied tariffs are bdow the low in-quota
tariff included in GATT offers, or TRQ notifications correspond with some state control of trade,
through licenang or date trading. State regimes are more prevaent for the politicdly sendtive
dtaples, commodities that account for asubstantia number of TRQ notifications.

Liberalization - In gspite of possble continued date involvement in management of
agricultural trade, subgtantia liberdization of trade regimes is found in these cases. Tariffs have
been reduced, and imports have generally expanded. Moreover, gpplied tariffs are generaly

108



Table8.2 Trade Regime, Tariffication, Quota Fill and Import Trends by Commodity

Adminigration

TRQ Notifications WTO
Taiff Regimes
State Regimes
True TRQs

Tariffication

Applied MFN Tariff / GATT MFN Offer
Applied Tariff lessthan MFN Offer
Applied Taiff lessthan TRQ Offer

TRQ Offer / GATT MFN Offer

TRQ Applied/ MEN Applied Tariff

Importsversus Quotas
Tota Imports/ Quota
Under-fill cases
Overfill cases
Importsincreased after 1994
+1Std
+2 Std
Imports decreased after 1994
-1Std
-2Std

Beef Pork Poultry Milk Potato Wheat Barley Maize

7

3
4
0
0.58

0.95

4.05
62%
8%

0%
38%

15%
0%

7

3
2
2
1.01

0.97
0.72

1.09
43%
14%

0%
79%

0%
0%

7 10
2 5
3 4
2 1

0.77 0.35
4 7
5 8
0.80 0.51
0.59 0.09

281 525
57% 32%
29% 26%

43% 16%
21% 16%

0% 21%
0% 5%
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4

1
2
1
1.19

0.44
0.33

5.75
38%
25%

13%
63%

0%
0%

4

0
4
0
0.06

0.36

1.29
13%
63%

0%
0%

25%
0%

5

0
4
1
0.37

0.53
0.06

3.18
10%
50%

10%
10%

10%
0%

7

2
4
1
0.61

0.56
0.22

11.34
7%
64%

29%
36%

0%
0%

Rice Soybean
8 3
2 1
6 2
C 0
0.27 043
4 2
6 2
0.68 042
4.82 16.65
20% 0%
47% 100%
3% 17%
2%  33%

0%
0%

0%
0%

Sugar

R NN Ol

0.48

0.46
0.63

19.88
43%
25%

14%
14%

14%
0%






bdow GATT bindings, offering flexibility to these governments in varying goplied taiffs as
world prices fluctuate. We know that flexibility (effective vaiable levies) not increased
protectionism has been the rationde behind “dirty tariffication” in severd cases. Where true
TRQs have been implemented, applied tariffs are closer to GATT bindings, but subgtantial
expanson of trade has generadly occurred, because imports are often above trend projections.
Totd imports are generdly severd times the minimum access commitments. In those cases, date
or producer organization management of trade is important. Thus, liberdization is more likdy
due to actud tariffication and reduction of MFN tariff than to the use of TRQs.

Sate Trading and Endogenous Quotas - One difficulty in evduating these trade regimes
is due to ther extensve use of licenses. Licenses may ensure that food safety regulations are
met or may limit imports. If they do limit imports, the date is commonly setting quotas above
minimum access commitments, which reaults in ovefill being as common as unde-fill. 1t is
likely that quotas are adjusted annualy by the state based on domestic market conditions, aong
the lines of the endogenous quota modd discussed earlier.  This flexibility in policy is in
compliance with WTO commitments snce these quotas generaly reman above minimum access

commitments.

Under-fill - Imports less than minimum access commitments were identified as a concern
based on initid notifications of imports under TRQs. At least in these developing country cases,
this seems to be a misplaced concern.  Over-fill is as common as under-fill. Imports of
commodities are usudly subgtantidly grester than the commitments and are expanding. On
average, tota imports are a eight hundred percent of commitment. In cases where under-fill is
observed, products were unlikely to have been extensively traded prior to 1994, and low demand
eadicities mean that liberdization is unlikdy to lead to demand increeses aufficient to meet
minimum access commitments.  Evidence on adminigrative methods shows only a few casss in
which requirements to obtain access to quotas or transactions costs associated with these quotas
could lead to reduced imports. In the case of Costa Rica, for example, where auctions to allocate
quota rights seem to be failing, out-of-quota imports are well above the quota. This result may be
due in pat to the smdl difference between in-quota and MFN taiffs. In the two countries where
true TRQ regimes are functioning, cases of under-fill are more common. In both Korea and the
Philippines, under-fill often gppears to be due to wesk demand, but problems with the
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adminigration of quotas by producer groups have been noted. In a least one indtance,
procedures have been chdlenged in the WTO dispute settlement process and have been modified
severd times as governments seek to ensure that producer groups comply with the intent of the
TRQs.

Quota Rights and Rents - Since quota regimes are rare, administrative methods seldom
need to dlocate rights to import under low tariffs, and hence to the rents accruing to these rights.
Where rents might accrue, inditutions typicaly are desgned to give those rents to domedtic
agents.  Assgning adminigtration of quotas to producer groups or processors is common.  When
endogenous quotas are in place, congraints related to prior sde of domestic production are aso
found. There ae very few hilaerd quotas implemented by developing countries.  Bilaterd
quotas are commonly used in the U.S. and EU as part of ther preferentia trade arrangements and
to offer foreign ad via trade opportunities by alowing developing country exporters to capture
the quota rents. This same moativation is not relevant to these developing countries that have little
incentive to use this indtitution to direct trade toward politicaly favored partners.

8.6 Conclusions

Only fourteen developing country members of the WTO are reporting that they use tariff
rate quotas as pat of therr agriculturd import regimes.  Evidence regarding adminigtration of
those imports indicates that true TRQ mechanisms as initidly envisoned, and as implemented in

the U.S. or EU, are used in only two of those fourteen countries— Korea and the Philippines.

Our belief, supported by the ndtifications on adminidration methods, is that in many
cases, countries are not actudly implemeting TRQ regimes, and the purpose of ther
notifications to the WTO is smply to veify that imports are meeting their minimum access
commitments. In haf of the cases examined here, regimes described in notifications to the WTO
ae smple gpplied tariff regimes, and those countries only report the use of MFN tariffs to
UNCTAD. In two thirds of the remaning cases, licenses ae employed and some date
involvement in trade regimes may reman. While these laiter cases are not trangparent regimes,
they appear a times to continue inditutions Smilar to pre-Uruguay Round trade regimes. In
addition, these regimes may employ endogenous quotas that can ensure that minimum access

commitments are met and can adjust in response to domestic market conditions or world prices.
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Both dirty tariffication and endogenous quotas permit developing countries to operate
flexible policy regimes within ther WTO commitments. These regimes permit Stabilization of

domestic marketsin the face of volatility in world prices.

In spite of continued date involvement in trade, substantid liberdization of the trade
regimes for commodities notified as being under TRQ regimes has occurred. Taiffs ae wdl
bdow GATT bindings, both for MFN commitments and lower in-quota tariff commitments.
Imports have expanded, often dgnificantly above trend imports, and overfill of quotas is as
common as under-fill.  Imports below minimum access commitments are more likely caused by
week demand than by costs associated with meeting TRQ adminidrative requirements.  Under-
fill is more common for meet and dairy products that would have been viewed as non-tradable
prior to 1994 and for which the observed sgnificant expanson of imports is gill beow those
commitments.  For the paliticaly sengtive staples, demand has expanded less, but under-fill is
rare.  Low demand eadicities for agricultura goods are dso likdy to contribute to under-fill,

since lower tariffs may have little impact on demand levels.

Problems of under-fill, disimingtion in the digtribution of rights to import, and rent
seeking could increase in the future if countries choose to make further use of TRQs. In Chind's
accesson offer to join the WTO, and in trade regimes adopted by recent Eastern European
entrants to the WTO, nore extensve use of true TRQs has led to more protectionist regimes, at
least in the long run, than were found in the fourteen devel oping countries studied here.

The subgantia liberdization found here is due to taiffication and lowering of MFN
taiffs, not to increased market access via TRQs.  Future liberdization of agricultura trade
regimes is more likdy to arise from reductions of MFN tariffs than from expanson of either
minimum access commitments or greater use of TRQs as a device to guarantee access.
Lowering in-quota tariffs will most likely only increase rents to privileged agents, and alocation
mechanisms generdly direct those rents to domestic agents or intermediaries, not exporters.
Expanded minimum access commitments permit quantitative redrictions to persst.  Lowering
out-of-quota or MFN tariffs is likely to lead to more liberd markets in the future, while avoiding
problems of rent dlocation from ether expanding quotas or decreasing in-quota tariffs.
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9 Management of Tariff Rate Quotasin Korea and Japan

9.1. Introduction

The agriculturd trade policies of Korea and Jgpan drew much attention during the
URAA negotitions because they had been usng nontaiff bariers and many domestic
intervention measures in agriculture.  As a pat of the URAA, Korea and Japan accepted
tariffication for &l of their agriculturd commodities except rice, which receved a walver.
Agriculturd products with prior import bans (or very low access) faced minimum market access
commitments as a pat of TRQ programs and others held the current market access provisons.
Korea and Jgpan, as importing countries, have enforced TRQs drictly during the first four years
of the URAA implementation period.

The objective of this chepter is to invedigate implications of taiff-rate quota
management for agricultura products in Korea and Japan and to describe the procedure that
crested TRQs for Korea and Japan and the role of TRQs in agriculturd imports.  We will
andyze quota fill rates to show how the rates differ depending on adminigration method. The
role of date trading enterprises (STES) in TRQ management will aso be consdered. Findly, we
identify some welfare implications of TRQ adminigtration.

9.2 TRQsunder Market Access Commitmentsto Implement the URAA

Korea

Before the URAA, imports of most agricultura products were limited by quantity
redrictions, except for a few raw materias required for manufacturing. Wide-scale trade reform
for agricultura products took place in 1989. When the GATT Committee on Badance of
Payments (BOP) decided to terminate concessons dlowing Korea to use non-tariff import
barriers because of deficits in the badance of payments, the Korean government announced a
reform schedule of agriculturd markets for 1991 to 1997. As the result of UR negotiations,
livestock products, vegetables, and oranges were the main products included as BOP items in the
country schedule.  The URAA resulted in higher initid tariffs for some of those BOP items, but
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with the agreement, the tariffs would be reduced to their origind, applied levels a the end of
implementation period.

Under the URAA, Korea applied tariffs or created TRQs for al agriculturd products
except rice.  Rice tariffication was waived and rice became subject to a pure quota.  Tariffication
of rice is scheduled to be renegotiated during 2004, one year before the end of the
implementation period.

Market access commitments were made for 220 agriculturd products®® and TRQs were
crested for 190 items®® while the rest of the agriculturd market was opened with a tariff-only
provison. Quota quantities, in-quota tariffs, and bound tariffs for mgor TRQ products are
described in Table 9.1. For some items, the TRQ has dready expired. For example, the TRQs
for pork, poultry meat, and orange juice were removed in July 1997. The TRQ for beef will
expire on December 31, 2000.

After the verification of the country schedule in 1994, 97 of the 190 TRQ items gained
goprova for additiond markups of in-quota imports. Markups were provided for BOP items as
wel as for taiffication itens® Of these 97 markup items, 83 were notified as the state-traded
products. Among them, some BOP items were given specific time limits for state trading.®®
Beef imports will be provided by the private sector no later than January 2001. Imports of
remaining items will be privatized after 2004.

The creation of TRQs under the maket access provisons effectively increased
agriculturd imports (Table 9.2). For example, foreign rice, potatoes, and oranges are now
shipped into Korea, while they were previoudy dlowed only in the case of emergent crop

60 This applies to products defined on 10-digit HS codes. The number increased to 242 as the classification method
has changed. The products remain basically the same.

1 This is the same as 67 items with 4digit HS codes (common names). The market access is provided through
minimum market access for 104 items and through current market access for 86 items.

2 BOP items are subject to the following statement. “The Government of Republic of Korea or its designated
agencies can take measures consistent with the Agreement establishing the WTO to ensure orderly domestic markets
and to designate revenues resulting from the sales of these products in Korea (Note 5 of Tariff Rate Quota-Market
Access, The Country Schedule of Korea).” Items under the URAA tariffication are subject to a more explicit
statement on the markup. “The Government of Republic of Korea or the designated state trading agent can impose
markup on sales of these products in Korea in addition to the in-quota tariff (Note 4 of Tariff Rate Quota-Market
Access).”

8 The artificial honey and cocoons were removed from the list of state traded itemsin June 1996, and silk was
removed in June 1997.
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failures.

1995 to 1997 compared with the period 1992 to 1994.

Imports of beef, onion, sesame, and pepper dso showed subgtantial increases during

Table9.1. Tariff Rate Quotasfor Selected Products, Korea: 1995-2004

Quota (tons) Taiff (%)
Product Initid Fina In-quota Initid Fina
Rice 51,307 | 205,228 5 na na
Barley 14,150 23,582 20 333/ 4107 229.7/ 361”
Corn 6,102,100 | 6,102,100 3 365 328
Soybeans 1,302,152 | 1,032,152 5 541/ 1,062” 487/956>
Potatoes 11,286 18,810 30 338 304
Onions 12,369 20,645 50 150/ 200” 135/ 180°
Galic 8,680 14,467 50 400/ 2,000” 360/ 1,800%
Red pepper 4,311 7,185 50 300/ 6,900” 270/ 6,210
Oranges 15,000 57,017 50 99 50
Ground nuts 4,907 4,907 40 256.1 230.5
Sesame 6,731 6,731 40 700/ 7,400” 630/ 6,660
Beef 123,000 | 225,000" | 43.6/ 445 & 70% 40 & 0% markup™

41.6Y | markup

Pork 21,930 18,2757 25 37 25
Poultry 7,700 6,500 20 35 20
Skim milk powder 621 1,034 20 220 176
Whole milk powder 344 573 40 220 176
Whey 23,000 54,233 20 99 495
Butter 250 420 40 29 89
1) 2001
2) 1997

3) %/ won per kg: applied tariff isthe percentage of product value or won per kg, whichever ishigher. (The
exchangerate in 1995 was 774 won/US$. It was about 1,150 won/US$ in late 1999.)
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For rice, the import ban was lifted and a minimum maket quota was established at
51,307 tons in 1995, increasing to 205,228 tons in 2004. For wheat, for which the market was
liberdized before the URAA, the tariff rate is to be reduced from 3 percent to 1.8 percent by
2004. The TRQ for corn and corn products is 6,102,100 tons, and the in-quota tariff will dedine
from 3 percent to 1.8 percent by 2004. A TRQ for barley and barley products of 14,150 tons was
established and will increase to 23,582 tons by 2004.

For beef, the TRQ expands from 187,000 tons in 1998 to 225,000 tons in 2000. The
private portion of TRQ under the smultaneous-buy-and-sdll (SBS) system was st to increase by
10 percent each year, up to 70 percent in 1999 and 2000, and markup was set to decline from 70
percent in 1995 to zero in 2000. All non-tariff import barriers will be removed in January 2001.
Thetariff, set a 44 percent in 1995, will fal to 40 percent in 2004. For pork and chicken, dl

Table9.2. Importsof Major Agricultural Productsin Korea: Pre- and Post-UR

Product Unit Ton

1992-94 1995-97 Change (%)
Rice 0 213,780 Not gpplicable
Barley 0 83,850 Not applicable
Pepper 6,722 14,229 111.7
Galic 39,396 28,227 -284
Onions 61,798 95,200 54.0
Sesame 162,163 174,800 7.8
Soybeans | 3,605,822 | 4,530,000 25.6
Potatoes 0 5,536 Not gpplicable
Beef 352,119 447,210 27.0
Oranges 2,902 54,685 1,784.4

Source: Minigry of Agriculture and Forestry.
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quantitative import redrictions were diminated on July 1, 1997 and taiffs will be reduced
annudly until 2004.

For dairy products, the TRQ of 23,000 tons of whey was established in 1995, to increase
by 10 percent annudly over ten years. On January 1, 1995, imports of dl types of cheese, infant
formula, and other dairy preparations were put under tariffication at a rate of 40 percent, to be
reduced to 36 percent over ten years. For oranges, the TRQ is increasng from 28,125 tons in
1998, to 57,017 tons in 2004. The in-quota tariff is 50 percent, and the out-of-quota tariff of 79.4
percent in 1999 will be reduced to 50 percent in 2004. The orange juice import tariff was set a
60 percent on July 1, 1997.

Japan

Japan is known for high agricultura trade barriers, but Japan's agriculturd market was
actudly less redtrictive than Kored's before the UR negotiations. Fewer items are under TRQ
programsin Japan than in Korea.

When it joined the GATT in 1955, Japan clamed the right to regulate trade in rice
and in some other commodities under the GATT/BOP clause. In 1963, Japan ceased applying
the BOP clause, except to some agricultural products, such as rice and beef. Under a bilatera
agreement with the United States, quantitetive redtrictions on the beef market were diminated in
1988. Under the URAA, Japan converted 28 commodities from non-tariff protection to tariffs
(IATRC, 1997). TRQs were created for 19 items. Among these, 10 are dairy products, induding
skim milk powder, whey, and butter (Table 9.3). Other TRQ items are legumes, starches, ground
nuts, konnyaku roots, and cocoons. Rice was granted a waiver from tariffication under Annex 5
to the URAA. Annex 5 increased access to the Japanese market from 4 percent of average
annua consumption during 1986-88 (379,000 tons) in 1995 to 8 percent (758,000 tons) in 2000.
However, in April 1999, Jgpan changed its rice import policy to tariffication with minimum
market access.  With the tariffication, Japan announced that it would reduce the annua increase
in rice imports quota from 0.8 percent to 0.4 percent (682,000 tonsin 2000) and apply atariff of
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Table 9.3. Tariff Rate Quotas, Japan: 1995-2000

Product Quota (tons) Taiff (yervkg)

Initid Find In-quota Initid Find
Rice 379,000 | 682,000” | Vaious |351.177 341
Wheat & processed | 5,565,000 | 5,740,000 | Vaious 65 55
products
Barley & processed 1,326,500 | 1,369,000 | Various 46 39
products
Starches 157,000 157,000 | Various 140 119
Ground nuts 75,000 75,000 10 726 617
Konnyaku roots 267 267 40 3,289 2,796
Legumes 120,000 120,000 10 417 354
Cocoons 798 798 | various 2,968 2,523
Raw slk 8,209 6,978
Skim milk powder 7,264 7,264 0 466+25% | 396+21.3%
(schoal lunch)
Skim milk powder 85,878 85,878 | Vaious | 466+35% | 396+29.8%
(others)
Evaporated milk 1,585 1,585 | Vaious | Vaious | Vaious
Whey (feed) 45,000 45,000 0 Vaious | Vaious
Whey (infant) 25,000 25,000 10 Vaious | Vaious
Butter & butter oil 1,873 1,873 35 Vaious | Vaious
Concentrated whey 14,000 14,000 | Vaious | Vaious Various
Prepared edible fat 18,977 18,977 25 Vaious Vaious
Other dairy products 124,640 133,940 | Vaious | Vaious Various
Designated dairy 137,202 137,202 | Vaious | Vaious | Vaious
products

1) Theoriginal quotaquantity inthe country schedule was 758,000 tons.
2) For 1999.
Note: Exchange rate was 125 yen/US$ (1995) and about 105 yen/USS$ (late 1999).
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351.17 yen/kg (equivaent to about 450 percent®) in 1999. In-quota rice imports are subject to
further markup of up to 292 yervkg.

9.3 Quota Administration M ethods and Quota Fill Rates

TRQs in Korea are adminigtered in four ways (1) firs come, firs served, (2) auction of quota,
(3) license on demand, and (4) date trading. License on demand is dlocated to designated
multiple importers or qudified end-users and to new entrants to the market. Qudlification is
based on import history. Quota rent goes to the importing firm and, the markup goes to the
government. For some items under auction and date trading, part of the quota is alocated with
the license on demand. For auctioned products, the government gets the quota rent. State-traded
products are administered using open tender, and the STESs get the quota rent.

For any TRQ products (excluding rice), out-of-quota importation is possible. Products
with lower out-of-quota tariffs, such as oranges, whey, and butter, have red potentid for such
importation. In some cases, the TRQ has been expanded for raw materids, feed, and other
products. During 1995 to 1998, about twenty product group TRQs were expanded to dlow low
tariff imports. Corn, soybeans, barley, and sesame have been included every year inthislig.

In the following paragraphs, we condder more detalls on the adminigration of TRQ for
some products important in world trade,

Rice is a date-trading item without out-of-quota imports. The in-quota tariff rae is 5
percent. The Minigry of Agriculture and Fisheries administers the quota through an open tender
system with seded bids For example, the “Invitation for Bids’ (Supply Adminigration of
Korea, 1998) contains conditions of contract, specifications, and forms. The tender specifies the
10-digit HS code. The invitation describes the specification and quantity as “Non-glutinous
brown rice medium or short grain (Japonica type) in 40 kg Jute bag or P.P. bag; Crop year: 1997
or 1998; Grade: U.S. No. 3 or better for the classes of brown rice; Unit and Quantity: 20,000
M/T net.” To be digible to import, a company’s offers are judged as qudified after passng the

sample examination. Then the lowest price bidder wins the right to import.

%4 Thisis based on exchange rates on April 1999 and U.S. rice export prices (Dyck, et al.).
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State trading for beef is administered by the Livestock Products Marketing Organization,
a subsidiary company of the Nationa Livestock Cooperatives Federation.®® Rent and markup
income from imports are added to the Livestock Development Fund. An invitation for bids in
1998 included the following contents Commodity: Frozen beef (Primd cuts packaged in a
caton must be able to sore under optima conditions under -18°C for up to 24 months);
Quantity: 9,323 M/T; Origin: USA, Canada, Sweden, Denmark, Japan, New Zedand, Audrdia,
Finland, Mexico, and Netherlands, and Qudification: Regisered with the Korean Foreign Trade
Asociation and dso with Livestock Products Marketing Organization, at least, one day prior to
the tender date.

The orange TRQ is adminigered by the Chgu Citrus Growers Agriculturd Cooperative.
To avoid comptition, imports are dlowed only for the season during which no locd mandarins
ae in the market. So far there have been no out-of-quota imports. In 1997, around 38 hillion
won (about $40 million at 1997 exchange rate of 951 won per US$) was collected for research
and deveopment and for purchasng sub-qudity mandarins. The quota rent was equivdent to
about 5 percent of the total revenue (about $753 million) from mandarins.

In Japan, imports under TRQs are managed by import licenang and date trading.
Quantities under import license are dlocated by the Ministry of Agriculture, Forestry, and
Fisheries to private importers, based on historical business records and business plans.  For
imports of pork, a differentid tariff system gmilar to the variable levy of the European Union is
dlowed (IATRC, 1997). For some products, such as whey, butter, and ground nuts, the
quantities of in-quota tariff imports were incressed by applying the higher, find-year quota
quantity to theinitid year of implementation.

The average quota fill rate for TRQs in Korea during the period 1995 to 1998 was 113
percent (Table 9.4). During the same period, Japan showed an average fill rate of 87 percent.
Fill rates varied with management methods. In Koreg, the auction method had the lowest fill rate
(71 percent) followed by the first come, first served fill rate (79 percent). License on demand
had the highest fill rate (156 percent). An average fill ® te for products under state trading was
146 percent during the same period. In Japan, the average fill rate for products imported under

% On November 29, 1999, the Ministry of Agriculture and Forestry announced that it would administer the state
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licenses was 60 percent, and the average fill rate for products under date trading was 113
percent.

For commodities usng the fird come, fird sarved method, the rdaively low fill rate
could be the result of wesk import demand. In some cases, neither the in-quota tariff nor the
quota quantity was binding. For the date-traded commodities, the tendency was to implement
commitments precisely, because date-traded commodities are generdly those consdered
paliticaly important by the governments of Korea and Japan aswell as by exporting countries.

Table 9.4 Quota Fill Rates by Management Methods, 1995-98

First come, | Auctioning License on Demand State Trading Average
first served
Korea 7% 71% 156% 146% 113%
Japan n.a n.a 60% 113% 87%

n.a.: Not applicable.
Note: The numbers are asimple average, not trade weighted or domestic market weighted. So, for example, rice
receives the same weight in the table as sesame.

Source: Author calculations.

9.4. TheRoleof State Trading Enterprises

Korea

Seven importing STEs handle seventeen agriculturd products in Korea (Table 9) (Chai,
et a., 1998). The STEs, except for the Chgu Citrus Growers Agricultura Cooperative and the
Nationa Ginseng Cooperdtives Federation, are not involved in exporting any of the commodities
they handle. TRQs dlocated to the date trading enterprises contributed sgnificantly to increased
imports of those products.®®

The Minigry of Agriculture and Foredtry is the desgnated importer for the TRQ of rice
and barley. Private companies regisered with the government participate in bidding and the

trading of beef imports by auctioning during 2000.
% |t is not clear, however, that the STEs generally show higher fill rates than the private sector. For example, beef
imported both through the STE and through private traders in 1998 equaled about 47 percent of the committed
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lowest bidder medting minimum qudity or other requirements wins the right to supply. As a
result of draight price-bidding, low-quality rice has been imported from India, China, and
Thailand during the period 1995 to 1998. Imported rice is sold through an open auction system

to rice processors or is stored.

Barley is imported directly by private anima feed manufacturers who acquire import
licenses from the Ministry of Agriculture and Fisheries. Since imported barley is used modtly for
feed manufacturing, it does not compete with domesticaly produced barley.

The Agriculturd and Fishery Marketing Corporation is dedgnated to adminiger the
TRQs of ten date traded items. pepper, garlic, onions, sesame, ground nuts, edible soybeans,
beans, buckwheat, ginger, and potatoes. For these items, a large gap exists between internationd
and domedtic prices. Private importation would have induced windfdl profits and confronted
domestic dlers with  compstition from low-priced imports. Egablished in 1967, the
Agricultur  and Fisheries Marketing Corporation is a semi-governmental  organization  that
trades and dores in the domedtic market. For imports, it publicly solicits bidding. The
announcement includes the item name, delivery date, quantity in tons, and the ariving harbor.
There is little redriction on participation in the bidding. Among import items, some sesame and
ginger are imported by the private sector. Also, part of the soybean import quota is imported by
the recommended end-usa's.  The corporation sdis the imported items through the auction
system in the public wholesde market. Domestic prices, determined by the auction, tend to be
lower than local product prices, due to qudity differences.

Sate trading of beef TRQ lagts until beef market tariffication. Pat of beef TRQ is
imported by open bidding administered by the Livestock Products Marketing Corporation. The
remaining beef is imported by the private sector through the SBS sysem. Under the SBS
system, beef is imported directly by the wholesders/lend-user group. The proportion of TRQ
quantity imported under the SBS system increased from 30 percent in 1995 to 70 percent in
2000. Domedtic sde price is determined through auction in the wholesde market or by the
importing STE, taking import costs and domestic price into account. The Nationa Livestock
Cooperatives Federation (natural  honey), the Nationd Ginseng Cooperatives Federation

quantity. The market situation was not favorable to imported beef due to low demand and high dollar value,
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(ginseng), and the Nationd Forestry Cooperdtives Federation (pine nuts) operate in a manner
gmilar to other importing STES.

Japan

Japan reported six STEs to the WTO.%” Among these, four STEs import agriculturad
products®® The Food Agency administers Japan's market access commitments for rice, whest,
and barley. The Livestock Industry Promotion Corporation managed TRQ imports of dary
products such as milk powder, condensed milk, buttermilk powder, whey, and butter. The Japan
Raw Silk and Sugar Price Stabilization Agency administered the TRQ of raw slk until October
of 1996, when the two STEs merged into the Agriculture and Livestock Industries Corporation.®®
The Japan Tobacco Inc., now a private agency, imports leaf tobacco.

State trading activities are based on legidated import rights and, in some cases, by
gpecific monopoly rights over domestic production and didtribution, as is the case with tobacco
products and Jgpan Tobacco Inc. STEs ill monopolize imports of severa commodities and
limit importsinto Jepan.

The Food Agency, the largest STE in Jgpan, monopolizes import and domestic markets
of rice, wheat, and barley, dthough public traders are dlowed to import if they pay import
duties. The dated reason for mantaining an importing STE in rice, wheet, and barley is “to
gabilize supply and demand Stuations of prices for such stgple foods and for promoting stability
of national life and economy” (Japan's natification to WTO). The Food Agency collects prior
information on the demands for rice by type and origin and dlocates the TRQ to exporting
countries based on that information. Actud imports are administered by open tender under the
SBS sysem, whereby importers and wholesalers offer smultaneous tenders for the buying and
sdling prices of each variety of rice’™® As a result, the United States, Australia, Thailand, and

reflecting the financial crisis. We note that exporters disputed this situation.

57 WTO, GISTR/N/1/JPN, 22 August 1995.

%8 Japan's Ministry of Health and Welfare and Ministry of International Trade and Industry (MITI) are STEs for
opium and alcohol, respectively.

%9 WTO, G/STR/N/2/JPN, 30 October 1996.

% In the Japanese rice SBS, buyers and sellers propose a quantity and price of rice to be exchanged. The Food
Agency then examines all bids, choosing those that have the widest margin between the proposed sdling and buying
prices. The agency keepsthe margin (Dyck, et al., 1999).
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China were the mgor suppliers of rice to Jgpan in 1998. The minimum share of SBS mandated
in the URAA increased from 3 percent in 1995 to 19 percent in 1998.

Leaf tobacco markets were opened in 1985, but effective control over trade in tobacco
continues to be exercised by Japan Tobacco Inc. through its monopoly rights as the sole domestic
producer of tobacco products. Although private traders can import leaf tobacco, the existing
monopoly renders al importers of leaf tobacco dependent on its subsequent purchase by the
Japan Tobacco Inc.

Private traders can import dairy products and raw sSlk, subject to out-of-quota tariffs.
The Agriculture and Livestock Industries Corporation collects the tariffs and inspects the quality
and safety of imports. As with rice, markups on designated imported dairy products are bound
by the Country Schedule of Japan. The bound markups were reduced by 15 percent between
1995 and 2000. Domestic sale prices for dairy products and raw silk are based on import prices,
management costs, and domestic prices for dairy products.

9.5. Wdfarelmplicationsof TRQ Administration

As described in Chapter 2, different methods of alocating import quantities may have
different implications for consumers, producers, exporters, importers, and for revenue from
quota. Contrast the quota auction used for non-STE products with the low price bid used for rice
and other STE itemsin Korea. With an auction, the government maximizes revenue earned from
the restriction on import quantity, and the specific qualities and product characteristics reflect the
highest offer. Note that the outcome in this case is the same asiif the tariffs were set at the quota
auction price™ A system that offered imports to the low- price sdller would have identical results
only if there were no product or supplier quality variations within the quota category. The low-
price bid system encourages minimum quality within a category, not the qudity for which
Korean customers would pay the largest differentid. Thus these two systems may have quite
different dlocative and distributiona outcomes.

Korea seems to pursue multiple objectives in its TRQ adminigration, while abiding by
the obligations of its URAA commitments. The four objectives that we have identified are to:
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1) maximize revenue (STESs, markup, quota auction) or rent (license on demand);
2) maximize farm profit or minimize damage to farmers from a given import quantity;
3) minimize domestic market price variahility; and

4) maximize socid wefare.

The Trade Policy Review Body for Korean agriculture stated that “ongoing reforms have
been driven mainly by externad requirements, rather than efficiency consderations or consumer
welfare (WTO, p.3).” The ungated background condition is that the farm congtituency has been
primary. Protection policy has continued with implementation of the URAA. The Minigry of
Agriculture and Forestry dates that “for dtate trading products, the import season is adjusted with
flexibility so as to minimize conflicts with domedic production and to mitigate undesirable
effects of imports. Revenues from the operation of STES and quota auction are added to funds
for rurd projects. In 1997, revenue from STEs was about 375 hillion won ($394 million) and
quota auction revenue was 25 billion won ($26 million)” (MAF, 1998).

As described in Chepter 3, are TRQs administered with commercid consderations on a
MFN bass? What are the domestic wdfare implications, especidly given that domestic issues
ae dfected by who gets the quota rent and how dternative methods of TRQ administration
influence producer and consumer surplus?  As for MFN treatment, Joding, et d. (1996) argue
that “the test of commercia behavior is unlikely to be conclusve...The solution to this problem
is likdy to res in the direction of a meshing of nationd antitrust legidation, international codes,
and the new provisions on anti-dumping, subsidies, and dispute settlement procedures that have
now been incorporated into the GATT/WTQO.” The quotation focuses on the STES, but it can
adso aply to the overdl TRQ adminidration. From the adminigtrator's point of view, TRQs
must be administered trangparently and fairly enough to conform to the internationd rules.

Korea's TRQ practices for rice and oranges serve as interesting cases.  For rice, the
government’'s main objectives have been to minimize impacts on the domestic market and on
producers. It was politicdly important for the government to keep the promise of mitigating the
adverse impacts of market access. With the operation of open tender and price bidding, low-
qudity rice was imported and used for manufacturing purposes between 1995 and 1998.

"L This requires a static-world assumption.
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Imported rice was separated from the domegtic table rice market by sdling it through public
auctions to rice manufacturers.  To minimize producer losses, the government chose the import
product quaity with the minima cross-price dadticity.

A wefare andyss on Korean rice quota administration shows that the current system of
minimizing the import price, by deering imports to the low-quaity market, saves producers
gpproximately 1.1 percent of totd rice revenue in surplus losses (which was about U.S. $9.6
billion in the years 1995 to 1997). It also lowers quota revenue by about 0.9 percent of tota rice
revenue (about $86 million) and reduces consumer surplus gains by 1.3 percent of tota rice
revenue (about $125 million). Further, the loss of producer surplus that would occur if imports
were shifted from industrid to table rice would be larger than the gain in quota rents.  Thus, it
would not be possble to compensate farmers for such a shift usng quota rent done (Sumner
and Choi, 2000).

Korea agreed to a relatively large quantity of citrus imports. Unlike rice, these fruits are
dlowed directly into the domestic market. Quota rent is dlocated directly to the domegtic citrus
indusry. The STE typicdly opens the tender during the off-season. The loca citrus industry
may condder the maximization of profits from sdes of domegtic citrus together with rents from
the off-season sdles of imported citrus, by choosing the seasond (or monthly) import quantity.
Since the annua quotas are pre-determined, seasona dlocation would be the choice varidble. In
the longer-run, the expanson of in-quota quantity dso could be consgdered to maximize the joint
profit.

9.6. Summary and Conclusion

Import policies in both Jgpan and Korea seem designed to minimize the impacts of
imports on domestic markets in which domestic farms aso compete, subject, of course, to the
URAA and the WTO rules. TRQs are dlocated partly through the STES, but private firms
import many agricultural products.

In Korea, TRQ adminigration follows four paths 1) import on the bads of firs come,
fird sarved;, 2) auctioning import licenses to the highest bidder among private firms 3) license
on demand; or 4) adminidration by STES that were previoudy responsble for price stabilization

127



and other intervention measures. Despite eaborate policies gill in place for that limit import
access, the TRQ contributed sgnificantly to market access and resulted in increased imports into
Korea. Japan adminigtersits TRQ through both license on demand and state trading.

Gengdly, STEs in Korea and Japan operate as importers of items with large
internationa-domestic price gaps and for which the domestic crop is economicaly important for
farmers. For example, rice, beef, oranges, and other horticulturd crops in Korea, and rice, dairy
products, and leaf tobacco in Japan, are magor agriculturd commodities imported through STES.
The operations of STEs, induding purchaesng, sdling, pricing, and revenue handling have been
reasonably transparent.

Our analyss presents that dtate-traded products show the higher fill rate. It may seem
ironic, therefore, that the United States and other exporters have targeted STEs for particular
sruting in the next round of WTO negotiations.  If fill raes ae a usgful messure of
adminidrative barriers to openness, it is other TRQ methods that should be cause for concern. In
fact, fill rate is only one part of the story; how the quota is filled is dso important. Our andyss
and others (de Gorter and Boughner, 2000) show that variation in product type, season, and
import supplier may dl be crucd to underdanding fill rates and the degree to which
liberdization has occurred.

Wedfare implications of specific TRQ dlocation methods require individud case dudies.
For example, since the government or STE tends to choose commodity characteristics that
minimize the effects on prices recaved by domedic farmers, it is necessary to messure Cross-
price dadicities to quantitatively assess how digtorting this practice is on internationa trade. In
addition, internationa political pressure may affect STE behavior more than it would affect
private importers. Rice provides an indructive example of the interplay between domestic and

internationd politics

Both Korea and Japan drictly implemented the URAA commitments on rice.  However,
severd issues arose from how these countries managed quotas. The STEs of both countries kept
most imported rice away from domestic consumers.  The Food Agency of Japan alocated rice
across nationd suppliers with results roughly mimicking commercid trade.  Jgpan adso used

markups to keep imported rice away from domestic consumers. In Koreg, rice has been
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imported through tenders where the lowest bidder wins.  This results in low-qudity rice imports

from suppliers who were unlikely to have been successful in commercid trade.

The fill rate of beef TRQ quota after the financid crigs in Korea raises another situation
that warrants critical consderation. In 1998, Korea's quota fill rate was about 47 percent for
both STE importer and the private traders through the SBS system. Is this a coincidence of
commercid outcomes, or a result of internd coordination? This outcome is difficult to judge and
may only be resolved through the WTO dispute settlement process. In generd, the concern is
that private firms may face subtle but effective domestic persuason to curb imports or behave in
ways conggent with government policy. With China joining the WTO, this issue is likdy to

grow in importance.

In summary, while the TRQs have contributed to increase imports of mgor agricultura
products in both Korea and Japan, problems with trangparency and commercid consderations in
adminigering the TRQs remain. Access for some commodities seem to be less open than would
be the case if quota amounts were made available on a commercid bass. As a result, consumer
benefits are reduced, and alocation across import suppliers has been affected. The next round of
WTO negotiations will face these issues if quantitative market access is to improve in the interim
while tariffs are reduced. Subsequent meetings will dso face STE issues regarding possble
manipulations within gpproved market methods and the ways to encourage market results
through market mechanisms rather than political condderations.
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10. Tariff Rate Quota Administration in Canada

10.1. Introduction

The purpose of this paper to review the operation of TRQs in Canada to determine
whether the TRQ system has worked efficiently and as intended, and to see if any lessons can be
drawvn to hep in guiding the next round of WTO negotiations. The adminidration of tariff rate
quotas since 1995 has been undertaken by the Export and Import Controls Bureau (EICB) of the
Depatment of Foreign Affars and Internationd Trade (DFAIT), which dso was previoudy
regponsble for the adminidration of al import quotas In keeping with this continuity in
jurisdiction, the shift in adminigration from the previous import quota regime to the current TRQ
system has been smooth and largely seamless.

The firms that receive import alocations (or “quota-shares’) are modtly private,
with the post-1995 exception that a state enterprise, the Canadian Dairy Commission (CDC), is
the sole entity that is now granted import permits for butter by the EICB. Import dlocations are
decided upon annudly. The property right to this quota, year after year, is wesk in grictly legd
terms, but there has been a great ded of continuity in dlocations over the years. There has dso
been condderable variation in the number of holders of import permits or alocaions across
dairy products. In 1991, for example, there were 237 quota holders for cheese, 33 for ice cream,
28 for yogurt, 1 for buttermilk, and 1 for evaporated and condensed milk (Canadian Internationa
Trade Tribunal, 1992).

TRQs have been handled in much the same way as were the previous import quotas. The
number of quota holders by product has not changed appreciably, dthough now there is a TRQ
for butter (held by the CDC) whereas previoudy there was no specific import quota Many
regulations for obtaining and using the quotas are the same as in the pre-1995 period. There are
now twenty-one TRQs in Canada, thirteen of which are discussed under ten categories below.
(For the details of dl 21 TRQs, see Barichello.)



A. Current Procedures

The procedures that are now followed can be summarized across commodities in terms of
which firms are likdy to be given priority in TRQ dlocations and what redrictions must be
followed. In the numerous dairy product categories, turkeys and subgtantidly for shell eggs, new
entrants are discriminated againgt in Canada, athough in some cases like chicken there has been
a graduad shift away from historical alocations to more open access. For TRQ dlocations, some
commodities emphasze higoricad importers and firms with edtablished operations and
digribution lines. Sometimes dlocations are proportional to production or sdes, and sometimes
an dlocation depends upon specific component needs in the production process. In other cases,
TRQs are dlocated on a first-come, fird-served bass. Almost dways there is an adjustment for
any previous quota left unfilled. “Use it or lose it” is the rule dmogt universdly applied, with an
dlowance for sufficient prior notification to the administering agency. There are some size
restrictions per company for the holding allowed, and some Canadian resdency conditions.

No financia dement is involved in the quota dlocation process between quota recipients
and the adminigtering agency. In other words, there is no auctioning and no charge for a quota
dlocation. Therefore, it is a policy decison tha dl quota rents accrue to the recipient of the
quota Some commodity rules do not dlow rentas or inter-firm quota trandfers, but in most
cases, quotas can be rented and sold, a change from the Situation in 1991.

B. Performance of TRQ Regimein terms of fill rates for TRQ

Another aspect of Canadds TRQ regime is the extent to which TRQ levels have been
filled by actud imports. In generd, the percentage is close to one hundred across al categories.
Therefore, the Stuation in Canada is generdly unlike that in many other country jurisdictions
where there have been problems of “under-filling” TRQs. This gopears in part to be the naturd
outcome of vesting the TRQs in private hands, outsde the fam production sde of the dary
industry where there is a commercid incentive to import the products in question. Another
observation is that there are avalable import permits, supplementary to the TRQs (and outside
TRQ access), for those processng firms wishing to import dairy rawv materias or products,
manufacture or further process other dairy products, and export them internationdly. Imports for
re-export are outside the TRQ system and are not counted as part of Canada sfill.
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We have data for 1995 to 1998 for al twenty-one products or product categories (beef,
poultry/eggs, dairy products, a close dairy subditute (margarine), and wheet/barley) tha fdll
under the jurisdiction of the Export and Import Controls Bureau on the TRQ levels and actud
quantities imported. Ten maor categories are reviewed below. Ignoring the open whesat/barley
category, for 1997 there are only four cases where TRQs are not virtudly 100 percent filled:
yogurt (88 percent filled), heavy cream (63 percent), dry whey (83 percent), and margarine (1.6
percent). In 1998, there are two such cases heavy cream (83 percent), and margarine (6
percent). There are no data for liquid milk, for which Canada's TRQ is 64,500 tons, due to the
unique means of deding with this TRQ which adlows individuad cross-border shoppers to import
the product subject to the conditions which applied in the base period.

10.2 Commodity-Specific Detail for Canada’'s TRQs

10.2.1 Margarine

Canada had a TRQ of 6348.8 tons of margarine in 1998, rising to 7558 bns in the year
2000. In 1998, actud imports under the TRQ were 404.43 tons, indicating a fill rate of only 6.4
percent. This might indicate that protective measures are being practiced in the implementation
of this TRQ to redtrict margarine imports, but there are no indications that thisis 0. The TRQ is
adminigered on a firgd-come, fird-served bass. Snce the establishment of the tariff quota, dl
import requests have been granted. There are no redtrictions on access to these permits, other
than a 500-ton limit per applicant and that has been raised from 200 tons per gpplicant. Further
increasesin that level have not yet been requested. The only imports are Speciaty spreads.

It is most likely that domestic margarine production in Canada is highly competitive with
imports such that genera margarine imports are not profitable.  This is not surprisng, given that
Canada is an exporter of canola, a mgor ingredient in margarine production, and that canola is
avalable rdativdy inexpendvey. And dl oilseeds can be imported without duty. Furthermore,
this low fill rate for the margarine TRQ has perssted over the TRQ period.
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10.2.2 Shell Eggs

Canada s import quota under the FTA and NAFTA for table eggs and egg products was
agreed to at 2.988 percent of the previous year's domestic production, split among shell eggs
(1.65 percent), egg products such as frozen, liquid, and further processed eggs (0.71 percent),
and powdered eggs (0.63 percent). For 1999, this is equivaent to 13.318 million dozen. The
WTO commitment established a TRQ leve of 19.66 million dozen for 1999, which were about 5
percent of the base year. The higher access level between these two quotas is applied, and since
1996, this has been the WTO commitment.

For both shell eggs and egg products, the quota is dlocated to historica (pre-1974)
importers of shell eggs and egg products who keep ther initia dlocation minus any adjusments
for underuse. The remainder of the quota for these two categories of imports is dlocated to
registered egg dations (shell eggs) and processors, wholesdlers, and digtributors (for egg
products) on the basis of ther market share. The quota for powdered eggs is dlocated on a
modified fird-come, firg-served basis to registered processed-egg sations and further processors
that use powdered eggs in their manufacturing processes. A new dlocation for nest-run eggs for
breaking purposes (i.e,, ungraded shell eggs) was introduced in 1996 for the increase in import
access that occurred under Canada's larger WTO access commitment.  This is alocated each
year to registered processed egg stations on a market share bas's.

This latter dlocation has been contentious because dl the increased market access agreed
to under the WTO goes to egg mports for breaking purposes, with none of the access going to
the higher-priced shdl-egg market. This is an example of an end-use quota redtriction that has
denied WTO import access to higher-vaued portions of the egg market by preserving that
market for domestic producers, but one that Canada has vigoroudy defended.

A supplementary quota scheme exists for the usud two reasons. to prevent shortages of
shell eggs or egg products, and to dlow imports of eggs to be re-exported in some form.
Obtaining this quota for “shortages’ involves making an application to the EICB. It consults
with the Canadian Egg Marketing Agency, the nationd agency overseeing the activities of the
provincid producer marketing boards, to determine if a shortage exists or if dmestic product is

avalable,
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The fill rate of Canada's egg TRQ has been close to or aove 100 percent since 1995. In
the last two years, 1997 and 1998, the fill rates were 120 percent and 132 percent, respectively,
on an egg-equivadent basis, dthough these numbers include supplementary permits.

10.2.3 Chicken

The quota level for chicken dso differs between the FTA/NAFTA and the WTO. Under
NAFTA, the agreed quota level was 7.5 percent of the previous year's domestic production. The
WTO commitment has been 39,844 tons (eviscerated product basis) for both 1997 and 1998.
Due to continuing growth in the domegstic market, the access level under NAFTA has been
higher and consstently applied since 1995.

The method of dlocating this quota was revised in 1996, and it has now become quite
complex. Three groups recelve quota. First, any firms regardless of ther end use, who
imported chicken prior to 1979 receive ther initia dlocation, adjusted for underuse.  Second,
processors of chicken products that are not on the Import Control List, and who hence must
compete with imports that have open access to the Canadian market, recelve enough quota
(“FTA quotd’) to cover ther “needs’ but they must satisfy an “activity” test. Frms in the food
sarvices sector receive a share (5.6 percent, or 2.7 million kgs) of the TRQ remaining,
depending upon the firm's market share.  Findly, the remainder of the TRQ is split 70:30
between chicken processors (on the basis of market share) and chicken didtributors (on the basis
of equa shares). Any firm with a historica share can opt (irreversbly) for a market share or
equa share, depending upon whether they are a processor or food services firm, or a distributor,
repectivdly. There are minimum “threshold levels’ for firms to qudify for quota in these
vaious categories, with some provison for minimum quota dlotments for smal operations.

Firmswith historical quota shares are subject to use-it-or-lose-it provisons.

Supplementd  quota is avalable under four categories: for shortages in the domestic
market; imports destined for re-export; firms who wish to test-market new products or processes;
and to dlow further processors to compete with imports. Requests for quota for shortages are
made to the EICB, which consults with the Chicken Farmers of Canada who determine the
availability of domedtic supplies for that use. For the other three categories, supplementary

permits are issued on request. There are no country reserves within the chicken quotas.
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The fill rates for the chicken TRQ have been at 100 percent since 1995. In 1997 and
1998, the fill rates were calculated as 139 percent and 146 percent, respectively, but this was due
to the fact that NAFTA quota levels are higher than the WTO quota levels used as the basis for
the TRQ fill rate cdculations. However, it is dso true that the market for chicken, particularly
for further processed categories, has been growing quickly, and supplementa quota alocations
(above the TRQ) have been common.

10.2.4 Beef and Veal

Although there is free trade between Canada and the U.S. under the FTA/NAFTA,
Canada has a TRQ commitment under the WTO. It has agreed to a TRQ for non-NAFTA
countries (except Chile) in the amount of 76,409 tons for fresh, chilled, and frozen beef and ved.
The TRQ does incorporate two country reserves, for New Zedand and Ausraia, with the New
Zedand share of the tota quota a 29,600 tons and the Audrdia share a 35,000 tons. The
remaining amount, 11,809 tons, is open to al other countries.

The beef TRQ is alocated to importers in two pools, one for processors and retaler-
processors, and one for distributors. The former pool, of 57,307 tons, is alocated based on the
amount of beef and ved from countries other than the U.S., Mexico, and Chile processed in these
processors own facilities from November 1 to October 31 of the previous year. The second
pool, of 19,102 tons, is dlocated to distributors based on sdes of beef and ved from countries
other than the U.S,, Mexico, and Chile, from November 1 to October 31 of the previous year. A
system of supplementary quotas has been implemented to deal with market shortages.

The beef and ved TRQ has been filled or virtudly so in dl years ance 1995. In 1995,
the fill rate was 113 percent; in 1996, the rate was 97.4 percent; in 1997, it was 117 percent; and
in 1998, it was 111 percent.

10.2.5 Fluid Milk
In the case of fluid milk, Canada has a TRQ of 64,500 tons. This is a globd TRQ,
accessible by any country supplier, but in practice, due to transportation costs, it is likey to be

filled only from the U.S. This TRQ is unique in that Canada does not alocate it to any importer,
but leaves its importation to individua residents of Canada who shop in the U.S. and choose to
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bring flud milk home. Prior to 2000, there was a limit of $20 per resdent per trip for
importation of fluid milk and cream for the persond use of the importer and his household. But
that dollar limit has been removed following a WTO Pand finding and Appelate Body finding
concerning the adminigration of Canada's fluid milk TRQ. Because there is no forma counting
of fluid milk imported by individud consumers, no published natifications are made and the fill

rate cannot be verified.

10.2.6 Powdered Buttermilk

Canada’s WTO commitment in the case of powdered buttermilk is a TRQ of 980 tons
that has stayed congtant over the period from 1995 to date. Unlike yogurt, however, it is not a
globd commitment; rather, the supplying country is New Zedand for the full TRQ alotment.
Furthermore, the TRQ is dlocated to one higtorica importer. The reason for this country reserve
is the same as for Audrdia and condensed milk, that when powdered buttermilk was placed on
the Import Control List, New Zedland was the taditiond and sole supplier, and this arrangement
rolled over into the WTO commitments.

The adminidrative arangements are dtandard. The importer has completdy filled this
TRQ in each year since 1995. The fill rates have been 1995, 116 percent; 1996, 133 percent;
1997, 101 percent; and 1998, 120 percent.

10.2.7 Butter

As one of the most protected of Canada's dairy products, butter had been on the Import
Control Lig for forty years with the Canadian Dairy Commission as the sole importer.  In most
years prior to 1995, there were no butter imports.  Butter was imported only to relieve temporary
market shortages. In 1995 as part of Canada's UR commitments, a TRQ for butter was initiated,
with a growth factor built in and with a country reserve for New Zedand. The levd of the TRQ
for 1995 was 1,964 tons, increasing to 3,274 tons in 2000. Of this, New Zedand's reserve
sarted at 1,200 tons (61 percent) of the 1,964 tons in 1995, increasing to 2,000 tons of Canada's
total 3,274 tons in the year 2000. The TRQ accounts for less than 3 percent of Canada's base-
period butter consumption.
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This TRQ has been fully dlocated by the EICB to the Canadian Dairy Commission, the
nationa agency that oversees dary policy in Canada and which is a date trading enterprise by
virtue of its right as the sole importer of butter. The further dlocation of this quota is redtricted
to use only by processors and further processors. As noted earlier, this dlocation of the butter
guota to the CDC has been contentious, with New Zedand complaining that it has received

lower export prices for its butter than would otherwise be the case.

The TRQ has been filled in each year snce 1995 with a fill rate of 100 percent in the
1995, 1996, 1997, and 1998 dairy marketing years.

10.2.8 Cheese

A cheese import quota was introduced in 1975 a 50 million pounds, which was reduced
to 45 million pounds (20,412 tons) in 1978. There was then an agreement between Canada and
the European Union for a country reserve. The current EU share (since 1996) is 66 percent, with
the remainder open to imports from al other countries. The TRQ edtablished for cheese under
the URA was fixed a this same level of 20,412 tons until 1999 and beyond. In addition, the
country reserve to the EU was incorporated into the administration of Canada's cheese TRQ. In
the view of some industry experts, the EU reserve produces a result not that different from what
the pattern of imports would be with open markets, and, therefore, would arguably be consstent
with GATT 1994 Article 13.

A large number of private cheese importers have been actively involved in the cheese
trade for many years and have retained ther rights to annua alotments of this TRQ since 1995.
These higorical importers receive their traditiond alotment regardiess of where they are in the
cheese trade, as long as they remain active in it and utilize a least 95 percent of their import
dlocation. TRQs can be bought and sold among cheese-trade participants and newcomers.  In
fact, there has been enough trade in these quotas that 72 percent of current cheese quota holders
have entered the cheese trading system since 1985. There is dso a provison for supplementd

quotas for market shortages and for re-export, but these alocations are rare.

As far as fill rates are concerned, cheese quotas have been filled in each of the four years

since 1995, at 100 percent until 1997, and at 101 percent in 1998.
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10.2.9 Ice Cream

This product was named to the Import Control List in 1988, but then placed under a TRQ
like dl other agriculturd products in 1995. The TRQ leved was initidly 347 tons, risng by 1999
t0 456.6 tons. It isopen to al countries and has no redtrictions on the types of importing firms.

The TRQ is dlocated to higorica importers, regardless of their sector of activity, in
proportion to their higorica imports. Underutilization pendties aoply if imports fal below 90
percent of the importer’s dlocation, and such quota is redlocated periodicdly to those who
apply, new or traditiond importers, without restriction.

The fill rate on this quota has been quite high and deadily risng to more than 100
percent. In 1995, it was 89 percent; in 1996, it was 99 percent; in 1997, it was 104 percent; and
in 1998, it was 121 percent, even though there was a growth factor in the TRQ.

10.2.10 Wheat, Barley and Their Products

There ae four TRQs under this category, and they ae items not under supply
management indudtries.  The items are whest, barley, wheat products, and barley products. The
TRQ levels for 1998/99 were: wheat, 190,582 tons, barley, 335,160 tons, wheat products,
123,557 tons on a grain-equivaent basis, and barley products, 16, 070 tons on a grain-equivaent
bass. In addition to these quota levels, under NAFTA provisons, Mexican whest, barley, and
their products can Hill enter a the in-quota tariff rates, even if the TRQ is full. The same goplies
to the U.S. for wheat and wheat products, and now aso for barley and barley products.

TRQs for these grains and products are available to importers from the U.S. and Mexico
on a fird-come, fird-sarved bass. Revenue Canada, Canada’'s customs and income tax
department, keeps track of the volumes, and once the TRQ leve is reached, the over-TRQ tariff
then applies.  Initidly, importers need Generd Import Permit No. 20, avalable without
goplication, and they pay the in-quota tariff. After the TRQ is filled, Generd Import Permit No.
100 is necessary, covering unlimited imports, but al such imports pay the higher over-TRQ rates

of duty. A supplementary access regime covers the situation of market shortages.
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Fill rates are quite varigble within these grain categories.  The fill rates for the whesat
TRQ in the four marketing years from 1995/1996 to 1998/1999 were 18, 74, 27, and 33 percent,
respectively. For barley, over the same four years, fill rates were 5, 31, 12, and 18 percent. For
whest products, the TRQ was aways filled, with fill rates of 114, 100, 110, and 102 percent. For
barley products, the fill rates were 75, 70, 59, and 60 percent. Despite less than complete fill
rates, there appears to be no adminigtrative congtraint that reduces market access. Permits are
free for the asking and no gpplication is required. Further, access to the TRQs is on a first come,
first served bass. The explanation would appear to be that imports of wheet, barley, and barley
products ae often not profitable, paticulaly for wheat and barley gran, given the
competitiveness of Canadian grain production and processing.

10.3 LessonsLearned from the Canadian TRQ System

In terms of fill rates, the Canadian record is relaively good. Most categories are filled or
nearly so. When categories have low fill rates, it appears most often to be due to the importation
being unprofitable. Further, the rules and procedures for these TRQs appear to be transparent
and not too difficult to use. In other words, for this criterion, the Canadian TRQ system appears
to be working as desred. Explaning why fill rates are s0 high is a tdl order, but some
observations can be made. Fird, the quotas are usualy dlocated to private firms that are
independent and do not profit from domestic production. There would appear to be strong
incentives for these firms to fill ther TRQs as long as the underlying economics of importation
ae dtractive.  Further, the adminigtration of the regime is quite open, sraightforward, and
predictable, not burdening importers with large cogts.

In terms of quota alocation, the domestic economy and foreign exporters will gain from
dlocating quotas to those importers who can generate the highest profits from the quotas. One
would want to see a minimum of regulations redricting who can gain access to the quota, by
enterprise characteristics or industry sector (e.g., further processors, or end-uses). Also, one
would want to dlow new entrants to get into importation readily. TRQ dlocation in important
pats of the Canadian system has done little to hep accessbility by often relying on dlocation to

higtorical importers. But some changes are now beginning to give more access to newcomers.
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The mogt effective means of meeting an objective of open access is to dlow quotas to be
bought and sold on a permanent basis and for there to be easy short-term rentas (buying and
sdling the quotas for that import year). The advantage of dlowing this kind of trandferability is
that it makes the initid dlocation largely irrdevant for achieving an efficient quota sysem. On
this score, Canada has improved its regime by alowing the quotas to trade in most categories. It
is important that this trade be dlowed to continue and tha implementing regulations protect sde
and rentd activity in dl TRQ categories. (This does not apply in those cases where quotas are
not condraining, such as when they are dlocated on a fird-come, fird-served bass) Thisis a
most effective means of getting quotas into the hands of the mogt efficient importers.  Then the
initid dlocation can be done smply to trander income to dedred groups (eg., further
processors), and the initial dlocations can become irrdlevant for keeping the regime operating
efficiently. Allocating quotas by auctions becomes less an issue of efficiency for the regime and
more a question of how to split up the quota rents.

Regarding the objective of keeping the adminidration of the quota sysem efficient, this
cdls for keeping costs to the importer of accessng quota as low as possble, keeping
trangparency high, and keeping uncertainty from rule changes, additions, or interpretations as
low as possble. Across the twenty-one TRQ categories, Canada's regime appears reasonably
successful in meeting this objective.  There are dill many gans from further smplifying quota
adminigration. Some of the poultry dlocaions seem particularly good candidates for further
gmplification.  In fact, it would seem unnecessay to have any rules governing quota
adminigration other than that the quota or permit is needed to undertake importation, and that the
quota must be used within the quota period. Further gains in domestic efficiency can be arrived
a by changes in sysem design. One example dready noted is to dlow quota rentd (within the
year) and another is to permit quota to be held permanently (the right to be given the annud
import permits each year, as for fam quotas). This dlows the flexibility of annud quota holding
adjustment, in case of excess demand or your inability in one year to completey use your quota,

and it provides the certainty of knowing you will be receiving your import quota each year.

It may be dedrable on equity grounds to spread the quota rents more widdy than is
presently practiced. This could be achieved with auctions, or for a charge to be levied on quota
recipients each year. Canada has not gone any distance down this path in quota administration.
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In terems of more internationd issues, there is the quettion of targeting TRQ supplier
countries with the use of country reserves. Canada does have five of these (one-fourth of Al
TRQs), but does not appear to consder the existence of such reserves a policy objective. These
reserves do not serioudy affect the operation of Canadd's regime, do not contribute to quota
under-fill, and are vauable only to the recipient exporter. Another issue is the role of State
Trading Enterprises. Canada has only one case, butter, in which the TRQ is dlocated to the
Canadian Dary Commission. One worry about such a role for STEs is that they may have
weeker incentives to fill the quota But the evidence in Canada is that the STE monopoly
importer isfully utilizing its butter TRQ.

Implications for the negotiations

From this review, the primary lesson for deding with TRQ adminigration in the next
round is to require that TRQ levels are actudly imported where there is a market demand for
such imports.  Pendties should be imposed on governments (or their implementing agencies) for
falure to dlocate quotas to importers, alowing them to be guided by private economics as to
how much to import. If the importer is not an independent private firm (eg., a STE), additiona
pendties may be necessary to induce them to import their TRQ import levels, assuming there is a

private demand for those imports.

It is not clear why any additiond WTO les should be adopted in this area, other than to
ensure meeting privatdy profitable TRQ levels as discussed above.  From the Canadian
experience above, it would not seem necessary to require quota dlocation to private firms, to
disdlow dlocetions to STEs, or to require the auctioning of quotas. Mogt of these additiond
rules could contribute to filling TRQs and reducing the economic cost of quota adminigtration
and sysem operations. But if we can ded directly with the filling of TRQs as suggested above,

such other rules ae dther redundant or ae primaily matters for domestic policy.
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11. TheCaseof Australiaand New Zealand facing TRQs'?

11.1 Introduction

Audraia and New Zedand, as leading members of the Carns Group, are committed to
achieving reductions in the digortions remaining, post-Uruguay Round, in internationa markets
for agriculturd and food products. TRQs are but one dement of the several digtortions that
remain. Over the past fifteen years, each country has reduced its support to the agriculture
sector.  In the period 1986-88, as measured by the percentage Producer Support Egtimate
(%PSE), support stood at 7 percent for Australia and 11 percent for New Zedland compared with
34 percent for Canada, 46 percent for the EU, 65 percent for Japan, 26 percent for the U.S. and
the average for the OECD countries of 41 percent (OECD 1999, Table I11.5). By 1998, the
corresponding figures for Audtrdia and New Zedand were 7 percent and 1 percent, respectively,
and for the other countries listed were 16 percent for Canada, 45 percent for the EU, 63 percent
for Japan, 22 percent for the U.S. and 37 percent for the OECD average. Neither Australia nor
New Zedand uses export subsdies as a way of increesng market share and boogting farm
incomes, dthough dae trading enterprises are an important feeture of the internationd
marketing for some products, eg., wheat and sugar in Audrdia and dairy products in New
Zedand.

On the import side, both countries introduced Tariff Rate Quotas on avery smdl number
of products, having earlier removed tariffs dtogether on imports of some agricultura products,
eg., the Audrdian tariff on sugar was removed in 1997. Audrdia introduced TRQs for cheese
and for tobacco; New Zedand introduced them on imports of fresh gpples, fresh pears and hop
cones (WTO 1998, Attachment pp. 1 and 16). With the exception of the TRQ on cheese, the
method of adminigration is by applied tariff rate. For cheese, the method of adminidration is by
higorical imports with licenses tradable amongst holders. Because the datutory marketing
arrangements in Audrdia for tobacco are being restructured and the effective rate of assstance is
due to fal from 60 percent in 1997-98 to 2 percent in 1999-2000 (Productivity Commisson

2 Notes provided by Ron Sandrey and Rowena Hume of the New Zealand Ministry of Foreign Affairs and
Trade contributed substantially to this chapter and so are gratefully acknowledged. However, they are not
responsible for any remaining errors.
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1999, p. 45), and because tobacco is relatively unimportant in terms of the vaue of imports, it
will not be consdered further.

Given the smdl number of TRQs in place, the main emphass here will be on the TRQs
which impede or which in some instances appear to enhance exports from these two countries.
For Audrdia, the principa products in terms of the value of exports are beef, dairy, sugar, whesat
and wool. TRQs are only important for exports of beef, dairy and sugar. However, for particular
products, eg., sheep mest, in certan markets, eg., the EU, TRQs are important in providing
access to the market that would not otherwise exist. The country-specific dlocation to Audrdia
by the EU for sheep meat was 18.65 thousand tonnes (carcass weight) (ABARE, p. 40) which
amounted to 13.6 percent of tota exports of sheep meat during the period 1995 to 1997. In the
case of New Zedand, the focus will be restricted essentidly to exports of dairy products.

11.2 Audgralia

Imports

The basc detals about the Audrdian TRQ for cheee are as follows. The minimum
access commitment provided in the WTO schedule was 11.5 thousand tonnes for 1995 and 2000
(ABARE 1999, p. 38). The quantities to be imported have not been alocated to particular
countries.  The in-quota tariff is a gpecific tariff of A$96 per tonne for both years, the out-of-
quota tariff is A$L.22/kg or A$1220 per tonne. The indicative world price in 1995-96 was
A$3,000/tonne thus giving ad valorem equivaent rates for in-quota and out-of-quota of 3 percent
and 41 percent, respectively.

Consumption of cheese in the period 1986-88 was 135.0 thousand tonnes and gross
imports were 19.5 thousand tonnes, thus giving a gross imports-to-consumption ratio of 14.4
percent (ABARE 1990, p. 57). With imports currently (1997-98) at 31.2 thousand tonnes
(ABARE 1998, p. 77) and base-period consumption a 131.2 thousand tonnes, the imports-to-
consumption ratio is 238 percent, i.e, wel in exces of the required minimum access
commitment. With current (1996-97) consumption now at the consderably higher level of 197.8
thousand tonnes (ABARE 1998, p. 72), the ratio of gross imports-to-consumption is ill in

excess of the commitment at 15.8 percent.
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The fill rates for the Audtrdian cheese TRQ were 98 percent in 1995, 95 percent in 1996
and 79 percent in 1997 (WTO 1998, Attachment p. 1). Over these three years, the domestic
production of cheese rose from 234 thousand tonnes to 285 thousand tonnes (ABARE 1998, p.
80) which may partly explain thefdl in thefill rate.

Export Markets

The most important agricultura exports by vadue in recent years (the average of years
1995-96 to 1997-98) have been wool (A$4.2 million), wheat (A$3.8 million), besf (A$2.3
million), dairy products (A$1.6 million) and sugar (A$1.5 million) (ABARE 1998, pp. 221, 205,
148, 75 and 197, respectively). The two principal markets for wool are China and the EU. The
former is not a member of the WTO and the later has no TRQ for wool. The main markets for
wheat over these last three years have been Indonesia (15 percent share), Iran (13 percent share),
India and Japan (8 percent share), Egypt (7 percent share) and China and Pakistan (6 percent
share). Of these countries, Indonesia, India and Pakistan are recent Members of the WTO (1995)
and have no TRQ for whesat, while Iran and China are not members of the WTO. Egypt has no
TRQ for wheat and Japan has a TRQ that is adminisered through a date trading enterprise,
namely, the Japanese Food Agency, and the quotas are not country specific. The in-quota tariff
is zero but there is a mark-up of 53 yen/kg in 1995, decreasing by 1.3 yen/kg to 2000 (ABARE,
p. 37). The out-of-quota tariff is 55 yervkg. On an indicative world price of 25,000 yen/tonne,
the ad valorem rate is 220 percent. The fill rates in 1995 and 1996 were each 100 percent (WTO
1998, Attachment p. 13). Hence, TRQs are not a sgnificant feature, ether as a help or as a
hindrance, to Audtrdian exports of wheat which are conducted by the now privatedly owned date
trading enterprise AWB (Internationd) (formerly the gatutory marketing board, the Audrdian
Whesat Board).

The two most important export markets for Audrdian beef by vaue are Jgpan (54
percent share over the period 1995-1997) and the U.S. (19 percent share) (ABARE 1998, p. 148).
The corresponding volume shares were 41 percent and 27 percent, respectively (ABARE 1998,
p. 147). As a result of the tariffication of the Japanese beef import quota in 1991, there is no
TRQ in place (WTO 1998, Attachment p. 13). However, the U.S. does have a TRQ which,
according to the WTO (1998, Attachment p. 28), is administered on a firg-come, fird-served
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basis. The access provided for 1995 and 2000 was to be 656.6 thousand tonnes (ABARE 1999,
p. 36). The in-quota tariff in both years is US$0.044/kg or US$44/tonne, and the out-of-tariff
rate is 31% for 1995 and 26.4% for 2000. The indicative world price for beef in 1995-96 was
US$1,800/tonne, implying an ad valorem rate of 2.44 percent for the in-quota tariff. The fill rate
for 1995 was 66 percent while in 1996, it had fdlen to 59 percent (WTO 1998, Attachment p.
28). Between 1994 and 1995, beef production in the U.S. rose from 11.2 million tonnes to 11.6
million tonnes (i.e, by 3.6%) which may patly explan the fal in the fill rae as imports fdl
from 1.07 million tonnes (carcass weight) to 0.95 million tonnes (ABARE 1998, p. 144).
According to ABARE (1999, p. 40), the U.S. dlocates its beef TRQ to specific countries of
which the Audrdian volumes were to be 378.2 million tonnes (assumed carcass weight) in 1995
and 2000. The actud volume in 1995 was 3125 million tonnes (converted from a shipped
weight basis of 210.7 thousand tonnes (ABARE 1998, p. 147) at 1.48), afill rate of 83 percent.
Audrdian exporters require accreditation with the USDA and an export license from the date
trading enterprise Meat and Livestock AustraiaLtd.

For exports of Audrdian dary products, the most important condituents by vaue are
cheese, kim milk powder, whole milk powder and butter. For cheese, the dominant export
dedtination is Jgpan with a volume share of 47 percent over the years 1995-96 to 1997-98
(ABARE 1998, p. 75). These imports are not subject to a TRQ (WTO 1998, Attachment p. 13).
For skim milk powder, the four most important export markets are the Philippines (24 percent
share by volume), Maaysia (16 percent), Japan (12 percent) and Thailand (11 percent). With the
exception of Japan, none of these countries has a TRQ in place (WTO 1998, Attachment p. 21-
22, 15 and 27, respectively). Japan has two TRQs for skim milk powder, one for school lunches
and the other for al other purposes, both administered by license on demand (WTO 1998,
Attachment p. 13). The in-quota tariff rate is O percent (or 35 percent if sugar is added, a
technica tariff) for 1995 and 2000 (ABARE 1999, p. 37); the out-of-quota rate for both years is
396 yen’kg which, a an indicative world price of 243,000 yen/tonne, is an ad valorem rate of
163 percent. The fill rates for the firs category were 58 percent and 64 percent in 1995 and
1996, respectively, but only 49 percent and 40 percent respectively for the second category. As
far as whole milk powder is concerned, Mdaysa and Thailand are the important export markets
with average volume shares of 14 percent and 9 percent, respectively, over the period 1995-96 to
1997-98 (ABARE 1998, p. 75). Neither country appears to have a TRQ in place for this product
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(WTO 1998, Attachment p. 15 and 27, respectively). Findly for dairy products, Thaland is the
dominant export destination for butter and butterfat with a volume share of 12 percent (ABARE
1998, p. 75). Thereisno TRQ in place.

For Audrdian exports of bulk raw sugar, the main export destinations (by volume) over
the period 1995-96 and 1996-97 were Canada (18 percent), Japan (17 percent), South Korea (16
percent) and Maaysa (15 percent) (ABARE 1998, p. 197). The share destined for the U.S. was
4 percent and that for the EU was zero. Given the prices avalable in the U.S. market, thisis a
more important market than the volume share would suggest. In 1998, the average monthly
world market price of raw sugar was USO.68 cents/lb compared with the U.S. domestic raw
sugar price of US22.06 centglb (http://www.fas.usda.gov/htp/sugar/1999/november/prices.pdf).
The in-quota tariff for 1995 and 2000 is US1.460 centskg with a out-of-quota tariff of US39.85
centgkg in 1995 and US33.87 centgkg in 2000 (ABARE 1999, p. 36). The ad valorem
equivalent rates are 5 percent and 121 percent, respectively. Also of note is the EU’s dlocation
of its TRQ on a sdected country bass (largely because of the Sugar Protocol of the Lomeé
Agreement). Audtrdiahas no share (ABARE 1999, p. 40), hence the zero exports.

Of the mgjor destinations for Austrdian sugar by volume, Canada, Japan and South
Korea have no TRQ in place. Mdaysa does have onethat is administered through alicense-on-
demand basis (WTO 1998, Attachment p. 15). Thefill rates were 0 percent and 13 percent in
1995 and 1996, respectively. In the case of the U.S. TRQ, the dlocation is on afirst-come, firgt-
served basis (WTO 1998, Attachment p. 28), athough there are some country-specific
assurances (ABARE 1999, p. 40). Audrdiawas given aminimum import share of 8.3 percent.
For U.S. fiscal year 1999/2000, the import volume from Australia has been set at 87.4 thousand
tonnes (http://Aww.fas.usda.gov/htp/sugar/1999/november/trg.pdf). Thisis dightly less than the
actud volume of importsin fiscal year 1999 of 88.1 thousand tonnes but much less than imports
of 260.5 thousand tonnes in fisca year 1996.
(http:/Avww.fas.usda.gov/htp/sugar/1999/november/imports.pdf).
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11.3 New Zealand

In 1997/98, the top four markets for New Zedland cheese were Japan (22.6% by vaue),
the European Union (Belgium and the U.K. 17.8%), the United States (9.1%) and Audrdia
(8.6%) (New Zedand Dairy Board 1999, Table 5.5). Access to al of these markets, with the
exception of Japan, is controlled by TRQs. For 1999, the U.S. cheese quota is 140.5 thousand
tonnes, of which New Zedland has a country-specific quota of 21.7 thousand tonnes (MFAT
1999). Of this New Zedland quota, 7,300 tonnes is for Cheddar, 2,000 is for American cheese,
1,000 tonnes is for low-fat cheese and 11,322 is for other types of cheese. It has been estimated
(Schluep 1999, Table B-1) that for dl types of cheese imported by the U.S. in 1997, the quota
rents were US$ 186.7 million of which New Zedand gained US$ 254 million. However, this
share of the total disguises the heterogeneous nature of the cheeses imported. Of the nine types
classfied, New Zedand had subgantid rentad rates on only three. These were “Other cheese
NSPF" with a 50.5 percent share, “Cheddar” with a 80.5 percent share and “American other than
cheddar” with a69.0 percent share.

There are dso TRQs facing New Zedand exports to the U.S. of butter, anhydrous milk
fa (AMF), skimmed milk powder (SMP), and whole milk powder (WMP). For butter, the TRQ
generated in 1997 rents of US$ 3.8 million of which New Zedland had a 55 percent share. For
SMP and WMP, the rents amounted to US$ 1.7 million and US$ 1.3 miillion, respectively, which
represented shares of 72 percent and 53 percent, respectively. For AMF and casain, the U.S. is
the most important export destination, accounting for 11.9 percent and 50.1 percent, respectively
(NZDB 1999, Tables 5.7 and 5.8, respectively). Casein is one of the very few dairy products that
are not subject to a TRQ in the U.S. market, the others being whey protein concentrates and milk
protein concentrates.

The adminigration of TRQs in the U.S. is complex. For example, dairy product imports
from New Zedand are subject to both country-specific TRQs but aso MFN tariffs. The TRQs
for cheese, butter, AMF, SMP and WMP are administered through import licenses while other
products subject to TRQs enter on a firg-come, fird-served bass. The import licenses are
dlocated on dather an higoricd holding basis or they are given to importers nominated by the
exporting country. Not the entire country-specific quota for New Zedland is under the control of
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the New Zedand Dary Board, i.e, other importers are dso given licenses to import. The
licenses which are given to the New Zedand Dary Board are held by its U.S. subsidiary, NZMP
Cheese Ingredients, and, hence, the New Zedand Dary Board collects the quota rents on only
that proportion of licenses which it controls. However, when New Zedland dairy products enter
the U.S. through other importers, then the price is a negotiated one between the Board, as the
angle-desk sdler, and the importer, and the quota rents are shared between the two. Exports to
the U.S. under the MFN quota license arrangements for butter, AMF, SMP and WMP are
trividly smdl, a maximum of 57 tonnes per year per license, and are dlocaed through an annud

lottery.

Cdculaing the quota rents generated in the U.S. market for the New Zedand Dary
Boad, by multiplying exports by the difference between the U.S. wholesde price and the cif
import price, will overdate these rents because some of the imports go through firms other than
the New Zedland Dairy Board's subsdiaries. The estimates of New Zedland's quota rents in the
U.S. market in 1997 for al dairy products were US$ 49.5 million (Schluep 1999, Table B1).
This represents an upper bound because of the leskage in the control that the Dairy Board is able

to exercise.

In some respects, the import arrangements for New Zedand dairy products destined for
the EU market are more draightforward than those for the U.S. Since Britain joined the then
European Economic Community in 1973, New Zedand has had preferentid access to the United
Kingdom (and EU) markets for butter and cheese.  With the implementation of the Uruguay
Round Agreement on Agriculture, these arrangements were continued through country-specific
TRQs for New Zedland. For buitter, the quota of 76.7 thousand tonnes represents 4 percent of the
EU butter market and it attracts a specific tariff of 869 eurostonne (an ad valorem rae of
approximately 50 percent). The out-of-quota tariff is 2000 euros/tonne or an ad valorem rate of
approximately 125 percent.

For cheese, there are two quotas. one of 4,000 tonnes br cheese for processng and a
second of 7,000 tonnes on Cheddar cheese. The in-quota tariff is 170.6 euros/tonnes and the out-
of-quota tariff is 1765 eurostonne. These represent ad valorem rates of gpproximately 10

percent and 100 percent, respectively.
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The adminigrative arangements for these TRQs ae as follows. The EU requires
matching licenses, i.e, its import licenses have to be maiched by the award of export licenses by
the exporting country, in this case by New Zedand. Imports of New Zedand butter and cheese
by the EU require the importer to have an IMAL1 cetificate (Import Monitoring Arrangement)
and an import license. The IMAL certificate can only be obtained from the New Zedand Dairy
Board. The import license for butter has to be obtained from the UK Intervention Board for
Agriculturd Produce and for cheese from the corresponding authorities in the Member countries.
Thus, the New Zedand Dairy Board has more control of the process in the EU market than it has
inthe U.S. market.

The New Zedand Dairy Board is a monopolist with respect to the country-specific TRQ
on butter and cheese degtined for the EU market, i.e, it is a monopolist in the license market.
But its control is even greater than that. In the export market for dairy products, the New
Zedand Dary Boad is ds0 a sngle-desk sdler. As far as the EU market is concerned, the
Board sdls dairy products to its EU subsdiaries at the EU market price as well as sdling to other
EU importers a negotiated prices Given these arangements, there is an incentive for New
Zedand to fill its quota because EU prices are much higher than prices in the highly distorted
world market. In this case, unlike that in the U.S,, the Dairy Board can capture most (dl) of the
rents because of the control which it can exercise in both the license and the product markets.
These rents have been egtimated to be US$ 90.0 million for butter and US$ 16.1 million for
cheese in 1997 (Schlugp 1999, Table B-1). The respective fill rates were 80 percent and 86
percent.

Therefore, in the EU market, the quota rent captured by the New Zedand Dary Board
and, hence, New Zedand dairy farmers because of the link between the Board and internd milk
and dary prices may be reasonably agpproximated by multiplying the import volume by the
difference between the internal EU price and the world market cif price inclusive of the tariff.

There are two aspects of the quota rents acquired by the NZDB that need to be explored
in more detall. The first aspect is what does the Board do with the rents  For example, does it
pass these back to dairy processors and, hence, indirectly to milk producers, or does it use them
to buy subsdiary companies in importing countries, or does it use them to advertise New
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Zedand dairy products in some or dl of its export markets? The second aspect is, if the prices
which New Zedland dairy producers receive for their product is increased by receipt of part of
the quota rents, then what is the supply response and what are the additiona export volumes then
achieved? In that sense, the quota rent acts in the same way as a production or an export
subsidy. Clearly, there are no smple answers to these questions and the research necessary to
answver each goes well beyond the scope of this chapter. However, it should be obvious from the
indtitutional detail provided for New Zedand that a combination of TRQs in important export
markets, together with a single-desk export sdler of the product and adminigtrator of licenses has
a greater potentia to distort markets than envisaged by those who, during the Uruguay Round,
supported the introduction of TRQs as a means of improving market access. TRQs under perfect
and imperfect competition have quite different effects on markets. In the case of Audrdia, the
role played by single desk exporters is less sgnificant because wheat does not face subgtantia
TRQs, athough thisis not true for sugar exportsto the U.S.

114 Condusons

The exigence of TRQs remains one of the important ditortions in internationd markets
for agricultura products. For Audralia and New Zedand, the issue of market access is an
important one. Neither country has made much use of TRQs, the former having two (cheese and
tobacco) and the latter three (apples, pears and hop cones). To the extent that each country has
been granted country-specific import quotas by importing countries, it might be argued that
guaranteed access would be better than the dternative of no TRQ. However, it is apparent from
the descriptions provided above that the arrangements facing each of these exporting countries in
the mgor markets of the EU, Japan and the U.S, as wdl as in important Asan markets, carry
adminigrative costs for the exporter because of the licenang arangements in many ingtances.
These costs must go some way towards offseting the additional revenues generated through

quota rents.

Whether the net economic benefits to Audrdia and New Zedand of the market access
provided by TRQs are postive is very difficult to determine. In some cases, eg., New Zedand
shipments of dairy products and sheep meat to the EU, there were pre-exising arangements
which guaranteed access, while in other cases, the uncertainty created by quota alocated on a
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fird-come, fird-served basis, eg., sugar imports to the U.S,, increases the costs of trade. For
catan, any edimae of quota rents cdculated by multiplying the export volume by the
difference between the internd and world price inclusve of tariff will overdate these ret benefits
because of the adminigtrative costs incurred by the exporter and because of the distortions
crested by the dternative methods of dlocating the quota To offsat these possble additiond
costs of exporting, for certain products there may be ®me additiond gains that are captured by
the single export desk activities of the Queendand Sugar Corporation and by the New Zedand
Dary Board. The measurement of the sze of such gans and the supply response induced
through the passing back of part of the rents has not been attempted.
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12. The1999 WTO Pand Report on The EU's Common Market Organization for
Bananas

12.1 Introduction

The WTO Pand Report in 1999 found the EU’'s Common Market Organization for Bananas
(CMOB) in violation of WTO rules regarding country reserves and import licensng procedures. The
CMOB TRQ system originated with the Single European Act of 1993, which led to a common market
policy in bananas. The objective of this chapter is to examine the adminidration problems plaguing the
CMOB TRQ system and to assess the implications for the TRQ schemes in the URAA.

The Original Policy

Prior to the CMOB in 1993, no uniform EU policy on bananas exised, with policies
ranging from free trade to very protectionis regimes. Two mgor policy changes characterized
the origind CMOB: a deficiency payment system for EU banana producers (to compensate
farmers for the new policy) and a TRQ scheme with import licenses. A quota for African,
Caribbean and Pecific State (ACP) countries was distinguished from a Most Favored Nation
(MFN) quota. Traditional ACP exporters received a fixed quota of 857,700 tons of bananas with
an inquota-tariff of zero. The MFN quota of 2 million tons was for bananas imported from

either third countries or non-traditiona imports from ACP countries’.

A diginctive fegture of the banana TRQ was the digtribution of import licenses. Except
for a samdl share for market newcomers (3.5% of imports), licenses were dlocated to traders
depending on the origin of the bananas. So-cadled “Category A” operators had marketed dollar
bananas and received 66.5% of the licenses. “Category B” operators had marketed EU/ACP
bananas and received 30% of the import licenses. The dlocation of licenses within the two
maor categories A ad B was further regulated according to functions of the firms in the
digribution channd. The licenses were tradable in most instances.

3 These are either exports by ACP countries that had not exported to the EU before the introduction of the CMOB
or quantities exceeding the pre-1991 peak imports by traditional suppliers.
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The Framework Agreement

The CMOB was contentious from the beginning, with the GATT Pand in 194
concluding that the CMOB was inconsstent with various GATT rules [THAGESEN/MATTHEWS
(1997)]. Consequently, the EU signed the Framework Agreement on Bananas (BFA) in 1994
with four of the five countries that had initiated this GATT Pand. The BFA introduced country-
gpecific dlocations for Venezuda, Codta Rica, Colombia, and Nicaragua, taken from the globd
MFN quota. These four countries were alowed to issue export certificates for up to 70 percent of
their national quotas, better: quota shares. One dated god of this arrangement was to dter the
digribution of quota rents partly towards the exporting countries. The remaning share was
manly supplied by Lain American exporters not participating in the agreement, such as
Ecuador, Panama, Honduras and Guatemada and a few ACP countries. Among importers, there
was dill the same redtrictive divison of the licenses according to operator categories and activity

functions.
Recent Reforms

After the introduction of the Framework Agreement, a dispute settlement procedure in the
WTO was initiated in September 1995. The Panel concluded in March 1997 that the CMOB is
inconastent with severd GATT and GATS rules. The EU had, until the end of 1998, to reform
the policy. This Pane ruled not only on the digtribution of quota shares to particular exporting
countries, but aso on the detalls of the complicated licensang regime, in paticular on operator
categories and activity functions as wel as on GATS issues. Operator categories and activity
functions were dtogether abolished dong with export licensess  The Commisson now
digtinguishes between traditiond and new market participants only, based on banana imports in
1994-96.

In January 1999, a new banana Panel was set up in order to investigate whether Ecuador’s
complaints thet the modified European policy was ill inconggent with WTO rules were
judtified or not. In April 1999, the Pand decison was again unfavorable for the EU. Although
tariff preferences of ACP countries according to the Lomé provisons were accepted, specid
treatment with respect to the alocation of country reserves was found not to be covered by the
Lomé waiver, 0 tha the requirements of Art. Xl applied. The Pand recommended an either

153



an applied tariff regime or a combinaion of tariffs and quotas combined with an overhaul of the
import-licenang scheme.  To this date, no political consensus with al parties involved has been
found. In November 1999, the EU proposed to return to a tariff-only policy in a two-step plan
[EUROPEAN COMMISSION (1999)]: Firg, a TRQ system would remain in place but be replaced, no
later than January 1, 2006, by a tariff-only sysem. The trangtiond TRQ regime would maintan
the existing MFN quota of 2,553,000 tons with a tariff rate of 75 Euro per ton. ACP countries
could import tariff-free within this quota The European Commisson favors a licenang sysem
based on higtorical trade, if an agreement with the trading partners can be found. Otherwise, a
firg-come firg-served rule is suggested.

In addition, a new quota of 850,000 tons would be introduced, smilar in size to the old
tariff-free quota for traditional imports from ACP countries. This quota would now be open for
dl exporters, but a tariff preference of 275 Euro/ton would be given to ACP bananas. The idea
for dlocating this quotais to gpply a driking-price tender system.

12.2 Adminigtration of TRQs under the CM OB

The CMOB TRQ is a complicated system of country-specific and MFN quotas with
differing tariffs, which have changed many times in the 1990s. While TRQs are not an absolute
limit to imports, the out-of-quota tariff is so high tha out-of-quota imports are basicdly zero.
The EU's country-spedific? TRQ for traditionad imports from ACP countries” was created in the
context of the Lomé Convention. The ACP quota of 857,000 tons was the sum of the maximum
exports of each country prior to 1991. The intent was, according to EC Regulation 404/93, to
“[maintain] traditiona trade patterns as far as possble’. First, the MFN quota was essentidly a
globa quota open to dl countries.  As the CMOB evolved, a growing share of this quota was
dlocated to specific exporting countries [EUROPEAN COMMISSION (1998)]. This quota grew
from annud 2.0 million tons (mt) in 1993 to 2.1 mt in 1994 and is 2.2 mt from 1995 until today.

While the EU conddered these quotas as different regimes, the WTO Pand found in 1997
that separate regimes are WTO-incondgtent. Imports from ACP countries were generdly duty-

Y Only in the most recent version of the CMOB of 1999 country-specific alocations were given up and
replaced by agloba quota.
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free as long as they were in-quota The in-quota tariff for imports from third countries was
origindly 100 and later 75 ECU. ACP countries were aso granted a tariff preference of 100
ECU on the much higher out- of-quota tariff (Table 12.1).

Table12.1: The CM OB 1993-present: An overview

Regime Original Common BFA-Reform WTO-Ruling Reform
Market Regime
1993-1994 1995-1998 1999-Pr esent
Country- ACP MEN ACP MEN ACP MEN
Category
Quota ~ 50% ~ 90%
. Country- Country- Country- Country-
Allocation Specific Specific Specific Specific
Allocation Allocation [ Allocation for Quotafor
BFA Substantial
Signatories; Suppliers;
~50% ~10%
Global Quota Global Quota j Global Quota | Global Quota
(“others”)

- Partly No
Cour?try Transferable Transferability
Specific Quota
Transfer

it 857,700 t 2,000,000 t* 857,700 t 2,553,000 t* 857,700 t 2,553,000 t*
Quantities (1903)
(2,200,000 t)?
(1995)
Tariffs [ 1% tier 0 ECUMt”| 100 ECU/t™® 0 ECUM 75 ECUMt® 0 ECU 75 ECUIt®
2“0 tier 750 ECU/t°| 850 ECUIt™® 722 ECU/t 822 ECU/t © 537ECU/t 737 ECU/t &°
i i Operator Operator Distinctiononly:
License Regl me Categories Categories Traditional
+ + Operators and
Activity Activity Newcomers
Functions Functions

a= Including non-traditional; b = green ECU; ¢ = The tariffsfor traditional ACP imports apply a so to non-
traditional imports from ACP countries within the MFN quota; d = Will be reduced to 680 ECU/t as negotiated in
the Uruguay-Round.

Sour ce: Own compilations based on different publications of the EUROPEAN COMMISSION,;
THAGESEN AND MATTHEWS (1997); WTO (1997b); WTO (1999).

The EU retained the option to reduce or increase the overall MFN quota based on future demand
edimates. In practice, only the second posshility was used by introducing an *Autonomous

Quota’ and “Hurricane Licenses’.

2 Belize, Cameroon, Cape Verde, Cote d'Ivoire, Dominica, Grenada, Jamaica, Madagascar, Somdlia,
St Lucia, St Vincent and the Grenadines and Suriname.
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Hurricane Licenses

Over-quota imports are additiond imports a the in-quota tariff, the gpplication of which is left to
the discretion of the importing country [BOUGHNER/DE GORTER (1999)]. Hurricane Licenses
made such over-quota imports with respect to the MFN quota share possble They were
introduced with the am to compensate importers who marketed traditiond ACP bananas for
supply shortfdls due to “exceptiond circumstances’ like hurricanes [EUROPEAN COMMISSION
(1994)]. Even though this option was used severd times between 1994 and 1996, the tota
amount of 281,605 t is negligible More importantly, only category B operators could import
additiond quantities from profitable Lain American sources. It is no surprise tha this
preferentid treatment was criticized by the WTO.

Country-specific allocations

The Framework Agreement introduced country-specific shares of the MFN TRQ share. In
addition to proportiona shares granted to the Latin American signatories, 90,000 t were reserved
for non-traditiond imports from ACP countries. Since this dlocation was found to be WTO-
inconsistent (see below), it was revised in the 1999 version of the CMOB (see Table 2).

The Autonomous Quota

The Autonomous Quota was introduced in 1995 in order to take account of Audtria, Finland and
Sweden joining the EU. Despite its name®” and though its quantity of 353,000t was not included
in the WTO schedule, we do not consder these imports as “over-quota’. The reason is that it has
effectivdly been a condant increase of the MFN quota, for which dl the adminidretive
provisons of the latter equally apply.

The actua country-specific shares varied ggnificantly from year to year. The reason is
that quantities that could not be supplied by a Lain American BFA sgnatory were redlocated to
another one. This option of EC Regulation 478/95 was used repestedly.

Y The term “Autonomous Quota’ was not officially used until the introduction of the newest CMOB in
1999 [BLE (1999)].
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Table 12.2: Country Specific Allocation of the MFN Quota (t)

Sour ce 1994 1995 1996 1997 1998 1999
CostaRica | 638,923 618,593 600,920 677,961 653,823
Colombia . 690,801 571,009 [563,812 539,287 |587,996
Nicaragua : 79,307 52,516

Venezuela . 19,113 37,010 51,361 51,361

Panama . : . . : 402,353
Ecuador . . . . : 668,120
Subtotal . 1,348,837 (1,305,919 (1,268,608 (1,268,608 (2,312,252
, Other”

Third . 1,269,928 (1,229,521 (1,194,392 (1,194,392 (240,748
Countries

Total  Third

Countries 2,618,765 [2,535,440 (2,463,000 (2,463,000 |.

Total ACP® | 90,000 90,000 90,000 90,000

Total 2,171,400 2,708,765 |2,625,440 2,553,000 [2,553,000 [2,553,000

a = Based on the quantities of 1994 (2,100,000 t). b = Dominican Republic and non-traditiona
Imports

from ACP countries.
Sour ce: Own compilation from EUROPEAN COMMISSION.

12.3 Trade and Fill-Rates of the Quotas

The introduction of TRQs does not necessarily lead to increased market access. Fill-rates
reflect the inefficiencies caused by adminigrative rules and differences in costs between
countries. It is therefore necessary to andyze fill-rates in detall in order to draw conclusions
about the effectiveness of the trade policy insrument. Three main trends become apparent from
Table 12.3.

The introduction of country-specific quota shares, combined with the dready exising
operator categories and activity functions, led to a fragmentation of imports. This may have
made country-specific imports less atractive. Resulting quantities might have been too smdl to
cover risks and fixed costs. Country-specific dlocations are a a disadvantage because of
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Tablel2.3 : Fill-Rates of the MFN Quota Excluding Country-specific Non-traditional
Importsfrom ACP countries (%)

Source 2"% half|1994 [1995 1996 1997 1998 1999
1993
Costa Rica . . 88.35 97.50 100.47 n.a n.a
Colombia . . 80.59 113.42 |100.78 n.a. n.a.
Nicaragua . . . 15.90 56.50 n.a. n.a.
Venezuela . . 69,83 48.06 58.78 n.a n.a
Panama . . . : . . n.a.
Ecuador . . . : . . n.a
Subtotal . . 84.11 93.79 96.53 n.a n.a
C?)Hr‘ftr”% Third 0151 |9554 |10287 |na  |na
E‘;&f’mri& i) 8770 9161 (9792 |na |na
Total ACP? : . 7831 |98.52 83.10 n.a. n.a.
Total n.a 95.66 |(87.39 [91.85 97.40 n.a. n.a.

a = Due to the avalable data which do not dlow to diginguish between different types of
licenses, it was

impossible to dlocate over-quota imports due to hurricane licenses. Therefore, these were left
out.

b = Dominican Republic und non-traditiona imports from ACP countries; n.a. = not available.

Sour ce: Own computations with datafrom EUROSTAT (1998) and EUROPEAN COMMISSION.

vaying harvest seasons across countries, leading to lower fill-rates.  More importantly, the
introduction of export certificates led to a reduction of quota rent for the importing firms.
Therefore, banana imports under the globd “other” quota share from other Latin American
countries were relatively more profitable [OSORIO-PETERS (1998); WTO (1999)]. This probably
explains mogt of the difference in fill-rates between BFA signatories and non-sgnatories.

Risng ovedl fill-rates occurred once market participants adjusted to the administrative
burdens imposed by the CMOB. Rules on licensng and the arbitrary distribution of licenses to
market participants, who had never imported bananas before, damaged existing business
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relations. These had to be rebuilt over time.  Some importers could only reach their pree:CMOB
quantities by buying licenses from those favored by the licensng regime.

124 TheWTO Pand Report on the Implementation of TRQsin the Banana Case

Article XII1 GATT

The most recent WTO Pand Report on the EU’'s banana regime ruled that the MFN tariff
guota of 2,553,000 t and the 857,700 t reserved for duty free traditional imports from ACP
countries condtitute separate regimes, and 0 are incondgent with Article XIIl. The EU’s view
was that the 857,700 t are not a tariff quota but an upper limit for the zero-tariff preference
granted to traditiond imports from ACP countries.

The Pand dso finds that the Lomé waver) does not overcome inconsstencies with
Artice XlII of the GATT. It then decides that the general requirement of non-discrimination of
Art. XlII:1 has been violated on the ground that individud suppliers from traditiond ACP
countries and non-subgtantid  suppliers from nonttraditiond  ACP or third countries are not
equaly redtricted, since the firs can aso import under the MFN quota while the second cannot
import under the ACP quota. Furthermore, Art. XIll:2 requires that the didribution of trade
within the quota is as close as possible to the didribution in a hypothetical free trade Stuation.
To this end, an importing country can either set up a global quota or alocate country-specific
ghares. In this latter case, Xlll: 2(d) provides that the importing country should seek an
agreement with al substantid suppliers to fix their country-specific shares?. If this is not
precticable, the importing country can impose these unilaterally, based upon the respective
proportions supplied during a previous representative period. In cases where there is no
representative period, it is dill possble ether to have a globd tariff quota or to find country-
gpecific dlocations by agreement. In the here rdlevant representative period, the ACP quota
share was filled, on average, only up to about 80%, whereas the MFN quota share aways had a

Y The purpose of the Lomé waiver is to enable the EU to follow its obligations resulting from the Lomé
Convention that grants former colonies of European countries in Africa, the Caribbean and some
Pacific Islands (ACP countries) preferential trade relations with the EU. Regarding the general question
to which extent WTO inconsistent measures are waived, see next paragraph.

2 This is a main reason why the Framework Agreement had been criticized before: Country-specific alo-
cations were only introduced to some, but not all substantial suppliers.
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fill rae of more than 95%. From this, it is deduced that the free trade didribution of imports
would be different from this quota dlocation imposed by the EU, which is therefore found to be
inconggtent with the proportiondity requirement Art. XI11: 2.

Article | GATT: Extent of Lomé Waiver with respect to MFN Clause

There is a legal didinction between traditiond and non-traditiond imports from ACP
countries in Article | GATT regading the Lomé Waiver with respect to the MFN clause.
According to previous WTO interpretetions, it is only to traditiona banana imports that the
provision of Art. 183 Lomé Convention applies. This in turn demands that no ACP State should
be worse-off with respect to market access to its traditional markets and “advantages’ on these
markets. In contrast to this, Art. 168 provides that imports from ACP countries which are subject
to the EU's common agriculturd policy, i.e. dso nonttraditiona banana imports, are to be
granted more favorabl e treatment than imports from third countries.

The Panel mainly decides that the Lomé waiver does not cover quantities exported by a
particular ACP country in excess of its individud pre-1991 best ever level. Therefore, the prefe-
rentid tariff on such excess volumes is inconagent with Art. 1:1. Since the European Com:
munities abolished country-specific dlocations within the 857,700 t quota share for traditiona
imports from ACP countries, such excess quantities of more competitive countries at the expense
of less competitive ones are possible.

Licensing Procedures and the General Agreement on Trade in Services (GATS)

Violaions of the GATS were found, for the firs time, in the 1997 Pand Report. The EU
essentidly maintained that its licendng regime governed trade in goods and not trade in
srvices? and that the provisons of GATT and GATS were mutudly excusive. The

Y Article I:2 of GATS defines its coverage as including four modes of supply of services: cross-border
supply, consumption abroad, commercia presence and presence of natura persons. [...]
Article |:2 of GATS provides:
"For the purposes of this Agreement, trade in services is defined as the supply of a service:
(a) from the territory of one Member into the territory of any other Member;
(b) in the territory of one Member to the service consumer of any other Member;
(c) by a service supplier of one Member, through commercial presence in the territory of any other
Member;
(d) by a service supplier of one Member, through presence of natural persons of a Member in the
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complainants” argued that the banana regime's licensing procedures were aimed a modifying
competitive conditionsin favor of EU and ACP wholesale firms.

The Pand found that the licenang regime was inconagtent with the MFN as wel as the
national treatment clause of GATS, because it favors EU and ACP firms. Even though the EU
clamed that the digribution of quota rent was discretionary and not within the scope of WTO
rules, the Pand implicitly rebutted this view. The fact, tha firms in the complainants countries
(mostly category A), had to purchase licenses from EU/ACP firms, which were mostly category
B operators, in order to maintain their previous market share within the sector of Latin American
Bananas, modified, according to the Panel, competitive conditions in a GATS inconsstent way.
Therefore, the EU licendng system for bananas was found to be inconsgent with its obligations
with respect to wholesale trade services under GATS.

In the revised system, import licenses are alocated to traditiona operators’ on the basis
of reference quantities, which in turn congst of “actualy” imported quantities in 1994-96. To
prove that one has “actudly” imported bananas, one has to prove payment of customs duties.
The crucid quedion is whether dlocation of licenses based on this criterion prolongs the de
facto discrimination found before. Thisis the claim made by Ecuador in the latest dispute.

Ovedl, the Pand agued that the previous regime was discriminatory and that today’s
license holders are those favored by that regime, so that Noboa, an Ecuadorian service supplier
that provides wholesde services, and other third country suppliers ae a a competitive
disadvantage. Consequently, there are carry-over effects of GATS inconsstent aspects of the
previous regime. The European Commisson itsdf had acknowledged in a Working Document
that an dlocation on the basis of the “license usage method” would “fossilize license dlocation”.
As a reault, there is a presumption that the revised license dlocation system is inconggent with
Art. 1l GATS (MFN clause) and Art. XVII GATS (nationd treatment clause). Given that
Ecuador could show that its service suppliers had in cases to enter contracts that did not alow

them proof of customs duties, it was up to the EU to bring sufficient evidence to rebut above

territory of any other Member".
2 Ecuador, Guatemala, Honduras, Mexico and the United States
Y'In order to be digible as atraditional operator, firms must have been established in the EU during the
respective reference period and must have imported a minimum quantity of bananas.
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presumption, which it did not. So the Pand concluded that there is de facto discrimination in
violation of Art. Il and Art. XVII of GATS.

Therefore, the degrees of freedom that an importing country has in desgning an
adminidrative sysem of TRQ's quota can dso be limited if there has been found discrimination
in the past. Rules that perpetuate the economic effects of the old system are not dlowed, even
though they may be legitimate under WTO rules.

125 Economic Impactsof TRQ Administration and Licensing Procedures

The impacts on trade digtortions, quota rents and economic inefficiency depend on the
gze of the MFN and ACP quotas, and the fill rates.  Dollar-banana exporters may not be worse-
off compared with the preeCMOB dgtuation. These exporters log sdes on the formerly
liberdized markets like Germany but gained access on formerly more protectionis markets like
France (GUYOMARD/LAROCHEILE MoufL, 1999).  Foreign trading firms lost sdes volumes on
former free-trade markets due to the quantitative redrictions but gained “windfadl profits’ in the
form of quota rents. Losses to dollar-banana producers in exporting countries may coincide with

wdfare gains for multinationd firms trading those bananas.

The andysis above suggests that quota rents under the TRQ adminigtration of the CMOB
remained in the importing countries or went to multinationd firms which ae verticdly
integrated and have subgdiaries in the EU. The latter aspect enabled nonEuropean firms to
participate in the import license alocation. These firms were mostly category A operators and
primary importers. Firms in exporting countries that do not have subsdiaries in the EU had been
excluded from the license dlocation under the origind TRQ adminigtration.

This pattern changed, as explaned in section 121, with the introduction of the
Framework Agreement. The signatories could issue export licenses that were required for A and
C importers in order to receive import licenses. So part of the quota rents was redistributed to
some, but not al exporting countries. The move from the Framework Agreement to the 1998
reform of the CMOB exacerbated the market position of these exporting countries, and led to a
redistribution of quota rents back to importing countries and verticaly integrated multinationd
firms, because now only import licenses are used as in the origind scheme. So the 1997 Pand
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decison tha rightly criticized discriminatory eements of the CMOB'’s licenang sysdem, has
nevertheessled to a system change that reduced the welfare of exporting countries.

Apat from thee effects on the didribution of income among countries and market
participants, there are several aspects that concern the economic efficiency of the CMOB.
Inefficiencies are caused, for ingance by the overdl alocation of TRQs towards banana imports
from ACP countries as opposed to Latin American countries. We have seen earlier that the fill-
rates of the TRQs for traditional banana imports from ACP countries were adways well below
100%. The fill rates for the imports from the dollar-banana suppliers have been close to 100%
but did not exceed 100% because the out-of-quota tariff for imports from third countries was
prohibitive. This pettern of differentid fill-rates across differing TRQs holds true for the initid
adminigration of TRQs as wel as for the later modifications in the CMOB. This indicates
inefficient TRQ dlocation. The overdl sze of the third-country quota is too low compared with
the Sze of the quota for traditiona imports from ACP countries.

Furthermore, adjusment costs have been high as a consequence of frequent policy
changes within the fird dx years of the CMOB. Quota dlocation, license dlocation and
adminigrative procedures have been changed severd times. Adjusment codts are vishble in
fluctuating fill-rates of the quotas. It was reveded earlier that the fill-rates decreased in genera
with the policy change from the origind rules to the Framework Agreement. Adjustment costs
were borne by multinationd trading firms, too, due to the preference for imports from ACP
versus Latin American countries in the EU. Investments in African countries were redized, in
particular in Céte d' Ivoire and Cameroon, in order to take advantage of the preference for ACP
bananas.

Adjusment costs were adso caused by the dominaing “higtoricd” dlocation rule in the
import-licensng process for al market participants a the import stage. Some unprofitable out-
of-quota imports occurred as an “investment” in future quota rents, since they increased the

importer’ s reference quantities for future license alocations.

Subgtantial  transaction costs added to the inefficiencies. Under the origind rules of the
CMOB, the shares of activity groups in the license dlocation did not coincide with trade peatterns
in a hypothetical free-trade gStuation.  This caused an intensve trade with licenses, which,
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besides redigributing income, causes sgnificant resources and so diminishes the overdl sze of
the quota rent captured by importers. In generd, firms had to invest time and money in
understanding and applying a difficult licenang scheme, and spent resources which could have
been used more effectively from the society's point of view in production, processng and trading

activities.

Furthermore, rent-seeking has risen enormoudy due to the introduction of TRQs in generd
and, patly, due to the specific rules of TRQ adminidration. Due to the lasting trade dispute
around the rules of the CMOB, which has occurred since the beginning of the 1990s, dl market
paticipants in the EU banana economy engaged in the politicd market and in rent-seeking.
PEDLER (1994) documented in detail the lobbying process prior to the introduction of the origind
CMOB and eaborated how the fruit companies influenced the outcome. A recent aticle in
TIME magazine reports how Chiquita lobbied with a lot of perseverance and money in order to
get the US Adminigration to complain a the WTO [TIME, Feb. 7, 2000]. This ultimately led to
the Pandl report of 1997.

12.6 Implicationsof the WTO Pand Report

Many of the rulings from the Pand have dgnificant implications for the export/import licensng
procedures and the country export quota alocation schemes for al 1,370 agriculturd TRQs registered in
the WTO. The mogt important lessons from the WTO Pand Reports on Bananas seem to be the
following two:

(i)  Theadminigration of quantitative restrictions has to be non-discriminetory.

(i) TRQsaeGATS-rdevant and will often be inconsstent with GATS rules.
Non-discriminatory Administration of Quantitative restrictions

Under TRQs, the digribution of trade within the quota shdl be as close as possble to the
digribution in a hypotheticd free trade Stuation. As explained earlier, an importing country may
implement this rule by setting up a globd quota or by dlocating country-specific shares by
agreement with al substantid suppliers.  Lessons can be drawn from the regulations in the
CMOB, which were seen asinconggent with GATT Article XI1I:
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Violations of this rule exig if a third country is restricted more than others. Ecuador clamed
this successfully in its case againgt the CMOB.

Benchmark years for quota dlocation cannot be years which trade was dready distorted by
quantitative redrictions. Either there are such years of free trade or adjusments must be
made. However, no one has yet answered the question how these adjustments are to made in
practice.

Preferentid  trade agreements do not provide an automeatic waiver for preferentid trestment
granted through country-specific dlocations that are inconssent with the requirements of
Art. XI1I.

The GATS-Relevance of TRQs

The most surprising result of the WTO Pand Report on Bananas is that the CMOB s GATS-
relevant and so may have implications for dl other TRQs in agriculture.  There is no clear—cut argument
for why a TRQ should be GATS-rdevant. A mgor question is whether "trade in services' is involved in
banana trade. Services can be defined ether the demand—or supply—side. If we use a demand-oriented
definition of services, the usud didinction is between demand for goods and services. Goods are
separated in nondurable or consumer goods and durable goods. Bananas as well as al foods would ke
classfied as consumer goods and not services. Consumer expenditures for bananas in their full amount
would be expenditures for consumer goods, dthough services may be involved in the vdue of the find
good. Hence, trade regulations in the banana market would be GATT— and not GATS-relevarnt.

From a supply-oriented point of view, trangport services on the way from the exporting country
to the importing country could be involved and supplied by transport firms, i.e. the service sector. It has
to be taken into account, however, that sea trangport of bananas is combined with ripening and has the
character of a processng activity. Mogt often, own vessas of multinationd firms carry out this trangport
and processing activity. Only a a later stage, after ripening, services are added in the importing country
to the find product. At the border, bananas are typicdly in the ripening process. Based on this view, the
European Commission has argued that licenses under the CMOB refer to green bananas a the border
and thus to a good which is Hill "processed”. This suggests that the CMOB would only be GATT-
relevant.
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The Pand has taken a much broader view and argued that the licenang regime was inconsstent
with GATS a&s it changes competitive conditions in favor of firms of EU or ACP origin. The term of Art.
1 GATS “messures...affecting trade in services’ is interpreted to include measures which do not directly
govern trade in sarvices but which indirectly have an impact on competitive conditions in a sarvice
sector which is linked to trade in goods. Consequently, the adminigration of TRQs and the resulting
digribution of quota rents is not left to the importing country’s discretion if it is discrimingting in a

WTO incond stent manner.

It follows, from dl this that the vaue of an imported good contains the vaue of services which
might or might not be imported, and if they are, the service provider might or might not be from the
exporting country.  Consequently, the net diginction that rights to rents are ether dlocated to the
exporting country or to the importing country cannot be maintained.

There are two main conclusions from the WTO Panel on Bananas for other TRQs:

The Pand's conclusions suggest thet it is expected that a large part of quota rents will be captured by
the wholesdle and thus service sector. Therefore, a TRQ does not only protect local production but
aso connected sarvice sectors. Ther protection, however, should not occur in a discriminating way,
gnce this kind of protection hgppens rather incidentdly and is not the declared and legitimate
purpose of TRQs.

One cannot mix arguments about competition policy with the dlocation of import licenses.

It is the concluson of the Pand Report that the dlocation of licenses for imports from dollar-banana
exporters and for nontraditiona imports from ACP countries favored EU firms as opposed to foreign
firms. Various authors had argued [MCQUEEN (1999); BORRELL (1994)] that production costs are much
higher in ACP then in Lain Ameican countries. Therefore, with a uniform market price for the
vaieties, quota rents would have been much higher for trade in dollar bananas. With a historica rather
than a discretionary dlocation of import licenses in the origind CMOB, foreign firms would have
receved a much higher license share according to the Pand's view. Companies, which were categorized
as A operators, namely, according to the Complainants, Chiquita Brands (US), Dole Foods (US), Noboa
(Ecuador), Dd Monte (Mexico), Uniban (Colombia) and Banacol (Colombia), would benefit by far most
from the quota rent. According to the Panel, the EU wanted to let European companies share in those
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benefits.  Those companies, whose origin countries were those that formerly had protected market,
cdosdy monitored and tried to influence the originging Common Market legidation. However, the
Pandl Report of 1997 made clear that such kind of antitrust policy with the means of an import licensng
gystem is not legitimate by WTO sandards. At least not, if a country has made GATS commitments for
the wholesdle sector as the EU had done. As the Pand has made clear as well, the MFN cdlause of
GATS dways gpplies, but the National Treatment clause gpplies only if the respective sector is included
in the country's schedule. Consequently, a country can protect its importers, but it would have to
bargain over such protection on a pecific market a multilatera negotiations.

12.7  Summary

The TRQ system under the Common Market Organization for Bananas (CMOB) is a specid and
vay interesing case among the many agriculturd TRQs introduced in recent years. Severd Pand
Reports repestedly found inconsstencies of the TRQ adminigtration with various GATT and GATS
rues Even though some of these findings surdy gpply only to the very particular adminidtrative design
of the CMOB, others, in contrast, are of a much more fundamental nature: Many other TRQ's do dso
not meet the criteria set up by the Pandl.

The adminigration of TRQs has changed severd times. A complicated system of quota
and license dlocation was introduced in the origind CMOB of 1993. Preferentid access is given
to imports from ACP countries, with reference to the Lomé waiver. The alocation of quotas and
licenses did not follow conggtently higtorica patterns, because important discretionary dements
interfered as well. The ungable policy framework led to fluctuating fill-rates.  Fill-rates have
been higher for dollar-banana imports that reached dmost 100% in severa years. Fill-rates for
traditiond imports from ACP countries are generally much lower and typicaly resch about 80%.
This suggests an inefficient quota alocation with strong economic impacts on resource dlocation
and income didribution. Quota rents are high and untargeted, with multingiond firms
European importing firms and exporting countries lobbying for the rents.

Y "Operatos classified in Category B for most of their past trade volume: eg., Geest (UK), Fuffes (Ire-
land), Pomona (France), Compagnie Fruitiére (France), CBN/Durand (France), Gipam (France), Cop-
laca (Spain), Bargoso SA (Spain). (Information submitted by the Complainants)'. [WTO (1997),
p.380)].
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The Pand has daified tha two issues are crucid in the evauation of TRQs (i) The
adminigration of TRQs has to be non-discriminatory. (i) TRQs are GATS-relevant and may not
discriminate againgt foreign firms of connected service sectors. The Pand Report indicated that
the WTO thinks primarily in terms of market-shares, which may or may not be corrdated with
wefare effects. It is mogt likey that many agriculturd TRQs do not fulfil these two criteria
emphasized by the Pand. Discriminatory components in TRQs are as likdy as the fact that

compsetitive conditions in associated service sectors will be dtered a the expense of a least
some foreign firns.
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13. Assessment

TRQs have become an important indrument affecting internationd agriculturd trade, as
sggnatories to the URAA endeavor to meet their obligations to increase internationd access to
their markets. The overdl purpose of this Consortium paper is to increase understanding of how
TRQs work, both in principle and in practice, specific attention being paid to issues such as
methods of quota adminidration, quota fill, and appropricte means of achieving trade
liberdization in the presence of TRQs.

Severd policy implications for future negotiations can be identified from the discusson
of TRQs outlined in this Commissoned Peaper. The results of previous chapters show that the
TRQ sysem is working reasonably well in terms of fulfilling market access commitments, quota
fill rates and trangparency. However, in some cases economic inefficiencies and discriminatory
practices reman in the adminisration methods adopted by individud countries in alocating the
rights to import and export agriculturd products. Some additiona conditions and restrictions on
import licenses are often made, at times resulting in costly and cumbersome import procedures.

In addition to the indirect effect of increesing imports through improved adminidration of
TRQs on imports, liberdizing market access directly by reducing tariffs and expanding quotas
can do a good ded more. Placing emphasis on liberdizing TRQs as wel as changing ther
methods of adminidration will ensure that the negotiations are focused on the process of
improving market access as opposed to merdly mediating disputes over who has the rights to the

quota rents.

As is now geneadly accepted, implementation of the URAA did not actudly result in a
ggnificant degree of trade liberdization. Countries were meant to Steadily increase the quotas
and decrease out-of-quota tariffs, thereby facilitating a smooth trangtion to free trade over time.
TRQs, origindly desgned to ensure a minimum degree of market access, have actudly resulted
in a large number of quantitative import redrictions being inditutiondized under the rubric of
the GATT, dong with the associated quota rents. These quota rents have been consolidated
formaly in the URAA through the use of TRQs, which have continued rent-seeking behavior.
This occurred even though the URAA was to convert quantitative redtrictions, and other nor:
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tariff barriers to trade into transparent tariffs, which could then be successvely reduced through
trade negotiations.

Essntidly, the implementation of TRQs following the URAA has inditutiondized rents
for certain exporters, which in turn has ensured that they will resst any attempts to redlocate
those rents. It would be unfortunate if the WTO negotiations were to get embroiled in refereeing
disputes over who should get these rents rather than focusing on liberdizing the very instruments
that are creating the rents in the firg place. In summary, the policy principle the negotiators
should fallow is to ggnificantly reduce out-of-quota tariffs and increase (or iminate) quotas at
the same time. The objective of the negoatiaions should then be on liberdizing trade directly, so
that red progress is made toward free trade in agricultura and food products. Simultaneous
efforts should be made to introduce more efficient methods of quota dlocation in order to
minimize the possihility of future disputes over rent dlocation.

The didribution of rents, and the attendant rent-seeking behavior that goes with it, is what
drives the politics of TRQ adminidration. GATT Article XlllI does dlow, in principle, for the
redlocation of quota rights if a specific exporter suffers a loss of comparative advantage such
that a lower cost supplier should be dlocated the quota rights. However, this ignores the fact
that once agents are vested with the rights to rents, they will seek to keep those rights, and
higoricaly, no redlocation under Article XIlI has ever taken place. As a consequence of this,
negotiating quota dlocation in the WTO will amply have the Sructure of a zero-sum game, and
is unlikely to generate any red progress toward trade liberdization. In fact, it has the potentid to
tie up the negotiations dtogether. Legidating the auctioning of quota rights and alowing trade
in licenses would minimize future disputes over dlocation as they are based on a market solution
to the rights alocation problem.

The success of TRQS in increesng market access is mixed, and varies subgantialy
between countries. In the EU, for example about haf of the TRQs were indituted to mantan
preferentid trade arrangements where existing negotiated arrangements existed. In both the EU
and the US, as in most other cases, TRQs were applied to politicdly sengtive commodities and
permitted continuation of trade policy regimes dmilar to exising regimes.  For example, TRQs
in the US permit continuation of sugar import quotas given to higoricd importers. The greatest

170



degree of liberdization was probably found for the developing countries, who in many cases
reduced tariff and experienced Sgnificant increases in imports.  But in many of those cases
goplied tariffs are well beow bound tariffs, so that this liberdization is not guaranteed under
GATT to remain in force. This is in sharp contrast to the US and EU, where gpplied tariffs are
generdly a bound levels, but those levels do not often represent Sgnificant reductions from
domestic reforms that preceded the GATT agreement (the 1991 US farm bill and the 1992
McSharry reforms). It is interesting to note that in the developing countries where there has been
liberdization, TRQS ae not indituted as in rich countries. Applied taiff often implement the
regime SO quantitetive redrictions do not arise.  Ther notifications are indented to indicate that
they are complying with their minimum access commitments.

Given only minimal market access has been ensured by the implementation of TRQs
following the URAA, what is the gppropriate objective for the trade negotiators to adopt? As is
lad out very clearly in Chapter 2, it is criticd for trade negotiators to identify which of the three
ingruments within a TRQ is actudly effective in order to maximize the initid impact of trade
liberdization. It is dso particularly important for negotiators to identify how soon an instrument
becomes redundant after liberdization, as the binding insrument may change quickly with
liberdization. While reducing the very high out-of-quota-tariffs may seem an dtractive politica
option to negotiators, due to the fact that there is a dgnificant amount of “water” in many of
these tariffs, the net result will be little or no increase in the degree of trade liberdization if ether
the quota or in-quota-tariff is actudly the effective indrument. But as long as a two-tiered tariff
regime remains, s0 does the posshbility of quotas and so rent seeking. Therefore, it may be better
to reduce the out-of quota tariff Sgnificantly and diminate quotas dl together. For example,
reducing the out-of-quota tariff will expand imports in those cases where the tariff equivaent of
the quota is very close to it, and even then, decreasng taiffs and increesng quotas will
maximize the gans from liberdization. If however, the taiff equivdent of the quota is
gonificatly below the out-of-quota taiff, increesng the dze of the quota will have an
immediate effect.

The choice among liberdization dternatives depends to some extent on how resigned one

is to continued managed trade, and the need for compromise to make any progress & dl in
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negotiations.  Particularly OECD countries have used this ingrument to maintain management of
trade where that was fdlt to be politicaly necessary or desirable.

The efficacy of increasing quotas is based on the premise that the chosen ethod of quota
dlocation does not itsdf generate distortions. But if a quota is dlocated to high cost producers
on the bass of higorica shares, increasing that quota may actudly result in a decline in quota
fill, as the rdevant market price will not be high enough to provide high cost suppliers with an
incentive to meet the quota This result smply reinforces the notion that negotiators should
congder liberdizing the quota and out-of-quota tariff dgnificantly and a the same time in
conjunction with changes in the methods of alocating the rights to import and export.

The latter point raises the issue of whether negotiations in the WTO should largdy focus
on the issue of how TRQs are adminisgered, and how to minimize trade disputes over the
allocation of quota rents. On the face of it, reviewing, and seeking change in the adminigtration
of TRQs is a worthy objective for the negotiators. As pointed out in Chapter 3, the WTO is only
concerned with how the adminigration of TRQs influences the volume and digtribution of trade.
But inefficient dlocation of the right to import and export can in itsdf have an impact on trade
flows. Therefore, reforming adminisration of TRQs in such a way as to promote the use of
more efficient dlocation methods, such as auctioning and tradable licenses, may generate short-
term welfare gains through increased fill rates of TRQs and subgtitution of low cost for high cost
exporters. At a minimum, reduction of the use of higoricd shaes as an implementaion
mechanism would reduce the inefficdencies and favoritism now inherent in this indrument. In
addition, this would minimize both the economic digtortions caused by TRQs and the resulting
discrimination with arbitrary alocation methods.

It was argued above that the overdl principle of the trade negotiations should be the
liberdization of internationa trade. Within this overdl principle, negotiations within the WTO
should focus, a a minimum, on achieving the following in terms of deveoping disciplines on

market access:

Develop rules on the adminigration of quota licenses such as auctioning, tradability between
firms, and the supervison of first-come-firg- serve Stuations to minimize unnecessary costs
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Eliminate country specific export quotas or alow them to be tradable.

Liberdize trade by sgnificantly reducing tariffs and by increasing (or iminaing) quotas
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