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A Quantitative Assessment of the Outcome of the Delialopment Agenda

A QUANTITATIVE ASSESSMENT OF THE OUTCOME
OF THE DOHA DEVELOPMENT AGENDA

SUMMARY

Given the complexity of the negotiation on the Ddbevelopment Agenda (DDA), it is
worth relying on a Computable General EquilibriunG) assessment of the different
options contemplated by the negotiators, in ordeput numbers on the various options.
This is done here using the model MIRAGE, the MAcMigpabase, the GTAP database,
existing estimates of protection in the servicestweas well as estimates of the
administrative and transaction costs to be redbygedade facilitation measures.

We proceed in two steps.

Given the considerable uncertainty as regards tiieome of the negotiation —modalities
are still to be finalised — we rely in a first step scenarios including the basic features of
any expected draft agreement, and correspondingurious levels of ambition. One of
these scenarios, corresponding to an hypotheitcaltion of free trade in goods, is devoted
to a comparison of our results with other contiims in the literature. The simulations are
performed at the most disagreggated level affoedgblen computational constraints: the
world economy is decomposed in 24 regions and 8bise

Then, we implement in a second step repeated siiomsgain order to better understand the
distribution of gains and the respective impactstiod main issues at stake in the
negotiations: agriculture, Non-Agricultural Mark&ccess (NAMA), services, trade
facilitation. The world economy is then less disggated due to computational
constraints: 18 regions and 23 sectors.

In all scenarios (with the exception of “free trcdene consider that the developing
economies of the so-called “G90” will not be rededsto lower their tariff barriers, nor to
cut their eventual domestic support. All tarifiuetion are linearly implemented within a
three year period for industrialised countries, andsix year one in the developing
economies, as a result of the Special and Diffakfteatment. In all scenarios export
subsidies in agriculture are completely eliminatieding into account the 2013 deadline
agreed in Hong Kong in December 2005. Lastly, ddiméarm support is halved in all
scenarios; we do consider here that the recent robtlee European Union, characterised
by a decoupling of internal support launched inuday 2006 (according to the June 2003
agreement) is part of the global deal at stake @me®a. Liberalisation is limited to
agricultural and non-agricultural goods in a fiptdce, in order to make comparisons with
other studies easier. We then introduce servigddrade facilitation.

In scenario A (“standard”), aaverage36% linear cut in tariff in the agricultural secie
implemented, allowing a reduction limited to 25% $ensitive products (simply defined as
the HS6 positions including tariff lines for whiahspecific tariff is present). As regards the
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NAMA, a 36% cut is implemented. Limiting this sceinato agriculture leads to scenario
Aa.

In scenario B (*ambitious”), a 36% tariff reductiomagriculture is implemented, but now
without exceptions. As regards the NAMA, a Swissriula based on a 10% coefficient is
implemented. Accordingly, the highest tariffs industry at the HS6 level are 10%
afterwards. Limiting this scenario to agricultusads to scenario Ba. A variant is the
scenario B2 where the coefficient in the Swiss fdaris 15 instead of 10 for developing
economies (except G90 ones).

Scenario C (“very ambitious”) preserves a diffeised treatment for the developing
economies. The tariff reduction in agriculture pe#k 70% for industrialised economies
and 50% for developing ones. As regards the NAMASwiss formula with respective
coefficients of 5% in the North and 8% in the Soistimplemented. Limiting this scenario
to agriculture leads to scenario Ca.

Scenario FTG is the free-trade-in-goods benchmaitk, zero tariffs and zero subsidy or
farm support for all products and countries (inahgcthe G90).

In scenario S1, we introduce a liberalisation aviees. The protection in services is
reduced by 25%. Here again, countries of the G@0nat expected to liberalise their
imports of services. The same percentage of 258leapto all other WTO members. The
scenarios can be combined (e.g. BS1).

In scenario S2, a removal of 50% of barriers iwvises is assumed.

In a last scenario (TF), we apply a successful tfad#itation programme removing all
direct and indirect additional trade costs face@nvkhipping goods to, or from, developing
economies, over a ten year period.

As a result of the combination of consolidation gias with existing preferences, and with
the lists of exceptions, the actual liberalisatweould be extremely limited under scenario
A. In total, scenario A should be viewed as a "fbfor nothing". At the opposite of the
spectrum, free trade in goods would lead to USD BB2welfare gains for the world

economy (expressed in 2005 terms). Our scenajicsiCstays in the middle of the road,
with half of these gains, while scenario B stanelsvieen A and C.

How do these 232 bn welfare gains compare withrogismates? The recent Carnegie
report (Polaski, 2006) obtains a 168 bn gain, whiéns expected by the World bank
(Anderson et al. 2006) peak up to 287 bn. Thederdiices are basically due to different
sets of assumptions with regards to the adjustroér@conomies to trade liberalisation
shocks. There are also differences in the databamsslised, but essentially with
Carnegie. Regarding tariffs, the current studiesebn the same database of applied tariffs
than Anderson et al., MAcMap, but also takes irtcoant bound tariffs (consolidated tariff
schemes on which the actual tariff cut will be @)
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When services are introduced in the picture, a wagresting outcome appears: there is
more to be gained, for the world economy, from 825t of the barriers in services, than
from a 70% tariff cut in agriculture in the Nortn50% cut in the South, and a reduction by
half of domestic support, as well as the phasirtgpbexport subsidies.

This is even more true when trade facilitation leetainto account: the gains of scenario B
(associated with our less ambitious liberalisaiiorservices) are now more than doubled
with trade facilitation. The EU reaps one third bk tadditional gains, while this is
equivalent to doubling official development aidI8A countries after 2020.

ABSTRACT

Different options contemplated by the negotiatdréshe Doha Development Agenda are
assessed using the Computable General EquilibriwmiehMIRAGE, the MAcMap and
GTAP databases, existing estimates of protectidhdrservices sector as well as estimates
of the administrative and transaction costs todoieiced by trade facilitation measures.

In all scenarios (with the exception of “free trggdeve consider that the “G90” will not be
requested to liberalise. Export subsidies in adftice are completely eliminated, taking
into account the 2013 deadline agreed in Hong Korigecember 2005, and domestic farm
support is halved.

When an average 36% linear cut in tariffs is immabtad in the industrial and in the

agricultural sectors (but with a reduction limited25% for sensitive products in the latter
sector), we end up with a “Round for nothing”. tAé opposite of the spectrum, free trade
in goods would lead to USD 232 bn welfare gainstha world economy (expressed in

2005 terms). There is however more to be gairmdhe world economy, from a 25% cut

of the barriers in services, than from a 70% tamiff in agriculture in the North and a 50%
cut in the South. On the top of this, a successhde facilitation agenda would be

equivalent to doubling official development aidSob-Saharan Africa countries after 2020.
In the latter case, how to finance such progranamesthowever a challenging issue.

JEL classification: D58; F12; F13
Keywords: trade negotiations — computable genegallédrium models — WTO
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UNE QUANTIFICATION DES R ESULTATS DES NEGOCIATIONS
DU CYCLE DU DEVELOPPEMENT A L 'OMC

RESUME

Compte tenu de la complexité des négociations dilecgiu développement de Doha
(DDA), il est utile de s’appuyer sur une évaluatem équilibre général calculable (EGC)
des différentes options examinées par les négocgtafin de chiffrer les différentes
positions. On mobilise a cette fin le modéle MIRAGE base MAcMap, la base GTAP,
des estimations disponibles des barrieres aux gelatdians les services et des ordres de
grandeur des colts de transaction susceptibleed@duits a I'occasion d’'un programme
de facilitation des échanges.

Nous procédons en deux temps.

En raison de l'incertitude entourant les résultatdadnégociation — les modalités restent &
finaliser — nous nous appuyons dans un premier gesop des scénarios intégrant les
éléments essentiels de tout accord envisageahle,diféérents niveaux d’ambition. L'un
de ces scénarios, correspondant a une situatiasthgimue de libéralisation des échanges,
sert de comparaison avec les résultats des autrédassé & défaut de constituer une solution
réaliste. Les simulations sont réalisées au niveaplls désagrégé compte tenu des
contraintes de calcul: I'économie mondial compr2ddégions et 35 secteurs.

Dans un second temps, nous procédons a des somglaépétées afin de mieux identifier
la distributions des gains et les impacts assauigsdifférents éléments de la négociation
en cours: agriculture, accés aux marchés non-dgsiceervices et facilitation des
échanges. L'économie mondiale est alors moins dégég en raison des contraintes de
calcul: 18 régions et 23 secteurs.

Dans tous les scénarios, nous faisons I'hypothésedes pays en développement du “G90”
seront exemptés de toute concession en matiéreoite de douane ou éventuellement de
soutien interne. Les coupes tarifaires sont réatieéfacon linéaire sur trois ans pour les
pays développés, mais six ans pour les pays eroggesnent, en application du principe
de traitement spécial et différencié. Dans tousé&narios les subventions a I'exportation
dans l'agriculture sont complétement éliminées,uélisant I'objectif de 2013 défini a
Hong Kong en décembre 2005. Enfin le soutien irtexgricole est réduit de moitié dans
tous les scénarios: nous considérons que le démrigingagé par I'UE a partir de janvier
2006 (en vertu de I'accord de juin 2003) fait pades concessions globales accordées par
'UE dans ce cycle. Dans un premier temps on setdindi une libéralisation dans
I'agriculture et I'industrie, afin de faciliter laomparaison de nos résultats avec ceux des
autres études. La libéralisation dans les servatete programme de facilitation des
échanges sont introduits séparément.
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Dans les scénario A (“standard”), une coupe moyelen@6% des droits de douane agricole
est mise en ceuvre, comportant la possibilité dédintette réduction a 25% pour les
produits sensibles (simplement définis ici commexcgour lesquels existent des droits de
douane spécifiques). Concernant I'industrie, ungpeade 36% est effectuée. On obtient le
scénario Aa en limitant ce scénario a I'agriculture

Le scénario B (“ambitieux”), supprime ce principes geeoduits sensibles dans I'agriculture,

en conservant la coupe moyenne. Une formule seisisatilisée dans l'industrie, avec un

coefficient de 10. Ainsi, aucun droit n'est supérié@ 10% apres application de cette
formule. On obtient le scénario Ba en limitant cérgrio a I'agriculture. Une variante est

les scénario B2 dans lequel le coefficient estBledur les pays en développement au lieu
de 10 (a I'exception de’s pays du G90).

Le scénario C (“tres ambitieux”) maintient ce traient spécial et différencié pour les
économies en développement. La réduction des dtaits I'agriculture est de 70% pour
les pays industrialisés et de 50% pour ceux en ldgwement. Dans l'industrie, une
formule suisse avec des coefficients de 5 au Nbdke8 au Sud est mise en ceuvre. On
obtient le scénario Ca en limitant ce scénariagritulture.

Le scénario FTG correspond a un libre-échange, aoguppression de tous les tarifs,
soutiens internes, subventions a I'exportation,rgnsemble des secteurs et des pays
(G90 compris).

Dans le scénario S1 nous introduisons la libéridisades services, en réduisant la
protection dans ce secteur uniformément de 25%exadption des pays du G90. Les
scénarios peuvent étre combinés (par exemple BS1).

Dans le scénario S2, les barriéres aux échangesrdiees sont réduites de 50%.

Un dernier scénario concerne la facilitation ddsaéges: il supprime sur 10 ans les codts
directs et indirects liés aux obstacles additioneix échanges de biens avec, ou a partir,
des pays en développement.

En raison de la combinaison des marges de consohdavec les préférences
commerciales existantes, et avec les listes d'dixep la libéralisation effective serait trés
limitée dans le scénario A. Au final, ce scénampag un “Cycle pour rien”. A l'autre
extrémité, le libre-échange des biens apportegitrilliards de dollars (2005) de gains de
bien-étre a I'’économie mondiale. Notre scénaricsCirgermédiaire, avec la moitié de ces
gains, et le scénario B juste entre A et C.

Ces 232 milliards de gains correspondent-ils adixnations déja disponibles? Le récent
rapport du Carnegie Endowment for International Beé®olaski, 2006) obtient 168
milliards, alors que la Banque mondiale a une esion supérieure: 287 milliards
(Anderson et al., 2006). Ces différences sont d¢igllement dues a différents ensembles
d’hypothéses concernant I'ajustement des éconoanieslibéralisation commerciale. Les
bases de données utilisées différent égalemens, @saentiellement avec Carnegie. En ce
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qui concerne les tarifs, notre étude et celle dgdiaque mondiale s’appuient sur les mémes
données, MAcMap, mais elle prend en compte la miffée entre droits de douane
appliqués et consolidés.

Lorsque les services sont introduits dans I'analyserésultat intéressant apparait: il y a
plus a gagner, pour I'économie mondiale, a une golu de 25% des barrieres aux
échanges de services gqu'a une baisse de 70% dés dieodouane dans I'agriculture au
Nord (50% au Sud), associée a une réduction deiéndii soutien interne et a la
suppression des subventions a I'exportation.

C’est encore plus net lorsque I'on introduit lailitation des échanges: les gains du
scénario B (associé a la libéralisation de 25%othssacles aux échanges de services), sont
alors plus que doublés. L’'Union européenne regoitiers de ces gains additionnels, tandis
gue les gains additionnels pour I'Afrique Sub-Sarare correspondent a un doublement
de l'aide publique.

RESUME COURT

Nous menons une évaluation en équilibre généralizdile des différentes issues possibles
des négociations du cycle de développement, drautille modele MIRAGE, les bases de
données MAcMap et GTAP, ainsi que les estimationspashibles des barrieres
réglementaires aux échanges de services et desl@Esia la question de la facilitation des
échanges.

Dans tous nos scénarios (a I'exception du « lilcleagge »), nous considérons que les pays
du G90 ne prennent pas d'engagement de libéralisatimmerciale. Les subventions aux
exportations agricoles sont supprimées a I'hori20h3 conformément a I'accord de Hong
Kong de décembre 2005 et le soutien interne aitatjure est réduit de moitié.

Une réduction linéaire moyenne de 36% des droitsddeane sur le commerce de
marchandises, limitée a 25% pour les produits efpsc sensibles, déboucherait sur un
« Cycle pour rien». A l'opposé du spectre, le dibéchange total de marchandises
conduirait a 232 milliards de dollars 2005 poucigomie mondiale. Toutefois, il y aurait
plus a gagner a la réduction de 25% des barriéregehanges de services, qu'a une baisse
de 70% des droits de douane dans l'agriculture a@nd N50% pour les pays en
développement hors G90). La facilitation des écharggeuterait des gains considérables,
correspondant pour les pays d'Afriqgue Sub-Sahaeennn doublement de 'aide publique
au développement. Concernant ce dernier élémentnégsciations, la question du
financement de la facilitation des échanges retiéere.

Classification JEL: D58; F12; F13
Mots clés: négociations commerciales — modélesuilibce général calculable — OMC
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A QUANTITATIVE ASSESSMENT OF THE OUTCOME
OF THE DOHA DEVELOPMENT AGENDA

Yvan DECREUX - Lionel FONTAGNE'

INTRODUCTION

The Hong Kong Ministerial has paved the way towaadsompletion of the Doha
Development Round, even if numerous technicalt@scerning the implementation of the
formulas and liberalisation of trade in servicana to be further negotiated.

This complex negotiation has three main characiesist

First, it involves parties having very differenttérests in the Round; one could well
question whether certain parties, such as small highly specialised developing
economies having to cope with the erosion of tpe#ferences, have any incentive to see
this Round completed.

Second, it must lead to a balanced outcome, inst@ftiberalisation, between agricultural
exporters aiming at opening foreign markets andicied) distorting subsidies, industrial

exporters having offensive interests in sectorsaieing protected in emerging economies,
and countries advantaged in services hoping thatGbneral Agreement on Trade in
Services (GATS) will be able to reduce sizeableibgsy of a regulatory nature. There is
good evidence however that such conflicts of irsied® not match the boundaries of rich
versus poor economies. Neither are the traditignalpings such as Cairns still valid.
Agricultural exporters may be Least Developed CoestfLDCs) competing against highly

subsidised exporters from advanced economies; Smestrial” countries may have an

advantage in agriculture; other “industrial cowsdti may see their advantages shifting
towards services; while developing economies sicimdia may also compete in the latter
sector.

Third, this negotiation is highly technical, as “naditles” such as the coefficient in a
formula, the percentage of sensitive products, givan distribution of binding overhang
margins, may largely determine the outcome of smiagreement in terms of actual
opening of the markets.

All in all, this negotiation is complex enough tegltimate a quantitative assessment
tackling simultaneously the three latter elements.is worth relying on a Computable
General Equilibrium (CGE) assessment of the differeptions contemplated by the
negotiators. A CGE will authorise to take into agioall relations between markets, prices

a]
CEPII, yvan.decreux@cepii.fr
#
CEPII and Université de Paris I, lionel.fontagne@icfr
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and incomes. Such assessment has a big advantagasd limitations. As regards the
pros, this is the only way to shed light on therallempact of a complex set of decisions in
various fields: comparisons of outcomes of the oweiscenarios will authorise to put
simple numbers on complex issues. As regards dms,ca bunch of assumptions are
conditioning the results, if not the comparisontloé results obtained under alternative
scenarios for the same set of assumptions. Irr ¢odaddress the latter difficulty, we will
rely on a benchmark authorising the comparison witier studies, we will use rather
conservative assumptions, and we will perform reggbaimulations in order to better
disentangle the respective contributions of théouar elements of the negotiation. The
target of precisely defining the “modalities” hageb missed the %0April 2006;
accordingly we will have to rely on “generic” sceioa including the basic features of any
expected draft agreement, and corresponding towsievels of ambition.

The paper is structured as follows. Scenarios ants tare described in Section 1. An
overview of the global impacts of the various scEsasimulated with MIRAGE, the CGE
Model of the world economy developed by the CERIprovided in Section 2. Our
horizon is 2020, for a liberalisation beginning2®07 and following a calendar of (partial)
phasing out of trade barriers. The respectiveridmtions of the various pillars of the
negotiation are identified in Section 3. The outecof the negotiation is detailed by region
of the world economy in Section 4. A focus on attjients expected within the EU25 is
done in Section 5. The results of the trade fatitin scenario are examined in Section 6.
Section 7 concludes.

1. SCENARIOS AND TOOLS
1.1. Liberalisation scenarios must be tackled at #hdetailed level

Assessments of the impact of liberalisation areegadly carried out using CGE models (see
e.g. Francois and Martin, 2004; World Bank, 2003)Among recent noteworthy
improvements, Francois and Martin (2004) introduaeéfined policy scenario, taken into
account a pre-experiment simulation. Building be tvork of Walkenhorst and Dihel
(2002) aiming at characterising the extent of timeling overhang, Lippoldt and Kowalski
(2003) take into account how posted tariff cuts Mtobe reflected in applied tariffs.
However, the binding overhang (i.e., the gap betweeund and applied duties) is only
computed and accounted for at the GTAP sector,|l@eelat a very aggregated sector level.
Laird et al. (2003), comparing six proposals were flirst ones to compute the
corresponding tariff cuts at the detailed level {6)Sbut this was done basically on MFN
tariffs: preferential trade agreements were na¢ttiakto account, and the binding overhang
was not either.

Bouét et al. (2004) incorporate three aspects dnatthe weak points of most existing
models: (i) a precise measurement of protectiopluding trade preferences, regional
agreements, and the gap between applied and baatetton, at a disaggregated product
level; (i) a precise accounting of the complexeets of the various types of domestic
support; (iii) a distinction between the variououyps of Developing Countries. Their

11
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estimates of the impact of a Doha agreement orcdgrie suggest much lower welfare
gains than generally expected. In addition, thisniify a large number of developing
countries potentially experiencing a loss in welfaa result that is seldom observed with
AGE models. They conclude that the erosion oftmgspreferences will be an important
problem, especially for Sub-Saharan Africa.

Bchir et al. (2005) build on this literature andhigrseveral original contributions as regards
the NAMA. Their main contribution lies in the measment of border protection and in
the computation of actual liberalisation resultirgm a tariff-cutting formula. Bound and
applied duties (whether ad valorem, specific, mixedcompound) are consistently and
accurately measured at the HS-6 product level itlost disaggregated level for which
harmonised information exists). Accordingly, theg able to account at the same time for
trade preferences, for the binding overhang andHernon-linearity of the contemplated
Girard formula.

We rely here on a similar approach, extended tegnatte in one and the same exercise a
liberalisation in agriculture, manufactures and/ees. Since the available data (in GTAP-
6 and in MAcMap-HS6) describe the 2001 economy, finst run a “pre-experiment”
introducing the changes accruing to the world enonbetween 2001 and 2005 (accession
of China to the WTO for instance). In 2007 (andhie subsequent years, depending on the
calendar of phasing out) various scenarios corredipg to the outcome of the DDA are
implemented. We finally compare the situation leé tvorld economy in 2007, 2008, ...,
2020, with and without such liberalisation.

1.2. A two-step procedure

One striking feature of this kind of exercise s gensitivity to the level of country and
sector aggregation. As a result of the tariffspdision between countries within each
region, and among categories of products withirhesgctor, relying on more sectors and
regions will caeteris paribus lead to larger welfgrains at the world level (the other
variables will be basically hardly affected).

This property is a bit unfortunate as policy makaes interested not only in a comparison
of outcomes of various scenarios for a given lefehggregation, but also in orders of
magnitude of the absolute gains to be expected frade liberalisation. However, a more
disaggregated model comprises a much larger nuoibequations and raises numerical
problems. This is why the bulk of the studies hagth beyond some 20 regions and 20
sectors when models embody imperfect competitiehdymamics.

We will tentatively address this trade-off hereusjing a two-step approach. In a first step,
we try to tackle the absolute gains to be expefitad a successful Round, by using the
most detailed disaggregation affordable given nicakronstraints, as long as imperfect
competition and recursive dynamics are introdudedidentally, it is not possible to shock

the services sectors at this level; the same fmtetrfacilitation. In a second step we
implement repeated simulations in order to bettetenstand the distribution of gains and
the respective impacts of the different issuestakesin the negotiations: agriculture,

12
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NAMA, services, trade facilitation. The world eamny is then less disaggregated. This is
the level where the liberalisation in services dhd trade facilitation agenda can be
implemented.

1.3. Sector and country aggregation

The simulation exercise detailed in the first stegsed on an aggregation in 24 regions and
35 sectors, is the frontier of what can be doné wiimodel like Mirage, since one ended up
with some 300,000 equations in the model raisingy difficult numerical issues. Such
model is however not tractable for repeated sinarapurposes. Accordingly, repeated
simulations as well as liberalisation in servicasénbeen performed with less details in the
disaggregation, back to a 18 (regions) x 23 (serttgcomposition of the world economy.

Table 1 reproduces the aggregation of countries iagpons, and Table 2 the sector
breakdown. In each Table, the second column shbevsagigregation adopted in step 1
aiming at identifying the potential gains of an atolis agenda of liberalisation, and the
third column the aggregation adopted in step 2,nwviepeated simulation and detailed are
performed.
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Table 1: Country aggregation

24 (step 1) 18 (step 2) 24 (step 1) 18 (step 2)
Australia ANZ ANZ Austria EU25 EU25
New Zealand Belgium
Rest of RowW RowW Denmark
Oceania
China ChinaHK ChinaHK  Finland
Hong Kong France
Japan Japan Japan Germany
Korea Korea KorTai United Kingdom
Taiwan Taiwan Greece
Rest of East Asia RoW RowW Ireland
Indonesia ASEAN ASEAN Italy
Malaysia Luxembourg
Philippines Netherlands
Singapore Portugal
Thailand Spain
Vietnam Sweden
Rest of Southeast Asia Cyprus
Bangladesh SthAsia SthAsia Czech Republic
Sri Lanka Hungary
Rest of South Asia Malta
India India Poland
Canada Canada Canada Slovakia
United States us us Slovenia
Mexico Mexico Mexico Estonia
Rest of North America  RoW RowW Latvia
Colombia RoSAmM SthAm Lithuania
Peru Switzerland EFTA EFTA
Venezuela Rest of EFTA
Rest of Andean Pact Rest of Europe RoW RoW
Chile Albania
Rest of South America Bulgaria Bulg Rom Bulg Rom
Argentina ABU Croatia
Brazil Romania
Uruguay Turkey Turkey Turkey
Central America CAm Row Russian Federation Russia Russia
Rest of FTAA Caribbean  RoW Rest of Former Soviet UniorRoW RowW
Rest of the Caribbean RowW Rest of Middle East
Morocco NAf NAf
Tunisia
Rest of North Africa
South Africa SthAf Row
Botswana SSA SSA

Rest of South African
Customs Union
Malawi

Mozambique
Tanzania

Zambia

Zimbabwe

Rest of SADC
Madagascar

Uganda

Rest of Sub Saharan Africa

Note: Bold characters: grouping of countries oiigeg.
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Table 2: Sector aggregation

35 sectors (step :

23 sectors (step @

Paddy ric Rice CereSeeds
Processed rit

Whea Whea

Cereal grains ni Cereal

Oil seed QOilSeed

Vegetables. fruit. nuts VegFruits VegFruits
Sugar cane. sugar b Sugar Crops
Suga

Crops ne Crops

Plant-based fibe Fibers

Cattle.sheep.goats.hors: Meat MeatFats
Meat: cattle.sheep.goats.hor:

Meat products nec

Vegetable oils and fat Fats

Wool. silk-worm cocoor AnimProd AnimProd
Animal products ne

Raw milk Dairy Dairy
Dairy products

Forestn Forestn Forestry
Wood product WoodProc

Fishing Fishing Fishing
Coa Primary Primary
Qil

Gas

Mineral products ne

Minerals ne

Petroleum. coal produr

Food products nes Food Food
Beverages and tobacco produc BevTobacct

Textiles Textile Textile
Wearing appar Cloth_Lea

Leather produc

Paper products. publishing Paper Paper
Chemical.rubber.plastic prc Chemical Chemical
Ferrous metals FerMetal Metal
Metals nec OthMetal

Metal products MetalProd

Motor vehicles and pa MotorVer MotorVert
Transport equipment nec TrspEagNec TrspEgNec
Electronic equipme Electronic ElectManuf
Manufactures ne OthManut

Machinery and equipment nei Machinery Machinery
Electricity OthSer OthSer
Gas manufacture. distributi

Wate!

Constructiol

Trade

Recreation and other servi

PubAdmin/Defence/Health/Edu

Dwellings

Communication Communic Communic
Financial services n Fin_Ins Fin_Ins
Insuranc

Transport nec TrT TrT

Sea transpor

Air transport

Business services r BusSer BusSer

Note: Bold characters indicate a grouping of sector
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1.4. Protection in goods: MAcMap

Based on a joint effort devoted by the Internatichieade Centre —ITC— (UNCTAD &
WTO, Geneva) and the CEPII to systematically coltethiled and exhaustive information
on the level of applied trade barriers, the MACM4p6 database computes an exhaustive
and consistent ad-valorem equivalent (AVE) measafreapplied protection across the
world, at the six-digit level of the Harmonized &m (HS-6 level, 5,111 products). 166
reporting countries are covered, with 208 partriar001.

In so doing, the main original contributions of MAap-HS6 are: (i) the exhaustive

coverage of preferential trade arrangements (PTé)sa the world; (i) the calculation of

the AVE of specific duties, acknowledging the diffetiated impact of such duties across
exporters, depending on their export unit valu@3;tkie incorporation of tariff-rate quotas

(TRQs) both through the AVE of the resulting protectat the margin, and through the
calculation of involved rents; (iv) an original aggation methodology, using a weighting
scheme based on reference groups of countriedjraitithg the extent of the endogeneity

bias inherent to the standard, import-weighted ayeiprotection.

Here this database is used to construct the sosnafitrade liberalisation at the product
level before aggregating the data towards the seaised in the CGE model. The
advantage of such strategy is to fully take intocat tariff peaks, exceptions and the
possible non linearity of the applied tariff redoot formula, such as the Swiss formula.
The advantage of such database to implement a fienedila in agriculture is obvious. In
addition, information on the evolution of quotateis extracted from the scenario and used
in the modelling.

Last but not least, combining this database witlormftion on bound tariffs makes it

possible to have a full-fledged representationhef dutcomes of any negotiation. WTO
agreements use to cut bound tariffs, which leappsied duties unchanged in many cases,
in particular when the gap between initial bound applied duties is significantly large.

. . . 1
1.5. Protection in services

Trade in services faces considerable restrictionsihie assessment of their consequences
is not an easy task. They are mostly based onn@tiegulations with a significant trade
impact. To introduce them in a quantitative moddias been necessary to translate them
into tariff equivalents.

Tariff equivalents used in this study are basedwandifferent works: Park (2002) and the
Australian Productivity Commission (Warren, 2000hey follow two distinct approaches,

2
leading to two quite different sets of values oift@quivalents.

1
We acknowledge efficient research assistance bis@ta Mitaritonna (CEPII) regarding the compilatio
of barriers in services.
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The first approach, followed by Park (2002), is lbse a gravity methodology. Park fits a

gravity model to bilateral trade in services betwésl countries, considering 7 traded
services - Construction, Trade, Transport, Commatitin, Financial, Business and Others
services (Education, Wealth and Administration) he Tdifferences between actual and
predicted imports are taken to be indicative afliérbarriers and then normalised relative to
the free-trade benchmarks. The countries with teatgst positive differences between
actual and predicted imports are considered toheeftee trade “benchmarks” in the

regression. The value used as elasticity of switisti is 5.6 for all services sectors.

The second approach is based on a collaborativeqtrojThe Productivity Commission
and the Australian National University have beenasoeing restrictions on trade in
services for a number of economies in Europe, Amid, North and South America. The
results from this work, the Trade Restrictivenesdek and Price and/or Cost Effect
Measures databases, have produced tax equivalénte qrice and/or cost effects of
restrictions in selected service sectors. Moreipety the Trade Restrictiveness index has

. . ... 3 .4
been calculated for the following 6 services sectofTelecommunications Banking;
" 5 L6 T . .8
Maritime transport Education; Distribution ; Professional services

This methodology involves two steps: First, quairatinformation about regulations is
converted into a quantitative “restrictiveness iigd&econd, the effect of this measure of
restrictions on prices and/or costs is estimated.

In a first stage, the extent of government regotaf a particular service is quantified
using a trade restrictiveness index. Trade resteicéss indexes summarise the nature and
extent of restrictions on trade in services forheaconomy. Information is collected for
each economy on the government regulation of acpéat service and classified according
to whether the restrictions are i) imposed on distainent or ongoing operations; and ii)
non-discriminatory (treat domestic and foreign gensuppliers equally) or discriminatory
(treat foreign service suppliers differently fromypically less favourably than) domestic
service suppliers).

2
These two approaches depart from the one follomeHoekman (1995), based on frequency measures,
and using the GATS commitment schedules of memhmmtdes. Hoekman 1) classified these
commitments into three categories; 2) assignednaeniaal score to each category; 3) computed coeerag
ratios for each country / sector and 4) proposbdrechmark “guesstimate” of what the tariff equivalef
the less open nation might be, to get a countrgiipétariff-equivalent”..
3
See Warren (2000b).
4
See McGuire (1998), McGuire & Schuele (2000) ardirgjan et al. (2000).
5
See Kang (2000).
6
See Kemp (2000).
7
See Kalirajan (2000).

8
See Nguyen-Hong (2000).
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Restrictions on establishment often include licegsirequirements for new firms,

restrictions on direct investment in existing firmasd restrictions on the permanent
movement of people. Restrictions on ongoing opmratoften include restrictions on firms
conducting their core business, the pricing of isess and the temporary movement of
people. Depending on how each of these restretamply to domestic and foreign service
suppliers, they could be non-discriminatory or distatory.

A trade restrictiveness index score is calculatgceich economy using a methodology of
scores and weights. Restrictions that are commanriumber of economies are grouped
into restriction categories. Scores are then mssdigo each restriction on the basis of a
judgement about how stringent it is. The morenggnt the restriction, the higher the
score. Scores range from 0 to 1. The restrictategories are then weighted together
according to a judgement about their relative eotnacost. The weights are generally
chosen so that the total restrictiveness indexestmran economy ranges from 0 to 1.

An index score is calculated separately for doroeatid foreign service suppliers. A
foreign index is calculated to measure all therig®ins that hinder foreign firms from
entering and operating in an economy. It coversh bdiscriminatory and non-
discriminatory restrictions. A domestic index regents restrictions that are applied to
domestic firms and it generally only covers norcdiginatory restrictions. The difference
between the foreign and domestic index scores mseasure of discrimination against
foreigners. This discriminatory component will beetonly one considered as trade
protection in the simulations.

The second step is to enter the restrictivenes iimtie an econometric model of economic
performance in the sector in question (such asepriuantity, price/cost margin, or
productivity), along with whatever other factorsoromic theory suggests might be
important determinants of performance (these camdbastry specific or economy-wide).
Depending on the performance measure chosen, sitsrovide an indication of the
extent to which restrictions affect price-cost niasgand therefore create economic rents,
or raise costs above what they otherwise wouldnbthé absence of restrictions. More
precisely, the model can be used to predict thest“ffound” effects of liberalisation
(equivalent to the extent of the vertical shiftthe supply or demand curve in partial

equilibrium analysis) Mathematical manipulation leads to a percenttgeequivalent”.

Starting from the original data obtained with thnotmethodologies, two separated data
sets are built. In both cases we aggregate otigdstimations by sector and by

country/geographical area, using the value of tdéathand for this service at market price
as a weighting scheme. Data on the demand ofcesrwiere the one used in the model
(GTAP 6).

9

Noticeably, a “free trade” benchmark need not glveoincide with zero regulation. The method is
flexible enough to reckon with the fact that inraef trade situation, it would still be appropri&dehave
prudential regulation of financial services, safetgulation of air passenger transport services,saron.
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At the geographical level, when no data for a decountry is available, a weighted
average of the estimations for the other countoel®nging to the same area or all the
countries available is used (e.g. as in the casieeoRussian Federation). However, when a
missing country belongs to a geographical areavfach there is original data available we
eventually use only original data to compute therage.

Finally, to get the tariff equivalents used in gimulations, we compute a simple average
. . 10
of the values contained in the two comparable sets

An example of the data used in our calculatiorgiven for the Banking sector in Table 3,
listing the restrictions on commercial presenckanking services.

Table 3: Weights and Scores: Restriction on Commeial Presence in Banking
Services

Weight Score Restriction Category

0.20 Licensing of banks
1.00 Issues no new banking licences
0.75 Issues up to three new banking licences with prudential requirements
0.50 Issues up to six new banking licences with gnlydential requirements
0.25 Issues up to 10 new banking licences with prlylential requirements
0.00 Issues new banking licences with only prudérgiguirements
0.20 Direct investment
The score is inversely proportional to the maximegmity participation permitted in
an existing domestic bank. For example, equityigipation to a maximum of 75
percent of a bank would receive a score of 0.25
0.10 Joint-venture arrangement
1.00 Issues no new banking licences and no enaljoed through a joint venture with a
domestic bank
0.50 Bank entry is only through a joint venture watdomestic bank
0.00 No requirement for a bank to enter throughra j@nture with a domestic bank
0.02 Permanent movement of people
1.00 No entry of executives, senior managers arsplecialists
0.80 Executives, specialists and/or senior managerstay up to one year
0.60 Executives, specialists and/or senior managerstay up to two years
0.40 Executives, specialists and/or senior managerstay up to three years
0.20 Executives, specialists and/or senior managerstay up to four years
0.00 Executives, specialists and/or senior managerstay for a period of five years or
more

Source: McGuire and Schuele (2000), op.cit.

10
The Trade sector is documented by Park only. 3éme for Transport (a sector which is not

disentangled in the three sub-sectors of GTAP byatithor), Business services, Construction, Reoredt

Public and Defence. Communication and Financialises are documented in both studies (see below

details on the Banking sector). Insurance is ratuchented and we apply the data pertaining to the

Financial sector. We do not have data for wateridigion and hence make the assumption that &dms

will not be liberalised. The same for construction

19



A Quantitative Assessment of the Outcome of the Delialopment Agenda

1.6. Mirage

This Section proposes a brief overview of the CGE ehatsed, namely the MIRAGE
model. The main characteristics of the model candbe assumptions made about
products quality ranges, imperfect competition, avatro-economic closure.

The demand side is modelled in each region througipeesentative agelrln Domestic
products are assumed to benefit from a specifiustior consumers, making them less
substitutable to foreign products than foreign picid between each other. Secondly,
products originating in developing countries anddeveloped countries are assumed to
belong to different quality ranges. This is motaditby the fact that several empirical
works have shown that unit value differences ate @breveal quality differences even at
the most detailed level of products classificatidiis is likely to have direct consequences
on the transmission of liberalisation shocks sittee elasticity of substitution is lower
across different qualities than across productshiwita given quality. Hence, the
competition between products of different qualiie$ess tough than between products of
similar quality. In the absence of systematic infation suitable for incorporation in a
worldwide modelling exercise such as the one uadlert here, vertical differentiation is
modelled in arad hocfashion: developed countries and developing caesre assumed
to produce goods belonging to two different quailétpges; substitutability is assumed to be
weaker across these two quality ranges, than batweeducts belonging to the same

. 12
quality range.

As regards the supply side of the model, produasesfive factors: capital, labour (skilled
and unskilled), land and natural resources. Thettre of value added is intended to take
into account the well-documented skill-capital tiela complementarity. These two factors
are thus bundled separately, with a lower elagtiaf substitution, while a higher
substitutability is assumed between this bundleathdr factors.

The production function assumes perfect complemigntéaetween value added and

intermediate consumption. The sectoral compositbrthe intermediate consumption

aggregate stems from a CES function. For eachrsettwigin, the nesting is the same as
for final consumption, meaning that the sector beirfchs the same structure for final and
intermediate consumption.

11
The utility function is intra-temporal, with a & share of the regional income allocated to sayitite
rest used to purchase final consumption. Below finst-tier Cobb-Douglas function, consumptiordea
off across sectors is represented through a LESfG&Sion. Each sectoral sub-utility function is@sting
of CES functions, comparable to the standard ne#tadington-Dixit-Stiglitz function, with two
exceptions.
12
Practically, this is modelled by introducing iretdemand nesting a tier corresponding to the todide-
between the two quality ranges. This tier is ih& bne in the consumer choice within each settefore
any other choice in terms of geographical origin.
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Constant returns to scale and perfect competitienaasumed to prevail in agricultural
sectors. In contrast, firms are assumed to facee@sing returns to scale (through a
constant marginal cost and a fixed cost, expressedtput units) in industry and services.

e 13 . .
In those sectors, competition is imperfecthis modelling authorises to capture the pro-
competitive effect of trade liberalisation.

As regards the markets clearing and the macroecendaosure, capital good has the same
composition whatever the sector, but it cannot ghkdts sector affectation once it has been
installed. It is accumulated every year as thelte®f investments in the most profitable
sectors. Natural resources are considered to becig immobile and may not be
accumulated. Both types of labour, are assumedeterfectly mobile across sectors,
whereas imperfect land mobility is modelled wittc@nstant elasticity of transformation
function. Production factors are assumed to bl feinployed; accordingly, negative
shocks are absorbed by changes in prices (factmards) rather than in quantities. All
production factors are immobile internationally. ithVrespect to macroeconomic closure,
the current balance is assumed to be exogenous(arad to its initial value in real terms),
while real exchange rates are endogenous.

Since protections in services are regulatory measigading to no tariff revenue to the
importing country, the most adequate way to intceduhem was to translate these
estimates into export taxes. Liberalising servisaherefore expected to lead to large gains
for the liberalising countries, whereas gains fog £xporting countries are second order
ones.

1.7. Scenarios

There is considerable uncertainty as regards theomé of the Doha negotiation.

Accordingly, we will rely in what follows on vari@uscenarios including the basic feature
of any expected draft agreement, and corresporidirgrious levels of ambition (Table 4).

One of the scenarios, corresponding to an hypathiedituation of free trade, will be used
as a benchmark: it allows a comparison of our tesuith other available studies.

First, we will consider in all scenarios (with tlexception of “free trade”), that the
members of the G90 are not requested to lower tlagiif barriers nor their eventual
domestic support. Second, all tariff reductionl w# linearly implemented within a three
year period for industrialised countries, and aysiar one in the developing economies, as
a result of the Special and Differential Treatmehhird, in all scenarios export subsidies in
agriculture are phased out in 2013. Fourth, doméatm support is halved in the first
three scenarios and eliminated in the “free trambehario.

In scenario A corresponding to a limited level of ambition, arerage 36% cut in tariff in
the agricultural sector is implemented. But to stp we distinguish between sensitive

13
Firms compete a la Cournot, with zero conjectuaaiations, no Ford effect, and no strategic irttoa.

Each firm enjoys some market power, and sets itskima depending on the extent of product
differentiation in the sector, but also of its omarket share.
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products (simply defined as the HS6 positions idiclg tariff lines for which a specific
tariff is present) and non-sensitive ones. As mégdahe former, the tariff reduction is
limited to 25%, on a linear basis. Tariffs on nemstive products are reduced by more
than 36% in order to keep the 36% average. Thisageeis weighted by the number of
HS6 positions. This tariff reduction for non séinsi products is however capped to 70%,
and the tariff on sensitive products possibly redliby more than 25% to keep the 36%
average when this upper limit is reached. As mkgathe NAMA, a 36% cut is
implemented. Limiting this scenario to agricultieads toscenario Aa

In scenario B less margin of manoeuvre is left to the negotiatms a result of a more
ambitious outcome of the Round. A 36% tariff reitut in agriculture is implemented,
without exceptions. As regards the NAMA, a Swissrfula based on a coefficient 10 is
implemented. Accordingly, the highest tariffs industry at the HS6 level are 10%
afterwards. A peculiar feature of this ambitioaergrio is the fact that the SDT is limited
to a less stringent time frame for implementing tdréff reductions: the percentage cuts are
identical for industrial and developing economiegl{ the exception of the G90, as already
mentioned). Limiting this scenario to agricultueads toscenario Ba Differentiating the
coefficient in the Swiss formula (10 for developsmbnomies; 15 for non- G90 developing
economies) leads to scenafia.

Table 4: The simulated scenarios

Scenario Agriculture NAMA | Services
Aa Zero export subsidy - =
Domestic support halved
A 36% tariff cut on average 36% tariff cut -
Sensitive products: 25% cut | Except G90
Except G90
Ba Zero export subsidy - -
B Domestic support halved Swiss 10 -
BS1 36% tariff cut Except G90 25% cut
No sensitive products Except G90
BS2 Except G90 50% cut
Except G90
B2S1 Swiss 10 (North) 15 (South) 25% cut
Except G90 Except G90
B2S2 50% cut
Except G90
Zero export subsidy Zero tariff
FTG Zero domestic support Including for G90
Zero tariff -
Including for G90
Ca Zero export subsidy
Domestic support halved - =
C 70% tariff cut (North) Swiss 5 (North) 8 (South) -
50% tariff cut (South) Except G90
No sensitive products
Except G90

22



CEPII, Working PapeNo 2006-10

Scenario Cis very ambitious, but preserves a differentiateatment for the developing
economies. The tariff reduction in agriculture pe#k 70% for industrialised economies
and 50% for developing ones. As regards the NABI&Swiss formula with coefficients of
5% in the North and 8% in the South is implementkohiting this scenario to agriculture
leads toscenario Ba

Scenario FTGis the free-trade-in-goods benchmark, with O fsugnd O subsidy or farm
support for all products and countries (includingthe G90 countries).

In scenario S1 we introduce a liberalisation of services. Thetgction in services is

reduced by 25%. Here again, countries of the G@0nat expected to liberalise their
import of services. The same percentage of 25%eapio all other members of the WTO.
The scenarios can be combined (e.g. BS1).

In scenario S2 the removal of 50% of the barriers in serviceadssumed. Scenarios S1
and S2 will be combined with scenarios B and 82 farios BS1, BS2, B2S1, B2S2)

In applying the liberalisation formulas in scenarid to C, it should be kept in mind that
binding overhang and preferences matter, as alanat realised on bound tariffs.

2. OVERVIEW OF THE GLOBAL IMPACTS OF THE VARIOUS SCENARIOS
2.1. Limited ambitions, negligible gains

Every round of trade negotiations under the auspicesghe GATT-WTO can be
characterised by the level of its ambition.

Our scenario A (“Standard”) corresponds to a corasie view of the outcome of the
current round, characterised by a limited libeedie in the agricultural as well as the
industrial sectors. Should the outcome of the DBloand be this “Standard” scenario,
WTO member countries would circulate figures cqroggling to the average liberalisation
in percentage terms pointing out to a “successie(l@36% reduction in tariffs). But as a
result of the combination of consolidation margmith existing preferences, and with the
lists of exceptions, the actual liberalisation vebhe extremely limited. Devoting so much
resources into a several years lasting negotiatislving 148 countries, and generating an
additional 1% of world trade, when world trade iiswing at a pace of 8% annually, should
hardly be considered as a success for the interrsticommunity (Table 5). In total,
scenario A should be viewed as a "Round for nothing

Considering now the other extreme of the spectritim negards to liberalisation of trade in
goods, world trade in agricultural products woudd46% higher than its current level under
a “free trade in goods”, a situation meaning fresrkat access, zero export subsidy, zero
internal support, and overall world merchandisddéraould be 11% higher.
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Taking the latter hypothetical situation as a beratinand not as a policy objectil\‘}ﬁour
scenario C is indeed a very ambitious one as regeade in goods, since it allows to cover
nearly one fourth of the distance, which would beesy successful outcome for a single
Round of negotiations. The “ambitious” scenarmaaesult of the combination of binding
overhang and SDT hardly increases world trade by 3%.

As regards the NAMA, the big difference is not bedéw scenarios B and C, but between A
and B, since the latter replaces the average neduct 36% by a Swiss formula having a
dramatic impact on tariff peaks.

The impact of the standard scenario on world welfareegligible. The ambitious scenario
doubles these gains, and the very ambitious rougliybles the latter once again.
Accordingly, more ambition will lead to more growtif the world economy. The
difference between what is a plausible outcome retmd for nothing” — and an achievable
agreement — such as scenario C — is worth the iaéigat

How do these results compare with other studiesindJthe free trade benchmark, our
0.64% welfare (0.67% GDP) sum up to USD 232 bnyesged in 2005 terms. This is in
line with Anderson et al. (2001) using a static elogith perfect competition: 254 bn; as
well as Cline (2004): 228 bn; above the Carnegielehaddressing unemployment in the
South (168 bn), and below the World Bank (287 bsihgi a model of the kind of our

(dynamic, imperfect competition) but fitted withrdg@r Armington elasticities. Noticeably,

the World Bank expresses the gains in 2015 terrhg;hvmagnifies the gains: the world

economy will be larger by then.

Table 5: Overall impact on trade, GDP and welfare bthe four scenarios
(24 regions x 35 sectors, percent deviation from ¢hbaseline in 2020)

A B C FTG
Standard
(goods) Ambitious
(goods) Very
ambitious  Free trade in
(goods) goods

World Trade (value) 0.97 2.62 3.31 11.09
World agricultural Exports (value) 2.79 291 9.56 46.01
World non agricultural Exports 0.78 2.52 2.65 7.62
(value)

World Welfare 0.09 0.18 0.33 0.64

Source: Author’s calculations. *: estimated gases; text.

To sum up, these overall results strongly reinfaheecase for an ambitious and balanced
conclusion of the ongoing negotiations. Concludthg Round with only a standard

14
Remember that members of the G90 are also eradjcat their barriers under this hypothesis, wisre

they are not asked to participate to the liberatisgprocess in the three other scenarios.
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agreement limited to trade in goods such as theimrseenario A would lead to miss a
major opportunity to provide the world economy waitiditional growth.

These overall results should not hide the variousomal interests at stake that could
hamper progress in the last months of negotiations.

2.2. Dynamics of the gains

The dynamics of the impacts of trade liberalisat®wery important from a policy point of
view. Since opening the economies leads to a rilwasion of resources, costs will be
faced by certain categories of economic agenthénshort run, and it is important for the
economy to be able to rapidly reap the benefithefliberalisation in order to smooth such
adjustments. Our simulations point out to gainsraing very rapidly to the world
economy. To illustrate this dynamics, let us comsgtenario C (Very ambitious in goods)
in Figure 1. In 2008, trade in agricultural protiuis already 8% higher. At the same date,
more than half of the gains in world trade and iarldr welfare are already secured.
Noticeably, while the additional trade impacts aegligible after 2011, world welfare
continues to increase steadily up to the term ofsamulation exercise: there is still one
fourth of the overall welfare gain to be reapee@rftade gains are completed.

This is due to the fact that more efficiency leasisbre investment and higher growth. In
the very long run the steady state will be charessd by the same growth rate as before,
but liberalisation provides higher growth during ttransitional path leading to a higher
level of welfare.

Figure 1: Global gains of trade liberalisation underscenario C (2005-2020, 24 regions
x 35 sectors, percent deviation from the baselinewelfare on right scale)

12 0.5

10 +

8 + World agricultural Exports
(value)

———-World Exports (value)

------ World non agricultural Exports
(value)
World Welfare

2005 2010 2015

Source : authors’ calculations
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2.3. Differentiated regional impacts

Not all regions in the world economy will extradiet same gains from the Round.
Differences in initial specialisation, initial doste& protection, and factor endowment, are
leading to contrasted results around the world.s Thivhere a disaggregation of the world
economy into 24 regions is worth.

In percentage terms, the largest gains are obtaiyedhe EFTA, thanks to its own
liberalisation in agriculture (4.12% of EFTA’s GDIhder the very ambitious scenario as
compared to 0.04% under the standard scenario)n tmes Korea (up to 2.27%) thanks
to its own liberalisation in agriculture and to @ensive interests in the NAMA. ASEAN
and Japan are in a similar situation, even if thegare half those of Korea. In total, Asia
is the region that would certainly suffer the miysim a collapse of the negotiations, in
addition to South Africa. The same conclusion héddsTaiwan, Turkey and India.

Australia and New-Zealand have also large gainxti@et from the Round, thanks to their
offensive interests in the agricultural sector.inSaccruing to the EU are in the middle of
the range (up to 0.36%), still very large in absalierms given the economic size of the
region. In contrast, gains for the US economyliarged, while Canada loses.

Then come the difficult situations: the Caribbeanldaslightly lose to a standard scenario,
a situation which is reversed as soon as the Rauimttreasing its ambitions. The same
holds for Russia and Mexico. The frequently raisstdie regarding Sub-Saharan Africa, a
victim of the erosion of preferences and of theeéase in world food prices, is ascertained
here. The loss is not negligible under the stahdaenario, but it disappears with the
increasing ambition of the Round. Last, China wit gain to this Round, since this

country has already reaped the benefits of its ldvemalisation when acceding to the WTO,

and from better access to foreign markets, withdikappearance of textile quotas.

An unexpected outcome is observed for the Latin Acaarcountries expected to largely
benefit from the liberalisation of the agricultussctor. Here, a deeper liberalisation will
eventually translate into more trade, but not nemely into a higher welfare. The reason
for this is the allocation of resources from ther@asing returns to scale sector (the
manufactures) toward the constant return to sadeidulture), which is associated with
freer trade. However, one should not draw the lesiun that the claims for trade
liberalisation of these exporters are firstly matad by mercantilist views: larger exports
and activity in the agricultural sector might alkge poverty in the rural areas. We will
further discuss this issue below.

A different perspective is to look at these resiftsabsolute terms: this replies to the
question of how the pie is shared among the ppdiirig countries (Table 6). The largest
gain (roughly one third of the global gains undegreario C) are accruing to Japan. The
EU25 is the second largest region in terms of als@ains (one fourth of the global gains
under scenario C), with USD 32 bn under scenari@3hn. under scenario B and 19 bn.
under scenario A. Korea records sizeable gainsa®already noticed.
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Table 6: Welfare gains by region (2020) — 24 regierx 35 sectors.
Unit: USD bn of 2005

A B C
Japan 6.46 11.07 44.27
EU25 19.06 23.60 32.67
EFTA 0.18 15.08 18.95
Korea 1.13 3.04 11.14
ASEAN 1.80 5.74 7.81
India 1.57 2.43 2.70
Australia, Nw Zeald 1.40 1.94 2.48
USA 3.35 3.35 2.23
Taiwan 0.70 1.49 1.84
Row -0.93 0.19 1.40
Arg. Brazil, Urug. 1.77 0.97 1.24
South Africa 0.36 1.08 1.16
Turkey 0.08 0.51 0.57
South Asia 0.06 0.43 0.43
Mexico -1.59 0.21 0.42
Russia -0.27 0.20 0.34
Caribbean -0.07 0.21 0.33
Central Am. 0.06 0.09 0.12
Sub Sah. Africa -0.37 -0.26 -0.02
R o Sth Am. -0.04 -0.45 -0.12
Canada -0.87 -1.10 -0.47
Oth. cand. ctr. -0.18 -0.21 -0.53
North Afr. -0.96 -0.91 -0.96
China HK -0.61 -0.76 -1.68
World 32.08 67.96 126.32

Source: Authors’ calculations

Welfare changes reported above are the resultraduseconomic effects such as terms of
trade changes, allocation gains, changes in rastscated with tariff quotas, etc. Among
those effects that will be extensively investigateddow, changes in relative prices will
translate into changes in terms of trade and heneeslfare. In order to illustrate these
changes, we plot in Figure 2, the dynamics of weriides for selected sectors. Clearly,
agricultural prices are rising and labour intenspeducts’ prices are diminishing.
Depending on the combination of changes in impant$ exports structures of the various
regions, the impacts may be sizeable: the worstatsiin is accordingly to import
agricultural products, while exporting labour irgere products. How prices change over
time in labour intensive industries (electronicktiting and leather, other manufactured
products) is linked to the response of supply teldvdemand: the very elastic response of
supply leads to a decrease in prices after thréeuoryears of liberalisation, whereas other
prices continue to increase.
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Figure 2: Prices changes in selected sectors assoethtvith scenario C
(24 regions x 35 sectors , 2005-2020, percent deiga from the baseline)
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3. LIBERALISING TRADE IN GOODS VERSUS SERVICES

Basically, if one leaves aside the positive impadtsrade facilitation, gains to the world

economy may be the result of liberalisation in @giture, in non-agricultural goods, or in

services. What is the contribution of the diffargillars to the overall gain, under the

various assumptions regarding the ambition of riags, will be addressed now. We do
so using a 18 regions (plus 2 groupings: North &odth) and 23 sectors decomposition of
the world economy, as a result of the numericastramts already stressed.

3.1. Impact on world trade

Figure 3 illustrates the impact of trade liberdlma on trade flows under alternative

scenarios. Scenarios Aa and Ba have roughly thee snd negligible impact on world

trade. This is due to the limited impact of thesenarios on trade of agricultural products,
and to the limited share of agriculture in totakie. We will see below that trade in certain
products is nevertheless largely affected. Scerfrieads to a 2.5% expansion of world
trade, and scenario C to an additional percenta@gé.pThe 25% cut in obstacles to trade
in services translates into 1 percentage poinbtal world trade, and the 50% cut has an
impact twice as large. Adopting a specific coédfit for developing economies in the
Swiss formula, as in scenario B2, reduces worldettay 0.4 percentage point.
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Figure 3: Changes in the value of world exports ofapds and services
under the various scenarios (18 regions x 23 sec§2020, percent deviation from the

baseline)
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3.2. Impacts on welfare
How these impacts translate into welfare is illatgd in Figure 4. Whatever the ambition

of the Round is for agriculture, the bulk of thengawill be missed if a balanced outcome,
integrating an ambitious liberalisation for the NAMNd services is not achieved.
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Figure 4: World-wide welfare gains under various scearios (18 regions x 23 sectors,
2020, percent deviation from the baseline)
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In agriculture, only scenario Ca leads to sizegblas (0.14%). As regards the NAMA, the
linear cut of scenario A is worthless: the gain0i®2% of world welfare. The Swiss
formula in scenario B is much more impacting theld/@conomy, with 0.07% of world
welfare. The same for scenario C: adopting a sipeciefficient in the formula for
developing economies does not translate into retlgeéns, even if trade is less affected
when such solution is adopted. But fundamentélijyust be stressed that a large share of
the gains to liberalisation is attributable to $e#s: the gains peak up to 0.30% of world
trade under scenario BS2. Accordingly, cutting 286bstacles to trade in services leads
to 0.10 % of welfare at the world level, and respety 0.18% for a 50% cut.

In order to better illustrate this, we can takense® B and calculate the contributions of
the various pillars of the Round to the overalingander the assumptions of a 25/50% cut
in obstacles to trade in services (Figure 5). égture would contribute to 25% of the
welfare gains at the world level under the assusnptif a 25% cut of obstacles to trade in
services, NAMA would contribute to 32% and services 43%. The respective
contributions would be 18%, 24% and 58% in the mamgbitious scenario as regards
services, namely a 50% cut of trade barriers.
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To put it differently, there is more to be gained fbe world economy from a 25%
reduction of barriers in services than from a 7@%ftcut in agriculture in the North, 50%
cut in the South, a reduction by half of domestipmrt, and the phasing out of export
subsidies.

Figure 5 : Decomposition of welfare gains, under soarios BS1 and BS2 (18 regions X
23 sectors, 2020, percent deviation from the based)
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4. DIFFERENTIATED IMPACTS ON THE REGIONS
4.1. Agriculture only

A liberalisation limited to agriculture would leaol very unbalanced gains among countries
(Table 7). In scenarios Aa and Ba, the gains aritdd to developed importers liberalising
their agricultural trade (EFTA, Korea and Taiwan, $oAsia and to a lesser extent the
EU), and to intermediate income exporters (Austrdliew Zealand and South America).
In contrast, countries affected by the erosion r&ffggences and the changes in relative
prices would lose (North Africa, Mexico, Sub-Salmarfrica) as well as China. In the
most ambitious agricultural scenario, the gainsharested for highly protective regions in
agriculture, such as Korea, Taiwan Japan and EFTAelisas for food exporters having
offensive interests (Australia, New Zealand in [aitr).
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Table 7: Welfare gains in the 18 regions under vaous scenarios, 2020
(18 regions x 23 sectors, % deviation from the bakee)

A Aa B B2s]1 B2s: Ba Bsl Bsz C Ce
ANZ 0.4¢€ 0.41 0.57 06z 0.7C 03¢ 0.66 0.7z 091 o0.7¢
ASEAN 0.17 -0.04 0.57 087 1.1C -0.0z 0.9C 1.1z 0.7¢ 0.0
Canad -0.07 0.0z -0.0¢ 0.01 0.0¢ 0.0z 0.01 o0.0¢ -0.0z 0.1z
CCi1 -0.2¢ -0.17 -0.3¢ -0.3z -0.3t -0.1€¢ -0.3z -0.3¢ -0.4¢ -0.04
CcCz 0.17 0.1¢ 0.7z 0.7¢ 0.71 0.1¢ 0.7¢ 0.7C 091 0.3t
ChinaHK -0.1z -0.1¢ -0.0vy 0.0¢ 0.1 -0.1¢4 0.0¢ 0.11 -0.01 -0.1t
EFTA 0.01 0.01 147 15¢ 1.6¢ 0.0C 1.61 1.71 194 0.44
EU2E 0.1¢ 0.17 0.1 0.2¢ 0.31 0.1&¢ 0.27 0.3z 0.2¢ 0.2
Japal 0.11 0.0¢ 0.17 0.27 03¢ 0.0t 0.2¢6 0.4C 0.4t 0.2¢
KorTai 0.41 0.17 0.7¢ 09¢ 1.1¢ 03t 1.0 1.27 141 0.9
Mexica -0.1¢ -0.0¢ 0.1¢ 0.14 0.21 -0.0¢ 0.21 0.2¢ 0.1z -0.01
NAf -0.4t -0.41 -0.45 -0.71 -1.0z -0.4C -0.6¢ -1.0C -0.3¢ -0.32
North 0.0¢ 0.0¢ 0.1¢ 0.21 0.27 0.0¢ 0.2z 0.2¢8 0.2¢ 0.1¢
Row -0.0¢ -0.0¢ 0.11 0.3C 0.5z -0.0¢ 0.3: 0.5t 0.1¢ -0.0¢
Russii -0.11 -0.2z 0.01 0.2¢ 0.6 -0.2¢ 0.3z 0.66 0.0¢ -0.2¢
SSA -0.2C -0.1¢ -0.0¢ -0.2z -0.37 -0.1¢ -0.2C -0.3t -0.0e -0.1¢
SthAmr 0.17 0.1t 0.0¢ 0.3C 0.47 0.1t 0.2 04z 0.1z o0.2C
SthAsic 0.27 0.17 0.4C 0.6z 0.8 0.17 0.6C 0.8¢ 0.4t 0.21
Soutt 0.0C -0.04 0.1z 0.27 04C -0.0¢ 0.27 0.4C 0.1¢ -0.0C
us 0.0z 0.0z 0.0z 0.06 0.1C 0.0z 0.06 0.1C 0.0z 0.0

Source: Authors calculation.
4.2. Agriculture plus NAMA

A very different outcome appears when one simutiasly liberalises agriculture and
industrial products. Under scenario A, characteriby a lack of ambition, the welfare
losses of Sub-Saharan Africa, the Maghreb and Cinieajuite similar. Mexican losses are
tripled, due to the loss of preferences in manufect products in the US market, and a
similar outcome is observed for Canada. In cohtl®SEAN losses are now more than
compensated by the gains associated with the NAMApanese, Korean and Taiwanese
gains are roughly tripled when the NAMA is introgdc

These changes are reinforced under scenario B. Xideption is Mexico, for which losses
in agriculture are now more than compensated byNA&A. SSA losses are halved.
Under scenario C, the same observations applye iéan now compare scenarios A, B and
C, in terms of their percentage gains, with oneepon, the most ambitious scenario leads
to larger gains or limits the losses.

4.3. Agriculture + NAMA + services

Liberalising the service sector has a large impactvorld welfare. But interestingly, the
impact of such liberalisation on countries is veifferentiated. For China, liberalising
services is the only source of gains in this Rowasla result of its former liberalisation
associated with its accession to the WTO, and efcincellation of residual quotas in the
textile sector. The gains to liberalisation invéews are large elsewhere in Asia (in
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particular for the ASEAN, Korea and Taiwan). They sigeable in South America and in
Russia. In Canada, losses are transformed intosgahanks to the liberalisation in
services. An interesting outcome is observed fdp Saharan Africa and North Africa.
These countries do not liberalise their economy angl at the end victims of the
liberalisation elsewhere: this shed light on thet that exempting a large group of WTO
members from any liberalisation in a Round is acession made to these countries that
turns perverse. The more ambitious scenario ofdilsation in services reinforces this
observation.

4.4. North / South distribution of the gains

A contentious issue of the Round is the distributié welfare gains between the North and
the South. Figure 6 stresses that a Round restirtota liberalisation in agriculture would

not favour developing economies taken as a whaeyithstanding the large gains to be
expected by some of them. The South is actualipdosnder scenarios Aa, Ba, as well as
Ca (only marginally in the latter case). Now, acassful agenda of liberalisation in the
NAMA would offer larger gains to the South tharthhe North, in relative terms, as pointed
out by the results for scenarios B and C. In @stirscenario A would nor lead to any
significant gain for the South. This remark isnferced by the liberalisation in services:

the gains peak up to 0.25% for the South takenvalsade under scenario BS1, and 0.40%
under scenario BS2. Adopting a different coeffitian the Swiss formula for developing

economies (scenarios B2S1, B2S2) does not chamgeitture for the South, and only

slightly in the North.

Figure 6: Welfare gains in the North and in the Sout under the 10 scenarios, 2020
(18 regions x 23 sectors, % deviation from the bakee)
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4.5. How agriculture will be impacted

Agriculture has proved to be a very sensitive tapithe negotiations. In particular, there
is a concern in Europe and in Japan over a deenqutoduction and income; besides,
gains might be unevenly shared among developingauies.

We illustrate in Figure 7 the impact on overall éoyment in agriculture of our 3 scenarios
of liberalisation in the sector. Employment lossepresent 5.6% of the labour force
employed in the sector under the most ambitiousmiast® Such impact is limited in
comparison with the trend evolution of the sectorBurope. This evolution is more
pronounced in Japan, while jobs are created ins#wor in countries having offensive
interests (Australia, New-Zealand, Canada, South rle@me The job creation in the
farming sector in Sub-Sahara Africa is the mosttéthamong countries supposed to have
a comparative advantage in the sector. The samenaiti®n can be made for unskilled
wages in agriculture (Figure 8): the loss is limito 2.6% under the most ambitious
scenario in the EU case. What is very much impaictedntrast is the real return to land,
accruing to land owners. The cut corresponds inEHeto 22% to 24% of their income
depending of the scenario.

Figure 7: Change in employment under 3 scenarios tiberalisation in agriculture
(18 regions x 23 sectors, 2020, % deviation from ¢hbaseline, selected regions)
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Figure 8 : Change in unskilled agricultural wages uder 3 scenarios of liberalisation
in agriculture (18 regions x 23 sectors, 2020, % dation from the baseline, selected
regions)
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5. FocusoNTHEEU 25

Table 8 gives an overview of the changes in 2020cis®d with our scenarios, for the
main variables of interest and for the EU25. Welfgains peak up to 0.32% GDP in
scenario BS2. External trade of the EU would iaseesby more than 5%, internal trade
among member states half less. As a result offtheemployment assumption of the

model, job losses in agriculture would be compeatsdily job creations elsewhere in the
European economy. In terms of income, skilled wirkeould be slightly better of (+0.5%

on average), as well as unskilled workers (re35%).

This shift of resources between alternative seatdbremployment is driven by the very
comparative advantages of the EU as well as thkehhigrotected nature of services in
numerous economies. An ambitious liberalisati@mresponding to a balanced outcome of
the negotiations (scenario BS2) will translate itdoge increases in (total) exports of
services and sizeable cuts in agricultural exp@tigure 9). Exports of business services
would record a 15% increase, transport a 10% onendial and insurance services a 8%
one. At the extreme opposite, agriculture willoetthe largest decreases in exports, with
two industrial sectors: textiles and clothing, aldctronic equipment and manufactures
nec. As regards exports to third countries orthg ¢volutions are even more dramatic:
exports of dairy products are cut by 60% in valne020, meat and fats by 46% cereal
seeds by 40% under our central scenario in aguieuliBa). At the same time, imports of
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business services, other services, crops, transporices, finance and insurance, Meat and
fats, and textiles and clothing will increase ldygander scenarios B, BS1 and BS2.
Scenario C in agriculture leads to a 20% increasmports of Crops, and respectively 14%
for Meat and fats.

Table 8 : Change in selected variables for the EU25elected scenarios
(18 regions x 23 sectors, 2020, % deviation from ¢hbaseline)

A B Bsl Bs2 B2s2 C
Employment in agricultural -3.27 -352 -361 -3.74 -3.68 -5.58
sectors
Employment in non 0.14 0.15 0.15 0.16 0.16 0.23
agricultural sectors
Exports (val _ no intra) 1.24 2.04 3.67 5.47 5.24 3.82
Exports (val) 0.10 0.27 1.35 2.52 2.44 0.56
Imports (val _ no intra) 1.40 2.42 3.97 5.67 5.38 4.37
Imports (val) 0.18 0.46 1.49 2.61 2.50 0.83
Real effective exchange rate -0.35 -0.33 -0.24 -0.13 190. -0.52
Real return to capital -0.42 -0.39 -0.27 -0.16 -0.16 40.3
Real return to land -22.71 -22.88 -22.98 -23.17 -23.144.32
Real return to natural resources 0.87 1.33 1.01 0.50 2 0.41.69
Skilled real wages 0.42 0.44 0.55 0.58 0.56 0.59
Tariff revenue (points of GDP) -0.05 -0.06 -0.06 -0.06 .00 -0.10
Terms of trade -0.22 -015 -051 -092 -0.99 -041
Unskilled real wages 0.12 0.12 0.19 0.19 0.18 0.13
Unskilled real wages in -152 -165 -163 -1.70 -1.68 -2.69
agriculture

Unskilled real wages in non 0.20 0.20 0.27 0.27 0.26 0.26
agricultural sectors
Welfare 0.16 0.17 0.27 0.32 0.31 0.23

Source: Authors calculation.
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Figure 9: Change in EU25 sectoral exports (value, lallestinations) under alternative
scenarios (18 regions x 23 sectors, 2020, % dewvtifrom the baseline)

20.00

15.00 -

10.00

0-007 jj{ﬂ ‘[ITI‘EIrl‘m‘cnI‘m‘m‘n.J‘[hjl‘ﬂw 1

- E“l‘”mm 1

-10.00 H H —

-15.00 H H —

-20.00 —HL —

-25.00

-30.00

OthSer
BusServ
T
Fin_Ins
Communic
Primary
Metal
Machinery
Fishing
Forestry
Paper
MotorVeh
Food
TrspEgNec
Chemicals
AnimProd
VegFruits
ElectManuf
Textile
Crops
CereSeeds
MeatFats
Dairy

Source: Authors calculation.

These differentiated impacts are thus particulaigible in the agricultural sector, since
trade in services increases in both ways. The fagrd-production would be cut by 3.2%
under scenarios Aa and Ba, and by 4.3 under sce@aj in the long run in the EU.
However, this change will be more pronounced fons@ategories of producers. The most
affected are those producing cereals and seedsptiogluction will record a 11% to 16%
decrease, depending on the level of ambition obtlemario. The range is 5%-8% for crops
producers, 7%-10% for Meat, Fats and Dairy produt¥-3% for vegetable and fruits.
There will be a slight increase in Forestry, dutatal availability.

How jobs will be displaced from one sector to aeottiirectly derives from the evolutions
referred to above. In (Figure 10) sectors are edrilly decreasing impacts on the value
added, and percentage changes of employment iledslkdhd unskilled labour is shown.
The largest losses are in agriculture, in partictitar Cereal and seeds, Crops, Dairy
products, Animal products, as well as in the texaihd clothing sector. These losses
correspond to 14% of the employment of skilled laband 10% of unskilled labour in
Cereal and seeds, the most impacted sector. Oaoeldstbe aware however that
employment in agriculture is limited: accordingbstes expressed in percentage terms are
larger than gains in sectors representing a lasbare of the European economy such as
manufacturing and services.
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Figure 10: Impact of scenario BS1 on job displacemésin the EU25
(18 regions x 23 sectors, 2020, % deviation from ¢hbaseline)
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6. TRADE FACILITATION

An important item of the negotiations is trade Iianionls. Two types of trade costs are
faced by exporters: direct trade costs (form-fijirand other information and documents to
be produced), and indirect trade costs (procedigialys, inventory holding, depreciation of
the shipped products, missed business opportunitidhie problem is however that no
exhaustive analysis of theses costs, direct oréotjihas been made so far. This situation
contrasts with the extensive analyses conductehleirpast in Europe in the perspective of
the completion of the Single Market. The corregtiog figures can obviously not be
translated at the international level, in particddacause the issue at stake mainly concerns
developing economies where administrations, infuasires, as well as governance, are
completely different.

15
We acknowledge helpful suggestions by Priscila Raregarding how to tackle this issue in Mirage.
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6.1. Previous studies

According to the studies surveyed by the OECD (2001 direct trade costs are similar
for exports and imports and represent an additié®@ko 15% of shipping costs. This is a
wide range, and the cost faced will depend on ttporter, the importer as well as the
sector considered.

Two approaches have been used so far to evaluatmplaet of trade facilitation: 1) gravity
models regress trade flows on indicators of quatity‘trade environment” (e.g. poor

efficiency, customs environment, regulatory envinemt, e-business availabili%)(;.) 2)
CGE modelling has generally proceeded by using éneows versions of the GTAP model
(static, dynamic, perfect competition, imperfecmpetition), and reducing evenly trade
costs. Trade facilitation is accordingly perceiasda kind of exogenous technical progress.
The OECD (2003) as well as Fox et al. (2003) addptoatiers approach. Direct costs are
considered as logistic duties (export tax plus irhpariff), while indirect costs are
modelled as an iceberg-type trade cost. The OE@D3)? using the GTAP model, finds
that a 1 percent reduction of transaction costkheilassociated with USD 40 bn welfare
gains at the global level. Francois et al. (20@&hg a different model find a USD 72 bn
gain as a result of a 1.5 percent reduction insaation costs. In both studies, gains are
accruing mostly to developing economies, in retatsrms.

6.2. Methodology

We adopt a different approach here. Trade fatiditais modelled as reducing
inefficiencies. An iceberg cost is introducedhe model, but there is no export tax and no
tariff equivalent of the corresponding cost, hencassociated revenue for the government.
An additional variable cost is imposed to produagrming at acceding to foreign markets
For instance, a producer of vegetables will havehip (and thus to produce) 5% more, to
deliver the same quantity on the destination marketcompared to the domestic market.
This may be due to the fact that a part of the sdggroducts will be corrupted during the
customs procedures and delays. This cost is aoiuié¢ite top of transportation costs, tariffs
faced abroad etc.

The magnitude of the corresponding variable costsun exercise is the following, as
regards destination markets, for all goods: 2%ha North, 5% in the South, 8% in Sub-
Saharan Africa. We do consider that the 2% lewaginot be compressed, for technical
reasons. In addition, SSA countries do face aritiaddl 6% for their own exports, as a
result of poor infrastructures and administratiomhe exception is agro-food products,
where empirical evidence suggest that trade costs58% higher, since perishable
foodstuffs are shipped in this case. Accordingli, coefficients referred to here are
multiplied by 1.5 for agro-food products.

16
See for instance Wilson et al. (2003) and Coulilzaigt Fontagné (2006).
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An ambitious scenario of trade facilitation is teeoccome all these additional costs
progressively over the next decade, in order tahréhe incompressible level of 2% (3%
for foodstuffs) level everywhere. This is a veptimistic scenario, but one can reasonably
guess that given the nature of the modelling ctspiobtaining only half of this reduction in
trade costs would be associated with half of thenggdiighlighted here. The trade
facilitation exercise is performed using as a bematk our scenario B2S1.

6.3. Results

The scenario B2S1 (based on 18x23 decompositioheoivbrld economy) was associated
with a 3.1% increase in world trade (in value);hwitade facilitation, this impact is more
than doubled and we obtain 7.2% additional traltheterms of welfare, the gains are huge
too: we obtain an additional 0.95% of world GDPFo gut it differently, trade facilitation is
a matter of USD 330 bn at the world level. Thigasghly equivalent to the GDP of
Russia.

How this enormous potential gain could be sharedrgmparticipants is clear-cut and
confirms the previous studies: the bulk of the gain relative terms, are concentrated in
the South and in particular in the SSA. It shooddstressed that in the latter case, trade
facilitation is the only way to obtain a positivetoome of this Round for these countries.

In absolute terms, the size of the economies nmrisingly changes the picture. This is
why the EU25 is the region in the world that woblikhefit the most from trade facilitation
(some USD 111 bn, what corresponds to one thirthe@foverall gains at the world level).
Anyway, some USD 20 bn would accrue to SSA coustrighis is to be compared with the
ODA received by the region (USD 18.6 bn on averag2003 and 2004). In the same
region, this would be associated with a 9.2% ireeea unskilled real wage, hence
contributing to the alleviation of poverty.

It has to be stressed that we did not introduce e@wst of implementing such trade
facilitation, due to a lack of data regarding tlugst. Accordingly, how the large

investments needed to achieve such improvementkeofrade environment remains an
open issue. However, considering the huge gaile texpected, there is no doubt that it
would be worth the costs.

40



CEPII, Working PapeNo 2006-10

Figure 11: Welfare gains under scenario B2S1 with ahwithout trade facilitation
(18 regions x 23 sectors, 2020, % deviation from ¢hbaseline)

9.00

8.00

7.00

6.00

5.00

4.00 -
O Reference scenario
B Trade facilitation

1.00

0.00

-1.00

-2.00

1 North
2 South
ANZ
ASEAN
Canada
CC1
cc2
ChinaHK
EFTA
EU25
Japan
KorTai
Mexico
NAf
Row
Russia
SSA
SthAm
SthAsia
us

Source: Authors calculation.

CONCLUSION

The Hong Kong Ministerial has paved the way towaadsompletion of the Doha
Development Round. Given the complexity of theatiagion, it is worth relying on a CGE
assessment of the different options contemplatetthéyegotiators in order to put numbers
on the various options.

We have considered in all scenarios (with the etiaepf “free trade”), that the members

of the G90 will not be requested to lower theiiftdvarriers nor their eventual domestic

support. All tariff reduction have been lineangglemented within a three year period for
industrialised countries, and a six year one indéeeloping economies, as a result of the
Special and Differential Treatment. In all scenaréxport subsidies in agriculture have
been completely eliminated using the 2013 horizdrastly, domestic farm support has

been halved in all scenarios (eliminated in theeéfitrade” scenario). Liberalisation is

limited to agricultural and non-agricultural goois a first place, and then extend to

services. Trade facilitation is introduced in st Istage.

We have been using a two-step approach. In adteqi, we have tried to assess the

absolute gains to be expected from a successfulhdioby using a very detailed
disaggregation. The impact of the standard soerariworld welfare is negligible: this
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would be a “Round for nothing”, shedding light onetfact that more ambition is
compulsory if one aims at positively impacting tirewth for the world economy.

Not all regions in the world economy will extradiet same gains from the Round.
Differences in initial specialisation, in initiabchestic protection, and in factor endowment,
will lead to contrasted results. The largest gairesreaped by the EFTA, thanks to its own
liberalisation in agriculture. Then comes Korean#t®a to its own liberalisation in
agriculture and to its offensive interests in theNNA. More generally, Asia is the region
that would certainly suffer the most from a collad the negotiations, in addition to South
Africa. The frequently raised issue regarding Sab&®an Africa, a victim of the erosion of
preferences and of the increase in world food price ascertained here. The loss is not
negligible under the standard scenario, but it pfiears when trade facilitation is
introduced.

In a second step, we have adopted a less detalsaiposition of the world economy in
order to run repeated simulations. For each lefe@mbition, we disentangle the gains
associated with agriculture and the NAMA. In th@stnambitious scenario, we also
identify the contribution of services. This methpdints to the limited contribution of
agriculture to the overall gains as soon as ambiqresent. This contradicts the popular
view that agriculture is the key issue of the DDA.

These results shed light on the need for negotiatorsccombine ambition in the
liberalisation and a wide coverage of the itemsotiated, in order to obtain a balanced
outcome in terms of gains and adjustment costs.

But what is even more stimulating is the perspecti¥ achieving a successful round in
terms of trade facilitation. When this item of th®A is taken into account, the gains of
scenario B associated with our less ambitious diisation in services are more than
doubled. This is equivalent, for Sub-Saharan Aftic a doubling official development aid

after 2020. Still, the associated investments nertabe financed, an issue that has not
been modelled at this stage. Partial evidence hem&hows that the return on investment
is rapid in this case.
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