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Will Trade Liberalization in the Americas Increase the Economic Welfare of Brazil and Argentina?
INTRODUCTION

The purpose of this paper is to estimate the economic effects of the creation of a Free Trade Area of the Americas (FTAAs) on Brazilian and Argentinean economies. To do this we utilize the GTAP model to measure the economic results. We simulate three types of situations. 

First of all we consider the FTAAs properly. This means that we eliminate all tariffs barriers for agriculture and manufactures sectors, i.e., they are eliminated all tariffs on import products and all subsidies to production and export products. The second exercise consider that all American countries open their markets to US, except Brazil and in this case anyone eliminate their subsidies. The third simulation consider that Mercosur doesn’t liberalize their markets to US and, again, in this scenario there aren’t exclusions of subsidies. In all scenarios we take into account an updated brazilian tariff structure for the year 2001 and finally we compare with original GTAP tariff structure.

This paper is organized as follows. In the next section we make a brief considerations about the last FTAAs’s happenings. Then, we present the aggregation strategy of the model and we explain the new Brazilian tariff database. After that, we show the main results of considered scenarios and what we can learn from the numerical simulations if their effects are plausible. Finally, the main conclusions are drawn in the last section. 

THE CREATION OF FREE TRADE AREA OF THE AMERICAS 

In the mid-1990s started the efforts to join the economies of the 34 American countries into a only free trade area in which would persuade to bring down all barriers to trade and investments. This agreement should be concluded in 2005 and until this date a series of meeting to identify the main points of negotiations was done. All negotiations should aim to contribute to raise living standards, to improve working conditions, to protect the environment, to promote economic growth, to diminish poverty, to encourage development and integration through trade liberalization.

It was established nine groups of negotiations: Market access, Customs procedures and rules of origin, Investments, Standards and technical barriers to trade, Sanitary and phytosanitary measures, Subsidies, antidumping and countervailing duties, Smaller economies, Government procurement, Intellectual property rights, Services, Competition policy and Dispute settlement. It's good to mention that the FTAA should be consistent to the rules and disciplines to World Trade Organization.

In February 2003 each country provided its tariff concessions by product fixing the period in that the tariff will be zero. The north-American proposal provided market access to less developed countries faster than others like Mercosur. Because of that Brazil also did its proposal without large importance.  Consequently both Mercosur and United States didn't get reach a consensus about liberalization trade in agricultural products and intellectual property rights in Puebla Meeting in February 2004. In the first case, US would want to include a large list of exceptions and in last case Mercosur didn't get to adapt to the north-American rules. 

Nevertheless the US are trying to seduce each American country separately to sign a bilateral agreement. For example, Peru, Colombia and Chile already sign an agree with US and Uruguay is evaluating their proposal.  

 THE MODEL

To estimate the possible effects of the FTAA in Brazilian and Argentinean economies we use a multicounty and multisectoral model. As is usual in recent years we also use an applied Computable General Equilibrium (CGE) model to asses their impacts. Such models have received considerable attention in the public discussion over regional trade agreements (RTA), specially in trade liberalization, and it has emerged as main tool for analyzing trade policy.

One of the reasons for using this type of models is that they provide numerical results for the main economic variables. These numerical representations are based on the neoclassical General Equilibrium Theory in that the behavior of economic agents is modeled through utility and profit maximizing assumptions that capture the interdependence among different sectors and regions or countries involved. 

Thus, as CGE models provide a wealth of information on the allocative and distributional effects of RTAs they are very useful to analyze changes in sectoral output, product prices, factor usages, and factor prices. They also provide changes in national welfare measures occurred after changes in trade regimes.  


  The GTAP model
In this paper we use the Global Trade Analysis Project (GTAP) that it was developed by Purdue University and it is very well known (Hertel, 1997). The standard version of the GTAP model (used in this paper) is static and assumes constant return to scale and perfect competition in markets for goods and factors. 

The GTAP model is integrated with a database also called GTAP database. This GTAP database  include information about exported and imported values among 87 countries and 57 sectors of activities or commodities. In addition, there are transportation and tariff data and the baseline year of the GTAP database is 2001. 


 Considerations about tariffs

Because of the GTAP tariff database is those called bound tariff on the WTO the model results cannot close to the real situations. Therefore, we perform some updates to the protection data. We get obtain new protection data for Brazil. 

Brazilian tariff data for the year 2001 was obtained from Fazenda’s Ministry (FM)
. This database shows the collected value of import tax and their import’s value, by country and by all items at the 8-digit level of the Harmonized Tariff Schedule (HTS). When we divide the first to the second values we can obtain the effective tariff applied in this year.  All items at the HTS was aggregated in accordance GTAP code and the tariffs used here can be seen in Table 1 to allow replicate the simulation. This type of information is much difficult to obtain in others countries and because of that we modify in this paper only the brazilian tariff protection. 

To see some differences between both GTAP protection data and FM protection data, for instance, in the case of brazilian imports of Argentina, the biggest difference occurred with the sector of Motor Vehicles and parts (Movep). In the GTAP database the average tariff applied is 21,11% and in the FM database it is 0,05%. Of course, there are many other cases.

Aggregation strategy and scenarios

Because of our interest is the consequences of FTAA on less developed countries - here considered only Brazil and Argentina - we considered in our aggregation all American countries that GTAP model presents and we can see follows: 

1. Argentina (ARG)

2. Brazil (BRA)

3. Uruguay (URY)

4. Chile (CHL)

5. Venezuela (VEN)

6. Peru (PER)

7. Colombia (COL)

8. Rest of Andean Pact: Ecuador and Bolivia (RPA)

9. United States (USA)

10. Canada (CAN)

11. Mexico (MEX)

12. Rest of Free Trade Americas: Rest of South America, Central America and Rest of the Caribbean (RDA)

13.  European Union (UE15)

14. Rest of the World - include Rest of North America and Rest of FTAA - (ROW)

We follow almost the same aggregation used by Lima, De Miguel and Schuschny (2006). The difference is that we present paddy rice and processed rice separately mainly because US subsides 85% of paddy rice production as information in GTAP database.   As a result, the following aggregation was chosen:

1. Paddy rice (pdr)

2. Processed rice (pcr)

3. Wheat (wht)

4. Cereal grains nec (gro)

5. Vegetables, fruits and nuts (v_f)

6. Oil seeds (osd)

7. Sugar (sgr), sugar cane and sugar beet (c_t)

8. Planted-based fibers (pfb) and wool, silk-worms cocoons (wol)

9. Crops nec (ocr)

10. Cattle, sheeps, goats, horses (ctl) and Animal products nec (oap)

11. Meat: cattle, sheeps, goats, horses (cmt) and Meat products nec (omt)

12. Fishing (fsh)

13. Raw milk (rmk)

14. Dairy products (mil)

15. Vegetable oils and fats (vol)

16. Food products nec (ofd)

17. Beverages and tobacco products (b_t)

18. Forestry (frs)

19. Textiles (tex)

20. Wearing Apparel (wap)

21. Leather products (lea)

22. Wood products (lum)

23. Combustible: coal (coa), oil (oil) and gas (gas)

24. Petroleum, coal products (p_c)

25. Chemical, rubber, plastic products (crp)

26. Mineral products nec (nmm) and minerals nec (omn)

27. Ferrous metals (i_s) and metals nec (nfm)

28. Metal products (fmp)

29. Motor vehicles and parts (mvh)

30. Transport equipment nec (otn)

31. Maquinery and equipment nec (ome)

32. Paper products, publishing (ppp), electronic equipment (ele) and manufactures nec

33. Electricity (ele), Gas manufacture, distribution (gdt), Water (wtr), Construction (cns), Trade (trd), Transport nec (otp), Sea transport (wtp), Air transport (atp), Communication (cmn), Financial services nec (ofi), Insurance (isr), Business services nec (obs), Recreation and other services (ros), PublicAdm/Defence/Health/Education (osg) and Dwellings (dwe) - Services

Now we present the six scenarios considered:

S1. FTAA_M: all traded products in all American countries are fully opened each other. That means that all tariff barriers to import goes down to zero and both subsidies in production and export products are eliminated.

S2. FTAABRA_M: all American countries are fully open to the USA market and vice versa, except Brazil. Both subsides to production and export products aren't eliminated because the economies evolved doesn't have powerful face to USA.  

S3. FTAAMERCO_M: also all American countries are fully open to the USA market and vice versa, except the Mercosur partners. The same way, both subsides to production and export products aren't eliminated for the same reason. 

S4. FTAA_G: we repeat the scenario 1 with the original GTAP database.

S5. FTAABRA_G: we repeat the scenario 2 with the original GTAP database.

S6. FTAAMERCO_G: we repeat the scenario 3 with the original GTAP database.

SIMULATIONS' RESULTS

Here we present some of the results of the six scenarios above mentioned. They are presented in the following order: 1) macroeconomic effects;  2) sectoral impacts; and 4) welfare implications.

Macroeconomic effects

Only under the S1 and S4 scenarios with full liberalization there are positive impacts on GDP for both Brazil and Argentina. In S1 scenario the gains to GDP to Brazil are  0,09% and 0,08% to Argentina and in S4 the increase is 0,11% for both countries. 


CONCLUSIONS
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� This database wasn’t public information during the time of this paper was written. We get them through direct contact with high employee into Fazenda’s Ministry. 
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