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ABSTRACT

In this paper we investigate whether multilateratie liberalisation undermines
or encourages preferential trade liberalisation. W& highly disaggregated data
at the tariff-line level and find an ‘emulator effe of multilateral trade
liberalisation on preferential trade agreementsleéa, our regression results
show that products for which the U.S. agreed toitsuMFN rate substantially
between the end of the Tokyo and Uruguay Round§&ATT negotiations
(1979-1994) are also the products for which subseqguariff cuts on a
preferential basis are boldest. In this sense, onadism complements
multilateralism. Our empirical investigations aleweal that sectoral differences
are important determinants of the preference maagnwell as the identity of
trading partners. When crossed with the resulttimEo (2006) and others on
the causal link between regionalism and multildtBb&ralisations in the realm
of the GATT/WTO institutional framework, our resltestablish that the
multilateral trading system and the incentives xpamd regionalism interact in
complex ways.
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1. INTRODUCTION

One striking feature of the current world tradetegsis the explosion afgionalism,
that is, the growth in the number of preferentralde agreements (PTAs). Only 37
such agreements were in place at the launch oMbrd Trade Organisation (WTO)
in 1994. In July 2007, 380 PTAs had been notifedhte GATT/WTO and 205 of
them were in forcé. Though such numbers should be treated with catftora
variety of reasons (Baldwin 2007), it is beyond lofoilnat these numbers are growing.
What is driving this growing proliferation of PTAsAre regionalism and
multilateralism substitutes or complements? Ansmgesuch questions is important,
not least because several scholars fear that r@gonis a dynamic substitute, or
stumbling block, to multilateral free trade and a menace to thdtilaweral trading
system incarnated by the GATT/WTO (Bhagwati 199&yy 1997, Bagwell and
Staiger 1998, Krishna 1998, McLaren 2002).

In this paper, we study the ‘substitute vs. comgetnquestion from the opposite
angle: we assert, as Ethier (1998), that ‘regisnalis an endogenous response to the
multilateral trading system (Ethier 1998: 1216).rQasearch question is thus: is

multilateralism driving the proliferation of PTAs any way?

This question has received surprisingly little aad interest so far. To the best of
our knowledge, Ethier (1998) and Freund’s (200@edotetical papers are unique
exceptions. Our paper studies this question frorarapirical perspective, focusing on
the United States.

Figure 1 illustrates the fact that U.S. tariffs tb@referential and multilateral, are

falling over time. Is there any (causal) link beémehe two series?

Figure 1 about here

According to received wisdom, PTAs are a way faurdaes that are frustrated with
the painfully slow pace of the Doha round (launciredecember 2001) or pundits

who expect the Doha round to collapse altogethesviercome these problems and

! PTAs are also known as regional trade agreemd®it#\§) in WTO terminology. They include
customs union (about 10% of such PTAs) and fredetrareas (FTAs) and partial scope agreements
(90%). Source for figures: ‘WTO regional trade agnents’ website, updated July 2008:
http://www.wto.org/english/tratop _e/region_e/regierhtm
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liberalise their bilateral trade faster than in theltilateral forum (The Economist
2008). It is also conceivable that any multilatetedde deal leaves bargaining
currency on the table; some subsets of countrige bl@en some incentives to cut
bilateral tariffs beyond the multilateral level. i&@quently, this line of thinking
would interpret the wave of regionalism that folldvthe conclusion of the Uruguay
Round in December 1994 as a consequence of thatioms of the Uruguay Round.
A logical corollary is that preferential marginsosid be systematically larger for

tariff lines on which the multilateral cut has besdrallowest.

If this view is right, then regionalism is aubstitute, albeit imperfect, to
multilateralism. Being part of a PTA representsddNTO member a departure from
the guiding principle of non-discrimination defingdArticle | of GATT, Atrticle 1l of
GATS, and elsewhere. The consequence for the avawadof the GATT/WTO
would then be quite grim: the world renounces tobgl free trade. Regionalism is

one defining symptom of this scourge.

In this paper, we question this view. Specificallye use highly disaggregated data
for the preference margins granted by the UnitedeStto their PTA partners as of
1996, as well as data for the multilateral tariit egreed during the Uruguay Round
(1994). Our data set comprises 8,661 tariff lined &n PTAs that run from 1996 to
2007, totalling 28,454 observations for our refereisamplé. We chose this time

period so that we can be confident that Uruguayndawegotiators were negotiating
multilateral cuts without having these PTA ‘condess’ at the back of their mind at

the time. We then run a regression at the goodipatevel of the form:

(preference margirg 8 (multilateral cut) contrels (1)

(‘controls’ include a battery of fixed effects thainimise the omitted variable bias).
If the estimateds is negative, then preference margins are highmstafriff lines

(what we refer to as ‘goods’) that had the shalktweultilateral cuts and this would
support the ‘substitution’ hypothesis. However, odata strongly reject this

hypothesis: for the U.S. trade policy at least, ¢herent wave of regionalism is, if

2 An observation is a combination tariff line partner for which a preference margin has been
negotiated. Most tariff lines are included in adeone PTA. See section 3 for detalils.
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anything, acomplement to past cuts granted at the multilateral levdldal estimates
of B are positive). Few goods are included in all P&Ad most goods are included in
only a few PTAs. We exploit this variation to rumegression at the good level of the

form:

(#preference margins)y (multilateral ctit) controls (2)

Here we find that the number of times a good isuthed in a PTA (i.e. the frequency
at which the U.S. grants a preference margin os gioiod to its PTA partners) is
increasing in the MFN tariff cut. Therefore, botleqes of evidence suggest that past
multilateral cuts acted adynamic complements for current PTA preference margins.
We refer to (1) as thintensive margin of the emulator effect of multilateralism on
regionalism and we interpret (2) as égensive margin. We expect it to vary across
industries, PTAs and other dimensions. We run es@f extensions to account for
such heterogeneity in various ways; our regressiejest theemulator effect in none

of them?

In the first of this series of extensions, we all@\to vary across the ten PTAs of our
sample; we find that the ‘emulator effect’ is siyest for the generalised system of
preferences (GSP) for least developed countriesC&)Dentered into force in 1997
and weakest for the bilateral trade agreement Mitstralia that entered into force in

2006. Second, we allow the intercept and fer agricultural goods to be different
from the constant and the coefficient for non-agtical ones: we find that the

average preferential margin granted for the forsetrof goods is lower than for the
latter, but we find that the emulator effect is mmtronger for the agricultural goods
than for the non-agricultural ones; the estimagfe significant for both types of

goods at the one percent confidence level. Third, expect the determinants of
preference margins for intermediates goods and §joads might be quite different;

we thus break the sample into seven categoriesglpaegrouped in three ‘meta-
categories’ (final goods, intermediate goods ared rist). In all seven of them, the
estimateds's are all positive in a statistical sense. A clpattern also emerges: the

emulator effect is strongest for intermediate goadd weakest for final goods. One

® To keep the paper within reasonable length, wedgonour robustness check exercises for the
intensive margin only.
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possible explanation for this is that the emulafiéect is non-linear. To check for this,
we run a quantile regression: interestingly, wel fihat the emulator effect is lowest
for the smallest preference margins and it is rsgHer the largest ones. It is
statistically negative for none of the quantiels a further robustness check, we also
run our regressions in logs. The overall fit is énwbut the emulator effect also finds

strong support in this final specification.

Finally, our dataset reveals that only a subseaff lines are affected by a PTA and
that very few tariff lines are affected by all PTAs our sample. The selection of
goods into a given PTA is unlikely to be exogendd& thus re-run our baseline
regression using a two-step Heckman procedure. @gressions confirm the
existence of a bias but the coefficient of intemeshains positive (its magnitude is

reduced by only 20%).

To summarise our findings, in virtually any spemafion that we estimate in this
paper, we find that tariff cuts negotiated at thdtiateral level triggered a positive,

subsequent response at the preferential level.

From our empirical exercise, we thus conclude thatcurrent wave of regionalism
reflects the past success of the GATT/WTO more tharimitations of the Uruguay
round or the current stalemate of the Doha roumnis @oes not call for complacency
in the current context of WTO director Pascal Lasmgftempt to save the Doha round,
but instead suggests some caution before intengrétie current wave of regionalism
as the consequence of a failure of the multilateealing system. We view our paper
as a first step towards understanding the causegmmnalism.

The section in the immediate sequel introduceghberetical backdrop for our work.
Section 3 introduces our dataset and some sumretigtiss. Section 4 presents our
estimation strategy. Section 5 contains our benckmegression results, followed by

a series of extensions and robustness checks imo®dt Section 7 discusses our

“* We also run distinct quintile regressions for eatthe seven categories. Two patterns emerge hwhic
are in line with our previous findings. First, thstimateds is positive for all of the 7x5 = 35 quintiles,
but two (the first two quintiles of ‘consumption as’). Second, the estimate@ is rising
monotonically with the quintile for all of the seveategories.

® We also run the log specification using quantégressions: we find that the relationship does not
have a constant elasticity, so we stick with ogression in levels in the core of the paper.
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findings and broadens the perspective to included¢isent evidence on tisumbling

bloc versus building bloc controversy.

2. THEORETICAL BACKDROP

Are multilateral and regional trade agreements dempnts or substitutes? Does
multilateralism stimulate or impede regionali$mhis question receives a large
coverage in the media but it is largely neglectedhie academic literature. Ethier
(1998) are Freund’s (2000a) theoretical papersrare exception§.Ethier (1998)
combines a trade theory with a theory of verticakign direct investments to show
that when the market for final goods expands assulr of multilateral trade
liberalisation among rich countries, then the dednfam intermediate goods rises and
this may encourage the formation of PTAs in whichich country sources the
production of intermediate inputs to the develogf¥igA partner. By contrast, Freund
(2000), develops an oligopolistic model of intrahistry trade a-la Brander and
Krugman (1983), which is well-suited to study ricbh PTAs by construction (see
Krishna 1998). In her model, the preferential amel éxternal tariff are complements:
an exogenous reduction of either makes a reducfidthe other more desirableShe
then extends her static framework to a repeatedegama goes on to show that an
exogenous reduction of the multilateral tariff make PTA more likely to be
sustainable (in game theoretical terms). Thus,itafbe different reasons, all three
models vindicate the idea that a multilateral mtweards freer trade increases the
incentive to form preferential agreements. Our daéscribed in Section 3) comprises

® A large literature has addressed the symmetristipre is regionalism a building or a stumbling
block towards multilateral free trade? We cover safthe findings of this body of research in Smtti
7.

" Maggi and Rodriguez-Clare (1998) and Ornelas (BPGHudy the impact of regionalism on the
incentives to adopt multilateral free/freer tradeterestingly, the decision to adopt an FTA is
endogenous in their models.

® To understand this result, consider her three-tgwymmetric model. Two countries may form a
PTA and impose a bilateral tariffon each other’s exports; the multilateral tariffvgrning any other
bilateral trade relation i with t > 7. Governments maximise social welfare (consumeplssr+
producer surplus + tariff revenue). If, sayalls then imports from the third country increasesach
PTA member country, which reduces profits, consurmarplus and tariff revenue. A marginal
symmetric reduction of may reduce profits further but it unambiguouslgreases consumer surplus
and tariff revenues. As a result, the optimé increasing in. The same qualitative result obtains in a
customs union; see Freund (2000, p364). A compapaper to this one provides evidence for this
effect for the U.S. (Fugazza and Robert-Nicoud 2008
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PTAs formed between the U.S. at one end and botélalging and rich countries at
the other end. Our empirical evidence is consisteitit this positive equilibrium

relationship.

These models are static in essence: Ethier's (198&)el is akin to a one-shot
sequential game and Freund (2000) focuses on saayicequilibria of her dynamic
game. However, one predominant pattern of worldvedif data is that virtually any
bilateral or multilateral tariff goes down over 8n{recall Figure 1). In addition,
multilateral tariff are negotiated under the steod — in order to satisfy the unanimity
rule — time consuming auspices of the GATT/WTO, wehs countries can start
negotiating preferential tariffs more easily andrenfsequently. Thus, we assess that a
reasonable assumption is that multilateral and epeetial tariffs are chosen
sequentially. In particular, multilateral free teats typicallynot an available option
while countries negotiate a PTASo far, existing theories that explicitly seek to
understand why tariffs are falling over time do moldress the interaction between
preferential and multilateral tariffs (Staiger 199%aggi and Rodriguez-Clare 2007,
Baldwin and Robert-Nicoud 2007) and some static eleodhat do address such

interactions do make the assumption that multiéhteee trade is on the table.

To overcome these limitations, Robert-Nicoud (2068)ends the Krishna-Freund-
Ornelas oligopolistic framework to a dynamic sejtiwhere the distinction between
the extensive margin of trade (i.e. the numberradling firms) and the intensive
margin of trade (i.e. the volume of trade by firim)explicitly introduced® Such

extensions allow one to study the dynamics of tridukralisation and the two-way
interaction between PTA and multilateral tariffsadged by the political-economy
model. To see this, assume that the extensive maifgtrade adjusts more slowly
than the intensive margin, an assumption that eailyebe rationalisedf: Since one

margin of adjustment is not available in the short, the oligopoly’s attitude to any

° Of course, unilateral free trade an option. Actually, many countries (mostly deyefg) apply
tariffs rates (‘applied rates’) that are below thsff ceiling negotiated under the GATT/WTO (‘balin
rates’).

19 See Maggi and Rodriguez-Clare (1998) for a singifgroach in a competitive model.

1 Specifically, it takes time and real resourcesdtablish trading relations and enter new marleets;
Baldwin (1989). Rauch (1999) asserts that netwarksimportant for establishing trading relations in
differentiated products and provides evidence abast with this view.
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kind of trade liberalisation is more hostile thanthe long run. The model predicts
that a lower external (or MFN) tariff makes it mdrkely that the PTA members
bilaterally decrease their internal tariff. Thiscisnsistent with the relationship that our

paper uncovers.

3. DATA & SUMMARY STATISTICS

There are three types of negotiated tariffs: thendoMFN tariffs (BMFN), the
applied MFN tariff (AMFN) and the preferential tiriAs already mentioned, the
tariff of interest to WTO negotiators is the BMF&titf. Tariffs cuts observed during
GATT/WTO trade negotiations refer to cuts in the BWMtariffs. The AMFN tariff
could be no higher than the BMFN and its level usilaterally) chosen by the
imposing country. In the case of the United Stgtesd others), the BMFN and
AMFN tariffs coincide exactly and are usually desiag in the post-Uruguay round
period, so we refer to them as the MFN tariff food. Our key explanatory variable,
denoted byAMFN , is defined as the (non-negative) difference betwine Uruguay
and Tokyo MFN rates.

Each preferential tariff, if it exists at all, iSTR-specific. We define thereferential
margin as the (non-negative) difference between the M&Mftand the preferential
tariff prevailing at the end of the implementatipariod (when available) and we
denote it by APT . Specifically, we observe in our sample that mangferential
tariffs are falling over time before stabilisingaatonstant level. When this is the case,
we take this constant level to construct our ‘prefiee margin’ variable. Our sample
ends in 2007, however, and for some PTAs the pefel tariffs are still falling at
this time. We shall conduct robustness checks éxatude such PTAs from our

reference sample.

For our empirical purposes, abservation in our reference sample is a combination
tariff line x partner such that (i) the preference margin istpes (ii) the MFN rate in
the final year of observation is positive and (ihg PTA was negotiated after 1994
(the conclusion of the Uruguay round). Queference sample comprises 3,455 such
tariff lines for a total of 28,454 observations.nddion (i) implies that we study the
determinants of the preference margonditional on a preference margin being

granted to a given partner. If the MFN tariff ragezero, the preferential rate cannot
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be lower than the MFN rate (trivially). This bindirconstraint on the preference
margin, if not taken into account, would induceiashin our regressions; however,
there are no observations that simultaneously fgafiy and violate (i) in our
reference sample, so we may not worry further altoist source of bias. We relax
conditions (i) and (ii) in robustness checks bel&mally, we impose condition (iii)

S0 as to eliminate an obvious source of reverssatigybias from our regressions.

The main sources for data are the UNCTAD-TRAINS &mel WTO-CTS Bound
Duty Rates databases. Both databases provide iafammat the legal tariff line level
(8-digit the HS nomenclature) — what we refer togasds below. There are 8,661
such tariff lines in the unrestricted database. VH&O-CTS database provides
information on bound rates negotiated at the Talogmd and those negotiated at the
Uruguay round. Hence, the difference between theserates corresponds to the
effective reduction in bound tariffs negotiated idgr the Uruguay round. The
database also provides information on the impleatemt period of bound tariff
reductions that were negotiated during the Urugwayd. The implicit rule revealed
by analysing the data indicates that the absol@arly cut in the MFN tariffs
corresponds to the overall negotiated cut divided the number of years of
implementation. For instance, if MEN rates areirfigllfrom 20 to 10 percent over a
period of 10 years then, the implicit implementativamework would stipulate a
reduction of 1 point percentage each year. Lindgesti to non-ad valorem duties
were not included in the original dataset; sucikfftanes account for around 8% of
HS 6-digit subheading in 2006 according to the \Wdidriff Profiles (2007).

The UNCTAD-TRAINS database includes MFN appliecesaind preferential rates.
The period informed is 1996-2007. Preferential €ragkgreements covered in the
database are: the Generalized System of Preferéh@és), Israel (1985), Caribbean
Basin Economic Recovery Act (1986), Andean TradddPence Act (1992), NAFTA
(1994), GSP for Least Developed Countries (199%g African Growth and
Opportunity Act (2000), Caribbean Basin Trade Raship Act (2000), Jordan
(2001), Chile (2004), Singapore (2004), MoroccoO@Q Bahrain (2006), Australia
(2005), Dominican Republic-Central American FTA @B). Preferences margins are
computed over the whole period of investigationnaly any period between 1996
and 2007. From the exhaustive list above, we excthd PTAs that were negotiated

before the end of the Uruguay round (1994). Forrémeainder of the paper, we refer
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to the set of countries belonging to one of theBAdPas a ‘partner’ or ‘partnership’
and we index such partnerships with the subspripfi,...,10}; note thatp’ is also a
mnemonic for ‘PTA’. Table 1 reports the ten parttgp included in our reference
sample.

Table1 about here

Concerning non-tariff measures (NTMs), we use imf@iion available in the
TRAINS database. We focus on NTMs classified ashiieal Measures (chapter 8)
in the UNCTAD Coding System of Trade Control Mea&surThis coversnter alia
both sanitary and phyto-sanitary (SPS) and techhaaiers to trade (TBT) type of
measures. Data are available only for the yea®199

Table 2 provides summary statistics for the maimiabdes used in estimations
(detailed definitions for each variable are prodidie Appendix Table Al). The mean
MFN tariff agreed during the Tokyo round of multdeal trade negotiations (ending
in 1979) is 9.81 percents for our sample meannptean MFN tariff for the Uruguay
round is 6.63. The first cell of the table repdhtat the mean MFN cut is 3.18, which
is the difference between the two previous numb&ne mean preference margin,
which is the mean of the difference between théepeatial rate in the final year of
observation minus the Uruguay MFN rate, is equal6td7. In other words,
preferential cuts are on average bolder than ratdtidl cuts. The second column
reports the standard deviations and, together with third and fourth columns,
suggests that there is substantial variation tdo#xe should also notice that MFN
cuts on tariff lines included in PTAs are stricflgsitive. This means that zero MFN

cuts are perfectly associated with zero preferenaegins.

We also use sectoral output data for our two-stepkhhan robustness check. The
data are imported from the UNIDO Industrial Statsidatabase (INDSTAT4-Rev3).
The use of sectoral output based on UNIDO datartunfately limits the sectors

covered to manufacturing according to the ISICsifecsmtion at the four-digit level.

Table 2 about here
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Figure 2 illustrates the key information uncovemredable 3, which breaks down the
information from Table 2 in distinguishing betweagricultural goods and non-
agricultural ones? The information summarised in this table revehis agricultural
goods are quite different from non-agricultural @1 two respects at least. First, by
any of the measures reported in this table, adticallgoods are more protected than
non-agricultural ones at any point in time; thidrise both at the preferential and at
the multilateral levels. Second, MFN tariff cutsdgoreferential margins are boldest
for agricultural products by any measure. In a senthere is some ‘trade
liberalisation’ catching-up for these goods. Wellsigploit this source of variation in

some of our regressions below.
Table 3 about here

Figure 2 about here

Figure 3 reports the number of tariff lines witlp@ference margin broken down by
PTA. We observe that the number of tariff linesjesabto a PTA varies from a low

2,325 for the generalised system of preferencedJG& least developed countries
(LDCs) to a maximum of 3,219 for Chile (CHL). Theity Rate database reports that
3,455 (39.9%)) tariff lines (‘goods’) out of 8,66feaubject to a PTA. Figure 4 reports
the frequency analysis of tariff lines includedtie various PTAs signed by the U.S.
For instance, less then 1% of the tariff lines sabjo a PTA (18 out of 3,455) appear
in only one post-Uruguay round PTA and 40% of tHém07 out of 3,455) appear in

all of them. The last column and bottom lines obl€a4 (in appendix) encompass the
information illustrated in Figure 3 and Figurerdspectively. We shall control for

these variations across partners and tariff linesur empirical analysis.
Table 4 about here
Figure 3 about here

Figure 4 about here

2 The distinction between agricultural and non-agtizal goods follows the classification used in
trade negotiation at the WTO. See for instance \Werld Tariff Profiles (2006) for a detailed
description based on the Harmonized System Nomimel2002.
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4. ESTIMATION STRATEGY

As mentioned previously, estimates are for the ttr&le policy; in other words, the

U.S. is the importing country in all that follows.

Let p denote partners (individual countries or membéra specific PTA),g denote
each good and denote sectors (HS-2 in the benchmark regressiodsHS-4 in
robustness-check specificatiord\We denote the set of all goods BythenG is a

partition of ' and (with some slight abuse of notation) we &) to denote the

sector in which good is classified. ThusG is also a mapping : good - secto.

Emulator effect: the intensive margin. In our baseline specification we run the

following regression:

APT, = f + g, + BAMFEN, +&_ | 3)
where APT, , =MFN,, —PT,  is the preferential margin applied by the U.S. on
imports of goodg from country p[J{L,...,10} in the final yeart (t=1997 in our
sample); it is defined as the (hon-negative) déifee between the (applied) MFN
tariff prevailing when the PTA enters into forcee(iin some year <t) and the
preferential tariff being applied in the final yetarthat we observe in our sample.
Notice that the MFN rate it is always larger or &qto the bound rate negotiated

during the Uruguay round. In a similar way, tharesponding MFN tariff-cut,

AMFN, = MFN]°?° -~ MFN;""® is defined as the Tokyo-Round MFN tariff (as

agreed in 1979) minus the Uruguay-Round MFN tgaf agreed in 1994). We use
the negotiated MFN tariff rates. Finallyg, is an error term assumed to be
independently and identically distributed from sodigribution with finite first and

second moments.

We must assume th&MFN, is exogenous in order to obtain consistent andased

estimates from (3). The heart of our identificatistnategy rests on the timing of

13 There are 97 HS-2 sectors and 636 HS-4 sectagribenchmark sample. We use HS-2 dummies in
our benchmark regressions to save degrees of ineadd to save on computational power. In this, we
also follow Limé&o (2006). We later run our mostibaggressions with HS-4 dummies as robustness
checks.

12



THE EMULATOR EFFECT OF THEJRUGUAY ROUND

events. We limit our sample to the ten PTAs, listed’able 1, which entered into
force after the conclusion of the Uruguay roundl#94. This sample selection is
expeted to eliminate any reverse-causality biasti@r main reasons: first between
1994 and 2000 no new trade agreements had beeanmapted by the U.S., with the
unique exception of an extension of the GSP schgraated to LDCs. Such an
extension is pretty unlikely to have influenced otations during the Uruguay round.
Second, no trade agreement signed in the post dyugaund period had actually
been negotiated in the pre Uruguay round perioce Thinton administration did
undertake talks to form a Free Trade Area of theeAoas (FTAA) and to sign a trade
agreement with the Asian Pacific Economic CooperafAPEC) country members in
1994. However, it is unlikely that those talks hady influence on the tariff
reductions negotiated at the Uruguay round. On loered, no agreement has been
reached yet in the context of FTAA negotiations. tb& other hand the APEC forum
held in Bogor in 1994 signed a declaration to wiornkard free trade in the region by
2010 for developed countries and by 2020 for aliner-countries. A sixteen-year
time frame makes any influence of those talks aiif tauts defined the Uruguay
round quite implausible. What is usually recogniiethat the APEC summit together
with NAFTA helped "squeeze the European Union tmglete the Uruguay round of
GATT". "

We introduce sector fixed effectd in (3) to capture two dimensions of

G(9)
unobserved heterogeneity. Indeed, if an omittedabbe affectsAPT and AMFN
simultaneously, then regressing the former on thker| will cause a spurious
correlation. Some political economy determinanteblflying) of tariffs could
constitute this omitted variable, as suggested un theoretical discussion in the
introduction. The determinants of comparative ativge are another source of
omitted variable bias. Since we have a cross seatioobservations, we cannot
include goods fixed effects in (3). Insofar suclolbserved shocks are common to

goods within sectors, then includinfy, ,, in (3) corrects for this source of omitted

variable bias. It is also reasonable to assumeldidtying takes place at the sector

4 Robert Zoellick (2001) statement then-USTR.
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level. It is also reasonable to assume that thel lefvaggregation at which the forces

of comparative advantage are operating is besbappated by the sector.

We also include partner dummidsg in (3) to capture bargaining power of the partner

and all other partner-specific considerations téde during the negotiation of the
PTA; such considerations can be trade- and nortrathted (Limao 2007). We
expect a stronger bargaining position to transiate a larger average margin of
preference. Partner dummies (together with sectammdies) can also reflect
reciprocity of the agreement, that is, the prefeeemargin given to US products.
Indeed, the reciprocity ‘rule’ may vary across a&gnents; there is for instance no
explicit reciprocity in the GSP scheme for LDCs (fadis 2007). More reciprocity
(larger preference margins in partner markets) lshdead to larger preference
margin. In addition, exchange of concessions maynpéemented at different levels,
from the most highly disaggregated level (i.e. g®ado the HS-2 sectoral level, or a
combination of the two. This flexibility in the fm@ang of exchange of concessions
was not encountered in the GATT/Uruguay round nagonhs as described in Finger
and al. (1996). We do not disentangle reciprogivynf bargaining power because it is
unclear whether a low bargaining position also rsemore reciprocity. We assume
that our partner and sector fixed effects toge#iisorb these various effects. We later
consider various extensions of our benchmark sipatibn to account for various

bargaining-power-reciprocity schemes and associgtio

Pursuing the logic of removing any possible elen@neverse-causality further, we

only consider tariff lines with implementation gtag in 1995 and no later. That is to
say that we drop all negotiations post Uruguay doon that could be seen as a
continuation of the round. This is the case offtaeductions implemented under the
agreement on trade in information technology preglu¢TA) concluded at the

Singapore Ministerial Conference in December 199%tese tariff lines represent less
than 1 % of observations in the reference sampte lags than 2% in the whole

sample; thus this attrition is minimal. To attermuabncerns related to the selection
bias of our sample, we later run regressions thelude all data available as a
robustness check of our results. In order to elat@nssues possibly related to data
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truncation, we restrict our reference sample toictbir positive MFN cuts

observationg® Overall, we reduce the size of our sample by addl0%.

To summarize, we run (3) for the observations thr@ subject to a preferential
margin. That is, (3) being a conditional regressibastimates thentensive margin of

the emulator effect. However, in order to obtainuabiased and efficient estimate of
S, we must assume that the observations for whiehptieference margin is strictly
positive are randomly generated. This is a stroagumption. Therefore, in an

extension we run a two-step regression, whereitstestep consists in estimating:

PH{APT, , >0} =F, +F, +aMFN, + X a, + 4, | 4)

(9)

whereXg is a set of good-characteristics (like productmel employment) anbllFNg
is the relevant tarifflevel. The economic logic for the latter determinant of

PH{APT, , >0} is the following: when the multilateral tariff lsw to start with, there

Is not much preference margin to be granted. Tthes)ikelihood that a preference
margin is being granted should be increasing inntk@oeuvre margin, i.e. the MFN
tariff. Taken literally, no existing theory has &myg to say about the probability that
a good is included in a PTA but probabilistic ipt@tations of Ornelas (2005b) and
Freund’s (2000) models are consistent with thisvwwi/e then run a modified version
of (3),

APTg’p‘APTg’p >0=f +fgq, + BAMFN, +bfy + &, (5)

G(9)

where m, is the inverse Mills ratio estimated from the tfistage. Although this

estimation strategy is attractive from an economdant of view, the statistical
properties of US tariff data push us to considessita robustness check only. We
mentioned previously that all tariff lines with @re Uruguay MFN bound rate are
never included in any PTA. As they represent mbent70% of the tariff lines not
included in any PTA, correcting for the selectioasomay result simply in accounting
for the presence of MFN duty free lines which byidgon could be excluded from

any trade arrangement as they do not represemi@antial for preferential access.

!> This is always the case for preferences margirgefipition.
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Emulator effect: the extensive margin. As underlined in section 3 no positive
preference margin is observed on tariff lines whbeeMFN cut is zero. This suggests
that zero MFEN cuts are likely to predict almostfpetly the non inclusion of a tariff

line in a given PTA. Hence, as a separate pieceviofence that the selection of a

tariff line is not random we regress thember of times goodj is being selected in

any PTA on sector dummies addlFN_, namely
#H{p: APT, , 20} = f ) + JAMEN, + &, (6)

Estimating (6) by OLS would yield biased resultgugh, because the left hand side
variable is a count variable. To address thisdssae use Poisson estimation
techniques. The generic Poisson specification agsuhat the relationship between
the number of PTAs per line and its determinantsaised on a constant semi-

elasticity model which implies estimating,

#{p: APT, , 20} =exp( fo ) + IAMFN, ) + £, | )

For the sake of comparison with (6), we also asstinaiethe underlying relationship
between the number of PTAs per line and its detgaints remains strictly linear. That

is, we estimate
exp( #{p :APT, , = 0}) =exp( fo ) + AMFN, ) +£, | (8)

The results of these regressions will inform usualibe extensive margin of the

emulator effect of multilateral trade agreementpraierential margins.

5. RESULTS

Baselineregressions. The results of our baseline regression are predemtde first

column of Table 5. Specifically, we obtain (usifgfor estimated values):

A

O A
APT,, = f, + fo(,) + 0.216AMFN, 9)

(1153)

Our estimate forg, ,5:.216, is precisely estimated, for the robust t-statsstfin

parenthesis) is above 11, thus the estimgtedpositive well beyond the one percent
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level of confidenceé® Putting this in perspective, consider the effectenlucing the
MFN tariff rate by one standard error. Then, a %3®FN tariff cut between the
Tokyo and Uruguay Rounds is associated with aragx#16)(3.39%) = .73% tariff
cut at the preferential level, which represents 1&6f4he standard error of the
preferential margin at the sample average. Ouressgon explains fully 31.1% of the
variation in our sample (adjustedRwhich is quite substantial. Therefore, we
conclude that the emulator effect of multilatenade liberalisation on regionalism
finds strong support in the data, thattis past success of multilateralismis at least
partly responsible for the current wave of U.S. regionalism; but also that sector
characteristics and partner attributes are resplenfir a large part of it. We then run

the regression excluding Morocco, Bahrain and DRFTA from the sample on the
grounds that these were not fully implemented b@&20ve obtain,é:. 274(not
reported in Table 5).

Table5 about here

The second column of Table 5 reports estimationkidiing the goods for which the
MFN rate is zero in the final year of observati@mnce preferential rates cannot be
larger than MFN rates, the corresponding prefeaérdaites must be equal to zero, too.

This introduces a downward bias in our estimatéss 15 confirmed by the fact that
,@=.204 (t-stat. 11.85) in this case, which is statisticaignificantly lower than

,@:.216 obtained in column (1). Despite this downward pthge qualitative result

whereby more MFN liberalisation is associated withre Preferential liberalisation is

strongly supported.

Figure 5 about here

Partner-specific B. Partner bargaining power could not only affece thverall

average margin of preferences but also the infleeridhe MFN cuts. Also, Foreign

6 As MFN rates by definition are the same for aliiwy partners, intra country group correlation is
likely to be present. With cluster-robust standartbrs estimation the coefficent remains signiftcan
beyond the one-percent level although we obsenimpartant drop of the t-statistic to 5.36.

" The adjusted Rwe report is the ‘true’ one: if one excludes tastant and include ten fixed effects
(one for each partngs) to the regression, then a software like STATAfe(bne we use) reports an
artificially inflated R, in our case: R=.74. The true one,’R.31, is substantially lower.
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lobbies might influence U.S. policy in different({sawande, Krishna and Robbins
2006). Thus, in the third column of Table 5, weallthe coefficienis to vary across

partners; specifically, we run

APT, = fp + f +,8pAMFNg +&, (10)

G(9)

Figure 5 illustrates the point estimates as welth@s95- and 99 percent confidence
intervals; the dashed line reports the point estt'mfh= .216 of the pooled regression
(9) in order to ease comparison. The effect isngest for GSP for LDCs
([B’GSP:.708). The effect is weakest for Singapore (the poistingate, though

positive, is not different from zero in a statiatisense) and for Bahrain, Morocco and
DR/CAFTA. We briefly study the determinants of thariation across partners in

section 6.

Table 6 about here

Agriculture-specific S. Agricultural goods are distinct from others in ngaways.

Industrialised countries impose systematically brgtariffs on such goods. The U.S.
IS no exception, as can be seen from Table 3. Tdrerewe allow the relationship
between the MFN cuts and the preferential marginset specific to the type of good.

Table 6 reports the results. In column (1), we $ympgress equation (3), adding an

agricultural dummy, ‘AGRI'. The point estimate f6y ﬁ’: .214, is not different from

,@z .216in (9) in a statistical sense. The AGRI dummyegative, indicating that, on

average, tariffs cuts have been lower for agricaltgoods once unobserved sector
and partner characteristics are controlled forhi@ tegression. This contradicts the
message conveyed by the (unconditional) first mamehthe distribution of cuts of
Table 3. We next allow both the intercept and thefficient to differ for agricultural

goods. Specifically, we run

APTQ,P = fp + fG(g) + fAGRI IAGRl(g)

(11)
+:BAGRI IAGRI (g)AMFNg +:BNON—AGRI (1_ IAGRI(g))AMFNg +gg,p

where | .5 ) =1 if good g is classified as an agricultural product ahd, , =0
otherwise. The results, reported in column (2) abl€ 6, indicate that the impact of

MFN cuts is stronger for agricultural good;ﬁ’ﬁ\gRI =.652 againstBNON_AGR, =.131
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for non-agricultural products) although the obsdrpeeferences margins are smaller
ceteris paribus (the agricultural dummy has a negabefficient which significantly
undermines the impact of MFN cuts). Thus, includihgs distinction leaves the
gualitative effect unaffected but it also showstth@ emulator effect is sector-
specific. That is to say, the political and econoiforces that shape trade policy vary

across sectors.

Figure 6 about here

Sector-specific 8. The previous regression shows that the quanitaimulator effect
varies across the type of goods. Therefore, we abbow the coefficients to vary

across our 97 HS-2 sector and run

APT, = fo+ fog) + Bog)l o BMFNg + £ (12)

where I, =1 if good g belongs to secto& and I, =0 otherwise. We do not

G(9) G(9)
report the 97 estimated coefficients here, for obsireasons, but Figure 6 illustrates
the results and reveals that the emulator effeeraips in most HS-2 sectors; the

emulator effect is rejected in only 13% of the sext® In Figure 6, we have ordered

the 97 sector-specific estimates in increasing roorﬂe@s. We also report the 95 and

99 percent confidence intervals. Sorﬁig’s are not precisely estimated, for some

sectors have relatively few tariff lines affectedebPTA and/or little variation.

Extensive margin. A separate piece of evidence in favour of the latou effect
comes from estimating (6) . Specifically, we estiene effect of the MFN cut on the
number of times a tariff line appears in any of tdwe PTAs of our reference sample.
In other words, we assess tadensive margin of the emulator effect. Our Poisson
estimations as specified in (7) and (8) give atpascoefficient significant at the 1%

level, as shown respectively in columns 1 and 2taifle 7*° Therefore, all

18 Qut of the 97 HS-2 sectors, 49 sectors (51%) lavestimateg that is larger than zero at the one
percent level (at the five percent level , this bemrises to 51 sectors), 13 sectors have an dstifia
that is negative at the one percent confidencd kv a third of sectors (33 in total) with an estted

B that is not different from zero. Of these 33 sex;t@2 were dropped by STATA® (thefrcould not
be estimated for lack of sufficient variation).

19 As a check we also estimated (6) using standapdstoOLS. We obtained a positive coefficient
equal to 0.79 significant at the one percent level.
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specifications indicate that the larger the MFN e@nta given good, the more often it
will be included in a PTA. We interpret this resadt evidence adn extensive margin

of the emulator effect: tariff lines with bolder MFN cuts negotiated dcwgi the
Uruguay round are more frequently included in PTAs.

Table 7 about here

6. EXTENSIONS AND ROBUSTNESS CHECKS

In this section we consider several extensionggfassions (3) and (10). As we shall
see, the qualitative result whereby multilaterbketalisations emulated preferential
tariff reductions is unaffected. The quantitativeutator effect also remains of the

same order of magnitude.

Table 8 about here

Bargaining power. We first seek to refine our econometric speciimato account
for bargaining power and reciprocity. Results agorted in column (1) of Table 8.
We assert that the partner's GDP (scaled by the &h8), is a reasonable pro3y.
However, we have no prior as to the sign of thdfment on GDR/GDRPys because

this proxy captures effects that potentially womk opposite directions. The
benchmarkﬁ’ in (9) and the explanatory power are both unchdnge this

specification. The sign of the coefficient of thelative GDP variable is negative
(,/3"GDP =-.503) and precisely estimated. In plain English, prefiees margins are

smaller for bigger countries. This suggests that ftikely interaction between
bargaining power and reciprocity mechanisms doram#te effect of the bargaining
power alone. Alternatively, it may also be the ctsd relative GDP may also proxy
the competition threat of the trade partner for dstic industries. A larger partner

GDP (smaller GDP difference) could reflect similadustrial structures and thus

20 |n the results we report in column (1), we use @ie2R/GDPysratio prevailingthe year before the
signing of the trade agreement. In unreported ssigpas, we run alternative regressions using severa
Gross Domestic Product measures: Purchasing Poavidy PPPP) $US, in per capita units expressed
in current and PPP $US. In any of these regressithres coefficient on MFN cuts is statistically
indistinguishable from .216 and the explanatory @owf the specification remains identical to that o
the benchmark. The sign of the coefficient of thiative GDP variable is negative throughout and the
coefficient is always precisely estimated.
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more competition from foreign firms for domesticesn As a consequence, it would
not be surprising to find lower overall averagef@rences margins for trade partners,
which are closer on GDP measures ground. We alsoaruegression similar to

column (1) with the addition of an interaction tebratween relative GDP and the

MFN cut. Results (not reported in the table) shbat this leaves the coefficients of

column (1) virtually unaffected[@ =.221and /3"GDP =-.491in this case).

NTBs. We next control for the presence of NTBs (i.echtécal barriers in our
database). The corresponding additional dummy aotsaffect the coefficient on
MFN cuts as shown in column (2) of Table 8. Theuatid B remains the same as in
the benchmark regression. We obtain a positive sagdificant coefficient for the
NTBs dummy GNTB =.181). This indicates that the preference margin igdain the

presence of an NTB. In column (3), we also the NiILBhmy with the coefficient on

MFN cuts (not reported). The coefficients on MFNscare equal tq@’N_NTB =.299

and ,@NTB =.097 for tariff lines unaffected by technical barrieasid tariff lines
affected by a technical barrier, respectively. Tdoefficient of the NTB dummy
remains positive c@NTB =.083). Thus, the average preference margin is largeaifh

lines affected by a NTB but the emulator effectvsaker. This suggests that such
tariff lines got relatively large tariff cuts atetmultilateral level, which is consistent
with the view that technical barriers often replaesiff barriers. The adjusted®R

remains equal to 0.31.

Figure 7 about here

Categories of goods. Column (4) of Table 8 reports the results of esging (3) using
HS-4 dummies instead of HS-2 sector dummies. Theee636 such sectors. The
resulting estimated coefficient decreasés=(.175) but remains positive. Column (5)
replaces the sector dummies by dummies reflectimg ttype of goods. This
classification counts 7 categories: Basic manufaggy Consumption goods,
Equipment goods, Intermediate goods, Mixed produriisnary goods, and a residual
category (which includes only 38 observations). Tbefficient on MFN cuts is equal
to 0.289, which is larger than in our baseline esgion. The adjusted’ Ralls to 15%.
All category dummies are positive (the benchmatiegary is Basic manufacturing)

except that corresponding to Equipment goods. Tiesns that all categories but
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Equipment Goods have a preferential margin larban tthe one observed for the
Basic Manufacturing category. We further interdet tjood category variable with the
MFN cuts one to qualify the result above. We do negiort the seven coefficients in
the table but we report them in Figure 7 (we repoth the point estimates of tjfts
and the 95 and 99 percent confidence intervals)inferesting pattern emerges: on
the whole final goods (‘Consumption goods’ and ‘Basic manufacturing’}y gdower

,@ thanintermediate inputs (‘Intermediate goods’, ‘Equipment goods’ and ‘Paiyp
goods’)?! Thus, the emulator effect is strongest for intedi@e inputs. This is
consistent with the view that downstream sectobdbyoactively against protecting
upstream sectors (Gawande and Bandyopadhyay 28aGehded to a dynamic sense.

Figure 8 about here

Quantile regressions. Our regressions by type of goods, by sector angastner,
suggest thap is not the same throughout the sample. If tamigd subject to a PTA
are not randomly assigned but vary systematicaltis the preference margin, then
this calls for a quantile regression. Thus we 1Bnnot conditioning on the mean of
the distribution but on deciles (Koenker and Bad#t8). Figure 8 illustrates the
results (the decile-specif,l%:’s are reported on the vertical axis). A clear gait
emerges: the emulator effect is tiny (and margynsilfjnificant) for the lowest decile
and rises monotonically to above .5 for the higloest (,[3’.g =.523). In plain English,
the emulator effect is strongest for the largestgyence margins. This suggests that
the emulator effect dampens the variation by MFN ttus all the more noticeable,
then, to see this effect emerging in the pooledesgion reported in (9). We also run
distinct quintile regressions for each of the sewategories. Two patterns emerge,
which are in line with our previous findings. Firte estimate@ is positive for all of
the 7x5 = 35 quintiles but two (the first two quies of ‘consumption goods’).
Second, the estimate@lis rising monotonically with the quintile for aiff the seven

categories.

2L Goods that belong to the ‘Mixed’ and ‘NES’ catdgercan not easily be categorised as either final
goods or intermediate inputs.
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Final MFN rate. In our estimations so far, the tariff rate reéairfor computing the
preference margin in PTAs is the AMFN rate prewgilat the time of entry into force
of the PTA. As a robustness check, we use instead/f=N rate that shall prevail at
the end of its implementation period, as negotiatedng the Uruguay round. After

all, trade negotiators expect this rate to presadéintually as they negotiate PTA rates.
As should be expected, the coefficient of MFN cdézreases but, &:.123, it

remains positive and significantly different frorara. Details of this regression are

reported in column (6) of Table 8.

Full sample. Results obtained for the whole original samplengighe benchmark
specification (3) are reported in the next columh Table 8. Our preferred
specification uses only a subset of available datader to avoid an upward bias: in
some instances, the MFN rate is zero in the firaryof the implementation of the

PTA. When this happens, the PTA tariff that yeacasstrained from above and the
preference margin is constrained from below. Inugwoi (7), /3": .349 is significantly

larger than the one obtained in (9), confirmingelestence of an upward bias.

Restricted sample. Finally, we exclude two PTAs from our sample, (B8P for

LDCs (1997) and AGOA (2000) because such agreenmteaus a large number of
duty free tariff lines so as to ensure that the latou effect is not being identified by a
special case. The result of the regression on résfricted sample is reported in

column (8) of Table 8. Our main effect remains pesiand it is only slightly

weakened 3 =.181).
Table 9 about here

Selection bias. Not all the tariff lines (forty percent) are affed by a PTA (Table 4,

Figure 3 and Figure 4). In addition, two thirdstloé tariff lines that are affected by
some PTA are included in only a fraction of the RS of our sample. What are the
determinants of including a tariff line in a PTA® &nswer this question, we run a
Probit on (4). Results are reported in Table 9.tAdl specifications we run (the result
of some of them are not being reported here) sigpesexistence of a systematic
selection of tariff lines into PTAs: thé's are all significant different from zero (the
coefficient of the Inverse Mill's Ratio -IMR- vahkbe is always negative and highly

significant). We first run (4) using the full sarepkexcluding the UNIDO controls,.
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Results are reported in column (1). We find that gmobability that a tariff line is
selected into a PTA is positively associated with MFN tariff level: that is to say,
countries that negotiate a PTA are more likelynidude goods that have a high MFN
tariff to start with. These are the goods for whtbley have the largest margin of
manoeuvré? We also find that some observations have beerpewbfor some sector
dummies perfectly predict the selection into nangepart of any PTA (this happens
for tariff lines with little variation and/or few bservations). Two solutions are

available when running the second step (5): eiterdrop such observations or we

0
attribute them a predicted value for the first stag Pr{APTgYp > O} = 01, i.e. almost

zerd>. We report the results of the latter oAfyWe run (5) on the full sample in

column (1a), whereas we run (5) on our referencepsa in column (1b). In both
cases, ,@<.216 in a statistical sen&® this reveals the existence of a systematic

downward bias. Nevertheless, the emulator effeanoltilateral trade liberalisation
on preferential margins remains positive, evenraftentrolling for the fact that
negotiating partners chose to cut tariffs wheraehe the largest margin to grant
‘concessions’. Columns (2a) and (2b) replicate tithe-step procedure of columns
(1a) and (1b), respectively, adding the UNIDO sectontrols. Since the UNIDO
variables (output, employment, wages, value addezlrollinear, we use output only.
Running (4), the estimated coefficient is negativelicating that the U.S. is more
likely to grant preferential access in the sectongre the stakes (in terms of output,

employment, wages or value added) are lo#festhe estimated coefficients for (5)
are ,@:.202 and ,@:.189 for the ‘UNIDO-full’ and ‘UNIDO-reference’ samples

respectively. The downward bias is much smallet, dne should recall that using

22 As far as the US are concerned, the average UyullN rate is equal to 2.06 for those lines not
included in any PTA. The corresponding figure junbips$.63 for those lines included in at least one
PTA. Standard deviations are respectively 6.37686.

23 A comparable approach is adopted for instanceeipidan, Melitz and Rubinstein (2008).
24 When we chose the former the estimated coeffid@ng falls to .13.

% Results reported in Table 9 are obtained with deieth OLS robust estimation. We have also
computed bootstrapped standard errors as the anWilés ratio is an estimated variable. Standard
errors based on 500 replications hardly vary frbwn dnes reported in table 9 and do not affect any
coefficient significance test, at any level.

% This is in line with the findings of e.g. Trefl&r993).
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UNIDO controls requires one to scale down the samplwhich may introduce a bias

on its own?’

Alter native specifications. We conclude with a series of simple robustnesskshen
the benchmark regression that we do not reportables. Specifically, we first

estimate the following within-estimator:
AYAPT, = fg ) + BATAMFN, +£, (13)

where

within — within —
AV™APT,  =APT,  —OPT,,  AY™AMFN, = AMFN, - AMNF
and

~pT. =N AVEN = S19
APT, =) “APT ., AMFN=} " AMFN,.

In words, A}""APT, ' =APT, -APT, and A}""AMFN, =AMFN, -AMNF are
the difference between tariff cuts at the gooddlemed the sample average
(preferential and multilateral, respectively). AlsPT, is defined as the average

preferential margins granted to partpesind |g|p is the number of goods included in

the preferential trading agreemegnt AMNF is defined analogously. Clearly, if the
£s arei.i.d., then (13) is equivalent to (3); indeed, runn{@g), we obtain,@: 216

(t-stat. 11.52), which are identical to the valoesained in (9). In a similar spirit, we

also estimate the ‘diff-in-diff’:

AYMAPT, - AMTAPT, = (AN AMEN, - AYT"AMFN, ) + £, (14)

p

for anyg andysuch thatg # y and G(g) = G()) . In this case, we find tha@ =. 216
(t-stat. 11.4853

2" As a further robustness check (unreported), we(8)radding UNIDO controls (i.e. output). The
reported estimated coefficient rises to .246 (t-st&3.15). The coefficient on output is negatitrstét

= .3.66). The adjusted®Rs equal to .31. We then run both (4) and (5) wité UNIDO control; the
estimatedB is equal to .202 (UNIDO-full sample) and .189 (IXD-restricted sample). The t-stats are
13.31 and 11.98, respectively.
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Table 10 about here

A final robustness check consists of using annatasrcuts rather absolute ones. This
is motivated by the fact underlined previously tlila¢ time length and path of
implementation are pre-determined. Annual rate euits obtained by dividing the
simple difference between two rates by the numlbgrears it takes to obtain a flat
tariff profile (the tariff rate becomes constamy.similar path can be attributed to
PTAs implementation. Regression results are regondable 10. In the benchmark
specification (column 1), the coefficient of thenaal rate of the MFN cut is equal to
0.46 with a standard deviation of 0.025: largeruatrcuts in MFN bound rates imply
larger annual preference margins. Column (2) apan@@udes the AGRI dummy and
its interaction with the speed of MFN cuts varialdlee speed of preferential margins
implementation is slower for agricultural goods dhd impact of the speed of MFN

cuts is comparable to any other good.

7. CONCLUSIONS

This paper investigates the empirical relationdtepyveen cuts in MFEN bound rates
negotiated during the Uruguay Round of the GATT8@4994) and preferences
margins given to PTAs partners in the aftermatht®fcompletion. Our empirical
investigation focuses on the United States usirgialf tariff line level data. Our
results reveal that an ‘emulator effect’ of mulieal trade negotiations on
preferential agreements is at work: multilateraliand regionalism appear as
‘dynamic complements’. Indeed, preferences margmaslarger the larger the cut in
MFN bound rates. Moreover, a tariff line is incldde@ a larger number of PTAs the
larger the cut in MFN bound rates. Therefore, we state that the past success of

multilateralism is at least partly responsibletfog current wave of U.S. regionalism.

Our empirical results also indicate that althougbfgrence margins are on average
smaller for agricultural products, the emulatoreefffor those products is strong

relative to non agricultural products. When we oointfor the length of the

8 Regressing deviations from the mean implies resimgsvalues that have been computed. Therefore,
we have also bootstraped the errors to obtain satliastimations of the standard errors. The estinat
coefficient remains unchanged and it t-statisticiesa around 11.50 depending to the number of
replications.
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implementation period, we find that the emulatofeetf is stronger for non-

agricultural products. Together, these findingsgesy that the emulator effect is
slower for agricultural products. We conduct several o#hdensions. In one of them,
we find that the emulator effect is stronger fotermediate inputs than for final

goods.

To the best of our knowledge, our paper is unigqueaoking at the causal relationship
from multilateralism to regionalism. The existingmgirical literature, only
burgeoning, is exclusively looking at the relatibipsrunning the other way (Limé&o
2006, Lim&o and Karacaovali 2007, Estevadeordall.dborthcoming). This line of
research is motivated by the view expressed in nomsetheoretical contributions that
regionalism has a ‘stumbling block’ effect on mlak@ral trade liberalisation
(Bhagwati 1991). If the stumbling block hypotheisisorrect, then the proliferation of
PTAs involving at least one WTO member is guiltysedwing down and threatening
the (by now interrupted) ‘Doha round’ of negotiaisoat the GATT/WTO. Trade
negotiators should then urge to reach a final agese in order to contain the
stumbling impact of forthcoming PTAs (e.g. the FbAtween the US and Malaysia
whose negotiations are in active mode). This pointiew is consistent with the
argument that NAFTA and discussions with APEC cnastgave the US leverage on

the EU within negotiations at Uruguay round.

A related and pessimistic received wisdom, whiahsrin the other direction, is that
the explosion of regionalism is a symptom of tHéalilties encountered by the Doha
round. However, the fact that multilateral tradeyote@ations may be seen a strong
instigator of the current wave of regionalism coaldo lead us to think that delayed
negotiations are not necessarily reflecting anynbling block effect of PTAs. Rather
it could reflect political/negotiations slownessedio a multilateral agenda which has
become more ambitious than it would have been withgrowing regionalism.
Moreover, trade negotiations appear to take placea icontext where political
leadership is lacking (Irwin, Mavroidis and SykéX)8)..

This paper questions this received wisdom and shbats(recent) trade liberalisation
negotiated between the U.S. and various smalladetsuntries was boldest for those
goods for which the tariffs had been reduced mbat@y during the Uruguay round

of multilateral trade liberalisation that ended 14994. Such dynamic
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complementarities between sequential rounds ofetd#zkeralisation are consistent
with the ‘Juggernaut’ theory of trade liberalisatiput forth by Baldwin (1994) and
formalised by Staiger (1995), Maggi and Rodriguéar€ (2007), Baldwin and
Robert-Nicoud (2007) and Robert-Nicoud (2008). Tthisory stresses the role of
domestic sluggish adjustments to account for the systemationotonically

decreasing trade barriers of the modern tradintgsys
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FIGURES

Figure 1.Tariffsarefalling over time (US data - simple aver ages)
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Figure 2 Average ad-valorem tariffs: Agri vs. non-agri.
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Figure 3 Number of tariff linesincluded in PTAs, by PTA
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Figure 4.Number of tariff linesincluded in PTASs, by frequency

1,500

1,000

Number of tariff lines in PTAs

32



THE EMULATOR EFFECT OF THEJRUGUAY ROUND

Figure 5 Partner-specific coefficients
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Figure 6 Sector -specific coefficients
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Figure 8 Quantileregression: coefficients
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TABLES

Table 1 Sampleof PTAs

Year of
p Partner .
Implementation
1 Australia 2005
2 Bahrain 2006
3 Chile 2004
4 Jordan 2001
5 Morocco 2006
6 Singapore 2004
African Growth 2000 (AGOAI)-
7 Opportunity Act 2002 (AGOAII)-
(AGOA) 2004 (AGOAIII
Domican Republic-
8 Central America 2005
(DR-CAFTA)
Caribbean Basin
9 Trade Partnership 2000
act (CBT)
Generalized
System of
10 Preferences for 1997

Least Developed
Countries (GSP-
LDCs)

Table 2.Summary Statistics (Reference Sample)

Mean Std. Dev. Min. M ax.
MFN-cut 3.18 3.39 0.1 31.5
Preference 6.17 4.87 0.1 114.7

Margin

No. of Observations: 28,454
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Table 3 Summary Statistics (Reference Sample): Agri. vs. Non-agri.

Agricultural goods

Non-agricultural goods

Mean?® Median?® Mean® Median® | Mean?® Median?® Mean® Median®
BMFEN 9.52 8.71 6.47 6.32
(16.) (13.65) (4.94) (4.89)
BMEN 13.48 12.6 9.55 9.39
(18.71) (16.07) (6.27) (6.2)
MFEN-cut 3.96 3.89 3.07 3.07
(3.93) (3.78) (3.37) (3.32)
Preference 2.04 .56
Rate 0 0
(9.85) (2.08)
Preference 6.78 6.09
(6.53) (4.59)

& Number of agricultural goods: 384. Number of noni@gtural goods: 3,058. Each good (tariff lineYgan equal weight.

P Number of observations (agricultural goods): 3,4281mber of observations (non-agricultural goo@%),026. Each tariff line partner
gets an equal weight.

Note. The figures for the Preference Rate and Marginolumn ) are not well defined since there can be up tditf@rent Preference
Rates and Margins in our sample of ten partnerships
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Table 4 Frequency of tariff lineswith a preferential tariff rate

Frequency of partners

1 2 3 4 5 6 7 8 9 10  Total

AUS 0 0 0 5 73 39 584 878 208 1,407 3,194
BHR 0 0 0 0 0 4 437 330 208 1,407 2,386
CHL 0 0 2 6 82 50 588 878 206 1,407 3,219
JRD 4 0 2 8 82 53 576 878 208 1,407 3,218
MAR 0 0 0 1 73 40 583 877 208 1,407 3,189
SGP 0 0 2 6 73 50 581 878 208 1,407 3,205
AGOA 4 8 173 3 9 20 148 781 203 1407 2,756
CAFTA 0 0 0 0 0 1 437 330 208 1,407 2,383
CBT 7 18 173 4 9 47 153 646 208 1407 2,672
LDC 3 14 173 3 9 20 141 548 7 1,407 2,325
Al 18 20 175 9 82 54 604 878 208 1,407 3455
(%) 05 06 51 03 24 16 175 254 60 407 100

Notes. The dataset contains 3,455 unique tariff lineschEcell informs about the frequency of tariff
line x partner pairs. For instance, the first column aév¢hat there are 4 tariff lines that are subject
the U.S.-JORDAN (JRD) PTA and no other. Likewideere are respectively 3 tariff lines that are
unique to the U.S. GSP for LDCs (LDC). The fourttuenn reveals that there are five tariff lines that
are subject to the U.S.-Australia PTA as well trotheer PTAs (hence the column's name 4).
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Table 5.Benchmark regressions

difPREF (1) ) 3)

diff MFN 0.216 0.203

(11.53y**  (11.75)**

AUSTRALIA*d iffMFN 0.076
(2.38)*
BARHAIN*diffMFN 0.093
(2.46)*
CHILE*diffMFN 0.206
(4.26Y**
JORDAN*diffMFN 0.449
(4.38y**
MOROCCO*diffMFN 0.068
(2.77V**
SINGAPORE*diffMFN 0.059
-0.95
AGOA*diffMFN 0.291
(8.217**
CAFTA*diffMFN 0.089
(2.93)**
CBT/DR*diffMFN 0.387
(11.697**
GSF-LDCs*diffMFN 0.708
(13.23)**
Industry dummie Yes Yes Yes
Partner dummie Yes Yes Yes
Observations 28454 31239 28454
Paramete! 96 96 105
R-squared Adjuste 0.31 0.33 0.33

Robust t statistics in parentheses;* significari%t ** significant at 1%
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Table 6.Regressions by type of products (agri. vs. non-agri)

diffPREF @ @
diffMFN 0.214
(11.38)**
AGRI -1.547 -2.997
(10.28)**  (-10.26)**
AGRI*diffMFN 0.652
(6.59)**
NON-AGRI*diffMFN 0.131
(12.38)**
Industry dummies Yes Yes
Observations 28454 28454
Parameters 97 98
R-squared Adjusted 0.31 0.33

Robust t statistics in parentheses ;* significari%; ** significant at 1%

Table 7.Regressions on the extensive margin (number of PTAs per tariff line)

(1) 2)
diff MFN 0.11 0.12
(17.71)** (15.14)**
Industry dummies Yes Yes
Observations 8,661 8,661
Parameters 98 98
Pseudo R-squared 0.25 0.28

Robust t statistics in parentheses ;* significari%,; ** significant at 1%
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Table 8. Extensions and robustness checks (1)

GDP NTB NTB HS-4 sector  Stage of Uruguay Whole Restricted
dummies production rates sample sample
dif PREF (1) (2) 3) 4) (5) (6) (7 (8)
diff MFN 0.216 0.216 0.175 0.289 0.123 0.349 0.181
(11.5)** (11.52)** (3.74Y** (15.95)** (6.51)** (19.09)** (8.70Y**
GDP,/GDPys -.503
(-21.63)**
Dummy NTB 0.181 0.833
(dte) (2.24)* (6.31)**
dnre * 0.097
(1-hire) * 0.299
diffMFN (14.59)**
Industry Yes Yes Yes Yes No Yes Yes Yes
Partnel Yes Yes Yes Yes Yes Yes Yes Yes
Observations 28454 28454 28454 28454 28454 28454 30349 23413
Parameers 97 97 97 653 17 96 10z 94
R-squared 0.31 0.31 0.32 0.44 0.15 0.28 0.33 0.30
Adjusted
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Table 9.Sdlection

First Stage
@ 2
MFNuruguay 0.587 0.617
(154.29)** (153.37)**
UNIDO - 6.54e-12
(19.76)**
Observations 52,510 44,050
Pseudo-R? 0.72 0.67
Second Stage
(1a) (1b) (2a) (2b)
diff MFN 0.194 0.173 0.202 0.189
(10.71)** (9.63)** (13.31)** (11.98)**
IMR -7.887 -8.131 -7.675 -7.558
(56.99)** (56.91)** (95.63)** (88.11)**
Observations 34,118 28,454 24,845 20,824
R-squared
Adjusted 0.39 0.38 0.47 0.45

Robust t statistics in parentheses ;* significari%,; ** significant at 1%
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Table 10 Extensions and robustness checks (1)

SdiffPREF 1) 2) 3)
Sdiff MFN 0.46 0.458
(10.09)** (10.05)**
AGRI -0.324 -0.251
(-5.38)** (-3.27)**
AGRI*diffMFN 0.359
(6.19)**
NAGRI*diff MFN 0.491
(8.64)**
Industry dummies Yes Yes Yes
Observations 20408 20408 20408
Parameters 96 97 98
R-squared Adjusted 0.45 0.45 0.45

Robust t statistics in Barentheses;* significant at 5%; ** significant at 1%
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