What is the appropriate counterfactual when estimating
effects of multilateral trade policy reform?
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Abstract

Multilateral trade reforms, such as may emerge from the WTQ’s Doha Development Agenda (DDA),
tend to be phased in over a decade or so after agreement is reached. Given the DDA’s slow progress,
that implementation may not be completed before the end of the next decade. Ex ante analysis of the
DDA'’s possible effects requires first modelling the world economy to 2030 and, in that process,
projecting what trade-related policies would be by then if the DDA failed. Typically, modelers
assume the counterfactual policy regime to be the status quo. Yet we know developing country
governments tend to switch from taxing to assisting farmers in the course of economic development.

This paper reveals how much difference it can make to include political economy-determined
agricultural protection growth in the baseline projection. We reveal that difference by projecting the
world economy to 2030 using the GTAP global economywide model with those two alternative policy
regimes and then simulating a move to free trade in each of those two cases. To implement the
alternative policy regimes, a series of national political econometric equations is used to project the
policy changes for the most important agricultural crop and livestock products in a sample of 82
countries. With these equations and the projections of such variables as GDP and population to 2030,
potential agricultural protection rates in 2030 are estimated. A prior step is involved in the analysis
though. The GTAP model’s 2007 protection database has poor coverage of non-tariff barriers to
agricultural imports and of export taxes. We therefore draw on the World Bank’s Distortions to
Agricultural Incentives (DAI) database for 82 countries and use an Altertax procedure to recalibrate
the version 8.1 GTAP 2007 database with those additional price-distortion data.

The effects of removing the counterfactual price distortions in 2030 are shown to be much larger in
the case where agricultural protection grows endogenously than in the case assuming no policy
changes over the projection period. This suggests that the traditional way of estimating effects of a
multilateral agricultural trade agreement understates considerably the potential trade and welfare
gains.
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