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Abstract

EVSL is one of the most debated APEC
initiatives. The list of liberalization consists of more
than three thousand items and its impact covers
almost all sectors of the economy. Using GTAP
(Global Trade Analysis Project) model and its
version 4 database, this study simulates five different
scenarios of trade liberalization in terms of schedule
and contents. It is found that the impacts of
liberalization are different by sectors and by
countries. In the case of Chinese Taipel it is
estimated that exclusion of fish and fish products
from A+ list may be beneficial initialty according to



macroeconomic indicators. However, the long-term
effects remain to be explored. The exclusion of food
sector shows negative initial effects in term of
macroeconomics but the impact on the agricultural
sector is not clear. Excluding oilseeds, on the other
hand, demonstrates a clear improvement in Chinese
Taipei’s trade balance and terms of trade.
Keywords: Computable General Equilibrium
(CGE) Analysis, Early Voluntary Sectoral
Liberalization (EVSL), Global Trade Analysis
Project (GTAP), Policy Simulation.
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Trade and investment liberalization is one of
the three pillars of Asia Pacific Economic
Cooperation (APEC). Although its agreements are
non-binding, APEC has made a significant effort to
promote free trade. Among all the programs, Early
Voluntary Sectoral Liberalization (EVSL) is one of
the most debated initiatives. The idea of EVSL was
raised in the first senior official meeting (SOM) in
1997. Later that year in SOM I in May, the chair of
Committee on Trade and Investment (CII)
requested member economies to submit a list of
sectors to be liberalized. In the special SOM in
October, the 61 proposed sectors were consolidated
into 41 sectors. Member Economies were
requested to list the 41 sectors by four categories,
from unconditional support to interested, and the
results were compiled and reported to the ministers
meeting.

In the 1997 ministers meeting, 15 sectors were
chosen to implement trade liberalization; sectors
were divided into two groups: nine sectors in A+ list
and six sectors in A list. The A+ sectors were to
begin liberation immediately and the A-list sectors
were to follow. The A+ sectors are fish and fish
products, forest products, energy, chemicals, gems
and jewelry, medical equipment and instruments,
toys, environmental goods and services, and
telecommunications mutual recognition agreement.
The Adist sectors are automobile, food, oilseed,
fertilizer, rubber, and aircraft. Originally, three major
goals were to be achieved: 1). Liberalization must be
implemented under the principle of voluntary, 2).
The nine sectors in the A+ list are to be treated as a
trade package, and 3). The end date and end rate for
A+ sectors are 2005 and 0%, respectively.

Since the beginning of implementation, there
have been setbacks during the process. Difference

exists among economies in the content and schechile
of liberalization. Until the 1998 ministers meeting,
members decided to send the A+ sectors to World
Trade Organization (WTO) to continue the process
of trade liberalization. The first SOM of 1999 in
February further decided that the initiative to reduce
tariffs of A+ sectors were to be referred to as
Accelerated Tanff Liberalization (ATL). The
second SOM held in ealy May reached the
conclusion that the A-list sectors would also be sent
to WTO. The hosting economy of 1999, New
Zealand, briefed interested WTO members the latest
information of EVSL after SOM 1, and the process
awaits further development.

This study aims to analyze the impacts of
EVSL by employing a computable general
equilibrium (CGE) model, General Trade Analysis
Project (GTAP), developed by Purdue University,
US.A. Scenarios of different tariff reductions are
simulated to examine the outcome.

Fish and fish products have been a major topic
of research of EVSL. Stokes and Cox (1998) states
that the major fish product producers within the
APEC region ae China, Japan, Chile, US,
Indonesia, and Thailand. Japan and US are also
major importers of fish products. Import to Japan
and US account for 75% of all import of the APEC
region. In terms of export, Australia exports 95% of
her fish products to other APEC economies, Japan
being the largest market. The author also found that
the degree of protection rises with the value added to
the product. Another argument made by the authors
is that the benefits of trade liberalization are
determined not only by the reduction of tariff. Other
factors, such as removal of Non-Tanff Measures
(NTM), access to the vast market of Chma,
limitation in supply of member economies after
trade liberalization, and the substitutability between
fish products and other goods, are also important
factors in determining the benefits of trade
liberalization in APEC region.

In addition, Stokes and Cox also find that
many economies, under strong domestic pressure,
are forced to raise NTM while reducing tariff. The
rse of NIM undermines the effect of trade
liberalization. Because of the difficulty in measuring
the impact of NTM, the net effect of trade
liberalization remains ambiguous. In the case of
estimating Australian export of fish products to other
APEC economies, the benefit of trade liberalization



is found to be dependent on the induced supply
increase by other exporting APEC economies as a
result of a larger market.

Mactarlane (1998) mentions that 80% of fish
products of APEC economies are traded within
APEC. It is estimated that trade liberalization and
removal of NTM will increase export of fish
products for Australia and New Zealand by 10%. It
isa result of the relatively lower import tariff of these
two economies. Another point made is that APEC
members have different attitudes towards trade
liberalization. US, Canada and New Zealand are
supporters of trade liberalization of fish products.
Other members, such as Japan, tend to exclude fish
products from the list of trade liberalization sectors.
Australia and New Zealand will benefit more form
EVSL because of the lower trade barriers of fish
products.

Graham, ef al (1998) assesses the impact of
EVSL with a partial equilibium model of fish
product trade. The results show that EVSL will
significantly increase the demand for fish products
within APEC and consequently increase the amount
of export initially. However, the effectiveness of
EVSL will be limited if trade liberalization is only
implemented by developed economies. The reason
is that most of the initial tariffs on fish products in
developed economies are already low. There is
therefore no much room for further tariff reduction.
Through analyzing the fluctuations in demand and
supply of fish products around the world and the
impects of price elasticity and cross elasticity of price,
they estimate the changes in consumer surplus and
producer surplus. However, their partial equilibrium
analysis does not take into acoount interdependence
among fish products, agricultural products and other
sectors of the economy. It is also assumed that
resource  constraints do not exist  These
shortcomings inevitably make the model less
applicable to policy analysis.

Chiang and Sun (1998) estimated the impact
of EVSL on the fish products of Chinese Taipei.
The authors find that the fishery industry of Chinese
Taipei, especially coastal fishery and aquaculture,
may be greatly impacted. They argued that fishery
policies are needed to create a sustainable fishery.

Theoretical Framework
Global Trade Analysis Project (GTAP) model
is a multi-regional and multi-sectoral CGE model. It

oconsists of several regional sub-models. The sub-
models are linked through bilateral and multilateral
trade. GTAP has four dimensions: production,
consumption, trade and global service. This study is
conducted with the GTAP database (version 4),
which is the most updated database released in 1998.
Version 4 uses year 1995 as the base year and
consists of 45 regions and 50 sectors.

Production in GTAP is represented by a
nested structre.  This structre implies that
production technology bears the features of
separability and constant retum to scale. It is
are separable. Constant elasticity of substitution
(CES) functional form is employed to aggregate
three types of primary inputs. The aggregated
intermediate input is calculated, under Amington
assumption and CES form, by combining regional
product is produced by combining aggregated
under the assumption of Leontief production
function.

Final demand in GTAP is divided into
household consumption, govemment spending, and
saving. Final demand is presented by total utility,
which is derived with a simplified Cobb-Douglas
utility finction to aggregate total household
consumption, total govemment spending, and total
saving. In terms of household consumption, the
consumption function is assumed to be constant
difference of elasticity (CDE).  Aggregating
household consumption of individual commodities
produces  total  houschold  consumption.
Govemment spending is derived through a Cobb-
Douglas utility function to estimate share of the
budget of individual commodity. Estimated share is
then used to construct the total govemment spending
within each region. Saving receives a simpler
treatment. It is derived by assuming Cobb-Douglas
utility fimction and treated as a function of regional
total income and price. GTAP has a clear distinction
between the intermediate input and final demand of
tradable goods and final demand and Amington
assumption is applied to demand for imported
goods. CES is applied to combine imported goods
with regional products to generate a composite good.

Closure in GTAP adopts the neoclassical
global closure principle. Margins are clearly
identified. GTAP also has a global bank to link



investment and saving around the world. That is to
say that GTAP assumes the existence of a global
banking system, which make capital flow moves
freely around the world. Therefore, when at
equilibrium, global investment equals global saving.
The neoclassical closure principle adopted by
GTP allows a difference between investment and
saving within each region. The difference is
therefore intemalized and is used to depict the
impact of trade policy on the current account
Another important featre of GTAP is its
assumption of a global transportation system to
accommodate margins. When global equilibrium is
reached, total supply and total demand of
transportation service reach a balance.
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Results show that liberalization of A+ list and
A list, excluding or including fish products, can
increase the levels of social welfare and average
utility percapita. For Chinese Taipei, excluding
fish products yields better results in terms of social
welfare. However, as will be explained later, when
considering structural change and trade, excluding
fish products may not seem to be beneficial. It is
also found that excluding food sector from A list
produces a clear negative effect for Chinese Taipei.
Social welfare, average utility per capita and net
trade balance will all decline. In the case of oilseeds,
the result is the opposite. It is estimated that net trade
balance, social welfare, and household income will
rise. By subtracting scenario 1 from scenario 2, it is
found that excluding fish products has a relatively
smaller effect than reservations of A+ items. The
most affected economy is Korea with a decrease of
social welfare of US$346.92 million. However,
excluding food has relatively significant effects on
Australia, China, New Zealand and Korea. Japan
and US and Korea will incur relatively large loss of
social welfare in the case of excluding oilseeds. It is
also found that items in A list have a larger impact
on terms of trade.

Policy scenario shows that Chinese Taipei,
Japan, Korea and Hong Kong will receive negative
impact by liberalizing fish products, while New
Zealand, Australia and Canada will benefit from
liberalization of fish products.

In terms of export, the entire APEC region is
to gain from trade liberalization. In terms of import,
Chinese Taipei, China, Japan, Hong Kong, Korea

and other APEC economies will increase
production of fish products. Compare this result
with table 8, it is clear that regions and sectors with
higher degree of protection have larger increments in
import after liberalization. Import of fish products
by Australia and Canada, on the other hand,
decrease.

Moreover, output of Japan, China and Korea
increase but Chinese Taipei sustains a loss. An
important finding from this table is that liberalizing
fish products increase output for most of the world
by creating a global market, which is beneficial to
the majority of the world.

By comparing results from different policy
simulations, it can be argued that the real effect of
liberalizing fish products of Chinese Taipei remains
ambiguous. It needs to be further studied by
disaggregating the fish product sector and analyzed
with a single country model.

Chinese Taipei, Australia, New Zealand and
Korea gain significantly in food output. This is very
similar to the results found in table 12: liberalization
creates a global market. It shows negative impact on
Chinese Taipei’s food production but positive
impact on that of China, Japan and Korea. Negative
impact on export is found for all regions. In terms of
import, only US import increases. Chinese Taipei,
Japan and all other regions receive negative impact.

Results strongly suggest that Chinese Taipei
should not exclude food sector from A list. Itis also
found that Chinese Taipei, as well as many other
economies, will benefit from exclusion.

Concluding Remarks
Although EVSL is one of the most debated issues
on APEC, there have been relatively few studies on
this topic due to its complexity and continuous
changes. This study attempts to provide a holistic
picture of EVSL by utilizing a CGE model of trade.
Five scenarios are drawn to simulate the
impact of trade liberalization. It is found that the
effects of liberalization vary by sectors. In the case
of Chinese Taipel, it is estimated that exclusion of
fish and fish products during the first stage of
liberalization may be beneficial initially according to
macroeconomic indexes. However, the long-term
effect remains to be explored. The exclusion of food
sector shows negative initial effects in term of
macroeconomics but the impact on the agricultural
sector is not clear. Excluding oilseeds, on the other



hand, demonstrates a clear improvement in Chinese
Taiper’s trade balance and terms of trade.

The entire process of EVSL will soon be
transfer to WTO. Findings from this study confirms
that trade liberalization, in many cases, produces
positive results by creating a global market The
significance of the findings applies not only to
APEC, but also to all intemational organizations that
believe in free trade.
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