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This paper studies the impacts and determinants of trade policy. I use data on applied tari protection of world countries over 2001-2007 to estimate sector-level trade elasticities. I then calibrate a structural gravity model of world trade. I compute the impacts of trade agreements which were implemented and of those which were not. I nd that expected real income gains predict the signing of PTAs. Decomposing these gains shows that domestic mill price increases, reecting market access gains, have a larger impact than the impact on the consumer price index. I also nd that larger expected gains from multilateral liberalization reduce the probability to engage in preferential agreements.

1 Introduction referentil trde greements @esA re growing fst in numerD while multilterl trde negotitions re stllingF prom IWWS through PHIHD the numer of es inE resed fourfold to reh QHH es presently in fore @yD PHIIAY the geogrphil overge of es hs expnded oth within nd etween ontinentsD nd with the prtiiption of developed nd developing ountriesF et the sme timeD negotitions to open trde multilterlly hve not mde signi(nt progress in reent yersF qiven the nonEoptimlity of preferentil trde lierliztionD nd the distorsions ssoited to itD these fts re worryingF hey rise the question of why ounE tries fvor disrimintory trde openingD when theory suggests unilterl nd nonE disrimintory opening of trde to e optimlF e exmine this question y looking t the immedite gins ountries my expet from lterntive trde poliiesF hese gins re of two typesX mrket ess ginsD whih trnslte into higher prodution priesD nd rel inome ginsD whih ene(t onsumers y lowering the domesti prie indexF yur results show tht the former re stronger determinnt of trde poliy thn the ltterF yur pproh onsists in letting the dt on trde poliies tlk out wht guides ountries9 deisionsF e use n exhustive dtse of tri' protetion for the period PHHIEPHHUD nd rely on simple ermington model of interntionl trde to ompute the implied hnges in trde nd rel inome for world ountriesF pirstD we hrterize eh ountry9s trde poliy in our period of interestD meE suring the impts of its poliy ll else equlF e sk in prtiulr if these trde poliies tend to reinfore distorsions in the trde struture of ountriesD y mking trde more preferentilF esults show disprities ross ountriesX out hlf the ountries in our smple hve hd poliy whih mde their trde more multilterlD ll else equlF his runs ounter to the intuition tht the overwhelming trend in reE ent yers hs een towrd more preferentilismD s suggested y the multiplition of esF therD our nlysis suggests tht some ountries tend to fvor one or the other modes of lierliztionD depending on the reltive gins they expet from eh proessF P his oservtion nturlly leds us to sk out the determinnts of trde poliy hoies of ountriesF ht explins tht ountries hoose to engge in esD or to open trde in nonEpreferentil mnnerc revious literture hs emphsized tht the hoie of trde poliy results from onfronting di'erent interests @qrossmn nd relpmnD IWWSAX produers in di'erent setors tend to fvor or oppose n greement depending on the struture of protetion nd produtivity di'erenes etween poE tentil prtnersD using them to expet mrket ess ginsD or inresed import ompetitionF gonsumers expet rel inome gins through lower priesD however they my lso expet losses y diversion if distorsions in the tri' struture eome importntF gomputing the impts of lterntive trde poliy hoies for produE ers nd for onsumersD we onfront these impts with the list of tully signed greementsF esults indite tht expeted rel inome gins from signing e predit those greements tht were tully signedY moreoverD potentil gins from multilterl opening redue the proility of signingD whih on(rms the existene of trdeo' etween the two modes of lierliztionF roweverD we lso (nd tht the two gins do not rry the sme weight in ountry9s trde poliyX gins in prodution pries hve n impt tht is out two times lrger on the proility of signingF pinllyD we lso show tht the losses y diversion fed y ountries re lso signi(nt preditor of the signing of esD whih on(rms ontgion or domino e'et @fldwinD IWWQA eing one of the min fores ehind the prolifertion of esF sn other wordsD ountries sign es lso for the motive of voiding the losses from nonEpreferentil ess to prtner9s mrketF yur pproh fouses on termsEofEtrde impts of trde poliyF fy using multiE setorD endowment model of interntionl trde with ermington di'erentitionD we restrit the nlysis to the shortEterm e'ets of trde rrier hngesD leving side longerEterm e'ets through djustments of the prodution struture or tehnology improvementsF revious literture hs shown these termsEofEtrde motives to e predominnt in driving trde poliy @fier nd fergstrndD PHHRAF yur results on(rm this spetD nd more importntlyD show tht struturl estimtes of termsE ofEtrde hve explntory power for trde poliyD ove nd eyond proxies sed Q on distne nd inome levelsF he use of the ermington endowments model is lso justi(ed y its good performne to explin trde dt @enderson nd otovD PHIHD PHIPAF e (rst present the model nd its reltion to other models elonging to the struturl grvity lssF e then nlyze in simple exmple how the impt of preferentil tri' redutions on pries nd rel inome vries with the trde elsE tiityD the reltive size of trding prtners nd preEpe trde ptternsF henD we prmeterize the model to quntify e e'etsD whih oils down to estimting setorElevel trde elstiitiesF his prmeter is ruil s it is su0ient sttisti whih llows to predit the djustment of trde nd pries to trde poliy shoksD in struturl grvity modelsF e estimte these prmeters using disggregted ilterl pplied tri' pnel dtD whih llows to ontrol for the endogeneity of trde poliy through the use of ountryEsetor (xed e'ets @fier nd fergstrndD PHHUAF yne rmed with these elstiity estimtes nd with our dt on pplied trE i' hngesD we ompute e e'ets y ounterftul estimtionF his llows us to ompute the trde nd rel inome impts implied trde poliies s implemented y world ountries during the periodF henD we use the method to onfront the e'ets of tul trde poliies to those of lterntive poliiesD nmely trde greements nd multilterl trde lierliztionsF e lrge literture hs studied the determinnts of trde poliyF he seminl pper y qrossmn nd relpmn @IWWSA uilds politil eonomy frmework where governments tke into ount oth voter9s interests nd industry speil interests in deiding over trde greementsF fy ontrstD we do not enter into the politil eonomy struture of ountriesD s we do not oserve whether groups re orgnized into loiesD nor whether there is oordintion ross setors in trying to in)uene trde poliyF therD we mke the impliit hypothesis tht net gins to eh groupD ggregted ross setorsD should mtter for the government9s deisionsF his should e the se if the possiility of trnsfers ross groups existsD so tht dversely impted groups n e ompensted for their lossesF yur results indite tht this is the se only in prtF yur results re lso relted to those in qolderg nd wggi @IWWWAD who run n empiril test of the model y qrossmn @IWWRAF hese uthors R quntify the weight of welfre in the government9s ojetive funtion nd (nd it to e very lose to I @HFWWAD implying tht the government is lose to eing perfet welfre mximizer in its design of tri' strutureF fy ontrstD our nlysis sed on the signing of es (nds roust evidene tht world ountries9 trde poliies sustntilly di'er from the welfreEmximizingD overweighting produers9 interests over those of onsumersF he use of n endowments model of trde sed on ermington di'erentition nd hixitE tiglitz preferenes ples our pper in the soElled struturl grvity literture @enderson nd otovD PHIIY igger et lFD PHIIAAF st hs een reognized tht di'erent oneEsetor models of trdeD sed on gi preferenesD suh s urugE mn @IWUWAY iton nd uortum @PHHPAY welitz @PHHQA hve in ommon to generte grvity eqution with similr struture for trde )owsF yne onsequene is tht these models generte the sme funtionl form for the impts of trde ost hnges on pries nd rel inome levelsD onditionl on trde elstiities nd on initil trde levels @erkolkis et lFD PHIPAF husD estimting trde elstiities eomes the key to predit prie movements in these modelsD s this prmeter enompsses the di'erE ent mrgins of djustment desried in these modelsF his motivtes our pprohD whih onsists in estimting setorElevel trde elstiitiesD in order to ompute the impts of vrious trde poliy senrios on prie nd rel inome levelsF he vlidE ity of these results eyond the ermington model will e disussed in detil in the textF sn dditionD relying on setorElevel elstiity estimtes insted of single e prmeter llows us to ount for heterogeneity in e e'ets due to the width nd depth of tri' redutionsF 1 pinllyD y ssuming (xed endowments the model fetures n inelsti export supply urveD similrly to models of termsEofEtrde mnipultion nd optiml tri's @frodD vimo nd einsteinD PHHVD vudem nd wydD PHIIAF hereforeD s in these modelsD there is positive ssoition etween mrket power nd tri'sX 1 Another dierence is that we solve the model in full general equilibrium, allowing for export prices to aect trade through countries' income, contrary to antecedents in which trade changes are computed while implicitly keeping countries' income as xed (Anderson and Wincoop, 2003;Anderson and Yotov, 2010a;Baier and Bergstrand, 2009;Egger et al., 2011). S ountries hve n inentive to set higher tri's on imports from prtner ountries in whih their mrket shre is higherD while opening trde in priority with those where their mrket power is lowerF 2 he rest of the pper is s followsF sn setion @PAD we present the modelD nd disuss its reltion to the lss of struturl grvity modelsD nd the possile generE liztion of our results in this frmeworkF e then use simpleD QEountry version of the model to nlyze its implitions for the e'ets of es on trdeD rel inome nd welfreF sn setion @RAD we estimte the trde elstiitiesF sn setion @SAD we ompute the prie nd rel inome impts of trde poliy implemented y world ountries during our period of studyF henD in setion @TAD we study the determinnts of the signing of esF etion @UA onludesF 2 Model his setion presents the multiEsetor ermington modelD nd the method used to lirte it nd to solve it in omprtive sttis simultion exerisesF e then disuss the reltionship etween this model nd other models of trde feturing dditionl mrgins of djustment to trde ost hngesD suh s the urugmn @IWUWAD iton nd uortum @PHHPA nd welitz @PHHQA modelsF e mke the point tht the hnges in pries nd rel inome levels whih we ompute in our model nD under some onditionsD e generlized to these riher frmeworksF Model structure he model fetures multiple setorsD overing griultureD mining nd mnufturing tivitiesF 3 e model preferenes with goEhougls struture ross setors nd gi @onstnt elstiity of sustitutionA ross vrieties within eh setorF qoods in eh setor k re produed using spei( ftorD of whih eh ountry i hs (xed endowment L i k F ithin eh setorD we mke the ermington ssumption tht goods re di'erentited y ountry of origin @onsumers pereive vrieties produed in di'erent ountries s imperfet sustitutesAF hemnd is thus given yX

c k ij = (p k i ) -σ k . τ k ij P k j 1-σ k .E k j , @IA
where c k ij is the demnd of ountry j9s onsumers for the i vriety of good kD p k i is the fFoF @free on ordA prie of tht vrietyD τ k ij is the ieerg trde ost on trde from i to j in setor k @whih is to inlude geogrphi nd trde poliy omponents of trde ostsAD P k j is ountry j9s prie index in tht setor nd σ k is the elstiity of sustitution etween vrieties of tht goodF E k j is ountry j9s expenditure on good kD given y E k j = α k .Y j D where α k is the goEhougls prmeter shre of expenditure on good k nd Y j is ountry j9s totl inome 4 F etors re thus modeled s lrgely independent in the modelX lor nnot e relloted ross setorsD nd onsumers spend (xed shre of their expenditure on eh setor @goEhougls ssumptionA 5 F e thus strt from ftorEsed omprtive dvntge e'etsD s well s from interEsetorl linkges @eFgF vertil reltionsAF yne reson for doing this is thtD s doumented elowD results on prie responses to trde ost hnges in the oneEsetor ermington model reD under some onditionsD vlid under lrger lss of oneEsetor modelsF his is still true of prie responses in eh setor of our modelD whih funtions like superposition of oneEsetor ermington modelsF his restritive ssumption llows to estimte prie responses to trde poliy hnges using limited list of sttistis @trde elstiityD trde levelsD tri' hngesAY whih would not e possile if ounting for interE setorl linkgesF he nominl ilterl trde )ow etween i nd j in setor k is given y

X k ij = p k i .τ k ij P k j 1-σ k .E k j .
@PA with P k j the idel prie index for j9s onsumers in ountry kD given yX

(P k j ) (1-σ k ) = i (p k i .τ k ij ) 1-σ k . @QA
e quntity Q k i of good k is produed y representtive (rm in ountry iD using spei( ftor L k i whih is in (xed supplyF ithout loss of generlityD one n set the ftor requirement to ID whih yields identity etween setorElevel wges w k i nd the fFoFF prie of the goodX

w k i = p k i @RA
he mrket lering ondition for eh vriety of eh good is written sX

j X k ij = p k i .Q k i , @SA
where the sum is over ll destintionsD inluding domesti sles of the goodF pinllyD eh ountry9s totl inome Y j is equl to the totl vlue of sles in ll setorsX

Y j = k p k j .Q k j @TA
The structural gravity equation enderson nd inoop @PHHQA de(ne the ggregte of demndEweighted trde osts fed y n exporter s the exporter9s multilterl resistne9F his multilterl prie @we use here oth terms interhngelyA is de(ned sX

(Π k i ) 1-σ k = j τ k ij P k j 1-σ k E k j Y k w , @UA V
where Y k w is the totl nominl vlue of world prodution of good kX Y k w = i p k i Q k i F sing this de(nition nd eqution SD one otins the reltionship etween fFoF pries nd multilterl resistne terms sX

(p k i ) σ k = Y k w Q k i .(Π k i ) 1-σ k . @VA
gomining this expression with the trde demnd eqution PD one otins the grvity eqution for nominl trde )owsX

X k ij = τ k ij P k j Π k i 1-σ k . E k j Y k i Y k w . @WA
whih expresses ilterl trde s funtion of ilterl trde ostsD multilterl pries @Π k i A nd @P k j A @leled exporter nd importer multilterl resistne termsD respetivelyD y enderson nd inoop @PHHQAAD nd the inome nd expenditure levels of the exporter nd importerD E k j nd Y k i F yne dvntge of this expression is tht its struture is ommon to distint trde modelsF wore preiselyD trde models suh s urugmn @IWUWAD iton nd uortum @PHHPA nd welitz @PHHQAD ll yield grvity eqution for trdeD where ilterl trde )ows re onstntEelstiity funtion of ilterl trde osts nd of multilterl prie terms for the exporting nd importing ountriesF eross modelsD the trde elstiity @equl to 1 -σ k in the se onsidered hereA will depend on di'erent prmeters of the modelF 6 husD the trde elstiity n e estimted using eqution WD using mesure of timeEvrying ilterl trde osts nd ountryEsetor (xed e'ets whih ontrol for the exporter nd importer terms P k j nd E k j D Π k i nd Y k i F his otined estimte of the trde elstiitiesD σk D should thus e viewed not s spei( to the ermington used hereD ut vlid under more generl ssumptions whih re omptile with the struturl grvity equtionF sn turnD the reltive prie hnges in response to trde ost hngesD re lso 6 For example, in the Armington model used here, as in the Krugman (1979) model, it is simply a function of the CES elasticity of substitution. In Eaton andKortum (2002) andin Melitz (2003), it depends on the CES elasticity and on the parameter governing the distribution of rms productivities.

W invrint ross lss of modelsD onditionl on the vlue of trde elstiities nd initil trde vluesF his motivtes our empiril strtegyX we (rst estimte setorE level trde elstiitiesD then ompute prie nd inome hnges resulting from trde ost hnges @preferentil greementsAD in omprtive sttis exerise whose vE lidity extends eyond the ermington modelF his result is disussed in the setion PFIF Resolution method yne estimtes of the trde elstiities for eh setor re otined @setion RAD the omprtive sttis exerises in setions S nd T re rried y solving the model (rst in the referene yer PHHI with dt for pplied tri's in tht yer nd totl prodution y ountry nd setor 7 Y then in lterntive senrios where hnges in tri's re ppliedD while prodution vlues nd nonEtri' omE ponents of trde osts re mintined onstntF por eh set of tri' vluesD the model is solved using n itertion lgorithmF iqutions VD Q nd T re solved in the vriles p k i D P k j nd Y j D iterting until the reltive error in eh omponent of the equtions is lower thn HFI7F he system dmits unique equilirium one normliztion is imposedX we set Y w = j Y j = 1F sn eh senrioD hnges in pries nd inome levels re then mesured s the reltive hnge etween the equilirium in enhmrk yer PHHI nd the new equiE lirium fter tri' hnges re ppliedF IH ountryD resulting from hnge in trde ostsD will e driven y the onstntE elstiity dependene of trde to priesF husD the reltive hnges in priesD conditional on the trade elasticity @s well s on initil trde levelsA will e unhnged ross these modelsF xote tht this does not imply equivlene ross these modelsD ut rtherD tht the trde elstiity is su0ient sttisti to ompute numer of prie hngesF erkolkis et lF @PHIPA present set of onditions de(ning lss of models where this result holdsF hese inlude the urugmn @IWVHA model of trde with symmetri (rms in monopolisti ompetition in eh ountryY the iton nd uortum @PHHPA model of irdin omprtive dvntgeD nd the welitz @PHHQA model with heterogeneity in (rm produtivityF he three required mroElevel restritions reX tht trde is lnedY tht the shre of pro(ts in ountry9s totl revenues is onstntY nd tht the import demnd system is of the formX

X ij = ξ ij .N i .(w i τ ij ) . Y j i ξ i j .N i .(w i τ i j ) @IHA
where X ij is trde vlue from ountry i to jD N i is the numer of (rms operting in ountry iD ξ ij is funtion of prmeters distint from τ Y Y j is ountry j9s inome levelY nd is the trde elstiityD whih is funtion of di'erent prmeters in di'erent models 8 st is reltively strightforwrd to show tht this set of onditions leds to the following system of equtionsX Arkolakis et al. (2012) and is more restrictive than condition R3 under which their most central result on the welfare gains from trade is derived. This central result states that welfare change from a shock to trade costs, conditional on the change in import penetration, is constant across a class of models. This does not mean that these models generate the same welfare changes from a given trade policy shock, as the import penetration reaction can dier across models. Thus, in order to derive the stronger result, of interest to us, that relative price changes, for a given shock on trade costs, are invariant, condition R3' is necessary.

ŵi = l λ il ŵl Y l ( ŵi τil ) Y i r λ rl ( ŵr τrl ) @IIA nd 8 Condition 10 is called R3' in
II Pj = [ i λ ij ( ŵi τij ) ] -1/ @IPA
where ẑ denotes the rtio of (nl to initil vlue of vrile zD z /zD resulting from ritrry hnge in trde ostsY nd λ ij = X ij E j is the initil shre of imports from i in ountry j9s totl expenditureF his system de(nes the reltive hnge in wges ŵi s n impliit funtion of initil trde shres nd reltive hnges in trde ostsF yur ermington model of trde veri(es these ssumptionsX trde is lnedY pro(ts re zeroD due to the hypothesis of perfet ompetitionY nd trde )ows re given y the expression IHD with the numer of (rms nd the prmeter ξ eing uniformly oneY nd = 1 -σD with σ our gi elstiity of sustitutionF his ensures tht the reltive hnges in wges @or equivlentlyD fFoFF priesA ŵi nd in the onsumption prie index Pj re given y onditions II nd IPD in this lss of modelsD nd thus tht these hngesD onditionl on trde elstiities nd trde shresD re invrint ross these modelsF hese models inlude some of the models often used in the trde litertureF yne importnt ommon hrteristi of these models is tht they ssume gi preferenes 9 F sn prtiulrD this implies tht mrkups will e onstntX proE or ntiEompetitive e'ets of trde openness re thus not ounted forF 10 3 Impact of a PTA on prices: a simple example sn this setionD we use simple exmple with threeEountryD oneEsetor version of the ermington modelD to illustrte the impts of preferentil trde lierliztion on prodution pries nd rel inome in this modelF e onsider the following stylized model with three ountries denoted eD f nd gD produing nd trding di'erentited vrieties of the sme one goodF e ssume 9 In principle, condition 10 does not imply that preferences are CES, as this condition charac- terizes the import demand function as a result of both preferences and supply side responses. In practice, commonly used models verifying 10 all assume CES preferences.

10 See e.g. Neary and Mrazova (2013) for a discussion of the relation between demand elasticities and pro-competitive eects in a more general framework.

IP tht e is t n equl distne from f nd gD with lrger distne etween f nd gF sn prtieD we set initil trde osts sX

τ ij = 1 if i = j τ AB = τ AC = 1.5 τ BC = 2 tradecost ij = (1 + AV ij ).τ ij @IQA
where AV is the dEvlorem equivlent of trde poliy rriers pplied y j on imports from iF ht isD ilterl trde osts result from omintion of geogrphil omponent nd of poliy rriers pplied y ountriesF 11 e initilly set the size of ountries eD fD g to ID IH nd SY ountry9s size eing here equl to its lor endowmentD or equivlently to the volume of its produtionF e ssume tht ountries initilly pply wpxD nonEdisrimintory tri' to ll importsD nd set it to QH7F e onsider the se of ilterl e signed etween ountries e nd fD whih sets tri's etween these two ountries to HF e fous on the impt of the e on pries in ountry eF he questions of interest to usD here nd in the rest of the pperD re the impt of the e on the produer prie p A Y the onsumer prie index P A Y nd the ountry9s rel inome

Y A = p A .Q A P A F 12
pigure I represents the reltive hnge in prodution prie p A X we hve here two prmeters vryingD the size of the prtner ountry fD whih goes from I to PHY nd the elstiity of sustitution σD whih vries etween I nd IHF he (gure shows tht the impt of the e on prodution prie hnges sign 11 This is similar to the functional form which will be used to model trade costs in the empirical part, where the geographic component will account in particular for distance and contiguity.

12 In the case of policy barriers being in the form of taris, the real income of a country includes the share of revenues from trade barriers which is rebated:

Y A = p A .Q A +ρ. i=B,C AViX iA P A
with ρ the share of revenue rebated. We will check that modifying ρ does not modify qualitatively our results. IQ depending on these two prmetersF sn prtiulrD in the low sustitution seD the impt is positiveD while it eomes mostly negtive in the highEσ regionF his re)ets two ompeting e'etsX on one hndD the e grnts preferentil ess to ountry f9s mrketD whih llows e9s produers to rise their prodution prieD the more soD the more inelsti the demnd for their vriety isF yn the other hndD the e entils reiprol tri' redutionsD whih implies ompetition e'et on e9s domesti mrketX this tends to ring the prie of e9s vriety lowerD with this e'et eing lrger if ompeting vrieties from e nd f re more sustitutleF hese two e'ets re generlly lrger when the size of the prtner ountry inE resesF husD in lowEσ setorD one would expet produers in ountry e to prefer e with lrge prtner @ll else equlAY while in highEσ where import ompetition domintesD they would prefer e with smller prtner ountryF pigure P displys the impt of the e on ountry e9s onsumer prie index @the gi idel prie indexAF he impt is negtive s the e lowers the ggregte prie of onsumption in the ountryY it is displyed in solute vlue hereF he (gure shows tht onsumers stnd to gin from the eD the more so when σ is low nd the size of the prtner ountry inresesF snterestinglyD the grdient of the impt is not ligned with tht of the prodution prie imptX for exmpleD in the highEσ regionD the gin inreses with the prtner9s sizeD while the impt on prodution prie eomes more negtiveF his illustrtes the divergene of interests in trde poliyX in ountry trding good with high trde elstiityD poliy foused on mximizing prodution pries would prefer e with smll prtner ountryD while fvoring the gins to onsumers would led to hoose e with lrge ountryF pigure Q displys the impt of the e on ountry e9s rel inomeF st shows tht the lrger gins in rel inome re otined in the highEσD highE regionF he e lowers the onsumer prie index in ountry eD through heper imports from prtner ountry f nd through the import ompetition e'etD whih lso lowers the domesti vriety9s prieF hese e'ets re lrger in the highEσ region nd dominte the negtive impt on domesti priesD using lrger rel inome ginF his illustrtes the divergene etween the ojetives of mximizing prodution pries 

Y k i Y k W + ln E k j Y k W + (1 -σ k ).(ln τ k ij -ln(P k j .Π k i )).
@IRA e funtionl form of trde osts is needed to estimte this equtionF sn line with the ommon prtie in the litertureD we ssume the following logEliner stohsti formX

τ k ij = (1 + ri' k ij ).d ρ k ij .e α k gontig ij .e β k gomlng ij .e u k ij , @ISA
where ri' k ij is the dEvlorem equivlent of tri' rriers on i9s produts exported to j in setor kD d ij is the distne etween i nd j nd u k ij represent unoserved ilterl trde ost determinntsF e lso dd two dummy vrilesX gontig ij D whih is unity if ountriesGregions i nd j re ontiguousD nd gomlng ij D whih is unity if i nd j shre n o0il lngugeF lugging the funtionl form of trde osts into @IRA nd dding time susripts to stress the point tht some of the vriles re time vrying give usX

ln X k ijt = ln Y k it Y k W t + ln E k jt Y k W t + (1 -σ k ).(ln(1 + T arif k ijt ) -ln(P k jt ) -ln(Π k it )) + (1 -σ k ).(ρ k .d ij + αContig ij + βComlang ij ) + k ijt , @ITA
where k ijt is the stohsti error termF e estimte this eqution seprtely for eh setorF e introdue exporterEtime @λ it A nd importerEtime @λ jt A (xed e'etsD whih enles us to ontrol fully for unoserved setorElevel ountry shres of world prodution nd expenditureD s well s for ountry multilterl prie terms for eh setorF hus our spei(tion is the followingX PV fefore thisD we wish to sk whether world trde is eoming s whole more or less preferentilD iFeF whether trde etween e prtners is growing fster or 

ln X k ijt = β k ln(1+ri' k ijt )+γ k ln d ij +δ k gontig ij +η k gomlng ij +λ it +λ jt + k ijt . @
A ij = 1] = F (β 1 . p ij j + β 2 . P ij j + β 3 . (Y j /P j ) M L ) @IVA
where F is the logisti funtionY P r[P T A ij = 1] is the proility of e eing signed etween ountries i nd jY p ij j nd P ij j re the predited impts @reltive prie hngesA of e with ountry i on ountry j9s ggregte prodution prie p j nd onsumer prie index P j D respetivelyF (Y j /P j ) M L ) represents the predited impt of multilterl redution of tri' rriers for ountry i @expressed in reltive termsAF his ltter vrile is intended to test whether the options of preferentil versus multilterl trde lierliztion pper s sustitutes in trde poliyF rospetive impts p ij j D P ij j re omputed y strting from the oserved level of protetion for ll ountries in our model in PHHID nd simulting the impt of ll potentil ilterl es etween ny pir ountriesD while mintining sttus quo on ll other trde rriersF es re modeled s desried t the eginning of this setionF (Y j /P j ) M L ) is omputed s the result of multilterl opening of ountry j9s trdeD modeled s uniform ut of SH7 on ll tri's rriersF he dependent vrile is inry inditor of e eing signed etween two ountries fter PHHIF QI sn lterntive spei(tionsD we rerrnge this funtionl form sX

P r[P T A ij = 1] = F (β 1 . p ij j + β 2 . (Y j /P j ) ij + β 3 . (Y j /P j ) M L ) @IWA
whih is equivlent if one rells thtD in the modelD ntionl inome is the sum of prodution pries multiplied y (xed volumes X Y j = k p k j Q k j F his expression llows to mesure with β 2 D the impt of expeted rel inome gins on the proE ility of signingY while β 1 tests whether the impt on prodution prie hs ny explntory powerD fter ontrolling for rel inomeF esults re shown in tle SF hese results inditeD ressuringlyD tht the rel inome gins tht ountry n expet from signing ilterl e in)uene trde poliy in the right diretionD inresing the proility of signing the greementF st lso shows tht the potentil gins from opening multilterlly derese the proE ility of signing eX this indites tht ountries with higher expeted gins from multilterl opening @due to eFgF more diversi(ed trde ross prtnersD ndGor higher verge distne from trde prtnersA tend to engge less in preferentil delsF heomposing the rel inome gins from es into prodution pries on one hndD nd domesti ggregte prie index impts on the other @olumn PA revels tht these two vriles do not rry the sme weight in explining trde poliyF he reltive gins in prodution pries hve n impt on the proility of signing whih re more thn two times tht of onsumer prie ginsF his di'erene is signi(nt nd roust ross spei(tionsF golumn R further deomposes the gins from multilterl opening into their prodution prie nd onsumer prie index omponentsF he spei(tion in olF S uses ountry (xed e'etsD whih ontrol for the gins from multilterl opening @invrint ross prtner ountriesA s well s for other potentil ftors impting e hoies t the level of ountriesF hese my relte to eFgF ountries9 sizeD tehnology levelD trde sophistitionD whih my 'et the gins from es through hnnels not ounted for in our modelF yur min resultD the lrger impt of produer gins over rel inome gins is holding in these spei(tionsF le T tests the relevne of our mesures of e e'ets for explining trde QP poliyF sn seminl pperD fier nd fergstrnd @PHHRA develop model of trde whih they use to derive list of determinnts of the potentil gins from eY they then show tht this list llows to orrely predit numer of the greements whih were tully signedF heir model inludes severl dimensions of the gins from esD inluding speiliztion ginsF fy ontrstD our pproh is restrited to more spei( gins from esD nmely termsEofEtrde ginsY ut we mesure these gins struturllyF o test if our model dds some elements to ther understnding of ountries9 poliyD we run in tle T regressions inluding the two lists of vrilesF Natural is dummy for two ountries eing on the sme ontinentF st ptures the gins from singing es with soElled nturl prtners9D yielding higher gins euse of the more intense trde reltionsF Remote is proxy mesure of the distne of two prtners from the rest of the world ountriesD distne whih inreses the e gins s diversion e'ets re reduedF pinllyD drgdp is mesure of the gp in inome levels etween two ountries nd ptures the similrity etween two eonomiesF esults show tht lthough these vriles hve some power to explin esD they do not exhust the determinnts of ountries9 trde poliyY in prtiulrD our mesures of e prie impts remin signi(ntF pinllyD tle U introdues mesure of the losses fed y ountry if one of its trde prtners engges with e with third ountryF fldwin @IWWQA hs proposed tht ontgion or domino e'ets my explin the prolifertion of preferentil greementsD s trde diversion from es retes n inentive for nonEmemers to join existing greementsD or to form new onesF rere we test this hypothesis y using proxy mesure of the loss to third ountriesX for eh pir @eDfA of ountriesD we ompute the rel inome hnges for e in senrios where f signs n greement with third ountryF hese hnges re negtiveD due to diversionF e tke the mximum loss inurred y e ross ll potentil es signed y fD nd use this s proxy mesure of the diversion thretF his mesure is introdued in our spei(tion in olumn ID nd deomposed in olumn P into the prodution nd prie index omponentsF esults indite tht the mgnitude of this potentil QQ loss reltes to the proility of signing n greementD whih tends to on(rm the ontgion hypothesisF golumn Q we uild the e net impts on priesD de(ned s the impt of signing n greementD minus the loss in the se no greement is signed nd the prtner ountry engges in nother eF he lrger imp le SX heterminnts of e signing @IA @PA @QA @RA @SA P r[P T A = 1] el inome impt of ilterl e HFTQ a HFTQ a HFVI a @HFIHA @HFIHA @HFIRA e impt on prodution pries IFRP a HFUW c IFRR a IFQP b @HFRVA @HFRUA @HFRWA @HFSPA e impt on domesti prie index EHFTQ a EHFTQ a @HFIHA @HFIHA el inome impt of multilterl opening EHFPS a EHFPR a EHFPR a @HFHTA @HFHTA @HFHTA wv openingX prodF pries The American Economic Review 89@SAD IIQS!IISSF qrossmnD qF @IWWRAF 4Import 

  Validity of our results in more complex models esults for reltive prie hnges in response to trde ost hngesD otined in the ermington model presented ove n e generlized to roder lss of models of trdeF he si intuition ehind this result is tht numer of oneEsetor models of trde generte trde equtions with the sme grvity struture for the trde equtionD where the trade elasticity E the elstiity of trde with respet to trde osts nd wges E is funtion of di'erent prmeters of the modelD re)eting di'erent mrgins of djustment to trde shoksF sn turnD hnges in the fFoFF pries of vriety nd the idel prie index in eh 7 See section 4 for details on the data used.

  price index (abs. value) sigma Relative price change pigure PX e impt on ountry e9s onsumer prie index enother exmple of this divergene is given on (gure RD whih fouses on hnges in prodution pries nd in the onsumer prie indexD in the se σ = 8D s funtion of the prtner ountry9s size QF he (gure highlights the nonElinerities in prie IS pigure QX e impt on ountry e9s rel inome hnges in this model nd shows tht the mxim of the two prie funtions do not oinideF his highlights gin the divergene etween the two ojetivesX ssuming tht ountry would fe the lterntive of signing e with two ountries di'ering only y their sizeD the optiml hoie would di'er depending on whether poliymkers fvor the ojetive of mximizing prodution priesD or onsumers9 rel inome levelF he rest of the pper will ttempt to use the informtion on the es signed y world ountries s inditive of the underlying ojetive pursued y signing govE ernmentsF he sme ermington modelD ut with more ountriesD multiple setors will e usedF ritions in initil trde level nd setorl ompositionD distne to potentil e prtners nd third ountriesD will generte vritions in the potentil impt of e on signing ountries9 prodution pries nd rel inomeF yur pE proh onsists in onfronting these impts to the oserved hoie of es to infer informtion on the ojetive funtions governing trde poliy hoiesF IT PTA impact on price index, production price prod. price impact Price index impact pigure RX snidene on importer9s prie index IU 4 Estimation of sector elasticities Empirical specication he estimtion of the e'ets of es is done in two stepsF sn this setion we estimte elstiities of sustitution t setor level to prmetrize the modelF xext we estimte the e'ets of trde poliy hngesF king the log of eqution @WA yields ln X k ij = ln

  IUAIV sn this equtionD oe0ient β k gives us diretly the estimte of (1 -σ k )D while γ gives us the estimte of the produt (1 -σ k ).ρ k D of whih we n dedue ρY we n similrly otin the e'ets of ontiguity nd ommon lnguge on trde ostsF Data e estimte the setorElevel grvity eqution using nominl ilterl trde vlues from the fegs trde dtseF 13 rde dt t produt rrmonized ystem @rAET digit level re ggregted t the snterntionl tndrd sndustril glssi(E tion @ssgA revFP level @UW setorsAF e see this level of ggregtion s onsistent with the de(nition of setors in the modelF 14 ell world trde is onsideredD ggreE gting )ows into TV ountriesGregions to keep the model trtleF his estimtion strtegyD whih redues the high dimensionlity of dtD is ommon in the literture @see enderson nd vn inoopD PHHQ nd enderson nd otovD PHIHAF ht on distneD ontiguity nd lnguges re tken from the distne giss dtseF 15 ri' dt re otined from the giss wwp dtse @fouet et al.D PHHVAF his dt set ontins dt on ilterl pplied tri' protetion for the yers PHHID PHHR nd PHHUF ht on ad-valorem nd spei( tri'sD nd on tri' quotsD re onverted into ad-valorem equivlents using unit vlues dt for the yer PHHIF husD our tri' vrile is omprehensive mesure of pplied tri' protetionD whih enles us to trk hnges in tri' protetion due to preferentil greementsF 16 smportntlyD this enles us to oserve preisely the ontent of esD nd to oserve vritions ross es in setor overgeD extent of tri' redutions nd time period of implementtionF 17 xote tht running our estimtes on threeEyer intervls llows us to otin stle estimtesD while the use of yerly dt hs een shown to yield unstle grvity estimtesD due to delys in the djustment to trde shoks @ylivero nd otovD PHIPAF his lso llows to (lter out usiness yle e'etsF sn estimting eqution @IUAD we fe the prolem of endogeneity of trde poliyD here of the tri' vrileF roweverD this prolem is signi(ntly redued y the use of detiled tri' dtD insted of ggregte trde poliy inditors suh s e dummiesF sndeedD tri' dt t setor level o'er onsiderly more vritionF e exploit the ft tht trde poliy is deided t ggregte level @through multilterl nd preferentil greementsA so tht most tri' hnges t setor level n e seen s exogenous from the point of view of the industryF 18 his vrition omes from di'erenes @IA in initil preEe tri' levelY @PA in overge of es @tht implement prtil redution of tri's ross produtsAY nd @QA in implementtion of tri' redutions over timeF xote lso tht our use of detiled tri' dt llows for more diret estimtion of elstiitiesD in ontrst to studies fousing on the e'et of distne or orders on trde @see eFgF enderson nd otovD PHIID rummelsD IWWWAF rere setor elstiities re diretly otined from the oe0ients on tri' vriles @the oe0ients re 1 -σ k AD so tht the knowledge of the elstiity of trde osts to distne nd other vriles is not neededF Estimation method e use n yrdinry vest qures estimtor with gountryE er pixed i'ets @yvEgpiA to estimte the UP setorElevel elstiitiesF he ountryEyer (xed e'ets @λ it nd λ jt A ontrol fully for importer nd exporter timeE vrying vrilesX import prie indiesD exporter fFoF priesD exporter nd importer shres of prodution nd expenditure demnd in world totlY nd ny other omitted vrile suh s those relted to institutionsF Results. le @VA in ppendix e displys the estimtion resultsF he tle disE plys the vlue of the tri' oe0ient @orresponding to 1 -σ k in the modelAD the ssoited stndrd error nd the numer of oservtions used for the estimtionF gonsistently with the gi preferenes in our modelD whih imply tht σ k ≥ 1 in ll setorsD we (nd negtive oe0ients in ll setorsF he vlues we otin re in the rnge IDPHY IQFWD with men vlue t SFQUF his is onsistent with estimtes from other studiesY for instneD the peenstr @IWWRA method pplied to ST ssg setors yields estimtes rnging from QFI to PVD with men TFU @sms nd wejenD PHHWAF en dditionl hek of the onsisteny of our setorElevel estimtes onsists in ompring our results with the lssi(tion of trded goods in homogeneous versus di'erentited goodsD proposed y uh @IWWWAF sndeedD the elstiity of sustiE tution σ k is in verge QFTW higher mong homogeneous setors thn mong the di'erentited ones 19 19 Our ISIC rev.2 sectors are classied as homogeneous if they contain more SITC products classied as homogenous than dierentiated. PI 5 Price and real income impacts of PTAs, 2001-2007 ermed with our estimtes of the prmeters of the modelD we strt in this setion y estimting the imptD on prodution pries nd rel inome levelsD of the trde poliy tht ws implemented y world ountries during the PHHIEPHHU periodF sn the next setionD we will estimte the impts of lterntive trde poliiesF 5.1 Price impacts of PTAs pirstD we sk whether es ene(t t ll to ountries whih sign themF heoretil insights hve shown tht ountry my fe loss from distortions reted in import priesD so tht preferentil trde opening my in some ses e detrimentl to domesti welfreF e use our model nd dt on tri' protetion hnges for the PHHIEPHHU period to ompute the implied impts of es tive in this periodD looking t hnges in rel inome of signing ountriesF ell tht this exerise gives us lower ound estimte of the totl e'et of preferentil lierliztion on rel inomeD s these estimtes only tke into ount the hnges in tri' rriers implemented y e prtnersF woreoverD the model fouses on the e'ets of hnging termsEofEtrdeD while dditionl potentil gins through hnges in speiliztion nd produtivity improvements re not tken into ountF eondD we deompose those hnges in rel inome into two omponentsX proE dution pries nd the onsumption prie indexF 20 his deomposition ims to distinguish the two soures of ene(ts from esX on one hndD it lowers import priesD s well s domesti pries through the ompetition e'etF his ene(ts onsumers in the ountryD y rising their inome in rel termsF yn the other hndD reiprol tri' redutions in the prtner ountry inreses ess to this mrketD whih llows domesti produers to rise their mill prieF les I nd P disply the results of this exerise for the list of ll tive greeE 20 Production prices and the consumption price index are aggregated across sectors. The aggre- gate production price is the average of sector prices weighted by the sector share in total production value. The aggregate ideal price index is the Cobb-Douglas aggregate of sector-level CES price indices. PP ments during the periodF 21 hese results show lrge vrition in the rel inome impts of es nd in the distriution of these impts ross gents within prtner ountriesF gonsumer gins E in the form of redution of the domesti prie index E vry etween EHFVP nd PFP7F roduer gins E inresed mrket essD llowing rise in prodution pries E vry etween EHFIS nd IFST7F he mplitude of the prie impts of es is vrying with trde shres etween prtnersD trde ompositionD preEgreement tri' levelsD nd with the mgnitude of tri' redutionsF sn prtiulrD setion Q illustrtes how the trde elstiity nd the reltive size of trde prtners modify the prie imptsF 21 We use the data for the list of signed PTAs which is maintained by José de Sousa, http://jdesousa.

  become more or less discriminatory? he results just presented doument the impts of preferentil trde poliyF his represents only shre of overll trde poliyD s mny ountries lso implement trde rriers redutions outside of trde greementsF his n tke the form of wpx tri' redutionsD of redutions of pplied tri's elow the ound level @for y memersAD or more generlly of unilterl rrier redutions grnted on nonE preferentil importsF he theory predits di'erent impts from preferentil versus nonEpreferentil tri' redutionsX preferentil trde opening n e detrimentl to the ountry9s welfreD if trde diversion previlsF woreoverD we expet multilterl opening to e generlly more ene(il in rel inome termsD ut less positive for prodution priesD s it generlly does not entil n esier ess to prtner ountries9 mrketsF et this pointD we would like to know whether world trde tends to evolve rther preferentilly or multilterllyY nd whether we n understnd wht ftors led ountry to opt rther for the preferentilD or the multilterl optionF e strt y exmining this question t the level of ntionl trde poliiesF por eh ountry in our modelD we onsider its unilterl trde poliy E iFeFD ll hnges in its tri' struture E nd sk wht would hve een the impt all else equalF esults in tle Q show ontrsted pro(les ross ountriesF yut of the RP ounE tries we onsiderD PQ hve hd trde poliy tht fvored the preferentil mode of lierliztionD in the sense tht it mde their trde grow fster with their preferentil prtnersF he other IW ountries hve hd trde poliy tht oriented their trde reltively more towrd multilterlismF he tle lso displys the rel inome impts of eh ountry9s trde poliyF yne oservesD ressuringlyD tht most ountries hve implemented poliy tht yielded rel inome ginsF sn prtiulrD this is the se lso for ountries tht mostly led preferentil poliy still otined positive gin from itD on(rming tht detrimentl e'ets due to diversion re generlly smll ompred to the gins of preferentil openingF husD these results o'er more ontrsted piture of the evolution of trde poliyD thn sul look t the explosion of es might sugE PT gestF wost ountries implement preferentil nd multilterl trde rrier redutions onurrentlyD with the reltive importne of the two proesses vrying ross ounE triesF esults on rel inome e'ets of these poliies suggest tht these ountries re hoosing their trde poliy in their est interestX there is no signi(nt di'erE ene in the rel inome impts of trde poliies etween the preferentilist nd multilterlist ountriesF 22 he reltive ttrtiveness of opening trde multiltE erlly or preferentilly vries ross ountries with the struture of their trdeD the importne of trde diversion to e expeted from signing eD nd the levels of tri's in the ountry nd in its prtnersY this should result in di'erent trde poliy hoiesF esting the optimlity of these hoies will e the ojetive of next setionF

  slower thn tht with nonEe prtnersF o exmine this questionD we perform ounterftul estimtion of the impt of the two proesses seprtelyX in other wordsD we study two senriosD one inluding ll tri' redutions etween e prtE nersD the seond inluding ll other tri' redutionsD thus eing the omplementry of the (rstF le RX rde impts of esX tretment e'ets 7hnge in world trde es nonEes qlol xonEpreferentil trde EHFWT PFRW HFQI referentil trde PFHR EHFRI IFHT le R shows the resultsF sf only preferentil trde rrier redutions hd een implemented in PHHIEPHHUD world trde would hve inresed y PFHR7 etween eD while ontrting y lmost I perentge point mong nonEprtnersF gonverselyD llowing only nonEpreferentil tri' redutions would hve resulted in n derese in the reltive weight of preferentil trdeF ht is interesting is thtD overllD tri' hnges in tht period hve mde world trde more preferentil thn notX preferentil trde hs grown y I perentge pointD more thn three times more thn nonEpreferentil trdeF his my e surprising given the lne etween the orienttion of trde poliies ross ountriesD ut results from the ft tht higher numer of lrge ountries hve implemented prefereneEoriented trde poliies in the periodX the ountries with prefereneEoriented poliies represented TU7 of totl world trde in PHHIF PW 6 Do countries sign the most benecial PTAs? e now use our model to exmine the following questionsX mong ll possile trde greementsD how do ountries hoose the ones they signc hih of the ojetives of inresing the ountry9s rel inome levelD or the level of its prodution priesD is eing est served y these hoiesc pinllyD do they optimlly hoose etween the options of preferentil nd multilterl trde lierliztionc o nswer these questionsD we perform simultion exerise in whih we ompute the imptsD for eh ountry in our smpleD of ll possile ilterl trde greements with eh other ountryF e model these greements s followsX the two ountries gree to redue their tri's to hlf the lowest of their two tri's in eh setorF his is intended to pture the reiproity tht pplies to most greementsF yur pproh here rests on severl hypothesesF pirstD we ssume tht the ontent of e is su0iently onstrined y rulesD so tht the pro(le of tri' redutions in ny prospetive greementD onditionl on initil protetion levelsD n e predited with reltive degree of uryF he most prominent suh rule is rtile sD prgrph V of the qe @now yAD whih requires tht in e duties and other restrictive regulations of commerce (...) are eliminated on substantially all the trade between the constituent territoriesF sn prtieD this mens tht two ountries my not sign prtil greementD whih would over only numer of seleted setorsF ixeptions re D howeverD generlly dmitted to this ruleD y whih smll numer of produt lines re eing exempted from tri' dismntlement following negotitions etween prtiesF he numer of exeptions is generlly smllD oth euse of the qeGy rule nd euse of on)iting interests etween negotiting governmentsD s eh ountry ttempts to preserve protetion for its strtegi industriesD while trying to gin mrket ess for ll its exportersF eondD our simultion exerise fouses on one spei( spet of e imptsX the termsEofEtrde e'ets of preferentil lierliztionF otentil determinnts of trde poliy lso inlude eonomi ftors not ounted for in our frmeworkX in prtiulr speiliztion ginsY s well s nonEeonomi ftorsF por exmpleD es my fvorD or e filitted yD politil links nd llines etween prtnersF QH egrding eonomi determinntsD our hypothesis is tht termsEofEtrde e'ets ptured in our model onstitute the most immedite e'ets of hnging trde rriE ersY while speiliztion or produtivity gins my tke longer to mterilizeF essumE ing tht governments hve shortEterm horizonD one n thus expet termsEofEtrde e'ets to ply role in their deisionsF sn order to test tht our results re not driven y orreltion etween these two omponents of e ginsD we will perE form roustness heks where vriles pturing speiliztion gins re inluded s ontrols in our regressionsF es for politil determinntsD we do not oserve themF yur working ssumption is tht suh politil links re not systemtilly orrelted with our estimted prie imptD whih re funtions of trde osts nd initil trde nd protetion levelsF Empirical specication e model the proility of two ountries signing e with the following funtionl formX P r[P T

  These impacts are decomposed into eects on production prices, domestic CES price index and overall real income impact. Net impacts are the dierence between the impact of signing a PTA, and the impact if the partner country signs with a poliy hs een reurrent question in the litertureF sn this pper we hve proposed n originl pproh to itD sed on oserving trde poliies in the dt nd looking t the implied trde nd inome e'etsF pirstD we looked t ll tri' hnges implemented y world ountries during PHHIEPHHUD nd used generl equilirium model to ompute the implied impts on trde ptternsD nd on ountry rel qh nd welfre levelsF elthough simpleD our model essentilly ptures termsEofEtrde e'ets of preferentil nd multilterl trde lierliztionD thus llowing to quntify trde retion nd diversion e'etsF his exerise revels tht oth preferentil nd multilterl lierliztions re eing implemented onE urrently y most world ountriesY overllD out hlf the ountries in our smple hve een running trde poliy more multilterl thn preferentilD thus reduing distorsions in their tri' strutureF xextD we found tthe hoie of trde poliy to e strongly relted to oth produer nd onsumer interestsD with the former hving weight out two times lrgerF sn ontrst to previous estimtes in the litertureD this result shoows the presene of importnt distorsions in the setting of trde polE iyF st suggests tht the exessive weight put on mrket ess gins leds ountries to exhiit is in fvor of preferentil trde lierliztionD despite lrger expeted gins from multilterl openingF QU iggerD FD wF vrhD uF iF tuD nd F inkelmnn @PHIIAF he trde e'ets of endogenous preferentil trde greementsF American Economic Journal: Economic Policy 3@QAD IIQâRQF qoldergD F uF nd qF wggi @IWWWAF rotetion for sleX en empiril investigtionF
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Notes

However, contrary to those models, there is no optimal positive tari, because the gain to consumers always dominates over losses to domestic producers. This is due to the hypothesis of imperfect substitution between domestic and imported goods. Thus, issues related to negotiations over taris are not considered here.

In the empirical application, each sector corresponds to one code in revision 3 of the Interna- tional Standard Industrial Classication (ISIC), maintained by the UN.T

Note: parameters of the demand function α k and σ k are assumed to be identical across countries.

5 This modeling choice is motivated by the fact that our sectors (as dened by ISIC codes) are suciently distinct to allow little substitution. U

The BACI trade data set is built by the CEPII (see www.cepii.fr/anglaisgraph/bdd/baci. htm).

Recall that the model assumes a Cobb-Douglas structure of demand over sectors. Estimating the model at a product level (e.g. HS-6 classication) would thus implicitly impose a substitution elasticity of 1 over HS-6 products, while the ne level of detail of this classication implies that this elasticity is certainly higher.

See http://www.cepii.fr/francgraph/bdd/distances.htm.

Tari values at product level are aggregated at the level of ISIC-sectors using the `Regions of Reference' method, thus weighting tari lines by trade values for the region to which the importer belongs. This mitigates biases in simple trade-weighted aggregates. For more on this seeBouet et al. (2008).

PTAs.

Note that this is true in particular for manufacturing sectors which are considered here, given that all trade agreements considered apply a quasi-total tari dismantlement in manufacturing.