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A note on the tariff structure of Colombia

Abstract

The note presents a general outlook of the tariff policy setting in Colombia
liberalization reforms of the 1990°s. It presents a historical perspective on the
evolution over time of the tariff policies in place; as well as an analysis of the
adequacy of the tariff policy in force in Colombia, in terms of general levels,
dispersion and the real effects of tariff protection®. Lastly, it presents a series of policy
recommendations regarding the tariffs policy of Colombia. Among the principal
findings, Colombia shows higher tariff restrictions than regional peers, and recent
trend towards higher levels and dispersion. The Andean Community’s Price Band
System (SAFP) protects agricultural products from international competition and
exacerbates their protection and dispersion of tariffs. Finally, any tariff reform should
pursue a low dispersion, simplicity, and transparency, much like the original
Structural Tariff reform (REA) implemented in 2010.

Keywords: tariffs, trade policy, protection, liberalization, free trade agreement,
imports, internationalization, Andean Community, dispersion, Price Band System.
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Introduction:

During the last decades, Colombia has maintained stable macroeconomic conditions
and has sign numerous trade agreements. Colombia has 162 trade agreements in
force now, being one of the countries with more agreements in Latin America. This
network of agreements gives preferential access for Colombian products to around
65% of world’s GDP.

However, these policies have not yet materialized in Colombia's full export and
investment attraction potential and the country's level of internationalization remains
low, exposure to trade of goods and services has remained relatively low over time.
Exports represented 15,8% of GDP in 2019, slightly below the level of 50 years ago.
Imports have increased relative to GDP but remain relatively low, increasing 7
percentage points in the same period to 21,9% in 2019. This contrasts with dynamics

1 In mid-2020 the Government of Colombia launched an “Internationalization Mission” formed by top scholars
and private sector representatives, the Vice-president of the Republic and the Ministry of Trade, Industry. The
present report is one in a series of reports and policy notes covering different areas and subjects prepared for
the mission. However, the opinions contained in this document are the sole responsibility of the authors and do
not commit the Mission Commissioners nor the Department of National Planning of Colombia or its board of
directors.

2 Andean Community, Canada, Caribbean Community, Costa Rica, Cuba, European Union, Chile, European
Free Trade Association, Republic of Korea, México, Mercosur; Salvador Guatemala, Honduras; Pacific Alliance,
United States, United Kingdom and Venezuela.



seen in most advanced and emerging economies, where the role of trade has
increased significantly over the last 50 years (OECD, 2019).

Given these developments, the National Government of Colombia in mid-2020
launched the initiative of an Internationalization Mission (the Mission), formed by top
national and international scholars, the Vice-president of the Republic and the
Ministry of Trade, Industry and Tourism of Colombia. The Mission seeks to generate
new insights and provide implementable policy recommendations for an effective
integration of Colombia’s economy into the world, maximizing the economic and
social benefits of trade for the country and its population.

As part of the support for the efforts of the mission, the present report is one in a
series of reports and policy notes covering different areas and subjects prepared by
the technical secretariat, and researchers of the Steering Committee of the Mission.
The technical secretariat was delegated to the Department of National Planning; the
Ministry of Trade, Industry and Tourism of Colombia, with the support of the World
Bank, The Swiss Economic Cooperation Agency-SECO and the Inter-American
Development Bank.

The report presents a general outlook of the tariff policy setting in Colombia, and its
institutional framework. It presents a historical perspective on the evolution over time
of the tariff policies in place, including special regimes like the Andean Price Band
System, which determines variable tariffs for some agricultural products. Moreover,
the report presents an analysis of the adequacy of the tariff policy in force in
Colombia, in terms of general levels, dispersion and the real effects of tariff
protection. Finally, the report presents general conclusions and provide policy
recommendations.

Finally, the opinions contained in this document are the sole responsibility of the
authors and do not commit the Department of National Planning of Colombia or its
board of directors.

Background of the tariffs policy in Colombia.

In Colombia the National Government sets the tariffs of merchandises. The
article 189.25 of the Political Constitution of the Republic of Colombia assigned to
the Government the function of modifying tariffs and rates. Also, the Constitution
confer to the Congress the function of dictating the general rules and criteria that the
Government must follow to modify tariffs (Article 150.19.c). The Customs Framework
Law (Law 1609 of 2013) was issued by Congress establishing the general principles
that the Government must follow when setting tariffs and the Government
establishes the Most Favored Nation (MFN) tariffs or implementing trade
agreements, through a decree following these principles of the law or the laws
adopting a trade agreement by the Congress.

The Ministry of Trade, Industry and Tourism, is the leader of tariffs related
policy in the National Government, under the guidance of two advisory bodies.



The main policy council of the Government is the Superior Council of Trade, created
by the Trade Framework Law (Law 7 of 1991), as governing body for principles and
general policies for trade, foreign investment and competitiveness, chaired by
President of the Republic and is integrated by the minister cabinet, and directors of
main agencies related to trade and investment, members and some functions are
presented in the Annex 1. The main functions of the Superior Council of Trade are
taking decisions regarding international organizations, international trade matters,
international trade agreements, and safeguard measures. The Committee on
Customs, Tariffs and Trade is a technical and advisory body chaired by the Vice
Minister of Trade of the Ministry of Trade, Industry and Tourism and integrated by
vice ministers and deputy directors of the main agencies involved in the trade of
goods; tariffs, rulings and procedures (Annex 1). The main functions of this
committee are recommending adoption of tariff and customs policies, updating of
nomenclature of merchandises, and the adoption of safeguard measures. The
Ministry of Trade, Industry and Tourism applies the policies and measures defined
by the Superior Council of Trade or recommended by the Committee on Customs,
Tariffs and Trade.

Tariff policy in Colombia was for several decades determined by its
membership to the Andean Community (CAN by Spanish acronym). The CAN
was first called the "Pacto Andino” when it was established in 1969 through the
Cartagena Agreement. One objective in the Agreement was the creation of a free
trade area, simultaneously seeking for common tariffs between CAN countries,
looking for the formation of a customs union. Bolivia and Ecuador, as countries with
a lower degree of development relative to their partners, would receive preferential
treatment (Garay, 1998). Today the CAN has 4 members (Bolivia, Colombia,
Ecuador and Peru), 5 associated countries (Argentina, Brazil, Chile, Paraguay and
Uruguay) and 2 observer countries (Spain and Morocco).

The Common External Tariff (CET) was a key aspect of the establishment of
an Andean Free Trade Zone with the objective to achieve a common market.
The CET implied the establishment of the same tariff regime among members of the
Andean Community applied to imports from third countries. The CET was adopted
by the Andean Decision 370 in 1995 by Bolivia, Colombia, Ecuador, and Venezuela
and had a structure of four ad valorem tariff levels that were established according
to the degree of processing of imported products: inputs and raw materials (5%);
semi-finished products (10% and 15%); and final consumer products (20%) (Garay,
1998)

Since its beginnings, the implementation of CET was not fully complied for all
members and presented high levels of distortions. According to the Andean
Decision 370 Colombia, Ecuador and Venezuela agreed to use common tariff levels,
while Bolivia could maintain its own tariff under the supervision of the Andean
Community. Furthermore, the non-application of the CET by Peru, alongside with
the distortions created by the establishment of mechanisms to support national
industries such as the Andean Price Band System (ABPS), and tax refunds, led to



difficulties in the implementation of the Free Trade Zone (Echavarria, Gamboa, &
Guerrero, 2000).

The implementation of the CET was postponed several times, and finally was
eliminated in 2015. In 2002 the Andean Community tried to reform the CET through
the Decision 535; however, the implementation was postponed until January 31,
2006 through different CAN Decisions®. During this period, Bolivia, Colombia,
Ecuador, and Venezuela continued to apply the CET by Decision 370, while Peru
continued to use its own tariff scheme. Subsequently, Decision 669 of 2007
eliminated the obligation of members to apply the CET until 2008, a period that was
extended by different decisions*, until 2015 (Decision 805) when finally the CET was
dismissed by the CAN members (Nieto, 2015).

Colombian commitments under CET were only in force until 2007 and since
2008 the country has been exempted from the application of the CET. This
allowed Colombia to perform a much more active trade policy since the CET was a
constrain for the modification of tariffs, since Colombia complied with it and the other
members did not. According to (Nieto, 2015), an analysis of regulatory modifications
related to tariffs between 2001 and 2011 shows that from the moment in which
Colombia did not have the obligation to comply with the CET, national government
was able to carry out an active trade policy through modifications to the nominal
tariff. Furthermore, the modifications made have had an important effect on the
distribution of the Customs Tariff, making more than 50% of the tariff lines have a
level of 0% in the last three years of the period studied. In addition, the average
nominal tariff shows a decreasing trend since 2008 to an average level of 6% in
2014, a rate similar to the average of the economies of America with which Colombia
has its main commercial exchanges.

Under the Andean Community framework, Colombia implements the Andean
Price Band System (SAFP) variable tariffs setting on some agricultural
products. The SAFP, was stablished by CAN Decision 371 of 1994, and its objective
was to stabilize the import costs at the border of 13° agricultural products that are
characterized by highly unstable international prices (MinAgricultura, 2020). The
system implies a base MFN tariff that applies when international prices are “stable”,
higher MFN tariffs when prices fall below a defined level (the floor of the price band)
and reduced MFN tariffs when international prices increases over a defined level
(the ceiling of the price band). The products covered are divided into two categories:
marker products and related products. The marker products are those whose
international prices are used to calculate the price “bands”, while related products
are those related to the production chain or substitute products like the marker
product. (Comunidad Andina de Naciones, 1994).

3 Decisions 569 of 2003, 577 of 2004, 580 of 2004, 612 of 2005, 620 of 2005 and 626 of 2005.

4 Decision 679 of 2008: until July 20, 2008; Decision 688 of 2008: until September 20, 2008; Decision 693 of
2008: until October 20, 2008; Decision 695 of 2008: until October 20, 2009; Decision 717 of 2009: until December
31, 2011; Decision 771 of 2011: until December 31, 2014; and Decision 801 of 2014: until April 30, 2015.

5 Price bands apply to the following products: rice, barley, yellow corn, white corn, soybeans, wheat, crude
soybean oil, crude palm oil, white sugar, raw sugar, milk, chicken cuts and pig meat.



The SAFP bands works with a ceiling price, a floor price, and a reference price
for each of its 13 products. If the reference price of each product (the current price)
is lower than the floor price, the tariff will increase with a maximum in the bound tariff
defined by Colombia at the GATT-WTO, nominal MFN tariffs on agricultural products
average 16% but could be as high as 209% for poultry, 194% for maize and 189%
forrice. The increase in the tariff will be equal to the difference between the reference
price and the floor price multiplied by one plus the CET, or the national MFN base
tariff defined. On the other hand, if the reference price (current price) is higher than
the ceiling price, the tariff will decrease and could eventually become zero. The
decrease will be equal to the difference between the reference price and the floor
price multiplied by one plus the CET. Finally, if the reference price is between the
ceiling and floor prices of the band, the tariff will be equal to the CET. Therefore,
stabilization is achieved by applying additional duties or tariff reductions to the base
CET tariff, depending on the behavior of international prices, based on floor and
ceiling (the band) prices set annually for each agricultural product (See Annex 2 for
a complete description of the SAFP).

The application of the SAFP was justified by the Andean Community members
under 7 considerations. 1. The international prices of agricultural products tend to
be unstable and subject to distortions like subsidies. 2. This instability in prices is
reflected in a greater reliance on some agriculture products. 3. The processes of
direct restrictions on imports have been replaced by tariff mechanisms among CAN
members. 4. The price band promote the inclusion of local farmers in international
markets. 5. With the price band system, the amounts of tariffs can be harmonized in
a way that reduce the distortions generated in the markets of the CAN members
(Comunidad Andina de Naciones, 1994).

Compliance with the SAFP is not mandatory for CAN member countries. CAN
decision 669 of 2007 ruled that member countries were not required to comply with
the implementation of the SAFP, until January 31, 2008. Subsequently, trough
decisions 679, 695 and 801, the terms were consecutively extended until 2015.
Finally, the decision 805 of 2015 resolved the non-mandatory nature of the
application of the SAFP for member countries, without setting a deadline. Thus,
since 2008, due to a succession of decisions by the Andean Community, the
application of the SAFP is not imperative for the countries participating in the
agreement, however Colombia have applied the system on a general basis, although
there are some restrictions and suspension for specific products.

The SAFP has been questioned since in practice few tariff items are affected.
(Ocampo, 2018) highlighted that of the 13 price bands that exist, only 7 are
operational. Furthermore, of these 7 bands, only 5 agricultural products are actually
stabilized by the action of the SAFP (2 from the vegetable oil band, 2 from the sugar
band, 1 from the soybean band, 1 from the yellow corn band and 1 from the chicken
cuts). This is due to the tax reduction schedules from trade agreements, as well as
the elimination of price bands for imports from the US. Moreover, these tax relief
schedules will continue to reduce the stabilizing capacity of the SAFP as commercial
agreements are fulfilled. This argument is also supported by Fedesarrollo, showing



that even though the SAFP currently operates for 13 marker products and around
160 related products, some products have permanent restrictions or suspensions
(Fedesarrollo, 2018). This is the case of the SAFP suspension for wheat, or the
setting of a fixed tariff of 98% on milk, 94% on whey, 80% on rice.

The SAFP could turn into a protectionist policy on agro-industrial products.
Fedesarrollo (2018) found that the SAFP not only works as a price stabilization
mechanism, but also could reinforces protectionist policies in some products of the
agro-industrial sector. This is because when comparing the nominal tariff, with the
tariff from the SAFP, a significant difference was found in the sectors of conservation,
transformation, and production of meat and fish. The most prominent example of this
is found in the chicken cuts, where the tariff has frequently been higher than 20%
and has even reached a level higher than 200%. The same happens in pig meats,
beef and animal derivatives and dairy products, where the tariff resulting from the
SAFP is usually much higher than the nominal tariff.

There have been proposals for the SAFP changes or elimination from some
products. Leibovich & Garcia (2014) in an analysis of the SAFP for raw sugar and
white sugar, propose a set of modifications or eliminating the instrument. The main
argument stems from the fact that, the Producer Support Estimate for the sugar
producers was around 99% compared to 12% for the OECD average in the period
2000-2004, but also the periods and parameters used in the calculations of the price
bands that do not reflect the cycles of prices. The excessive protection reduced the
competitiveness of higher value-added industries demanding sugar intensively. In
addition, they argue there are market instruments such as futures and options that
agents can use to stabilize the price of imports instead of using tariffs. On the other
hand, they claim that distorting support policies for agriculture (one of the
justifications for developing the SAFP) has been decreased on the international
markets. Reina & Zuluaga (2011) illustrate the negative effects of the SAFP on
market distortions, company competitiveness and labor productivity, decreasing the
level of internationalization of some productive sectors, especially those that use
basic goods as inputs like the food and beverage industry

Historical perspective of tariffs since the trade liberalization
reforms of the 1990°s.

Between 1989 and 1990 the foundations of the commercial opening were built.
In 1989, the government began to work on a proposal that would favor the
replacement of para-tariff restrictions on trade with tariffs. Moving towards this
objective, in the first months of 1990, 861 tariff positions were transferred to the free
import regime. This decision changed the proportion of the pre-license list from 60%
to 46% of the tariff universe. 55.4% of the position that makes up the tariff universe
remained in the free import regime. On the other hand, for 1989, the tariff structure
including the surcharge was distributed as follows: consumer goods registered an
average tariff of 43.5%, intermediate goods 23%, and capital goods 22% (Garay,
1998).



Trade liberalization occurred in an accelerated manner between 1990 and
1994. In 1990, the tariff regime was subject to three reforms. In the first, the following
were carried out the reduction from 23 to 13 tariff levels, the definition of an equal
tariff for similar goods, and the correction of negative protections. With this, the
average tariff rate went from 26.6% to 23.5%. In the second reform, the level of tariffs
charged on imports of capital goods and inputs not produced domestically and used
by the industry was reduced. Similarly, the tariff rates applied to pharmaceutical
industry substances and those charged to finished goods in the sector were reduced.
With these modifications, the average tariff rate fell from 23.5% to 22.1%. Finally,
with the third reform, the tax relief planned for 1992 was brought forward in June and
the one planned for 1994 in August. This measure was intended to eliminate
uncertainty and avoid the postponement of investment decisions by economic
agents. With the new modifications, the average nominal protection was 11.7%, the
effective protection for domestic production stood at 26.2% (Garay, 1998).

The textile and metalworking sectors benefited from tariff reductions in the
period from 1994 to 1997. Since 1994, sectoral competitiveness agreements were
promoted as part of the export strategy through which they sought to counteract the
fall in exports. Said trade agreement advanced tariff reductions for raw materials and
capital goods for the metalworking and textile sectors. In this period, the sectors that
maintained higher average nominal protection levels with respect to the industrial
total were: clothing (19.8%), footwear (19.1%), wooden furniture (18.8%), plastics
(18.1% ), beverages (18.1%) and manufacturing of food products (18.0%) (Garay,
1998).

The Common External Tariff decreed in the CAN dictated the main tariff
changes in the period between 2002 and 2007. In 1996, with the Cartagena
Agreement, the Andean community of nations (CAN) began. The CAN gave way to
the Free Trade Zone (ZLC). The central aspect of the ZLC was the definition of a
Common External Tariff (CET), which implied establishing the same tariff regime for
imports from other countries. Between the years 2002 to 2007, the average tariff had
constant behavior. To explain this, it is important to note that, during these years,
due to the CET, the Colombian government could not make discretionary use of the
nominal tariff as an instrument of trade policy. During this period, most of the tariff
subheadings had a 5% tariff) (Nieto, 2015).

Compliance with the CET was no longer mandatory since 2008, which allowed
Colombia greater flexibility in terms of trade policy for the period 2008 to 2014.
As mentioned since 2008, a succession of CAN decisions allowed the freedom to
adopt or not the CET to CAN members. From the moment in which Colombia did not
have the obligation to comply with the CET, the national government was able to
carry out a more active commercial policy through modifications to the nominal tariff.
When comparing the tariffs of 2011 with those of 2006, it is observed that all the
sections had a reduction of the nominal tariff. On average, tariffs were reduced by
3.6 percentage points and the five sections that had the greatest reductions were:
Textile materials and their manufactures (-7.9 percentage points), Manufactures of
stone, cement, ceramic products; glass and glass manufactures (-6.3 percentage



points), Plastic and its manufactures; rubber and its manufactures (-6.1 percentage
points) (Nieto, 2015).

In 2010 the Government implemented a Structural Tariff Reform (REA, for its
Spanish acronym). With this reform, the general tariff of 3,981 lines was reduced,
mainly on raw materials and capital goods and the tariff was maintained of final
consumer goods in levels comparatively higher to favor the cost structure of the
national producer, and was issued through Decrees 4114 and 4115 of 2010.
Subsequently, adjustments were made on 536 additional tariff lines through Decrees
492 and 511 of 2011. Such adjustments were able to reduce the average nominal
tariff from 12.23% to 8.30% (DNP, 2011).

REA’s design and implementation had the following guidelines®:

a) It was transversal to the entire productive apparatus of the country.

b) Goods were classified according to their use or economic destination according
to the CEPALs classification (CUODE, for its Spanish acronym) and tariff levels
of 15% were defined for consumer goods; 10% for raw materials and capital
goods in the agricultural sector (according to the World Trade Organization —
WTO- classification); and 5% for raw materials and capital goods from the
industrial field.

15%
consumer goods
10%
raw materials and
5% capital goods
raw materials and (agricultural sector)

capital goods
(industrial sector)

c) No product had tariffs increased and, either no product would have a reduction
of more than 10 percentage points.

e Agricultural exceptions:

Sensitive agricultural products were excepted from the general criteria: these
are those that belong to the SAFP, except for raw and white sugar bands,
wheat and barley flours whose tariffs were equalized in 15%. Additionally, the
products that belong to the SAFP whose band is suspended, these are: rice,
milk and white corn. Likewise, beef, meat offal, beans, cocoa and frozen
potatoes were not part of the REA either. These last three goods are peasant
economy.

¢ Industrial exceptions: Products that belong to the Andean Automotive
Agreement were excluded from the general criteria, which by the time was

6 Taken from Technical Secretariat’s report of the Committee on Customs, Tariffs and Foreign Trade (“Triple A”
Committee) in January 2012.



being negotiated with Ecuador. However, for the rest of the goods of Chapter
87 (vehicles and some auto parts) of the National Customs Tariff, with tariffs
higher than 5%, the tariff was reduced by 5 percentage points.

e Adjustments: In August 2011, because requests from the private sector
regarding production not included in the national production register, it was
agreed to raise the tariffs by 5 percentage points of semi and manufactured
raw materials (last digit of CUODE’ 2 and 3) and capital goods produced in
the country from the industrial scope, which with the REA had a reduction of
10 percentage points and that do not belong to the scope of Large-Scale
Mining - MGE (for these tariffs lines it increased from 5% to 10%).

e Temporary adjustments: The permanent adjustments to the REA were
accompanied by temporary adjustments by August 2011, because the
economy was going through a period of strong appreciation of the peso that
reduced the competitiveness of domestic production. To mitigate this adverse
effect, tariffs were lowered to zero for some raw materials and capital goods
not produced in the country. With these movements, an estimated saving of
around US $390 million per year for local producers. The average tariff fell to
6.36% from 8.3% and dispersion increased to 9.02% from 7,7%.

e Temporary adjustments became permanent: Tariff zero for raw materials
and capital goods not produced in the country, was included as a part of plans
for economy’s reactivation: “Plan de Impulso a la Productividad y el Empleo”
(PIPE by Spanish acronym) in 2013, PIPE 2.0 in 2015, and “Colombia
Repunta” in 2017, this measure was made permanent on 2018 (Decree 272
of 2018).

Despite the liberalization process, the maximum applied rate rose from 80 per
cent in 2006 to 98 per cent in August 2011. Although only a few tariff lines have
applied rates of over 20 per cent, their proportion has increased since 2006.
Nonetheless, there has also been a significant increase in the percentage of
duty-free tariff lines, from 3 per cent of the total in 2006 to 47.3 per cent in August
2011. This mainly reflects the temporary reduction in tariffs implemented in August
2011, which included a zero rate of duty on raw materials and capital goods not
produced in Colombia, which in normal circumstances pay a tariff of 5 per cent
(WTO, 2012).

7 End-Use classification of products created by the UN-Economic Commission for Latin America and the
Caribbean.



Graph 1. Frequency distribution of most favored nation (MFN) tariff rates 2006, 2010, 2011,
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Note Figures indicate the percentage of the number of tariff lines

Source: WTO Secretariat calculations, based on data provided by the Colombian authorities. Taken
from (WTO, 2012) and (WTO, 2018).

Agricultural products continued to enjoy greater protection than
non-agricultural goods, and the disparity has widened as a result of the
temporary tariff reductions, which mainly affected the industrial sector. The
average tariff for agricultural products (WTO definition), which in 2010 was 18.3 per
cent, dropped to 14.5 per cent in August 2011, while the average tariff on
nonagricultural products fell sharply from 11.3 per cent to 4.9 per cent. Also, in
August 2011, the highest average tariff per WTO category was applied to agricultural
products, specifically animals and products of animal origin, and dairy products, with
tariffs of 25.2 per cent and 55.5 per cent, respectively, compared to 32.4 per cent
and 58.9 per cent in 2010. This represents a substantial increase on the tariffs
applied in 2006, which were 23.6 per cent and 21.2 per cent, respectively. The
highest tariff in 2010 was 119.1 per cent, applied to seven lines of HS heading 02.07
“‘meat and edible offal, of poultry”, whereas the maximum tariff in 2011 was 98 per
cent (both in the first seven months of the year and after August), applied to 14 lines
of the HS heading 04.02 “concentrated milk and cream”, (See Annex 3 for more
details based on tariff profiles from the WTO).

According to Fedesarrollo for the year 2000, Colombia partially complied with
the basic conditions of a sound tariff structure. These conditions were first
framed by little dispersion in the levels of effective protection so that there are not
excessively protected or damaged sectors; second simplicity; and third
transparency, so that there is no room for pressure or special treatments. By 2000,
despite the fact that the precept of simplicity of rates was met, since there were only
four types of rates (5%, 10%, 15% and 20%), there were many exceptions to these
that ended in considerable distortions to trade of these assets and contributed to a
high dispersion in effective protection (Echavarria, Gamboa, & Guerrero, 2000).



The REA allowed a significant reduction in the dispersion of the Effective
Protection Rate (EPR). According to (Torres & Romero, 2013), over-protection with
the REA was reduced in the average range from 17-30 pp. to 14-25 pp, and also
reducing the number of sectors in the economy with effective protection levels higher
than 100%. Similarly, the number of sectors that have negative protections dropped
considerably. The result was a decrease of 3.87 pp. in the EPR, from 12.29% before
the REA, to 8.42% after REA. Torres & Romero (2013) found that although the
nominal tariffs for agricultural sector, are higher than 15%, the EPR level (based on
applied tariffs) does not reach 10%. This gap occurs because imports of some
agricultural goods are subject to price stabilization mechanisms, special tariff
regimes or trade agreements signed by Colombia, which significantly reduces the
applied tariff and, in general, the effective protection of this sector.

Regional Trade Agreements.

During the last decades, Colombia has maintained stable macroeconomic
conditions and has signed numerous trade agreements. Colombia has 168 trade
agreements in force, being one of the countries with the most agreements in Latin
America. Concerning regional trade agreements, it is important to highlight that
Colombia is a member of the Latin American Integration Association (LAIA), a
founding member of the Andean Community of Nations (CAN) and of the Pacific
Alliance and participates in several bilateral and plurilateral trade agreements Chart
1. Furthermore, Colombia has signed preferential trade agreements with Panama in
2013 and with the United Kingdom in 2019, and in early 2018 was engaged in
negotiations with Japan and Turkey. In the framework of the Pacific Alliance,
negotiations began in 2017 on a free trade agreement with Australia, Canada, New
Zealand, and Singapore, which are candidates for associate membership of the
Pacific Alliance.

8 Andean Community, Canada, Caribbean Community, Costa Rica, Cuba, European Union, Chile, European
Free Trade Association, Republic of Korea, México, Mercosur; Salvador Guatemala, Honduras; Pacific Alliance,
United States, Venezuela, Israel.



Chart 1. Regional trade agreements in force in Colombia (2020)
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(WTO, 2018)

Colombia implemented preferential tariff eliminations based on the entry into
force of regional trade agreements. As reported in the country Trade Policy
Review of 2018 (WTO, 2018) Colombia began implementing new tariff elimination
programs based on the entry into force of regional trade agreements with the Pacific
Alliance, Costa Rica, the Republic of Korea, the United States, and the European
Union (EU). These agreements also include non-tariff measures to facilitate trade
and other measures to encourage investment flows. Free trade agreements (FTA),
such as the one that entered into force in May 2012 with the United States, has
sought to progressively reduce the tariff of some 'sensitive' agricultural products over
a period of 19 years, starting in 2012. In the same way, a tariff quota mechanism
came into operation, through which a certain amount of product free of duty can be
imported per year.



Table 1. Features of the new regional trade agreements implemented by Colombia since
2012

Date of entry into force 2016 2016 2016 2012 2013
Coversge Gcods and Goods_ and Goodg and ‘ Gcods and ‘ Gcods and
senvices services services senvices senvices
Foreign trade in 2016 (% of total)
Colombian exports (f.o.b.) 8.5 0.7 1.3 31.9 15.8
Colombian imports (c.i.f.) 11.0 0.2 1.9 ‘ 26.4 ‘ 14.1
Tariff elimination programme
End of the tariff elimination period 2030 2030 | 2034 | 2030 | 2028
(% of total tariff lines)
Duty-free lines 99.6 94.6 993 | 1000 | e6a
Immediate access 95.6 68.9 59.6 75.5 61.1
Less than ten years 2.7 15.6 28.3 ‘ 8.5 ‘ 25.7
Ten years 0.3 9.8 8.8 15.2 9.1
More than ten years 0.8 0.2 2.7 ‘ 0.8 ‘ 0.2
Lines still subject to tariffs 0.4 5.4 0.7 | 0.0 | 3.9

Source: Taken from Colombia’s “Trade Policy Review — Report by the Secretariat”. (WTO, 2018)
Analysis of the actual tariff structure in Colombia.

The actual tariff structure reflects a historical trend to protect raw materials
vis a vis intermediate and capital goods. Although there has been a consistent
reduction of tariffs since the 90°’s, MFN average tariffs were reduced from 12.4% in
2000 to 6.2% in 2019. Nevertheless, Colombia holds the fourth highest average tariff
in Latin America, after Venezuela, Argentina, and Brazil and average tariffs are five
times higher than in Chile. The highest tariffs are in manufacturing and agricultural
products for consumption (Ramirez & Gémez Gaviria, 2013). Even using applied
tariffs from UNCTAD-TRAINS, the greatest differences in tariff levels compared to
Pacific Alliance (P.A.) countries are in raw materials where the average for P.A.
countries was 1,3% in 2019, less than half the tariff applied by Colombia. Regarding
consumer goods, P.A. countries applied 2,74% in 2019, meanwhile 2,5 percentage
points lower than Colombia; in a similar way when compared to OECD averages.
According to the OECD (2019), despite recent progress in reduce the cost of capital
goods, there is still room to promote greater competition in the sectors producing
these goods, which could improve the competitiveness of Colombian producers.



Graph 5. Applied tariffs by main products
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Colombia presents levels of tariff protection twice as high than regional peers,
and the surge since 2015 is explained entirely by the increased dispersion of
tariffs. As explained in Annex 4, simple or weighted averages of tariffs could be
misleading measures of the level of restrictiveness of trade policy, because they are
biased, and has no social welfare relation, when different tariff levels are imposed
on each product. Anderson & Neary (1996) propose the use of Trade Restrictiveness
Indexes -TRIs-, which measure “the uniform tariff which is equivalent (in welfare
sense) to a given protective structure”, as a better way to average tariffs. Using TRls,
we estimate that Colombia shows a MFN tariff protection level similar to Brazil® of
13,3%, increasing form 2015 and more than twice the level of Chile (5,5%) and
Mexico (5,3% for 2018). During the period 2010-2019 Chile and Peru presented low
levels of protection, Mexico had similar levels to the ones of Brazil for 2010 but with
a downward trend towards levels similar to Chile. As exposed by Kee, Nicita, &
Olarreaga (2008), TRIs can be decomposed in three main components: 1) the
squared of the import weighted average tariffs, 2) the tariff variance and 3) the
covariance between the tariff squared and import demand elasticities; the recent
increase in TRI for Colombia between 2015 and 2019, is mainly explained by the
covariance between the tariffs squared and import demand elasticities (97,6% of the
increase) and the variance of tariffs (2,8%), meanwhile the import weighted average
tariffs fell, explaining a reduction of -0,44% of the total TRI increase in the period.

9 TRIs calculated using MFN tariffs at 6 digits of the HS 1988-92 nomenclature, using simple averages from
national tariff lines using UNCTAD-TRAINS data. See Kee, Nicita, & Olarreaga (2008) equations 28 to 33 on
how to calculate TRIs.



Graph 2. Trade Restrictiveness Indexes for selected Latin-American countries - MFN tariffs
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Source: Author’s elaboration based on TRAINS, COMTRADE, using the elasticities and methodology
by (Kee, Nicita, & Olarreaga, 2008). Note: The TRI represents the uniform tariff that would maintain
welfare at its current level given the existing tariff structure (Anderson & Neary, 1996), using the
methodology proposed by (Feenstra, 1995) and elasticities estimated by Kee, Nicita, & Olarreaga
(2008).

The TRIs calculated at the sectoral level shows that primary sectors like food and
live animals, beverages, natural oils and the automotive sector are more protected
than the average, meanwhile; fuel, manufacturing, and chemical products are less
protected. As mentioned earlier, the automotive sector was one of the exclusions
form the REA tariff reform and therefore maintained tariffs up to 35% for final goods,
as well as the “sensitive” agricultural products. Moreover, some of the modifications
introduced to the REA in the second half of 2011 implied increases in tariffs for semi-
elaborated inputs and capital goods produced in the country from 5% to 10%. Finally,
the posterior reforms applied since august 2013, in which the tariffs for raw materials
and semi-elaborated inputs were reduced to zero for non-produced goods, which
increased the tariffs deviation considerably. In manufacturing textile and apparel,
footwear and the automotive sectors have the highest tariffs (35%-40%), as they are
frequently excluded from reforms looking for lower tariffs (Echavarria S., Giraldo S.,
& Jaramillo M., 2019; OECD, 2019).



Graph 3. Colombia sector Trade Restrictiveness Indexes - MFN tariffs by SITC 4 main
categories
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There is a high level and dispersion of tariffs for most protected sectors, which
are exacerbated by the SAFP variable tariffs. The sectors previously identified as
the ones more protected on average, are the ones that present the higher mean level
of tariffs as well as the ones with higher ranges of tariffs and standard deviations,
this is evident in agricultural products with maximum tariffs close to 100%. The
effects of the variable tariffs induced by the SAFP, implies higher levels of protection
and greater volatility of tariffs, an important effect on sectors like natural oils and
food. The average tariffs of natural oils increased 11 percentage points in 2019 with
respect to only base tariffs, and its tariffs standard deviation was 2,7 times higher.
For food and live animals, the average tariffs increased 3 percentage points with
respect to base tariffs, and the standard deviation was 1,7 times higher, and with a
maximum tariff of 193.9%.



Graph 4: Nominal tariffs by sections - Standard international trade classification 4 (2019)
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Source: Author’s elaboration based on tariff definition decrees and tariff and customs
administration DIAN for the MFN tariff defined by the Andean Price Band System -
SAFP.

Some policy instruments heavily protect agricultural products from
international competition. The study of Reina & Zuluaga (2011) illustrate the
negative effects of the SAFP on market distortions, company competitiveness and
labor productivity, decreasing the level of internationalization of some productive
sectors, especially those that use basic goods as inputs like the food and beverage
industry. For instance, (Leibovich & Garcia (2014) find the Producer Support
Estimate' for the sugar producers was 8 times larger than the OECD average for
2000-2004 in relative terms. They argue there are market instruments such as
futures and options that agents can use to stabilize the price of imports or the income
of producers instead of using tariffs.

High MFN tariff dispersion has been increasing over the last two decades.
Colombia and Mexico present the highest tariff dispersion among Pacific Alliance
countries; however, Mexico has downward trend compared to an increasing
dispersion in Colombia, resulting in uncertainty in the importing sectors that often
purchase inputs in international markets for domestic and export production.
Meanwhile Chile and Peru have managed to maintain their tariff policy stable. The
highest tariff dispersion in Colombia, compared to regional peers are in raw materials
and intermediate goods (see Annex 5 for a regional comparison by processing stage
of goods) ), which as mentioned earlier reflects the decision implemented since
2013, to reduce the tariffs for raw materials and semi-elaborated to zero for non-
produced goods. However, during the period some important agreements have
entered in force, like the FTA with the US, this generated that the applied tariffs
volatility was reduced over time but this reflects the deviation of trade effect of the
agreements, even more evident on more protected sectors, the average dispersion




for MFN tariffs in Colombia is calculated in 8,2 percentage points in 2019, while using
applied tariffs the calculated standard deviation was 5,2 percentage points with a
downward trend since 2016.

Graph 6. Tariff dispersion: evolution over time
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Textile, apparel, cars, and agriculture products are the most effectively
protected sectors. Regarding the analysis of Effective protection rates (EPR), the
most protected sectors (ERP greater than the effective applied tariff rates’) reflects,
on one hand, the results of the main features of the REA where some agricultural
products and the vehicle production where excluded from the general reform.
Moreover, the textile and apparel sectors present relatively high EPRs, given the
measures taken to protect these sectors from external competition and other
practices, like underbilling from importers into the country, since 2013. Initially, the
measures where a mixed tariff scheme which in some cases implied prohibitive
tariffs larger than the WTO-bound, and now through the application of the WTO-
bound tariffs for products imported with prices lower than some defined levels of
prices'?. Nieto, Betancur, & Calderon (2016) found that between 2002-2014 the ERP
was decreasing for the industrial sector as of 2009, year from which Colombia no
longer had the obligation to comply with the Common External Tariff (CET) of the
Andean Community and the tariff reforms carried on. Meanwhile, for the agricultural
and livestock sectors the trend was increasing; the EPR of agricultural the sector
averaged 17,2% in the analyzed period, 34,7%. for livestock; 12,6% for the industrial
sector with a range between 9,1% and 14,9%.

1 Results are similar using the MFN rates, see Annex 6.
12 Measures in force until 2019 (Decrees 1786 of 2017, 1419 of 2019 and 2279 of 2019 for footwear) and in
revision during 2020.



Graph 7. Effective Protection Rates 2019 (Applied tariffs based)
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Conclusions and policy recommendations.

In Colombia the National Government is delegated by law to set the tariffs of
imported goods. The Ministry of Trade, Industry and Tourism, is the leader of trade
policy, under the guidance of two advisory bodies: The Superior Council of Trade
and a technical Committee on Customs, Tariffs and Trade. This institutional
arrangement implies unilateral maneuver to implement reforms, as was the
Structural Tariff Reform (REA) of 2010, however also implies that the political
economy of any tariff reforms hinges heavily on the executive will to pursue it.

MFN tariff structure shows higher restrictions than regional peers and recent
trend towards higher levels and dispersion. Colombia presents tariff levels of
protection twice as high than regional peers, and the surge since 2015 that was
explained entirely by the increased dispersion of MFN tariffs. Using Trade
Restrictiveness Indexes calculations Colombia shows a protection level similar to
Brazil, and with en increase in dispersion in recent years, even when tariffs levels
were reduced. As shown by Kee, Nicita, & Olarreaga (2008), the approximated
deadweight loss of welfare for the economy could be explained by the import
weighted average tariffs, the tariff variance and the covariance between the tariff
squared and import demand elasticities, the two later components have increased
since 2015 and explained the increase in the TRI, and therefore the economic costs
of the induced distortions for the economy as a whole.



The process of economic liberalization increased the relative protection of
specific sectors in agriculture and industry, like automotive, footwear, textiles
and apparel. Trade policy instruments, during the trade liberalization stage, were
aimed at guaranteeing a minimum and stable income to agricultural producers like
the SAFP. Tariffs on agricultural goods could be as high as 209% for poultry, 194%
for maize and 189% for rice, due to the variable tariff rates of the SAFP which are
only bounded by WTO As a result, the agricultural policy contributes to benefit
certain groups of producers, mainly those of importable goods, at the expense of the
welfare of consumers and the development of agricultural and agro-industrial
activities with export potential (Fedesarrollo-EAFIT, 2017). In manufacturing textile
and apparel, footwear and the automotive sectors have the highest tariffs (35%-
40%), as they are frequently excluded from reforms looking for lower tariffs (OECD,
2019; Echavarria S., Giraldo S., & Jaramillo M., 2019).

The Andean Community’s Price Band System (SAFP) protect agricultural
products from international competition and exacerbates their protection and
dispersion of tariffs. Colombia introduced the SAFP in 1995, with the objective of
reducing domestic price instability by buffering fluctuations in international prices for
agricultural goods. Reina & Zuluaga (2011) illustrate the negative effects of the
SAFP on market distortions, company competitiveness and labor productivity,
decreasing the level of internationalization of some productive sectors, especially
those that use basic goods as inputs like the food and beverage industry. Leibovich
& Garcia (2014) propose the use market instruments such as futures and options to
stabilize the income of producers instead of using tariffs for this purpose.

Any tariff reform should pursue a low dispersion, simplicity and transparency,
much like the original REA of 2010. The Private Council for Competitiveness
(CPC, for its Spanish acronym) recommends carry out a reform to the tariff structure
that reduce dispersion, technical smuggling, eliminate distortions, make processes
more efficient at customs and correct negative effective protections (CPC, 2019).
Echavarria, Giraldo, & Jaramillo (2019) propose a relatively low and homogeneous
tariff, like the one currently maintained by Chile and Peru, propose a similar reform.
The authors argue that this policy would eliminate incentives for technical smuggling,
reduces the lobbying ability of economic groups seeking protection; the mark-ups of
oligopolistic sectors and promotes technical change. Reina (2010) highlights that
such reform would entail political economy difficulties that could derail the initiative,
and propose three basic levels of tariffs 2% for capital goods, 5% for raw materials
and 10% for consumer goods. Torres & Romero (2013) propose the design of a third
stage of the REA aimed at the adoption of a structure with fewer negative distortions,
where the inputs and final goods in each chain have a similar tariff treatment.

According to (OECD, 2019) it is necessary to continue reducing tariffs,
especially those on capital goods and raw materials, it would help to increase
the productivity and competitiveness of companies. Companies would have
greater access to intermediate and capital inputs, not only through inputs but also
thanks to the reaction of domestic producers that would increase competition. This
would provide support for the more capital-intensive sectors, but would also help to
help traditional sectors, which would have access to better inputs at lower prices.



The political economy behind protectionist instruments should be evaluated
in line with its efficiency to promote productive development, transformation,
and economic growth. According to (OECD, 2020), public policy instruments
should be better targeted at public services that benefit producers, consumers, and
society overall and allow producers to compete with other countries. Government
intervention could also be vertical to support some important sectors in the presence
of market failures (Meléndez, 2014). In Colombia, protectionist bias has persisted
because of complex political interactions among diverse interest groups but also due
to highly politicized agricultural institutions which for the most part lack technical
capacity. Hence, to change this dynamic, interventions in agriculture must be
focused on delivering public goods rather than in direct support of producer’s
capacity (Arbelaez, Higuera, Steiner, & Zuluaga, 2019).

The effect of the change in a liberalization of trade policy will have different
effects depending on the region and the producer’s competitiveness.
Producers with high and inflexible costs will have a more difficult time adapting to
the new competitive environment than those with lower costs and a higher proportion
of variable costs. Therefore, it is important to have commitments that avoid the
imposition of unjustified non-tariff barriers, and a public policy of productive
transformation and structural transformation of the sector. Some producers will be
able to reconvert their activity, while others will have to change sectors. A
combination of land policies and public goods complementary to these efforts would
redound in benefits for producers and consumers (Ramirez & Gémez Gaviria, 2013).

Addressing non-tariff barriers should be a concern as well. Although the focus
of the document was centered on the tariff structure of the country, non-tariff barriers
have increased, restraining productive reallocation and reducing social welfare
(Garcia J. , 2014; Botero, Garcia, & Correa, 2018). In Colombia, the number of
products affected by these measures is relatively high, and larger than in other
countries in the region. In 2013 these measures covered 78% of the total tariff lines,
becoming the most used instrument to protect local production from international
competition (Echavarria S., Giraldo S., & Jaramillo M., 2019). The Ad-valorem
equivalent tariff of non-tariff barriers (AVE) increased rapidly until the year 2000,
reaching an average level of 123% and has remained close to that level since
(Garcia Lépez, Montes & Esguerra (2014). These authors also estimated that non-
tariff barriers by type of good were concentrated in intermediate goods (81%),
consumer goods (82%) and capital goods (57%). Recent estimates for Colombia
find that these measures imply significant increases in trade costs both in agriculture
and in manufacturing sectors, reaching 40% in footwear or 20% for vehicles (Cadot,
Gourdon, & van Tongeren, 2018; OECD, 2019).

Finally, policy interventions on sensitive sectors, should be done through the
provision of public goods or specific interventions with a lower distortive
effect. While it could be understood that some sensitive sectors of the economy
should be intervened, tariffs are not necessarily second-best policies to solve the
distortions on this sectors, because they affect final prices and do not face the



problem at hand directly (Bhagwati, 1971). Therefore, the distortions induced by
tariffs will be, in general for a small country, deadweight efficiency losses for the
economy (Harberger, 1954), one of the most important theoretical results in
international trade theory. The Productive Development Policy of Colombia -
CONPES 3866- (Departamento Nacional de Planeacién, 2016), established the
main principles when the government wants to intervene in an specific sector of the
economy. It proposes that policy instruments aiming to generate productive
development of a sector should be designed to solve market, coordination, or even
government failures and should be focused on horizontal market interventions (e.g.
technology extension programs, subsidies for investment on R&D and technological
equipment, etc.) and sector specific public goods (e.g. laboratories to evaluate
compliance with sanitary and phytosanitary measures, research centers, etc.).
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Annexes

Annex 1. Institutions for setting trade and tariffs policies

Superior Council for Trade

Republic President.
*  Minister of Trade, Industry and Tourism.

Recommend and advise the naticnal government on:
= (General and sectoral policy for foreign trade in

*  Minister of Foreign Affairs. goods, technology and services, foreign investment
»  Minister of Finance and Public Credit. and compefitiveness.
»  Director of National Planning Departmant. = Taniff, customs, valuation, customs regimes and

- Manager of Bank of the Republic (Central Bank) mport and export procedures guidelines.

*  Minister of Agriculture and Rural Development = Decisions regarding International organizations in

charge of international trade matters.

N *  Celebration of international frade treaties or
*  Minister of Transport agreements, bilateral or muliilateral.

Technical Secretary +  Safeguard measures.

+  Ministry of Trade, Industry and Tourism
Source: Own elaboration based on Decree 2553 of 1999.

*  Minister of Mines and Energy.

Committee on Customs, Tariffs and Trade

Vice Minister of Foreign Trade (chair). Recommend and advise the national government on:
= Technical Vice Minister of Finance = Adoption of the tariff palicy.
= Vice Minister of Business Development. = Customs policy
» \fice Minister of Agricultural Affairs + Safeguard measures
= ice Minister of Mines and Energy. = Confrol and evaluation of the application of tariff and
= Sectorial Deputy Director of Mational Planning customs measures by the entiies in charge of their
Depariment. execution
= Director of National Customs. » Establishment and variation of tarifis and other tariffs
= Deputy Superintendent of Compefition applicable to imports.
= The 2 Advisors of Superior Council of Foreign Trade. = Relevance of requests for modifications fo the
customs tariff

Technical Secretary »  Taniff: Updating of the nomenclature, explanatory

notes and restructuring of the divisions or creation of
Ministry of Trade, Industry and Tourism new subheadings.

Source: Author’s elaboration based on Decree 210 of 2003, Decree 3303 of 2006, and Decree
1888 of 2015.



Annex 2 The Andean Price Band System (SAFP)

The Andean Price Band System (SAFP) was introduced in 1994 through Decision
371 of the CAN. The objective of this system is to stabilize the import costs of a
group of agricultural products characterized by marked volatility in their international
prices or affected by serious distortions caused by support policies to agricultural
producers in the developed countries. On the other hand, the SAFP aims to protect
consumers and producers against the instability of the international prices of
products and facilitate their investment decisions.

The SAFP is a mechanism that applies variable tariffs to the import of certain
agricultural products through a fluctuation band of international prices (floor and
ceiling prices). If the international price of the good oscillates within the price range,
the product's tariff is not modified and the Most Favored Nation (MFN) rate in force
in the CAN' member country is applied. If the international price of the product
increases (decreases) beyond the ceiling price (floor price), the system applies a
tariff reduction (tariff increase). However, if the international prices of a product are
below the floor price of its band, the tariff increase can only occur up to the level of
the "consolidated" tariff of the World Trade Organization (WTQ)'

The SAFP covers a total of 179 agricultural products, which are distributed in 13
bands. For each band, a “marker” product and its respective reference market are
defined. The marker products are those whose international prices are monitored to
establish the band (floor and ceiling prices) and the conditions on which the system
generates the application of additional tariff or tariff reduction. Originally, these
marker products were defined in Annex 1 of Decision 371 of 1994, however, these
markers have been updated, since as price providers modify the way they report
information, liquidity is lost in those markets and is no longer a valid reference for
international prices.

Table 1. Marker products subject to
Andean Price Band System (SAFP)

Pork meat Rice*

Chicken cuts Soybeans

Milk* Crude soybean oil
Wheat Crude palm oil
Barley Raw sugar
Yellow corn White sugar
White corn*

13 Originally, it implied applying the common external tariff (CET) of CAN members, but given its implementation
could not be done and CAN Decision 805 annulled the CET, the MFN tariff applies.

4 In the case of Colombia, the additional tariff is limited for the soybean, soybean oil, and crude palm oil
bands, at 40% and for sugar at 70%.



* Products for which the application of the SAFP is

currently suspended in Colombia.

Source: Author’s elaboration based on Decision 371 of

CAN and national decrees.
Derivatives and substitutes for marker products are also included in the application
of variable tariffs under the SAFP and are called “related” products. Each related
product is associated with a specific marker product and its inclusion in the system
is justified since a large part of the importation of goods subject to the SAFP is not
given as a final consumer product but as raw material, which can be replaced by a
similar good, for example, sunflower oils can be substitutes for soybean oil. Similarly,
goods derived from the marker product with some degree of processing that fulfills
the same function or use in the industry, such as the consumption of corn flour
instead of grain corn.

In accordance with the provisions of Decision 371 of CAN, the calculation of floor
and ceiling prices is carried out by the following procedure: The General Secretariat
of the CAN determines the floor (P,) and ceiling (P;) prices in force for each year
and publishes them by resolution in December of the year immediately prior to its
validity (April of each year until March of the following year). To do this, it uses the
prices originally denominated in USD FOB (prices at the port of export) in
accordance with the reference markets defined by the CAN Commission.

The series of USD FOB prices of each of the marker products is taken to constant
prices of October of the previous year (october;_, = 100), using the non-seasonally
adjusted consumer price index provided by the Bureau. of Labor Statistics (BLS) of
the United States'®

FOB prices are converted to CIF prices using the insurance and freight parameters
for each product. These freights are not adjusted to constant USD prices and the
insurance data is assumed as a percentage equal to 5% of the constant USD price
FOB plus freight (Table 2)

The simple average (u) and the standard deviation (o) of the constant CIF USD
prices are calculated for each of the marker products, using data from the last 60
months until October of the previous year.

In this way, the floor (Pp) and ceiling (Py) prices of the price band are defined as:
Pp = Ucip — adjustment factor * o¢yp (1)

Pr =Pp + ocp (2)




Where the adjustment factor is less than one and differs according to the marker
product of the SAFP. In most cases it is 0.5, which implies that the price band is
symmetric around the average (Table 2).

Table 2. Freight and adjustment factors
employed in the SAFP by marker product

Freight Adjustment
Marker products (USD$) Factor
Wheat 20 0,5
Rice* 35 0,5
Corn - White* 20 0,125
Corn- Yellow 20 0,5
Soybeans 20 0,5
Crude soybean oil 35 0,5
Crude palm oll 40 0,5
White sugar 25 0
Raw sugar 25 0
Barley 20 0,5
Milk* 130 0
Chicken cuts 150 0,5
Pork meat 150 0,5

* Products for which the application of the SAFP is currently
suspended in Colombia.

Source: Author’s elaboration based on Decision 371 of
CAN

Once the floor (Pp) and ceiling (Pr) prices that will be in force for each year have
been defined, the international prices are monitored every fortnight to define which
will be the tariff for the SAFP and if there are the possibility to apply an additional
tariff or a reduction. SAFP tariffs are in effect for a fortnight and are calculated based
on the average USD CIF prices observed for the same fortnight of the immediately
previous month and they are communicated to the CAN countries through circulars.

The calculation of the application of an additional tariff duty or a tariff reduction in the
case of marker products is calculated with the following formulas:

If the USD CIF reference price in the fortnight is lower than the CIF floor price of the
current band (P < Pp), an increase in the tariff occurs. The resulting tariff must be
applied according to the following formula

Additional Tariff (adt) = P22 (1 + tyyy) (3)

Where P is the USD CIF reference price for the fortnight, Pp is the CIF floor price of
the current band, and tyyr is the current MFN tariff for that product. The Additional
Tariff cannot result in a total tariff to be applied that exceeds the WTO
consolidated tariff for each product.



If the USD CIF reference price in the fortnight is higher than the CIF ceiling price of
the current band (P > Pr), a reduction in the tariff occurs. The resulting tariff to be
applied is calculated according to the following formula:

Tariff Reduction (tred) = =" (1 + tyyey) (4)
Where P is the USD CIF reference price for the fortnight, Py is the CIF ceiling price
of the current band, and tyyr is the current MFN tariff for that product. The Tariff
Reduction cannot result in a total tariff to be applied that is less than 0%.

The calculation of the application of an additional tariff duty or a tariff reduction in the
case of related products is carried out with the following formulas, which could
slightly change, given that for certain related products the current MFN tariff is not
equal to the marker product :

If the MFN tariff of the linked product (¢;i,keqa) iS higher than the marker MFN tariff
(tmark) @n additional tariff is defined based on the additional tariff calculated for the
relevant marker product (adc) as follows:

* tmark.

Additional Tariff = higher value between: adc — y adc-(tmark.-tiinkea) (9)

In the case of having to impose additional tariffs for products linked to a specific
marker product, if the linked MFN tariff is equal to the marker, the same resulting
tariff applies for the marker. As with marker products, the additional tariffs cannot
result in a total tariff that is higher than the WTO bound for each product.

If the MFN tariff of the linked product (¢;;nxeq) is lower than the marker MFN tariff
(tmarr) @n additional tariff is applied based on the additional tariff calculated for the
relevant marker product (adc) as follows:

mark.

Tariff Reduction = lower value between: adc* ¢

£ y adc'(tmark.'tlinked)(6)
linked.

Regarding tariff reductions, the same reduction of the relevant marker product will
always be applied, and in no case may this be greater than the MFN tariff of the
related product in question (there can be no negative tariffs).

In the manner described above, the applicable tariffs are determined for each of the
products that are currently covered by the SAFP, both markers and linked. The
following graph shows an example of the application of the system for the case of
pork meet between 2001 and 2016. As can be seen, in episodes of low prices such
as in the period 2002-2003, the system implies the application of high tariffs, even
close to 100%; while in periods of price increases such as in 2011, the application
of tariffs is completely null.



Example of the application of the SAFP for pork
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However, there are cases, such as in the bands of barley and chicken cuts, in which
the tariffs resulting from the application of the methodology do not respond to the
variability of the reference prices. In the case of the barley band, it is observed that
the CIF reference price has remained constant at 226 dollars per ton since August
2007 due to the source of information did not report more data. Consequently, the
band does not reflect the volatility of barley market prices, and the result is turned
artificially into a CIF reference price lower than the floor price that only varies when
deflated by the United States CPI. Additionally, the width of the band for each year

is reflecting the historical volatility of the deflator and not of the market on which the
volatility is to be minimized.

In the case of the band of chicken cuts, unlike the 12 remaining bands, Decision 371
of CAN made a separation of markets for reference prices and historical prices, the
latter used for the calculation of floor prices. and CIF ceiling. To calculate the
reference price, it takes the FOB price of chicken cuts, while for historical prices the

FOB price of the whole chicken is taken, resulting in a positive differential in favor of
the second.

The graph 2a shows the behavior of the historical and reference FOB prices for the
band of chicken cuts, taking the source indicated for each one in the previous
paragraph. In graph 2b, the dotted line corresponds to the CIF reference prices,
while the other lines to the floor and ceiling prices for the band of chicken cuts. As a
result, the floor and ceiling prices of this band have been well above the fortnight CIF
reference prices, making tariffs higher than 100% in several months.
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Annex 3. Summary analysis of the MFN tariff, 2006, 2010, 2011 and 2017

2006 20102 Jamzxg:):-t;lwy AUQUSt-?ecembe 2017
Product description 2011°
No. of Avera | No. of Avera | No.of Averag| No.of Average| No.of | Averag
lines ge (%) | lines ge (%) | lines e (%) lines (%) lines e (%)

Total 6,993 12.0 | 7,273 12.2 | 7,285 8.2 7,292 6.2 7,708 71
HS 01-24 989 17.5 | 1,042 19.2 | 1,045 15.3 1,045 15.0 1,284 15.6
HS 25-97 6,004 11.0 | 6,231 11.0 | 6,240 7.0 6,247 47 6,424 5.4
By WTO category
Agricultural products 943 16.5 959 18.3 966 14.8 966 14.5 1,053 15.4

An'imals gnq products of 140 20.3

animal origin 106 23.6 111 324 111 28.5 111 25.2

Dairy products 34 21.3 35 58.9 35 56.2 35 55.5 36 55.1

(s:uog];faefc-?:‘trgj o oo 171 17.2 180 16.0 181 1.1 181 11.3 304 141

Cut flowers, plants 53 8.4 52 8.7 52 7.5 52 7.5 35 12.7

Fruit and vegetables 213 17.7 221 17.7 227 15.7 227 15.7 141 14.4

Cereals 36 20.8 39 19.1 39 14.8 39 15.4 113 13.2

Oilseeds, oils and fats 8 13.9

and products thereof 106 15.0 103 12.1 103 3.8 103 4.1

Beverages and spirits 52 18.8 54 18.9 54 14.4 54 14.4 71 14.2

Tobacco 12 16.7 12 16.7 12 12.9 12 12.9 8 5

Other agricultural 160 10.0 152 9.1 152 8.5 152 8.4

products n.e.s. 1 9.9




August-Decembe

- 2017
2006 2010° January-July r
2011 b
Product description 2011
No. of Avera [ No.of Avera | No.of Averag| No.of Average| No.of | Averag
lines ge (%) | lines ge (%) | lines e (%) lines (%) lines e (%)
Non-agricultural products | 6,050 11.3 | 6,314 11.3 | 6,319 7.2 6,326 49
. ; 6,655 5.8
(including petroleum)
Non-agricultural products 6,021 11.3 | 6,284 11.3 | 6,289 7.2 6,296 4.9
. 6,624 5.9
(excluding petroleum)
Fish and fishery 138 18.8 168 18.5 164 13.9 164 13.7
316 14
products
Mineral products,
precious stones and 1,120 2.7
precious metals 374 10.0 377 10.1 377 6.1 377 3.6
Metals 706 10.0 727 10.1 728 5.7 734 3.0 1,596 1.9
Chemicals and 372 59
photographic goods 1,421 74 |1,525 7.3 | 1,519 5.1 1,519 2.0 ’
Leather, rubber,
footwear and travel 698 6.1
goods 211 13.1 211 13.1 211 8.1 211 6.5
Wood, wood pulp, paper 255 40
and furniture 325 12.9 329 12.8 329 7.9 329 6.2
Textiles and clothing 943 18.3 950 18.3 949 9.7 949 8.7 208 8.8
Transport equipment 193 14.2 218 14.8 239 13.1 239 11.1 804 2
Non-electrical machinery | 759 9.1 800 9.0 793 5.6 794 26 425 3.4
Electrical machinery 406 10.2 410 10.3 410 6.4 410 3.7 258 11.4
Non-agricultural 572 7
products n.e.s. 545 10.9 569 11.6 570 9.1 570 7.5
Petroleum 29 10.0 30 9.7 30 5.0 30 1.0 31 1.6
By ISIC sector®
Agriculture and fishing 399 11.7 408 11.7 413 10.1 413 9.9 524 10.5
Mining 110 5.2 108 5.2 108 5.0 108 1.3 109 1
Manufacturing 6,483 12.1 | 6,756 12.3 | 6,763 8.1 6,770 6.0 7,074 7
By HS Section
01 Live animals; animal 470 19
products 268 20.7 305 27.5 302 237 302 22.6
02 Vegetable products 378 14.6 380 14.4 386 123 386 12.5 435 13.1
03 Fats and oils 62 17.3 64 13.9 64 3.9 64 4.3 66 15.5
04 Prepared foodstuffs, 281 18.4 293 18.1 293 131 293 12.9
313 14.1
etc.
05 Mineral products 194 6.2 192 6.1 192 5.0 192 1.0 198 0.9
06 Products of the
chemical or allied 1,493 1.7
industries 1,340 6.6 | 1,423 6.3 | 1,419 49 1,419 1.8
07 Plastic and rubber 298 13.2 317 13.1 315 6.7 315 49 315 4.8
08 Raw hides and skins 80 12.1 78 12.4 78 8.5 78 7.7 78 7.2




August-Decembe

. 2017
2006 2010° January-July r
2011 b
Product description 2011
No. of Avera [ No.of Avera | No.of Averag| No.of Average| No.of | Averag
lines ge (%) | lines ge (%) | lines e (%) lines (%) lines e (%)
09 Wood and articles of 98 12.3 107 12.5 107 6.5 107 5.0
145 3.4
wood
10 Pulp of wood, paper, 204 12.6 202 12.5 202 8.2 202 6.3
196 5.5
etc.
11 Textiles and textile 930 18.1 936 18.1 935 9.6 935 8.6
) 941 15.1
articles
12 Footwear, hats and 55 297
other headgear 58 18.8 56 18.8 56 12.8 56 12.9 ’
13 Articles of stone 163 13.8 168 13.9 168 6.6 168 5.0 169 3.8
14 Precious stones, etc. 57 11.1 57 11.1 57 71 57 4.2 59 3.2
15 Base metals and 721 31
articles of base metal 690 104 713 10.5 714 5.9 720 3.4 '
16 Machinery and 1253 25
mechanical appliances 1,199 9.4 |1,236 9.3 1,229 5.9 1,230 3.1 ’ ’
17 Transport equipment 205 141 230 14.6 251 12.8 251 10.7 270 11.1
18 Precision instruments 303 6.9 285 71 285 5.6 285 2.8 281 2.5
19 Arms and ammunition 28 18.2 69 17.5 69 14.9 69 14.9 69 14.9
20 Miscellaneous 174 122
manufactured articles 150 17.9 155 18.0 156  13.1 156 13.0 )
21 Works of Art 7 20.0 7 20.0 7 15.0 7 15.0 7 15
By state of processing
First stage of processing 810 11.6 843 11.8 845 9.9 845 8.5 990 9
Semi-processed products | 2,348 10.0 | 2,429 9.7 | 2,425 52 2,431 2.5 2,540 2.6
Fully processed products | 3,835 13.2 | 4,001 13.8 | 4,015 9.6 4,016 79 4,178 9.4

1. a

2.
3. ¢
4

Includes the annual average tariffs of the Andean Price Band System (SAFP).

b Includes the semiannual tariffs of the SAFP.

ISIC (Rev.2), except for electricity (one line).

Source:WTO Secretariat estimates, based on data supplied by the Colombian authorities.
Taken from (WTO, 2012) and (WTO, 2018).




Annex 4. Trade Restrictiveness Indexes -TRIs-,

Simple measures of tariffs like simple averages or weighted averages could be
biased, because they are dependent on their individual levels. As explained by
Anderson & Neary (1996), the restrictiveness of a countries trade policy is easily
measured by the level of tariffs when there is only one good, but when multiple
goods, and tariffs, are bundled, things are not so easy. For instance, if a country
presents a general ad valorem tariff of 5%, but some specific products are highly
protected, and an ad-valorem tariff of 200% its imposed on this subset of products,
the simple average calculation will be biased towards a higher average level, this is
a common problem of the simple average estimator of the mean in the presence of
outliers. On the other hand, if we use import weighted averages of tariffs, instead of
the simple average example presented, we most likely will conclude that the average
is 5%, because the products for which the prohibitive tariff of 200% is applied will
have near zero levels or absent imports, and in this sense none of this measures
have a microeconomic (social welfare) foundation (Anderson & Neary, 1996) and
does not allow for any welfare inference based on them.

Trade Restrictiveness Indexes -TRlIs-, are a better way to measure the effect of trade
policy (in this case tariffs) on the economy of a country. Anderson & Neary (1996)
propose TRIs as a solution for the problems expressed above, as this scalar
measures “the uniform tariff which is equivalent (in welfare sense) to a given
protective structure” (Anderson & Neary, 1996). Feenstra (1995) developed a partial
equilibrium methodology to express TRIs in a single expression, that measures
restrictiveness as a weighted average of the squared variables fo import tariffs,
where the weights reflect the demand price elasticity for individual products and
therefore relies on estimations for these elasticities. Kee, Nicita, & Olarreaga (2008)
proposed an econometric method for estimate import demand elasticities for 117
countries at a disaggregated level of products (4900 -six digit — Harmonized System
classification of products). As explained by Kee, Nicita, & Olarreaga (2008), TRIs
can be estimated by the following expression:

1
2\ 7/
Zn mn,cgn,CTn,C> 2

TRI, =
¢ ( ann,cgn,c

Where m,, . represent the import value of product “n” form country “c”, ¢, . is the
import demand price elasticity of each product n on country ¢, and T the tariff
imposed on product n by country c. We estimated TRIs, using the previous
expression employing data from UNCTAD - TRAINS for tariffs (MNF and applied),
and COMTRADE for values of imports, and using the elasticities and methodology
by (Kee, Nicita, & Olarreaga, 2008). Moreover, TRIs can be decomposed on the
squared of the import weighted average tariffs (T;%.), the tariff variance (o2.) and the
covariance between the tariff squared and import demand elasticities (p.), and
therefore the following formula can be used to decompose how much each
component explains form the total restriction measured by TRIs.
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Annex 5. Tariff dispersion - Products by stages of processing (2019)
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Annex 6. Effective Protection Rates as of 2019 calculated using MFN tariffs
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Source: Author’s elaboration based on tariff definition decrees and tariff and customs administration
DIAN and DANE for trade data. DNP Input Output matrices based on year 2012 production structures.
Note: EPR assumes only tradable inputs using the Corden (1971, 1996) assumption. *Calculations
do not include live animals producing sectors. Regarding Agricultural products, it is assumed that
inputs like e.g. fertilizers are the same across products when linking tariff data with production
structures, that are in general more aggregated.
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