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1. INTRODUCTION

‘The Uruguay Round Agreement on Safeguards (AS) represents an effort to
improve the safeguards process and thereby encourage countries to choose this
option over anti-dumping and ‘gray-area’ measures such as bilaterally negoti-
ated export restraints. In contrast to anti-dumping, which is designed to protect
domestic firms from injury due to ‘unfair’ trade, safeguards provide temporary
relief to domestic industries that suffer ‘serious injury’ due to fairly traded
imports. In contrast to anti-dumping and gray-area measures, safeguards are
intended to limit imports across the board rather than from particular
exporters, and the AS explicitly reaffirms the principle of most-favored-nation
(MEN) treatment in application of safeguards. However, the AS also autho-
rizes explicit discrimination among exporters in specified circumstances.
Moreover, implementation of safeguards {(SG) according to the procedures
laid out in the AS may entail implicit discrimination among expotters to the
SG-protected market. This chapter offers a first empirical analysis of the way
safeguards initiated under the AS have been implemented in practice.

The non-discriminatory treatment of trading partners, known as most-
favored-nation treatment, was a fundamental principle of the original GATT
systemn (Article 1) and has been carried over into the World Trade
Organization. Its continuing appeal reflects both political and economic-effi-
ciency considerations, Yet exceptions to treatment profoundly affect trade
among members of the WTO, GATT Article XXTV permits the formation of
preferential, that is, discriminatory, trading arrangements antong groups of
countries, and such arrangements now constitute an important feature of
national trade policy. ‘Special and differential’ treatment of developing coun-
tries, including the Generalized System of Preferences, became an element of
the GATT system in 1971, as membership expanded beyond the original ‘rich
man’s club’ of the carly postwar period to include many newty independent
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nations, The Tokye Round negotiations enlarged the scope of this ‘differential
and more favorable’ treatment, and the Uruguay Round agreements likewise
incorporated special terms for developing countries.

GATT/WTO-sanctioned relief from import competition is likewise
subject to rules that entail discrimination among trading partners. With
regard to injurious unfair trade, permitted remedies (anti-dumping dutics or
other arrangements, countervailing duties) are applied only to those import
suppliers found to sell below fair value or to benefit irom government subsi-
dies.! Action on unfair trade is thus inherently selective, that is, diserimina-
tory. GATT rules on safeguards allow temporary protection of sectors
experiencing serious injury due to fairly traded imports.? Because affected
exporters are not alleged to have violated any norm, GATT/WTO safeguard
rules impose a more stringent injury test than in the case of unfair trade (seri-
ous versus material injury) and also require compensation of exporting coun-
tries in some cases. Moreover, because there is less focus on the source of
the imports, safeguard measures are generally assumed to apply equally to
all import sources and thus to be consistent with the MFN principle of the
GATT/WTO system.’

In practice, however, the distinction between cases of injury due to unfair
versus fair trade is not sharply drawn. The various GATT/WTO provisions
allowing new restrictions on troublesome imports have proven to be ‘quite
fungible’ over time (Finger, 1998).% During the carly years of the GATT, the
preferred instrument was renegotiation of tariff concessions with principal
exporters. This approach gave way first to negotiation of quantitative restraints
with specific suppliers, and later on to anti-dumping actions. Now safeguards
may be emerging as the newest preferred mode of dealing with troublesome
imports.> Moreover, despite the view that safeguards represent a more MFN-
consistent approach to import relief than action on unfair trade, the application
of safeguard protection may incorporate discriminatory elements, either
because of the rules laid out in Article XTX and the Agreement on Safeguards,
or because of the way in which thesc rules are implemented.® The purpose of
this chapter is to identify the discriminatory clements of safeguard protection,
as measured by the differential impact of safeguard policies across trading
partners.

The empirical literature assessing use of safeguards is limited, largely due to
safeguards’ historically infrequent use. Moreover, researchers have tended to
focus on either the industry (or government) decision to use safeguard protec-
tion as opposed to some other measure, or the government response (o petitions
and the decision whether to grant protection at all.” Examples include Baldwin
and Stcagall (1994), who use data on US safeguard cases between 1975 and

1988 to assess what economic factors best explain the International Trade
Commission’s injury determinations. Hansen and Prusa (1995} investigate US
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industry usc of unfair (anti-dumping and countervailing duty) versus fair
(safeguard) trade laws and also the differential impact of these laws on
imports. Finally, Bown (2004) investigates countries’ choice between GATT-
lepal safeguard measures that avoid the risk of potential retaliation by affected
trading partners and other policies that may lead to a formal trade dispute,
However, none of these papers addresses whether safeguard application has a
discriminatory impact on foreign supplicrs, which is the issue under investi-
gation here.8

We examine the actual trade effects of 14 safeguard actions covering 85
different 6-digit Harmonized System (HS) product categories that were carried
out by WTO signatories from 1995 through 2000. Our main focus is the extent
to which the trade effects of safeguards deviate from the principle of non-
discrimination among trading partners. Specifically, we identify systematic
ways that implementation method and trading-partner characteristics influence
(FXpOl‘tBr shares in the SG-protected market. We identify two types of discrim-
ination that may arise in the application of safeguards: explicit departures from
MFN treatment through formal exclusion of some exporters, and implicit
departures from MEN treatment as indicated by trade impacts that differ
sys.tematically across supplying countrics, Using data on WTO safeguard
actions initiated between 1995 and 2000, we test empirically for evidence of a
discriminatory impact of the safeguard measure on import shares in the SG-
protected market. To preview some of the results, we find that the impact of a
SG action on a given exporter depends on the specific form of the safeguard
policy: quotas tend to preserve historical market shares more than tariffs. We
also find evidence that the non-discrimination ‘loophotes’ favoring small
developing-country suppliers and PTA partners do allow these countries to
gain market share on average.

The rest of this chapter proceeds as follows. Section 2 summarizes the
GATT/WTO rules on safeguards and highlights potential sources of discrimi-
natory impact. Section 3 presents data from 14 cases of safeguard action from
1995 until 2000 and our econometric approach to estimating the impact of the
form of safeguard protection on market shares. Section 4 presents our empiri-
cal results, and Section 5 concludes with a discussion of potential future
research.

2. ARTICLE XIX AND THE AGREEMENT ON
SAFEGUARDS

International commitments to limit import protection in specific industries
typically include the conditions under which countries may restore protection
for the same industries. Under Article XIX of the GATT {Emergency Action
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on Imports of Particular Products), a country is allowed to take safeguard
actions when imports seriously injure or threaten serious injury to the compet-
ing domestic sector. Article XIX also specifics that affected exporters may
request compensation for loss of market access. Hockman and Ko.steckl
(2001) suggest two distinct motives for including an escape clause in ic
GATT/WTQ system: as insurance and as a safety valve. The insurance motive
reflects that without such provisions, governments may be reluctant to sign
trade agrecments leading to suhstantial liberalization. Including an cscape
clause may thus facilitate liberalization of trade by encouraging negotiators to
be bolder in their offers of concessions. The safety valve motive reflects that
governments may later feel pressure to renege on certain negotjated lihcra}
ization commitments. By legalizing some backsliding under carefully speci-
fied circumstances, an escape clause can protect the integrity of the remainder
of the agreement and therefore improve the overall durability of a liberal tradc
regime. .

However, few countries actually appealed to Article XIX in coping with
fairly traded but injurious imports. During the GATT period, the United'St'ates
and other countries opted instead to negotiate bilateral trade restrictions
outside the framework of the GATT or, especially more recently, to apply
GATT-sanctioned anti-dumping measures.® These preferred remedies could be
applied selectively to a few trading partners, thus obviating any nced for even
the appearance of MEFN treatment of exporters. Moreover, use of du.mpmg
action rather than safeguards eliminated any requirement of compensation for
affected exporters' and had the political appeal of attributing the domestic
industry’s problems to unfair foreign competition.

The Uruguay Round Agreement on Safeguards added specificity to the
ambiguous language of Article XIX in a number of key areas.!! Some
elements of the agreement are largely procedural, including clarificatiqn of the
injury requirement and of the timing and duration of safeguard protection, and
establishment of a monitoring body (the WTO Committee on Safeguards) to
which members must report safeguard actions. An important substantive
change in rules is that bilateral arrangements such as voluntary e).(plort
resiraints (VERs) and orderly marketing agreements (OMAs) are explicitly
prohibited (Article 11.1(b)).

Under the AS, countries may implement safeguard protection through
tariffs, quotas, or tariff-rate quotas (TRQs). The empirical analysis below
suggests that inclusion of quotas and TRQs along with tariffs as allowabfe
instruments has important implications for the distribution of the economic
impact of safeguard protection across affected exporters. A second important
change in rules concerns compensation for exporters affected by safeguard
actions. Specifically, a country facing an absolute import surge 19 no 101l1gler
required to offer compensation for the first three years that a safeguard is in
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effect. Ceferis paribus, this change should make safeguards relatively more
attractive in comparison with alternative means of obtaining relief from inju-
rious imports, especially anti-dumping.!2

A final set of provisions in the AS deals with the impact of safeguards
across exporters. Article 2.2 states the general principle that ‘[s]afeguards
measures shall be applied to a product being imported irrespective of its
source,” that is, on a non-discriminatory basis. If quantitative restrictions arc
used, quota allocations should be based on market shares in a prior represen-
tative period unless all affected suppliers can agree to a different allocation
scheme (Article 5.2(a)). However, allocation on the basis of market shares in
a prior period implicitly favors established suppliers over recent entrants. Two
other provisions open the door to explicit discrimination among suppliers.
Article 5.2(b) allows countries to depart from MFN treatment when imports
from certain members have increased ‘disproportionately.” As with quotas
based on market shares in a prior period, this provision shifts the burden of
safeguards toward recent entrants into the market.!* However, a second depar-
ture from MFN treatment exempts developing-country members from safe-
guard action, provided that a given member accounts for no more than 3
percent of total imports, and that exempted developing countries collectively
account for no more than 9 percent (Article 9.1).* This exception introduces
a bias in favor of developing countries that are new entrants or at least small

producers of goods whose market is still dominated by suppliers in developed
countries,

3. ECONOMETRIC MODEL AND DATA

3.1 Estimation Fquations

To approach these issues empirically, we use a set of safeguard actions that
WTO members have taken under the Agreement on Safeguards between 1995
and 2000. The data are compiled from country notifications made to the
Committee on Safeguards and published on the WTO’s website (WTO, 2000,
2001, 2002). As our primary interest relates to the market shares of eXporiers
affected by the safeguard action, our sample consists of those cases for which
we are able to match the products identified in the notifications with the most
disaggregated trade data that are available systematically, that is, the TRAINS
6-digit Harmonized System (HS) import data provided in UNCTAD (1995,
2001, 2002).'3

For each case, define year £ as the year the SG was imposed and country j
as an exporter of the product / that the SG-imposing country has chosen to
protect. Then our first estimation equation is given by
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Our dependent variable, M, ; . is exporting country j’s share in the SG-
imposing country’s total 1mp01ts of product 7 in year  + 1. We focus on 7 + |
because the SG may have been imposed at any time during year ¢, thus, trade
data for year + + 1 are more likely to show the full effect of the safeguard
action.

In terms of our explanatory variables, M is country j’s average share of the
$G-imposing country’s import market for thc three calendar ycars prior to
imposition of the SG. We include this regressor both independently apcl theu
interacted with two of the three possible forms that a safeguard action can
take, that is, policy 1, € {TRQ, tariff}. The omitted policy. and thus bench-
mark category in the estimation, is for a safeguard implemented asa quota.
Next consider AM, e which is the percentage change in exporting country
J’s share of the SG imposing country’s import market for product 7 between
year t — 3 and year r — 1. A positive value of AM, , . indicates that couniry j
was gaining market share in the period prior to lmposmon of the safeguard. R;
is a measurc of exp(nte: j’s capacity to retaliate. Furthermore, XJ TRE the
share of country j’s exports of the same product in world mﬂrkets which is
included to capture country j's revealed comparative advantage as a supplier
of product /. Finally, e, is the additive error term and the as are the vectors
of parameters to be estimated.

In addition to equation (9.1}, we also estimate the following:

2
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In this second equation, our (lepen(lent variable, AM; pHp is the percenfuge
change in exporting country j's share of the SG- 1mpos1ng country’s import
market for product i between year / —~ 1 and year f + 1. The explanatory vari-
ables 1., M AM. e and R, are defined as in equation (9.1). Another explana-

tory vauable in equatlon (9.2) s EJ a dummy variable that indicates whether

the exporting country j has been formally exempted from the SG action by the
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imposing country. Furthermore, instead of X, . FTRE in this equation we include
an explanatory variable AX,J!H, which is deqrgned to capture the chaige over
the base period in country j’s revealed comparative advantage as a supplier of
product 7; AX;; 1 18 defined as the percentage change in country j’s share of
total exports of product i to the rest of the world, over the period r — | to £ +
1. Finally, v,_, is the additive error term and the Ps are the parameters to be
estimated.

We estimate equations (9.1) and (9.2) separately by ordinary least squares
{OLS) and correct for heteroskedasticity by clustering according to the SG
cases.

3.2 Variable Construction and Data

3.2.1 Dependent variables

‘The dependent variable in equation (9.1), M, . .y, is the share of country j's
exporters in the SG-imposing country’s total imports of product i in year r +
1, the year after the SG was first imposed. For the most part, we use data on
the value of trade to construct this share measure because the value import
series for the 6-digit HS products is more systematically available from the
TRAINS data set than the corresponding volume series. We do, however, use
the volume series where possible for a robustness check on our resulis.

In equation (9.2), rather than the share level, we use AM, . el which is the
percentage change in exporting country j’s share of the 5G- 1mposmg country’s
total imports of product ¢ between years  — 1 and ¢ + 1. One concern in our
data set is the non-trivial number of observations in which the 6-digit HS
imports from a particular country j were zero in either f — / or ¢ + 1. This
generates problems for calculating percentage changes in market shares. To
deal with this issue, we use the approach suggested by Davis and Haltiwanger
(1992) and define the percentage change of import share as

Mr"j,r+| - Mr',j -1
f,,i,r+l
I/Z(Mr‘;ﬁl + Ml‘].‘ I)

where M;.J.‘erl (Mr'.f,r—l) is country j’s share of the SG-imposing country’s total
imports of product / in year 7 + 1 (r — 1). This measure of percentage change
is symmetric around zero; it lies in the closed interval [-2, 2], with trade flows
that end (start) at zero corresponding to the left (right) endpoint.'®

3.2.2 Historical market share and policy choice
The explanatory variable representing exporting country j’s historical market
share is defined as
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We would expect A_dl ; to have a strong positive impact on M, ot in equation
(9.1) when SG policy is implemented as an import quota because the
Apgreement on Safeguards specifies that, unless all affected cxporters agree on
an alternative scheme, allocation of import licenses should reflect the propor-
tions supplied during a previous representative period. This, therefore, is one
way that implementation of a safeguard may implicitly discriminate among
exporters. We would likewise expect the parameter estimate on M’l ;tobe posi-
tive in the case of a TRQ and a tariff, but with a progressively smaller size.

On the other hand, in equation (9.2) we expect M; ; to have no impact on
AM, ;) if the SG policy is a quota, since market shares for f + 1 would then
be expected to reflect historical averages. In equation (9.2), we also expect any
impact of the historical average variable to be largest when the policy is imple-
mented as a tariff, with the impact of the TRQ policy somewhere in between.
However, the cxpected sign in the case of a tariff or TRQ is unclear a priori.
A positive coefficient estimate, that is, a high historical average leading to an
increased import share after the SG, would suggest that tariffs somehow favor
larger suppliers at the expense of smaller ones, perhaps due to fixed costs of
serving a particular export market,!” whereas a negative result would indicate
an cutcome more favorable to smaller suppliers.

3.23 Trend in market share and policy choice
The explanatory variable representing exporting country j’s percentage change
in market sbare over the prior three-year period is defined as

M1 = Mijia

M= ’
V2M;;, o+ M, 5)

where we again use the Davis and Haltiwanger measure to deal with exporters
entering and exiting at the 6-digit HS level over the historical period.

In equation (9.1), we expect AM, ;1 to have a positive impact on Mi,j,m’
regardless of the trade measure (tariff{ TRQ, quota) used to implement the SG.
An exporting country that increased its market share over the prior period
would tend to have a larger market share in ¢ + 1, ceteris paribus.

In equation (9.2), consider first the case of a $G implemented through a
quota. We expect AM, it to have a negative impact on AM, 1> bECAUSE the
SG-imposing country is permitted to discriminate against exports that have
experienced a recent ‘disproportionate’ percentage increase under Article
5.2(b). Furthermore, the allocation of market shares under the SG quota should
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be determined by the historical average, according to the statute. If the
exporter’s market share was greatest in year s — 1, immediately prior to impo-
sition of the SG (i.e., if the country’s market share had been trending upward),
then its market share would be expected to fall following imposition of the 5G.
Conversely, if the exporter’s market share was smallest in the year immedi-
ately prior to iinposition of the SG (i.e., if the country’s market share had been
trending downward), then market share after imposition of the SG would be
expected to rise.

On the other hand, in the observations in which the SG takes the form of a
tariff, we would expect the historical trend variable to have a less pronounced
impact on the post-SG percentage change in market share. While we expect a
negative relationship due to mean-reversion, a safeguard against a fast-growing
exporter should be less punishing in the case of a tariff (where changes in market
shares are more likely to be determined by market forces) than in quota cases
(where changes in market shares are determined by the SG-imposing country’s
allocation decision). Nevertheless, a positive impact of historical growth on
impott share after the SG would suggest that tariffs favor newer entrants at the
expense of established suppliers, whereas a negative result would indicate an
outcome more favorable to established suppliers that may have suffered a loss
in market share in the three-year period prior to imposition of the SG.

3.2.4 Retaliation
The variable RJ. Is country j’s share of the SG-imposing country’s total exports,
where we derive the export data from Feenstra (2000). We use R. as a measure
of exporting country ;s capacity to retaliate against the SG-imposing country,
as this has been shown in other contexts to affect policy decisions.!® In equa-
tion (9.1) we expect M, Js+1 1o be positively affected by a greater retaliatory
capacity: the more reliant is the SG-imposing country on country j's market as
an outlet for its own exports, the greater the resulting import share in the SG-
protected market. An alternative interpretation is that the SG-imposing coun-
try rewards with higher import market shares those exporting countries with
which it has exchanged concessions, that is, countries accounting for a
substantial share of the SG-imposing country’s own exports.

In equation (9.2) we would also expect AM,; ; ;| to be positively affected by
a greater retaliatory capacity — that is, if the SG-imposing country is particu-
larly reliant on exporter j as a market for its own exports, country j might be
rewarded with an increase in its market share after the imposition of the safe-
guard.!?

3.25 Revealed comparative advantage
We also control for other factors that might affect import market shares of the
SG-protected product 7. In particular, country j may have a revealed comparative
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advantage in good i, which would lead us to expect that it would have a greater
share of the SG-imposing country’s import market. To control for this, we
include a variable X; el defined as country f's share of total exports of the 6-
digit HS product i to the rest of the world. We would expect a positive rela-
tionship — if country j has a large share of the world market for good i, we
would expect it to have a large share of the SG-imposing country’s market as
well, ceteris paribus.

When we seek to estimate the impact on the change in market shares in
equation (9.2), we must also take into account that exporter j inay experience
some sort of country-specific shock that changes its comparative advantage in
producing good § relative to the other exporters. Therefore we include an
explanatory variable AX; ol designed to capture such changes in comparative
advantage.?® The variable AX, 1 15 defined as the percentage change in coun-
try j’s share of total exports of product 7 to the rest of the world between year
7~ 1 and year f + 1. We would expect a positive relationship: if country j
enjoys a change in comparative advantage that gives it a larger share of the rest
of the world’s import market for product {, then country f’s share in the SG-
imposing country’s import market should also increase.

3.2.6 Exempted countries

The SG-imposing countries in our sample typically exempted exporting coun-
tries from the measure for two reasons: (1) developing countries that satisfied
certain de minimus requirements (each country supplying less than 3 percent
of total imports, and in the aggregate less than 9 percent), and (2) partners in
a preferential trading arrangement (PTA).?! The explicit exemptions were
notified to the WTO and were provided in the country’s report submitted to the
Committee on Safeguards. We would expect those exporters exempted from
the safeguard to enjoy an increase in market share after imposition of the SG.22
To control for the effect of such exemptions, in equation (9.2) we include a
dummy variable that takes on a value of one if the exporting country was
formally exempted from the SG by the imposing country.?3

3.3 Descriptive Analysis

To estimate equations (9.1) and (9.2), we require five years of trade data
around the year of the SG’s implementation — the three years before the SG
was enacted, in addition to the year of and the year after the SG application.
After matching the products and generating the required time series for the
trade data, we are left with 14 different safeguard actions initiated between
1995 and 2000, which arc presented in Table 9.1.2* These 14 SG actions cover
a total of 85 different 6-digit HS product categories. The mean number of 6-
digit HS produets per case is 6.0, while half of all safeguards in the sample

Table 9.1 WITO safeguard actions in the sample

Measure  Exempted countries

Year

Product (number of 6-digit

HS Cedes in sample)

Country

No.

Brazil, Paraguay, Uruguay, 19 other countries
Brazil, Paraguay, Urnguay, 4 other countries

Paraguay, Uruguay, 18 other countries

None listed

tariff
TRQ
tartff

1997
2000
1997

Footwear (21)
Footwear? (4)

Toys (15)

Argentina

1

Argentina
Brazil
Chile

2.
3

tariff

2000

Wheat, wheat flour, cane/beet

4.

sugar, edible vegetable oils (27)
Socks of synthetic fibres (1)

g the

ying

g countries satisf

[=]

Canada, Mexico, Peru, developin

small-supplier criterion

tariff

2000

Chile

5.

the small-supplier criterion

o
=

Developing countries satisfyin

tariff

Acetylene/Carbon black® (1) 1998

India

6.

except China, Philippines, Singapore and South Africa

g countries satisfying the small-supplier criterion

except Singapore

Developin
Developin

tariff

1998

Slabstock polyol (1)

India

7.

countries satisfying the small-supplier criterion

a
=

tariff

1998

Propylene glycol (1)

India

8.

155

except Singapore
Developing ¢

ountries satistying the small-supplier criterion

quota
tariff
quota

1997
1996
1998

Dairy products (3)

Korea
Us
Us

Canada, Mexico, Israel, countries named in the Caribbean

Basin Economic Recovery Act and Andean Trade

Canada, [srael, 147 other countries
Preference Act, 140 other countries

Broom com brooms (1)
Wheat gluten (1)

10.
11

Canada, Mexico, Israel, countries named in the Caribbean

Basin Economic Recovery Act and Andean Trade

Preference Act, 142 other countries

Canada, Mexico

Lamb meat (6) 1999  TRQ

us

12

Canada, Mexico

TRQ
tariff

2000
2000

Steel wire rod (2)
Circular welded pipe (1)

us
us

13
14.
Notes

2.

of c restructured into 2 TRQ SG for case
Y initiated in February 1999, but it has the same 6-digit HS code as acetylene black (imposed December 1998) so

SGof case T was

4 A subset of the footwear in the tariff
The carbon black tariff SG was actual]

b

we have combined the two SGs into one.



0.9729
0.2874

Maximum

0

Minimum

Standard
deviation
0.1779
0.0852
0.15%6
1.28%91
0.5591
1.1308
0.4832
0.4521
0.0784
0.2066

Mean
0.0955
0.0174
0.0737

-0.0323
—0.0134
—0.0171

0.3704
0.2859
0.0524
0.0940

Predicted sign
for equation (9.2)
Ambiguous
Ambiguous
Negative
Ambiguous
Ambiguous
Positive
Positive
Positive

N/A

Zero

=

for equation (9.1)
1)

Predicted sign

Positive (
Positive
Positive
Positive
Positive
Positive
N/A
Positive
Positive

N/A

. Exporter is not a PTA partner

. 8G policy was a TRQ
SG-imposing country’s share of

. SG policy was a tariff
. SG policy was a TRQ

r—1 x (ie. interacted with) . ..
. SG policy was a tariff

exports sent to affected exporting

country
6-digit HS import market in r + 1

= (i.e. interacted with) . . .
formally exempted x (i.e.
Percentage change in exporter’s

t—2 andr—1
between ¢ — 3 and
interacted with) . ..

Percent change in exporter’s share
Dummy if the exporting country was
Exporter’s share of the ROW’s

Table 9.2 Summary statistics*
Exporter’s historical share over ¢ — 3,

Explanatory variables

—
n
(=)

1

0.7896

Positive -0.0495

N/A

All statistics are based on the value of trade share variables. The analogous summary statistics for the volume of trade share variables used in the

estimation of specifications (4) and (8) presented in Tables 9.3 and 9.4 are omitted from the table but are available from the authors upon reguest.

"

import market between f — 1 and

t+1

share of the ROW’s 6-digit HS

Note:
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affect just one 6-digit product. Within each SG action, for each product we use
the 6-digit HS import data to reveal the affected exporting countries. This
leaves us with 899 country—product pairs affected by a SG action. Table 9.1
also presents a list of some of the exporting countries that the SG-imposing
country exempted from the particular policy action.

In terms of the specific form of the safeguard policies, nine were imple-
mented as tariffs, three were implemented as tariff rate quotas (TRQs) and two
were implemented as quotas. There was also some variation in the way the
TRQs were administered, though in most cases the quota eienient appeared to
be binding, with a defined allocation of market shares among foreign
exporters.

Table 9.2 presents summary statistics on the data used in the estimation and

the expected sign of the impact of each explanatory variable in equattons (9.1)
and (9.2).

4. EMPIRICAL RESULTS

4.1 Raw Data Analysis

Consider first a graphical representation of some of the key data in the analy-
sis. Figure 9.1 plots the average share of country j in the SG-impaosing coun-
try’s imports of product i for the three years prior to imposition of the SG
against country j’s impotrt share in the year after the SG was imposed. Each of
the three panels shows data for a specific SG-policy choice: tariff (a), TRQ (b),
and quota (c). The graphs look much as we would expect. The data fit most
tightly around the 45-degree line in panel (c), cases in which the safeguard is
implemented as a quota. At the other extreme, for the case of a tariff (a), the
data are much more dispersed. As we expected, the TRQ policy leads to an
outcome that is between the other two.

4.2 Formal Estimation Results

4.2.1 TImport market share in ¢ + 1

The results of estimating equation (9.1) are presented in Table 9.3. The first
column presents estimates for the baseline specification of the determinants of
exporters’ shares in the SG-imposing country’s imports in year ¢ + 1. The histor-
ical share variable (mean share for the three years before the year the SG was
implemented) is entered first independently and then interacted with two of the
three potential SG policies (TRQ and tariff), so the quota policy is the omitted
category. In specification (1), the estimate of 0.799 for the coefficient of the
historical share variable in the case of a SG quota is positive and statistically
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Figure 9.1 Historical market shares versus market share after the SG
application
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{c) Safeguard implemented as a quota
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Figure 9.1  (continued)

different from zero, as we expected, though the estimated coefficient is also
statistically different from 1. Furthermore, while the impact of the quota is
larger (closer to 1) than the impact of the SG in the case of a tariff (which is
-0.104 less), the impact for the TRQ case is still larger than in the quota case,
rather than smaller as we would have anticipated, However, this result is not
robust to all specifications, as we see below.

Specification (1) includes SG case dummy variables among the explana-
tory variables. With this specification, the historical trend variable, that is, the
percentage change in exporter j’s market share between 1 — 3 and 7 — 1, has no
impact on market share in year r + 1, when the policy is implemented as a
quota. This result does not change when the policy is a TRQ, though the trend
does have a positive and significant impact for a SG action implemented as a
tariff. The other contrel variables in estimation equation (9.1) are also positive,
as suggested by the theory, but only the retaliation variable is statistically
significant in specification (1).

In specification (2) we substitute 6-digit 1S product dummies for the SG
case dummies included in specification (1). The pattern of results is largely
unchanged, except that the coefficient of the historical trend variable for a SG
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Dependent variable: _ _
exporter’s share of the SG-imposing country’s 6-digit HS import market in 1 + 1

Add product Add exporter Volume share

Baseline
specification

dummies

dummies

(2) 3) e

1)

Explanatory variables

0.803%** 0.876%** 0.84g%**

0.799%x*

Exporter’s historical share over ¢ -3, r-2and t— 1

(0.062) {0.088) (0.121)

0.132%

(0.058)
0.126%*

—0.042
{0.102)

—0.176*

% (i.e. interacted with) 8G policy was a TRQ

(0.059)

(0.059)
-0.104*

2
(0.169)

0.008

—0.083
(0.063)

x (i.e. interacted with) SG policy was a tariff

(0.091)

(0.056)

0.003

-0.001
(0001}
0.010%**

-0.001

(0.001)

Percentage change in exporter’s share between r— 3 and r - |

(0.008)

(0.007)

-0.002
(0.008)
0.003

(0.003)

0.010%+*

(0.003)

0.002
0.009%**

x (i.e. interacted with) SG policy was a TRQ
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-0.001
(0.008)

x (i.e. interacted with) SG policy was a tariff

(0.008)

(0.003)

(0.003)
0.350**

0.485%*

0.541%%

0.300
{0.187)
0.084

Share of $G-imposing country’s expors sent to affected

{0.219)
0.240%**

0.123)
0.135%*

{0.169)
0.077

exporting country . .
Exporter’s share of the ROW’s 6-digit HS import market in

{0.097) (0.059} {0.076)

{0.087)

r+1
SG case dummy variables

No

No

No

Yes

Yes Yes Yes

No

Product dummy variables

No Yes Yes

No

Exporting-country dummy variables

503
0.48

899 899
0.6l

0.60

899
0.57

Number of observations

Adjusted R?

White’s standard errors correcting for heteroskedasticity and clustering on the SG case are in [_Jarc_nthcscs. with ¥%* #¥ and * dcnpting ?'fmablgs SFZ:;SA
tically different from zero at the 1. 5 and L0% levels, respectively. Time 7is the year of the application of the SG. Each specification estimated with a

suppressed constant term.
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implemented as a TRQ is now positive, as anticipated, while the retaliation
variable is insignificant. Neither of the latter changes is robust to all alterna-
tive specifications, however.

In specification (3) we add exporting-country dummies fo the estimation
equation, This addition gives us the anticipated ranking (based on type of
policy) of the size of the parameter estimates relating to the historical share
variables, an estimated coefficient on the historical average in the quota SG
case that is not statistically different from 1, and also an improveinent in the
statistical significance of the retaliation and revealed-comparative-advantage
variables.

In specification (4) we perform a final robustness check by replacing
dependent and explanatory variables based on trade values with counterparts
based on trade voltunes.?S This cuts the number of observations available for
the estimation nearly in half. By coincidence, all observations in which a 8G
policy was implemented as a TRQ had to be dropped from the estimation due
to insufficient data on trade volumes. Nevertheless, the estimation results are
comparable to the otherwise analogous specification (2) in terms of the sign
and size of parameter estimates.

To summarize Table 9.3, our results document the implicit discriminatory
impact of a safeguard arising from the choice of trade-protecting policy instru-
ment. Since post-SG market shares are more tightly linked to historical narket
shares under a quantitative restriction than under a tariff, the implication is that
quantitative measures implicitly discriminate in favor of exporting countries
whose share of the import market has been falling in recent years, to the detri-

ment of exporting countries whose share of the import market has been
increasing.

4.2.2  Growth in impor¢ market share

The results from estimation of equation (9.1) suggest that past import shares
are an important determinant of import shares following imposition of a safe-
guard, but they are not the only determinant. What other variables determine
post-SG changes in market shares? Table 9.4 presents results from estimation
of equation (9.2) using specifications similar to those of Table 9.3, but now
also adding the variables that allow for the explicit exceptions to the MFN rule
through exporting-country-specific exemptions. Specification (5) is again the
baseline specification and includes SG case dummies. With respect to the esti-
mated coefficient on the historicat average market share variable, the impact
of a SG implemented as a quota is not statistically different from ZEro, as we
expected. On the other hand, where the policy was implemented as a tariff, the
impact of the historical average is strongly negative, suggesting that histori-
cally smaller exporters (perhaps new entrants) experience a greater increase in
market share than do larger suppliers. For a SG implemented as a TRQ, the
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Table 9.4 Estimation results: percentage change in import marker share

Percentage change in exporter’s share between r - 3 and ¢ — |

Exporter’s historical share over i = 3. =2 and ¢ - 1

Explanatory variables
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12
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estimalte is also negative and lies between the estimates for the quota and tariff,
as we would expect,

How do past changes in market share influence post-SG changes? In spec-
ification (5), the impact of the trend variable is negative for the cases in which
the SG took the form of a quota. This is consistent with the application of safe-
guards in these cases being biased against exporters who have recently expe-
rienced a ‘disproportionate’ percentage increase in market share. However, the
impact of the historical trend variable is also negative and statistically signif-
icant in the instances in which the SG was applied as a tariff, suggesting that
this outcome may not be due to an explicit discrimination against exporters
whose frade has recently surged, but instead may simply be due to random
shocks causing country j’s exports in any given year to deviate from the
‘normal’ value, or mean-reversion.

Next consider the impact of the exempted-country dummy variables,
which control for instances in which the SG-imposing country has formally
excluded a particular exporting country from the SG policy and thus explic-
itly discriminated in favor of certain trading partners. Note that we also inter-
act this variable with a dummy for instances in which the excinpted country
was not a member of a common PTA with the SG-imposing country, to check
for whether there is a significantly differential effect on the outcomes cxperi-
enced by exempted countries that are PTA members versus those exporters
that are exempted because of the small-supplier, developing-country excep-
tion. Does the explicit discrimination of an exemption lead to a discrimina-
tory effect on market shares? In Table 9.4, the estimation results do suggest
that a formal exemption leads to a statistically significant increase in market
share. While the estimated impact is smaller for the case of non-PTA
members than for PTA members (the negative estimates on the dummy inter-

acted with the non-PTA member), the difference across PTA and ncon-PTA
members is not statistically different from zero.?® The exception to this result
is specification (7}, which includes exporting-country-specific effects. In this
specification, the statistical significance of the exempted-country parameter
is eliminated, as the country-specific effects are likely absorbing the effects
of the exemptions as well.

Finally, consider the estimated coefficients of the retaliation and percentage
change in revealed comparative variables. The estimated coefficients are also
positive, as suggested by the theory, but only the latter is statistically signifi-
cant in specification (5).

Specifications (6) through (8) document analogous robustness checks to
those presented in Table 9.4. Adding various sets of dummy control variables
[specifications (6) and (7)] and substitution of the volume share for the value
share variables [specification (8)] yieid an almost identical qualitative pattern
of results to those for specification {5).
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5. CONCLUSIONS

Qur results indicate that the impact of SG action on a given exporter depends
on the specific form of the safeguard policy. A SG implemented thrc')ugh a
quota tends to preserve historical market shares more than a SG imple-
mented as a tariff. When a SG is implemented as a tariff, countries that have
recently inereased market share gain at the expense of other suppliers, while
a quota tends to have the opposite cffect. Although we are not.ablc to
compare these results to the hypothetical case of a purely MEN SG, it seems
safe to conclude that SG implementation through a tariff comes closer to
achieving non-discriminatory results. We also [ind evidence that formal
exceptions for developing countries and PTA partners do allow thebje coun-
tries to gain market share on average, although the estimated effect is larger
for PTA partners than for developing countries. Nonetheless, the depart_ure
from MFN treatment intended to shelter new developing-country suppliers
from the full effect of SG action appears to have been effective at least in
qualitative terms.

While we have not addressed the issue explicitly here, Bown and
McCulloch (2003) also document evidence that safeguards have a discriminq-
tory impact on the exit response of new entrants, when compared to the exit
response rate of earlier “new entrants’ that were not faced with a lsafeguard and
when compared to other small, but historically present, suppliers that were
also faced with the imposition of a safeguard. .

Because the form of a SG policy is key to its impact across suppliers, a
logical foltow-up study would investigate the political-economy detf':rminaflts
of the SG-imposing country’s decision to initiate a safeguard and its choice
of SG policy. The markets in which the 14 SG actions were taken had expe-
rienced recent increases in the nuniber of supplying countries, not just in the
total value of competing imports. However, such an analysis requires a
comparison set of otherwise similar markets in which no SG was subse-
quently imposed in order to determine whether the increased number of
suppliers played a significant role in the decision to apply safeguards. Data
from our cases also suggest that the timing of new supplier entry may play a
role in the choice of SG instrument. When the new entry occurs in the year
immediately prior to initiation of the S8G, use of a non-tariff measure with
market shares based on historical averages favors established suppliers over
new entrants. However, if the new entry occurred two or three years before
initiation of the 8G, non-tariff measures would no longer be expected to differ
significantly from tariffs in their relative impact on established versus new

suppliers.
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NOTES

12

Economists believe these remedies often target exporting nations that have recently
increased competitiveness in the relevan industry, and especially countries lacking the
capacity to retaliate in kind. Blonigen and Bown (2003) find cvidence that threat of retalia-
tion affects US anti-dumping activity.
Originaily designed as an ‘eseape clause’ to allow temporary re-protection of an import-
competing industry that suffers unforescen damage due to trade liberalization, safeguard
protection has become increasingly available to any industry that can demonstrale
serious injury due to competing imports, even when the competing imports have not
benefited from a recent improvement in market access. An escape clause in the modern
sense was introduced in the US Reciprocal Trade Agreements Act of 1934 (Jackson,
1997, p. 179). Recent US safeguards have been initiated under Section 201 of the Trade
Act of 1974,
Tor example, Leidy (1995, p. 29), in a paper critical of the broad usc of anti-dumping, cites
the GATT safeguards provision {Article XIX) as a preferred means of defusing protection-
ist opposition to trade liberalization through “temporary protection on a most-favored-nation
basis in sectors experiencing serious injury’.
Finger (1998} notes that developing countries may likewise find it administratively conve-
nient to declare as restrictions to protect the batance of payments (Article XVIII.B) trade
measures actually applied to protect infant industries (Article XVIILC).
Whilc not included in the cmpirical investigation undertaken here because of data limita-
tions due to the recent activity, the use of safcguards greatly increased in 2002, largely
because of the high-profile US steel safeguard and the assaciated response of steel safe-
guards imposed by many other WTQO members.
Discrimination in the actual application of safeguard protection has been a longstanding
concen. Jackson (1993, p. 227) identifies ‘the centroversy about discriminatory application
of safeguards measures’ as a key topic in the Uruguay Reund discussions on reform of the
safeguards provisions.
For a more complete revicw of this literature, see Bown and Crowley (forthcoming),
A related paper is Prusa (2001), which investigates the trade-diversionary impact of discrim-
inatory anti-dumnping measures on ‘non-named’ exporters of the produet targeted by an anti-
dumping measure,
Thanks to elastic legal criteria for dumping, most injurious imports can be labeled success-
fully as unfair. An OECD review of anti-dumping cases in Australia, Canada, the European
Union and the United States concluded that in 90 pereent of cases where imports were found
to be unfairly priced under anti-dumping rules, the goods would be considered fairly priced
under domestic antitrust or competition policy (Finger, 1998, p. 13).
I contrast, usc of VERs encouraged affected exporters to form cartels and also provided
compensation in the form of quota rents.
Reform of safeguards was also a goal in the Tokyo Round. This effort failed because of
disagreenent on several issucs, notably including discriminatory application of safeguard
measures {Jackson, 1997, p. 209). On the concerns that motivated the Uruguay Round nego-
tiation on safeguards and details of the final agreement, sec Bown and Crowley (forihcom-
ing} and references cited there.
For a discussion of these and other economic incentives affected by Uruguay Round
reforms to safeguards, anti-dumping and dispute scttlement under the WTO, see also Bown
(2002},
A possible justification for the discriminatory treatment is that traditional suppliers have
‘paid’ for their market access with their own earlicr concessions, while newer entrants have
not. As the empirical analysis below indicates, newer entrants are often alse new to the
GATT/WTO system. For the 14 cases studied, new entrants to the market often included
transition cconomies in Central Europe,
Developing countries arc also subject to less stringent limits on their own use of safeguards
(Article 9.2).
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The safcguard notifications arc typically made at the 8- or 10-digit HS Icvel, and there may
be multiple 8- or 10-digit HS products named in a given SG action. Because we use 6-digit
HS trade data, our results will be estimated imprecisely to the extent that variation in a given
6-digit product is driven by variation in 8- or 10-digit products that were not subject to the
SG action.

Davis and Haltiwanger (1992) note that this measure is monotonically related to the conven-
tional growth rate measure, with the two measures being approximately cqual for smali rates
of growth. This methodology has also been used in empirical international trade research by
Bernard, Jensen and Schott {2002), for example, in order to address the issue of US manu-
facturing plant *births” and ‘deaths.’

Haveman ct al, (2003) investigate differences in tariffs and four types of non-tarift bagriers
and find evidence that higher trade barriers tend to shift trade toward large exporters, which
the authors inteepret as a desire to minimize fixed costs of trading.

See, for example, Blonigen and Bown (2003) or Bown (2004),

The potential retaliation threats may derive either through negotiations under the Committee
on Safeguards, if there has been no *absolute surge’ in imports so that compensation is duc.,
ot through a formal trade dispute under the Dispute Settlement Understanding if a country
affected by the SG initiates a claim. This is likely due 1o increased imports from the devel-
oping countrics that entered the market as a resubt of exemptions under the first safeguard.
This variable also captures the effects on country ;s exports of any change in domestic
prices and exchange rate relative to competing exporters and actual and potential importers
of good i.

For example, in its 1998 SG on wheat gluten, the United States formally cxempted its PTA
partners Canada, Mexico and Isracl, as well as all countries named in the Caribbean Basin
Economic Recovery Act or the Andean Trade Preference Act and a list of other developing
countries.

This is conditional on the exempted country being an exporter of the product subject to the
5G. A SG-imposing country often exempts from the policy many developing countries that
do not export the relevant product. We do not add such nen-exporting countries to our data
set. In the analysis we include only those exempicd countries that have been revealed by the
data as exporters to the SG-imposing country. However, an exempied country might subse-
quently begin exporling to the SG-proteeted market due te its advantage over established
exporters subject to the 5G policy.

We do not include this dummy variable in estimating equation (9.1) for endogeneity reasons.
The Agreement on Safeguards requires that the SG-imposing country use market shares to
determine whether a developing country is eligible to be exempted.

For the purpose of our empirical exercise, we treat the sccond Argentine footwear safeguard
as distinct from the initial footwear safeguard as its form was changed from a tariff to TR€Q,
the HS products subject to the safeguard were changed, and the countries exempted from the
measure were changed. An additional nine SG actions initiated during the same period are
omitted from owr analysis because the required import data were not available: Bulgaria
(ammonium nitrate), Czech Republic (cane/beet sugar), Ecuador {matches), Egypt (safety
matches; comnon fluorescent lamps), India {phenol; acetone), Korea (garlic), and Laivia
(swinc meat),

[For two cxplanatory variables in Table 9.3, the share of the SG-imposing couniry’s total
exports that are sent to the affected exporting country and the exporter’s share of the ROW’s
6-digit HS import market in £ + 1, quantity data were not sufficiently available to allow their
inclusion.

interestingly, Argentina did not cxcmpt most of the developing countries in its second
footwear safeguard in 2000 that were excmpted in the first footwear safeguard in 1997. This
is likely due to the increased imports resulting from the developing countries that may have
entered the market as a result of the first safeguard and its exemptions.
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