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Object

Examine the resource allocation
and welfare implications of the
reduction of barriers in the United
States market for Frozen
Concentrated Orange Juice (FCOJ)
imported from MERCOSUR, or more
precisely, from Brazil.




Methodology

A partial equilibrium model of
imperfect substitute goods Is used
to estimate the impact of trade
liberalization in the United States,
on prices and quantities and on
welfare.




Orange and FCOJ Main Producers




Compared Production Costs
Brazil and USA
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USA's FCOJ Imports: 2001/2002

_——




Small and Large Country Models
Hufbauer & Elliot (1994), Francois & Hall (1997)
Berlinski et al. (2001)

Main assumptions of a Small Country Model
e The supply schedule of the domestically produced
good Is positively sloped;

e The price elasticity of supply of the imported good is
infinite;
e The initial situation is an equilibrium state.

Main assumptions of a Large Country Model
e The importer country is large and hence able to
iInfluence the prices of goods on world markets.




Small Country Model




Large Country Model




Elasticities And Parameters’ Estimations




FCOJ protection in MERCOSUR and USA

*MERCOSUR’s Common External Tariff (CET)
for orange juice is currently 15%.

In the European Union, the tariff applied to
FCOJ imports originating from Brazil 1s around
35%.

In the USA, FCOJ imported from Brazil faces
barriers 1n the form of a per unit tax equivalent to
a 56,7% ad valorem tax.

*The FCOJ mmports from Mexico pay taxes
equivalent to a 30,7% ad valorem tax.




Results - small country model
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Results - large country model
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Conclusions

*The analysis suggests that strong resistance to trade
liberalization 1s bound to arise in the US FCOJ
market.

In the more realistic case of large country model,
the tariff reduction will produce losses of welfare in
the local economy.

* Anticipating such resistance, Brazilian producers
have been investing in the US market, building
orange juice processing capacity to become large
buyers of FCOJ, both domestically produced and
imported.




Initial values




Results - small country model




Results - small country model




Results - large country model




Results - large country model




