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Appendix E: Import Regime and Policy

The Import Regime is the basic legal body determining the content and application principles
of policies to which imported goods are subject. The Regime consists of Decrees, Regulations,
and Communiqués about this issue. In the lists attached to the Decree,'’ tariff rates are
announced. In our country, protection measures needed in industrial goods and processed
agricultural products are in accordance with CU, whereas protection measures needed in

agricultural (excluding processed) products are subject to WTO Agreement.

For 2004, decisions taken towards industrial and agricultural products imports in Import Regime

can be summarized as follows;18
- Tariff rates for industrial and agricultural products are reduced.
- A separate list for goods under suspension practice is announced.'’

- The reduction in tariff rates of agricultural goods by 2.4 % was realized, which was the
last portion of the 24 % reduction agreed upon to be made since the beginning of the

WTO membership in 1995 till 2004.
- Tariff rates of some agricultural products are increased in line with WTO contracts.
- Tariff rates on some industrial products are eliminated.

While the tariff rates on industrial goods originating from EU countries was 9 % on the
average before CU in 1995, and 14.3 % for those from third countries, the tariff became zero for
EU and 5.8 % for third countries with the accession to CU in 1996. In 2003, the average tariff
rate for third countries was 4.4 %.”° The said tariff rate towards imports from third countries is

determined regarding WTO obligations and industry’s requirements.

On the other hand, import quotas are enabled aiming at cheap acquirement of necessary
intermediate goods by industry.”’ Products in this group are mostly raw materials used in textile

industry as well as iron-steal flat products.

'7 In these lists published by UFT, List numbered I includes agricultural products, List I industrial products, List III processed
agricultural products, and List IV includes fish and fishery products, while List V is the suspension list.

'8 Published in the 1% Repeated Official Gazette dated 31.12.2003 and numbered 25333.

% In order to increase the competitive capacity of the domestic producers by lowering costs, suspension practice is applied by
reducing or eliminating the tariff rates on some important inputs for manufacturing industry but not produced in the EU area.

20 Sonmez (2003).

2! Tmport quotas refer to a decrease or exemption of tariff rates of a specific amount or value of an imported good. This practice is
towards increasing imports of a product/input needed for the national economy, by annually or periodically facilitating its import
conditions. The determined quotas are valid for the goods originating from country(es) which agreements are sign with about this
issue. If the goods subject to the quota are imported from different countries or the quotas are exceeded, then general rules are
applied.
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Tariff rates on non-processed agricultural products that do not correspond to CU inclusion are
those taking place between 1-24 sections in the lists. High tariff rates are determined for most of
the products in this group. In 2003, average protection rate of agricultural goods was 54.4 % for
EU and EFTA, and 55.4 % for third countries.”> With respect to sub-items, tariff rates and Mass
Housing Funds are determined at the highest levels of WTO tariff contracts for products which
domestic production level meets domestic market’s needs and those that have export potential,
while below the upper limit of the contracts for products with raw material property, or which
domestic production level can not meet domestic market’s needs. As increasing effects of tariffs
on domestic price levels are considered with care, the sector’s employment, economic and other

social balances are aimed to be protected when tariff rates are determined.

Import quotas in agricultural goods are applied when agricultural production, which is
extremely dependent on seasonal and climatic conditions, comes out to be insufficient in either
amount or quality. Compared to tariff reduction, this practice yields advantages regarding its

allowance of direct control on the amount and direction of imports.

22 Sonmez (2003).
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Appendix F: Economic Impacts of Tariff Reductions

Sectors protected with tariffs are usually those that cannot compete with external market. A
tariff on a product results in a rise in its price (price effect). As a result, a rise in its domestic
production (production effect), squeeze in its demand (consumption effect), and a transfer of
welfare from consumer to producer (income effect — distribution effect) is observed. Besides,
Treasury will continue to receive tax revenue as long as imports continue (tax revenue effect).”
In case of tariff reduction, the opposite of the above would be expected. However, there are some

points to be underlined for tariff reduction. These situations are analyzed below.
Price and Production Effects:

First of all, a probable tariff reduction will result in a fall in the difference of prices that producers
and consumers pay, as much as the tariff rate. Nonetheless, there may arise some structural
conditions that prevent this to happen. For instance, if economies of scale exists or concentration
ratio is high in the market of the good of which tariff rate is altered, importers would use the price
difference that they were transferring to the government earlier, for partly or completely expand
their profit margins instead of reducing their prices in case of tariff reduction. Consequently, the
intended fall in prices will not occur. On the other hand, if the rise in competition in the domestic
market of the product imported is possible, increases in the number of importers and the import
volume would be observed. These increases carry on provided that the price difference that the

producer and consumers pay is such that the importer can keep on its activities.
Consumption Effect:

A fall in tariff rates will cause the consumption of the product to rise resulting from a fall in
its domestic price level. The higher the demand elasticity of the imported product, the more the

rise in its consumption resulting from the fall in price level.

On the other hand, relative prices may also be affected in case of tariff reduction in particular
agricultural and food products. The change in relative prices would generate substitution effects.
If the relative price between the goods, the tariffs of which are reduced by different rates, do not
change, though the total demand towards these goods will increase, -with the assumption that the
imported goods are not inferior- the substitution between these goods will realize at a minimum
level, and the demand of other goods is expected to fall. However, if the relative price among the

goods changes, consumers may substitute between these goods.

2 Seyidoglu (1998).
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Tax revenue Effect:

A fall in tax revenues following the period of tariff reduction is expected. However, if the
demand for imported products rises in time because of the tariff reduction, improvement in tax
revenues will be observed. Within this framework, the effect of short-term fall in tariff revenues
on primary budget should be considered. Moreover, in order to avoid a decrease in total welfare,
the loss in tax revenues must be lower than the monetary equivalent of the increase in consumer’s

welfare.
Distribution Effect:

The reduction in tariff rates causes a reallocation of national income from producers to
consumers.”* Compared to prior to reduction in tariffs, there must be an improvement in the
conditions of group that consume the products of which tariff rates are reduced. In addition,
when the conditions of these groups are compared, the welfare of the group(s) that was
disadvantageous before must improve or at least remain unchanged so that total welfare is

increased.

Other Effects:

Domestic producers may sacrifice some of their profit margins by reducing the price in order
to be able to compete with cheaper imports. If they cannot preserve this competitive position
anyway, they may choose to retire from the market or move to the import sector. The second will

result in a fall in employment and domestic production of the related sectors.
The reduction in tariff rates that increases imports will expand current account deficit as well.
International Trade Agreements Restrictions:

Tariff reduction must be considered together with the rules indicated by bilateral or
multilateral agreements made with other countries, and the possible effects of a reduction must be
analyzed within this framework. Besides, restrictions resulting from WTO and CU agreements
and contracts adopted before are determining the limits of tariff reductions and required to be

used as guide.

Even in the simplified framework presented here, reaching to a technically sufficient and
acceptable conclusion necessitates a process of -numerical or judgmental- optimization analysis

covering all the points stated above.

#* Appleyard and Field (1998), Seyidoglu (1998).
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