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Agricultural Trade Liberalization Policy in Iran:
A computable General Equilibrium Analysis

Habibollah Salami '

Abstract

Expecting potential gains from freer international trade, Iran is seriously considering
joining the World Trade Organization (WTO). This requires reduction in various trade
restrictions including tariffs on imports and subsidies on domestic products and exports,-
where as it is expected to open new market opportunities to the Iranian exports. In the
present study we investigated the impacts of several different trade policies on the
agricultural sector and on the overall economy of Iran. First, we hypothesized a situation
that Iran is not considered to become a WTO member or, equivalently, the membership
of Iran is not considered by the WTO secretariat. In such a situation, Iran will face the
world price increases resulted from implementation of Uruguay Round Agreements
(URA) by major supplying nations of agricultural products. Second, we assumed that
Iran’s membership is approved and committed to reduce subsidies on domestic
production of agricultural commodities and tariffs on agricultural imports, where as
agricultural exports expand following the concessions given by the Iran’s trade partners.
Finally, we hypothesized a situation that the expenditures saved as a result of partial
removal of subsidy on agricultural products are invested in the agricultural sector to
improve the agricultural land productivity. Since agricultural sector is a significant
contributor to the economy of Iran and Iran has both large numbers of non-tariff barriers
and high levels of tariffs on agricultural imports, the reduction of trade restrictions and
increase in land productivity may have implications for the other sectors. To account for
the sectors' interrelationships we constructed a social accounting matrix (SAM) for Iran
and used as a database in developing a computable general equilibrium (CGE) model.
The economy is disaggregated into 25 sectors including ten agricultural sectors, two
mining sectors, six manufacturing sectors, and seven service sectors.

The calculation of total Aggregate Measure of Support (AMS) for ten major and
strategic agricultural commodities including wheat, rice, cotton, sugar beets, soybean,
pea, potato, chicken meat and beef, reveals that the total AMS is negative for wheat,
sugar beets, and soybean, and it is positive for the rest of the products. Furthermore, the
percentage AMS is above the exemption level (10 percent of product value) for most of
the commodities, implying a reduction in the support levels for these products is
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required based on the URA. The simulation results suggest that when Iran is not a WTO
member but the domestic trade policies allow the world price increases to be transferred
to agricuitural producers, the agricultural sector expands and the terms of trade changes
in favor of this sector. However, this policy results in a decline in real GDP and overall
employment, and has an inflationary effect. The results change when Iran becomes a
WTO member. Since the exports of agricultural and food industry products is expected
to increase, the negative effects of the first policy will reduce. Furthermore, when the
government of Iran reduces the expenditures on agricultural subsidies by 20 percent and
invests the same amount in the agricultural sector to improve the agricultural land
productivity and hence, to reduce the average cost of production in the sector, the
following effects can be expected. The agricultural sector expands which causes the
expansion of food manufacturing and the service sectors. The agricultural employment
as well as the overall employment increase that mitigates the current problem of
unemployment in Iran. Moreover, this policy has a welfare effect, as it results in an
increase in the real GDP in Iran. Furthermore, as the real income of Iranian households
increases and the prices of food products decline, the policy can improve the food
security in Iran.
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