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Abstract

We show that preferential trade agreements (PTAs) often fail to generate ef-
fective tariff preferences. Although PTAs offer tariffs below most-favored-nation
(MFEN) rates, gradual phase-outs combined with unilateral MFN reductions can
eliminate these advantages. When unilateral MFN reductions undercut prefer-
ential tariffs, the negotiated advantage disappears until implementation catches
up. We find that half of the 356 PTAs notified to the WTO do not adjust prefer-
ential rates after MFN cuts, making such reversals potentially common. Using
Colombian transaction-level data on the U.S. PTA, we show that 35% of imports
expected to benefit did not effectively receive preferences in early years. A triple-
difference analysis indicates that affected imports were 34% lower than compa-
rable imports from third countries. These findings challenge standard views of
PTAs and carry important policy implications.
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1 Introduction

We document that preferential trade agreements often fail to generate tariff preferences
in practice. Preferential Trade Agreements (PTAs) grant businesses in member coun-
tries tariff rates below those applied on a most-favored-nation (MFN) basis. In many
agreements, tariffs are not eliminated immediately but are instead phased out grad-
ually from the prevailing MFN baseline at the moment of negotiation. However,
governments may unilaterally reduce their MFN tariffs after negotiations are con-
cluded. When such unilateral MEN cuts fall below the negotiated PTA tariff elim-
ination schedule, the MFN rate can temporarily undercut the preferential rate. In
these cases, the unilateral MFN changes eliminate the intended tariff advantage until
phased PTA reductions over the implementation of the agreement eventually restore
positive preference margins.

To the best of our knowledge, we are the first to document the absence of trade
preferences throughout the implementation phase of PTAs. To demonstrate the
prevalence of the phenomenon, we use two data sources. First, we collect data on the
legal treatment of MFN changes within PTAs, and the extent to which PTAs phase
out tariffs over time, from all 356 PTAs notified to the WTO as of March 2026. We
show descriptively that 80% (n = 283) phase out tariffs over time. Out of those, 61%
(n = 174) do foresee no updating of preferential tariffs when members unilaterally
change MFN tariffs. Moreover, while updating and non-updating PTAs were simi-
larly widespread until the late 2000s, the majority of the newest generation of PTAs
foresees no updating of PTA base rates when MFEN rates are reduced unilaterally.

Second, we use Colombian firm-transaction-level data between 2010 and 2022
and focus on the implementation of Colombia’s PTAs with the United States, im-
plemented in May 2012. We find that 35% of Colombian imports from the United
States that were expected to receive preferential treatment did not, in practice, ben-
efit from lower PTA tariffs in the early years of these agreements due to frequent
unilateral MFN reductions in Colombia during the implementation phase. We then
implement a triple-difference (DDD) design to test how the absence of preferences
affected imports to Colombia from the U.S. throughout the implementation phase of
the PTA. We focus on products that de facto received a negative or zero preference
margin due to unilateral MFN reductions after the PTA had been concluded. Specif-
ically, we compare imports in products with a zero or negative preference margin
from the US, to imports in the same products from the rest of the world. Following
the implementation of the PTA, U.S. imports with a negative or zero preference mar-
gin are 34% lower than imports in the same products from the rest of the world, on
average. This is a large decrease in imports in products that formally should have
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enjoyed preferential tariff treatment, according to the negotiated PTA elimination
schedule. In addition, we show in event study estimations that the negative effect
on U.S. imports in products where MFN reductions undercut, relative to imports
from the rest of the world, increases over time and is persistent long after the PTA
has been implemented.

Thus, we show that PTA tariffs, despite their name, do very often not grant “pref-
erential” market access for importing firms in the member countries. The findings
have important implications for our understanding of the economic gains from pref-
erential trade agreements as well as the the political economy of drivers of pref-
erential trade liberalization. They also yield important insights for policymakers
regarding the institutional design of future PTAs.

The remainder of the paper proceeds as follows. First, we discuss the related
literature on the dynamic effects of PTAs, preference erosion, and the interaction
between multilateral and preferential trade liberalization. Second, we show concep-
tually how unilateral MFN changes affect preferential tariffs in PTAs under different
institutional designs: static vs. updating tariff base rates. Third, we document the
extent of the phenomenon using agreement-level and firm-transaction level data,
and its effects on trade flows under the U.S.-Colombia PTA. Finally, we discuss the

implications of our results and conclude.

2 Related Literature

This paper relates to several strands of research on PTAs and tariff liberalization
more generally. It introduces an institutional feature of PTA design that has been
overlooked in empirical work, but has significant implications for how preferential
tariffs are measured and interpreted. As such, the paper speaks to the literature on
phase-out tariff liberalization, the literature on preference erosion, and research on
the interplay between preferential and multilateral tariff policy.

First, the paper builds on the literature on the dynamic effects of PTA imple-
mentation and the role of gradually phased-out tariffs. Baier and Bergstrand| (2007)
suggest that the gradual phase-out of tariffs may contribute to the delayed trade ef-
fects of PTAs. Building on this intuition, recent work explicitly models the gradual
tariff liberalization of PTAs and studies how trade flows respond over the implemen-
tation period (e.g., Besedes, Kohl and Lake (2020); Khan and Khederlarian| (2021);
Dong and Jestrab (2022)). These studies highlight that the timing and structure of
tariff reductions are central to understanding the trade effects of PTAs. However,
they generally rely on negotiated tariff schedules and do not account for potential
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changes in MFN tariffs during implementation. This paper complements that liter-
ature by showing that negotiated tariff schedules do not necessarily translate into
effective preferential margins, as changes in MFEN tariffs can eliminate the intended
tariff advantage depending on how PTAs treat MFN reductions during the phase-
out period.

Second, the paper relates to the literature on preference erosion. A large body of
work, particularly in the context of the Doha Development Round, studies how mul-
tilateral MFN tariff reductions would have reduced the value of preferential mar-
ket access granted to developing countries under unilateral schemes such as the
Generalized System of Preferences (GSP), and the associated welfare effects (e.g.,
Alexandraki| (2005); Francois, Hoekman and Manchin| (2006); |[Hoekman, Will and
Braga| (2009); De Melo and Carrere| (2010); Raimondi, Scoppola and Olper| (2012)).
We extend this literature by highlighting that preference erosion can arise beyond
unilateral development schemes and by introducing a mechanism through which
MEN tariff reductions can not only erode, but temporarily eliminate, effective tariff
advantages within reciprocal PTAs.

Third, the paper builds on the literature on the interaction between preferential
and multilateral tariff liberalization. Since Bhagwati (1991), a central question in
trade research has been whether PTAs act as building blocks or stumbling blocks for
multilateral trade liberalization. In response, a large theoretical literature has de-
veloped that studies how the formation of PTAs affects governments’ incentives to
adjust MEN tariffs and pursue further multilateral liberalization (e.g., Richardson
(1993); Krishnal (1998); Bagwell and Staiger| (1999); |Ornelas (2005); Saggi, Woodland
and Yildiz| (2013)). Empirically, studies such as Limao (2006) and Karacaovali and
Limao| (2008) find that MEN tariff reductions are smaller for PTA-covered products
in large markets such as the United States and the European Union, whereas Este-
vadeordal, Freund and Ornelas|(2008) document increased multilateral liberalization
following PTA formation in Latin America. This paper asks the natural follow-up
question: if preferential liberalization induces changes in MEN tariffs, what happens
to preferential tariffs when MFN rates are adjusted after a PTA has been negotiated?

3 How MFN Rate Changes Affect Preferential Rates

Although PTAs aim to liberalize tariffs on substantially all trade, they rarely elimi-
nate all tariffs immediately upon entry into force. Instead, most agreements define
a tariff-elimination schedule that specifies whether tariffs for a given product are
eliminated immediately or phased out gradually. For each product, the schedule de-
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termines a base rate, which is typically the MFN rate applied to third-country goods
at the time of negotiation, and a staging category that governs the phase-out time-
line. In most cases, phase-outs follow a linear trajectory, with tariffs reduced in equal
increments over a specified number of years.

Absent changes in MFN rates during implementation, preferential margins, that
is, the tariff advantage granted to goods originating within the PTA over third-
country goods, remain strictly positive and increase monotonically over time. Fig-
ure (1|illustrates this benchmark case for a product with an initial tariff of 20% elimi-

nated in ten equal steps.
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Figure 1

Gradual Tariff Elimination of a 20% Duty over 10 Years.

The elimination path is determined by two elements: the base rate, typically equal to the
MEN rate at the time of negotiation, and the staging category, which specifies the phase-
out period. In this benchmark case, the MFN rate remains unchanged, and the preferential
margin increases linearly as the scheduled tariff reductions take effect.

However, MFN rates are not static. Governments retain the authority to unilaterally
reduce MEN tariffs after a PTA has been concluded. When such reductions undercut
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the preferential tariff implied by the elimination schedule, the intended tariff advan-
tage can disappear. PTAs differ in how they address this risk. Most agreements can
be classified into two categories. The first links preferential tariffs dynamically to the
prevailing MFN rate, updating the base rate, and thus the entire preferential sched-
ule, in response to MFN changes. The second defines preferential tariffs relative to a
static base rate fixed at the time of negotiation and independent of subsequent MFN

reductions.
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Figure 2
Tariff Elimination under MFN Changes - Updating Base Rate.

During the negotiations, the then-prevailing MFN rate, TN, is defined as the base rate,
TBASE At a later point, the MEN rate is reduced to TFN*. The PTA stipulates that, in this
case, the original base rate is updated to the new, lower MEN rate, TBASEx Consequently,
the annual preferential rate is calculated using the same preferential margin as originally
intended, but now relative to T845E*. In absolute terms, the annual tariff reductions are
smaller; however, the relative tariff advantage over third countries is preserved throughout
the implementation period.
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Figure 3
Tariff Elimination under MFN Changes - Static Base Rate.

During the negotiations, the then-prevailing MEN rate, TN, is defined as the base rate,
TBASE| At a later point, the MFN rate is reduced to TfN*. The PTA does not provide for an
updating of the original base rate. Thus, the initial T24%F, on which the scheduled reductions
are calculated, no longer corresponds to T™FN*. Consequently, the preferential rate, T/REF,
exceeds TMFN* as long as the original elimination schedule has not yet caught up with the
reduced MFN rate. In this case, the PTA confers no tariff advantage over third-country goods
during the first six years of the agreement.

Whether a PTA adopts a dynamic or static base rate implies fundamentally dif-
ferent trajectories for effective tariff advantages. When base rates are updated, as in
Figure 2, preferential tariffs remain below MFEN rates and the negotiated preference
margin is preserved. By contrast, under a static base rate, as in Figure {3, unilat-
eral MFN reductions can undercut the preferential tariff. In such cases, the effec-
tive preference margin is eliminated, despite the agreement being formally in force.
During these periods, a PTA ceases to confer any tariff advantage until scheduled
reductions restore a positive margin. In economic terms, the agreement temporarily

provides no discriminatory preferences relative to third-country imports, implying



that it need not generate additional trade in affected products. Despite its economic
relevance, this institutional distinction between static and updating base rates has not
been incorporated into the empirical trade literature. Existing studies rely on ne-
gotiated tariff schedules and typically assume a fixed MFN baseline during imple-
mentation (e.g., Besedes, Kohl and Lake (2020); Khan and Khederlarian| (2021)). We
document systematic cross-agreement differences in the treatment of MFN changes
during phase-out periods and show that this feature has substantial implications for

the measurement of effective tariff preferences and their trade effects.

4 Data
4.1 Agreement-Level Data

We construct a novel database covering all 356 PTAs notified to the WTO and manu-
ally document (i) whether tariff liberalization is phased in gradually, and (ii) whether
agreements update base rates and preferential rates following MFN reductions or in-
stead rely on static base rates. The relevant provisions are typically located in a PTA’s
chapter on Trade in Goods or in the annex containing the tariff-elimination schedule.
Table [1]illustrates the key difference in legal formulations underlying this classifica-
tion:

Updating Base Rate Static Base Rate

If a Party reduces its applied most-
favoured-nation customs duty rate (“MFN
rate”), the schedule in Annex 2 of that
Party shall apply to the reduced rates. If
a Party lowers its applied MFN rate to a
level below the base rate [...], that Party
shall calculate the preferential appli-
cable rate [..] on the lowered ap-
plied MFN rate, maintaining the rela-
tive margin of preference |...]

EU—Chile (Advanced Framework Agreement),
Chapter 2, Article 2.5, Paragraph 3

Where a Party reduces its most-favoured-
nation applied rate of customs duty, that
duty rate shall apply to an originating good
of the other Party if, and for as long as, it
is lower than the customs duty rate on
the same good calculated in accordance
with Annex 2-A.

EU-Japan (Economic Partnership Agreement),
Chapter 2, Section B, Article 2.8, Paragraph 2

Table 1
Classification of PTAs in Updating vs. Static Base Rates

The table shows examples of how different PTAs treat the base rate, TBASE wwhen MFN rates
are unilaterally adjusted. The left panel depicts the legal clause in the EU-Chile PTA, which
foresees that the base rate is updated when MFN rates are changed. On the right, the EU-
Japan PTA foresees no updating of T84°E.



The clause in the EU-Chile agreement stipulates that preferential rates are recalcu-
lated based on reduced MEN rates, thereby maintaining the relative margin of pref-
erence. In other words, the tariff-elimination schedule is updated in line with MFN
reductions, ensuring that the originally negotiated tariff advantage is preserved. By
contrast, the EU-Japan agreement provides that the reduced MFN rate applies as
long as it remains below the preferential rate calculated from the original base rate.
The base rate is therefore static, and when the MEN rate undercuts the preferential
rate, the agreement ceases to confer any tariff advantage.

While formulations differ slightly across agreements, most can be classified as
either static or updating base rate regimes. This distinction allows us to identify
agreements in which unilateral MFN liberalization may (temporarily) eliminate ne-
gotiated preference margins. For agreements that lack a dedicated clause, we dis-
tinguish two cases. PTAs that do not include such a clause but specify a base rate
in the tariff-elimination schedule are coded as static. By contrast, agreements that
lack both a clause and explicit base rates, but instead define product-level margins
of preference, are classified as updating. The final dataset will be made available for
future research.

4.2 Colombia Transaction-Level Data

To assess the practical relevance of the described phenomenon, we use monthly
transaction-level import data at the 10-digit national nomenclature level collected
by Colombian customs (DIAN) for the period 2010-2022. Colombia concluded a
PTA with the United States that entered into force on 15 May 2012. The agreement
relies on static base rates and thus entails a risk of temporary preference elimination
in the presence of unilateral MFN reductions.

Preferential rates for U.S.-originating imports are constructed using base rates
and staging categories specified in Annex 2.3 of the U.S.—-Colombia Trade Promotion
Agreement. While the first phase-out step occurred upon entry into force, subse-
quent tariff reductions took effect on January 1 of each year. To account for potential
intra-year changes in MFN rates, we compile a monthly series directly from the tariff
portal of the Colombian customs authority.

Comparing preferential and contemporaneous MFN tariffs at the product-month
level allows us to identify instances in which unilateral MFN reductions undercut
preferential rates, thereby eliminating the effective preference margin. By construct-
ing tariff-data from primary sources we mitigate concerns related to missing obser-

vations and aggregation in standard tariff datasets (Teti, 2024).



5 Empirics

In this section, we empirically investigate how unilateral MFN changes affect prefer-
ential rates granted in PTAs. First, we show to what extent legal formulations in all
PTAs notified to the WTO foresee updating or static base rates (t345F). Second, we
use Colombian transaction-level data and the PTA with the U.S. as an example of an
agreement with static base rates. We show how much trade is affected when MFN
rates undercut preferential rates, resulting in negative preference margins, during
the implementation phase of the PTA. Finally, we use a triple difference design to
demonstrate to what extent trade gets diverted from PTA partners to imports from
non-PTA countries in products affected by negative preference margins during the
implementation of the PTAs.

5.1 Agreement-level

Figure 4 presents descriptive evidence on the prevalence of gradual tariff phase-outs
and the different treatment of changes in MFN rates across PTAs. Gradual tariff
phase-outs are a pervasive feature of PTAs, present in about 80% of all agreements
(Panel A). Among agreements with gradual phase-outs, 61% define preferential tar-
iffs relative to a static base rate and do not provide for updating in response to uni-
lateral MFN reductions (Panel B). As a result, negotiated preference margins are not
protected against subsequent MFN cuts in roughly half of all PTAs. Panel C fur-
ther shows that this static design has become increasingly prevalent in recent agree-
ments, including those still being phased in today. Taken together, these patterns
indicate that most agreements phase out tariffs over time, while a substantial share
rely on static base rates. Consequently in these cases, MFN reductions may eliminate
preferential margins, so that the presence of a PTA does not automatically imply an
effective tariff preference. Accounting for this distinction is therefore important in
empirical analyses of PTAs’ trade effects.
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Figure 4
Treatment of MFN Reductions in Preferential Trade Agreements

Panel A shows that around 80% of all PTAs notified to the WTO contain some sort of gradual
tariff phase-out. Of these agreements, around 60% do not update T845E when MFN rates are
adjusted (Panel B). Lastly, Panel C shows how the different treatment of MFN changes has
developed across PTAs over time.

5.2 Transaction-level

We assess the economic relevance of this mechanism in practice by examining Colom-
bia’s PTA with the United States (2012). The PTA relies on static base rates and does
not provide for dynamic updating following MFN reductions. Figure [j] illustrates
the tariff-elimination schedule for U.S.-originating imports into Colombia as spec-
ified by the agreement. Based on pre-PTA trade-weighted import values, around
60% of imports from the United States would have faced immediate tariff elimina-
tion upon entry into force in May 2012. For the remaining 40% of imports, tariffs are
phased out over 5, 7, and 10 years. This share of trade is therefore potentially ex-
posed to the elimination of preferential margins through unilateral MFN reductions
by Colombia.

10



im
100% =
=
L.
90% =
|?
=
80% :g
(e
1
70% |
—_ 1
S
S 60% !
£ |
b 1
2 50% i
& |
<)
g 40% |
a |
i
30% i
1
20% | ==
10% — - =
0% :
1
~ 100% 1
S 90% 1
£ 80% 1
o 70% B e
g 60%
& 50%
g 40%
£ 30%
L 20%
s 10%
| 0% 1

A

QN OV O W™ 6 b O N AN AV A ax Ao A\ DD D
r\/Q\ A/Q\ r@\ ’ /\9\ r\/Q\ A/Q\ r\9\ ,\9\ VNN

N GO U PN b iy
Figure 5
Colombia-US Elimination Schedule

The figure illustrates the tariff-elimination schedule for U.S.-originating imports into Colom-
bia as defined in the US-Colombia Trade Promotion Agreement. Line thickness reflects the
pre-PTA trade-weighted share of imports (January 2010-April 2012) across base rate—staging
categories. Approximately 60% of pre-PTA imports are subject to immediate tariff elimina-
tion upon entry into force, while the remaining 40% are phased out over 5, 7, and 10 years.
This latter share of trade is potentially exposed to the elimination of preferential margins
through unilateral MEN reductions.

While Figure 5 describes the share of trade that was potentially exposed to the
elimination of preferential margins, we now quantify how much trade was actu-
ally affected. The practical relevance is assessed by calculating the share of imports,
across products i at time ¢, that received a tangible preferential tariff advantage, i.e.,

a positive preference margin:

Y Imports; ; 1<T£REF < Til’\fFN>

1)

Tangible Preferential Share, =
Y Imports; ; I(T},\fFN > O)
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The denominator is restricted to imports facing a strictly positive MEN tariff, as
preferential margins can only arise when MEN tariffs are positive.

Figure [6| plots the monthly share of U.S.-originating imports into Colombia that
receive a tangible preference after entry into force of the U.S.—Colombia PTA. As out-
lined in Section 3, unilateral MFN reductions by Colombia between negotiation and
implementation lowered tariffs on third-country goods below the preferential rates
implied by the agreement’s elimination schedule. As a result, negotiated preference
margins for many products were effectively eliminated. Consequently, during the
first three years of the PTA, between 20 and 35% of U.S.-originating imports facing
positive MEN tariffs did not receive a tangible tariff advantage, despite being cov-

ered by the agreement.
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Figure 6

Effective Tariff Preferences under the U.S.—Colombia PTA

The figure plots the monthly share of U.S.-originating imports into Colombia that receive a
positive preference margin following the entry into force of the U.S.-Colombia Trade Pro-
motion Agreement. The share is calculated over imports facing strictly positive MFN tariffs.
Due to unilateral MFN reductions by Colombia between negotiation and implementation,
preferential rates implied by the agreement exceeded MFN rates for a substantial share of
products and trade, eliminating effective tariff advantages. As implementation progressed
and preferential rates declined below reduced MEN levels, preference margins were gradu-
ally restored.

Only as implementation progressed and preferential rates declined sufficiently to
fall below prevailing MFN rates did negotiated “preferences” translate into effective
tariff advantages. In practice, it took six years after entry into force for the PTA to de-
liver positive tariff advantages across all covered products. These patterns indicate
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that a substantial share of trade is affected by the elimination of effective preferences,
underscoring the importance of accounting for this mechanism when assessing the
trade effects of PTAs.

5.3 Research Design

First, in order to estimate the effect of negative preference margins on diversion of
trade from within the partnering PTA countries, we estimate the following linear
model:

log(Importsic; +1) = B (US, x Post; x NegMargin;) + &jc + Vit + et + €ict-
(2)

where the outcome is logged imports in product i from country c in year t. US.
is an indicator equal to one if country c is the United States and zero otherwise and
Post; is an indicator for the post-PTA period, when t > 2012 . NegMargin; is an indi-
cator equal to one for products that experience zero or negative preference margins
at any point after the implementation of the US-Colombian PTA. The specification
includes fixed effects for the product-country a;., and fixed effects for product-year
vit and country-year, Jctﬂ As control units we use never-treated country-product
pairs, that never have a PTA with Colombia. Thus, the coefficient B captures the
trends for U.S. imports in products where preferences are (temporarily) eliminated
due to MFN reductions after 2012, compared to imports in the same products from
non-U.S. countries that never have preferential market access in Colombia. We ex-
pect that Colombian imports from the U.S. will be no more attractive than imports
from the rest of the world during agreement implementation, resulting in either a
negative or non-significant  coefficient. Note that this differs sharply from standard
assumptions that lower, negotiated preferential tariffs would boost imports from the
U.S., compared to non-PTA partners, over time. (Besedes, Kohl and Lake, 2020; Baier
and Bergstrand, 2007).

Second, we expect that the negative or null effect of MFN rates undercutting pref-
erential rates should change over time as the agreement is phased in, preferential
tariffs are lowered sequentially, and positive preferential margins are fully restored.

This is visible in Figure [§, which shows that positive preference margins are com-

Main effects and lower-order interaction terms are absorbed by the fixed effects. In further spec-
ifications, we include product-year and country-year fixed effects to account for idiosyncratic trends
in imports from specific countries or in specific products. These fixed effects absorb the remaining
lower order interactions.
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pletely restored after 2018. Thus, we would expect the coefficient B; to be null or
negative for the first years of the implementation of the PTA, and turn positive once
effective preference margins under the agreement are restored, around 2018. To test

this expectation, we estimate the following event study specification:

2022
log(Importsi; +1) = Z B: (US; x 1{t = T} x NegMargin;) + ajc + Vit + Oct + €ict-

#=2010
1£2011

)

where US, is an indicator equal to one if country c is the United States and zero
otherwise, and NegMargin; is an indicator equal to one for products that experience
zero or negative preference margins at any point after the implementation of the US-
Colombian PTA. The coefficients B; trace the differential evolution of U.S. imports
for products with negative preference margins in year ¢, relative to the last pre-PTA
year 2011, compared to imports in the same products from non-PTA countries. The
specification includes again product-country fixed effects, «;., as well as product-
year fixed effects, j;, and country-year fixed effects, . In all specifications, we

cluster standard errors at the country—product level.

5.4 Regression Results

Tablereports the estimated coefficients from Equation While column (1) includes
no controls, columns (2)—(4) progressively introduce product—country, country-year,
and product-year fixed effects. The coefficient of interest is the triple interaction,
US; x Post; x NegMargin;, which compares the change in Colombian imports from
the U.S. after the PTA’s entry into force relative to imports in the same products
from countries trading under MFN rates. Crucially, we compare imports in products
where preferences under the U.S.-Colombia PTA are eliminated due to MFN reduc-
tions relative to imports in products for which a purely positive preference margin
materializes. The estimated coefficient on the triple interaction is negative and sta-
tistically significant across all specifications, and remains economically meaningful
even in the most stringent specification that absorbs product-country, product-year,
and country—year variation. In column (4), the coefficient is approximately -0.42, im-
plying that, following the PTA, the relative performance of U.S.-originating imports
vis-a-vis imports from the rest of the world is about 34% percent worse in products
where the agreement fails to deliver a tariff advantage than in products where a

positive preferential margin materializes as negotiated.
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log(Imports, ., + 1)

1)

() (3) 4

Post; 0.131*** —0.098***
(0.036) (0.037)
us, —0.003
(0.063)
NegMargin; 0.009
(0.034)
US. x Post; 0.058 —0.288***
(0.079) (0.102)
US, x NegMargin; 2424
(0.075)
Posty x NegMargin; —0.058 0.112*** 0.207%**
(0.039) (0.040) (0.039)
US, x Posty x NegMargin; -0.867*** -0.9071%*** -1.051*** -0.422***
(0.091) (0.109) (0.110) (0.117)
Num. Obs. 271285 271285 271285 271285
Adj. R? 0.036 0.749 0.758 0.786
Ctry x Prod FE v v v
Ctry x Year FE v v
Prod x Year FE v

Table 2 Trade Effects of Preference Elimination on US imports into Colombia

The table shows the regression results from Equation [2| above. The outcome is the logged import
amount of product ¢ from country 7 in year t. The coefficient of interest is the triple interaction US, x
Posty x NegMargin;, which measures the following triple difference: [US - ROW imports Pre-Post
PTA in products that ever have negative margin (for the US)] - [US - ROW imports Pre-Post PTA
in products that have a positive margin (for the US)]. Standard errors are clustered at the product-
country level. * p <0.1, ** p <0.05, *** p <0.01

This finding is in line with our expectations, as the PTA does not confer any tariff
advantage in these products relative to third countries. However, it goes contrary
to existing empirical work on the effect of PTAs on trade, based on negotiated elim-
ination schedules (Besedes, Kohl and Lake, 2020; Baier and Bergstrand, 2007; Dong
and Jestrab, 2022). The elimination schedules would suggest that these products are
formally covered by the agreement and would typically be expected and treated as
receiving preferential treatment. De facto, there is no preferential treatment if one
takes into account unilateral changes in MFN changes after negotiations have been
concluded.

Figure [7| depicts the results of the event study specification in Equation 3l In
the pre-PTA period, when imports from both the United States and other countries
are subject exclusively to MFN tariffs, we find no significant differences between
products that subsequently receive a positive preferential margin and those that,
despite being formally covered by the U.S.-Colombia PTA, do not confer an effective
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tariff advantage due to unilateral MFN reductions by Colombia.

Before Agreement After Agreement

00f---------- I R et T L P
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Figure 7

Time-Varying Homogeneous DDD-estimates

The figure plots coefficients from the event study specification in Equation[3} with 2011 as the
omitted baseline year. The estimates capture the differential evolution of Colombian imports
from the United States relative to imports from countries trading under MFN rates, compar-
ing products that do not receive an effective preferential margin to products in which a posi-
tive preferential margin materializes. Whiskers indicate 95% confidence-intervals. Standard
errors are clustered at product-country level.

Following the entry into force of the PTA, we observe a persistent negative effect
on the import performance of U.S.-originating products without an effective pref-
erential margin. Strikingly, this underperformance persists even after preferential
margins are restored, suggesting that the temporary elimination of effective prefer-

ences has lasting, negative consequences for intra-PTA trade flows.

6 Discussion

These results highlight that PTAs do not uniformly confer effective tariff advantages
across products during their implementation. In particular, we show that products

which are formally covered by a PTA but for which unilateral MFN reductions tem-
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porarily eliminate the preferential margin exhibit significantly weaker import per-
formance. This finding is economically intuitive: where no tariff advantage exists,
trade should not respond. However, it has important implications for empirical
work. Standard approaches typically rely on negotiated tariff schedules and im-
plicitly treat all covered products as effectively receiving preferential treatment. Our
results suggest that the principal assumption, that a PTA transfers a discriminatory
tariff advantage over third countries, does not necessarily hold (Viner, [1950). As a
consequence, including products that are nominally liberalized but do not confer
an effective preference introduces a mismeasure of tariff preferences and may sub-
stantially downward bias estimates of PTA-induced trade growth. More broadly,
the heterogeneous treatment, static vs. updating, of MFN changes during phase-out
periods implies that PTAs can generate fundamentally different trajectories of effec-
tive tariff advantages. Accounting for these differences is therefore essential when
comparing trade effects across agreements.

A similar issue arises for ex-ante evaluations of trade agreements. Quantitative
models, such as CGE simulations, typically map negotiated tariff reductions into
expected changes in trade (Hertel, 1996). In doing so, they implicitly assume that
preferential tariff schedules translate into actual tariff advantages throughout the
implementation period. Our findings indicate that this need not be the case. In
agreements with static base rates, unilateral MFN reductions can temporarily elim-
inate effective preferences, implying that simulated tariff reductions overstate the
true extent of preferential liberalization. As a result, ex-ante estimates that abstract
from this mechanism are likely to be upward biased, particularly in settings where
MEN tariffs are adjusted during the implementation phase.

Finally, the distinction between static and updating PTAs has direct policy impli-
cations and connects to the broader debate on whether PTAs act as building blocks or
stumbling blocks to multilateral trade liberalization (Bhagwati, 1991). In agreements
with static base rates, policymakers effectively accept that preferential advantages
may erode, or even disappear, if a party to the PTA unilaterally reduces its MFN
tariffs. By contrast, PTAs with updating provisions preserve the relative margin of
preference, thereby maintaining the intended tariff advantage for intra-PTA prod-
ucts even in the face of multilateral liberalization. Thus, this institutional design
feature of PTAs reflects different policy objectives: whether to lock-in a tariff ben-
efit for national export-interests regardless of changes in MFN rates in the partner
country, or to accommodate broader multilateral tariff reductions. As such, the in-
teraction between preferential and multilateral liberalization is not only a question
of tariff levels, but also of how agreements are designed to respond to tariff changes
towards third countries.

17



7 Conclusion

We document a previously overlooked institutional feature of preferential trade agree-
ments: whether preferential base rates are updated following unilateral MFN tariff
reductions during implementation or whether PTAs rely on static base rates. We
show that this distinction is economically consequential. In agreements without
base-rate updating, unilateral MEN cuts can temporarily eliminate negotiated pref-
erence margins, depriving intra-PTA trade of an effective tariff advantage during
the early years of implementation. For the U.S.—-Colombia PTA, we find that for over
30% of U.S.-originating imports, the agreement effectively did not deliver any tariff
advantage in its initial phase.

Beyond its empirical relevance, our findings raise important questions about the
political economy of PTA design. One possibility is that these design choices reflect
the preferences of domestic constituents, such as exporters or import-competing sec-
tors, in line with the political economy literature on trade policy formation (Gross-
man and Helpman, 1994; Kim, 2017). Alternatively, they may arise from institutional
inertia, with legal provisions replicated across agreements without fully account-
ing for their economic implications (Aischner, Seiermann and Skougarevskiy, 2017;
Allee and Elsig, 2019). Distinguishing between these explanations is important, as
our results show that seemingly technical differences in legal formulation can have
substantial effects on trade outcomes.

The negotiation of PTAs often spans many years and binds significant bureau-
cratic resources. In addition, firms incur administrative costs to comply with com-
plex rules-of-origin requirements in order to access the tariff benefits enshrined in
these agreements (Head, Mayer and Melitz, 2024; Anson et al., 2005). These costs
and resources are typically justified by the expectation that PTAs confer meaningful
preferential access. Our results suggest that this expectation is not always met in
practice.
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