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ABSTRACT
The world trade environment has been liberalized. It is now one big, borderless global
market. Free trade, however, has called for reduction and eventually removal of trade
protection mechanisms - tariff and non-tariff, among market country participants, big and
small, developed as well as developing economies, to level the playing field. Coconut
products, whose market is the world, are subject to this new business climate. To
facilitate discussion, this paper will deal mainly with the copra complex, which are the
highly traded coconut commodities in the international market, out of the Philippines’
over forty various coconut products and by-products exported last year. Borderless
trading, however, has also evolved some form of protective shields for Competing
products and services in consuming markets in the form of tariff and non-tariff barriers to
trade. This has been shown by petitions for the restructuring of, or delay in tariff
reduction schedules, as well as issuance of new measures affecting trade. Thus, this
paper will discuss the tariff and non-tariff barriers presently being built to protect the
interest of industries in consuming markets. Likewise, it will present the Philippines’
commitments to trade bodies with respect to the oilseeds complex.

INTRODUCTION:
The Philippines is the largest supplier of coconut in the world. In terms of export of
coconut oil, it accounts for nearly 60% of world export trade of coconut oil during the
last five years. The coconut industry is one of the country’s pillars of the economy. It
generates some USD700 million in foreign exchange revenue annually. A high of
USD 1.0 billion has been reached twice in 1979 and 1995. The industry has a mass base
of about 1.5 million coconut farmers directly dependent on it for their livelihood and over
20 million more indirect beneficiaries that include among others traders, processors, and
related service sectors.
The United States and Europe are the major markets of Philippine coconut
products, particularly of coconut oil and derived products. These markets jointly account
for 85% of total coconut oil trade. Thus, movements in these outlets affect the Philippine
coconut industry and consequently make an impact on the Philippine economy. Trade
movements include, among others, trade policies and regulations.
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A NEW WORLD TRADE ORDER:
A new world order of free trade has come about. Free trade demands the reduction and
eventually removal of tariff walls as well as non-tariff protection to enhance trading
among nations. The move to liberalize trade started soon after the second world war as
most nations felt the need to co-exist in a global business environment and engage in
foreign trade that would provide comparative advantage for themselves and the countries
that they trade with.
While supplying countries, however, would like to see more of its consuming
countries open up markets for better access of their goods and services, the latter may
also need to institute some form of protection for adversely affected industries, which
would serve as fall back support for such industries. Thus, borderless trading may not at
all be borderless as there will always be some sort of protection. Even the Agreement in
Agriculture under GATT-Uruguay Round (GATT-UR) has allowed some form of
protection, though at a minimal level viz. minimum access volume, anti-dumping
protection. Barriers to trade cannot be that easily removed and such may come in some
other forms than tariff.

GATT-UR AGREEMENT ON AGRICULTURE
Considered as one of the major accomplishments of the last Uruguay Round of
Multilateral Trade Negotations under the GATT (now the WTO) that took nearly eight
years to conclude was the Agreement on Agriculture. Features of this Agreement are (1)
tariffication of quantitative restrictions, (2) tariff reduction, (3) reduction of domestic
subsidies, (4) reduction of export subsidies, and (4) harmonization of sanitary and
phytosanitary measures. Essentially, all these pertain to some form of protective
measures which the WTO has been trying to reduce if not eliminate to improve trade
access among member countries, and conduct world trade under a stable set rules.
Based on this agreement, in the case of the Philippines, reduction in coconut oil
tariffs in major markets like EU and Japan would provide greater opportunity to enhance
export and export revenue. Reduction of domestic and export subsidies would similarly
be beneficial if such could be implemented. To this day or five years after WTO,
however, the coconut industry in the country is still disadvantaged by the heavy subsidies
on agricultural production and exports in its major trading partners, US and EU. Such
subsidies interfere with market forces such that the international prices of oils and fats
and other materials in the complex do not represent the real market prices.
As the next round of WTO talks approaches this year, top agricultural producers
US and EU are again criticizing each other’s highly protective agricultural policies, both
of which appear to have done little with respect to their commitments under the previous
round. The US agriculture still receives significant support from the government via
Public Law 480 (PL 480) Title and Agreements, among others. Export sectors like the
sunflower and cottonseed sectors are aided by the Sunflower Oil Assistance Program and
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the Cottonseed Oil Assistance Program, respectively. Other help programs available for
exporters are the so-called Export Enhancement Programs, which is being availed of by
soybean, and the Export Credit Guarantee Program.
On the part of the European Union, its agriculture is still being heavily supported
by the Common Agricultural Policy (CAP). This concerns, among others production
policies for rapeseed and sunflowerseed, as well as export subsidies. Being primarily in
the form of price supports, either in the form of direct payments to producers or in the
form of consumer subsidies, they naturally involve considerable budgetary outlays,
making CAP more and more expensive to maintain. Thus the government must strike a
balance between reducing budgetary outlays and making the farmers happy. WTO may
aim to significantly reduce subsidies; however, its effect on the farming sector appears to
make it more difficult to implement.

TARIFF SCHEMES
Tariff is a tax on imports. Although it serves as a source of government revenue, its more
fundamental objective is to protect domestic industries. It can be said that the coconut
industry has had one of the oldest experience on tariff as protection mechanism for local
industries. This was in the early thirties in the United States, when coconut oil was levied
an excise tax of 30/lb in the US to protect the American dairy farmers because coconut
oil-based margarine was competing with the more expensive US butter.
Tariffs in effect are a traditional tool in trade policy. They have been used in
different degrees by all countries throughout the world both as an incentive to enhance
trade among countries, and as a barrier to trade. The advent of trade liberalization in the
last decade has brought tariff levels lower. This can be traced to:
(1) Multilateral trade negotiations resulting in the GATT/WTO agreements. The
General Agreement on Tariffs and Trade (GATT) was aimed at a freer world
trade, and tariff reduction has been acknowledged as a major tool towards this
objective.
(2) The ASEAN Free Trade Area (AFTA), where member countries can engaged
in trade with very limited restrictions, setting the stage for the reduction of
trade barriers through lower tariffs.
(3) Common effective preferential tariff program, which has led to the ASEAN
wide Common Effective Preferential Tariffs (CEPT).
The Association of South East Asian Nations (ASEAN) has committed to the
establishment of the ASEAN Free Trade Area (AFTA) and signified adherence to its
Common Effective Preferential Tariff (CEPT) scheme. Under such scheme, tariff
reduction on oilseeds and products for member countries have been programmed down to
a uniform tariff level of zero and 3% by year 2003.
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Under this set up, the Philippines’ oilseed complex has the following tariff
schedule:
TABLE 1.
PHILIPPINE CEPT TARIFF SCHEDULE ON SELECTED OILSEEDS,
OELS/FATS AND OILSEED MEAL PRODUCTS

Rate of Duty (% ad valorem), January 01
1998
1999
2000
2001

Product

2002

2003

Soybeans
Copra
Palm kernels

3
20
20

3
20
20

3
15
15

3
10
10

3
10
10

3
3
3

Soybean oil
Coconut oil
Palm kernel oil
Palm oil

10
20
20
20

10
20
20
20

10
15
15
15

3
10
10
10

3
10
10
10

3
3
3
3

Soybean meal
Copra meal
Palm kernel meal

3
20
20

3
15
15

3
15
15

3
10
10

3
10
10

3
3
3

Source:

Philippine Tariff Commission.

As shown, tariff duties are essentially the same except for the soybean complex which
has the lowest rate. In effect, there was little tariff reform in this sector as compared to
copra and coconut oil, as well as with palm oil and palm kernel oil which were then rated
at 50% in 1995 prior the new tariff regime.
Despite the near absence of a palm oil and products industry in the country, the
tariff levels indicate some form of protection for the copra complex which is a major
agricultural industry in the country, and where millions of Filipinos directly and
indirectly depend. It is hoped that by the time uniform tariff levels across the region
become in effect, the industry would have been fully prepared.
While the CEPT would cover trades among ASEAN member countries, the Most
Favored Nation (MFN) arrangement extends at a broader scale. MFN tariff rates apply to
imports from all non-ASEAN countries, where no CEPT concessions are granted.
Between the two tariff regimes, the CEPT has lower tariff rates compared to MFN,
thereby inducing more trade among ASEAN member countries.
With respect to copra and coconut oil, the table following will show the tariff
rates in selected countries.
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TABLE 2.
SUMMARY OF MFN TARIFF RATES ON
COPRA & COCONUT OIL IN SELECTED COUNTRIES 11
(IN % AD VALOREM UNLESS OTHERWISE INDICATED)
COPRA

COCONUT OIL

Edible

Technical

USA

Free

Free

Free

EC

Free

7

2.5

Japan

Free

10 or¥10/kilo, general
whichever is higher
7 or ¥7/kilo 1/
whichever is higher

Korea

3 2/

5

5

India

50 1/
60

190 1/
200

190 1/
200

PROC

20 3/
30 4/

20 3/
30 4/

20 3/
30 4/

10 or ¥10/kilo, general
whichever is higher
7 or ¥7/kilo 1/
whichever is higher

1/ Preferential rate
2/ Temporary tariff measure
3/ Minimum
Source: Bureau of International Trade Relations (BITR)
Department of Trade and Industry (DTI)
As shown in the table, India has the highest tariff rate, particularly for coconut
oil that goes up to 200% ad valorem. The high protective tariff shield in India, which is
one of the top three coconut producers in the world, has surely protected its coconut
farmers. The country, with its overwhelming population of nearly 1 billion (976 million)
people would have been an important market for coconut oil, but the tariff protection on
local coconut oil has made it difficult to penetrate. In the 80s though, Philippine coconut
oil has been exported to India via countertrade arrangement.
Meanwhile, comparison of tariff duties on copra and coconut oil among ASEAN
member countries reveal that the Philippines has the highest among Indonesia, Malaysia,
Singapore and Thailand (Table 3). Following the Philippines is Indonesia. This can be
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explained by the fact that the Philippines and Indonesia are the two leading producers of
coconut in the world. Copra and coconut are duty free in Malaysia, Singapore and
Thailand, with respect to CEPT.
TABLE 3.
COM PARISON OF TARIFF DUTIES ON COPRA AND COCONUT OIL
IN ASEAN M EM BER COUNTRIES
(IN % AD VALOREM)

Indonesia

MFN
CEPT

Copra

Coconut oil

5
5

5
2.5

Malaysia

MFN
CEPT

Free
Free

11
Free

Philippines

MFN
CEPT

20
20

20
20

Singapore

MFN
CEPT

Free
Free

Free
Free

Thailand

MFN
CEPT

1.5
Free

0.99
Free

Source: Bureau of International Trade Relations (BITR)
Department of Trade and Industry

NON-TARIFF BARRIERS
Trade protection measures may not always be in the form of tariff. It can come in the
form government issuances, stringent technical requirements, and other issues that
effectively restrict trade. They oftentimes led to serious disputes that would need the
final intervention of higher authorities such as the Dispute Settlement Body of the World
Trade Organization.
In the case of the Philippine coconut industry, it considers the anti-tropical oils
campaign launched in the late 80s and the 90s in the US as a non-tariff trade barrier. The
accusation that coconut oil is injurious to human health as a cholesterol enhancer was
made without scientific basis. Proof is that we remain healthy to this day even if our
diets are generally rich in coconut oil. The campaign effectively restricted the use of
coconut oil in the US that UCAP has resorted to an expensive counter offensive on three
fronts (legislative, technical and public relations/public affairs) to regain that market.
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One positive result of the campaign, however, was that we were able to study more about
the benefits of coconut oil on health and nutrition because of its special qualities. After
all, it is a healthy oil. To date, we no longer speak plainly of coconut oil but also of its
various products such as MCTs (medium chain triglycerides), monolaurin, structured
lipids and the like that have important uses in medicine.
In the European market, we find a couple of issues immerging as non-tariff trade
barriers: (1) The aflatoxin issue on copra meal, (2) The EU food hygiene directive, (3)
The proposal to ban the use of thermal heating oil.
(1) The aflatoxin issue continues to upset copra meal, particularly when prices are
high, that we in the Philippine coconut industry feel it is a losing battle. This issue has
come to fore again this year as discussions continue in Codex on the lowering of
aflatoxin Ml in milk from the present 0.5 ppb to a stricter 0.05 ppb. The document has
already been forwarded by the Codex Committee on Food Additives and Contaminants
(CCFAC) to the Codex Commission for adoption at step 8 in the Codex procedure. A
level of 0.05 ppb Aflatoxin Ml in milk will correspondingly prescribe a stricter aflatoxin
limit of 5 ppb aflatoxin B1 in feeds. Copra meal is one of the raw materials in Europe's
cattle feed formulation. The move towards a stricter level of 0.05 ppb aflatoxin Ml has
prospered despite the US claim that 0.5 ppb Ml is already sufficient for the protection of
public health. The EU maintains that only a zero level of exposure will result in no risk.
This is perhaps due to the fact that milk is an important food especially for children.
At present, EU have not changed its regulations on aflatoxin limit in
feedingstuffs. However, the EC Standing Committee on Feedingstuffs is discussing the
issue of whether or not to lower existing aflatoxin B1 levels. It has been reported that
Sweden, Finland and Denmark are supporting the view that it should be lowered
following that of aflatoxin Ml while United Kingdom, Belgium, the Netherlands and
Germany advocate that a decision to reduce existing levels should be based on a new and
separate scientific inquiry. The latter view is receiving wider support.
We should be able to vigilantly watch developments on this issue before it is too
late. It appears we have lost the first round. Although feedingstuff is not a domain of
Codex, as it is not a human food, it has initiated the move indirectly by reducing aflatoxin
Ml limit in milk.2
(2) The EU food hygiene directive has been an issue since 1993. The European
Commission Council Directive 93/43/EC on the hygiene of foodstuffs has impliedly
provided, among others, the use of dedicated vessels for the transport of bulk liquid oils
and fats by sea. Upon the joint effort of the ASEAN Vegetable Oils Club, of which
UCAP is a member, and ASEAN Ministers on Agriculture and Forestry through the
ASEAN Cooperation and Joint Approaches in Agriculture and Forest Products Promotion
Scheme, Commission Directive 96/3/EC dated January 1996 granted a derogation from
certain provisions of the previous Council Directive.
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Article 2(2) of the Derogation Directive, however, continued restrictive to trade in
that it requires vegetable oils for direct human consumption (i.e. edible oils or fats which
are not to be further processed), to be loaded in vessels whose three previous cargoes are
foodstuffs only. This three previous cargoes condition would effectively mean that the
oils and fats have to be transported in dedicated vessels/tanks. As such, there will be
inadequate vessels available that can qualify such conditions, and even if there are
available, freight cost would be high.
AVOC has been consistent in its stand in opposing the requirements of Article
2(2) of the Derogation Directive and has requested the ASEAN's assistance including the
member country trade representative is Europe to rescind this restrictive provision.
Being one in the same industry, may I urge the APCC to likewise support this position
and provide new suggestions on the best approaches possible in pursuing this matter.
(3)
The matter of thermal heating oil is contained in the Coded Draft Revised
Recommended Code of Practice for the Storage and Transport of Edible Oils and Fats in
Bulk. One of the provisions in this Code called for the banning of the use of thermal
heating oil (THO) as external heating medium in the processing, storage and transport of
vegetable oils in bulk for fear of contamination.
The provision is again restrictive to trade. THO has been used ever since. There
are enough safeguards in the handling of vegetable oils and any leak, if ever ‘involving
THO could be easily detected and thus promptly addressed. In addition, it has
sweepingly disregarded all types of THO available in the market which are safe to use.
The Philippine coconut industry and AVOC through our governments, have
aired our position in Codex. The latest report from the Codex Committee on Fats and Oils
indicated that the document has been recommended for discussion at step 8. The
provision on THO has been favorably amended. It now allows the use of other
substances on the basis of safety, risk evaluation and inspection procedures, aside from
the recommended water and steam.
However, the industry still would need to be vigilant until the document is
approved for final implementation.

CONCLUSION:
In the face of a liberalized trading environment, countries shall continue to pursue
protective tendencies by means of tariff and non-tariff measures. It is therefore
imperative to be prepared by being efficient to the highest degree. Protection is
temporary, not a permanent solution. A protected market does not stay long. The norm
should be to get rid of excess fat or be Trim and Slim. All efforts, however, should be
supported by a favorable business environment to stay in the competition.
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