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Prosperity Through Trade

LIMITING AGRICULTURAL MARKET ACCESS TO 5% OF DOMESTIC CONSUMPTION 

WILL NOT CREATE SUBSTANTIAL IMPROVEMENTS IN MARKET ACCESS
EXECUTIVE SUMMARY

In launching the Doha Development round of WTO negotiations, WTO member countries committed to negotiating an agreement on agriculture that would result in “substantial improvements in market access”.  A number of proposals have been brought forward to achieve that goal, including a proposal from some Canadian organizations, that calls for countries to provide minimum access of 5% of domestic consumption under existing tariff rate quotas, and under existing high simple tariffs, effectively creating new tariff rate quotas.

This paper clearly shows that limiting market access to 5% of domestic consumption will not result in substantial improvements in market access.  In many cases for the most highly traded products, it will not result in any additional access, as even with high tariffs in place, imports exceed 5% of consumption.

Current TRQs  - Tariff rate quotas (TRQs) were developed in the Uruguay Round as a tool of transition from import restrictions and bans to tariff only protection.   They are not tools of access.   On the contrary, with very high over quota tariffs, in-quota tariffs, and complicated and non-transparent administration methods, TRQs are tools of protection.   They were not meant to be, and should not be entrenched in the WTO as, permanent measures.

Before the accession of China to the WTO, there were 1374 individual tariff rate quotas in effect.   TRQs account for one-fifth of the total number of agricultural tariff lines in developed country members of the WTO.   On average, they are 60% filled, a reflection of discriminatory, complicated and non-transparent administration methods; growing access “rents”, aggregation of access, and in-quota duties.  However, TRQs established for the most traded products (grains, oilseeds, meats) are generally larger than 5% of domestic consumption, and the fill rate is well above the average.   Limiting minimum access under existing TRQs to 5% of domestic consumption will not achieve significant increases in market access.  

“Re-basing” TRQ volumes to a more recent consumption period is also not an effective way to increase market access.   World consumption of the most highly traded products such as grains, oilseeds and meat products has not increased significantly – in fact international consumption of most of these products is stagnant or declining.

New TRQs - Allowing WTO member countries to maintain high simple tariffs if they provide 5% minimum access under them is also not an effective way to achieve increases in market access.   The creation of new TRQs would create additional complexities and could limit access.     Creating new TRQs at 5% of consumption is totally ineffective as a tool to create additional access for the most highly traded products.   Many of these products face very high simple tariffs, yet imports are well above 5% of consumption.   Given the choice of reducing the tariff, or providing 5% minimum access, countries would likely choose to provide minimum access, resulting in no additional access.

Clearly the best way to achieve substantial increases in market access is to effect deep cuts to all tariffs accompanied by meaningful expansion of current TRQ volumes.

INTRODUCTION

In launching the Doha Development Round, Ministers of WTO member countries stated that they are “determined, particularly in the light of the global economic slowdown, to maintain the process of reform and liberalization of trade policies, thus ensuring that the system plays its full part in promoting recovery, growth and development”.   They also reaffirmed their commitment to the long term objective of agriculture negotiations: “to establish a fair and market-oriented trading system through a programme of fundamental reform encompassing strengthened rules and specific commitments on support and protection in order to correct and prevent restrictions and distortions in world agricultural markets.”  In order to continue the process of reform, members committed to comprehensive negotiations, which included the achievement of “substantial improvements in market access”

A number of mechanisms for achieving substantial improvements in market access have been proposed by different countries, and by the WTO.   These have ranged from bringing all tariffs to a common level of 25%, to the application of an ambitious harmonizing formula (i.e. the Swiss formula), to continuing the process agreed in the Uruguay Round, to the blended formula contained in the framework proposed at the WTO Ministerial meeting in Cancun.

A proposal has also been put forward by some sectors of the Canadian agriculture industry.   This proposal states that “substantial improvements in market access” can be achieved with the expansion of all existing tariff-rate-quotas to a minimum of 5% of domestic consumption in a recent period, and by giving countries the option to reduce high single stage tariffs, or to provide access of 5% under an un-reduced tariff, thereby creating new tariff rate quotas. 

With this paper, CAFTA first examines the current state of tariff rate quotas and the impact of “re-basing” minimum access under current tariff-rate-quotas to 5% of a more current period of consumption.  We then examine the impact of the proposal to allow countries to choose to create new TRQs at 5% of consumption, under high simple tariffs, rather than make substantial reductions to those tariffs.

A PROFILE OF INTERNATIONAL AGRICULTURE TRADE

Trade in agriculture products accounts for 9% of global merchandise trade, ahead of mining products, automotive products, chemicals, textiles and clothing, or iron and steel.   The most highly traded agriculture products are grains and oilseeds and meat products.  Exports are of critical importance to many countries.    For example, almost 20% of all of the wheat produced in the world is traded; 12% of the world’s production of coarse grains is traded; 22% of world oilseed production is traded; 13% of the world’s beef production and 5% of the world’s pork production is traded.

For countries like Canada, the dependence on trade is even higher.  Canada is the world’s third largest exporter of agricultural products, and the fourth largest importer. Over 75% of the wheat and durum produced in Canada is exported.   Exports of Canadian special crops range from 68% of dry pea production to 98% of canary seed production. Normally over 70% of Canadian cattle and beef production is exported, 60% of Canadian canola production is exported, and over 50% of Canada’s pork production is sold on the export market.

It is clear that for many countries, Canada included, that in combination with the substantial reduction in domestic support, and the elimination of export subsidies, the market access pillar of the Doha mandate for agriculture: substantial increases in market access - is extremely important.   

TARIFF RATE QUOTAS 

One of the most important reforms of the Uruguay Round Agreement on Agriculture (URAA) was the prohibition of the use of non-tariff protection measures (such as quantitative import restrictions and quotas).  As transition to tariff based trade, the URAA allowed countries to convert these protections to tariffs that provided an equivalent level of protection, but it also required that minimum access be provided.   WTO members were required to maintain access under these tariffs at the levels existing in the 1986-88 base period.  Where that access was less than 5% of domestic consumption, additional access had to be opened on a most-favoured-nation basis.   Access was to begin at 3% of domestic consumption moving to 5% of domestic consumption by the year 2000. 

38 member countries currently notify tariff-rate quotas.   Before the accession of China to the WTO, there were 1374 individual tariff rate quotas in effect.   TRQs account for one-fifth of the total number of agricultural tariff lines in developed country members of the WTO.   

Status of Current TRQs

The guidelines of the Uruguay Round Agreement specified that minimum access of 5% of consumption should be provided under tariff-rate-quotas, however TRQ access volumes vary widely between countries and by product.   When compared to consumption, TRQ volumes are generally lowest in the dairy sector. For example, on average, TRQ volumes for butter are generally below 1%; and for cheese below 2% of consumption.   However TRQs on products which are most important to trade, where they are established, are close to the 5% of consumption guideline established in the Uruguay Round Agreement and in many cases well exceed that level.  For example, beef TRQ volumes range from 4% to 87% of consumption.   Wheat TRQs range from 22% to 90% of consumption, and oilseed TRQs, where they exist, are over 23% of consumption.  For value added products like vegetable oil, TRQs generally range from 10 to 60% of consumption.

Most recent notifications indicate that the average TRQ fill rate is about 63%.  The fact that TRQs are not completely filled is a clear indicator that they are not being used to provide access.   Unfilled TRQs are sometimes due to market factors, but are most often the result of complicated, variable and non-transparent administration and allocation systems.   Countries use a number of different means to allocate TRQs including: first come, first served; reserving access for specific countries (country allocation); auctioning of access; allocation to importers based on historical activity; allocation by government agencies, producer groups or other organizations; and various combinations of all of these.  In addition, some countries apply very high tariffs to imports within the TRQ.   

There are significant problems with all of these allocation methods.  For example, if countries allocate access on a first come, first served basis, there is no way for potential exporters to predict when access will be available, hindering their ability to compete for a share of the access.   Country specific allocation is discriminatory and runs counter to the “Most Favoured Nation” principle of the WTO.  Allocation methods of state trading agencies, producer groups and other organizations are not clearly defined, and auctioning transfers a cost additional to the tariff to the importer and/or the exporter.   In addition, countries often do not reallocate unused access quota.

While all countries are required to notify their TRQs and their fill rates, the transparency of the TRQ system is lacking.   Notifications are filed years late (the most recent publicly accessible notifications are for 1999), and explanations for low fill rates are often difficult to comprehend.

However, as is shown in the following table, for the products that are the most highly traded, grains, oilseeds and meats, TRQs are more often better filled than for the traditionally protected products like dairy and sugar.   For example, Japan, one of the most important importers of cereal grains, reports a 92% fill rate on its TRQs.  Mexico, another important market, reports 100% fill rates for cereal grains and meats, and Korea reports 92% fill rates for cereal TRQs and 85% for meats.   Even the European Union, one of the most protected markets, reports fill rates of greater than 100% for wheat and 89% for beef.

Table 1 Average Fill Rates in Selected Countries

	Country
	Product

	
	Beef
	Wheat
	Pork
	Oats/

Barley
	Butter
	Cheese
	Milk/

Milk Products
	Poultry
	Eggs
	Sugar
	Canola/

Colza

Seeds
	Average

	Colombia
	10%
	157%
	134%
	172%
	101%
	441%
	354%
	99%
	
	45%
	12%
	153%

	E.U.
	89%
	203%
	37%
	37%
	6%
	82%
	433%
	85%
	10%
	100%
	
	108%

	Indonesia
	
	
	
	
	
	
	185%
	
	
	
	
	185%

	Japan
	
	106%
	
	118%
	118%
	
	44%
	
	
	
	
	97%

	Mexico
	
	>100%
	
	>100%
	
	>100%
	128%
	>100%
	
	
	
	106%

	Morocco
	109%
	158%
	
	>100%
	
	
	219%
	45%
	
	193%
	435%
	180%

	Philippines
	42%
	
	29%
	
	
	
	
	48%
	
	97%
	
	54%

	S. Korea
	87%
	102%
	100%
	152%
	100%
	
	78%
	>100%
	
	
	
	103%

	USA
	79%
	
	
	
	95%
	90%
	80%
	
	
	105%
	
	90%

	Venezuela
	
	55%
	114%
	3%
	50%
	152%
	72%
	3%
	
	225%
	379%
	117%

	
	
	
	
	
	
	
	
	
	
	
	
	

	Average
	69%
	126%
	83%
	97%
	78%
	173%
	177%
	69%
	10%
	128%
	275%
	117%


Re-Basing TRQ Volumes

Current TRQ volumes are based on consumption in the base period 1986-1988.   It is logical that if consumption has increased since the base period years, basing access on a more recent period of consumption could provide more access.    However, as shown in the following table
, much greater access would be provided by increasing TRQ volumes than by “re-basing” 5% of consumption.  

	Product
	5% of 1986-88 World  Consumption

(‘000 tonnes)
	5% of 1999-2001  World Consumption

(‘000 tonnes)
	10% of 1986-88  World Consumption

(‘000 tonnes)
	15% of 1986-88 World Consumption

(‘000 tonnes)

	Beef and Veal
	2 623
	2 916
	5 833
	8 749

	Pork
	3 164
	4 505
	9 009
	13 515

	Soybeans
	420
	783
	1 565
	2 348

	Wheat
	17 502
	20 674
	35 003
	52 505

	Poultry Meat
	1 739
	3 314
	3 479
	5 219


Another interesting way to look at re-basing is to calculate how much the base period TRQ would have to expand to achieve the same effect as re-basing to a more current period.   For beef, the average TRQ volume would only have to expand by 0.55percentage points to achieve the same effect as re-basing.   For pork it is 2 percentage points; for soybeans 4 percentage points, for wheat 0.93 percentage points.   Only for poultry meat does re-basing even approach the impact of increasing minimum access requirements to 10% of base period consumption.

Following is a more detailed look at some of the more trade dependent products.

Beef and Veal

The top five exporters of beef in the world are Australia, Brazil, the United States, Canada and New Zealand.   The top five importers are the United States, Japan, Russia, the European Union and Mexico.   The following table shows the imports of the top five countries, and compares the imports to consumption.

	Country
	Imports

(000 tonnes)
	Consumption 

(000 tonnes)
	Imports as a % of Consumption

	United States
	1 460
	12 738
	11.46

	Japan
	707
	1 312
	53.89

	Russian Federation
	638
	2 369
	26.93

	European Union
	518
	7 507
	6.90

	Mexico
	489
	2 409
	20.30


Only The EU maintains tariff rate quotas on the import of beef.  As stated above, these TRQs are well filled.  The EU is an unique case in trade, because for major exporters, the United States and Canada, the EU maintains a non-tariff barrier.  It prohibits the import of products from animals treated with growth hormones, despite the fact that the WTO has ruled against the prohibitions.

Japan binds its beef tariff at 50% ad valorem.  Russia’s tariff is 15%, and Mexico and Hong Kong bound their beef tariffs at 20%.   Given that imports are already much higher than 5% of domestic consumption,  these countries would not likely choose to reduce tariffs.  Instead they would choose to maintain tariffs and continue to provide the access that they currently provide – no gains in access for exporters at all.

The Japanese Example

As indicated, the bound tariff on beef in Japan is 50% advalorem.  Actual historical experience demonstrates that imports increase substantially with reductions in the Japanese tariff.   Between 1995 and 2000, for every one percentage point that the beef import tariff dropped, imports increased by 3% points.   If the Japanese tariff on beef was completely eliminated, imports could increase by an additional 550,000 tonnes.   

If the “clean 5% proposal was an option for Japan, it could leave that tariff at its current level, and choose to provide access at 5% of domestic consumption.  Since Japan already imports 55% of its domestic consumption, it would not be required to provide any additional access.  

This would also be the case for South Korea, which applies a tariff on 43.5% and imports over 80% of its domestic consumption, and for Israel, which imports all of its consumption but applies a tariff on beef of 223%.

Pork

The top five exporters of pork in the world are the European Union, Canada, the United States, Brazil and China.   The top five importers are Japan, Russia, the United States, Mexico and Hong Kong.   The following table shows the imports of the top five countries, and compares the imports to consumption.
 

	Country
	Imports 

(000 tonnes)
	Consumption 

(000 tonnes)
	Imports as a % of Consumption

	Japan
	1 162
	2 377
	48.9

	Russia
	560
	2 429
	23.1

	United States
	485
	8684
	5.6

	Mexico
	294
	1 349
	21.8

	Hong Kong
	275
	422
	65.2


None of these countries administer TRQs on imports of pork.    However, they do maintain import tariffs.   For example, Japan binds its tariff on pork at 20%.   The Russian tariff on pork is 15% and Mexico and Hong Kong both bind tariffs at 20% on imports of pork.

Once again, if given the choice between substantially reducing tariffs, or providing minimum access under an unchanging tariff, these countries, all of which import more than 5% of their consumption, would most likely choose to maintain the tariff, and provide no new access to their markets.

Wheat

The top five exporters of wheat in the world are the United States, the European Union, Canada, Australia and Argentina.  The top five importers are Brazil, Iran, Egypt, Japan and Algeria.   The following table shows the imports of the top five countries, and compares the imports to consumption.4
	Country
	Imports 

(000 tonnes)
	Consumption 

(000 tonnes)
	Imports as a % of Consumption

	Brazil
	7 202
	10 202
	70.5

	Egypt
	6 944
	12 750
	54.5

	Iran
	5 586
	14 800
	37.7

	Japan
	5 836
	6 585
	88.6

	Algeria
	4 572
	6 372
	71.8


Japan administers a TRQ on wheat that is filled beyond 100%.  The over-quota tariff is over $US 400 per tonne.  Egypt maintains a 5% tariff on wheat.   Indonesia is the world’s 7th largest importer of wheat.  That country applies a 27% tariff on wheat.   

Once again, the ability to maintain or create TRQs at 5% of domestic consumption would not likely  result in any additional access to wheat markets.

Barley

The top five exporters of barley in the world are Australia, the European Union, the Ukraine, Russia and Canada.    The top five importers are Saudi Arabia, China, Japan, the European Union and Morocco.   The following table shows the imports of the top five countries, and compares the imports to consumption.4
	Country
	Imports 

(000 tonnes)
	Consumption 

(000 tonnes)
	Imports as a % of Consumption

	Saudi Arabia
	6 000
	5 710
	105.1

	China
	1 913
	4 500
	42.5

	Japan
	1 358
	1 650
	82.3

	European Union
	973
	44 500
	2.2

	Morocco
	689
	1 750
	39.4


Japan, China, Morocco and the European Union administer TRQs on barley imports.   The TRQs administered by Morocco and Japan are more than 100% filled and China reports that its TRQ is filled.  Clearly in these cases, increased access could only be achieved through reductions of tariffs.  While it appears that a clean 5% access re-based to a more current period would create more access to the European Market, complex internal policies in the EU do more to restrict access than does the TRQ.

Soybean Oil

The top five exporters of soybean oil in the world are Argentina, Brazil, the United States, the European Union and Malaysia.   The top five importers are India, Iran, the European Union, Russia and China.   The following table shows the imports of the top five countries, and compares the imports to consumption.4
	Country
	Imports 

(000 tonnes)
	Consumption 

(000 tonnes)
	Imports as a % of Consumption

	India
	1 550
	2 387
	64.9

	Iran
	900
	920
	97.8

	European Union
	610
	1 840
	33.2

	Russia
	420
	530
	79.2

	China
	320
	3 880
	8.2


While none of these countries administer TRQs, there are tariffs.   China binds a 9% tariff; India’s bound tariff is 45% and Morocco binds a tariffs ranging from 34% to over 200% depending on the level of refinement of the oil.    Access is restricted both with the use of a tariff on crude oil, but through the use of higher tariffs on more highly refined product (tariff escalation).

Another very serious problem is found in access for vegetable oils.   Countries apply discriminatory tariffs on competing products.   For example, the bound tariff in India for soybean oil is 45%, while the bound tariff for its direct competitor, canola oil, is 85%.

It is clear that addressing high tariffs, tariff escalation and tariff equity  would provide much better access in vegetable oil markets, than would the establishment of new TRQs at 5% of consumption.

The Special Situation of Sugar

The international sugar market is likely the most highly protected, subsidized and therefore distorted market covered in the agriculture agreement.   In particular, refined sugar and sugar containing products are subject to restrictive quotas, extremely high tariffs, and high export and domestic subsidies, in addition to preferential agreements and non-tariff barriers.

It is the trade disruptive policies of three of the top sugar importing countries: the European Union, the United States and Japan; that contribute most to international distortions.  All of these countries provide significant preferential access for raw sugar imports to meet domestic sugar refining needs while imposing small TRQ volumes and prohibitive tariffs on refined sugar and products that contain sugar as an ingredient.

Both the EU and the US administer TRQs to sugar under preferential access arrangements with developing countries.  TRQ volumes are well above 5% of consumption (about 9% and 12% respectively).  Hence 5% of domestic consumption will not provide any improvement in access for raw sugar exporters including those countries that do not currently benefit from preferential access.

Because minimum access commitments were aggregated as “sugar” under the Uruguay Round, the preferential access for raw sugar is in sharp contrast to the extremely small TRQ volumes and prohibitive over-quota tariffs on refined sugar and sugar-containing products.  For example, the United States in 2002 provided access to 1.2 million tonnes of sugar while only 27,000 tonnes of that access was for refined sugar (about 3% of total “sugar” access).   Of the approximate 1.8 million tonnes of sugar imported by the EU, only 60,000 tonnes are refined sugar.

Given the very limited access afforded to refined sugar, one might believe that a commitment to provide access of 5% of domestic consumption would have positive benefits for the international refined sugar industry.  Indeed, if 5% of consumption were to be provided to the 6-digit tariff line, substantial improvements in access could be made.  However both political reality and technical difficulties make it virtually impossible to establish raw and refined sugar commitments on a disaggregated basis.

Raw cane sugar is the input to the finished product – refined cane sugar.   In addition, refined sugar is also made from sugar beets without the intermediate raw sugar stage.  Hence it is extremely difficult to define “consumption” of each separate product and to avoid “double counting”.   As has been identified, limiting access to 5% of aggregated consumption for “sugar” would not result in any new access for any form of sugar.

While the majority of global sugar producers and exporters continue to aggressively advocate disaggregation of market access commitments, it is very strongly resisted by protectionist countries.  A number of development countries are also resisting change given the potential threat to their preferential exports of raw sugar and the desire to build on existing commitments on sugar.

The only way to achieve real and meaningful access increases for sugar is through deep tariff cuts on a global basis, substantial increases in  all TRQ volumes, elimination of export subsidies, and substantial reduction in trade distorting support by all WTO member countries.

TARIFFS, PRICES, COSTS AND THE ECONOMY

The World Bank estimates that if all tariffs were eliminated globally, the world’s economy would expand by 830 billion dollars by 2015.  Tariffs clearly impose costs on exporters, but they also have an impact on the economies of countries that impose them.   

The protection of domestic markets with tariffs increases domestic prices, and reduces demand.  Consumers, faced with higher prices, shift purchases away from the product, reducing demand for the product and shrinking the market for the product.   It has been demonstrated in other sectors that the benefits accruing to domestic producers and government revenues from the application of tariffs does not offset the losses caused by increased consumer prices and the costs of collecting tariffs.    For example, one study estimated that in 1984 U.S. consumers paid $42,000 annually for each textile job that was preserved by import quotas, a sum that greatly exceeded the average earnings of a textile worker. That same study estimated that restricting foreign imports cost $105,000 annually for each automobile worker's job that was saved, $420,000 for each job in TV manufacturing, and $750,000 for every job saved in the steel industry.

Tariffs and quotas increase prices for consumers and reduce demand and imports.   Conversely, the reduction or elimination of tariffs increases demand, consumption and imports.  A clear example, based on history has already been illustrated in the beef sector.   Between 1995 and 2000, for every one percentage point that the beef import tariff dropped, Japanese imports of beef increased by 3% points.   

New Zealand’s reform of its agriculture support and trade policies is another excellent example of the benefits of lowering or eliminating tariffs.    In the mid 1980s virtually all tariff protections for the New Zealand agriculture industry were removed. The impact on the industry was very positive. For example:

· Without tariff protection and subsidies, beef and veal production in New Zealand increased by 25% within a decade

· Total milk production increased by 32% in five years

· Agricultural productivity in New Zealand has increased on average by 5.9% a year since 1986. Prior to 1986 agricultural productivity gains were about 1% a year
· The New Zealand agricultural sector has grown faster than the rest of the economy. Agriculture’s contribution to the New Zealand gross domestic product (GDP) rose from 14.2% in 1986-87 to 16.6% in 1999-2000

It is clear that the best way to improve farm income, to increase consumer choice and food security and to increase contributions made by the sector to the economy, is to substantially reduce tariffs, substantially increase TRQ volumes and reduce or eliminate trade distorting subsidies.   

CONCLUSION

The long-term objective of international agriculture negotiations is to establish a fair and market-oriented trading system – one that is free of distortions created by subsidies and access barriers.    In keeping with that long term goal, WTO member countries have committed to negotiate an agreement in this round of WTO negotiations that will substantially reduce trade distorting support; reduce with a view to phasing out all forms of export subsidies; and substantially improve market access.  Each of the three pillars is equally important.  Progress towards the long-term goal will only be made if progress is made on each of the commitments in the Doha Round.

In signing and implementing the Uruguay Round Agreement on Agriculture, countries  recognized that non-tariff border protections, such as quotas and quantitative restrictions had to be eliminated, and replaced with tariffs.   Tariffs are easily reported and monitored, and they can be disciplined and reduced through trade negotiation and agreement.     

While they were important as a tool to help countries make the transition from non-tariff protection to tariffs, tariff rate quotas are not an instrument of access.    This paper has demonstrated that maintaining TRQ volume at the level agreed to in the Uruguay Round (5% of domestic consumption), whether or not the access is “re-based” to a more current time period, will not achieve substantial increases in market access for products that rely the most on international trade.   Nor will allowing countries to create new TRQs under high simple tariffs.

A preponderance of economic research shows that the removal of tariffs expands the economy and pushes demand curves outward.  In short, tariff reduction results in increased consumption.  This is especially true for processed or value added products such as canola oil, beef, or pork.  This potential for demand growth will remain unrealized if market access is restricted to 5% of consumption.  A significant portion of this potential new demand would accrue to Canadian farmers and processors.  It cannot be in our national interest to let these opportunities be lost. 

It is clear that the most effective way to achieve substantial increases in market access is through deep cuts to all tariffs in conjunction with substantial and meaningful increases in TRQ volumes.   
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� 	Calculated from data in the Agriculture Market Access Data Base and from WTO country notifications


- Where no percentage is shown, there is no TRQ


- Fill rate is calculated as imports within quota vs. tariff quota quantity notified for period
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