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This paper examines the various issues raised by the less developed
countries (LDCs) demand for freer access for their export of semi-manu-
factures to developed countries. It is in three parts. The first part seeks to
provide some quantitative dimensions of the relative magnitude and
importance of various forms of barriers to trade in semi-manufactures faced
by developing countries. The second attempts to assess the likely gains to
developing countries from the removal of these trade barriers. The last part
discusses various issues arising trom the alternative negotiating strategies
developing countries could adopt to obtain freer access for their semi-
manufactures to the markets of member countries of the Organisation for
Economic Cooperation and Development (OECD).
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PREFACE

One of the great economic events of our times is the emergence as exporters
of manufactured products of some twenty developing countries, rather
unfortunately referred to as NICs (Newly Industrializing Countries). Like
many events of lasting significance. it was not immediately recognized as
such. Evidence of changing patterns of trade and production was treated as
a temporary departure from the norm, rather than as a forerunner of a
fundamental change. That Hong Kong had become an efficient exporter of
manufactures was due to the desperate act of a population without a
physical hinterland and therefore by necessity condemned to live by its
wits-——a unique case. Taiwan's success was no doubt due to the
disproportionate amounts of aid given to it by an anrious and conscience-
stricken foreign power, Non-communist Korea, similarly stimulated to
extraordinary productive feats by the global ideological conflict in which it
found itself caught, was just another exception. There is, however, a limit to
the number of exceptions to the rule one can have. When Thailand and
Malaysia. Brazil and Argentina, Mexico and Guatemala all starteu to enjoy
growth rates in manufactured exports far in excess of anything cxperienced
by the established industrialized countries: when the battle for improving
commodity producers’ terms of trade began to falter (partly because
commodity prices rose anvway, and partly because it proved impossible to
reach an international agreement on commodity price stabilization); and
when it became clear that developed countries constituted huge markets for
all kinds of manufactured goods, many developing countries adopted an
economic strategy based on exporting manufactured goods, instead of
exporting commodities and manufacturing only to satisfy local demand.

It is odd that the success of this eminently sensible development policy,
and the rapid metamorphosis of LDCs into NICs should have been greeted
with scepticism and even sheer disbelief in the developed world. Had
academics. iuternational civil servants and natinnal planners invested too
much effort in the process of development planiang on the basis of import-
replacing  industrialization or were the methods of developmernt
demonstrated by the NICs ideologically unpalatable? The detached
observer is sometimes puzzled by the fact that although the planning
process has not demonstrated notable superiority over the market in
promoting economic growth, belief in its efficiency, desirability and gencral
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legitimacy is by no means shaken. It almost scems as though it is more
important for people to remain poor, treading the right ideological path,
than to become rich by following the wrong one. It is probably in this frame
of mind that the Group of 77 in the Norih-South dialogue persuaded the
LDCs collectively to take little interest in the Multilateral Trade
Negotiations held in Geneva from 1974-1979.

As Deepak Le*® st cogently argues, access to markets of the industrialized
countries with a l:n effective demand for the NICs exports is one of the
most potent tools in the development kit. It needs to be used, maintained
and developed. Industry is a broad area where rapid increases in
productivity are easily achieved, leading to growth in personal incomes and
wealth. Indeed, there are no serious limits to growth here for poor countries
except the size of the market. It gees without saying that effective demand in
a poor country is low—hence the importance of markets where effective
demand is high, namely, the industrialized countries.

But access to these large, rich markets is increasingly problematic for
developing countries. The Tokyo Round offered an ideal forum. at just the
right moment, to strengthen and consolidate GATT rules, which were their
best insurance against the erosion of their rights to developed-country
markets. However, only towards the. end of the negotiations did LDCs
begin to defend their interests actively. Dr. Lal’'s paper was therefore
extremely timely. It was prepared as part of a programme of studies on the
new international economic order sponsored by the Trade Policy Research
Centre with the help of a major grant from the Ford Foundation in New
York. It was presented at a seminar in Geneva, held under the joint spon-
sorship of the Graduate Institute of International Studies and the TPRC, to
which both academic economists and trade negotiators were invited, The
seminar and subsequent publications have been made possible by a grant
from the German Marshall Fund of the United Stat-s, to whose trustees we
should like to express our gratitude. The views contained in the publica:
tions, however, are entirely the responsibility of their respective authors.

Geneva, June 1979 Gerard Curzon
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NATURE AND MAGNITUDE OF

EXISTING TRADE BARRIERS TO SEMI-

MANUFACTURED EXPORTS FROM
LESS DEVELOPED COUNTRKIES

The barriers to trade in semi-manufactures from developing countries can
be generally classified into three broad categories. The first are tariff
barriers. The effects of the nominal tariff structure, which is most often
escalated by stages of processing, needs to be assessed in terms of the vary-
ing degrees of effective protection provided to import substitutes in OECD
countries, at successive stages of processing.! It is also necessary to take
account of any differential barriers to the exports of developing as com-
pared with developed countries, arising from the levying of specific rather
than ad valorem duties on imports into various OECD countries. For, to the
extent that, developing countries export cheaper qualities of the same goods
as developed countries, the levying of specific duties could imply a higher
effective ad valorem tariff rate on the export of similar goods from develop-
ing as compared with those from developed ones.? This could imply a
differential barrier to developing country exports of the relevant goods.

The second major form of trade barriers are various non-tariff barriers
(NTBs). These include quaatitative import restrictions, voluntary export
restraints, special import charges and various health, sanitary and licensing
regulations,

Finally, it has been argued? that the structure of international shipping

! The rate of effective protection provides a rough measure of the degree to which
domestic producers can be inefficient and still compete with imports. If V is the value added
to an industry at domestic prices {inclusive of tariffs), and V* is the value added which would
obtain under free trade (with no tariffs subsidies on inputs and outputs), then the effective
protective rate E for the industry is defined as E - (V/V*) -1, There are well-known
problems involved both in deriving these rates and in their interpretation. See . M, Corden,
The Theary of Protection (Oxford: Oxford University Press, 1972); and J. N, Bhagwati and
T. N. Srinivasan, “The Theory of Effective Protection in General Equilibrium®, Journal of
International Economics, August 1973,

* This possibility is noted, but not quantified in I.M.D. Liule, T. Scitovsky and M. Scott,
Industry and Trade in some Developing Countries (Oxford: Oxford University Press, 1970)
p. 27.

* J. M. Finger and A. J. Yeats. “Effective Protection by Transportation Costs and
Tarils™, Quarterly Journal of Economics, February 1976: A. J. Yeats, “Do International
Transport Costs Increase with Fabrication? Some Empirical Evidence™, Oxford Feonomic
Papers tforthcoming); and The Rennedy Round Estimated Effects on Tariff’ Barriers (New
York: United Nations, 1968).
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rates also discriminates against exports of semi-manufactutes from develop-
ing countries, as these freight rates typically escalate by stages of process-
ing.

What is the relative importance of these three forms of trade barriers to
exports of semi-manufactures from developing countries? As a result of
successive rounds of trade liberalisation under the General Agreement on
Tariffs and Trade (GATT) auspices, there has been a marked reduction in
the average nominal tariff rates in most OECD countries. Thus after the last
round of multilateral trade negotiations (MTNSs), known as the Kennedy
Round, the average nominal tariff on non-preferential LDC imports into
industrial countries was reduced from 17.1 to 11.8 per cent, whilst the
average effective tariff rate came dowr fom 33.4 to 22.6 per cent.* The
number of points reduction in the tariff, for both nominal and effective rates,
was slightly greater for LDC than OECD imports into developed countries
(see Table 1). This implied a marginally greater reduction in the tariff

TaBtr 1 F
drverages of Nominal and Edvenne Tarifls on Industrial Countries” Impuorts off

Mantactures betore and a'ter the Kennedy Round

Nominal Effective
7 ln{p ' Imports
Totai Imports t‘mml I)( (1 l‘nml Impnrts 'mm LI)("
Pre Kennedy . L 109 17.1 19.2 114

Post Kennedy . .. . 6.8 11.8 11.1 226
Source: Balassa (1968), cited n Little, Scitovsky. Seott (1970),p. 273 -
barriers facing LDC’s as compared with developed countries exports into
industrial countries.’

These estimates of existing nominal and effective protective rates, of the
post-Kennedy Round tariff structures of developed countries, have been
recently updated by Yeats (1974), and in a study by the United States Inter-
national Trade Commission (ITC) in 1975.% Yeats® estimates of nominal and
effective rates of protection in the European Community, Japan and the
Umted States are reproduced in Table II. Those from the ITC study are

N Belsea Balassa. “The Structure of Protection in the Industrial Countries and its Fffects
on the Exports of Processed Goods from Developing Countries”™ (Washington: World Bank,
1968).

* Little, Scitovsky and Scott, ap. cit., p. 274,

5 A, J. Yeats, “Fficcuve TartfT Protection in the United States. the Puropean
Comuoumnity and Jepan™, The Quarterly Review of Feonomies and Business, Summer 1474:
and United States International Trade Commission, Prarectient in Major Trading Countries
tWashington- US Government Printing Oftice, 1975).
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TasLe [T
Estimated Nominal and Effective Rates of Protection in the EEC, Japan, and the U.S.

EEC Japan United States
Free trade
Tariff rate Tariff rate TarifT rate share of
Commodity group Nominal Effective Nominal Effective Nominal Effective value added
Foods and feeds
Meat and meat products .. .. e 19.5 36.6 17.9 69.1 5.9 10.3 0.250
Preserved sea foods .. - 21.5 52.6 13.6 34.7 6.0 15.6 0.300
Preserved fruits and vegetables 20.5 44.9 18.5 49.3 8 36.8 0.270
Milk, cheese. and butter 220 59.9 37.3 248.8 10.8 36.9 0.143
Manufactured and processed foods* 14.6 17.7 24.0 593 5.0 1.0 0.228
Flour, cereal. and bakery products 16.1 24.9 224 46.4 6.9 15.6 0.320
Cocoa products and chocolate . . 12.8 34.6 22,8 80.7 4.2 16.2 0.210
Soft drinks . 14.9 ~-19.8 35.0 41.0 1.0 -%.5 0.400
Mill products and prcpared feeds 114 316 13.8 322 234 ilLo 0.270
Wood. paper. and rubber products
Wood products .. 8.2 9.5 12.4 220 10.4 18.3 0.445
Paper products and wood pulp .. 14 20.1 6.6 12.1 2.7 5.5 0.415
Rubber products . .. 8.3 19.0 9.3 20.2 6.1 12.5 0.360
Yarn. fabrics, and clothmg
Yarns and threads .. .. .. 6.2 19.4 9.9 24.2 19.5 37.1 0.280
Fabrics and clothing .. .. .. 14.3 29.1 13.0 220 213 40.4 0.340
Jute sacks. bags. and woven fabncs .. 18.2 42.9 27.1 65.0 1.4 3.2 0.330
Vegetable and animal oils
Plant and vegetabie oilst 1.1 138.0 10.1 64.9 9.4 17.7 0.055
Cottonsced oil . 11.0 79.0 25.8 200.3 59.6 465.9 0.120
Rapeseed oil 9.0 57.2 15.1 223 20.8 60.9 0.150
Soya beanoil .. . 11.0 148.1 254 286.3 22.5 2529 0.070
Animal and marine fats and oils 5.2 —26.8 5.1 -1.9 4.2 10.7 0.209
Leatier. tobacco, and soap
Leather and leather products .. 7.8 14.6 4.8 22.6 7.0 12.8 0.397
Cigars and cigarettes ., . . .. 87.1 141.3 339.5 405.6 68.0 113.2 0.530
Soaps and detergents 1.5 14.4 16.6 44.4 1.9 19.3 0.230
Median tariff ratet 122 33.1 16.5 45.4 8.6 18.0

*Includes roasted coffee.
+Consists of both crude and refined palm kernel oil, groundnut oil, and coconut oil.
"Median rates for the 123 individual products on product groupings.

Source: Yeats (1974), Table 1, p45




shown in Tabie ii1. Both show the fairly wide divergence between nominal
and effective protective rates for all the OECD countries, with the effective
rates being about twice the nominal rates. The differences in the rates
derived in the two sets of estimates are due to slight differences in the
sources of data, and the wxighting system used. The ITC estimates provide,

TasLe I (A)
Unweighted Avcrage Effective Protective Rates

Nominal Flectine
U.5. (estimate I) “e . e oy .. ‘e 14 15.4
U.S. (estimate 1) .. . . e . o 7.5 14.3
E.EC. .. .. . .. Ve .. . 8.3 14.4
Japan AN o . . .. N v 14.8 19.2
Canada e .. . .. e NN o 11.0 20.7
All non-U.S. . . 10.3 18.0

Source: USITC (1975), Tables {, 2,8 and 9.

TasLg 111 (B)
Effective Tariffs in Selected Products of Interest to Developing Countries

Uu.S. Effective Tariflf Rates
EEC. NonUS.

tv?

c
gl

Description

FS

1804 élothmg and apparel

2011 Meat packing o .. o UM
2033 Canned fruits and vegctables e . 22.2
2037  Frozen fruits and vegetables

2071 Confectionary products .. e RN . . .

2085  Disilled hquor . .. . .. .. e

2093 Vegetable oil mills, n. e.c. . . o ..

I R Rl R N N e Rk i A g s N N el o

2111 Cigarettes o o . .. e
2201 Weaving mills and fabnic . e oy o A
2251 Women’s hosiery except socks

2253 Knit outerwear mills

2254 Knit underwear mills o o e o
2256  Knit fabricmills .. ' . e .. e
2391 Curtains and draperies

2432 Veneer and plywood ..

2511  Wood household furniture

3021  Rubber footwear

3089 Miscellaneous plastic products

3101 Petroleum refining
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3111 Leather tanning and ﬁmshmg

3141  Shoes except rubber . l |

3161 Luggage . 2 1 1.
3171 Women's handbags and purses .. .. o3 | 8.
3262 Vitreous china food utensils v o e .. 5 3 4

3331 Primary copper .. . e . .. . . 0.
3333 Primary zinc o o .. | i 12.
3352 Aluminium rolling and drawmg . e A oo 2 27
3421 Cutlery . 4 1 22
3651  Radio and television re»enmg sets 1 14

3674 Semiconductors 1 14
3871 Watches and clocks 4 { 17

3941 Cames and toys . . . 3 1 21

5701 l'l(:x.lronu. lubc‘s .. . . . 2 14

Suurce USI TC, l’mlevt:(m in \Ia/or Trading Countries, 1975, Table 8
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on the whole, a better estimate of the current levels of effective protection in
OECD countries.”

The weighted averages of nominal tariffs on industrial products levied by
stage of manufacture have been derived by the World Bank (1977), from
GATT tariff studies, prepared as background material for the Tokyo Round
of MTN talks. These estimates are reproduced in tables IV and V and show
the nominal tariff (weighted by imports of all developed countries) rising
from 2 per cent on raw materials to 8 per cent on semi-manufactures and
about 10 per cent on finished manufactures. The percentage escalation of
the nominal tariff for semi-manufactures is greater than this average for the
European Community, Canada, Australia and New Zealand (see Table V).2

This escalation of nominal tariff structures by prosessing stage is further
brought out by tables VI and VII, which reproduce estimates made by the
World Bank (1977) and Yeats (1974) on the basis of the tariff data of the
GATT and the United Nations Conference on Trade and Development
(UNCTAD) respectively.’ These provide evidence for the escalation in the
nominal and effective protection offered to many semi-manufactures in
developed countries which in many cases provide raw materials to their
processing industries at low or zero rates of import duty, but provide
nominal protection of about 10 to 15 per cent to the outputs of the process-
ing industries. That even this apparently moderate level of cascading of the
tariff structure can lead to fairly high effective protection of processing
industries in OECD countries is brought out by Table VII. Processed
agricultural products. particularly ground-nut and palm-kernel oil, cocoa
powder, butter and other dairy products seem to have the highest rates of
effective protection by processing stage, followed by wool and cotton
fabrics. in all the industrial countries. For paper and paper products there is

" But the effectin e rate of protection for Japan, in Table 3, is probably an over estimate,
as Japan made unilateral tariff cuts after the completion of the Kennedy Round. See The
World Bank's, *TI'rade Liberalisation and Export Promotion™, Washmgton (mimeograph),
1977, The World Bank estimates show that the current average eifectne tanfl in Japan may
not be very duferent from that in the European Community. Also, it should be noted that for
aericultural products the effective protective rates in the EEC are likely to vary from year to
vear because of chanuees in vartable levies.

¥ This is a better weighting ~vstem than the iwo other afternatives shown in Tables 2 and
3, because weights based on a country’s own imports would give a downward bias, as the
leh tariffs would have reduced imports of gtems on which they were levied. winlst
“unweighted averaces are biased upward because in practice tariff schedules are elaborated
in ereatest detaul where tarills are highest™. See hid.

»idd and Yeats, Ulecunve Taedl Protection in the United States, the Furopean
Community and Japan®™, op. vt
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TaBLE IV
Average Tariffs on Industrial Imports of Developed Countries Based on Four Weighting Systeris
Weighting Procedure Average Tariff Levels
Within BTN Semi- Semi- Finished
Categories Among BTN Categories Materials Manufactures Manufactures All combined
Unweighted !mports of all dev LlOpLd countnies together 2.7 8.4 9.8 7.9
Country’s own 1mports Imports of all developed countries together 2.0 8.0 9.8 7.1
Country’s own imports Country’s own itaports 1.5 6.6 9.4 6.2
L'n\\ughlul Unwe:ghtcd 3.5 9.2 11.2 10.0
Snuru.' De rmd n \M)rld B.mk ( 1977)(Annex Fl l'rom GATT, Summary by Induslnal Product Categories: Tariff 1973, Imports 1970 and 1971, Geneva.
March 1974,
TaBLe V
dverage Taryl Levels in Broad Classes of Industrial Products Including Raw Materials, 1973
(Unit: Per cent ad valorem:
Ay‘ mdusmal Produtts Raw Materials Semi-finished Manufactures Finished Manufactures
[)uuable Dutiable Dutiable Dutiable
Country or T mlr(;rnupmb All e items All items items All items items Allitems items
8 umpmn ( ommumty 7,2 9.1 0.5 34 8.1 9.6 9.3 9.6
United States 6.7 8.1 2.7 6.1 7.6 9.0 19 8.3
Jgpan ‘_)‘:1‘ 10.7 5.9 9.3 8.6 9.9 1.2 1.5
Canada 13 13.7 0.3 72 8.4 12.7 10.2 14.7
Austraha 14.4 28.5 0.9 18.9 11.1 20.0 21.0 337
Sweden 4.7 7.3 0.0 0.4 4.5 7.3 6.6 73
Austna 120 15.6 59 1.2 8.4 13.3 16.0 17.7
Swatzerland 31 38 0.2 0.8 4.4 44 3.6 4.1
Finlund 54 10.2 0.0 3.1 4.1 9.6 8.0 10.4
Norway 5.2 1.7 0.1 8.5 4.8 10.8 1.4 11.9
New Zealand 20.0 30.7 0.6 14.5 8.5 14.6 32.6 37.3
Croinbaged Aserage 7.7 10.8 2.0 6.3 8.0 10.2 9.8 1.2

Souree Derpved in \M)rhl Bank (l‘)"‘hl»\nnul llrnm GATT Sem'nwrl by Indtmrm[/’mduct(.utegoru's Iarl/TIO"? Impnm IO"O umlll) 1. (‘me\a
“arch 1974
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TABLE VI
Trade weighted Average Tariffs of Eleven Developed Countries in Selected Processing Sequences

BTN Description
Fx 26.1 Iron ore and concentrates 0.0
73.01 Pig iron, cast iron and spiegeleisen 24
73.13 Sheets and plates of iron or steel 5.3
73.18 Articles used for domestic purposes, or iron or steel 10.2
82.14 Spoons, forks and similar kitchen or tableware 18.8
Ex 26.01 Copper ore and concentrates 0.0
74.01 Copper matte, unwrought copper 1.6
74.07 Tubes ind pipes, of copper 8.0
Ex 26.01 Bauxite and concentrates 0.0
28.20 Aluminun oxide and hydroxide 3.9
76.01 Aluminum, unwrought 5.4
76.03 Wrought plates of aluminum 9.6
76.08 Structures and parts of structures, of aluminum 10.4
76.04 Aluminum foil 12.8
25.10 Natural calcium phosphates 0.0
3103 Mineral or chemical fertilizers, phosphatic 1.6
27.09 Crude petroleum 2.9
27.10 Petroleum products 6.7
40.01 Natural rubber, latex 0.1
40.11 Rubber tires 9.3
64.01 Footwear with outer soles and uppers of rubber 16.5
41.01 Raw hides and skins 0.0
41.02 Bovine cattle and equine leather 9.6
41.03 Sheep and lamb skin leather 5.6
42.02 Travel goods 14.3
42.03 Leather clothing and accessories 13.1
64.02 Footwear with outer soles of leather 16.4
44.03 Wood in the rough 0.0
44,08 Wood sawn lengthwise over Smm, thick 0.5
44.13 Wood, planed, tongued, groved, etc. 2.2
44,14 Sawnwood and veneer sheets 8.1
44.23 Builders’ carpentry and joinery 8.5
94.01 Chairs and other seats LS
94.02 Other furniture and parts thereof 10.9
44,15 Plywood, laminboard, etc. 16.7
35.01 Cotton, not carded or combed 5l
§5.04 Cotton, carded or combed 5.2
85.08 Cotton yarn. not for retail sale 8.2
55.09 Woven fabrics of cotton, except tewelling 12.4
60.01 Knitted or crocheted fabric, not elastic 209
60.04 Outer garments, knitted or crocheted, not elastic 269
61.01 Men's and boys’ outer garments, not knit 23.1
6102 Women's and girls' outer garments, not knit 22.0
57.03 Jute and related fibers 0.1
57.06 Yarn of jute and related fibers 10.5
70 Waoven fabrics of jute and related fibers 9.9
R5.21 Thermionic, cold cathode, etc., valves and tubes 10.0
R5.52 Calculating. accounting and similar machines 9.1
85.15 Radios and radio apparatus 12.1
91.07 Watch movements assembled 18.2
91.01 Watclies 16.5

Suurcﬁ: an;ld Bdhk (197f) Annex E, derived from GATT. Tariff Averages and Imports in 1972 by
BTN Headings, 1976, based on duties in force in 1973, weighted on the basis of 1972 imports.
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TasLE V11
Escalation of Tar{[J Protection by Stage of Processing in the EEC, Japan, and the US

EEC Japan United States

Preduction process Nominal  Effective Nominal  Effective Nominal  Effective

Groundnut oil
Groundnuts, green 0.0
Groundnut oil,
crude and cake
Groundnut oil, refined

Paper and paper products
Logs. rough
Wood pulp
Paper and paper articles

Wood products
Logs -ough
Sawn wood
Wood manufactures

Dairy products
Fresh milk and cream
Condensed and
evaporated milk
Cheese
Butter

Wool fabrics
Raw wool
Wool yarn
Wool fabrics

Cotton fabrics
Raw cotton
Cotton yarn
Cotton fabrics

Leather products
Bovine hides
Leather
Leather goods

excluding shoes

Jute products
Raw jute
Jute fabrics
Jute sacks and bags

Palm kernel oil
Palm nuts, kernels
Palm kernel oil,
crude and cake
Palm kernel oil, refined

Chocolate
Cocoa beans .
Cocoa powder and butter 13,
Chocolate products I

Source: Yeats (1974), Table 2, p. 47,
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high effective protection offered to the last stage of production in the
Common Market, but only moderate effective protection in Japan and the
United States. The converse seems to be the case with leather products,
where the United States offers substantial effective tariff protection to its
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processing industries as compared with more moderate rates for the
European Community and Japan. Wood products and jute products have
moderate rates of protection, except for jute fabrics in the Community and
Japan, and jute sacks and bags in Japan.

Furthermore, Yeats has made some estimates of the differential ad
valorem incidence of various United States specific tariffs on imports from
developed and developing countries. These estimates together with the effec-
tive protective rates he has derived for these goods from the two sources aie
reproduced in table VIIL. Both the median nominal and effective ad ralorem
equivalent rate for the products on which the United States levies specific
tariffs is about twice as high for LDC as compared with developed country
imports. Moreover, as can be seen from a comparison with table 11, the ad
valorem equivalent rates on items subject to specific duties in the United
States are much higher than those for goods on which purely ad valorem
tariffs are levied. Also, as Yeats notes: “particularly striking are the ways in
which some seemingly modest differences in nominal tariffs for low value
added items (cocoa, cutlery, vegetable and nut oils er cetera) become magni-
fied when expressed as effective rates.”!?

While the structure of tariffs still provides considerable effective protec-
tion to various processing industries in OECD countries, non-tariff barriers
are also becoming an increasingly serious threat to freer access for LDC
exports of semi-manufacture to OECD countries. For with the progressive
lowering of nominal tariff rates, industrial countries are placing more
reliance on various non-tariff barriers to protect their inefficient processing
(and other) industries. The relative shift in the quantitative importance of
tariff as compared with non-tariff barriers in providing effective protection to
industries by broad commodity groups, can be discerned from some
estimates made by Baldwin (1970),!! of nominal and effective protective
rates (taking account of both tariff and non-tariff barriers) in the United
States and the United Kingdom in one earlier year and for 1972, when the
Kennedy Round tariff cuts were expected to have been completed. These
estimates are reproduced in table X,

For the United States of America (table 1XA), the increased impor-
tance of non-tariff barriers between 1964 and 1972, particularly for inter-
mediate and consumer goods (into which semi-manufactures fall), is

" Yeats, *An Analysis of the Incidence of Specitic Tariffs on Developing Country
Eaports™, Feononue Fuaguiry, March 1976, p. 75,

I Robert F. Baldwin, Non Tariff Distortions of Imternational rade (W ashington®
Brookines Institution, 1970).
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TasLe VI

Ad valorem Incidence and Eflective Protection from United States Specific Tariffs on Imports
[from Developed and Developing Nations

Nominal Protection* Effective Protcutmn‘r
Developed De»clopmg De\cIOped Devcluping
Commodity Group Countries  Countries  Countries  Countries

67.0 102.0

Alcoholic beverages

Castor oil o
Cocoa and chocolate products
Corn milling ..

Cotton fabrics mcludmg pxle
Cutlery ..
Fruits and »egetables

Lead ores

Leather goods

Magnesite .

Manmade fibre producls
Meat products

Paper products

Pottery

Preserved fish and seafood
Sand. excluding metal bearing
Soaps and detergents . .

Soft drinks

Tobacco products

Vegetable and nut oils

Wood manufactures

Wool clothing and products
Wool fabrics

Wool and wool yarn

Zinc ores

Median Tariff Ratet
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*Indicates the effect of both nominal and specific tarifts for these pmduus wluch ha»e)mn( caverage,
+Median rates have been calculated using all 20 items included in the specific tariff sample.

Source: Yeats (1976), Table |

apparent. Whilst for the United Kingdom, though Baldwin does not
separate out the non-tariff and tariff elements in the effective protection
provided in the broad commodity groups, nevertheless, as Professor
Baldwin concludes: “the fact that the average rate of effective protection
declines only 19 per cent between 1954 and 1972 whereas the average
nominal rate of tariff protection falls 50 per cent indicates a relative increase
in the importance of non-tariff trade-distorting measures.”!?

The frequency of various types of non-tariff barriers has been computed
by Roningen and Yeats (1976)° for France, Japan, Sweden and the United
States. Table X, based on their estimates shows that whereas over half of
the NTBs in Japan and the United States are due to various health, sanitary

2 Ihm’ p. 167.

¥ V. Roningen and Yeats, “Non-Tariff Distortions of International Trade: Some
Preliminary Empirical Evidence”, Weliwirtschaftliches Archiv, Kiel, No. 4, 1976,
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TaBLE IX

Tariff and Non-tariff Barriers in the United States and the United Kingdom

(A) Nmmnul and F/Teuu'v Rates of Protection in the US, by Commadity Group, 1964 and 1972*

Effective rawe{

Nominal rate, Tarifl and non-tariff Non-tariff

tariffs onlyt measures measures only
1564 1972 1964 1972 1964 1972
Commodity groupt (h (2) (3 (4) (5) ()]
an'in pruduu‘: ‘ .08(.[4) 07( l4) 18 A7 .08 03
Intermediate and

consumer goods 10013 0701D 22 .18 .04 .07
Capital goods Ak 06 A8 07 01 01
Aver'\ge 0013y .06 (.10) .20 A5 .03 .05

*thcs for 1972 mdude the dTecls ol‘ reductmm agreed to in the Kennedy Round of GATT nc[..ollallons

+Primary products include industries 1-10 {except 4) from the 1953 input-output table, intermediate and

consumer goods cover industries [3-42: and capital goods cover industries 43-64.

I'Figures in parentheses are nominal rates based on both tarifi and non-tariff measures: they are given

only for groups that include industries where the effects of non-tariff measures were estimated,

gNon traded inputs are treated like traded mputs and excluded from value added, as sugpested by
alassa, Tariff Protection in Industricl Countries, and Basevi, United States Tar{ff Structure.

(B) menui and Effective Rates of Pratection in the UK, by Commodity Group, 1954 and 1972*

Balassa, Tarj
Source: Baldwin (1970), Tables } and V1.

France and the United States.

rabies.

Nominal rate,

Effective ratc. tariff

tariffs only and non-tarifl measureswL
Commadiy groupt 1954 um 1954 1972

anar\ products .. ' » ’ 02 T I‘) 18 v
Intermediate and consumer goods .03 A3 11
Capital  goods .08 22 1
A\crage .03 Ih A3

‘Rate% for l97" |mlude the cﬂ”e«,ts of reducuons agreed to in the kenncdy Round \l (:AT]" negouatmns
*Primary products include industries -3 from the 1954 input output table: intermediate and consumer
goods include industries 4-13 and 21-41: and capital goods include industries 14~20.

“Non traded inputs are treated like traded inputs and excluded from value added. as suggested by
Protection in Industrial Countries, and Besevi, United States Tarifl Structure.

and special licensing regulations,™ France and Sweden use special import
charges and quantitative import restrictions (QRs) to restrict access, whilst
QRs and voluntary export restraints (VERs) are fairly common in both

Roningen and Yeats have also attempted to estimate the ad valorem
incidence of non-tariff trade barriers (to imports from all sources) by using
cross-country price differentials. They derived the price differentials from a

" Not all of these regulations represent illegitimate barriets to trade. Thus, quarantine
regulations for pets in the United Kingdom, although restricting international trade in dogs
for instance, would be justifiable in preventing the importation of a socially costly disease -

17




TasLe X

Analysis of the Frequency and Types of Non-Tariff Trade Restrictions Reported for France, Japan,
Sweden and the United States
(per cent)

Frequency of various types of
non-tariff barriers®

United

Type of restriction France Japan Sweden Staies

Health and sanitary reguiations 7.7 15.2 20.8 49.5
Special import charges . 30.8 0.0 45.8 0.0
Government participation in trade .. 9.4 24.2 8.3 0.0
Quantitative import restrictions} 13.7 0.0 20.3 18.9
Specific and seasonal restrictions 11.9 0.0 00 0.9
Specific licensing regulations . . 16.2 60.6 4.3 2.8
Voluntary export restraints 9.4 0.0 0.0 15.9
Other trade restrictions AN .. 0.9 0.0 0.0 12.0
Total 100.0 100.0 100.0 100.0

*Based on an actual count of all NTBs applied in the two-digit BTN groups shown in Table XI.
tIncludes variable levies.

tIncludes tariff and bilateral quotas.

Source: Roningen and Yeats (1976), Table IV.

i
H
t

1973 survey of international price statistics compiled by Business Inter-
national, and used the lowest observed price for the 15 developed countries
included in the sample as a proxy for the “world price”. (These estimates are
given in table XI.) The average price relative for the relevant goods were
then decomposed into their constituent elements—rvariable levies (which are
important in both the European Community and Sweden for agricultural
products), transport costs and an NTB residual. (These estimates are
reproduced in table XII.) These show that excluding transport costs,
“overall barriers have an ad valorem incidence which may range from about
25 per cent in the United States to approximately 60 per cent in Japan and
Sweden™. !

Finally, Finger and Yeats!® have provided some estimates of the relative
importance of tariffs and shipping freight rates in providing effective protec-
tion for commodities at various stages of production, for imports into the
United States. (Table XIII reproduces these estimates.) From this it is
apparent that freight rates, too, escalate by stage of processing and seem to
be at least as important as tariffs in providing effective protection to import
substitutes in the United States of America. They estimate that the average
effective protection from transport costs for the commodities considered
was 17 per cent for LDCs and 14 per cent for imports from developing

'8 Roningen and Yeats, op. cit., p, 623.

¢ Finger and Yeats, op. cit.
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TasLE X1

Comparison of Nominal Tariff Rates, ad valorem Incidence, and Frequencies of Non-Tariff Barriers Applied to Two-Digit BTN Groups, Selected Industrial
Countries, 1973 (per cent)

Non-tariff barriers

Non-tariff barriers

BTN Product group Nominal relative prices Nominal relative prices
tariff reported tariff reported
frequency four all frequency four all
countries*  developed® countries*  developed*®
France Japan

02 Meat products 15 100 0 67 13 17 54 161
03 Fish and seafood .. 10 33 0 34 8 100 6 72
04 Dairy products . 18 83 3 15 35 50 0 0
07 Vegetables and products .. 12 66 0 30 12 17 7 72
08 Edible fruits and nuts 14 46 0 22 14 23 83 180
09 Coflee, tea and spices 10 — 28 83 6 — 78 155
10 Cereals .. .. 13 100 6 1l 11 43 it 16
1 Mill products 21 100 0 40 25 44 48 158
15 Fats and oils .. .. 7 29 0 ] 8 — 50 50
17 Sugar and products .. 38 20 0 9 66 2 25 68
18 Cocoa and products 12 17 0 0 16 — 157 157
19 Cereal preparations 10 63 22 94 23 — 20 92
20 Vegelable preparations 23 86 35 63 23 57 46 76
22 Beverages 28 50 0 0 47 10 0 0
24 Tobacco and products 74 100 0 0 352 100 0 0
27 Mineral fuels . 6 18 89 107 17 — 92 110
30 Pharmaceuticals 15 — 2 28 13 _ 40 75
33 Toilet preparations .. 12 —_— 0 57 18 —_ 43 156
34 Soaps and detergents . 12 43 49 49 13 — 0 0
48 Paper and products .. 7 5 i1 67 13 — 0 33
60 Knitted goods .. i3 100 27 92 16 —_ 0 44
61 Apparel and clothmg 15 100 0 16 19 —_ 0 0
64 Footwear . 17 — 0 28 18 17 0 1l
82 Tools and cutlery 7 —_ 0 41 12 — 0 59
87 Vehicles .. . 14 — 0 0 I — 13 19
92 Instraments and recorders 6 —_ 23 25 10 —_ 31 32

Average 17 45 10 40 32 19 30 70

*Relative prices for the “four developed” group are based on price comparisons for France, Japan, Sweden, and the United States. Those for “all developed™
are based on comparisons for 16 developed countries.

Source: Roningen and Yeats (1976), Table 1.
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TaABLE X1—continued

Comparison of Nominal Tariff Rates, ad valorem Incidence, and Frequencies of Non-Tarif] Barriers Applied to Two-Digit BTN Groups, Selected Industrial
Countries, 1973 (per cent)

Non-tariff barriers Non-tariff barriers
BTN Product group Nominal relative prices Nominal relative prices
tariff reported tarifl reported
frequency four all frequency four all
countries*  rdeveloped® countries®  developed*®
Sweden United States

02 Meat products .. 0 ‘83 37 133 7 50 V] 54
03 Fish and seafood 0 66 1 64 1 100 10 78
04 Dairy products .. 0 e 10 23 10 66 0 0
07 Vegetables and products 7 17 12 80 13 100 0 50
08 Edible fruits and nuts .. 4 23 0 51 7 69 49 128
09 Coffee, tea and spxces .. .- 1 — 39 100 i 30 0 38
10 Cereals . .. 0 — 8 12 5 43 0 0
1 Mill products .. 0 100 6 85 g 33 0 57
15 Fats and oils .. .. 0 18 94 94 5 12 0 0
17 Sugar and producls 18 80 12 51 6 80 Q 23
18 Cocoa and products 5 — 47 47 2 50 2 2
19 Cereal preparations 19 — 34 113 5 88 0 47
20 Vegetable preparations 11 14 28 54 13 86 0 3
22 Beverages 8 40 17 73 5 20 0 19
24 Taobacco and products 14 —_ 36 72 20 —_ 0 0
27 Mineral fuels . 0 -— 81 97 6 —_ 0 0
30 Pharmaceuticals .. 2 — 102 153 12 —_— 0 9
33 Toilet preparations 9 — 0 15 8 — 0 61
34 Soaps and detergents .. 8 — 115 115 7 29 [ 0
48 Paper and products .. .. 2 —_ 17 75 5 — 0 39
0 Knitted goods .. .. 15 100 0 15 28 100 6 61
61 Apparel and clothmg .. .. 15 36 0 0 21 100 9 32
64 Footwear . .. .. 14 — 21 62 15 —- 27 70
82 Tools and cutlery .. .. 6 —_— 33 121 17 10 82
87 Vehicles .. . .. 13 — 1 5 5 - 0 0
92 Instruments and recorders. .. i — 39 41 6 —_ 0 0

Average 7 22 30 70 9 41 5 35

*Relaunve prices for the “four developed™ group are based on price comparisons for France, Japan, Sweden, ¢ ac the United States. Those for “all developed™
are based on comparisons for 16 developed countries.
Source: Roningen and Yeats (1976), Table 1.




countries into the United States. The corresponding figures for the protec-
tive effect of tariffs on average for these commodities was 15 per cent for
developing and 13 per cent for developed countries, yielding a total effective
protective rate of 32 per cent from tariffs and transport costs for imports
from LDCs and 27 per cent for those from OECD countries. For textiles
and dairy products, however, tariffs and non-tariff barriers were of consider-
ably greater importance than transport costs, whilst “for those products, of
relatively high bulk and low unit values, lumber and paper products, for
example, transportation charges are a much larger part of the total protec-
tion enjoyed by these industries™.!” As argued in the next section, however,
tariffs and transport costs cannot be treated on par as sources of effective
protection, unless it can be shown that transport charges are in excess of
real costs and hence an “artificial” barrier to trade.

TasLE XII

Decomposition of Qbser.ed Price Differentials into Variable Levies,
Transportation Costs, and Non-tariff Barrier Residuals (percent)

Estimated ad valorem rate

average
price variable  transport NTB
Country/Product group relative levy cost residual

France
Food products ..
Grains and products*
Beverages, tobacco, etc.t
Pharmaceuticals and dctergents
Apparel .

D — O

Japan
Fuocl products .
Grains and products"
Beverages, tobacco, ete.t
Pharmaceuticals and detergentﬁ
Apparel

NWtI =D

Sweden
Food products .
Grains and products*
Beverages, tobacco, ete.T ..
Pharmaceuticals and detergents
Apparel .

United States
Food products
Grains and products‘
Beverages, tobacco, etc.t
Pharmaceuticals and detergents
Apparel .. N ..

*Fxcludes sugar and cocoa products
+Excludes mineral fuels
Source: Roningen and Yeats (1976), Table 2.

"7 Ibid, p. 173.




') TasLe XIII
i Unired States Nominal and Effective Rates of Protection from Post-Kennedy Round Tariffs and Estimated Transportation Costs (all figures in per cents)

Nominal protection Effective protection
Transportation Transportation
Commodity group Tariffs cost Tariffs cost Total
Processed Foods
Meat products .. . .. e .. .. .. [} 10 15 25
Frozen fruits and vegetables .. .. .. .. e .. 15 9 37 I 48
Preserved sea foods . .. .. .. .. . .. 6 10 16 10 26
Dehydrated food products . .. .. .. .. 8 11 33 19 52
Pickles and dressings .. .. . .. .. .. .. 9 1 —-27 50 23
Roasted coffee .. .. .. .. N .. .. 0 6 -2 4 2
Soft drinks . . 1 9 -~10 12 8
Dairy products
Cheese .. e .. .. e .. .. .. .. 12 8 35 14 49
Butter .. . .. e .. .. .. 10 8 47 21 68
Condensed and evaporated milk o .. .. .. .. 11 7 30 5 35
Grains and Grain Products
Corn milling . .. .. .. .. .. .. .. 4 13 —2 21 19
Rice milling . .. . .. . .. .. 37 17 323 106 434
Flour and cereal preparauons .. . .. .. .. .. 1 14 35 35 70
Prepared feeds .. .. .. .. .. .. .. 6 15 7 42 49
Bakery products .. . .. .. .. .. .. 2 7 —4 4 0
Textiles and Products
Wool yarn and thread .. . .. .. .. .. .. 31 7 62 25 87
Wool fabrics .. .. .. .. .. .. .. .- 47 8 91 14 105
Wool clothing .. .. . .. .. .. .. .. 27 8 7 9 16
Cotton yarn and thread .. .. .. .. .. .. .. 4 12 4 16
Cotton fabrics .. .. .. .. .. .. .. .. 16 6 31 20 51
Cotton clothing .. N .. .. .. .. .- .- 20 8 34 8 42
Leather and Leather Products
Leather .. .. .. .. e .. Ve 6 4 19 4 23
Leather goods excludmg shoes .. .. .. . .. .. 4 10 4 18 22
Shoes .. .. .. .. .. .. .. 11 10 15 15 30
Lumber and Paper Products
Sawn wood . .. . .. . .. .. 0 39 0 95 95
Plywood products .. . .. .. . . - 13 18 28 30 58
Wood manufactures .. .. .. .. . .. .. 7 17 8 10 18
Wocod pulp . .. .. . .. . .. .. 0 12 -2 19 17
Paper and paper articles .. .. .. e .. .. 5 13 13 10 23
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TaBLe XHI—continued
Umied States Nominal and Effective Rates of Protection from Post-Kennedy Round Tariffs and Estimated Transportation Costs (all figures in per cents)

Nominal protection

Effective protection

Transportation Transportation
Commodity group Tariffs cost Tariffs cost Total

Nonferrous Metal and Mineral Products

Nonmetallic mineral products . .. . 6 16 10 13 23

Glass and glass products . . . 13 19 20 20 40

Nonferrous metals .. . 6 5 14 5 19
Iron and Steel Products

Pigiron .. .. . . . 1 15 6 24 30

Steel ingots .. . .. 6 13 51 4 55

Metal manufactures . . 8 12 13 19 32
Machinery

Nonelectrical machinery .- . i 7 9 8 17

Electrical machinery .. .. .. R . 6 6 1 7 14

Agricultural machinery .. .. NS . . . 1 3 3 0 3
Average, Weighted by OEC:D Imports from

Other OECD countries .. .. .. . 8 9 13 14 27

LDCs . .. . .. . 8 10 15 17 32

Source: Finger and Yeats (1976), Table 1.




THE RELATIVE GAINS FROM THE
REDUCTION OF DIFFERENT TRADE
BARRIERS TO LDCs EXPORTS OF
SEMI-MANUFACTURES

How serious are these barsiers to increases of exports of semi-
manufactures from developing countries?

In aggregate (as can be seen from tables II and III), though there is
escalation of tariff structures by stages of processing, the average cffective
tariff rates vary from 14 per cent for the United States of America to 19.3
per cent for Japan on ITC estimates (the rates being higher on Yeats’
estimates). The product groups in which effective protection rates are higher
than these average rates are foods and feeds, vegetable oils, and jute sacks,
bags and woven fabrics (for the European Community and Japa:), and
yarns, fabrics and clothing in the United States. For most other semi-
manufactures, the effective protection provided in OECD countries after the
Kennedy Round of tariff cuts is fairly moderate, being in the order of 10-15
per cent.

Moreover, as long as the tariff rates are bound, it may be expected that
over time, the current protection provided to the relevant import substitute
industries in developed countries by a given effective protective structure,
will be eroded by the continuing shift in their comparative advantage.'® As

'8 To see this suppose that the import price of the product is set by the costs of produc

tion in the exporting country (assuming no transport costs). The production function has
fixed coefficients and is identical in all countries. All intermediate inputs are imported and
their c.i.f. prices remain unchanged over time and are the same for both the importing and
evporling country. The wage-—rental rates in the importing (exporting) country are
Wi T (W 1) respeciively.
The tariff rate on the output is t, and t, un the inputs in the importing country, whilst the fixed
coefficients of the various inputs per unit of output in both countries are the same, a’s, Then
in the initial situation, the industry is viable in both the countries, with the equilibrium
production costs being:

Duporting country: p(1+1) -, g vrgp.a+ N apgl+t)
T -
Exporting countryz p, - wag+r,a, + > ap,
) -+

With a rise in w,, relative to w,, or if extra polludon control costs have to be borne by
producers in the importing as compared with the exporting country, and with the r's, as and
t's unchanged, the industry will become unviable in the importing country, even though the
EPR

Pl st Nap (1+ t)/(P, -Nap;), remains unchanged.
1 1
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the processing industries in which developing countries are likely to have an
incremental comparative advantage are relatively labour intensive, a rough
idea of the extent of the erosion of the effective protection provided by the
post-Kennedy Round tariff structures in developed countries can be
obtained by comparing the changes in the level of the average manu-
facturing wage (expressed in dollars) since 1970, in some important exporter
developing countries and developed countries. Table XIV provides some

TasLE XIV
Percentage Rise in the Average Manufacturing § Wage Since 1970

Percentage Change over 1970

Developed Countries 1973 1974 1975
UsAa . o . 23.9 316 40.2
Germany .. .. . 85.2 101.8 122.8
UK e .. .. 46.6 65.7 na
Japan .. .. .. 11s.1 153.2 220.8

Deseloping Countries
Korea .. 23.1 63.2 59.0
Mexico 29.3 65.3 90.1
Sri Lanka .. 9.5 329 na
Philippines . . 32.8 38.1 na
Singapore .. o o 49.9 75.9 na
India . . .. 8.0 29 na

na——not readily available

Source: derived from manufacturing wage data in ILO Yearbook of Labour Statistics 1975, and IMF:
International Financial Statistics, July 1976.
For India derived from Basic statistics relating to the Indian Economy, 1950-51 to 1975-76
(CSO, New Delhi, 1977).
idea of these relative changes, It shows that by 1974, we would expect a
substantial erosion of the protection provided to domestic industry which
competes with LDC manufactures—and semi-manufacture—exports, in at
least Japan and the European Community.

Furthermore, there is another factor which is likely to inc* zasingly erode
the effective protection rate from bound tariff rates (with given transport
costs) for some manufacturing industries in OECD cour.iries. This is the
translation of the current concern with environmental protection in most
OECD countries, into various pollution control laws, The GATT has put
together some estimates of the likely price increases of domestically pro-
duced goods which would result in the United States from compliance with
the United States Clean Air Act of 1967. (These estimates are given in
tables XV and XVL)!" From these it appears that energy production, and
iron and steel production are likely to suffer the largest price increases,
followed by non-ferrous metals, certain types of metal fabrication, basic

Y Industrial Pollution control and International Trade (Geneva: GATT Secretariat,
1971).
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TabLe XV

Price tnereases of all Goods and Services Resulting from Compliance with Certain Anti-pollution
Measures in per cent

Price increase if Price increases
major air polluting resulting from an
industries met the  overall substitution of

standards of the US  low sulphur fuels for

Industrial sector Clean Air Act, 1967 high sulphur {uels
Flectric utilities
Gas utilities
Tron and steel toundries
Primary steel
Iron and ferro alloy mining
Coal miming
Chemical and ferrous mineral mining
Iron and steel forgings
Pulp mills
Paper and allied product
Paper containers
Primary non ferrous metals
Secondary non-ferrous metals
Non ferrous metaf ore mining
Mise non-ferrous metals
Petroleum refining
Crude petrol and natural gas

7 Industrial chemicals
44 Plastics and ~vnthetic materials
Fertilizers
5S4 Metal contamers
87 Other tabricated metal products
61 Metal handling machinery and equipment
62 Metal working machinery and equipment
63 Specific including machinery and equipment
64 General including machinery and equipment
65 Machine shop procucts
68 T lectne including equipment and appliances
73 Electric machinery and equipment
SR Fngines and turbines
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Souree. GATT (1971, Table 1.

chemicals, pulp and paper, leather tanning and cement. This, however,
assumes that the polluting industry bears the full cost of pollution control.
The percentage increase in domestic prices in OECD countries could be
lower if the costs of pollution control were not fully borne by the polluter,
but were spread over the whole population. Thus, Richardson and Mutti®
. have provided some illustrative estimates of the percentage increases in
domestic prices in the United States from environmental controls on the
alternative assumptions: (a) the polluter pays the costs (b) the costs of
s environmental control are subsidised, with the subsidies financed by a
general value added tax, or (c) by a general production or sales tax. (Their

 J. . Richardson and J. J. Mutti, “Industrial Displacement through Environmental
Controls: the International Competitive Aspects™, in Ingo Walter (ed.), Swudics in Inter
nutional Environmental Economics (New York: Wiley, 1976).
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TaBLE XVI

Expenditure for new Plant and Equipment by United States Business and Investments for Air and

Water Pollution Control

1 -
Total expenditure

2t

for new plant and of which: for air and (3)
equipment pollution control 2)«(1)
(billion dollars) {(million dollars) %
Iron and steel e e . .. 1.83 179 9.8
Non-ferrous metals .. .. . 1.10 41 37
Electrical machinery .. . e 2.03 32 1.6
Other machinery . e . 344 51 1.5
Motor vehicles ., .. . . 1.65 55 33
Aerospace o c. . L1t 22 33
Other transportation . } ' 15 :
Stone, clay, glass .. . e N 1.07 63 5.9
Fabricated metals .. “y 44
Instruments . . N } 3.74 25 4.6
Other durables .. o 103
Total durables .. .. e 15.96 630 3.9
Chemicals .. . NS .. 3.10 140 4.5
Paper and pulp .. .. e .. 1.53 143 9.1
Rubber .. .. e . .. 1.09 9 0.1
Petroleum o o .. . 5.62 280 4.6
Food and beverages .. o .. 2.59 58 2.2
Textiles .. .. . N .. 0.63 10 1.6
Other non-durables . .. e L.10 31 2.5
Total non durables . . 15.72 651 4.1
All manufacturing .. . e 31.68 1,281 4.0
Mining .. .. BN .. .. 1.86 105 5.6
Electric utilities .. . . o 8.94 155 1.7
Gas utilities o .. . o 2.67 130 4.9
All other .. o .. .. e 30.40 presumably nil —
All industries 75.56 1,671 2.2

GATT (1971), Table 2, derived from:

Sources: *Survey of Current Business (September 1970, p. 18).

tXird  Anmual McGraw-Hill Survey of Business Plans for New Plent and Equipment, cited
i Hearings before the Sub-Committee on Air and Water Pollution, Committee on Public Works,
LIS Senate. 91st Congress. Second Session (pages 390-391).

estimates are given in table XVII,) These estimates show that whereas under
the “polluter pays” principle, a number of industries, livestock, chemicals,
plastics, painis, petroleum refining, and non-ferrous metal manufacturing
have price rises of about 3-5 per cent, on the other forms of financing pollu-
tion control costs, the price rises are only about 1 per cent.

Thus, even the relatively modest domestic price rise in polluting
industries in OECD countries could be offset by public policy. However, it
should be noted that the products of many of these pollution intensive
industries are higly standardised, and hence the elasticity of substitution for
these goods from different sources is likely to be fairly high. This means that
even modest price differentials should lead to a shift in their preduction to
relatively lower cost locations in LDC’s. The developing countn.: are likely
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TaBLE XVII

Percentage Increases in Domestic Prices from Environmental Controls

Method of Financing
Value-
Polluter Added Production
Industry Number and Title Pays Tax Tax
AGRICULTURE, FORESTRY, AND FISHERIES
! Livestock and livestock products 3.03 1.46 1.95
0.50 0.23 0.3§
2 Other agricultural products 2.94 1.48 1.49
0.63 0.32 0.31
3 Forestry and fishery products 1,53 1.46 1.41
0.19 0.22 0.21
4 Agricultural, forestry, and fishery services 1.37 1.47 1.42
0.67 112 1,03
MINING
5 Iron and ferroalloy ores mining 1.72 1.41 1.46
0.25 0.21 0.21
6 Nonferrous metal ores mining 1.76 1.40 1.43
0.23 0.19 0.19
7 Coal mining 2.62 1.49 1.34
041 0.23 0.21
8 Crude petroleum and natural gas 0.88 1.50 1.24
0.13 0.23 0.19
9 Stone and clay mining and quarrying 1.33 1.48 1.35
0.18 0.22 0.20
{0 Chemical and fertilizer mines mining 1.55 1.48 1.25
0.22 0.22 0.18
CONSTRUCTION
[ New construction 1.63 1.45 1.6§
1.39 1.31 .49
12 Maintenance and repair construction 1.26 1.48 1.38
1.07 1.37 1.26
MANUFACTURING

13 Ordinance and accessories

I4 Food and kindred products

15 Tobacco manufactures

16 Broad and narrow fabrics. yarn and thread milis
17 Miscellaneous textile goods and floor coverings

18 Apparel

Wwoihoiooin-ohia
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19 Miscellancous fabricated textile products

20 Lumber and wood products, except containers
21 Wooden containers

22 Household furniture

23 Other furniture and fixtures
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TABLE XVII—continued

Percentage Increases in Domestic Prices from Environmental Controls

Method of Financing

Value-
Polluter Added Production
Industry Number and Title Pays Tax Tax

MANUFACTURING—cont,
24 Paper and allied products, except containers 2.83 .

1.7 s 3
25 Paperboard containers and boxes .'Ii(_;g . .
26 Printing and publishing g?g .
27 Chemicals and selected chemical products 4.00 .

28 Plastics and synthetic materials

29 Drugs, cleaning, and toilet preparations
30 Paints and allied products

31 Petroleum refining and related industries

32 Rubber and miscellaneous plastics products

33 Leather tanning and industrial leather products

34 Footwear and other leather products

35 Glass and glass products

36 Stone and clay products

37 Primary iron and steel manufacturing

38 Primary nonferrous metal manufacturing

39 Metal containers

40 Heating, plumbing, and structural metal products

41 Stampings, screw machine products, and bolts
42 Other fabricated metal products

43 Engines and turbines

44 Farm machinery and equipment

45 Construction, mining, and oil field machinery
46 Materials handling machinery and equipment
47 Metalworking machinery and equipment

48 Special industry machiney and equipment

49 General industrial machinery and equipment
50 Machine shop products

51 Office, computing, and accounting machines
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TaBLE XVII—continued
Percentage Increases in Domestic Prices from Environmental Controls

Method of Financing

Value-
Polluter Added  Production
Industry Number and Title Pays Tax Tax

MANUFACTURING—cont.

52 Service industry machines

53 Electric industrial equipment and apparatus
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54 Household appliances
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55 Electric lighting and wiring equipment

56 Radio, television, and communication equipment

57 Electronic components and accessories

58 Miscellaneous electrical machinery, equipment, and
supplies
59 Motor vehicles and equipment

60 Aircraft and parts

61 Other transportation equipment
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62 Scientific and controlling instruments

63 Optical, ophthalmic, and photographic equipment

64 Miscellaneous manufacturing
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Source: Richardson and Mutti (1976) Table 4-1.

to be better endowed with, what amounts to another “factor of produc-
tion”—the waste-absorptive capacity of the environment, as at their
currently low levels of industrial production existing pollution levels are
relatively low. They are thus likely to be able to absorb a considerable
amount of pollution before reaching the threshold levels at which there are
increasing marginal pollution costs and some pollution abatement measures
become desirable. Thus, they should have an incremental comparative
advantage in heavy pollutant industries, because of their incremental
savings on pollution control equipment in the industries concerned.

Hence even an escalated tariff structure, as long as it is bound, cannot
protect the developed countries against changes in comparative advantage,
in the long run. The moderately high, and uneven effective protection they
provide to their processing and manufacturing import substitute industries,
is equivalent to a system of distortionary taxes and subsidies, whose chief
aim is to affect the domestic income distribution. But, because of the dead-
weight losses involved in any form of distortionary taxation, it entails losses

31




in aggregate income (both in its level and rate of growth), and hence in
economic welfare, from the level which would exist if relatively less distor-
tionary means were used to subserve distributional objectives. Therefore, the
main effect of a country’s bound tariff structure on its trading partners, is
through its effects on the protected country’s rate of growth of aggregate
income. Thus, though the structure of post-Kennedy Round tariffs does at
present provide moderate impediments to the development of semi-
manufactured exports from LDCs, over time these barriers will be
increasingly eroded by relative changes in comparative advantage. A
protectionist country which resists changes in its comparative advantage,
for essentially distributional reasons, instead of acquiring gains for its own
nationals at the expense of its trading partners, will chiefly damage its own
(and its trading partners) growth rate of real national income.

Furthermore, it is important not to exaggerate the effects of current
OECD trade restrictions in preventing the growth of LDC exports of manu-
factures and semi-manufactures. Thus even for textiles and clothing, for
which OECD countries trade barriers are particularly serious, and are
increasingly being raised, exports of these items nevertheless tripled between
1973 and 1976.%!

The escalation in the structure of international shipping rates (as can be
seen from table XIII), imposes barriers to the development of LDC exports
of processed goods, which are often more serious than those imposed by
OECD countries’ tariff structures. If these freight rates were competitively
determined, and hence reflected the real costs of shipping goods at different
stages of production, then (abstracting from changes in shipping tech
nology), the escalation of real freight costs, would provide natural protee
tion to OECD countries’ processing industries. This would have to be
accepted as a natural barrier to trade, which would obviously not be an arti
ficial barrier like tariffs, and hence amenable to change through public
policy. Moreover unlike tariffs, the escalation in “natural™ transport costs is
symmetrical, and the LDC’s own processing industrics will get an
equivalent, degree of effective protection from this source as do those in
more developed ones. Nevertheless, if LDC’s want to see these “natural™
transport costs reduced, they will then have to depend upon, or (if the social
returns were high enough) actively promote, technical changes which
lowered shipping costs for products at higher stages of processing.

There is, however, a feeling®* that as most international freight rates are

1 The World Bank, “Trade Liberalisation and Ixport Promotion™, op. ¢it.

2 UNCTAD, The Kennedy Round Estimated kflects on Tariff Barriers, op et
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set by various liner conferences, and hence appear to be administered, there
is a non-competitive element in setting these rates. Though this might be
valid for the dete.mination of the overall (average) level of shipping rates,
which might have a monopoly element in them, it is not apparent why the
structure of relative freight rates for products at different stages of fabrica-
tion should contain any further monopoly element.”? For the cartel to
charge escalated freight rates for commodities by stage of processing, would
require (in the absence of escalation in the real costs of transport by process-
ing stage), at the least, differences in the elasticity of demand for shipping
services for commodities at different stages of processing. The elasticity of
demand for shipping services for commodities at higher stages in the
processing chain would have to be lower than that at lower stages, for the
observed escalation in the structure of freight rates to be the result of mono-
poly elements in rate setting. As the demand for shipping services for a
particular commodity is a derived demand, its price elasticity will depend
upon the price elasticity of demand for the commodity being shipped.
Casual empiricism suggests that the import price elasticity of demand for
raw materials tends to be lower than that for semi-processed or
manufactured goods. This would yield a structure of relative derived elasti-
cities of demand for shipping commodities differentiated by stage of process-
ing, which was the exact reverse of that required for the observed escalation
in freight rates to be due to the exercise of monopoly power by the liner
conferences.

There is also no evidence of collusion between shipping companies and
processing industries in developed countries, or that they have identical
interests in shutting out imports of semi-manufactures from developing
countries. Hence it is difficult to see why shipping companies would find it in
their interests to set relative freight rates which do not reflect the relative real
costs of transporting goods at different stages of fabrication. If, however,
there is a monopoly element in determining relative freight rates, competitive
pressures through increasing usage of LDC shipping lines should be able to
reduce the “artificiality” in these barriers to trade in semi-manufactures.

This leaves us with non-tariff’ barriers to exports of semi-manufactures
from LDCs. These are most serious as we have seen, for agricultural
products and for textiles and clothing, and though uncommon in the past for

3 This is not to deny that ir. fixing the relative (average) level of freight rates for the same
commodities, as between different countries, the liner cartels could act as a discriminating
monopolist, with different rates being set for the same commodity, from different countries.
for equivalent shipping distances.
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other manufactures, they are now increasing (for instance in leather
products and electronics). The recent introduction of the protectionist device
of unilateral “orderly marketing agreements” (OMAs) for restricting
imports of Japanese television sets and Korean and Taiwanese shoes into
the United States as well as the demand by the French for what is
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euphemistically termed “organized free trade™, present greater threats to
future access of semi-manufactures from LDCs than existing and likely
future tariff (or freight) structures in OECD countries.

Moreover, these NTBs can be imposed relatively arbitrarily, whilst the
threat to the developed countries of retaliatory measures under the GATT is
likely to remain fairly minimal for resirictions imposed on LIDC exports,
For the retaliatory measures in the form of restricting imports from the
country imposing illegal import restraints, is likely to remain an idle threat
from LDCs whose imports are already severely restricted. However, even
though the scope for retaliatory measures by any single LDC against a
country imposing illegal import restraints may be limited, it is likely that
concerted retaliatory action by the Group of seventy-seven may be more
effective. This policy option is discussed in part III below, but noting for the
moment that at present, the greatest potential danger to improved access for
semi-manufactures from LDCs into developed country markets, would
seem to lie in the extension of various NTBs in OECD countries.

Besides the factors considered so far, it may also be important to note
that, there may be various other barriers to the development of LDC
exports of semi-manufactures, which are also similar to the natural barrier
of transport costs. Thus, economies of scale are important in processing
many raw materials, particularly metals and some chemicals. This

bt s o =

 The OMA is a pact between the United States and a foreign nation in which the other
country agrees to limit its exports to the United States voluntarily for a specified period of
time. The French demand for “organized frec trade™ “seeks some ‘collective’ rules that will
allow for ‘orderly’ growth of trade, and limit the ability of some nations to succeed in a
*massive penetration’ of other countries’ domestic markets. A French background paper on
the subject notes ‘that to apply the principle of free trade as an absolute dogma can be very
harmful'™ (report in The Washington Post, 18 September 1977). Despite the assertions of
politicians to the contrary, it should be emphasized, as noted above, that these protectionist
demands injure the welfare of the country imposing the restrictions, even more than of their
trading partners. They are a reflection of the failure of politicians in OECID) countries to fulfif
the increasingly inconsistent sectional demands they themselves have helped to foster. The
ensuing inability to provide a political framework for ensuring orderly change within
developed countries, leads to the immobilism, and resistance to change within these countries
of which the increasing demands for protection are merely one rather serious sympiom. See
Deepak Lal: “The Wistful Mercaatilism of Mr. Dell”, T'he Borld Feonony, June 1978
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obviously makes it difficult for newcomers to break into markets, where
existing producers could have plants of a size which is much closer to the
optimum, than would be feasible (because of capital and/or organisational
constraints) in many LDCs. Also in some processing industries like vege-
table oils, various blending and marketing skills may be of greater impor-
tance than differences in relative costs of production for LDC countries
competing with those in developed countries. In both cases, however, a
reduction of the existing tariff and non-tariff barriers would obviously make
it easier for LDCs to break into the markets, even for these categories of
processed goods, and would also provide the required incentives both to
produce at optimum scales as well as generate the special skills which may
be required for sales in developed country markets.

Finally, it may be useful to provide some rough estimates of the likely
future gains in exports of semi-manufactures from what appear to be the
likely range of tariff cuts under the Tokyo Round of multilateral trade
negotiations. Two recent studies, one by the Brookings Institution in 1977
and the other by the World Bank also in 1977%, provide rough orders of
magnitude for LDC export increases if the Tokyo Round tariff cuts are
equivalent to (a) a 50 per cent across the board cut or (b) are based on the
European Community “harmonization” formula, which would imply an
average cut of about 30 per cent, but with the reductions concentrated on
the above-average tariffs. On the basis of 1971 trade data, the Brookings
estimates are of an increase in LDC exports (excluding clothing and tex-
tiles, on which either the tariff cuts are expected to be negligible or else
NTBs are expected to continue) of 917m dollars (at 1971 prices) on the first
and 645m dollars on the second (harmonization) assumption. Of these
increases (on the 50 per cent tariff cut assumption), the largest gains would
be for manufactures (including semi-manufactures), namely over 50 per cent
of the total increase, and would represent an increase in LDC manufacture
exports of about 4 to 5 per cent over their current levels. The World Bank
study, however, suggests that, as the Brookings assumptions about import
elasticities in OECD countries are under-estimates as compared with others
(for instance those of Finger?%), the actual gains in increased manufactured
exports from LDCs following these expected tariff cuts could be twice to

* Trade Welfure and Employment Effects of Multilateral Trade Negotiations in the
I'.;0 Round, Washington, Brookings Institution mimeograph, 1976; and The World Bank
*“Trade Liberalization and Export Promotion™, op. cit,

* Finger. “Effects of the Kennedy Round Tariff Concessions on the Exports of Develop-
ing Countries™, Econontic Journal, Cambridge, March 1976.

35




three times as large. Moreover, if tariff cuts in textiles and clothing were
feasible then, according to the Brookings estimates, the increase in LDC
export earnings from this source would be as large as that in all the other
sectors combined. As most semi-manufactures fall into the categories for
which these estimates of export increases have been made, obviously there
could be a fairly substantial rise in processed exports from developing
countries. This impression is strengthened by the fact that the Brookings
estimates do not take account of the current escalation of OECD tariff
structures, and hence to the extent that the expected tariff cuts imply a
reduction in the effective protection provided to processing industries in
OECD countries, LDC exports of semi-manufactures could rise by more
than the Brookings projections. )
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THE POLICY OPTIONS OF
DEVELOPING COUNTRIES

From the above discussion it would appear that, whilst there are still
substantial gains to be obtained by developing countries from a reduction in
effective tariffs on semi-manufactures it is equally important for them that
firmer rules are established to regulate and diminish the increasing use of
various non-tariff barriers to trade by developed countries. It is in this
context that, the so-called “sector approach” to reducing trade barriers,
which has been suggested by the Canadian delegation to the MTN talks is
of some importance.

The main innovation in the sector approach would be simultaneous
negotiations on both tariff and non-tariff barriers to trade in a particular
sector as compared with the approach in past trade negotiations where tariff
and non-tariff barriers have been treated separately. Consideration of all the
trade barriers in a sector has the advantage that it focuses attention on all
the barriers to access for exports in the sector, and in particular emphasises
the role of tariff (and non-tariff) escalation by stages of processing, in
discouraging imports of semi-manufactures.

Given their particular national trading interests, the Canadians are keen
to initiate negotiations within the sector approach mainly for resource based
industries, in particular for non-ferrous metals and forest products
(including wood products and paper). Amongst their proposals is the
complete elimination of all barriers to trade in raw materials in the relevant
sector, as well as a reduction of all other barriers to irade at other stages of
production of about 60 per cent. They also envisage stringent rules
concerning the procurement, subsidy, standards and anti-dumping policies
of various countries which would, moreover. be policed by various GATT
panels.

Apart from Chile, however, the reaction of most other developed or
developing countries to the sector approach has at best, been [uke-warm.
Many developing countries are suspicious of the sector approach, as well as
of any attempt to reduce current MTN tariffs, for fear of eroding their exist-
ing margins of tariff preference, under the Generalised System of
Prefererces (GSP) introduced by most developed countries. As these
generalised preferences are of some importance for metals, which would be
amongst the prime candidates for the Canadian sector approach, the impor-
tant developing country exporters of metals tend to be suspicious of the
Canadian approach. Some other countries are suspicious of the Canadian
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scheme, as they fear it could be turned into another protectionist device, on
the lines of the recent United States OMAs.

Though it is difficult to assess the appropriatencss of alternative
negotiating stances in achieving the desired objective of freer access for
developing country exports of semi-manufactures two general points can be
made. First, it would not seem to be in the interests of most developing
countries to forgo MTN tariff cuts for fear of eroding their GSP preferences.
As recent assessments of the GSP schemes have shown®’, developing
countries have gained less from these schemes, than they could have from
equivalent MTN tariff cuts. This is because, whereas the MTN tariff cuts are
bound, the GSP schemes are hedged with so many exceptions that it is
relatively easy for countries to imipose some form of import control under
these schemes. It would, therefore, seem better for developing countries to
try and get the largest reduction in MTN tariff rates that seems feasible.

Ahmad has argued, however, that, for about 36 per cent of LDC
manufactured exports to developed countries in 1971, the GSP is of impor-
tance in increasing their exports of manufactures and semi-manufactures®®,
Ahmad uses a dual criterion to identify those manufactured goods for which
continued preferential treatment is desirable. The criteria are; “(a) its rela-
tive share in total exports of manufactures of developing countries is higher
than the corresponding share for the developed countries and (b) the rate of
growth of its exports from the developing countries is higher than the cor-
responding rate from the developed countries . .. The first criterion implies
that the products selected are relatively more ‘important’ to the developing
countries than to developed ones. .. the second... ensures that in those
products the developing countries do have current export capability and that
preferences are not superfluous.”™ He advocates a suitable adjustment of
MFN and GSP tariffs on these items so that the existing preferential
margins are preserved. The reason why preferential treatment is required. he
argues. is that “it has long been apparent that extra-MFN measures would
be required to draw the developing countries into the mainstream of world
trade of manufactures™. There seems to be little support for the lat’er asser-
tion from the export experience of successful manufactured exporting

*7 Baldwin and Tracy Murray, "MFN Reductions and LDC Benefits Under GSP™,
Economic Journal, March 1977, and Finger, “Effects of the Kennedy Round Tariff
Concessions. . .", op. cit.

# J. Ahmad, “Tokyo Round of Trade Negotiations and the Generalized Systems of
Preferences™, Economic Journal, (forthcoming,).
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countries, such as Korea, Taiwan, Hong Kong and more recently India. In a
whole range of manufactures, their exports are increasingly competitive and
do not require preferential treatment to compete with those from developed
countries. What they do require is continued and increasing access on an
MFN basis. Moreover, the favourable world-wide income effects of MFN
cuts, which could outweigh any costs of the trade-diversion that LDC’s may
suffer with the ending of the GSP, must also not be forgotten. Ahmed’s dual
criterion, however, merely picks up those manufactures which are likely to
be of the greatest incremental export interest, and in which they are likely to
be able to achieve the greatest increases in export volume in the future.
Rather than try and maintain preferential margins, at the expense of MFN
cuts (say to the levels of existing GSP tariff rates for the products), it would
be better to obtain the MFN cuts, as the resulting trade concessions are less
likely to be eroded by NTBs than those embodied in the GSP. Instead of
pleading a spurious special case, whose resolution can always be hedged in
with all sorts of concessions, it is much better for the LDCs to challenge the
OECD countries to apply the logic of their “free market™ principles without
exception. Not only would this be better economics, but is also likely to be a
stronger negotiating stance. There is in addition a more general point
concerning the LDC’s interests in the future framework of international
trade which needs to be noted. A reiteration of the MFN principle is likely,
in the long run, to be the best means for taking politics out of trade. For the
alternative to the MFN principle is to consider trade access as a privilege
which needs to be continually negotiated. In the ensuing trading world. this
intrusion of politics is likely to make the relative power balances between
countries all important in determining the volume and pattern of trade.
Given their relative lack of economic and military power the weaker LDC’s
would be at the mercy of the more powerful and the neo-imperialism of the
OECD world, which the LDC’s rightly fear, would become an established
fact. As the recent tactics of the EEC in dividing (to rule?) the various textile
exporters in the renegotiation of the multi-fibre agreement shows, it is the
more powerful who will have their way in a trading world ruled by political
considerations. As in the domestic sphere, the weak stand to gain by the
establ .hment and enforcement of general rules for justice rather than by an
application of an ad hoc case by case approach which the more powerful
will always pervert to suit their own ends. As such it is ironic that the
LDC’. who in their own interests should be the champions of the general
application and enforcement of the MFN principle, are amongst the most
vocal advocates of the case by case approach and the inevitable
politicization of the world trading system that it entails.
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Secondly, developing countries have not taken an active part in past
trade negotiations, because of their refusal to accept the principle of
reciprocity in the tariff cutting formulae being negotiated. At a time when
part of the opposition to further trade liberalisation in OFCD countries
arises from a fear of increased import penetration of LDC manufactures
and semi-manufactures, trade negotiators are obviously fairly keen to show
reciprocal gains from tariff cuts by other countries in exchange for their own
trade concessions. By adamantly refusing to accept the principle of
reciprocity, developing countries may be making it difficult to get any accep-
table cut in the effective protection provided to industries producing
substitutes for export commodities in which they have an interest??,

Furthermore, with the increasing realisation that their existing levels of
protection are inimical to their development prospects, many developing
countries are unilaterally reducing their levels of effective protection. Also
there is a lot of “water” ix the tariff structures of many developing countries.
Thus by accepting the principle of reciprocity in the MTNs, and the
consequent reduction in their own tariff levels, the LDCs would at best te
subserving their own self-interest in reducing their inefficient levels of protec:
tion, and at worst, they would be giving away purely “notional™ cuts in their
levels of effective protection®®

However, even on the most optimistic assumptions about the outcome
of the ongoing Tokyo Round of multilateral trade ncgotiations. the
escalation of tariff structures in OECD countries is unlikely to be climinated.
One way in which developing countries could neutralise the effects of low
tariffs on raw materials and relatively higher tariffs on goods produced at
later stages of production in OECD countries, would be to tax their exports
of raw materials at rates which corresponded to the tariffs charged on
imports of processed commodities into developed countries. If this policy
could be effectively implemented for the processing industries of interest to
developing countries (and for which they were currently the major suppliers
of raw materials), it would entail a reduction in the elfective protection pro
vided to processing industries in developed countries. to a level that was no

* The question of reciprocity is equally important in developing nes ground rules for the
relationship of developing country governments and foreign investors. For a discussion of
these issues sece Decpak Lal. Ippraising Foareign Investment in Desdloring Cowntran
{London: Heinemann Fducational Books, 1975} pt. V.

3 Though in some cases countrics may not be able to reduce tarifls because of the loss
of revenue this might entail. See Corden: Trade Policy and Feenomi Wl (Oxtord,
1974), ps. 77 80 on the likely importance of this argument.
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greater than that provided by the nominal tariff. If the export tax on the
primary commodity was set even higher, it could (at its optimal height)
completely erode the eflective protection provided by the developed
country’s escalated tariff structure to the relevant processing industry?,
There are, however, a number of problems with this policy option. First,
paradoxically, this policy option for promoting expansion of LDC exports
of semi-manufactures is only valid for those processing industries which use
raw materials exported from LDCs for which the import price elasticity of
demand in developed countries is close to infinite. For raw materials
exported by LDCs (in aggregate) for which the import elasticity is less than
infinite, the optimal policy from the viewpoint of the developing countries is
to levy the optimal export tax on both raw materials that are exported, and
those used in domestic processing industries’!. This is because for
commodities in which the marginal revenue from exporting is less than the
average revenue, there is a case for levying the optimum tariff which equates
the two, and thus leads to an improvement in the exporting countries’ terms
of trade, This implies. however, that the consequent restriction of direct
exports of the raw material should also apply to its indirect exportation in
processed and semi-processed form. Hence the welfare improving optimum
export tax should be levied on both the export of the raw material as well as
its use in domestic processing industries (and hence its indirect exports). As
a number of the sectors in which LDCs hope to promote their processing
industries are also those in which they wish to improve the terms of trade of
their raw material exports (for example, jute, tropical beverages, some
minerals), the optimal policy from their viewpoint would be to restrict
exports of both the raw materials and, indirectly through the equivalent

™ Assuming fixed input-output coefficients in the processing industry, such that a_ is the
input of the raw material per unit of the manufactured good output, and if p,,, and p,, are the
(assumed constant) “world™ prices of the manufacture and raw material respectively, into the
OECD countries, then in the absence of retaliation, the ad valorem rate for the export tax (77
to be levied on LDC exporters of the raw material which is required to provide a zero rate of
effective protection in the importing countries is simply:

I ‘pm'tm'Pr'“rm"m] IPr'arm(l*tr“

It should, however, be noted that maximizing exports of semi-manufactures or exports in
general cannot be said to be a sensible welfare objective.

" M. Scott, “Comparative Advantage and the Use of Home Produced Versus Imported
Materials™, in W. Ellis et al. (eds.), Industries, Growth and I'rade (Oxford: Oxford
University Press, 1970).
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domestic tax on raw material inputs into the processing industries, also of
processed goods containing the raw material®2.

For other raw materials, whilst an offsetting export tax could counter the
bias against LDC exports of semi-manufactures from the escalated tariff
structures of OECD countries, the problems of implementation and possible
retaliation would still remain. First, in order to avoid the mere substitution
of raw material supplies from one source for that in another, the export tax
would have to be levied at a uniform rate by all exporters. This may be diffi-
cult to negotiate, particularly if some OECD countries are themselves
important sources of supply (actual or potential) for the raw materials.
Secondly, if the developed countries retaliated to the imposition of these
export taxes by further trade restrictions on semi-manufactured imports, the
total world demand for both the raw material and the processed goods
would fall. This would entail welfare losses for both the raw material export
taxing LDCs and the retaliating developed countries™, It is desirable, and
probably more feasible, to aim for reductions in the effective protection
provided to semi-manufactures in developed countries, rather than attempt
to counter these distortions, through an off-setting distortion in the form of
raw material export taxes®. Nevertheless, in the negotiations for cuts in the
levels of effective protection to semi-manufactures in OECD countries it

2 As Scott shows, the optimal policy for raw materials for which a country has some
monopoly power, is for the exporting country to levy a tax on both exports and domestic
uses of the raw material, at a uniform rate given by the divergence between marginal and
average revenue, and even to provide an import subsidy to manufactures embodying the raw
material. See Scott. ibid. The case for joint export taxes on commaditics in which developing
countries are the major suppliers and for which the import price elasticity of demand is less
than unity, is argued in P, D. Henderson and Lal, "UNCTAD IV, The Commodiuey
Problem and International Economic Reform™, O/ Review, London, No. 2, 1976,

¥ But note this is only anplicable to the case being considered (where import demand is
elastic). For in the case of inelastic import demand for the raw materials in QOECD countries,
any retaliation by the importing country to the levying of the optimum export tax by raw
material exporters, can be countered by the latter by suitable adjustment in the level of their
uniform export tax. such that their joint profit maximising level of supply of raw material
exports (both direct and indirect via processed good exports) is maintained. This option is not
open in the case of countervailing export taxes on commuodities with an elastic import
demand. as the retaliatory trade restrictions in the importing countries, would raise the price
of the processed goods, and hence reduce their demand and hence total revenue from their
sales.

% This again does not apply to export taxes in raw materials with price inelastic import
demand.
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may still be useful to keep this policy option as part of the negotiating
armoury.

Finally, as we have seen from previous parts of this paper, the most
important incremental gains for developing countries, in obtaining freer
access for their semi-manufactures (and manufactured goods) exports are
likely to lie in the reduction of non-tariff barriers to trade. Whilst it would be
Utopian to expect a complete elimination of these barriers, particularly
when as a result of the continuing world recession protectionist demands in
all OECD countries are increasing, an important advance could be made in
the current MTN round, if clearer international rules of conduct for the
establishment of NTBs and their phased removal over time were laid down.
In this context it might be important to consider some form of more active
policing of NTBs by an international agency, along with the payment of
some compensation to the affected countries by the countries imposing the
NTBs*, In the monetary field, countries accept that when they have adjust-
ment problems with their balance of payments, and need to borrow from the
International Monetary Fund (IMF) to finance the deficit during its period
of disequilibrium, they also have to accept an adjustment package
negotiated and policed by the IMF. It is now of some importance that some
similar procedure be devised (possibly through joint IMF-GATT auspices)
whereby countries which impose NTBs to ease their trade adjustment
problems, are made to outline and adhere to a programme of phased adjust-
ment, with the eventual removal of the NTBs. With the increasing diffi-
culties most OECD governments face in resisting sectional demands which
are not in the general interest, many of them have found it easier to under-
take “unpopular™ balance of payments adjustment measures and stabilisa-
tion programmes when “forced” into the arms of the IMF. Some similar
mechanism which enables them to resist the sectional pressures arising from
trade adjustment problems, and to subserve the common weal is now badly
needed. It is in the interests of LDCs to both press for some such inter-
national policing of NTBs, as well as to accept such policing themselves,
once they have accepted, as we have argued they should, the principle of
reciprocity in reducing trade barriers. It should be emphasised that once
LDCs are willing to accept the principle of reciprocity, and are thereby will-
ing to forgo the use of quantitative controls and other NTBs in their own

** The case for such compensation has been cogently argued by Bhagwati, “Market
Disrupuon. Export Market Disruption, Compensation and GATT Reform™, in J. N.
Bhagwati {ed.), The International Economic Order: The North South Debate (Cambridge.
Mass.: MIT Press, 1977).
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commercial policies (as they should), they will also be in a stronger position
to act collectively in retaliating against any illegal imposition of NTBs by a
particular OECD country. The threat of such collective retaliation by the
Group of seventy-seven should be seriously considered as part of their
negotiating armoury in obtaining some system of international policing of
NTBs. Not only would such a system help ensure continuing and freer
access for exports of semi-manvfactures and manufactures of LDCs, it
would also enable them to mcve iway from the inward looking trade ’
policies which they have followed and which have been so inimical to their
development in the past.
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CONCLUSIONS

The conclusions can be briefly summarised. Post Kennedy Round tariff
structures in OECD countries still moderately impede the growth of LDC
exports of semi-manufactures, primarily through the continuing escalation
of nominal (and effective) protection rates in the sectors of export interest to
LDCs. Given the relatively low level (on average) of these tariff barriers,
however, as well as the bound rates of tariffs, they are not a serious
impediment in the long run to the growth of LDC semi-manufactured
exports. These exports growth prospects are hurt more by the lowering in
the growth of aggregate income in the protectionist OECD countries, which
is entailed by the domestic distortions that the OECD tariff structures imply.
Moreover, through the continuing shifts in relative costs of primary factors,
particularly those of labour, and increasingly those of the “environment”,
much of the effective protection provided by existing bound tariff structures
in OECD countries to various processing industries will be increasingly
eroded over time. As a result it is the increasing spread of various forms of
non-tariff barriers to trade in OECD countries, which constitutes the most
serious threat to continuing, and freer access for semi-manufactured (and
manufactured) exports from LDCs. It is in the interests of developing
countries, therefore, to take an active part in the current Tokyo Round of
tariff negotiations, in which they should both aim for the highest feasible cut
in the effective protection against their exports, and for some form of active
international policing of NTBs. To attain these objectives, LDCs should
both forsake their fear of eroding their current preferences under the GSP
system, which offers them less in the long run than the largest feasible bound
MTN tariff cut, and they should also accept the principle of reciprocity. This
would help them in reducing their own current inefficient degree of protec-
tion, as well as aid them in getting greater trade concessions from developed
countries than would otherwise be feasible. Most importantly they should
press for some system of international surveillance of NTBs which ensures
their phased withdrawal over time. Thus, far from being peripheral, the
current Tokyo Round of muitilateral trade negotiations should be the
principal arena in which LDCs should try to obtain the just international
economic order that they seek.
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SUMMARY OF DISCUSSION

Advantages of bound tariffs

Mr. Lal’s point in the paper that bound tariffs in developed countries
were being rapidly eroded in real terms because of wage increases which
reduced the competitiveness of developed countries in labour-intensive
industries, elicited many comments.

There was some scepticism that labour costs in developed countries
were really rising faster than labour costs in developing countries. and one
GATT representative suggested that Mr. Lal’s theory would only hold true,
if developing countries continued to enjoy a strong comparative advantage
in labour-intensive products. If they did not, then existing tarift structures in
developed countries would continue to provide effective protection against
imports from developing countries.

Mr. Lal agreed that wages in Japan had risen to the point where Japan
had lost its comparative advantage in labour-intensive products to countries
like Taiwan, South Korea and Hong Kong, and that wages in these
countries were probably rising to the point where they were about to lose
their comparative advantage in labour-intensive production to lesser-
developed countries. Economic development was like a ladder and, as
countries ascended it, others took their place on the rungs below. But the
point was that there would always be one country with cheaper labour than
the others and hence with a comparative advantage in labour-intensive
manufactures, so if one postulated rising labour costs in developed
countries, the gap between the latter and the lowest-labour-cost country
would continue to grow, reducing the protective effect of a bound tarifl. Mr.
Lal stood by his thesis that a tariff binding was as valuable as a tariff cut for
most developing countries.

Mr. Tovias pointed out that according to international trade theory, if
the world labour supply was held constant, unit labour costs would even-
tually converge everywhere and that comparative advantage based on
differences in relative labour costs would disappear. Mr. Lal was therefore
assuming that the supply of labour in developing countries was not constant
but growing. Mr. Blackhurst pointed out that this was a reasonable assump-
tion, given present trends in population growth. In developed countries the
population was steady or declining slightly, while in developing countries it
was growing by about 2.5 per cent per annum. The relative abundance of
labour in developing countries did not seem tc be in question for at least
some considerable time in the future, which implied that wages would
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remain at a lower level than in developed countries for a very long time to
come.

One trade negotiator from a developing country observed that in his
experience, whenever he had tried to negotiate a tariff reduction with a
developed country, he had found bound tariffs a great nuisance. They
reduced the negotiating flexibility of developed countries and made tariff
bargaining with them difficult. -

Mr. Lal replied that this was a small price to pay for the security pro-
vided by a bound tariff. It could not legally be raised. Therefore, a developed
country suffering a loss of competitiveness in a given product could not
legally offset this loss by merely raising the level of protection.

Mr. Kierzkowski added that bound tariffs had yet another advantage:
tariff bindings meant security, which in turn led to new investments and new
trade. When considering the relative merits of tariff bindings and other trade
concessions—for instance, an improvement in the General Scheme of
Preferences (GSP)—one had to keep in mind that stable concessions
stimulated investment as well as trade, while temporary or insecure conces-
sions only stimulated trade, and perhaps not much at that.

One developing country delegate disagreed. In his view, investors never
asked about the status of a particular tariff or bothered to find out if it was
bound. Investors looked at the political and economic conditions in the
developing country itself, not at the trade arrangements it had made with
developed countries. He was forced to conclude that trade policy and invest-
ment had very little to do with each other.

Mr. Rappoport, on the other hand, thought that the proliferation of non-
tariff barriers (NTBs) probably was having an impact on international
investment decisions, and therefore the binding of protection at existing
levels would probably stimulate investment.

Mr, Lal added that he did not believe that anyone would be able to raise
much money today for a steel or textile mill in a developing country because
of the trade restrictions that had been introduced in developed countries on
these products. Therefore, trade access, and stability of that access, did, in
his view, have an effect on investment decisions in developing countries,
despite the apparent indifference of individual investors to the rather esoteric
matter of tariff bindings.

Mr. Roessler observed that there had been cases where countries had
introduced import restrictions while avoiding items which had been legally
bound under GATT, but doubt was expressed that this respect for legal
niceties would obtain in the future.

Mr. Lal added that increased trade in itself implied that structural
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change was occurring anyway, but that in the absence of tariff bindings and
firm commitments with regard to NTBs, the whole process could be
stopped.

Mr. Kierzkowski, however observed that despite huge tariff and non-
tariff barriers, international trade in textiles had grown by a factor of 3 since
1973, which suggested that government policies could retard, but could not
stop the process of adjustment to new patterns of comparative advantage.

Non-tariff barriers

If the protective effect of bound tariffs was to be inevitably eroded over
time, what then did developing countries have to fear? Clearly——the
proliferation of non-tariff barriers. There was unanimous agreement that
non-tariff barriers were a far greater threat to the liberal trade system than
the effective tariff issue, or alleged differential shipping rates (see pp. 32-3),
or the fact that specific duties implied a higher rate of protection in per-
centage terms for cheaper products, and thus discriminated against develop-
ing countries’ trade.

Non-tariff barriers took many forms: quantitative restrictions, govern-
ment procurement habits, subsidies, health and safety regulations, customs
valuation procedures, orderly marketing arrangements, and so forth. It was
pointed out that no country was entirely innocent in this respect, but that
developing countries probably suffered more than most because their
principal exports were subjected to a great many non-tariff restrictions,
usually outside the control of GATT. Orderly marketing arrangements for
textiles, shoes, television sets, and the like had become notorious. The fact
that developing countries had managed to increase their exports of such
products, in spite of these handicaps, was nc justification for such arrange-
ments. Mr. Lal considered that the real issue was not in assessing how well
developing countries could do in spite of these barriers, but in assessing the
harm NTBs were causing, in terms of creating instability for investors,
jeopardizing the future of the world trading system, and reducing the mutual
gains from trade. Moreover, the arbitrary application of orderly marketing
arrangements by developed countries, and the lack of any effective
retaliatory measures that developing countries could take, put them at a
great disadvantage.

Most representatives from the developing world agreed with Mr. Lal
that such non-tariff barriers constituted a danger to the trading system by
lowering the level of world trade and leading to total anarchy in trade
negotiations.
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Surveillance mechanism

In his presentation, Mr. Lal had suggested that the International
Monetary Fund (IMF) had an effective type of surveillance mechanism,
which could be adapted to cope with non-tariff barrier problems namely,
that the IMF could in fact use its leverage when devising its lending policies
to reduce the use of NTBs in coping with balance of payments deficits.

Mr. Roessler pointed out that trade was far from being forgotten by the
IMF as it was. In fact, the IMF always insisted on a standstill commitment
as far as trade restrictions were concerned when it lent money to a deficit
country. But he wondered whether the IMF should use its financial leverage
to force countries to reduce their NTBs.

Mr. Lal replied that countries were using NTBs for balance of pay-
ments purposes, and that the IMF could very well take them into account
when laying down its conditions of lending, in the same way that it
established targets for limiting the expansion of money supply or the public
sector borrowing requirement. In his opinion, surveillance of financial
measures alone was not sufficient.

Mr. L'Huillier was sceptical about this scheme. If the IMF overloaded
developing countries with more and more conditions, it would simply drive
them intc the arms of the private international capital market, and this
would create more problems than it claimed to solve.

Mr. Kierzkowski pointed out that while the IMF provided short-term
finance, the real needs of developing countries were for long-term finance to
develop their economies so that they could repay their accumulated debts.
This they could only do if they could develop exports to developed
countries. He. therefore, thought that the GATT-IMF link was very neces-
sary.

The chairman, Mr. Curzon, asked whether the IMF really had as many
“teeth” as was usuvally thought. The “Group of Ten™ in fact did most of the
lending and provided most of the money, not the IMF. Was the IMF
surveillance system really sufficient to prevent the proliferation of NTBs?

Mr. Roessler agreed that the actual amounts lent by the IMF were
small, but they were accompanied by a “clean bill of health” which then
made it possible for the deficit country to borrow in the private inter-
national capital market. The real attraction of the IMF from the borrowers’
point of view was that it provided cheap money. This commentator also said
that the IMF could not speed up the balance of payments adjustment
process: in fact, it prolonged it. The power of the IMF was limited to deter-
mining the means and methods of adjustment, and this included stopping
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deficit countries from using trade restrictions. The GATT, on the other
hand, relied on “organized normative pressure” (to use a term coined by
Robert Hudec) which worked quite well, The ultimate sanction in GATT
against illegal behaviour—retaliation—was hardly ever used. Retaliation
was used to express anger and disapproval, but was not expected to make
the offending country mend its ways. Retaliation was an extreme form of
commercial diplomacy, not trade warfare. GATT had only once expressly
permitted a contracting party to retaliate (Netherlands vs. United States,
1954). Thus, “organized normative pressure” was the norm and all things
considered, it had proved surprisingly effective in keeping contracting
parties from departing too blatantly from GATT rules.

Mr. Lal replied that he feared that GATT’s “organized normative
pressure”” would become less and less effective because of the proliferation
of non-tariff barriers and that a stronger form of surveillance was neces-
sary. One participant observed that the GATT treaty, which provided for a
strict surveillance system, was in fact seldom applied. Though one could and
did deplore this, the only way for GATT to acquire “teeth” like the IMF’s
was to be given them by the contracting parties. Whether they should be
applied directly by GATT itself, or indirectly by the IMF, was a subsidiary
question.

Mr. Rappoport considered that the IMF had more influence over
countries’ policies than the previous speaker had given it credit for. For one
thing, the IMF made countries choose balance of payments adjustment
policies which they would not have chosen independently. This in itself was
a measure of its strength. Secondly, if a deficit country could borrow money
more cheaply on the private international capital market once it had
obtained the IMF’'s *clean bill of health”, then the extent of the IMF’s
influence was much greater than the limited funds it provided itself might
suggest. In fact, the IMF allowed countries to borrow a great deal of money
more cheaply than they otherwise would have been able to do.

Mr. Blackhurst agreed that the IMF had something people wanted—
real resources, and a recognized credit-rating. But this only applied to deficit
countries. The IMF’s leverage over surplus countries was nil, which meant
that their non-tariff barriers would not be included in Mr. Lal’s surveillance
system.

The chairman pointed out that surplus countries were unlikely to intro-
duce trade restrictions for balance of payments reasons, and that the IMF
had leverage in those cases where it was most needed. However, the point
was made once more that to attach trade obligations to IMF loans would
raise the cost of going to the IMF and this was not without risk since
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plentiful alternative sources of finance were available, albeit at a higher
price.

While on the subject of leverage, and GATT’s lack of it, one participant
thought that if GATT were to provide positive help to deficit countries by
offering to find new export outlets for them by promoting preferential access
for deficit country products to surplus country markets, then it might
acquire the same type of importance in the determination of countries® trade
policies as the IMF had in the determination of their monetary and financial
policies. '

The chairman pointed out, however, that as a great many developed
countries were running large balance of payments deficits and that as some
developing countries were running comfortable surpluses, such a rule would
not necessarily work to the advantage of developing countries.

Effective protection

A discussion developed around the question of whether effective protec-
tion was an important issue in the trade negotiations, and also how the
problem was related to other issues.

One developed-country delegate agreed with Mr. Lal that firm most-
favoured-nation (MFN) bindings were advantageous to developing
countries. However, this did not mean that a developed country could not
increase its rate of effective protection within a bound-tariff structure,
because tariffs were only bound against an increase, not a decrease. A
country could, therefore, raise its level of effective protection by reducing
duties on imported inputs. Tariff-binding alone was not enough to ensure
stable rates of effective protection.

Another developed-country delegate thought that effective protection
was an important issue in the trade negotiations. His country, being a signi-
ficant raw material exporter, had a great deal to gain from seeing effective
tariff rates diminish in other developed country markets. It was not an
exclusively developing-country issue.

Another developed-country delegate replied that, although one knew
about the tariff-escalation problem in general, it was quite another matter to
calculate the effective rate of protection for a product in particular. Copper
was a good example. The price of semi-manufactured copper was extremely
stable; however, the price of raw copper was subject to wide and frequent
fluctuations. This meant that the effective rate of protection for semi-
manufactured copper varied over time with the price of the raw material.
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Reciprocity

The chairman asked the floor whether countries were living up to their
promise in the Tokyo Declaration not to ask for full reciprocity from
developing countries for the benefits they could expect to enjoy from MFN
tariff cuts among developed countries.

According to most participants, this part of the Tokyo Declaration was
ing faithfully observed. Developed-country representatives declared that
they had already made some offers on a non-reciprocal basis in favour of
developing countries and were prepared to consider enlarging their offers on
request. However, one delegate thought that it was unrealistic to expect
developed countries to bind their tariff rates below the current MFN rates as
long as developing countries were not prepared to enter into similarly bind-
ing commitments. Although a change of policy was conceivable, he did not
think that any major change would occur unless developing countries began
to offer reciprocity. Some developing countries had realized this and had
become active participants in the negotiation.

One developing country delegate said that his country had participated
actively in the trade negotiations since their inception. There was no
question of sitting on the fence and waiting for windfall benefits. His country
was prepared to make concessions to obtain advantages. The point was that
full reciprocity—whatever that meant—would not be offered to or
demanded by developed countries.

Another developing country delegate said that his country would be
quite happy if developed countries only lived up to their stated objective of
cutting MFN tariffs across-the-board by a certain amount. However, he was
waiting for the exception lists, on which he fully expected to find most of the
products which his country was capable of exporting.

The chairman asked whether this implied that developing countries were
being forced into making concessions to developed countries to induce them
to reduce the length of their exception list.

Mr. Lal asked, in addition, whether developing countries were, in fact,
prepared to negotiate on a reciprocal basis in the way suggested.

The reply from the floor was affirmative. Although developing countries
could not afford to offer fuull reciprocity, it was quite understood that they
should offer some reciprocity. When all the offers and requests were on the
table, the benefits for each developing country participant could then be
determined and a suitable quid pro quo in accordance with the spirit of the
Tokyo Declaration could be worked out. One delegate pointed out, how-
ever, that the extent of the developing-country contribution would neces-
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sarily be limited because they had little to offer which would be of interest to
developed countries and would, at the same time, be consistent with their
development goals.

Sectoral approach

The sectoral approach to trade liberalization, sponsored principally by
the Canadian government was also discussed.

The Canadian government had suggested that one could come to grips
with both tariffs and non-tariff barriers if one concentrated one’s efforts on
specific sectors, such as non-ferrous metals, wood products, pulp and paper,
etc. Although complete free trade for the entire sector was the maximum
long-term objective, the present tariff negotiations were limited by the extent
of the U.S. tariff-negotiating authority, which did not permit 100 per cent
tariff cuts. The Canadian government had therefore suggested that all
participating countries should reduce their tariffs in specified sectors to the
maximum extent permitted by the U.S. Trade Act. This would achieve the
harmonization of levels of protection throughout the sector, an objective
which some countries considered important. The proposal involved tariff
cuts of well over 50 per cent for some countries, including Canada, which
implied that the sectoral approach would make an important contribution to
freer trade. The sectoral approach had the support of its principal sponsor-
ing country, Canada, and of some developing countries. Special working
groups on specific problems had been set up and the approach was being
applied in practice.

Mr. Rappoport asked whether one could not link tariff and non-tariff
barrier negotiations without using a sectoral framework.

A delegate replied that this was in fact being done. Tariff and non-tariff
barriers were being looked at together. Although there was no MFN clause
for many non-tariff barriers, the GATT rules themselves though lacking in
some respects—for instance, the GATT was silent on government
procurement—were in fact quite strict. All that was needed was the political
will to apply and elaborate them.

Another delegate remarked that experience suggested that the sectoral
approach lent itself to protectionist subversion and that it was therefore not
the best way to achieve freer trade. This view was challenged by a speaker
who remarked that a great deal of work was being done to free trade in agri-
cultural products on a strictly sectoral basis and that this approach, in his
experience, had proved relatively successful.
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Pollution

Mr. Lal stated that environment .as like another factor of production,
and that countries which had a relative abundance of clean environment
(namely, developing countries) could produce pollution-intensive products
more efficiently than developed countries with a relative lack of clean

environment. _ )
Mr. Kierzkowski remarked that strict pollution standards were forcing

up the cost of production in developed countries. Moreover, the figures
given in the paper (Table XVII, pp. 29-31) suggesting that poliution control
increased costs by 3-4 per cent seemed to him to be understated, since they
were expressed in relation to the total cost of the products and not in
relation to the value-added by the polluting process. The latter relationship
would give a higher, but more accurate measure of the price impact of
pollution control. The point was exactly analogous to the effective tariff
argument.

Mr. Rappoport remarked that in developed countries a serious back-
lash from pollution was emerging, namely a resistance to the structural
change implicit in the new anti-pollution measures. This same resistance to
structural change was responsible, incidentally, for the growth of non-tariff
barriers and various attempts to keep developing countries’ products out of
developed countries’ markets, Such a resistance to structural change implied
that there was a trade-off between pollution control and freer trade, since the
two combined implied far more structural change than developed countries
were politically prepared for. He added that it was not strictly accurate to
say that developing countries had pollution-free environments. Some of
them suffered from extensive pollution. However, most of them were not
ready to act to reduce pollution because they were pursuing other ob-
jectives which they considered to be more important.

Mr. Blackhurst observed that the polluter-pays principle, as adopted by
OECD member states, was a major victory for rational economic policy. If
the principle was applied fairly, it would result in a major shift in
comparative advantage from heavily polluted areas to less polluted areas.
Highly standardized products at the early stages of processing tended to be
the most polluting for the environment. They also tended to be highly price-
elastic, because of the high degree of substitution between products from
different sources. Thus, even minor pollution-control costs in developed
countries would tend to have a major impact on trade flows, by shifting the
locus of production to countries without such controls. Developing
countries, therefore, had a considerable stake in the effective application of
the polluter-pays principle in developed countries.

55




Policy options: Generalized scheme of preferences vs. most-favoured-nation
tariff cuts

There was a stimulating discussion on the relative merits of the
Generalized Scheme of Preferences (GSP) and most-favoured-nation
(MFN) tariff cuts for developing countries. Negotiators from, developed
countries on the whole stressed the advantages of MFN tariff cuts over GSP
schemes for several reasons. Apart from the fact that GSP schemes offered
selective, rather than across-the-board preferences, which limited their
scope, their principal drawback was lack of status in international law.
Whereas MFN tadiff cuts were guaranteed against alteration through the
GATT binding mechanism, GSP schemes were donated unilaterally and
could be withdrawn equally unilaterally.

Mr. Lal emphasized that developing countries should not be taken in by
the magnitude of the GSP preferences, which often reduced MFN tariff
rates to zero, but without any assurance that they would last. A smaller
tariff cut which was secured against change might be equally valuable, and
was probably more so. Moreover, one developed-country negotiator said
that MFN tariff cuts were often easier to make than preferential tariff cuts
under GSP, because the former were staged over time and did not bite as
deep.

One developed-country negotiator suggested that a pragmatic approach
to the MFN vs. GSP debate should be adopted. Some GSP schemes had
proved stable over a number of years and had even been improved,
providing valuable markets for developing countries’ exports. However, this
was not the case for *“sensitive” products, and therefore, developing
countries should iry a different approach for these—possibly a straight-
forward MFN tariff negotiztion.

One developing country delegate said that for some products he would
prefer a MFN tariff cut, while for others, a GSP concession was more
valuable. It depended on where the competition was coming from. If the
competition came from a developed country, he would prefer to seeck a GSP
concession, while, if the competition came from another developing country,
he would probably try to obtain an MFN tariff cut.

Mr. Kierzkowski pointed out that because of their stability, bound MFN
tariff concessions promoted investment in developing countries, while GSP
schemes, although they stimulated trade in the short run, provided no
stimulus to structural change in developing countries. The price paid for
favouring GSP over MFN was therefore likely to be high.

Negotiators from developing countries viewed the problem somewhat
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differently and considered obtaining GSP concessions as more important
than acquiring tariff concessions on an MFN basis. It was indeed suggested
that the MFN principle was rather like Swiss cheese—full of holes! Succes-
sive waivers, customs unions, free trade areas, and preferences had so
undermined the original MFN principal by now that developing countries
were perfectly justified in asking for special treatment in a second-best
world. It was suggested that developing countries should press both for an
improvement in GSP schemes and for differentiated tariff cuts in their
favour as an outcome of the multilateral trade negotiations. Present MFN
tariffs should be cut to two different bound levels: one for developed
countries and one for developing countries at a lower level.

This suggestion excited considerable comment. Mr. Blackhurst asked
why countries should be classified into only two groups. The difference in
the competitiveness of Bolivia and South Korea was at least as great, if not
greater, than the difference in the competitiveness of South Korea and
Spain. This suggested that there were many different shades of economic
development, and that if one applied the principle of unequal treatment to
unequal partners. one would have to allow for all these differences. Such a
differentiated preferential tariff scheme would be difficult. if not impossible,
to administer, quite apart from its doubtful economic value.

Mr. Lal added that he could not see developed countries offering a
special bound tariff rate to developing countries, unless the latter were pre-
pared to offer something in return. A developed country negotiator stated
that even if MFN principles were honoured more in the breach than in the
observance, the essential problem of two levels of bound tariffs was that of
“making a deal”, Some countries, in particular the United States, were
bound by their own law, while other countries were bound by custom, to
make tariff cuts only on a basis of reciprocity. The GSP preferences were an
exception to this rule, and the principle of preferences could not simply be
transferred from the GSP to the multilateral tariff negotiations.

The chairman pointed out a further danger to developing countries
should the idea of differential tariff cuts in their favour in the framework of
the multilateral trade negotiations be adopted, namely, that the principle of
unequal treatment would very possibly be invoked by developed countries
themselves to justify increased protection against “unfair” competition from
developing countries with low wages. There would be no end to differen-
tiated treatment once it became an accepted feature of the world trade
system.

Mr, Blackhurst said that the differtnce between the GSP and MFN
approaches for developing countries was essentially one of including or
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excluding politics from trade negotiations. A strict MFN approach had the
great advantage of taking politics out of trade, since it implied the applica-
tion of a simple single rule on the same basis for all. In addition, it ensured
that trade policy was conducted on an economic basis and that tariff
concessions were honoured over time through binding, The alternative to
the MFN approach was to view everything as negotiable, whether GSP
schemes, or tariff cuts, or orderly marketing arrangements, or various non-
tariff barriers. The absence of a firm general principle put politics back into
trade and opened the possibiiity for economic decisions to be made on the
basis of sheer political weight. Such a development was ominous for small
countries which could exercise little or no influence on the course of inter-
national events. A world of permanent exceptions to rules was not one likely
to favour the long-term economic development of poor countries.

Mr. Kierzkowski added that the optimal trade policy for developing
countries from an economic point of view was clearly to play by the tradi-
tional rules of the game and to attempt to ensure that developed countries
did so too. Mr. Lal re-emphasized his view that an MFN trade system
would prove more equitable to developing countries in the long run than any
alternative system currently proposed.
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