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The Accommodation of Interests Betueen
Developed and Developing Countries

Robert M. Stern i

WE HAVE A REMARKABLE SITUATION in the World economy today in which
the LDCs, following the example and leadership of the OPEC, are trying to pressure the adva-
nced industrialized countries to pay them more for their primary commodity exports. The indus-
trialized countries are thus on the defensive and, at least judging from their responses to date,
seem to be in disarray on issues of commodity policies. This is certainly unfortunate. But what
is somewhat surprising is that comparatively little attention seems to have been given to the
possible accommodation of interests between the advanced countries and the LDCs by means of
the Multilateral Trade Negotiations (MTN) that were officially launched under the auspices of
the General Agreement on Tariffs and Trade (GATT) in Tokyo in September 1973.

The MTN are designed to reduce or eliminate tariffs and other barriers that impede
trade in industrial and agricultural products, with the objective of increasing econcmic welfare
in the participating countries. This increase in welfare will be consequent upon the realization of
efficiency gains in production as resources are shifted to more highly productive uses and upon
reduction in consumer prices as imports expand. In order to determine the size and  distribution

of these gains among the participating countries, we need detailed information on the existing
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level and composition of trade and trade barriers and of domestic outputs and employment toge~
ther with knowledge of the parameters that will indicate directly and indirectly how the trade and
domestic variable may respond to reduction or removal of existing trade barriers. While the
provision of such information is well beyond the scope of this article we will none-the-less
attempt to show in the discussion to follow that the LDCs have much to gain from trade libera-

lization, and that the MTN offer an opportunity for the advanced countries to deal with LDC
grievances and pressures in a substantive way,

o |

SOME BACKGROUND CONSIDERATIONS

In previous trade and traiff negotiations under GATT, the advanced countries have-
sought to grant mutual concessions to obtain balanced changes in trade and employment so as
to minimize overall deflationary effects and costs of adjustment due to difficulties in shifting
resources among industries. Since the advanced countries account for the bulk of world trade in
industrial products and since past negotiations were oriented in large measure more towards
achieving bilateral rather than multilateral balancing, there was a natural tendency for liberaliza-
tion to be concentrated in products of interest mainly to the advanced countries.

Given that LDC exports to  the advanced countries were highly concentrated in
agricultural and mineral products that were subject to relatively low or zero tariffs in their raw
or partially processed form, there was little incentive for the advanced countries to negotiate over
existing barriers affecting these products. LDC industrial products were presumably explicitly
recognized, however, when the GATT member advanced countries decided prior to the Kennedy
Round not to request reciprocal tariff reductions from the LDCs. This departure from the Most—
Favored-Nation principle was in reality mainly a token gesture because the advanced countries |
had almost coincidentally taken steps to restrict imports of cotton textiles from Japan and from i
several LDC exporting countries. Tt is well known of course that these restrictions have since

been extended to cover synthetic-fiber textiles as well.

Reacting to LDC pressures emanating from the UNCTAD Conferences held in 1964
and 1968, the advanced countries aggreed in principle to establish trade preferences favoring
imports of manufactured goods from LDCs. This policy became formalized in the Generalized
System of Preferences (GSP) and has been Implemented by all the major countries including the
U.S., which included a provision for the GSP in the Trade Reform Act passed by Congress in

December 1974 and obtained congressional approval for implementation of its scheme in late
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1975. While the notion of GSP seems to offer encouragement to LDC exports of manufactures,
what little evidence we have, mainly from the experience of the European Community’ indicates
that the system invoked is not likely to have much additional impact. If this experience is trug
also for the other industrialized countries, it would appear that the GSP is of rather limited value
to the LDCs. This conclusion is reinforced by the fact that the category of prime interest, LDC
textile exports, is not covered by GSP and is subiect to special restrictions.

The preceding discussion is not meant to divert attention from the very substantial gains that
the LDCs have realized from participating in international trade through the exchange of their
agricultural and mineral Products for finished manufactures and temperate-zone food stuffs and
materials produced in the advanced countries.  This type of exchange is a clear demonstratiofy
of the principle of comparative advantage, according to which countries specialize in production
and trade based upon their technical efficiency. Where the gains from trade are realized is
in terms of the difference in the cost of domestic resources required to produce the goods actu-
ally exported as compared to what it would have cost if the country had produced the imported
goods at home. If comparative advantage works the way it is  supposed to, both the advanced
countries and the LDCs stand to gain significantly by their specialization in production and

4rade.

There is a problem, however, in that maximum realization of the gains from trade based
upon comparative advantage requires that iniernational exchange takes place under conditions
in whick countries lack the ability and power to affect their terms of trade and in which tariffs
and other restrictions are not employed for nationalistic objectives, Moreover, it is taken for
granted that comparative advantage will differ among countries according to their stage of
development so that the advanced countries will be ina Preferred position in the production
and export of manufactures by virtue of their head start and greater ability to generate capitak

accumulation and technological improvement.

Because of these perceived differences in power, in the exercise of commercial policy, and
in the dynamics of growth and trade, many LDCs have come to view the world trading system

as being stacked against them and they been seeking ways to redress the balance. They have
embarked in numerous instances on programs of rapid industrialization with an emphasis on
import substitution. But the resuits have often been disappbinting and damaging to LDC
economic welfare because of their inability to produce efficiently More recently, however. the
LDCs have given their attention to the possibility that maybe a better policy would be to orga=
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nize their production and exdort of primary commodities in a way that would turn the terms of”

trade in their favor.

The remarkable success of OPEC in increasing world  petroleum prices has created an
example which other LDC producing groups would like to follow and we have already witnessed
joint LDC efforts to limit output and raise in the cases of bauxite, bananas, and certain other
commodities. How successful particular groups can be remains to be seen because, for many
commodities, there may be too many producers to organize and control. Moreover, the success |
of commodity restriction will depend upon how responsive output and demand are to price
changes for the goods directly involved and for close  substitutes. It might be mentioned,
finally, that increased commodity prices will raises input costs in the advanced importing coun-
tries. with resultant increases in their domestic and export prices. As a consequence, LDCs
may find that they are getting higher prices for their exports to the advanced countries, but
that their imports from these countries may be correspondingly more expensive.

In any event, given the impetus for LDC  producing countries to organize themselves,
what options do the advanced countries have ? The advanced conntries are naturally interested
in meeting their short-term import needs for raw material and  foodstuffs with a minimum of
instability with respect to volume and price and to fulfil their longer-term requirements subject
to competitive market trends that are operative on the demand and supply sides, In turn, the
the advanced countries also need markets for their own exports primary commodities and
manufactures that have these same  characteristics of stability and growth. For their part,
however, the advanced countries have  often been motivated by national interests that may
work to the detriment of the LDCs. This is most evident in the advanced country tariff struc-
tures that have been escalated according to the stage of processing and in the erection of nontariff
barriers designed to protect industries that connot compete effectively with imports. Viewed in
this light, it may be asking too much of the LDCsto expect them to refrain unilaterally

from trying to improve their bargaining positions vis-a-vis the advanced countries.

What then can be done ? It so happens that the MTN provide an unusual opportunity
for accommodating the interests of both  groups of countries. What can be done is that in
-exchange for commitments by the LDCs to assure stable supplies of primary commodi-
ties and to refrain from restrictions}designed to raise prices over time, the advanced countries-
«can offer to ““de-escalate” their tariff structures and to guarantee market access to products
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simported from LDCs. In order to determine the significance and consequences of existing tariff’
esclalation and possible measures of de—escalation, it  is worthwhile to review briefly the

~theory of tariff structure and to assess the evidence on the added or effective protection

-that escalated structures afford industries in the advanced countries.

The Theory Of Tariff Structure

Traditionally, we think of tariffsas being imposed on final products so that the domess

-tic price per unit of goods subject to protection will be equal to the world price plus the
tariff, This is an oversimplification, however, because it assumes that all intermediate stages
.of production activities are integrated vertically within industries. Observation suggests that
- this is certainly not true. It is evident, furthermore, that a substantial part of world trade
consists of intermediate goods that are inputs into final products. If there are tariffs on
imported inputs, the industry using these inputs will be at a cost disadvantage unless other-
wise compensated. It is common, therefore, for countries to escalate their tariff schedules acco-
rding to the degree of processing or stage of production of their imported goods. We thus comm-
only observe national tariff structures with rates rising from crude materials and foodstuffs to

- semi-manufactures to investment and consumer goods.

Once it is realized that tariffs are imposed at differential rates on intermediate
inputs and final products, the protection or antiprotection of a tariff structure bas to be analy-
zed in terms of the value added by domestic factors of production in the various producing
activities. This focus on the effect of tariffs on the value added, or process, of an industry is

thus to be distinguished from the traditional effect of tariffs on the price of the protected indus-
try’s final output.

The difference between nominal and effective rates of protection can be  simply
illustrated. Imagine a country without tariffs in which shirts are produced and sold at a world
price per unit of $ 10. Suppose that the value added by domestic labor and capital in the final
production process is $2 and that the remianing $8 represents imported inputs at world prices.
Now assume that a nominal tariff of 10 per cent is levied on imported shirts, thus raising the
domestic price of shirts to $11, while leaving the prices of imported inputs unchanged. The
domestic process of shirt production will then absorb $3 per unit of output for domestic labor

.and capital as compared to $2 prior to the tarifi. Thus, while the nomina/ tariffhas alded 10
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per cent to the per unit price of shirts, the effective protection afforded to the domsstic proce-—

ssing of shirts is 50 per cent.

Suppose now that there is a tariff on the imported inputs. This will be equivalent to- v
a tax on the process using these inputs so that the rate of effective protectian on processing:
will be less than before. Thus, if a nomioal tariff of 5 per cent is imposed on the imported inputs
the input costs wil! rise $8 to $8.40, leaving only $2.60 for the value added by domestic labor-
and capital on shirts selling for $11. The net effective rate of protection with this assumed stru-
cture of tariffs will then be 30 per cent, which is obtained by expressing the difference between

the value added under protection (2.60) and under free trade ($2.00) as a percentage of the value:

added under free trade ($2.00).

At first blush, the theory of effective protection has great appeal because it offers:
an explanation of why national tariff structures are escalated and the possible impact that esca--
lation may have on the commodity composition and direction of world trade. Moreover, the
theory has important implications for international negotiation of tariff reductions, Thus, using:
our example above, we might observe advanced countries with zero or relatively low ftariffs om -
unprocessed or semiprocessed raw materials and foodstuffs and rates that would increase with.
the degree of processing. The greater the differences between these tariffs on inputs and on
final products, the more effective protection will be afforded to domestic factors engaged in pro-
cessing. Advanced country tariff structures may therefore prolong LDC specialization on rela-
tively less processed goods for export, thus depriving the LDCs of the potential benefits from

developing their own processing and other manufacturing industries.

By distinguishing tariffs on inputs and on final products, the Protection afforded
an inaustry is better gauged therefore by the effective rate of protection rathers than the nomi-
nal tariff rate. The effective rate may accordingly be a better indicator than the nominal rate of
the net movement of resources to particular industries in response to the differential earnings 4
that effective protection makes possible. The distinction between effective and nominal tariff”
rates thus has important implications for tariff negotiations because the degree of protection may
be increased or decreased, depending on the distribution of tariff reductions as between inter-

mediate intuts and fiaal products,

Our sketch of the theory of effective protection has been purposefully simplified in.

order to demonstrate the essence and potential impacts of an escalated tariff struciure. In recent
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-years, however, the theory has been subjected to severe criticism by various academic economists
and it is important to be aware of what this criticism implies.It has been argued that effective tar-
iff rates, as usually calculated, are not reliable indicators of protection, the reason‘being that these
measures are premised on the assumption that the various inputs are combined in fixed propor-
-tions and thus take on account of possible substitutions due to changes in wage or interest rates
or in the prices of imported inputs. Moreover, it is argued that effective rates cannot be used to
rank industries by the degree of protection and to predict from this ranking how resources might
move. This is because, in themselves, the rates cannot capture the complex interdependencies
that exist among industries and that determine how resources move as industries expand or

.contract in response to change in tarifls or other similar variables.

The thrust of these criticisms has thus been directed at the comparative simplicity

. of the theoretical model underlying most calculations of effective rates of protection. The impli~
.cation is that we need models of greater complexity which make allowance for input substitutions
-when the prices of productive factors change and for the interdependencies that exist among
“industries. Some progress has in fact been made along theoretical lines in developing more com-
plex models, but these models have not yet been perfected to the point of yielding precise quan<
titative estimates of the inter-industry effects of changes in tariffs and related measures. Thus,
we may have to make the best of the partial estimates of effective tariff rates that have been
caleulated for several countries subject to fairly restrictive assumptions. So long as we remain
.aware of the limitations of these measures and recognize that they represent only a part of the
‘information input into policy formulation and evaluation, policy decisions taken are not likely

to be grossly in error.

Having reviewed briefly the theory of tariff structure, let  us now look at some of the
em>oirical estimates of  effective tariff rates that have been made for the pre-and post-Kennedy

Round periods.

Empirical Estimates Of Nominal And Effective Protection

In order to calculate effective tariff rates, information is needed on a country’s nominal
tariff rates for intermediate inputs and final products together with coefficients on the relation—
ship between domestic production and inputs individual industries. Ideally, we would like to-

“have inpat-output cozTicients that would be applicable to a situation in which  there was free
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trade. But since this is rarely possible, it is often necessary to infer the input-output coeffici--

ents from the existing data that re

the individual tariff rates to make them correspond with the more | highly
s of manufactures. This creates defficulties-

that can be dzvised. Substantial inaccuracies may:

flect the influence of protection. It is also necessary o average:
apgreagated industry -
categories in input-output tables or the censu

since there is no neutral weighting system
therefore be encountered in empirical measurements of effective tariffs.

Bearing in mind these caveats, some indication of the pre-Kennedy Round average
effective and nominal tarifl rates for four commodity categories separately and combined is-
given in Table I for selected advanced  countries. The information and relationships used
relate to 1962 and the tariffs for the underlying 36 industries covered were weighted by the
combined imports of the five areas. Intermediate products I refers to semimediate goods at
higher levels of fabrication are included in intermediate products Il. The escalation of
both effective and nominal tariff rates is evident proceeding from intermediate products I to-
consumer goods and the effective rates were substantially in excess of the nominal rates, as.

the theory implies. The rates on investment goods were generally the lowest.

Table I refersto the effective and nominal rates applicable to imports from all sour-
ces for the countries shown. It is necessary therefore to distinguish advanced country imports.
from LDCs in order to determine the effective protection that LDC products facein advanced
country markets. Some evidence for the pre-Kennedy Round period is given in Table 2 with .
respect to the processing of selected agricultural products in the U. S. and EEC. Estimates like
these are difficult to constructs because there is little systematic information on the structure of
costs for processing industries in the advanced countries. However, other isolated examples
for the pre-Kennedy. Round period, cited in the source to Table 2, suggest substantial rates.
of effective protection on the processing of copper, crude vegetable oil and oil cake, cottonseed

and soybeans.
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Table 1

Average Effective and Nominal Tariffs for four Commodity Categories for Selec-

A ted Developed Countries, 1962 a

(Percentage)

United States United

EEC S
Kingdom Reder Jgpan

Effec- |Nomi- | Effec- [Nomi- | Effec-! Nomi-, Effec- Nomi- | Effec- | Nomi-
Cate gory tive | nal | tive nal | tive nal | tive nal tive | nal
tariff ' tariff ! tariff | tariff | tariff! tariff | tovift | tariff | tariff} tacifd

fntermediale
products I .. | 17.6 8.8 [ 231 | 1l.1 [ 120 | 7.6 | 5.3 3.0 1238 | 11.4
Intermediate

products 1T .| 28.6 | 152 | 343 | 17.2 [ 283 | 13.3 | 20,8 8.5 | 345 | 16.6
Consumer gcods .. | 25.9 | 17.5 | 40.4 | 23.8 | 30.9 | 17.8 | 23.9 | 2.4 | 50.5 | 27.5
Investment goods .. | 13.9 | 10.3 [ 23.0 [ 17.0 | 150 | 11.7 | 12.1 8511220 | 171
All commodities .. | 200 | 11.6 [ 27.8 " 1551186 |1 11.9 | 12.5 68 1295|162

a Tariff averages weighted by combined imports of the five areas.

Source: Bela Balassa, ‘‘Tariff Protection in Industrial Countries; An Evaluation”, Journal of Political Economy-
LXXII, December, 1965, P 591,

Table 2

Pre-Kennedy Round Effective and Nominal Protection Of Processing Of Agricultural
Products In The U.S. And EEC (Percentage)

United States l EEC
Processing industry |
Effective | Nominal l Effective | Nominal
Tariff Tariff | Tariff Tariff
Coconut oil (refined) .. 57.5 5.7 1500 | 5.0
Jute fabrics 5.3 , 3.1 ‘ 39.6 | 23.0
Cigarettes oo B 84.0 41.2 n.a. n.a.
Hard fiber manufactures | \ I
(cordage) L P 38.0 I 15.1 n.a. n.a.

Source:- H.G. Johnson, Economic Policies Toward Less Developed Countries, Washington: The Brookings

tnstitution, 1959, P. 91.
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Table 3
Effective And Nominal Tariffs On Manufactures
- of Export Interest To Less Developed Countries, 1962 (Percentage)
) United
United States. Kingdom EEC Sweden Japan
Category Effec.  Nomi [ Fffec- [Nomi- | tilcc |Nomi- (Efec- [Nomi- | Effce- [ Nomi-
tive nal tive nal | tive | nal tive nal | tive nal
N o tarnf’f_| tariff | tariff | cariff | taciff |tariff  acifT | tarifl | tariff | tariff
Intermediate m— - RS e
Products 1a 17.6 88 231 111|120 7.6 | 53| 30 | 238 | 114
‘Thread and yarn ..| 31.8 | 117 | 279 | 105 | 3.6 | 29 43 |22 {1l 140" 24
‘Wood products .. .\ 264 | 2.8 | 255 | 148 | 28.6 | 151 | 145 | 6.8 | 339 19.5
Leather .. .. .| 257 96 | 343 | 149 [183 | 73 | 217 | 7.0 | 59.0 19.9
Synthetic materials | 33.5 I8¢ | 17.1 127 | 176 | 120 | 129 | 7.2 | 32.1 19.1
Other chemicals .. .| 26.6 | 12.3 | 392 | 104 | 205 | 11.3 ]| 97| 45 | 226 12.2
Intermediate

Products 1a | 286 | 152 | 343 |17.2 | 283 | 133 | 208 | 8.5 | 345 16.6
Textile fabrics ...| 506 | 24.1 | 422 [20.7 | 444 | 176 | 334 | 12.7 | 488 19.7
Rubber goods ...} 16.1 93 | 439 {202 |33.6 | 151 |26.1 | 108 | 23.6 12.9
Plastic articles ...} 270 | 210 | 301 1179 |30.0 | 20.6 | 255 | 150 | 355 24.9

Misc. chem. Prod...} 156 | 126 16.7 1154 (131 | 116 | 00 | 25 | 229 16.8
Ingots and other

steel prod. ! 106.7 | 106 | 989 |1L1 | 289 | 64 |400 | 38 | 589 13.0
Meta] manufactures' 285 | 144 | 359 |19.0 | 25.6 | 140 | 162 | 8.4 |27.7 18.1
Consumsar goodsa, | 259 17.5 40.4 | 23.8 |309 | 17.8 | 239 | 124 | 505 27.5
Hosiery oo 0 487 | 256 [ 497 | 254 | 413 | 18.6 [ 424 | 17.6 | 60.8 26.0
Clothing .. .. .| 359 | 251 | 40.5 | 255 | 251 | 185 [211 | 140 | 424 25.2

Other textile |
afticles 22.7 19.0 424 1245 388 | 220 | 212 | 13.0 | 13.0 *14.8

Shoes 1253 | 166 | 362 |240 1330 | 199 228 | 140 [451 | 295
Othor leather goods] 24.5 | 155 | 264 [18.7 | 243 | 147 }207 1122 [336 | 23.6 !

o , ! |
Bicycles and 26.1 | 144 | 392 !224 |397 | 209 [358 | 171 |450 ) 2500 |

motorcycles |

Precision  instru- 32.2 1.4 44,2 | 25.7

ments
Sporting goods, etcl 48 25.0 356 | 22.3
investment goodsaj 13.9 10.3 23.0 17.0
Nonelectrical mac-
hinery 16.1 [1.0 21.2 161 | 12.2 0.3 ] L1.6 8.8 | 21.4 16.8
Electrical machi- 1
nery .. 18.1 2.2 30.0 19.7 | 21.5 14.5 ‘ 17.7 | 10.7 | 25.3 138.1
Ali commoditiesa 7 200 11.6 278 155 186 11.9 ' 12.5 6.8 | 29.5 16.2

Allelers (0 average (o7 a1l Ihe produets m he catewdty, individual products jisted refer to products ot export interest
to LDCs. Tariff averages are weighted by combined imporis of the five areas.

Source: Same as Table 2, pp. 174-75.

1266 | 179 | 16.6 | 10.6 | 31.2 21.6

i’ 242 | 135 | 9.1 | 6.6 | 385 232
|
1150 | 117 | 12.1 | 8.5 | 22.0 17.1
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Finally, in Table 3, manufactured products of export interest to LDCs have been
identified vis-a-vis the aggregates shown already in Table | for the pre-Kennedy Round period.
These estimates demonstrate clearly that alvaazzd countey tart¥s porsed substantial obstacles to
imports of manufactures that the LDCs may have been capable of exporting.
Whether the LDCs would in fact have done so i the tariffs were mnot
present cannot of course be inferred directly from the calculations themselves. The outcome
would depend on the degree to which the LDCs could expand their production of these goods
.vis-a-vis competing advanced country suppliers and on the extent to which the LDCs might
be able to develop new export products. In addition we would have to know how responsive

demand in the advanced countries was fcr increased marifactured imperts fiem the LDCs.

Turning now to the more recent evidence, it is well established that tariffs were
reduced substantially in the Kennedy Round. But there is nevertheless still ample evideuce of
relatively high rates of effective protection on exports of interest to the LDCs. For example,in the
case of primary commodities, it is evident from Table 4 that the post-Kennedy Round (1972}
tariff structure entails aubstantial effective protection for processing industries in the advanced
countries. On the basis of the median tariff rates listed at the bottom of the table, Japan has the
highest nominal (15.6) and effective (49.2) rates, followed by the EEC (12.0 and 36.1) and the .
U.S. (9.4) and (18.4). However, when accounts is taken of the variable tariff levies imposed by
the EEC under the Common Agricultural Policy as well as nontariff barriers (NTBs) on textile
products, the EEC registers the highest medianfeffective rates (54.9 and 58.6) in comparison to
the U S. and Japan.!

-

It would be desirable to have information on the advanced country nominal and
effective post-Kennedy Round tariff rates on total manufactures and manufactures of interest tor
the LDCs. Unfortunately,fthe relevant calculations are somewhat out of date, being based on
input coefficients from the early 1960s and using 1964 imports for weighting purposes. The results
are nevertheless of interest and are summarized in Table 5. Itis evident that even though the
Kennedy Rouad resulted in substantial reductions in nominal and effective tariff rates for the
advanced couatries listed, ths post-Kennedy Round}levels of effective protection were nearly

twice the nominal levels with respect to total imdorts of manufasturss. But what is esnecially

1 Nominal and effective tariff rates are also given tor Norway and Sweden in the second article by A, Yeats
cited in Table 4.
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noteworthy from the LDC standpoint is that nominal and effective tariff reductions in the Ken.-
aedy Round were less on products of interest to the LDCs than for total advanced country.

imnorts of manufactures. Thus, both the nominal and effective post-Kennedy Round tariff levels -

appear to be significantly more restrictive with respect to LDC exports of manufactures thap.

for advanced country exports of manufactures.

The pre- and post-Kennedy Round tariff rates presented in the foregoing tables are-
by no means the last word on the subject. These rates have been calculated on the assumptions
that input coefficients are constant and that interdepencies among industries can be ignored.
Moreover the input coefficients and tariffs are prone to recording and classification inaccuracies
and to possible biases due to the methods of aggregation and weighting employed for estimating
purposes.2 Despite all these problems, the message conveyed by the available data is that
advanced country tariff structures provide substantial protection to their domestic labor and"
capital resources engaged in the processing of foodstuffs and raw materials and in the produc--
tion of various industrial products. This protection is evidently more restrictive with respect to-

products of export interest to the LDCs than is the case for advanced country exports.3 i
Accommodating the Interests of the Advanced Countries and LDCs in the MTN
1t would appear from our discussion that a strong case can be built for multilateral?

tariff reductions that would be beneficials to both advanced countries and the LDCs. If the rele-

vant advanced country tariffs were reduced substantially, structural changes would occur over

2 For an evaluation of the direction and magnitude of bias in effective rates due to the use of production coeffi-
cients pertaining to a previous period, see A.J. Yeats, “An Analysis of the Effect of Production Process Changes

on Effective Protection Estimates,” Review of Economics and Statistics, 58, February 1976, pp: 81-85,

3There is some evidence that the use of specific tariffs as compared to ad valorem tariffs in the advanced countries R
has a differential regressive effect on LDC exports. A.J. Yeats, “Ani{Analysis of the Incidence of Specific Tariffs
on Developing Couniry Exports”, Economic Enquiry, forthcoming, shows, for example, thatU. S. specific
tariffs impose ad valorem equivalents on LDCs that are roughly double those imposed on industrial countries,
It is intercsting to note, furthermore, that existing transportation charges may weigh comparatively more heavily
» on LDC products becauge of the high bulk-low]jvalue nature of their exports. Some estimates are given in J. M.
Finger and A.J. Yeats, ““Effective Protection by Transportation Costs and Tariffs : A Comparison of Magnitudes”

_Quarterlv Journal of Economics, 90, February 1976, pp. 169-176.
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Table 4
Estimated post-Kennedy Round (1972) Nominal and Effective
Rates of Protection on Processed Materials in the U.S., Japan, and EEC (Percentage)

Stern :

Accommodation of Interests

————

Cheese
Butter

Coconut oil

' United States Japan EEC
Nomij- Effective Nomi- | Effec- | Nomi-
_ nal | Protection nal | tive nal Effective protection
Comi AR Prote- i Prote-|Prote- | Prote-
ction ! Tariffs | NTBs | ction | ction | ction [Tariffs Var, | NTBs
= Levies
Foods and feeds
Meat products 5.9 10.3 50| 17,9 69.1 | 19.5 | 36.6 | 165.0| 90.0
Preserved sea foods 6.0 156 | 200 136 347|215 | 526 | 52.6| s0.0
Preserved fruit and veg. 14.8 368 | 350 18.5| 493 | 20.5 [ 449 | 747| 747
1.5 34.5 50.0 | 353 | 174.7 | 23.0 | 58.8 | 276.0| 180.0
. 10.3 467 | 70.0 | 450 | 417.7 | 210 | 76.5 [1,327.7] 900.0
Condensed and evap. mllk 10.7 29 6 500 0 31711539 | 21.3 | 44.3 | 3344 400.0
Corn milling 4.3 00 [ 150 256 68.7) 120 | 21.8 | 82.1| 821
Rice milling. . - 362 | 3276 | 3202| 150 49.0| 16.0 | 70.3 | 1059 105.9
Prepared feeds 6.2 74 0.0 07 |-212| 56| 0.0 |-500] 200
Flour and cereal prep 12.9 34.8 70.0 | 23.8| 75.4| 20.1 | 48.9 | 94.7| 947
L ppening ) 1.9 00 | -100| 209 | 173|120 | 09| 00| o0
Pickles and dressings 9.4 269 | -200| 219 598|201 | 259 259 559
s saacotice up 0.0 [ 00| 350|137.1| 152|357 | 357 357
Co.coa powder and butter 2.6 22.0 220 15.0]125.01 13.6 | 76.0 76.0| 760
Misc. food products 2.7 0.2 50| 28.6| 58.2| 120 | 6.7 6.7 67
Wood, paper and rubter
products
Wood products .| 104 182 | 183 124 220! 82| 95| 95| 95
Paper products and wood pulp 2.7 5'; 55 6.6 1 12.1 7.4 | 20.1 20.11 20.1
LB pUediels 6.1 | 5| 125 931 202| 831190 190] 19.0
Yarns, thread and fabrics ’
Wool yarn and thread .| 307 622 | 80.0 50 133] 54 /160 | 16.0| 200
Wool fabrics 1469 1 e | 1000 ] 147 350 140 | 329 | 329 500
Cotton yarn and thlead 8.3 ]2'0 { 0.0 84| 258 7.0 228 | 228 30.0
Cotton fabrics 15.6 307 | 60| 72| 49| 136|207 | 297] 60.0
Vegetable and animal oils
9.4 16.3 163 9.0 49.2| 11.5 | 132.9] 132.9] 132.9
Cottonseed oil 59.6 | 4659 | 4659 | 25.8]200.3| 11.0 [ 79.0 | 79.01 79.0
Groundnut oil 15.0 6.7 6.7 142 96.5| 11.3 | 139.7| 139.7 | 139.7
Soyabean oil 225 | 2529 | 2529 | 25.4|268.3 | 11.0 | 148.1 | 148.1] 148.1
Rapeseed oil 208 | 609 | 609 | 151 23] o9gl 572| 572| 572
Palm kernel oil 3.§ 292 | 202| 7.2 492 105 141.5] 1415 1415
Animal and marine fats and 01ls I ) -1.9 52| -268" -26.8

Leather, tobacco and soap

l 10.7| 10.7| 5.1

-26.8
H
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Table 5

Averages Of Effective And Nominal Tariffs On Manufactured Products Before And After
The Kennedy Round*

(Percentage)
Tariff averages on
Tariff averages on imports of
the total imports of manufactures from
manufactures developing countries
Effective l Nominal Effective Nominal
United States
Pre-Kennedy Round 20.0 11.5 35.4 17.9
Post-Kennedy Round .. 11.6 6.8 23.9 12.4
Ratio - .. W 58 59 68 69
United Kingdom
Pre-Kennedy Round = 27.8 15.2 37.3
Post-Kennedy Round - 16.0 9.1 27.6 14.1
Ratio v 58 58 60 74 72
Furopean Economic
Community
Pre-Kennedy Round . 18.6 11.0 27.7 14.3
Post-Kennedy Round .. 11.1 6.6 16.9 9.4
Ratio el pehay 60 60 61 66
Sweden
Pre-Kennedy Round 5 12:5 6.6 21.2 9.8
Post-Kennedy Round .. 6.7 3.8 14.6 6.6
Ratio Syl 2 54 58 69 67
Japan
Pre-Kennedy Rouad 29.5 16.1 36.7 18.0
Post-Kennedy Round “ 16.4 9.4 20.2 :
Ratio - - & 56 58 55 65

*The pre-Kennedy Round averages differ slightly from the estimates reported in Tables 1 and 3 above.

Weights are based on 1964 trade.

Source: Bela Balassa, “'The Structure of Protection in Industrial Countries and Its Effects on the Exports of Processed
Goods from Developing Countries,” in Part Il of The Kennedy Round: Estimated Effects on Tariff Barriers.
New York: United Nations, 1968, p, 208.
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time in these countries, so that there would be less domestic processing of primary products and
a shift in the composition of industrial production towards more technological and human- capi-
tal intensive goods. The mirror image of these changes in the LDCs would be to expand the
domestic processing and export of materials and the production and export especially of stan- *

dardized and relatively labor-intensive manufactured goods.

Adjustment problems would no doubt be encountered in the advanced countries as
these structural changes unfolded, and each case might require somewhat different treatment,
But, as we have noted, there may be compelling reasons for the advanced countries to confront
these issues immediately and directly in order to counteract the incipient actions by many LDC
producing countries to engags in joint efforts to restrict production and trade for the purpose of

raising world prices of their primary exports.

The occasion of the MTN may be a propitious time for combining international
action on trade liberalization with measures designed to assure stable supplies and prices of
primary commodities in world trade. With respect to trade liberalization per se, the common
objective of all participating nations in the MTN is to seek the maximum possible degree of »
liberalization that will most enhance their economic welfare. The increase in welfare will be gre-
ater, the lower the domestic adjustment costs encountered due to posible difficulties in effecting

resource movements within and among industries.

Since the advanced countries especially may be anxious to minimize their  adjust~
ment costs, they will be reluctant to offer sizable tariff concessions on industries judged to be
particularly vulnerable to competition from increased imports. While this reluctance is understa-
ndable, the result may be to circumscribe seriously the depth and coverage of tariff reductions
in the MTN. Indeed, the record to date of advanced country commercial policy with respect to
the LDCs is certainly not encouraging. We have already noted that the advanced countries res-
orted to quantitative limitations on textiles imports and have been urged frequently by domestic ~
interests to do the same for other potentially vulnerable industries, The chances are that simila®
pressures would emerge if domestic processing industries were exposed to greater import compe-

tition. It is vitally important, if economically meaningfu!l tariff reductions are to be made, that

domestic interests be reassured of assistance in case of difficulty. The best means of reassurance
is a liberal program of adjustment assistance combined with overall national measures to sustaim
full employment.
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From the LDC standpoint, the issue is to gain access to advanced country markets
~with virtually complete certainty. Once access is obtained, the LDCs will be faced with the need
~to restructure their own domestic economies in order to take advantage of the increased export

opportunities. Such restructuring will necessitate changes in the pattern of LDC protection,
which in many countries has discriminated against the primary export industries and in favour
.of domestic manufacturing. Unless these changes can be successfully implemented, the LDC res-

ponses to trade liberalization may be limited in many instances.

An important issue that will require attention is how to relate advanced country
tariff reduction to existing preferential arrangements that involve LDCs. The nominal and effec-
‘tive tariff rates cited earlier are based upon MFN tariffs. These rates may not reflect the impact
of preference therefore, to the extent that preferences matter. While there are significant none-

conomic considerations at stake in the granting of preferences, it might be argued that multila=
steral tariff reduction by the advanced countries would benefit LDCs as a group. This could be

-important as a counter to the formation of LDC commodity blocs, particularly when some
“potential participants are not parties to existing preferential arrangements. In those instances in
~which the removal of preferences would create adjustment problems, the advanced countries

might institute appropriate compensatory measures for the LDCs involved.

If trade liberalization is pursued multilaterally and market access in advanced coun-

+try markets is unconditionally guaranteed, there would be no point in continuing the GSP. This

would be no great loss because there is little evidence has that GSP has much impact on 1DC

.exports of manufactures. What should be stressed is that LDC efforts would have a much higher

payoff in contrast to GSP if the LDCs were able to bring about reductions in existing advanced

country tariff levels especially on processed “materials and if they could exact commitments from
the advanced countries to refrain from quantitative restrictions on textiles and other manufac- |

~tures.

A final word is in order concerning whether nominal or effective tariffs should be
used as the basis for the MTN. As already noted, the problems with effective tariffs are in obta-
ining detailed and up-to-date information on input coefficients and in working out practicable
measures to take into account the effects of tariff changes on these coefficients and possible inter-
dependencies among industries. Needless to say, these problems are difficult to surmount. How-

-ever, it may not be necessary to do so since it turns out that effective and nominal tariff rates are-
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tighly correlated for individual countries.4 This does not mean that we can predict the tariff”
{evels and industry rankings for one country based on another country’s relationships. But if”
we have information on nominal tariffs by product or industry for given countries, this may be--
all we need, particularly if tariff reductions are concentrated on industries engaged in the:
processing of materials and 1 the production of consumer goods. For in this event, substantial.
reductions in nominal tariffs will result in comparable reductions in effective tariffs.

Conclusion

The MTN provide a unique opportunity for accommodating the interests of the-
advanced countries and the LDCs. This accommodation can be achieved by tariff and related
concessions by the advanced countries that would enable the LDCs to gain improved access for~
their exports in advanced country markets. In return, the LDCs would commit themselves to-

refrain from organizing commodity markets with priceraising objectives and to guarantee stable--
supplies of primary commodities.

There is a clear rationale for advanced country tariff concessions vis-a-vis the: .
LDCs in view of the evidence that advanced country tariff structures are biased against actual’ |
and potential LDC exports of processed materials and finished manufactures. In addition, the:
advanced countries have taken other measures of commercial policy that have been similarly
discouraging to LDC trade, as for example in the case of quantitative restrictions on textile:
imports. In this light, if the advanced countries are willing to reduce tariffs and ease their quan--
titative restrictions in order to encourage LDC exports, there will be less incentive for the LDCs-
to organize commodity producing interests for the purpose of limiting production and raising.

prices.

Tt is of the utmost importance that the advanced countries firmly commit themselves:
fo the guarantee of market access for LDC products. Otherwise there will be little incentive for
the LDCs to institute policies that will expand their domestic processing industries and produc- »,,
tion of finished manufactures for export. Guaranteed market access by the advanced countries.
means that they will have to insure that adequate programs of adjustment assistance are availa-

ble to deal especially with transitional unemployment that may arise in industries that experience

4 See B.I. Cohen, *“The Usewf Effective Tariffs”, Journal of Political Economy, 79, January/February, 1971, pp.
128-41. 3
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difficulty in competition from increased imports, The LDCs, in turn, will need to liberalize theijr

own tariff sructures which have commonly been biased against primary products and in favor of
importsubstituting industries

If the advanced countries agree on substantial tariff reductions v/s-a-vis the LDCs,
these reductions should be offered on a multilateral basis to all tLDCs. This would avoid arran-
gements that are discriminatory in favor of particular LDCs to the possible detriment of others.
The multilateral extension of tariff reductions would mean that existing preferential arrang:-
aments for LDCs, including the GSP, be discontinued.

In order to measure the effect of protection when there are differential tariffs on
intermediate inputs and final products, it was shown that effective tariff rates were preferred to-
nominal rates. However, there are many problems in calculating effective rates that are difficult
to resolve. Fortunately, these problems may be sidestepped in view of pervasive evidence that

industry rankings based on effective and nominal tariffs are highly correlated for individual

countries. Tariff negotiations can be confined therefore to reductions in nominal tariffs, recogni-
zing of course, that the greatest reductions should be concentrated on the parts of the tariff
structure that will reduce effective protection especially on processed materials and consumer
goods.




