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Il FO:IS OF TiwT CTION

t

1, Tariffs havc lon, veen used se . Leans to pro.olc incustricl uevelopment
in the country impo.in_ t.em. By 1. 111n tac vrice 0o tue 1ol ted ~product
relative to wne—produced cuv:tituted, tariilc 1aprove tir cuo o tlilvelert

of the latter, IFrotection 1u » .t i conane tae onal ianction o toriifue In
countries :t 'n ecrly EBtace of cconoiic wevelo .int, tor1fie ucually roprowent
an import.nt source ol revenue,  lorcov.r, tic1fte 1o sowetimes recorteu 1o 7S
;. wmcans to correc. orternil uuclince o} to 1.rove terme o: troie. For the
purpose of tihe prevent £oic we o are interctt . on:y in tie profective function

.

of tariffs,

2, Uncer certain cunditienc tarifte oy rnot prove suiliciently el.cotive s

‘n irstrument vi protection. sccoscin ly, they are supple entec — oOr repl.occd -
by quontitative b ctrictionse Ir t. cag tne flow of amport: 1o not left to
the in‘eractior of comes.ic and Lo.el n Drices, but i. guntitatively determined

by adminictrative u.clsions

3o Under bu.. teriffs wic ucntitetive rosiclvtions tie incev. tive 1. pooviced
to home producery throi . an ircre..e in t.e level of couesilc prices, Houever,
covernuent volicy may not fav.w .n excescive incre: se in the price of certwln
products, Ir w.cl cuses protection may be purtly secured tarou b tac cayent

of cubsicics t0 hume pirocducerss

4o Ir 1l.rpe nwiber oi developiny countrieg forei n c¢xciin e lo tubject to
gtrict curtrol, Altnoi .. tuc LiulC flm 0. wuch oun rel 1. to coiend tae bolonce

of poymentii nosltion, 1t 1o freques tly woew ar o rotecltive cevice,

Y% Twiffs, QR's, sub.idies ond forelr . .chunge control reprewent the major
formc 0. vrotection in tuac uoveloping Orld. T¢ bLe sure, ot.er bLarriers to
the in.lov ol 1uposts «o vilit {ee o wo.cer taxe., flsc.l cucr e.), but they
are not »rincip. 1lly deusimea 1o protect the .wume 1RLU:TIYe In mo:t cuses
these b.rrier. involve . firt rete o, cuty walch [.1ls upon .11 types of
import: irrevmective oL .hetinr the wocuet in o (4iun ir or io nou locaelly
producec, lue to linlta:lonc of time .nd op e, the prooont note 1o coufined

to turiffo sng W nidtotive ro.Tlo livno

-

I TRRLIFS AS Al LXOARU DT O LOTECTIVL

6. In a developin, vcononmy inductriclisctiur 1. hewtly cornceivable without

t.a¢ shelter of z—otective taritfs. T..1o view it 5 old =8 Von Liut and Johm
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Stuart Mill, Loth sunctioned uerogation from the principle of free trade in

tae cabe 0. "inji:nt induetries",

"y

(e In & develonin: economy resources would not move spontaneo.sly [rom
trocitional 1nve.lwent such as land and buildin . to ienuracturing, Thexe is
“C.re1ity ol entreprencics Wn0 wooio t e suca o ricgk, dJoreover, 1t is not
certian thot the rete o1 rovurn in nanuiccturin cilvity . ould be suiliciently
high to etruct copit i no otler resouwces {run tue trodi vionel occupetions,
Teriff proicction i¢ taercv.ore need«¢ to snhance Hrolit:: 1i.ty 1n new industries,
fevuce the rigk of coupdtin, iuporic anu overcome the inertii. 0. resources which

otiueriise wo.lc prefer to iuick Lo traditi.: 1 occup. tions,

. In miny of tuc developing counirics n.aich hove now attiined : resonable
Lovil of industrislization, turify prot ction has Leen ‘uccessiuily used in the
rly ei-cec of impurt cubotitution, dgr.zll, kr_cnilna, Chile, Mezico, Indie,
dsR - Isreel ana miny othwrs were :ble to :ttain seli-guificiency in @ wiae range
01 manuf .cturec corsuner:! | 0ou: . Morcover, the levil o1 prot:oction nceded to

dvelop this type of ;0oui wo. no. - icossively i h.

. The .rob.ems or sheltercc incu o1 liz tion b.oen t0 moke tacwsclves el
tien dhele evantries movea tu o bl lier ot (¢ 01 importi cubstiiution, i.c. 1row
u ?
PUaerd W0 Inturictlote al i e it L 00U In wout cauuee, @ven for . countm
.  J
P1n ws Browil, tae size 06 tac o parket w0 not swficiently lir e to

i

Santian anoindustry ot oan Jfricient scole 00 oner t1on,. AG L cureequenc. muny
(o nolee 0f tie 1N ciraecl 16 nt Capit 1. 00d. 1nou: trics beCoase Voxeo with the
Pro a4 cXCe 88 copiCltys T 10 LN _ave rice to i o unit cust, Under

dreeClrcam tanecs tue naietry colle only oo woae vicule taow h the app..ication

ul' xc.ossavely oo taritf rotoce

10, Tuir pro‘li. 1o nul 0 couwrcy true of zll brinches oi the irte~uediate

o corittl 00Ul 16Ut Se Somc of tiesc countries id suocoeadidn
cstoblisuing certoin indwsotries in tals category ot o ro. wonable level of
fl1clieneys. but in ceny o osue thc oltwevion is chericterized Ly oxcess capacity,
a0t unit ebst oond a1, n tericfo, Since tae oulnut of those incustries is used s
Ul Oy teny sectors incdueln; tae Lipost seetor, the auverse s ficet wes felt

Larcughuut tile ¢conoiy

1. Thic 18 not to ergue..thot doveloping oountries should stop suort or

pirodicing intermediate or coplicl | oodse The answer to the above-mentioned

proview is tiorolds




(a) Develonin, cowntrice shoudd be sclective in tae choice of industrics
to which turiff nrotictiun would be cccorced,

(b) The possibiliticc of repional integritior, or .t least o. cooperation
at the £ iona level,"should be seriously cxolored in order to overcome

the limititicn: of tie size of tac n..tional m rket,

12, Tac degree oi protociion .ccorded to cert ain wdustrics shiould be mezsred
by the rate ou (ficctive, o t..p t.on nominal, teriffy The nominul tariff r:ote
is thac one specificd in the toriff scacsule of any courtry. The <ficotive rate,
on the otiaer hiwng, reletes the a ount ol inport wutict 10 value whced, To

illustrate, asswne tuat Lo rice o procuct A in the uxportin: co ntry ic cquel

to 1100 and th.t the rate of nomir.l twrilf in tiu impoitin_ country is around
$120, The r te of eficctive, t riff wepends on tae pronortion of value adced,
Supnose that it ripr..ents orn. (wXter of tio nrice of product A in tuc exporting

cowiirys  The price oi 3100 wo id tucn bu broien into .
$25 valuce «doed
$75 mztericl inputs
Assumin  tact notoricl inpute arc inpoiteu duty-frec, the rate of offcotive
tariff wouwlu Lo ¢l to :

$20  (amount ol «.tius puid)

or 80

$25 (woount o. v ju g cd) *

13, In tue & ove xamdl. tao offcctive to1iff tarned Cut %0 e four times a8
high as th. nomin:l, Tts 1o due to tis feet thot value wicod wae assuncd t0
be one quarter of i urice 1a tne Ciportin courtry, Hi:¢ it bean one third,
the eff ctive tiriff wo.ld ..v bee.o thAroe tim . tis noain.i ure,  VRFENS T8 i |
rulc, wnu asswiing thot omo tory 4 INputs “ru IMpo.tua  Lty=froe ¢ i eff . ctive
tariff is equal to tuc romin 1 taritf mu. tipliee oy the Inverse ol tnhe ropurtion
of value ad. ed, Sav e soterial 1np ot Lo sub) ct 0 dut: by, ta fornuwla for
caleulating the offictive triff .olu b so i t L0.« com lic t.de Bu: as long
¢8 teriff structur. 1. ¢ .rccterliod Oy e latlor in tie conee Lot triff ratce
rise with tie incrcuse 1n the wegrve O fabric.tiun of Jy Vel procuct, the

cffeetive taritf vouwda alvwiye be adlacr tun the nominad tariff in ahy stage of

production,
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14, It is not difficult to sce why th. cffective teriff iu morc indicative of
the aegrec of prut ction tiwun tic nominol teriff. By uxeluding raw moteriels
and other meteriel inpulc, Wi concept of ofi ctive twrifi concentrates on the

cegree of protectiun afforded to the orivin. 1 fuctors of procuction (Lubour and

capital).  Thic is the truc mewewre oi srotcction. In the cLove=nentioned
¢xanple the nominal tuwrifi i. 20 >.r cent wiile tac cifective t riff is 80 per
e
rente Since import cuty i: 20 »cr cent, Lonic roc ction co 1d «ithstond
forvign compe titivn o8 lon. ie tac cost “er wnii is not nore tien 20 per cent
abov. world mrrket price, In ot.cr words tic ome incu try co.ld be 20 per
ent lose offilcient tion thet wbros d., How.ver, by wesumption, os mucli as
threo quarters ol the price of thce rouiet is :ccountud io1 by riw o terials
lCh, 101t 1o duty froc, worda ue aveilavle to oo hone 1ndustry on cxactly
Lac ceme terms us 1t wo da be to ruocl moprocucers, iec. ot world merk.t pricg,
accordingly, the raw noterizl couponent o tac coot of piroduction would be the
SrooLt Wi na cbroud, Ir 1e cowe the orian. i [:ctors oi production in the
foroonuutr, codd stnd talr own v zinut forcion conp tition 1f they «re less
Frici nt tacn tao1r Jorcan counterp.rt by oo suca o O e cont cne not by

N

morely @0 per cont woond Bt vl W0 deom e noainol toriff rote,

ife The signiricance of to cune pt o ficeti.o t.211f 1. tiolold. First,
Starclent s ety niga Wl tuae nooindd trdffs rates nijht be in some of thce
rvolovin,, countrice, tie ctuw l aegroo or orot.ctlon it in meny inctences
roads robly srestor, Sccoruly, to.o hei ht of uhe ‘t:_riff b rri.r facing thc
A0ute O menut ctwien trom cev loning countrlic in bae 1ncustricl countrics
coomueh gre ter ther 1e indie tod by tie rotes spociiled in teriff schodulese
Shis s pertlewd rly Lo 1n tie coee 0f Llmply procesiol row n tericls which

rorurmelly chirietorisod by oovers low nroortior of voluo nLded,

. The Cxcessiv. 1t 0l trotechlun in woiie € ouc & 160 th nroblem of

roLudent protectiopg. Protecrior 1s s.1i¢ to b rucunuint wacnover o reduction
drent o taritt rot o wowie not 1nduce oocontroction in the siec of tAa. houc

e Ty, wut wouldd sloly roduce the awount i X0 Uss mrofit. made unuer the

ot dbe of ach teraff potls, Und.r co.r “1tive conditior: reduncant prosection
0 SV S The al her tao teraff, the bigrer the anductiy na vice

I iidig Ir any catuw taon who er and tics vouwld be roking Juet ~nuica crofits

Foo 7 1t kn DuBllie 8, It v r1ifr tee & oro soduced 1t sould Lo forced out of
Taraiesde Tule 1s 0ty wwever, e typle l sito tion in tue wocern industrial
t

cotor of i develoning cu.ntrice. In 0.

Coaed L. InLUtry curcists of fow
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firms, The cntry of new firms is not a simplc motter wnd, in eny cese, is subjeot
to control by the public eutinoritics. In such a situction the problem of

reduncant praection biucomes o rced onc, The rrice charged to conswicrs would

|
;
|
|
.‘
|
i
z
|
j

reflect the full amount of th. toriff, But it would be Ligacr than is ne¢cusSs8ary

to waintain the current size of the industry,

17, Onc of the importunt issues in toriff protection is that of "tariff
factorics', It ie aroucd that aija tixdiff protectivn should not be judged
solely on the bBaels of its lapact on the allocution of roscurces but should
bc cunsidered also from the vicw 0int ol thoir power to attract forvign rirms,
Whon feced with ai b tariffs, forcin suppli.re .y fird i% in their interest

to bypass thc berricr by cetablishing noints of supply bohind the tariff wall,

iece in the home nirket, The 1ncucenent to alft theilr Leve ol operntion

in this way woula be strongest ir the terift resime, whiso ataelttin the 1mpurts
of rew witcricls and capital cguivment cuty=frece or ot very low rotes of duty,
subjccts tin rinicheu procuct to oXceptionilly dgn ratos, By shafting his
source of supply to the i market, the {orei rn prouucer 1ol avoid tiwe
pryment of nija wutics enc woild twke wovanto,c of tic hih price ol the procuct

in tho hone werket.

18,  The :.cuc, wowever, is not o simpic,  The tariff woll uwy Lo wo high

w8 10 be prohibitive, In vitoer voras tuo forci r rocucer vo.ld Lo totally
excluced frou thc home markot. If t.as market 15 ¢ sutf{iciuntly important
vutlet, the torcicn producer miy be inuucce to conuiuer shif'ting the source of
supply to by-psss the tariff barrier, If, hovcver,the cxistence of the tariff
berricr docs rot oreclude the noscibility of copturing: o coertein shore of the
home merket, the forui n precucer would ceririnly ncke . corparison botwoeen the
volume of sulcu as vell oy the ~rofit ner wnit wncer %o zlternativesy onu in
which he would sup ly *ic nome nerket {rom cbrocdy  the other in walch he would
bi an 1nside supplicr, buch & comporice: would not :lways Ve 1n tivour of the
sceona olternstive, Althou-h the 1 vel of wowe: i drice mey be conuiderzbly

Lijher tunzn thet ol the world merk t price there 18 ne rewson to ossume thot

guch 4 pricc ciifurontial ie nut .orc thun o.fect by tne cou. cifferenticl,

In 0w r words tuc cost of .rocuntion in ta. oue mirket mey be so hich wo to
o.foct iny pric. acvanta o, In tiw discuseiun uf {alg subject the inpreision
1s soretimes iven that by s.ifting nls bose of opers tion the forci n producer

wouid combire . he i comestic price with tne low forcign cost,
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19.  There iv purhieps a nced to investigate empirical}y the extent to which tae
wxistenee of wohin tariff wall wes the principed ceterminont of tuc locus of
production, It is cleur, how.ver, thot the decision to invest in o given
merket 1 different in notuee {rom thet of bein, simply « supplicr, The
cuvosonent deeision tokes into rocount e host of frctors including political
rick ina stobitity, In 1h1s kind of csleul: tion, the acvantege of by-passing

tne teriff well would not seen to crrry o grect weighte

Lle  QUIL VITWIIVE 1S ICTL LS Al TIEIR TanIFF IQLIVALENT

20, In weny or the coveloping, counricy trrifi's arc no longer the major
notrusent ol control over e 1low of imports, On cccount of {he chronic
foroign oxchin o snorts o worc dircet weons of contiol are roesorted 10 In
MEny coset lmports of o vice eongo of products are subjict to o gquaniitative

restoietion ol une form or novhor,

21, slthoo o sterted co oon incirument to medintein oxterncl belence, QR's

soor b ocome o mojor for vs rrotoction,  Compsred with tne tariff, QR's

creoaaere offcetive @and rore prodictoble, Unlegs tac lovel of tac toariff is

w0 1,h s tu b wrohibitve, huwme producer: romcin cxposed to {forcign

compe 1 tion. The tirlds coco rot Lok b link between comostic :ne world
worket vl It only mokes the former nl ber then She 1o tter by tie cmount

or ot terifrf, But tue aomoctic crice lovel renedns soncliive to clonges in the
vorld meplnt price, I&, due to imero..ed citicivney, iho world avrk.t nrice

T Alusy sueh o chonge de Lovramloted to the dul smic mirkote  Stetod cifferently,
Foe ter1f e o hundicp thet o1ocos the foreion supplicr ot . dicodvantare, but

ne o ie not thereby oliuin: ted from corp tition,

Tl e Unlile terirfs, QR'e svcll tae cnd of »rice comp.titivenecs, However
~I'fielent the loreism cup wicr moy be or nay bucome, ni1i cxvort pirformance in

Froorket s re=de tormined by the quantitetive : 11otnent. The link between

Pheodoms wtle priec lovel ana the world morket wrice is for =11 =ractical

Turnoscs totelly costroyod,

Sle o Ttas csrwcG, o courie, thot the imnoit quotes constitulc an effcctive
roobroint be troce, This mewns thot ot tac lovel of prices ruling in the
weonstie mirket, forcism suppli.ors would he willing to oifur &+ quantity of
tmporty wideh iv oroater tiin the quote cllotted thom. Accorcingly, quotas
crusirats o cortein awount of trade wolch would othorwisc hove taken plece &t

the exieting 1.vel of prices, The amount ol iructroted trace depends on the

degroe of rostiictuveness of the quote in cucn cueC.
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24, It is pernips not rcolisca ti. t QR's involve in many instonces a considorable
degree of protcction, The coneept of tue tewiff cquivalent of quantiictive
restriction serves to illuotrate {he jpoint, For .ver: guota situstion there is

& certain terifi rate which, h.a it boen cpplicd, would Loy produccd the

Banio volume of imports, Such terifi rot. is lmown s tho inplicit tarinf

rate to distinguish 1t from thy cxolicit rote in i tirils schedule. As
mantiongd in tau precodin g were ropi the volur. of imports uneer R's is 1 s8

than it would otlorwise hwve been, It .ollons it tiuc implicit tarifif rote

in any quota situstion must be i her Linn the cxplicit dagiff 1..tc. Stuted
differcntly, the invisible iracc borricr une.rlyi-,, the quots 1s aisher than

the visible trude b »ricr cwbodied in 1. trriff schodule.

25 The followin | vxemple torves to wrin;, out wor. cleerly tae noturce of the
frade barricr involveo in the quintitetive roectrictions, Supposc thet at a
tariff of 20 per cernt on cotton frorics, tiv etunl volwase 01 ilmports wo.dd
amount ¢o 1,500 units, Assumin,, nurwclly shoped cupply cno wennnd functions,
the country in quuetion cowlu rooklute the oot of 1wmorts simply tinrough
varictions in torif? rate, roising the teriff when ¢ seeller volume of imports
is desired, loworin, it in ti opnosite ¢l se, hccordin ly, it i possible

to conccive of o scrics of teriff ritos cneanst cach of walch the volume of

imports wouid be rocorded, Ti1g 1o shown in the followin:: schedules

No, Hypot.ctical Volume of Imports
Tarilf (%)
1 100 ‘ Zero
2 50 e 1,000
3 40 1,200
4 30 1,300 .
5 20 | 1,500
6 10 1,700
7 2CTro 2,000

In this-schedule sceven situctions wre Giutinguishcu, rnging from a prohibittwe
tariff of 100 pur cent under wiicn thc volwac of imports would w. zcro, to a
froe trade sitution where toriff would be sero znd tac volume of impurts would
bc 2,000 unite. Sturting, [rom siturtion 5 with - tirift of 2C per cent ond
imports of 1,500 units-the joviern. nt iy wish, for srotictive or buluncu=of-—
payments reasons, 10 reduce importu to only 1,000 unitn, hccoruing to our

schedulc, this rcsult could be cc.icved by simply reising tac teriff to 50 per
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cent. But revising the teriff upuard may not be foasible for lcgal, political
or .conomic consiucritionss Accorcaingly, the _overnment oy cecide to leave
the teriff rete et 20 per cont cne impouc o quota o4 1,000 unite, In this
cuse the texriff cquivelent oi tae qaotie or tac implicit trriff rate would be

0 per cuent whicin 18 wvieently hiner tien the oplicit toriff (¢0 per ~ent)e

P

6. Whot t.is cnelrels cmounis to iy th t for every GR thurc is cor.ciptually

P

Ctoraff equivoilnts Tt wowid be of ¢ ruacul.r int.ro.t 11 such cquivelent
.18 Lo rw surcd 1n cetuel cucte situctions. Tac key to thie problem is to
{ound in the GoLcotic-. xternid price rolotive. Given thet tac QR is an

(£ ctive Testraant to trode, 1t follows th:t tac dumend for the non-lib.ralized

sncucts at tie doliverid PTiCUl/iS srecter than tae nornitted supplye Accordingly,

1t romminds o "scorcity voawe™ walen veors no rolotion {4 level of price in
t. world morkite The sitw tronm 16 ~ ricetly percllel Lo tatt ot rouucts
sabjuct 1O ritionings  WAC nsecurcity valu " or tac non=libirelized products

corroespends to tuae "ulnck o rket" orice of retioncd products.

“Te Tac scorcity veluc of the non=liberilized procucts points to the tariff
~quavalent of the quote in forcc, flore preciscly, tac differenee butween
the womustic price na tho sxport pricc i 4 sroportiun of tac latter gives an

cpuroxim. te neasure ol the teriff cquivilont of the cuotie To illustrates

Doiresiic price s wH
Export price = 10
] Ldveloe = 25 = .
Tariff .g.ivelunt 5 =10 100 = 150%
10

In this cxemple 1 the QR slves rise to o domestic price which is two and a

n-1f times tie worla mork.t price, the tariff equivclent would bo 150 per conte

Fdu On the foco of 1t tai: looke like ¢ simple mothod of calculating the
tr1ff equivalonte In weny cioovs 1t will prove {eie1ble no uscful, But it
(¢ as well to roalize some of tihe limitotionse. In the first wvlace, price
iniori..tion 1g¢ one of th. mo:t tifricult to comé by e Owin_ to tho cristonee
7f RwWW rous brinad, prloe oty .ven i4 vvoalavle, my not be comp.rablee

o awportent, however, 1o the foet thot tac price or the non=livcralized
procuct 1o oiten subjoct to overnhoan curitrol, Gives thct tae officield
orice wouwlo Lo Tixed ot 2 lovel winicl 1s lover thin the serroity valuc level,
Lt would by usclels as L meoesure of ta tariff cquivilente In tals casc 1%

¥y . Sortinent to toke ccount 01 fac "block morket" price if anye.

4/ Pricc cel.f. pius import dutiese
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Altornctively, onc mey have to make An cstim te of the volume of demand - whether
satisticd or nut - at tnc governi..ni~oontrolled pricce The applicctions made to
the compctent zuthoriticc would provide ¢ v iwcul. Cluce On the b si2 of such
€8timatc® to,lther with price=cl oticity o dosnd ascwintions, 1t vould be

possiblc to ccleul: te tie torift cquivilent of cu.ntititive regtrictions,

&) Whet cre the diiferent foris of protiction na it ie the nppropriate
scopec of e:ch?

b) What is the rel-tionship Letwion t.riff poiicy and the import substitution
progr:runc?

©) Whnot is ucant by th. “effcetive® triff rot. oane Wit ie its el nificince?
d) 1Is it concuiveble to hive o situction of "roedundont” toraiff protection?

e) To whit cxtent do "t-rift f.oe wries” conLtitute ~ porious roument in
fivour oi torifr sroteetden?

£) Wn-t 1c the difforince. bote en tiriffs nd quintitetive rostrictions with

respect to foreiom co ¢ tition?

: 8) Wh t ic iacant by the t-riff caulv. lent of Q's?  Whot ig tic significance

ane aow to me:eure it?









