Preferential Schemes: a Reappraisal *)

In my paper on New Proposals for The International Finance
of Development (number 59 in the Princeton series of Essays in
International Finance), attention was directed to the lack of progress
in flow of resources to the developing countries in the nineteen-
sixtics and the urgent need for a significant increase in the flow.
It was pointed out that pleas for donations on compassionate grounds
and demands for concessions by the trade-union approach on the
part of the developing countries had been useful in mobilizing
world opinion in the inital stages of a massive effort, but that
these were in themselves insufficient to obtain concessions at the
negotiating table, Indeed, when grave difficulties had been en-
countered in obtaining key concessions from the developed countries,
a new look was called for to deal with the impasse. Proposals were
thus advanced for launching a new initiative for a significant
increase in development finance. It was suggested that the various
channels of development finance should be reappraised to distin-
guish, in particular, what was realistically feasible from what was
likely to be a wild goose chase. It was also suggested that new
fronts of attack which had so far been neglected should be explored.
A new foundation is thus required at the intellectual level, and a
new strategy is called for at the practical level.

The purpose of the present paper is to claborate further the
theme of the previous essay. Attention will be concentrated on
one of the key demands by the developing countries: namely, the
granting of preferential tariffs on manufactures and semi-manufac-

(") It is always diffeult to enumerate the large number of ecomomists and statesmen
who have influenced my thought through their theorfes or actual jntervention in the
course of world events. I wish, however, to record my personal indebtedness to Mesars,
W. Beckerman, A, Brown, I C, Georgiadis, M.G. Mathur, J.L. Mosak, H. Pilvin,
Raul Prebisch, M. Rom, N. Sarkar and Constant Shih for sfmulating discussions on
various aspects of the preference issue, The views expressed are those of the author alone,
and do not necessarily refloct those of the organization with which he is associated.
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tures Dby the developed countries to the devcloping counttics
(hereaftcr ceferred to simply as “ preferential tariffs 7 where conve-
nient). It will be shown that the lack of major progress of this
score may be traced to the intellectual foundation of the prefarcntial
schemes and the way in which the preference issue has been debated
by proponents and opponents alike. If this issue 1s to move from
the debating stage to the negotiating stage, the arguments have to
he reappraised and the schemes have to be redesigned.

|. The Case for Preferences

The Trade Argument

The preference issue has been identified as one of the key
issues in trade and development (1). The argument starts with the
postulate that if the developing countries are to achieve a certain
rate of economic growth, say 5 per cent per annum, as envisaged
in the “Development Decade ” of the ninetecn-sixtics, imports
required will have to grow at a somewhat faster rate. But world
dernand for primary commodities from the developing countries
as a group i unlikely to grow at a satisfactory rate, owing to a
tendency toward increased degree of fabrication in output and a

(1) The preference issue was raised at the March 1963 meeting of Committee 111 of
the General Agteement on Tariffs and Trade (GATT). The Ministerial Meeting two months
later concluded that a working group should be established to study the proposal of preferential
treatment. 'The question was also discussed at the second session of the Preparatory Cem-
mittee of the United Nations Conference on Trade and Pevelopment (UNCTAD), It was a
key question of the Committee on Manufactures at the 1st UNCTAD in 1964 and will again
feature on the agenda of the and UNCTAD in 19068 fn addition, other international
organizations, such as the Organization for Feonomic Co-operation and Development ans
the Buropean Economic Comtnunity, are currently engaged in a study of preferences. Sec
General Agreement on Tariffs and Trade, Measures for the Expansion of Trade of Developing
Countries as a Means of Furthering Their Feonomic Development, tmimeographed document
MIN (63) 7, 22 May 1963, p. 125 Unijted Nations, Undted Nations Conference on Trade and
Development: Report of the Sevond Session, timeographed <document H(3705; ECONF.
46/2C/46, 5 July, 1963; Procecdings of the Unised Nations Conference on Trade and Develop-
ment, Volume I, pp. 3542 and Volume IV (New York, 1964); Preferences: Review of
Discussions, Report by the Secretary-General of the Conference, mimeographed document D/
B/AC.[1{1, 23 March 1965; Preferences: Some Aspects for Further Consideration, mimeo-
graphed docament TD/B/C.2fAC.1[2[Rev. 1, 12 Tuly 1966; Draft Report of the Trade and
Development Board on s Fourth Session: Chapter VII, Report of the Committee on Mant-
factures and Report of the Group on Preferences, mirpeographﬁd documett TD/B/L.g3/Add. 7

20 September 1666.
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notably certain illegal restrictions in the so-called “negative list”
of GATT, affect very largely the exports of the developing countries.

The argument that a preferential scheme is not necessarily in
conflict with multilateralism is more involved. Obviously, pre-
ference, by definition, falls short of complete multilateralism. A
preferential scheme may, however, be more multilateral than the
prevailing situation or may indeed be used to offset existing discri-
mination. It is pointed out that, despite the general postwar trend
towards multilateralism, the structure of trade is still characterized
by compartmentalization. Quite apart from the division between
East and West, a sizeable portion of world trade is in fact being
conducted within preferential groupings. In addition to the long-
established preferential arrangements explicitly allowed by GATT,
such as the Commonwealth preferences and Franc Zone arrange-
ments, recent formations of regional groupings, notably the Huro-
pean Economic Community (EEC) and the European Free Trade
Area (EFTA), have been conspicuous. Many of these new arrange-
ments have tended, in fact, to discritninate against exports from
the developing countries. Furthermore, these arrangements are by
no means limited to full-fledged customs unions or free trade areas,
in the strict seiise of article XXIV of GATT. Many forms of
special arrangements have been made, ranging from loose associa-
tions with the customs unions to specific industry pacts as in the
case of free trade in automobiles between the United States and
Canada. '

Furthermore, it should be realized that many quantitative
restrictions  already mentioned in effect imply some degree of
discrimination against the developing countries. Such discrimina-
tion is explicit in the case of restrictions on imports of textiles
into the developed countries, under ‘the auspices of an interna-
tional organization. Under such circumstances, preference in favour
of the developing countries may be justified as an offset against
the special obstacles to exports of these countries in the existing
trade regime.

While the offsetting argument may justify a net increase in
the degree of discrimination for the world trade regime, any increase
from this source can hardly be expected to sway the overriding
principle of non-discrimination. The most important consideration
here is quantitative. It should be remembered that imports of
manufactures from the developing countries into the developed
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Introduction of a new preferential regime does not, morcover,
necessarily ir'nply a net increase in discrimination.

To the extent that a new regime consolidates or generalizes the
existing fragmented preferential regimes, especially in respect of
trade between the developed and the developing countries, mult-
lateralism is being promoted rather than being tetarded, and the
degree of discrimination in the system of international trade as a
whole is diminished.

Evidently, the net outcome would depend on the particular
preferential scheme as well as the criteria for measuring the degree
of discrimination. It is not difficult to see that a scheme which
accords preference to all developing countries may be as consistent
with the most-favoured-nation principle as the existing regime or

even more so, as a generalized preferential arrangement may very

well climinate the discrimination against non-Commonwealth de-
veloping countries in the developed Commonwealth markets, and
dimilarly the discrimination against the ones not associated with the
EEC in the European Common Market. These considerations may
be sufficiently important to offset the new departure from the most-

favoured-nation P‘rin-ciplc introduced in markets such as the United
States, :

It will be recognized that the main line of argument in favour
of preference has benefited from the wide acceptance, even among
free traders, of the need for protection of infant industries and from
the development of the theory of the “second-best” in connection
with general rules for world trade. At the same time, the dual
emphasis placed on the infant industry argument and multilateral
rules for world trade, especially the most-favoured-nation principle,

has exercised a divisive influence on the development of preferential
schemes,

Divergen: Implications of the Trade Argument

While the arguments for preference have stimulated lively
international discussions, little practical result has as yet been
achieved. The basic difficulty stemns from the divergent implica-
tions of the main arguments in favour of or in defence of preference.

Although the main arguments for preference have often been
used together, when the emphasis is placed on the infant industry
argument, a selective scheme becornes the logical solution; and when
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the focus is
insisted on.
The scheme favoured by most of the developing countries is
an extremely gencral one.  Preferential tariffs are to be grantcd
by all developed countrics to @il developing countries. This reflects

a gencral disapproval of the cxisting prefcrcntial schemes granted

by certain developed countries 0 specially favoured developing
It also reflects the

countries reminiscent of prc—indepcndcncc days.
fear on the part of some developing countries of being left out of
the picture and thus becoming © orphans” in the prefercntial

scheme. Perhaps even mote important is the desire to do as little

violence as possible to the accepted princlplcs of multilateral trade.

Fyents in recent years have amply demonstrated the difficulties
in putting such a grandiosc scheme into practicc. In the first place,
to the defenders of the multilateral principle, substitution of the
preference principle for the most-favoured-nation principle, cven

when limited to trade relations between the devclopcd and the

developing countries, is considered incongrucnt with the accepted

ideology. But the most damaging blow comces from those countries
which have no difficuity in swallowing preference in principle, as
it is in fact widely practiced by them in many areas of activity.
To these countries a genesal preferential scheme granted by all
developed countries to all developing countries is out of the question.,
It is agreed that every case should be examined on its own merits
selectively. That means that individual developed countries should
grant preference only as a result of specific negotiations, not only
that different developed countries may take separate action on this
score, but that different developing countries should be treated

differently, since somc countries and sore industries need preference

more than others.

'This position has its roots in the existing prcferential arrange-
ments, which have been negotiated on a selective basis. There is
considerable reluctance to upset laboriously ncgotiatc-d schemes for
something entirely alien. But the intellectual basis of the selective
approach may be traced to the infant industry argument.

For the Jogical extension of the infant industry argument is that
many industries in the developing countries are in their infancy.
At the same time, it must also be admitted that some have reached
adolescent stages or even 2dulthood. The latter industries may be
fully competitive :n world markets, not always hecause they may

on multilateralism in trade, a general scheme is

Preferential Schemes: a Reappraisal
8z
have b : :
Predseleenbcis:abhshﬁd for a number of years, but in some cases
who bcyneﬁt hﬁic ftr €y Iﬁlay enjoy the advantages of latecomers
with obsolete my h_om the fruits of new technology, unencumbered
reason to accor ;C {n.fery and equipment. Consequently, there is no
A cord pre €1.'€Ilt1211 treatment to any industry which h
meﬁt is gftlct; 1111fancy, in relative terms, Curiously, the same ar o
tial scheme W;ﬁo SUbSCI_lb.ed to by advocates of the general prefcr%ﬁ:
Gime. it has aISOUt realizing the latent contradictions, At the same
dcveioping Couimgel':at aPPCfil tg the less industrialized group of
as a justificati i :
among these countries. ] tion for  differential - treatment
The main di : |
form b o ;:lnﬂdﬁﬁcult}r with the selective approach in its extreme
Morcover. Ji re multilateral principle may be largely abrogated
trics for e iterally thOllSandf: of negotiations between pairs of%:osn‘
consumin ur;::éous dFommOd‘ItY groups are not only extremely time-
related wigth'th tedions but, as each negotiation is evidently inter-
o e rest, it is also extremely difficult to form a rational
consultaﬁoinérmjrrangfimem in an isolated case without effccti\?c
. : co-ordination with the . -
ties of dffecti e 1t rest. The practical difficul-
iﬁdustrifci?lxpgg—ogdltnator}] will be multiplied ifpthe selcctiicff
. sed to be based on the princi . 11
optimum allocation of world production principle of viability and
The h i ”» '
prcferenﬁalariilmg of the positions of proponents of the gcncral
D emo on. the (;Ei on t?-e one hand and those of the sclective
constitutes in itself i ;
for the . ? a major difficulty, espec
countrie:ioptgm i)f the general scheme. For, so long az,impo(;l:allz
e ;’Cre rm yl opposed to .t}‘lf: general scheme, external pllj‘cssu?c‘
R versa of the Pposition is likely to be incffective, since
o E crgatlonal pbl1gat1on which would require an C::)unt
cougn trieﬁ)rg erentllfal treatment to any particular country ory rou ryf
accepted ’ c%’;l; lintt}'lc .gerée:l;ll desirability of aid and preffremi (;S |
. rinsic difficult f fd .
for a _ . y of gaining unanimous su
el general pr.eferent_l,al scheme means that generality in all pport
s beyond practical reach. y in all aspects
‘Faced with i . '
dragged on v:rith:)}ift l;asé\:nj ety acmarional discussions have
. . e of direction. Th
180, , ; - L€ pros a
5 lj:;:;gﬂconiderauons have been repeated over Pand‘ gx(rlermns 'Of
o Sclectiz: there are advantages and disadvantages in an ;glzmi
Iﬁay b ; I?Pgroach; .th.cre are various criteria by whichycoguntrl;
sidered eligible for preferential treatment; there ar:




e e
T Srmn i

82 Banca Nazionale del Lavoro

arguments and counter-arguments as to why certain commodities
should be included in the scheme; there are considerations which
favour or work against a temporary arrangement, of one of per-
manent duration; there are rcasons for limited or unlimited quan-
tities; there are arguments for high or low margins of preference.
While such dialogue obviously has its place in the initial stages of
debate, it is likely to become more and more arid and sterile since
it can hardly be expected to yield a definitive conclusion.

The Aid Argument

A first step roward resolving the basic conflict between the
divergent schemes is to shift the intellectual foundations from trade
considerations to aid considerations (3). That preference may be
used as an instrument of aid is readily recognized by all concerned.

From the point of view of aid, tariff preference may’be a morc
convenient vehicle than a straightforward resources transfer through
budget appropriation. In the first place, it has the merit of builtin
continuity. Once the system is accepted, it does not have to be
reconsidercd every year. At the same time, it is sufficiently flexible
so that changes may be made when deemed desirable or necessary.
In the second place, at least part of the real cost of preference is
passed on to other developed countries because the primary aim is
to give a competitive advantage to exports from the developing
countries as contrasted with those from the developed countries, To

the extent that prcfercntial tariffs divert procurement from low-cost

to high-cost producers, there is a real cost to the country granting
the preference, borne largely by consumers. This is, however, not
likely to be quantitatively important owing to the limited capacity
of the developing countries to export manufactures even with the
aid of preference. Moreover, as s well-known, the trade diversion
effect is partly, or more than, offset by the trade expansion effect,
since preference implics a partial liberalization of trade and a shift
from submarginal domestic production to imports.

In any case, any real cost in terms of misallocation of world
cesources must be assessed by comparison with direct aid. In the
context of aid, few people will maintain that a transfer of resources

—

(3) Cf. H. G, Josinson, « Trade Preferences and Deve-loping Countries *, Lioyds Bank

Rewiew, April, 1966, No. 3o, pp. 1-18.
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Nor can prefcrcn:tial tariffs avoid entirely the issue that certain
industries in a number of developing countries have evidently passed
the stage of infancy, as already noted, a fact which is further
complicated by disparity among the developing countries.

The acceptance of the aid argument for preference is thus only
a first step toward 2 more flexible approach than the extreme posi-
tions often advocated. - At the same time, a fAexible approach is
basically indeterminate.

It is not difficult to sce that an almost infinite number of
intermediate positions are possible between the eéxtremes of the
general rule and the sclective rule, Nor is it difficult to visualize
compromise sofutions that have their own difficultics. In order to
point a way toward a practical design for a preferential scheme,
it is necessary to NArfow the area of alternative choices within which
meaningful negotiation is possible. In doing so, various important
policy considerations — commercial as well as industrial — must not
be ignored but must be taken into account and appropriately

weighed. ‘

What has not been sufficiently apprcciate-d from the implications
of the aid argument is that the decision on aid-giving rests primarily
with the donors. This is especially pertinent if the granting of
preferc-ntial tariffs is to be made unilaterally without requiring
reciprocal concessions of commitments by the developing countries.
Tt follows that domestic considerations in the developed countries
cannot be brushed aside. Since these considerations arc by no means
uniform in all developed countries, it is unrealistic to aim at a
uniform arrangement acceptable to all these countries. The condi-
fion that all developed countries must participate should therefore
be relaxed. In addition, the condition that there should be a single
world preferential scheme should also be relaxed. Evidently, 2
preferential scheme which is applicable to developed market eco-
nomies may not be pertinent to centrally planned economies. At
the same time, not all developed market economies are likely to
agree on an identical scheme. A further consideration, which is
also consistent with the aid principle, is that a particular instrument

of aid does not have to play a major role in the total aid picture.

\ Tn fact, it is often good tactics to look into all possible instruments,

including those whose impact may not be large. But when all the

instruments are a
than any single major instrument can hope to reach.

dded togethet, the cumulative effect may be mote
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5
Viewed in this light, the

ot . ht, the current debate on the

cial issuinl‘:flst (l)lfl spgiﬁcrenlt}al. tariffs (4), is not central to thcdffzg:ref

that orcferentia ¢ 5{7{ a limited r;lcvance to it. Even if the argument

ey preerential as‘l s are not likely to make a major contribution-

oy agginsgt O;:Etrlcs is accepted, it should not in itself be an

s 50t It)cd cr..cnc}:le. By the same token, if the opposité
reduce the Willinglx)less’oétthcasdeiiréldougle—t:dged el o
or n;cssitate the introduction of grlzlcascfl?:ggglesmt:ags;t preference

ore i i :

the prec afects of pelorensl oaitts e Camiation of
A Do ariffs — which can hardly be
N acti0n-usm: may b@ used as a delaying tactic ag}:;inst

It is tr i renti i

s CI:;n tl;zttél if fprefemntlal tariffs are totally ineffective, or
ot Ths e tjl,f ree trade to start with, there is no basis for
proorence. The dis nction, for'ccqu)t made in recent literature, be-
heloe o o 4 Cc;s and cffective tarlﬂ's.— based on valuc—adde’d —
ot o 4 II1r1r111]r101“1 downward bias in rating the cﬁcacy of
protorance. For cxam Pl c,l a seemingly low structure of tariffs may in
fact conts rc-]at}; tariﬂu clement of protectionism. At the same time
o, el st e b o the only e of
o e €2 , s on many items of intere
i i;pl;%acozstrﬁs tend to be much hig}fcr than the avcﬁigf
nac downwardgéasgaFon -10f tariff rates in the analysis thus results
roferontal it b 1(11r1 lermore, attempts to assess the impact of
prescrential tariffs af;el on historical relationships also tend to
pnderstate_the a{ it}clnzla , smlce the past igc&ectivcness may have
pect Jssociated With 2 rr:zelry ow degree _off industrialization as well
e e pfen‘lentary conditions to take advantage of
prefererce. Thus, th :: of t-cited case of ineffectiveness of the pre-
derelomment fg me s for French territories in stimulating the

of industries in them, may be less applicable gtoday

See G .

uayds(?gm kc R:::)::n i;:imim;sg?, ;IWouJGcl Tariff Preferences Help Economic Develoémcntp ”
e s ! 5, No. 76, pp. 18-30; Discrimination i i ,
o Ta;; f;cys tﬁ:::jr ;2;’{;9565, (funceton, 19663, pp. 323-384@1:“2” ITH:::;M?‘;‘TI ;’;ﬂdf:
e wi ecial Reference t "and D o rrade and

Developmsens, oo pecial Re e to World Trade, and Devel »
gy 3 Tar?:fut];;; I:lenvt:l"sttzm'f_- de.s Hautes Etudes Intr.rnatiov;a?fsm en(';c, e o
Feonomy, Decnbes 6e\:tu:rn in Industrial Countries: An Evaluation * ;ou(f‘na?eva’ 196'5);
Enatn) R Pmrtgc ;ji;npp.f 5(713\;59‘1“;;' Basevi, “ The U.S. Tariff St’rucmre' F?Itii:{tmm;
o Shs of of U.8, Industries and Industrial Labor iew i
ot o i or ¥, Review of Ecomomics

o Eﬁe, | ] 47-100; W. M, Cornen, *The Struc ‘ari
ctive Protective Rate ®, Journal of Political Ecanom;uclts:;i 01;'62 i
) » PP 221-237.
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and in future than in the past when the stage of development was
at a very low level and protection of domestic industries was lacking.

This brings us to the difficult problem of evaluating the effect-
iveness of preferential tariffs, namely, the ability of manufacturers
in the developing countries  to  take’ advantage of them. This
relationship is not only a function of the basic ecopomic structures,
but also strongly influenced by domestic policy measures. The
effective margin of preference has to be compared with the cffective
rates of protection and competitiveness of domestic industries in the
developing countries, in the context of high tariffs, substantial
subsidies, as well as unrealistic exchange rates under infationary
conditions. A general assessment of the effect of preference scrves,
therefore, no more than an illustrative purpose (5); and a detailed
assessment of the impact on each particular industry and country,
while unassailable as intellectual exercises, can hardly be expected
to yield timely and meaningful results for international decision-

making.

. Toward a Reconciliation of the General and Selective Schemes

Signs of Convergence

As a matter of practical policy, the crucial question is whether
4 direction for concrete action can be found, The answer lies in a
reconciliation of the general and selective schemes. :
There are already some indications that the general and selective
schemes tend to converge if approachcd realistically. Thus, if

() A number of estimates have been made to give an indication of the orders of
magnitude involved under various assumptions. As 2 first approximation, if the average
tariff on manufactures imported from the developing couatries is 13 per cent, a 50 per, cent
linear reduction of tariffs on ahout §e billion of such imports would suggest a saving of
about $150 million of duty payments by the devefoping countries. The effect of 2 preferential
watiff reduction on foreign excharige teceipts is, however, not the same as a tariff refund.
A tariff refund can yield a higher total receipt for the developing countries than an equal
tariff reduction when demand is inelastics on the other hand it is entirely ineffctive when
the level of protection is prohibitive, A preferential tariff reduction affects exports of the
developing countries not solely through the demand effect, but, more importantly, through

the substitution effect by replacing some of the supplies from the developed countries.
Varying assumptions of demand and supply elasticities have yielded an increase in export
proceeds of the developing countries by &1 billion o $g billion as 2 result of a go per cent
linear preferential ariff reduction on manufactures. These estimates exhibit, however, a high
degree of sensitivity to the particular models and assumptions used. :
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safeguards against market disruption i ?

sateguards . rk sruption i the developed countri
o e i ct;;ct:iiléi:;d £?mthm tlhe framework of a genergl prcf?;r]g;l;:j
cviondly mecr '?[)‘jl . npz.u‘h_c:ula‘r commodities and countries are
Poviously neccsss nir(.mt allo is inevitable, because the process of tariff
by indneny oo ways been the §ubject of detailed industry-
b i haon. Tl.le dran}atlc move toward an across-
Ll sC not, in practice, freed the Kennedy round
pegotitions rom @ So?modny—by-con.lmodity scrutiny., At the
countries granting prcfe;legg:ﬁgef (;1?: Srtrilc intﬁ;’lﬁsm e oty e

ytri - : nean i 'y in
particular developing country that has succecdzda:na;Zs;;(;u:Eg slt];ga
c

of infancy should b :
. ould be automatically e
practical solution lies hetween the yext:g;ls:d from preference. A

A significant step toward conve '

. : rgence of the selective an

ngf ercntfjl};i; ;E] £agt 1?21 Tt%ken byl the acceptance of the A‘-}Jiﬁ?ﬁ;ﬂ
Bovernment aiod ZO (:} o [t will be recalled that the Australian
gy et applied to C T fo}' a waiver for granting prefcrcﬁtial
e e £6 ngiountr'les in 1964 (6). The waiver was
3 that it was mitiated, ot by A1 the denclaned conmur oS
single developed country. Indeed, f o iy peinte i iout by 2
o _ y. Indeed, from many points i
ma?esgﬁgrgs (():E) ég.iuszahzanpn ot the stru-ctsilrféoof tr;)-chewze\v:rJ;t::fiI;
dcvelopin'g countril cred as a borderline country. As far as the
dreonne Whileﬁs ?}ic conccrnefif the scheme extends to virtually
O ctbom. Whil seﬁi‘ commodities concerned involve some sikty
aoufactured and ¢ i-manufactured products, total irnports‘ of
e selected ftem 6rom all sources into Australia in 1963-1964
rorounted for o iyn , 5[5]1‘ cent of imports of all food and manufac-
et o o le 2, Man.y items, including those largely
e o, dencl p(;{ng countries which enjoy Commonwealth
piclere sel,ected ox rrll.l i from the preferential list. Thus, imports
s thans S callon sa n;oznonzﬁ(tzufc:jveloping countries amounted to -
total imports of the samc items ffon? :ﬁl?sguf’ii{;tmn, ? et cent, of

Moreover, i

, in order to safeguard inst inj .

b H a l

ducers, the margin of 'prcfcrciu ey domestic pro-

broducts. s o ce is not uniform but varies with
ging out 74 per cent as compared with the most

(6) General Agreeme . ‘
Countries: nt on Tariffs and Trade, Twriff P
Regquest for Waiver by Australia, mimcographedﬁdo:g;zxntwi/I::z Lcu]"deyclaped
s 4 June 1965.
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TasLe 2

AUSTRALIA: VALUE OF IMPORTS: TOTAL AND PREFERENTIAL TTEMS
(Thousands of dollars, f.0.b., and percentage)

Hnports of items

Imports of iterns , .
Total mcluded in the inchided in the
L ; preferential scheme
imports preferential scheme trom developin
from all sources ioping
countries
Item T Ve L
. As & As a
perccntagc P“F"*“_t‘*g“
Amount Amount £ total Amount | of imports
iom otts from all
ampors sources
e —— O —
Food . « » + « = + + 102,618 . 835 0.3 9 1.1
Chemicals e e e 251,537 1,102 0.5 29 2.5
Manufactured goods clas-
sified by material . . . 580,844 75,204 12.9 1,751 2.3
Machinety . . . .- o - 928,323 38,154 4.1 38 0.1
Miscellancous manufactur- :
ed articles . . . . - 199,872 6,959 3.5 1,013 14.6
Total o . . | 2,063,104 122,314 5.9 2,840 2.3

Source: Detived from data from General Agre.cme'nt on Tariffs and Trade and United

Nations, Yearbook of [nternational Trade, 1064 (New York, 1966).

Note: Items correspond to International Standard Trade Classification (SITC): Food (0}
{(which is not usually included in mamufactures, but inasmuch as certain processed food
items are inclnded in the Australian scheme, it is listed here for the sake of comparison);
Chemicals (5); Manufactured goods classified by material (6); Machinery (7); and Miscetlancous
manufactured articles (8). Total imports refer to average of 1963-1964. Other imports refer
to fiscal 1963/1954. The preferential scheme took effect in 1966. Trems included in the
preferential scheme classified by SITC, are: Food: chewing gum, sugar confectionery (exclud-

ing <hocolate); Chemicals: wattle bark extract, soap (toilet, fancy or medicated), soap (other);
Manufactured goods, classified by material: calf leather, other leather (less imitations and
Portland cement; housc-

parings) and other leather manufactures; rubber thread (valcanized);
hotd utensils of wood, floats for fishing nets; machine made paper and paperboard, newsprifit;
silk yarns, cotton, linen, or ramie fabrics of huckaback or honeycomb weave, other woven

fabrics of jute, hemp or other vegetable fibres, ropes, twines of coir, sisal and New Zealand
hemp, other ropes {twines, etc.), fishing and rabbit nets, tents and sails, other textile articles,
cotton, carpets and rugs

cotton shoe and corset laces, hand-made carpets, floor coverings of

of wool, other carpets and coir matting; butter knives, cruet sets, shakers, etc, of cut glass,
othee -articles of cut glass, bottles, decanters, jars, tubes, etc. of glass, stationery (glassware},
other glassware; cooks’ and butchers' lknives and hlades, other kitchen or kitchen knives and
blades, pocket knives and blades, razors and razor blades, scissors and plades; Machinery:
machine tools for working metals and merallic carbide (specified machines, etc.), household
washing machines, washing and dry-cleaning machines (commercial), gasket and similar
joints, botthing machines, bagging machines, plastic processing tmachines, domestic sewing
tmachine heads, wood-working Tnachines and appliances (specified types), other wood-working
nachines and appliances {protected range and non-protected range}, electric fans, office or
household), military, hand and archestral musical instrutnents, musical instruments of the lute
class (including strings) and other musical instruments; Miscellansous manufactured articles:
travel and other goods of leather, wooden chairs, chairs and loungers of wicker bamboo and
cane, {with or without legs), other furniture, cricket bats and balls, and other spotting goods.

In addition, numercus handmade traditional products of cottage industeies of * less-
The preeise value of such

developed ” countries are granted free entry without quota Hmii,
imports is not known. '
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favoured-nation rate, and about 36
‘ . . : per cent as compared wi

Eirr;:é?ln;:r;rs:llt? g)é%feéentml tariff. In addition, ta-rifquuota?lilc ts}z
LOr cach tem PI‘ i :‘Ot, fxcelpt for traditional handicrafts, which are
ithou aboué - timé v}zll ue of these quotas amounts to $30 mil-
pon - about fen ti es the value of. these imports into Australia

oping countries. Yet, in terms of local production,

while data are incomplete and’ : ]
conly a very small frafn’:tiona(tab?cog)s,t rictly comparable, it is evidently

AUSTRALIA: | A o
IA: ANNUAI PREFERENTIAL QUQTAS FOR DEVELOPING COUNTRIEi
Amount s e As
re ‘ percentage croents, 2
Item (Thousands | of imports gf icmpoft‘: percentage
of dellars) from all | from develop- of loca!
sources ing countries production
Food . . . . . ' ' '
Chemicals . ‘ . . '267 8 g I
Manuofactured goods clas- w ¥ v ’
Msﬁ}iled by material | ., . 22,213 30 6
; 1,2
achinety . . e 3,672 10 g :
M:scz[:ellar}eous manufactur- ' 7 °
ed articles . 3,027 43 299
. 4
Total .
al . 29,644 24 o4 | 6

Source: Derived from data fr
Notice: tirce: _data from the Government of Australia, Cusl - i
Nations Yetzrbf:z?k"‘f 12 APnlg 1966, General Agreement on Tariﬁas“:l’n[ ‘;{Emgl o Ui
, - of International Trade, 1964, (New York, 1966) @ Arade and Tatied
, .

o] ed ex
H pl s, t Es ‘
Note: For ¢ tail anatlo: see ab & 2. timates of 10\:&1 ptcducuﬂﬂ are based on

The Path Indicated by the Australian Scheme

schegzsﬁlr?: iltz nltlmlt.e-d‘qﬁantltatlve importance of the Australian
o nc:.v prgctital prlncéllp s haVCchen established by it. It points
by a single devclpmile ure by which preference may be introduced
developed country Ot};e agﬁ:: notrny t}?;ltlsm;t W?{aiﬁ'ng f%r ey ot
rest of the developed countries ac ame. It is sufficient that the
‘o : cquiesce. This removes the mos
Whl?cfltiiclzzi ﬁ?zzazllti:,tgn _fiontrast with a general preferential schemct.j
The examolo shou e developed countries to participate and agree

ple should, therefore, pave the way for other ‘dcvelopc-ci
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That such a scheme can amply take into account the domestic
needs of the developed countries granting preference is evident. In
the first place, items which require special protection need not be
included in the preferential scheme. Secondly, specific tariff quotas
can limit the amount of prefercntial entry. In this connection, it
should be made clear that there is a fundamental difference between
a tariff quota and a quantitative restriction as such. A tariff quota
does not in any way imply q'uantitative restrictions on imports; it
only limits the amount eligible for favourable treatment. Beyond
this limit, imports are still permitted at the general tariff rate.
The introduction of tariff quotas would not, therefore, lead to a
retrogression into quantitative_restrictions, as is sometimes feared.

The individual action by the developed countries need, moreover,
not be as fragmented as a simple counting of mathematical possi-
bilities may indicate. For the really important markets for exports
of manufactures from the developing countries are the United
States, the European Ecopomic Community, and the United King-
dom. These markets account for about four-fifths of all such
exiports (table 1). The fundamental trade policies of these giants,
especially in their relation with one another, are not determined by
preference to developing countries. On the contrary, any prp‘ferential
scheme must take into account these policies. If trade moves toward
Atlantic unity, preferential schemes of these countries may be readily
harmonized; if separate ways arc pursued, it is not likely that a
uniform approach will emerge for preferential treatment of the

developing countries.

The Position of the Pivotal Giants

Although it is not the purpose of the present paper to asscss the
existing or prospective policies of the pivotal giants, an understand-
ine of the considerations that these countries are concerned with i
essential (7).

As far as the United Kingdom is concerned, the main
consideration is what to do with existing preferential arrangements.
Although Commonyealth preference has been considerably weaken-
ed in recent years through automatic reduction of the prcfcrential

see United Nations, Report of the Special

{7) For a statement of the official positions,
d document TDfBfC.2f5/Add. 1, 8 June

Commiriee on Preferences, Annexes, mimeographe

1965.
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f;gé’f;;noréfs]:ecsﬁc duties under creeping inflation, throﬁgh diver-
e % l;';lo ed- as. well as other preferential arrangements such
s 'includé Otheradzi:lilg .orf the Co%nmonwcalgh preferential system
to incluce othr d fc oping countries would imply further erosion
e g preference. The granting of preferences to the

veloping countries as a whole by the United Kingdom is th ’
contingent on appropriate recommendation for the Commonweal?}i

g

SOlut?;l:;soglleut1101:i ~may be t:rll)inimifzcd by adopting the Australian
xcluding a number of items of ial i
nation of exclud . ‘ special interest to the
ountries, at least in the transiti
: 1 . sitional stage before
appropriate compensatory measures can be introduced 5

éntir'Iihc position of the European Economic Community is not
tirely uniform. The momentum of mavement of the Communi
Eomt.s §trongly in the direction of preferential treatme;t throulgtlz
bisotilcuillt;on. dNot _only hf;tvc the. former African territories been
ght under this special relation, but there is also increasin
tenden.cy to include other developing countries. This a r;:)a h 5
Rmr; in line }vith the selective scheme than the generﬁp sch(-:crncleS
A; f;rcl.samc time, it can be made‘ sufficiently congruent with thc
\ustralian type of scheme, though it may cover a somewhat smaller
list O'If‘hdcvelc.)pmg countries and introduce larger count‘ry variationcs
on ri;h?tg?d; of the fUmted. S.tates s "crucial, not only in its
Qv 1ight b lso as a factor in influencing the policies of other
& .cnope countries. 'I,;kc other developed countries, it would seem
Preflercelilrccng o-rg;cs}t difficulty in adopting the Australian type of
preferenc n the point of_ view of domestic considerations, since '
@ C‘{g.uar s against possible disruption of markets for selected com-
m.: 1?2 lfgrouplsi (E)an casily be introduced. Cotton textiles, for instance,
m ly ‘ ¥ (;ve e excluded and g(?vcrned by separate arrangements,
o 11113, already t%xe case, T}}e stumbling block to a preferential scheme
natiiﬁlsp ;Iirllliaimln:ss T?}kl)out its apparent conflict Yvith the most-favoured-
patien attitu% e.is : ;i;g? however, some indications that a more
UnitcAdP;rtta ir:mueﬁceptlﬁns which. directly involve the interest of the
i Canada’ jucl: as E{ ¢ arrangement for automobiles in free trade
with Canada, ines an. rcgulatlons with respect to the developing
countries - in many cases been flexibly interpreted. This is the
with regional arrangements among the developing countries;
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it is also the casc with the granting of waivers to preferential arran-
gements in favour of certain developing countries by former metro-
olitan powers, and most obviously with the Australian case in
GATT. Furthermore, there is a strong feeling that if some develop-
ing countrics, such as the Commonwealth countries and associated
states of EEC, are in fact enjoying a preference which leaves
out many developing countries, notably in Latin America, the
United States would be impelled to adopt some measures to redress
such inequity. Indeed, a positive attitude by the United States
toward preference could be instrumental in reducing the degree of
discrimination among the developing countries. For the United
States, with its preponderant importance in the world market, can
‘nduce the other countries to adopt a more multilateral scheme than
otherwise might be the case. This might take the form, for example,
of a conditional grant of preference to the Commonwealth, and the
EEC associated countries, provided that the preferences of the latter
are also generalized to include more developing countries. This
proviso of conditional grants would give a strong incentive for the
other developed countries to broaden their seope of preferences -and
give compensation for the loss of relative position to countries
presently enjoying preference. At the ‘same time, the possibiliy
should not be ruled out that for political, cultural and other reasons,
certain groups of countries prefer to have special arrangements
among themselves. In such a case, the United States still has a
choice between treating all developing countries uniformly or con-
centrating on those left out of the existing preferential schemes.
Whatever the decision, there will be more than a single world
prcfercntial system, though lack of universality is not a result of
United States policy but on account of inadequate support for it.

Further Considerations and Measures

The question remains as to how the interests of third countries
may be protected. So far as the devcloped countries are concerned,
the limiting of the preferential items to eXports of interest to the
developing countries and the exclusion of such items as textiles
would minimize the possible scope of injury. In any case, the value
of trade affected by such a prcfcrential scheme is likely to be less
than 5 per cent of the trade in manufactures and even less in
relation to total trade (table 1). So long as the cffect of preferences
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on thcr developed countries is marginal in importance, the real
cost. énvolw':d' may be.rcadﬂy absorbed as a part of aid, Where
significant injury is evident, the technique of waiver, as illustrated

by the Australian c i
_ ase, does permit recourse to proced ‘
ameliorating hardships. d ures. for

‘As far as the developing countries are concerned, in addition
to the procedure under GATT waiver, more concrt’:tc forms of
compensatory payments might be worked out in connection with
disbursement of gi-d. This is, in fact, the technique used by the
EEC when existing preferential arrangements are being di{utcd
International mechanisms for compensatory payments similar t .
but broader than, the EEC arrangements may be set up in the forlgi
of an “International Trade Adjustment Fund ” to compensate for
a demonstrable loss of advantages or proven injuries, On the whole
it must be remembered that most of the dévcloping'countrics woul(i
undoubtedly stand to gain, the more so as the scheme is adopted
by, and extended to, more countries. ’ 7 d

A major instrument by which the interests of third countries
may be protected as well as the interests of relatively weak countries
enjoying preference is the setting of tariff quotas by country, on which
the Australian scheme is silent. In fact, the global tZ;iﬂ' uct
for all developing countries in the Australian model ma ro(\lfeota
be too small. In such a case, a first-come-first-served princ);pll)c is noc';
always‘ the best procedure of allocation. Some other criteria of
allocation may be considered. A number of suggestions made thus
far would not, however, appear to be appropriate. One. criterion
would be t.hc state of a particular industry in a particular countr
This criterion could be made operational by such rules of thurr?l;
as the da}te of establishment of the industry or its export record
Preferential treatment would be accorded exclusively to ncwcomer-s.
Such a criterion has obviously its origin in the infant indust ,
argument and borders on a selective approach. It is, to a limitg
extent, also applied in the Awustralian model by tl’lt‘j exclusion of
certain dcx.rcloping countries (e.g. Hong Kong) for particular products -
(e.g. certain furnitures). An alternative suggestion is that the tariff
quotas might be distributed according  to some general criteria
such as .population, or the inverse of per capita national incomé
— criteria which reflect the size of the economy and the stage of
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The above procedures would imply significant deviations from
the existing structure of trade because the distribution by origin of
manufactares exports from the developing countries to the developed
countries is extremely uneven. In the aggregate, six developing
countries have accounted for about three-quarters of such exports.
The degree of concentration is frequently more for the markets of
individual countries and increases progressively as the individual
commodities are disaggregated. This serves to illustrate that, even
when the aid principle is accepted, a choice still has to be made as
¢o whether a preferential scheme lcans toward the infant industry
~argument or the avoidance of trade disruption,

I'he omission of country specification for tarifl quotas in the
Australian model implies that empbasis is placed on competition
among the developing countries rather than special protection for
the less industiialized among them. Had a country specification
based on criteria drastically different from the existing trade pattern
been adopted, it would have implied that few countries would
actually be able to benefit from the scheme. Indeed, in that case
those developing countries which have been leading exporters of
manufactures would probably suffer a net disadvantage. On the
other hand, in order to meet a frequent complaint of the less
industrialized developing countries, as well as to forestall a chaotic
scramble for a global tdriff quota, individual maxima, based largely
on the cxisting pattern of imports but adjusted to ensure that those
countries with no export experience or small exports would have a
share, might be introduced (8).

While the above considerations are far from a blueprint of a
world preferential scheme, nor are they exhaustive, they should
provide a basis for. national and international action. Instead of
debating the pros and cons of the extreme positions and the infinite

(8y This purpose might be achleved by allocating a basic quota and a trade related
quota for each country. The former may be an absolute amount and the latter related to the
past record of trade. 1o illustrate, the -share of tariff quotas for cach developing country

may bei(z_-%rl?)_’ where s denotes the share of that country in the total ioports of the
st
commadity of the developed country in question, j is a constant. It will be noted that the

smaller the value of §, the closer is the allocation to the existing patiern of trade and as
the value of j increases, the solution approaches a flat rate for all developing countries.
Inasmuch as many countries would not in fact be able make use of the quotas, the
aggregate value of individual quotas may be considerably larger than the target for a global

quota,
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varie inati i .

mtcrtyi I(I)[f combm?tlons of various elements that may conceivably
: 0o a preferential scheme

; - each developed i
enter : . ped nation could
cons j;i: a lscheme‘ of . the Australian variety and bring it to the
lonal organizations for confrontation and harmonization

lll. Beyond Tariff Preference

Th ; i
o Icl:ti alpprogfcfh suggested above is, moreover, not limited to
Eﬂ'orts fo; ait(zilri1 sd a;)lone. bIndccd, if, to start with, international
s ad been obsessed with an ideal scl
sharing and optimum distributi s e O burden
: s istribution amon i i
;! | ution among countries and projects
Nofogﬁgulfgt tﬁavﬁ bcen. surplf'l-smg if little had been accom%lighed,
¢ extension of the principle of ai imi .
0 ‘ ¢ ! _principie of aid be limited to
fo fﬁielztéile 12;11?;. A bx‘-oad. ap%hcatmn of preferential treatment
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the granting of waiver to the Australian application for preferential
treatment of developing countries has established an important
principle.

At the same time, the implication of the granting of waiver- is
that preference is an exception rather than the rule. The exception
is admissible so long as the tail does not wag the dog. By the
same token, it should not be expected that preferential tariffs should
solve the major difficulties of exports of manufactures from the
developing countries. Nor should it be expected that the incidence
of benefit should be equal among all developing countries. But
if preferential tariffs are neither adequate not entirely equitable,
they can and should be supplemented by many other instruments
of preference, by direct aid for industrial development as well as

reorientation of domestic policies in the developing countries, such
as realignment of foreign exchange rates and provision of export

incentives.

{V. Summary and Conclusion

Tariff preference in favour of the developing countries has becn
identified as a key issue in recent international discussions. The
coferential scheme favoured by most of the developing countries

is a global one to be granted by all developed countries to all .

‘developing countries on all manufactures and semi-manufactures,
This is least inconsistent with the most-favoured-nation principle.
At the same time, the casc for preference is conceived as an exten-
sion of the infant industry argument, which implies an industry-
by-industry and country-by-country approach. The basic conflict
between these two approaches has resulted in lack of progress in
practical implementation of the preference proposal. Indeed, inter-
national discussions have hardly moved into a negotiating stage but
have mainly been confined to a discourse on principles and the
ros and cons of various considerations. Thesc discussions have
tended to direct attention to the intrinsic conflict of principles as
well as the multiplicity of possible choices, whether in respect of
the definition of developing countrics, the identification of products,
the extent and duration of preference, or the design. of safeguards.
Moreover, the widely held view that the basic solution of the
preference issue lies in political will ignores the need for a definitive
direction before the political will can be meaningfully. mobilized.
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1
mean that concerted efforts are unnecessary, It does mean that
confrontation, co-ordination and harmonization should follow rather
than precede the major movement for adoption of a scheme. A
scheme must first be acceprable to the developed country granting
preference, and then put to test by concerted international scrutiny,
as in the waiver procedure, in order to minimize possible conflict
with other basic international objectives, especially relating to multi-
lateralism and the intercsts of third countries.

The international community is thus faced with a choice in a
petiod of transition from the debating stage to the negotiating
_ stage. Whether the transition will end with concrete achievements
or with more debate will depend on the readiness of statesmen and
economists alike to combine realisma with vision and to accept
limited objectives for a single instrument in a massive cffort toward
transformation of the developing countries.

N. T. Wanec
New York




