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This paper argues that the proposals on rapid and widespread tariff liberalization aggressively pushed by major industrial countries are not only at odds with their own past experience regarding the use of tariffs in the course of industrial development, but also clearly constitute an “unequal exchange” for developing countries.

In the current negotiations, developing countries are asked to liberalize their trade in industrial products, binding their tariffs, cutting them aggressively on a line-by-line basis and bringing them closer to the level of tariffs in industrial countries. 

The proposed increase in binding coverage in developing countries would lead to a considerable reduction in policy space in the area of trade. Any future multilateral agreement on across-the-board cuts in tariffs would apply to all the tariff lines that are bound one way or another.  Furthermore, commitments are made for an indefinite period; they are not time-bound, to be renegotiated after a pre-specified period according to the outcome obtained. It is true that GATT rules allow countries to resort to measures such as anti-dumping duties or safeguards when tariffs are ineffective in checking disruptive imports.  

In theory it is also possible for countries to renegotiate their tariffs under Article XXVII of GATT. However, these are exceptional and temporary provisions designed to address possible adverse effects of imports on existing industries. They are not meant to allow countries to pursue effective industrial policies to establish competitive industries in more dynamic, high value-added sectors by providing them appropriate protection against mature industries in more advanced countries.

Developing countries are asked to engage in a rapid liberalization despite the mounting evidence that past policies of liberalization did not bring the expected benefits but, in many instances, caused serious balance-of-payments difficulties and deindustrialization.  They are asked to do so even though their industries are not mature enough to compete with early starters in developed countries. In the absence of policy measures for infant industry support and protection, developing countries could be locked into the existing pattern of international division of labour wherein they would be specializing in natural resource-based and labour-intensive products, without being able to advance in industrialization and climb up the technology ladder. This would be so even if these countries derive some immediate benefits in terms of deepening the use of their natural resources and unskilled labour as a result of their increased access to markets in developed countries.

Since industrialization takes place in waves, involving the introduction of new industries and products with higher value-added and technology content, over time, tariffs for some sectors may need to be raised while others are lowered. A poor country does not need tariffs to provide infant industry protection to capital goods industries at the early stages of development when such industries are not yet in existence. However, over time, tariffs may need to be introduced in order to nourish firms producing machinery and equipment.  But this would not be possible if current levels of applied tariffs are taken as the basis for the determination of bound tariffs.

The proposals made by developed countries are at odds with their own past experience regarding the use of tariffs in the course of industrial development.   At the end of the 19th century, when per capita income in the United States was at the same level as per capita income in developing countries today (that is, some $3,000 in today’s dollars), its weighted average applied tariffs on manufactured imports was close to 50 per cent, compared to 8.1 per cent in developing countries and 13.6 per cent in LDCs today.    

The United States maintained its average industrial tariffs at around 40-50 per cent in the interwar years.  In 1950 when its per capita income was close to $10,000, its average applied tariff rate was still higher than the average tariff rate in LDCs today.   

In 1950, Germany, France and the United Kingdom had average tariffs rates ranging between 18 and 26 per cent even though their per capita incomes exceeded that of today’s developing countries by a large margin.

There was no harmonization in the past among today’s developed countries when they were at different stages of their industrial development.  Before the Second World War average industrial tariffs were close to zero in the United Kingdom as the leader in industrialization, while they were 6-10 per cent in the Netherlands, 21 per cent in Germany, 30 per cent in France, 46 per cent in Italy and 48 per cent in the United States. 

In today’s major industrial countries, continuous and widespread tariff liberalization is a recent phenomenon, taking place gradually with industrial maturity in the postwar golden age period in the context of rapid economic growth.  Even then the levels reached by 1980 were similar to the average level in developing countries today: in 1980 the weighted average applied rate was above 8 per cent in France, Germany and the United Kingdom and 7 per cent in the United States.   

Some of the formulas currently proposed would imply that the weighted average applied tariffs of developing countries would be reduced by more than two-thirds and weighted average bound tariffs by more than three-quarters of their current levels.  These are deeper than the cuts made by most major developed countries in the 30 years after the War.  From 1950 to 1980, applied average industrial tariffs were reduced by about one half in the United States and France, by less than two-thirds in the United Kingdom, and by slightly over two-thirds in Germany. 

Developed countries are offering to cut their tariffs in products of export interest to developing countries in return for across-the-board cuts in tariffs by the latter, including cuts in industries in which they have not yet developed competitive firms. Many of the tariffs in developed countries are in labour-intensive sectors such as textiles, clothing and footwear which have no chance of gaining competitiveness and which should have been phased out long ago, rather than continuously protected by artificially high tariffs and non-tariff barriers.   

By contrast, developing countries would be cutting tariffs that would help them nourish industries in higher value-added, technology-intensive products – that is, tariffs that should eventually be removed as these industries become competitive.  Such an exchange of tariff cuts, regardless of the percentage cuts agreed, constitutes an unequal exchange insofar as their implications for industrial development are concerned.
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