UNI TED

o D

D str.

United Nations GENERAL
Conference TD B/ COM 1/ 14

on Trade and 6 Qctober 1997
Development Qiginal : English

TRADE AND DEVELOPMENT BOARD

Commi ssion on Trade in Goods and Services
and Commodi ti es

Second sessi on

Ceneva, 17-21 Novenber 1997

THE POST- URUGUAY ROUND TARI FF ENVI RONMENT
FOR DEVELOPI NG COUNTRY EXPORTS

UNCTADY WO Joi nt St udy

CONTENTS
Page
l. I ntroduction
I1. Tariff peaks
1. Tariff escal ation
I V. QUErVI BW . . . . L 11
ANNEX
Tabl es (1-10) s s 14- 24

GE 97-51721



TDY B/ COM 1/ 14
page 2

| NTRODUCTI ON
1. This study has been prepared by the secretariats of UNCTAD and the Wrld
Trade Organi zation (WO in the framework of their nutual cooperation
programre. Its objective is to reviewthe tariff situation in major devel oped
and devel opi ng countries once all the tariff changes and quot a- phase outs
agreed in the Wuguay Round are fully inplenented. The study anal yses the
tariff situation for devel oping country exports and focuses on two mnaj or
aspects: (a) tariff peaks; and (b) tariff escalation. For this purpose it
takes account of the concessions granted by preference-giving countries under
their respective generalized systemof preferences (GSP) schenes.

2. The study ains at inproving the understandi ng of the di nmension of the
post - ruguay Round tariff problemand at identifying the main sectors where
exports of devel oping countries have high tariffs in their major markets. The
study further illustrates, by the exanple of sone najor export products of
devel oping countries, the patterns of tariff escalation that will be
encountered in the post-UWuguay Round situation. The results of this study
are intended to contribute to preparati ons by devel opi ng and other countries
for trade negoti ations.

3. To this effect, substantial work has been initiated to inprove and update
UNCTAD and WO data bases on tariffs and trade to the post-U uguay Round
situation. This study uses the results of this work to date to project as
realistically as possible the post-UWuguay Round tariff situation for exports
to eight selected major markets: in the devel oped countries, Canada, the
European Union (EU), Japan and the United States, and in the devel opi ng
countries, Brazil, China, the Republic of Korea and Mal aysia. These
countries are maj or export destinations for devel oping countries and include
sone of the nost dynam c devel opi ng country nmarkets. Peak tariffs were
defined as rates above 12 per cent ad val orem, which nay still provide
substantial effective rates of protection to donmestic producers of up to 50
per cent. The tariff data nowintegrate the current tariff situation in these
countries in 1996/ 1997 with respect to nost-favoured nation (MN) and GSP
rates, and, to the extent possible, suspended MFN rates, as well as the
agreed rates resulting fromthe Uuguay Round negotiations. It al so takes
account of the ratified commtnents for alignment to the MERCOSUR Conmon
External Tariff by the year 2000. An attenpt has al so been made to translate
the rel evant Wuguay Round concessions into the Harnonized Systemtariff
norencl ature of 1996.

4, A problemin carrying out a study of peak tariffs is that a substantia
proportion of peak tariffs are specific rates or conbined rates. This is the
case for alnost all products where post-UWUuguay Round MFN rates (outside

tariff quotas) exceed 30 per cent ad valorem. Due to the lack of the tariffs
transparency, ad valorem equivalents were estimated. They are based generally
on inport unit values if recent values were available fromor for the countries

concer ned; in the other cases, Trade Infornation Systemdata (TRAINS) at the
level of individual tariff lines or six digit Harmoni zed System (HS) trade
statistics fromthe UN COMTRADE data base have been used. In a few cases

specific rates were conpared with world nmarket prices or, if data were |acking,
with the trade data of the major world market inporters of the product.
Furthernmore, ad valorem equivalents for specific rates vary wth changi ng world
market prices. These equivalents also are only averages for an inporting
country for a specific year, whereas exporters have different ad val orem
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equi valents that vary with the price of each transaction: these equivalents
will be higher, the lower the export price. Post-Uuguay Round tariff data
in the new HS 1996 nonencl ature are available for the European Union
cooperation by the United States’ authorities with respect to prelimnary
estimates of 1997 MFN tariff rates and 1996 inport unit values facilitated
substantially the estimati on process.

5. I nprovenent of tariff transparency, particularly in the sectors of peak
tariffs, and their conparability with trade data depends crucially on
cooperation by the countries concerned. A nethodol ogy based on original country
data for estimating ad valorem equivalents for specific tariff rates for
negoti ati ng and anal ytical purposes is superior to any other methodol ogy.
Nonet hel ess, conparisons with world market prices or other international prices
are useful, where peak tariffs have reduced a country’s inports to mni nal
level s or have allowed only inports of highest quality and hi ghest priced
products which can support such tariff rates and the resulting consuner prices
for luxury products.

6. In conclusion, it seens necessary to substantially inprove transparency of
tariffs with regard to specific rates. In the first instance, ongoi ng work by
WO menber countries regarding translation of post-Uuguay Round concessions
into the new 1996 HS nonencl ature shoul d be concl uded as rapidly as possible.

It is also desirable for countries to provide informati on on ad val orem
equi val ents of specific rates currently applied and resulting fromthe W uguay
Round in order to increase transparency. For future trade negotiations, the
option of converting all specific and conbined rates into ad valorem rates
shoul d be further explored. The clear expression of specific duties in ad
valorem terns would substantially facilitate the evaluation of their incidence
on prices and trade in the countries concerned and by their trading partners.

1. TARI FF PEAKS

7. As aresult of the Wruguay Round and national tariff reforns, average
tariff levels of many countries have now been reduced to relatively |ow
levels. This has led to a widespread belief that tariffs are no | onger a mnajor
problemfor international trade, nor for the trade of devel opi ng countri es.

8. However, this study shows that problens of high tariffs are still

wi despread. Even after the full inplenmentation of all Wuguay Round
concessions a substantial nunber of high tariffs will remain which provide for
high | evels of protection and affect international trade, including exports
from devel opi ng countri es.

Frequency

9. Both frequency and tariff levels are a matter of concern. About 10 per
cent of the tariff universe of the Quad countries will continue to exceed the
level of 12 per cent ad valorem after full inplenmentation of the Round. This
rate refers to the effectively applied tariffs for inports from devel opi ng
countries. All presently applied tariff suspensions, as well as general GSP
concessions as applied in favour of developing countries in 1996/97, were
subtracted. The Quad countries maintain an extrenely large variation of tariff
rates. Their tariff peaks reach, in extrenme cases though for inportant
products, 350 per cent and nore. The majority of their peak tariff ranges
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from12 to 30 per cent. But one fifth of the peak tariffs of the United
States, one quarter of those of the European Union, about 30 per cent of
Japan and about one seventh of those of Canada exceed 30 per cent (see tables
1to 4).

10. Devel opi ng countries apply rates above 12 per cent ad val orem nore
frequently than the Quad countries but have fewer extremely high rates. In the
four exanples selected for this study, the proportion of peak tariffs ranges
from8 per cent in the Republic of Korea to 30 per cent in Malaysia, 60 per
cent in Brazil and 70 per cent in China. However, at the end of the

i npl enentation period no MFN tariffs will exceed 100 per cent in the Republic

of Korea, and no rates will be above 20 per cent in Brazil, once the MERCCSUR
Common External Tariff has been fully inplemented. Mlaysia s tariff will be
30 per cent or nore for about one third of all peaks. This is still the case

for half of the peak tariffs in China which is, however, engaged in
negoti ati ons for WO nenbership and a progressive |liberalization progranmmre for
its tariff and non-tariff neasures. In this context, inport tariffs will be
reduced froman average of 23 per cent to 17 per cent on 1 Qctober 1997 (see
tabl es 5-8).

11. Peak tariffs affect both agricultural and industrial products
significantly. Agricultural peaks are inportant in all devel oped countries,
the Republic of Korea and China. Their proportion is relatively |ow in Brazi
and Mal aysia. Industrial peaks are nost frequent in the United States and
Canada, and nore generally in the devel oping countries. About one fifth of
Japan’s peaks are in the industrial field. They play a small role in the

Eur opean Uni on where GSP avoi ds rates exceeding 12 per cent for nost industria
exports from devel opi ng countries, as well as in the Republic of Korea.

Mai n sectors

12. The probl em of peak tariffs occurs in six sectors: (a) major
agricultural staple food products; (b) fruit, vegetables, fish, etc.; (c)
the food industry; (d) textiles and clothing; (e) footwear, |eather and
travel goods; (f) the autonotive sector and a few other transport and high

t echnol ogy goods such as consumer el ectroni cs and wat ches.

(a) Major agricultural food and commodities

13. The nost inportant areas with the highest frequencies and the highest
rates are the major agricultural staple foods, in particular nmeat, sugar, mlKk,
butter and cheese, and cereal, as well as tobacco products and cotton.
Tariffication of former quantitative restrictions, levies and simlar non-
tariff protection measures resulted in extrenely high rates exceedi ng i n nost
cases 30 per cent and reaching up to 30 per cent and nore for MFN trade above
tariff quotas (see table 9).

14. The tariff quotas for such products are intended to safeguard traditiona
trade flows and create new m ni mum access opportunities for the trade of al
WO rmenbers. Wile several of these tariff quotas do create new tradi ng
opportunities, a nunber |lack dynamsmor are limted in their use. Frequently,
the volunme of the tariff quotas does not increase during the inplenmentation
period. Quotas are often allocated mainly to traditional partners or are
accessi bl e under preferential arrangerments. This risks pre-enpting trading
opportunities and |eaves little roomfor inports fromnewconers. Products



TD/ B/ COM 1/ 14
page 5

benefiting fromtariff quotas are often narrow y defined, exclude standard
trade qualities, or are provided for industrial use. There are inportant cases
where tariff quotas carry peak rates or even rates exceeding 30 per cent.

15. H gh MFN rates for these staple food products are often conbined with
country-specific special nmeasures. In application of the agricultural safeguard
clause, the US tariff specifies additional duties so that inports above the
tariff quotas are subject to progressively higher tariff rates the | ower the
actual export price. Japan has a systemw th simlar effects, as tariffs for
certain neat products, for exanple, are defined as the difference between the
inmport price and a certain standard price or a multiple thereof. In Japan and
the Republic of Korea, there are quantitative restrictions on rice.
Furthermore, for rice and other cereal products, Japan, under the sane

saf eguard provisions, has a systemof inport mark-ups for government-rel ated

i mports, which can reach up to 550 per cent for rice: these mark-ups nmay be
tariffied in the future. The special agricultural safeguard provisions wll
remain in force for the duration of the reformprocess. This may exceed the
duration of the inplementation period and will be deternmined in the course of
the forthcom ng negotiations schedul ed under the WO Agreenent on Agricul ture.

(b) Fruit, vegetables, fish, etc.

16. In these areas, M-N peaks are generally lower than in the above-nenti oned
maj or food sectors, but nonethel ess are very common; w th some exceptions,
there is a single rate without tariff quotas that reduces their inpact. |n nost
cases, peak duties for major fruits, vegetables and sone fish and crustaceans
range from12 to 30 per cent. This is frequently the case for oranges and ot her
citrus fruit, pineapples, apples, sonme stone fruit, grapes and tomatoes in the
hi gh season, as well as for tuna and sardi nes (for consunption). In individual
mar kets, high rates are also applied to a variety of other fresh or dried
veget abl es, such as asparagus, olives, mushroons, garlic, etc. However, in sone
markets inport duties for many fruits, vegetables and fish are substantially

| ower.

17. Speci al national features include the very high peak tariffs for above-
quota inports of bananas into the EU (180 per cent); of dried beans, peas and
lentils into Japan (460 - 640 per cent); and of groundnuts (in shell) into the
US (164 per cent). Furthernore, seasonal tariffs are common. The EU applies
additional tariffs, which are progressively higher at |ower inport prices, for
oranges and other citrus fruit, grapes, apples, etc., as well as for tomatoes,
olives, cucunbers and other vegetables. The EUs tariff quotas for fish for
industrial processing are subject to reference prices

(c) Food industry

18. The food industry is a major area where tariff protection will remain
frequent and high in the najor devel oped country narkets, even after

i npl enentation of the Uruguay Round concessions. Tariff peaks and a range of
addi tional neasures extend far beyond the imrediate first processing stages to
the industry as a whole and its large variety of products. Peaks are al so
relatively frequent in the food industry of China and the Republic of Korea

19. The EU s food industry (beyond the stages of imediate processing

i ndustri es) accounts for about 30 per cent of all tariff peaks, ranging with
sone exceptions from12 to 100 per cent. There are several cases of additiona
duties to conpensate processing industries for higher prices of agricultura
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i nputs. Exanpl es of products subject to particularly high rates include cerea
and sugar-based products, fruit preparations, canned fruit juices, etc. The
food industry accounts for one sixth of all tariff peaks in the US and these
also fall mainly into the 12 to 100 per cent range. The US applies a w despread
system of conbined MFN and tariff quota rates in this area, together with

saf eguards consisting of additional duties which rise progressively, if inport
prices are below a certain threshold. Exanples of products subject to US tariff
peaks include orange juice (31 per cent), peanut butter (132 per cent), as
well as certain tobacco products (350 per cent). In Japan, the food industry
accounts for 40 per cent of all tariff peaks throughout the various branches.
Maj or product exanpl es include nargarine, canned meat and neat preparations,
chewi ng gum and ot her sugar confectionery, cocoa powder and chocol ate, pasta
and other cereal products, preserved fruit and vegetables, fruit juices, coffee
and tea syrups and extracts, cigarettes, snoking tobacco, etc.

20. In the four devel oping countries, the food industry accounts for 4 to 8
per cent of all tariff peaks in Brazil, Ml aysia and China, and 30 per cent in
the Republic of Korea. Major sectors affected are canned fruit and vegetabl es,
beverages and tobacco.

(d) Textiles and cl othing

21. In the US, the EU and Canada, |arge proportions of clothing and textile
imports are subject to high tariffs. Mst tariff peaks are in the 12 - 30 per
cent range, with some exceptions such as certain woollen and synthetic clothing
that are subject to rates of 32 per cent in the US (see table 10). These high
tariffs are, for now, conbined with quantitative inport restrictions. On the

ot her hand, there are a nunber of textile products of major inportance for
devel opi ng country exports whose MFN or GSP rates are being substantially
reduced or set to zero (such as tariffs on printed cotton fabrics in the US).
In the US, MFN rates apply for nost products, even for devel oping countries, as
nost of themare not covered by the GSP. EU s GSP benefits for clothing and
textile products are generally limted to a 15 per cent nmargin of the MFN rates
and subject to several country-sector linitations. On the other hand, Japan has
very few and relatively | ow peak tariffs in these two sectors and does not
apply quantitative restrictions to devel oping countries’ exports (except a few
voluntary export restraint (VER) agreenments w th such countries as China and
the Republic of Korea). |In sonme of the devel oping countries, clothing and
textiles are still largely protected by relatively high tariffs and in China by
import licencing. The Republic of Korea is a notable exception, and in Brazi
protection is limted to tariffs which will be reduced to 20 per cent by the
year 2000.

(e) Footwear, |eather and travel goods

22. Foot wear of various types is still protected by high tariffs in nost

devel oped countries. Post-Wuguay Round MFN rates wi |l reach about 160 per cent
in Japan (for a pair of |eather shoes valued at US$25 ), 37.5-58 per cent for
certain rubber, plastic and textile shoes in the US, and 18 per cent in Canada.
MFN duties remain relevant, as GSP benefits are linted in this sector. In the
US, footwear and |eather products are excluded fromthe coverage of the schene,
so that MFN tariffs apply fully to devel opi ng countries. Japan generally grants
a reduction of half of the MFN duty within the limts of binding tariff quotas
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for travel and | eather goods and footwear, which are usually rapidly exhausted
soon after the opening of the quotas. Wth the exception of the Republic of
Korea, the developing countries maintain relatively high duties on footwear and
| eat her products.

23. Furthernore, Japan applies a rate of 30 per cent on tanned and prepared
leather. The GSP rate is half of the MFN rates and subject to tariff quotas.

(f) Autonotive sector, transport equi prment and el ectronics.

24. Wth the exception of Japan and the Republic of Korea, the countries
reviewed naintain a high |l evel of protection for one or the other branch of the
transport industry. Mst of the devel oping countries maintain high tariff
protection with rates rising above 100 per cent in their autonobile industry.
In the devel oped countries, tariff protection is nore selectively applied: 25
per cent for trucks in the US, 22 per cent for trucks and 16 per cent for
buses in the EU, and 25 per cent for ships and boats, including fishing vessels
i n Canada.

25. In addition, various devel oped and devel opi ng countries apply high
tariffs on TV receivers, video recorders, TV picture tubes and sonme ot her high
t echnol ogy products, such as watches.

Least devel oped countries

26. Due to the application of a nore favourable GSP treatnent, the post-
Uruguay Round position of the | east devel oped countries (LDCs) will be nore
favourabl e than that of devel oping countries in general. However, a substantia
nunber of peak tariffs will continue to apply to their inportant export
products in all major narkets.

27. Most industrial exports fromLDCs to the EU are duty free, as nost of
these countries are nenbers of the Lomé Convention. The EU Council of Mnisters
recently decided to extend the preferential tariff treatment under the Long
Convention to the other |east devel oped countries by the year 2000. As a
result, no industrial peak tariffs will remain in effect for LDC products.
Japan’s GSP exenpts nost LDC exports fromvirtually all industrial peak tariffs
as well as tariff quota limtations. Therefore LDCs can for exanple export

| eat her products and footwear duty free to Japan. In 1997, the US extended the
product coverage of its GSP in favour of LDCs. As a result, many nore

i ndustrial and agricultural products will now benefit fromduty-free entrance
and significant tariff advantages vis & vis other suppliers. However, such
maj or sectors as textiles, clothing, footwear and |eather products renain

out side the scope of the GSP inprovenents in favour of LDCs. Consequently, LDCs
continue to face many MFN peak duties for their major industrial exports. In
Canada, certain peak duties will also remain in effect for inports of LDCs with
regard to products not covered by its GSP. In devel oping country narkets
further inprovenents in nmarket access nay result fromthe ongoing negoti ations
of the dobal Systemof Trade Preferences anong Devel oping Countries (GSTP), as
well as the inplenentation of the staged tariff reform programres in najor

devel oping countries. In addition, certain LDCs can benefit from nenbership in
subregi onal integration groupings or preferential arrangenents, such as
Canbodi a, Laos and, eventually, Manmar in the Association of South-East Asian
Nati ons (ASEAN); Bangl adesh and Laos in the Bangkok Agreenment; and Bangl adesh,
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Burnma, Nepal and the Ml dives under the South Asian Preferential Trade
Agreement (SAPTA), as well as in the various subregional and regional African
i ntegration groupi ngs.

28. The situation is different in the agricultural sector as quite a nunber
of peak tariffs remain applicable to LDCs in all major narkets. The 1997 GSP
schene of the US provides duty-free access for nost agricultural exports from
LDCs, including inports within tariff quotas. Consequently, LDCs can now obtain
inmportant tariff preferences for a nunmber of products. On the other hand, the
peak tariffs on exports above the tariff quotas renmain applicable to LDCs.
Japan grants duty-free treatnent to LDCs for a substantial range of
agricultural and food industry products. However, LDCs continue to face peak
MFN rates for beef and other neat products, sugar and sugar products, various
fruits and fruit juices, etc. The EU applies extensive preferences to
agricultural inports fromAfrican Cari bbean and Pacific (ACP) countries. But,
high tariffs, including MFN peak rates, remain in effect for a nunber of major
food products, in particular for inports beyond limted preferential tariff
quotas or past trade levels. For exanple, this is the case for bovine neat,
sheep and goat and other neat and nmeat products; najor cereals, such as rice,
wheat and rye; as well as for several fruit, vegetable and food industry
products. Many other agricultural products and processed agricul tural products
obtain only a partial reduction of the MFN duties. This rebate anmounts for
exanple to 16 per cent of the rate applicable to sugar and its products, to
various canned meat products, certain mlk products and butter, etc.
Consequent |y, even many preferential ACP rates remain at peak |evels.
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I11. TARI FF ESCALATI ON

29. Not only the level of a tariff, but also the tariff structure may inply a
distortion of international production and trading conditions and constitute
additional barriers to market access. Tariff escalation occurs if tariffs rise
with stages of further processing. Escalating tariffs provide additiona
protection to domestic processing industries allowi ng themto produce at higher
than international costs, and hence to increase artificially their value added
as conpared to that of efficient international conpetitors. This inplies in
turn for exporters that access to exports for processed industrial products
becones nore difficult, and that vertical diversification of production for
exports of higher val ue-added products is slowed down. In an attenpt to capture
these considerations, tariff escalation is frequently nmeasured in terns of
Effective Rates of Protection (ERP). This nmeasure relates the protection
granted to the processed product to the val ue added of the particul ar process

i nvol ved and deducts the protection for the input procured externally. De
facto, many data, methodol ogi cal and conceptual problens involved in the
nmeasurenment of ERPs |ead to the frequent use of nominal rates of tariff

escal ation as a proxy.

30. A recent note prepared by the WIO Secretariat on "Tariff Escalation” in
the context of the Commttee on Trade and Environnent (W/CTE/ W25) arrives at
the conclusion that in nost countries studied (i.e., the Quad, Brazil, India,

I ndonesi a, Mal aysia, Poland and Hungary) bound post UR tariffs inply a nom na
tariff escalation in such sectors as netals, textiles and cl othing, |eather
products, rubber products, and to some extent al so wood products and furniture.
The study further nmaintains, that in view of the relatively |arge share of
inputs in the value of the final product produced using natural resource-based
products and textiles and clothing, the tariff escalation for these categories
inplies a substantially high effective rate of protection. 1In view of the

| arge nmarket base of these countries, a decline in tariffs would inply a
significant increase in market access for other countries supplying themwith
exports.

31. The recent FAO study (1997) on "The Inpact of the UWuguay Round on
Tariff Escalation in Agricultural Products” (ESCP No.3) points out that as a
result of the URtariff concessions nore than 80 per cent of nomnal tariff
wedges between raw materials and their processed products have decreased in

nom nal terns, creating some opportunities for devel oping countries to
diversify their exports into higher value processed products. However, for nore
than half of the commodities selected, a positive tariff escalation will renain
in application and retain an inportant dinmension. These tariff wedges will
reach, after full inplenentation of the UR concessions, on average, 17 per cent
nomnally (as conpared to 23 per cent in the base years 1986-1988) for the
commodity pairs and the three narkets selected: 16 per cent in the EU (down
from23 per cent), 27 per cent in Japan (down from 25 per cent) and 9 per cent
in the US narket (down from 12 per cent). The study al so contains estinates for
effective rates of protection of selected products. Post UR ERPs reach, in the
Eur opean Union for exanple, 44 per cent for wheat flour and 25 per cent for
orange juice; in Japan 30 per cent for refined sugar and 12 per cent for
roasted coffee; and in the United States 13 per cent for soya bean oil and 42
per cent for condensed mlk. This study further finds that in certain cases
ERPs will be negative, as the tariff for the agricultural raw materia
exceedsthat for the processed product. This result is however due nainly to the
fact that only bound tariffs were taken into account. In many cases, processing
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i ndustri es have, however, access to zero or |ow duty inports of their raw
materials under tariff quotas or autononous tariff suspensions. hers are
conpensated for high donmestic raw material prices by additional tariffs for
their products. In actual fact, the effective protection for the industry will
not be negative but nay even reach substantial dimensions.

32. The FAO study concludes that tariffs and tariff escal ati on nay present
an inportant problemfor diversifying exports of devel opi ng countries. Though
food processing is a major export industry of devel oping countries, their
exports are largely concentrated in the first stage of processing. Mre
advanced food industry products make up only 5 per cent of the agricultura
exports of LDCs and 16.6 per cent of those of devel oping countries as a whol e,
agai nst 32.5 per cent for devel oped countries. There are a nunber of reasons
preventi ng devel opi ng countries from establishing val ue-added i ndustries and
increasing their share of processed agricultural exports. FAO concl udes that
for some comodities tariff escalation constitutes probably one of the mgjor
constraints to vertical diversification of their agricultural exports

33. The analysis in this study conpl ements the WIO and FAO studi es by an
estimation of ERPs for two najor export products of devel opi ng countries which
are fol l owed through various stages of the production chain fromraw material s
through internedi ate products to final industrial consunmer goods: |eather shoes
and cotton shirts. These estinates neet the same problens as other studies in
this area, such as the difficulty in translating estimted nagnitudes into
trade and resource allocation effects, as well as data problens for input-
output coefficients, the selection of representative products in representative
price ranges, or the need to apply restrictive assunptions (for exanple, that
worl d market prices and production nethods would not be affected by tariff
changes). The results need therefore to be interpreted with all due caution.

34. Post - ruguay Round ERPs for the production of |eather shoes vary
substantially between nmajor markets. In terns of applied rates (as distinct
from nmuch hi gher bound rates or lower GSP and LDC rates), ERPs are relatively
low for the final stage of shoe production in the EU and USwith 9 and 12 per
cent respectively. Protection for men s | eat her shoe producers reaches however
high levels in Canada with 32 per cent; in Japan this rate is 28 per cent for
shoes within the tariff quota and 260 per cent at the specific MFN rate for
shoes priced at US$25 per pair (corresponding to the average inport price of
such shoes in the United States). At the lower rates, cost for donestic
consuners in Canada and Japan reach by and large already one third of the val ue
added. At the Japanese M-N rate, the protection inplied can be conpared with
two and a half tines the overhead cost and sal aries of managenent and staff of
a shoe factory. ERPs for |eather shoes anount to 15 per cent in the Republic of
Korea and 44 per cent in Malaysia. In the US, the ERP is nuch higher for
footwear of plastic, rubber or textiles than for |eather shoes.

35. There appears to be no honogeneous pattern of increase of effective
protection by stages in the shoe industry. Effective protection doubles in the
United States and Canada fromthe stage of the |eather industry to that of
footwear production (from7 to 12 per cent and 15 to 32 per cent,

respectively), and rises even nore steeply in Malaysia (from16 to 44 per

cent). On the other hand, about the sanme |evel of protection is accorded to
both industries in the Republic of Korea (15 per cent). In the EU protection
is more pronounced for the |leather industry than for shoe production (at rates
of 14 per cent and 9 per cent). At a rate of 14 per cent, EPR nay however
still slow down entry of new potential exporters aimng for forward integration
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fromefficient cattle production. It nay also be recalled that nost successfu
footwear exporters did not build up vertical integration through these stages,
but started directly with shoe production under subcontracting and speci al
tariff provisions for outward processing.

36. The non-linearity of effective protection along the processing chain is
even nore pronounced for cotton shirts. Effective protection of cotton shirts
varies between 7 per cent in Japan and 35 per cent in the US anong the

devel oped countries and anmounts to 20 per cent in the Republic of Korea and 58
per cent in Malaysia. Effective protection renains relatively high at the first
entry level to industry. Spinning is protected at rates of 25 and 28 per cent
in the US and Canada, 40 per cent in the Republic of Korea and al nost 70 per
cent in Malaysia. This conpares with 14 per cent in the EU and only 6 per cent
in Japan. ERPs for the weaving stage are relatively lower and fairly sinlar in
the EU, Japan and the Republic of Korea (13-15 per cent), about half that I|evel
inthe US (8 per cent ) and substantially higher in Ml aysia

37. As stated above, these estimates need to be interpreted with caution
because of data problens. Another reason is that quantitative restrictions
continue to provide additional protection for the textiles and cl ot hing

i ndustry. GSP offers opportunities for lower tariff inports of internediate
inputs in some major markets. Both factors increase the Effective Rate of
Protection (ERP) in further processing stages. On the other hand, specia
outward processing tariff provisions for the finished products or certain

i nternedi ate processes such as cotton printing, dimnish effective protection
in clothing and footwear industries. These results point nonetheless to the
persi stence of high levels of effective protection in these major consumer good
i ndustries which are of primary export inportance to devel opi ng countri es.

V. OVERVI EW

38. In spite of the substantial progress in trade |iberalization resulting
fromthe Uuguay Round, there remain an inportant nunber of products and
sectors where peak tariffs, relatively high effective protection and
significant tariff escalation will persist even once all agreed concessions are
i npl enented, and even if one takes full account of GSP concessions

39. Whi | e nunmerous peak tariffs were substantially reduced during the Round,
this was not a general pattern. In effect, there are a nunber of products for
which certain countries did not offer concessions at all or only snall

reducti ons. The effects of the per se positive structural change in protection
through tariffication have further created new peak tariffs throughout the
agricultural sector and in large parts of the food industries. The reform
process of agricultural protection, which conprises also the reduction of
subsi di es and donestic protection, should therefore be pursued intensively and
rapi dly concluded. The persistence of many high duties and the bel ow average
reducti on of many such rates is also a consequence of the fact that the U uguay
Round tariff negotiations did not establish specific targets for tariff

har moni zation, contrary to what had happened during the previous Rounds.
Appropriate harnoni zati on formul as which meet this new situation would nerit
further study.

40. In the industrial sector, the high tariff, high escalation areas include
many products where devel opi ng countries have a high share in the inports of
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the major nmarkets concerned. Footwear, clothing, textiles, etc. represent a
significant proportion of exports of nmany devel oping countries. In the
agricultural sector and in particular the food i ndustry, the inportance of
peaks for exporters is often reflected by |low levels of inports to najor
markets: where tariffs are very high, overall inports are frequently snall.
Inports fromdevel opi ng countries are absent over wi de ranges of food industry
products and somnetinmes even for their major agricultural export products in

i ndi vi dual maj or rmarkets. According to prelimnary indications there seens to
be little trade exceeding the tariff quota levels in agricultural and food

i ndustry products.

41. The dynam cs of the effects of the Wuguay Round concessions will soon
becone transparent in the trade statistics. Thus far, trade data are only
avail able for 1995 or 1996, i.e., a maximumof two years after the beginning of

their staged inplenmentation; furthernore, they are at an insufficient |evel of
di saggregation to capture nost particul ar peak duty products. A prelimnary
review of trade data for broader product definitions including high tariff
products tends to show that there have been substantial trade increases in sone
areas in major markets, and in particular the devel opi ng country markets
selected. But this is by no neans a general trend. There are several products
and sectors where tariffs are particularly high and where trade has stagnated
or even regressed between 1990 and 1996, sonetimes contrary to the genera
trend of rapid growth of overall inport demand. This has been for exanple the
case of inports of beef and groundnut products into the US and shoe inports
into Japan. In the EU a significant reduction in inports of beef wth bones,
ot her neat, and a nunber of cereals has conplenmented the absence of significant
i mports of several other products from devel oping countries. It is not yet
possible to attribute at this stage nmovenents in trade to tariff changes
resulting fromthe Round. Many other factors enter into account, in particular
with respect to export capacities of devel oping countries and conpetitive
strength and di vergent economc growh in major nmarkets. Qther market access
conditions also play an inportant role. For exanple, the sanitary and

phyt osani tary probl ens of nany devel oping countries, and the way in which
corresponding inport restrictions are still applied by many inporting
countries, may provide sonme explanation as to why trade of beef is flowing to
one maj or market, whereas there are no exports to other major markets.

42. The nature of the peak tariffs and their selective application would
warrant conplenenting the existing tariff and trade data base with detail ed
national trade data specifying for each tariff line the trade flows under the
various tariff reginmes and rates applied. This shoul d include individual trade
flows by partner countries under the MFN, GSP and LDC rates, preferential trade
within free trade agreenents, custons unions or other preferential

arrangenents, trade under outward processing regimes, and autononous tariff
rates. This work coul d be useful for backstopping future negotiations on
agricultural products, and, as the case nay be, for eventual negotiations on

i ndustrial products, including harnonization of peak tariffs. It requires the
full cooperation of the WO nenber States for supplying this information to the
secretariats. The TRAINS system of UNCTAD coul d be adjusted for dissem nating
such information in a PC format to nenber countries and private business.
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