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In recent years there has been a growing perception that growth
world trade has decelerated. The perception manifests itself in-'
negotiations for trading agreements wherein countries either I
intos existing restrictive arrangements or substitute new but equl
restrictive guidelines for the dismantling of others at the same
announcing a commitment to free trade. Partly resulting from sorl
economic crises that have troubled most of the world, the n
specific perception is the increasing protectionist move am
developed and industrialized countries and the reactions taken
others that have been, if any, retaliatory.

This paper is intended to lay out some of the issues around
world economic events and to understand the notion of rising prg
tionism in developed countries and its implications for the deve
ing countries. In the four sections of this paper an attempt is mu¢
(a) trace some factors that have led to rising protectionism
elaborate on some of the manifestations of protectionism, (¢) §
out a range of implications for the developing countries, ang
indicate directions and options for the trading nations.

I

The post-war growth of world trade has been significantly
relative to the previous post-depression era. This was characl
by satisfactory economic performance among most world U
nations and problems were more of searching for acceptable §

* Associate Professor, School of Economics, University of the Phill
This paper was prepared for a U.P. Law Center seminar on UNCT
“designed to arouse national consciousness on the issues to be discus
coming conference on May 1979.”

13ee the World Bank, World Development Report, 1978 (Washingtall
The World Bank, 1978), p. 13.
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ul lguidity, of transferring real resources and of helping emergin,

Mitione into sustained growth paths than of opposing barrierm
LTI

Bl the succeeding disturbances, internally or internationnlly
Iy the late sixties and early seventies led to an emerging orie
Wh n character wherein countries, especially developed ones, hogu
iy more attention to domestic interests and applied tnward
iking policies. Some of the mutually reinforcing dimonslons
¢‘Ipitating this changing order were the prominent Inflation nid
ployment issues, the oil crisis and raw materials question, the
W tocovery from various shocks, and the increasing competitlon

1o wide application of post-Keynesian synthesls in soonom e
Illow in the United States and Western industrialized countrios (o
W prowth at targeted rates carried with ilg inflationary  winl
mployment tendencies, the long term trade-offy of whioh ol
IV ippreciated nor anticipated. With the increasing diffioultlon of
‘i inemployment and inflation dilemma, more and more ¢lamos
hoard for policies to direct domestic economic nebivition,

‘teeping inflation, interspersed with undesirable omiploy et
14, became more prominent with the ol crisie in 1070, The
b was doubly dramatic since not only was a fourfull Plew
W in oil unexpected but that the possibility of supply cartels
Wideed real. This singular disturbance also revoaled the depen
¥ ilructure, at least for some countries such as dapan, In the
Wllonal trading system. The resulting domestic foous vume I
furm of adjustment measures to ease affected industrion nid ni
ited search for energy substitutes.

¢ lwin factors of domestic economic management and copling
the oil crisis implied a slow and difficult recovery, I vom
il tan be made on the performance of industrialized oouwntilos
#nd during the onset of the set of dimension that domnnded
And protectionist stance, it is clearly shown that only ahout
W (he growth rate was recovered in the ensuing youm, oy

Io, the average annual growth of the gross domestic product in
America was about 4 per cent in the decade of 1960-70 whils
e in 1970-75 was 2.4 per cent. Japan achieved 9,4 por oond
W (he erisis and struggled to 5.0 per cent in 1970.74.
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In the more germane scene of international trade, the che
and emerging comparative advantage structure signalled
competitiveness of developing countries’ exports of light man
tures such as clothing, leather, and electronics. Partly becauss
constant technology in these types of industries and partly due
slow labor productivity growth unit costs in the light and ¥
manufacture industries implied declines in comparative advin
relative to some developing countries. The reactions to this cha
pace of comparative advantage have been both emotional #
rational. Within the affected industries and firms, the demand !
been for support of distressed sectors. Within some develd
countries, the alternative had been to devise ways and schemes i
compromise — preserving or easing adjustment processes while at
same time finding ways to accommodate industrial growth and ¢
petitiveness of developing countries. All in all however the skill
technological diffusion that occurred quite fast among devele
countries paved the way for a new emerging trade pattern that
immediate threatening effects on a small range of devald
countries’ traded products.

II

When the several dimensions briefly noted in the previous #6¢
are seen en toto, it is clear that the pattern of policy, trade
economic behavior of developed countries has been towal
creasing attention to domestic interest and renewed protectic
While most of (non-oil producing) developing countries were og
exposed to the post-1970 world economic disturbances, the op
of these economies perhaps relieved some of the external sho¢ (
the same time, it must be admitted that more degrees of
were available to developed countries in terms of incrementil
tectionist measures whereas some self-limits are already existe
developing countries. :

Both traditional trade and non-trade barriers were incr@
erected especially after the 1974 general recession.
simultaneous negotiations were being carried out to promo /
trade, it is apparent from the foregoing discussion that ind:
eventual effects were far from the avowed intentions of f
and commerce.

Perhaps the single victim of increased protectionism wo
trade of semi and light manufactures from the developing col
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A pointed out previously, this seems to be where the growing com-
tulive ndvantage of low labor cost countries’ lie. While it is true
| trnde in primary products still dominates a developing country’s
imerce, rates of growth of manufacturing exports are of greater
iflcance.? Conversely, it is also in the area of manufacturing that
sloped countries’ potential lies.®> Obviously this is where both
niiet and agreement will occur. Exports that go through multi-
e processing or accrue high value added such as those in the field
munnufactures undoubtedly contribute to developing countries’
\ ol industrial growth and sustained economic development, It is
i Important to achieve accelerated trade in these items of com-
ullve ndvantage. In the same vein, therefore, policies which hinder
ftoe exchange and trade among them constraint any country’s
iwlh potential.

Nulther can one expect diffused and sustained long run develop-
il from primary export trade. Low income elasticities of demand,
llability of adequate substitute, and the specter of fixed supplies
ulil contribute to trade instability among them.

1o nttention in the area of manufacturing is intended to provide
i In the assessment of various protectionist policies adopted by
slopoed countries.

iil, the imposition of tariffs provides the initial vehicle in
Hiy trade ‘barriers. The tariff structure of developed countries is
| ngainst semi-finished and finished manufactures. Although
tonn has been made in the five rounds of the General Agreement
Wwiffs and Trade (GATT), in the Kennedy Round between 1967
1072 and in the current Tokyo Round in terms of reducing the
Wite ad valorem duties of traded products across different stages
prucessing, the relatives.* Structure basically remains the same

I the period 1960-1975, a dramatic shift in the composition of developing
Wile" exports accrued showing manufactures increase by three times in
fiim b to 17 per cent of merchandise exports.

i developed countries on the other hand experienced during the same
ul yrowth in share of manufactured exports of only around 40 per cent
W 10 76 per cent of its merchandise exports.

W (LI, Erb, ‘“Negotiations on Two Fronts: Manufactures and Com-
Ies,"" Overseas Development Council, Development Paper 25 (March 1978),
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and the existing biases against processing continue. The a
nominal tariff levels in 1973 in the European Economic Commy
(EEC), the United States (U.S.), Japan, Australia, Sweden, and |
Zealand among others was 2 per cent on all items of raw materl
per cent on semi-finished manufactures, and 9.8 per cent on
manufactures.® The multiple escalation of nominal tariffs is §
cularly deterring increases in value added in the developing coup
For example, the trade weighted average tariffs of eleven deve
countries in zero for raw hides and skins, 9.6 per cent for
cattle and equine leather, 5.6 per cent for sheep and lamb
leather, 14.3 per cent for travel goods, 13.1 per cent for len
clothing and accessories, 16.4 imposes 6.1 per cent nominal
for raw cotton, 8.3 per cent for cotton yarn and 15.6 per celf
cotton fabrics.”

Now when the tariff structure is reckoned in terms of its e _
rates, the protective wall would obviously be higher. The mean
rates from some calculations show effective rates from twice
much as three times the nominal rates such as the U.S. (8.6 p
and 18 per cent), Japan (16.5 per cent and 45.4 per cent), and |
(12.2 per cent and 33.1 per cent).® As long as tariff cuts are cg
in nominal terms the room for protection is still large and Ip
preserved. Comparing Pre-Kennedy and Post-Kennedy Round
rates on industrial countries’ imports of manufactures from
developing countries, the average nominal rate decreased from
per cent to 11.8 per cent, yet in effective terms it dropped from
per cent to 22.6 per cent.

Second, with the acceptance of the need to reduce protectl
stance along tariff cuts and multi-lateral trade negotiations (M
the adoption of most-favored-nation (MFN) clauses, and jus
sheer commitment to free trade must come short-term mes

SDerived from the World Bank, “Trade Liberalization and Export I
tion,” (Mimeographed, 1977).

®1bid.
L Yeats, “Effective Tariff Protection in the United States, the Fiul
Community and Japan,” Quarterly Review of Economies and Business (8

1974).

81bid,
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wlod Lo cushion the impact of developing country accessibility to
sloped country markets. Various forms of non-tariff barriers
) nre being imposed either to artificially encourage exports or
fall imports.

What s particularly noticeable in this context is that more
Wiries have applied a wider range of NTB’s to a greater proportion
Helr imports in 1976 than at any time since the 1974 recossion or
prior crises year. The manifestations of such NTB's are varied -
\ lnatitutional schemes such as customs classifications and pro-
ton, weights and measures, trade and marketing agreements,
i requirements to technical schemes such as safety require-
4, various taxes, quotas, and countervailing duties = a count can
mnile up to 47 different schemes.

Ahe moessage of NTB’s is that it can more than adequately provide
piutection that nominal tariffs do in international trade, either
Hlnternlly or through bilateral arrangements. Standards of safety
sittivalent to MFN tariff structures since they are applicable to
tonntries. The few research studies of NTB’s show a positive
Wtion between (unweighted) tariff averages and N'T'B-incidence

such that if success is made with regard to MTN tariff
vlions, the NTB’s are likely to absorb the protective mechanism,

the bilateral negotiations level, NTB’s are equal tools of protec-
i, The creation of Orderly Marketing Agreements (OMA) in
LI s effectively a quota system designed to protect domestic
{ilon from developing country competition. The same can be
ul "voluntary export restraints” arrangements between im-
iy nnd exporting nations. It must be admitted however that in
vanis, such applications are warranted (e.g. balance of pay-
4 piroblems) although one can argue that NTB’s may not be the
printe solution. The issue is not the application but rather the
{ 1o which they curtail the efficient structural change in the
tional trading system.

iil, ind along the same line as NTB’s, the concern for environ-
| fnctors in developed countries has critical implications for
i competitiveness of developing country exports. For one,
tingent standards set by importing countries demand additional
# which could have been achieved. For another, the detailed
tinmental matters developed countries seek in particular
An are not usually symmetric in developing countries. Through
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- transmission, such protectionist measures shift pricing st
even in the domestic sectors of the developing countries.

Finally, there is also apparent distortion in the proce
physically moving manufactured exports from developl
developed countries. It appears that shipping rates,
administered, escalate with the processing stages of the
being exported. Furthermore, the shipping freight rates _
appear either to be determined by the associated (derived) d
for the products being stripped. s

The enumeration of the various tariffs and non-tariff by
mechanisms that reflect protectionist atmosphere in dew
countries implies that the exhaustion of traditional barriers
does not guarantee a freer world trading system.” What mj
appreciated is that the institution of protectionist measures ¢
or prohibit trade has consequences for both trading countries
short and in the long run. It is only by understanding |
discussions of trading arrangements be seen in a proper pe
The implications of the growing protectionist sentiments
developed countries need to be clarified in the context of i
porting and importing nations. :

ITI

Given the variety of protectionist tools the developed c@
evolved, one need not invoke nor technically explain neo cli
international economics in order to point out their asse
theoretical and empirical difficulties.

On the part of the developing countries, rising protect
among developed countries does not guarantee sustaine
accelerated economic growth. Restrictions imposed and
erected prevent smooth structural adjustments according to |
endowments and comparative costs to occur not only in one
but among developing countries. For example, as Japan adjus
increasing comparative advantage in heavy industries she m ;

°1. Walter, “Barriers to International Competition: The Applicati¢
Liberalization of Non-tariff Distortions.” Chapter 5 in R.G. Hawkins and L,
(editors), The United States and International Markeis (Lex!
Massachusetts: Lexington Books, 1972).
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{i break into new markets as she moves from labor-intensive
imanufactures. Similarly, emerging developing countries must be
lo got access to developed country markets for light manufac-

in order to gain comparative advantage at the same time
Ming Japan. But none of these adjustments will occur if trade
llon are present. Therefore, while restrictions may be product or
Ilry specific, their implications are far more general and en-
uiing.

wer export earnings may mean inability to get development
nee througb loans, unfulfilled growth plans and downward ad-
snts for balance of payments purposes.

wod nominal and effective protection rates tend to prevent
facturing processes that would otherwise be optimally pursued
# policy of freer trade. Since trading prices include in them
flodd resource costs, resource misallocations are the general
neles in both developing and developed economies.

the part of developed countries, the rationale includes pre-
ling mass unemployment in import-competing industries,
ng inflationary pushes that disturb the general economy, and
ndjustment processes in cases of clear comparative advantage.

¢ Insues of unemployment as a result of imports from a develop-
Pountry is not clear to be of net benefit to developed countries.
wyidence that surrounds this is quite ambiguous but indicative.
g#xample, it is probably true that employment is affected more
oconomy in general than imports in particular. Where imports
poncerned it is known that employment lost through imports are

offset by employment in the export industries. Of course ad-
nls may have to be made in particular firms or affected in-
o8, But then the need may be for incentives to resource
ily rather than adjustment relief.

¢ stark implication of these behavior is that developed and
oping countries are affected by the volume and direction of
with each other. Yet the developed countries are affected more
I kind of protectionist stance. Around 21 per cent of the
nndise exports of developed countries went to developing
ries while around 72 per cent of developing country exports
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went to the developed countries. In absolute size however
important is the volume and value. The World Bank reports
US$ 123 billion exports from developed countries (1975) whe
developing countries in turn exported around US$ 26 billion,
interaction between the two kinds of countries through trade
been quantified to show that a 3.1 per cent increase in the g
rate of non-OPEC developing countries lead to a 1 per cent gi
rate in the growth of OECD,!!

L

With respect to the perceived surge of developing ¢l
products into industrialized nations, developing country expap
manufactured products are on the average an insignificant (bi
creasing) fractions of total supply — less than 10 per cent. T
plication argued of displacing import competing industries is nof
though some painful adjustment may be necessary to arrive
equilibrium mix of numbers in the industry structure. i

In the short run, it is quite obvious that protectionist p
provide latent relief to affected industries, reduce imports, a¥
prove payments situation (assuming this is a concern). On the
hand, supplying countries experience plant under-capacities,
export earnings, and worsened payments position. To the
however that restrictive practices are not followed the short rul
creates uncertainties for developing countries and opens ind
sentiments in developed countries to be translated into protec
policies.

The kinds of protectionist tools outlined in this section me
the long run trade patterns may be inefficient and not reflechl
comparative costs and resource endowments. To continue a
protectionism in the short run delays smooth structural
ments vis-a-vis cost and demand changes and it only creates
that ultimately will have to face. In this context, the deve
countries would be at the shorter end in terms of foregone pi
tion and growth. But the fact remains that developed countri
also suffer.

Considering the apparent net disadvantages of the growin
tectionism for both developed and developing coun

10he World Bank, op. cit., p. 16.

Haw, Erb, op. cit.
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silors - whether such  policies are pursued for non-economie
s, Needless to say, the MTN provides a partly sober forum Lo
various alternatives and directions for the developing countrion,

1AY

Awmuming developing country potentials are in manufnetured
ilu, various options are worthwhile to consider in trade negolin
W, Gilven the past few years’ track record, it would seem that the
tun  opportunities are mostly in manufactures for many
ing and developing countries, including the Philippines,

Millippine trade patterns follow the character of a developing
ilry — a spurt of manufactured export growth in recent yeunrs,
lution of traditional exports into processed forms and Inerensed
g of new nontraditional products. With a recent yonrly growth
40 per cent, manufactured exports are expected to tnko the brunt
finde in the coming decade reaching a 50 per cent share (from its
il 34 per cent in 1988).!2 Such new exports as textile yarn,
Wu and made-up articles, clothing, paper and paper products,
Ihags and others hold promise. The conditions and environment
+ which it will thrive appear sensitive in view of the strong
llonist sentiments earlier explained. The negotiations that will
I be followed are therefore critical for shaping an international
nind comparative advantage for most developing countries,

ul only is a gradual dismantling of existing tariffs desirnble but
I must be vigorously pursued is a shift in any remaining tariff
Aure away from increases in rates as processing increases, and at
#xtreme towards uniform duties across the board.

I vnsential therefore to work for tariff reductions. Despite the
I ol some studies’ ? showing that a uniform liberalization might
ly create second generation problems (e.g. ten countries reaping
Hly of additional gains from tariff cuts), in view of necessary
Iment processes.'* This is a trade off that must be accepted
#h its costs perhaps minimized) as part of a long-term vigion.

I'he Philippine Five-Year Developmer' Plan, 1978-1982 (Manila:
hior 1977), Chapter 7.

W. Cline, N, Kawanabe, and T.G.M. Kronsjo, and T. Williams, T'rade Nego-
4 i the Tokyo Round (Washington D.C.: Brookings Institution, 1978).

Welur Lo 111 above.
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A second task is to negotiate removal or reduction in the p
and proposed set of quotas and other forms of non-tariff barh
With regard to NTB’s, it is not so much as their arbitrariness but
subject to wide discretion in the hands of the adminis

Philippine expcrts to the U.S. attest to this grey area of discretit :
order to avoid falling under agreed-upon quotas or of classlfy
goods under them.

What seems to be most attractive within these two tasks is to Wi
in the direction of discussing both tariff and non-tariff g
simultaneously. The suggestion of some developed countries not {
Canada) to look at MTN sectorally but as a package appears a frul
avenue assuming developing countries accept a commitment ta |
trade. To negotiate trading arrangements by looking at mechan
in isolation from one another invites schemes to promote pr
tionism in developed countries. Indeed once agreement is reac
MFN or tariff reductions, it is likely that some domestic des
NTB’s can ke imposed since the disposal of one retains nons§
substitutes for possible imposition. For as long as this optiol
simultaneous approach is feasible, it is less likely to create new i
barriers.

A final task (and issue as well) that appears to be partly d
the protectionist behavior is the demand of developed countrief
reciprocity. True enough, the developing countries demand for
principle of non-reciprocity might have warranted some sl
validity in the search for trading arrangements prior to the
recession since it was quite clear that developed countries'
formances were impressive. But the recent trends, the bua
strides of the developing countries despite numerous disturh
and their growing competitive ability indicate less hope of adhi
to non-reciprocity. The option is perhaps to slowly and eclecth
accept reciprocity. In terms of a long-run comparative ad
structure, this obviously can be turned to a developing coun
advantage. For one, the varied nominal and effective pro
engendered by developing countries may be useful for some *
industries” but it really needs closer examination and market to#
to objectively gauge an international market setting. For ang
reciprocity carries with it the notion of allowing developed coull
some information about their own set of new comparative
vantages. Finally, reciprocity tempered with appreciation of #
other mitigating conditions (e.g. balance of payments) can ration
a broad based development process.

‘.
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i short, the rising protectionism (in developed countries, an in-
nil nnd external reaction), poses a potent threat to freer and lnrgor
ilo between developed and developing nations. And since the
ilectionist stance is a reaction, there are still wide possibilition for
tling the consequences of a new form of “neo-nationalism'’,

Iddeod the alternative might be to foster intra-developing country
ilo und intra-developed country trade. Though both types of trade
» nxpanded equally, it must be accepted that such an alternative
ploser and more limited in terms of technical change, consumer
foronces, and production structure. One must come o this only

I lines are already drawn. And that does not appear in sight as
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