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PREFACE

This paper, prepared at the request of the Subcomittee on
International Trade of the Senate Finance Committee, is a com
panion piece to an earlier Congressional Budget Ofice report,
US. Trade Policy and the Tokyo Round of Miltilateral Trade
Negoti ati ons. The earlier report was published before the con-
clusion of the Tokyo Round negotiations and thus contained no
detailed treatnent of the final results of the negotiations. This
report provides such a detailed treatnent. For discussions of the
history and purposes of the Tokyo Round negotiations, readers
should consult the earlier report. In keeping with CBOs nandate
to provide objective and nonpartisan analysis of issues before the
Congress, this paper offers no recommendations.

The paper was prepared by CR Neu and Emery S non of the
Nati onal Security and International Affairs D vision of the
Congressional Budget Ofice, under the general supervision of
David S C Chu. The authors wish to acknow edge the special
assistance of Jerome La Pittus and Barry Goldberg, both staff
menbers in the Ofice of the Special Representative for Trade
Negotiations, who provided nuch of the information necessary for
the tinely publication of this report. A so assisting were Donal d
Henry, Janes Verdier, and Nancy Swope, all of the Congressional
Budget O fice. Robert E. Baldwin and Wlliam R Cline both
conmmented on the draft of this paper, and the final product has
benefited greatly from their suggestions. Responsi bility for any
errors, of course, remains the authors'. Francis S Pierce and
Robert L. Faherty edited the manuscript, which was typed for
publication by Janet Stafford.

Aice M Rvlin
D rector
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The formal negotiation phase of the Tokyo Round of Milti-
|ateral Trade Negotiations (MN was concluded in Geneva on
April 12, 1979, with 23 countries, including the United States,
agreeing to a package of neasures designed to reduce obstacles
to international trade. Ei ghteen other countries endorsed
only parts of the conplete package. The agreenments reached
in CGCeneva included a nultilateral reduction in tariffs, the
establi shnent of new codes of conduct for international trade,
some reductions in barriers to trade in specific comodities,
and reforms of the framework of the General Agreenment on Tariffs
and Trade (GATT), the general set of principles that has governed
international trade throughout the postwar period.

In accordance with the terns of the Trade Act of 1974, which
gave the U.S. President authority to negotiate changes in U.S.
trade policy, President Carter has submtted to the Congress the
Tokyo Round agreenents and the legislation necessary to inplenent
these agreenents. The Trade Act stipulates that the Congress nust
approve or reject the agreements and the |egislation wthout
amendrment within 90 |egislative days. The agreements wll enter
into force for the United States when and if the inplenenting
legislation is approved by both houses of the Congress. The Trade
Act gives the President power to reduce US tariffs wthout
subsequent Congressi onal approval . Accordingly, only the non-
tariff parts of the Tokyo Round agreements require Congressional
action.

THE EFFECTS CF THE TCKYO ROUND AGREEMENTS

The overall effects of the Tokyo Round agreenents on the US
econony are likely to be positive but small. By the time the
agreenents are fully inplemented (as nmuch as ten years in the
future), the principal predictable effects are likely to be the
fol | ow ng. (Excluded from all of these estimates are inportant
| ong-term nonestimable effects, which are generally believed to be
highly beneficial to the United States.)
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o The Tokyo Round agreenments wll cause al nbst no change in
overal | enpl oynent. Estimates of the effects of tariff
reductions on total enploynment in the United States range
froma loss of 300 jobs to a gain of 2,300 jobs. The
conbined effect of tariff reductions and changes in
nontariff barriers to trade wll be, according to one
estimate, a gain of 15 000 jobs.

o The sectoral distribution of enploynent changes wll
favor the US agricultural sector and a nunber of US
industries enploying sophisticated technology and highly
skilled |abor. Adversely affected by increased com
petition from abroad will be sonme U.S. industries relying
on relatively wunskilled |abor and older, well-known
t echnol ogi es. In no industry are decreases in job
opportunities resulting from the Tokyo Round agreenents
expected to be large enough to necessitate |ayoffs;
normal econonmic growh and voluntary turnover of workers
should be sufficient to absorb whatever reductions
in job opportunities may be caused by the Tokyo Round
agreements.

o The regional distribution of enployment gains and |osses
will be close to uniform No region of the United States

will experience other than very small changes in enpl oy-
nment as a result of the Tokyo Round agreenents. In the
West and the Mdwest, job opportunities will increase very

slightly; in the East and the South, they wll decline
slightly.

o The Tokyo Round agreenents should lower US  consuner
prices. Estimates of the reduction in consumer prices
range from 0.4 to 0.6 percent to (probably nore realis-
tically) 0.07 percent.

o The evidence on how the agreenents wll affect the val ue
of the dollar is mxed, but all studies agree that,
whatever the direction of change, its nagnitude wll be
very snall.

o Estinmates of the total net benefit to the U.S. econony
resulting from the agreenents are in the range of $1
billion to $1.5 billion per year. Included in these
estimates are only direct, near-term benefits. Sone
estimates of longer-term gains have gone as high as $10
billion per year.




MAJOR AGREEMENTS REAGHED IN THE TCKYO ROUND

Tari ff Reductions

The major industrialized trading countries agreed to tariff
reductions on a wide variety of itens. Wth sonme inportant
exceptions, these tariff reductions wll be phased in over an
ei ght-year period begi nning January 1, 1980. In general, the less
devel oped countries did not agree to tariff reductions.

Anmong the industrialized countries the size of tariff
reducti ons varies—-both as a percentage of existing tariffs
and as absolute reductions in tariff rates. Summary Tables 1
and 2 show average depths of cut and average tariff rates pre-
vailing before and after the reductions are fully inplenented.
On average, US tariffs wll be slightly lower after full
i npl erentation than will those of the other major participants,
even though other countries made |arger absolute reductions
in tariff rates than did the United States. In general, reduc-
tions in agricultural tariffs were less than reductions in other
tariffs.

US negotiators made special efforts to protect US
i ndustries thought to be especially sensitive to increased
import conpetition, and available evidence suggests that they
were largely successful. U.S. tariff reductions on the products
of these industries are less than on other products, and for
some itens (particularly apparel) applicable nontariff rmeasures
will be nmade nore restrictive. In only a very few U.S. indus-
tries will reductions in job opportunities over the entire eight-
year period for phasing in tariff reductions anount to nore
than one percent of present enploynent. In all cases where
reductions in job opportunities are expected, normal |[abor
turnover should allow these work force reductions to take place
wi thout |ayoffs.

This special protection for vulnerable U.S. industries was
not obtained without cost. In order to protect particular US
industries, US negotiators presumably had to allow ot her nations
to protect their own vulnerable industries, thus reducing poten-
tial export opportunities for sone US producers. Further, by
protecting certain US industries from |ower-priced foreign
imports, US negotiators have limted the beneficial effect of
the trade agreenents on U.S. prices.
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SUWARY TABLE 1. AVERAGE DEPTHS O QUT IN TAR FFS ON DUTI ABLE
| MPCRTS: | N PERCENT

Al Duti abl e Duti abl e Q her

Dutiable  Agricul tural Manuf act ur ed Duti abl e
Count ry I nports | nports | nports Inports a/
United
States 29.6 17.2 30.9 51.2
Eur opean
Community b/ 2.3 30.0 29.0 3.4
Japan c/ 10.7 3.6 11.8 5.9
Canada ¢/ 28.0 2.0 28.1 43.8

SQURCE: Ofice of the Special Representative for Trade Negoti -
ations.

a/ Included in this category are basic ninerals and ores, coal
and petrol eum and coal and petrol eum products.

b/ Countries of the European Community include: West  Ger many,
France, Italy, Belgium the Netherlands, Luxembourg, Dennark,
Ireland, and the United Ki ngdom

¢/ For Canada and Japan, the figures shown refer to reductions in
tariff rates actually applied. Both countries agreed to
somewhat |arger reductions in their respective "bound" rates—-
the maxi mum tariff rates allowed under the ternms of the
CGeneral Agreenent on Tariffs and Trade.

Agreenents on Nontariff Masures

Agreenents on nontariff neasures were a new feature of the
Tokyo Round negotiations; previous rounds of trade tal ks had
concentrated on tariff reductions. For this reason, and because
nontariff practices are regarded as the najor barriers to trade
today, these nontariff agreements are generally seen as the npst
important elenments of the Tokyo Round package. The agreenents
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are of three types: codes of conduct for international trade,
reform of the CGATT framework, and reductions in nontariff barriers
affecting particular commodities.

Sx major codes for the conduct of international trade were
agreed to.

The CGovernnent Procurement Code requires that, in making
decisions on nonmlitary procurement, governments and national
entities under the substantial control of governnents wll give
foreign producers treatment no less favorable than is given
to donestic producers. This code is expected to result in a
net increase in jobs in the United States.

The Subsi di es/Countervailing Duties Code clarifies GATT
policy regarding both government export subsidies and the inposi-
tion of countervailing duties. In agreeing to this code, the
United States has undertaken not to inpose countervailing duties
without first determining that foreign subsidies are causing;, or
threatening to cause injury to domestic U.S. industries. The code
is not expected to have any immediate, direct effects on U.S.
trade. In the longer term it nay serve to prevent the outbreak
of trade wars resulting from increased government involvenent in
dorestic economc activities.

The Anti-Dunping Code clarifies GATT policy toward dunping,
the selling of goods in foreign markets below the prices at
which simlar goods are sold in donestic narkets. Qurrent U.S.
practice generally confornms with the new code, and few changes are
expected.

The Custons Val uation Code provides new guidelines for
valuing inports for custons purposes. Its intent is to prohibit
arbitrary escalation of inmport values for the purpose of increas-
ing tariffs. Under the terns of the code, the United States will
di scontinue its use of the American Selling Price (ASP) nethod of
val uat i on. For nost ASP items, however, tariff rates wll be
adjusted to yield roughly the same tariffs under the new val uation
procedures as under the ol d. The code is thus expected to have
little effect on U.S. trade.

The Standards Code outlines procedures for setting and
enforcing national health, safety, performance, quality, and

| abeling standards for inports. |Its intent is to sinplify conpli-
ance with such standards and to prevent their use as barriers to
trade. Because standards are of particular inportance for high-
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SUWARY TABLE 2. AVERAGE TARI FF RATES ON DUTI ABLE | MPORTS BEFCRE

AND AFTER TARI FF REDUCTI ONS: | N PERCENT

Al Duti abl e Duti abl e Q her
Dutiable  Agricultural Manuf act ur ed Duti abl e

Country Inports | nports Imports Inports a/

Uhited States

Bef ore 81 8.7 81 4.1
After 5.6 7.2 5.6 20
Di ff erence 274 1.5 2.5 2.1
Eur opean
Comuni ty b/
Bef ore 9.9 7.0 10.0 10.2
After 70 49 7.1 7.0
D fference 2.9 2.1 2.9 3.2
Japan ¢/
Bef ore 14.0 14.0 15. 3 1.7
Af ter 12.5 13.5 13.4 16
D fference 1.5 0.5 1.8 0.1
Canada c/
Bef ore 12.5 6.5 12.8 4.3
After 9.0 5.2 9.1 2.2
Difference 35 13 3.6 21

SORCE Ofice of the Special Representative for Trade Negoti-

ations.

NOTE: Detail nmay not add to totals because of rounding.

a/ Included in this category are basic minerals and ores, coal

and petrol eum and coal and petrol eum products.

b/ Countries of the European Conmmunity include: Wst GCernmany,

Ireland, and the United Ki ngdom

France, Italy, Belgium the Netherlands, Luxenbourg, Dennmark,

¢/ For Canada and Japan, the figures shown refer to reductions

in tariff rates actually applied. Both countries agreed to
sonmewhat larger reductions in their respective "bound' rates--
the maximum tariff rates allowed under the terms of the General

Agreenent on Tariffs and Trade.
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technol ogy products, this code could be especially beneficial for
the United States.

The Inport Licensing Code provides sone guides for inport-
licensing practices. It is intended to ensure that these prac-
tices are not used to restrict trade in a discrimnating way.
Anong other provisions, it prohibits the rejection of applications
for inport licenses because of mnor clerical errors.

The reformof the GATT framework has two basic purposes: to
bring some provisions of the GATT nore into line with the needs of
devel oping countries and to strengthen the CGATT mechani sm for
settling disputes. Wth regard to the first purpose, the reforns
all ow devel oped countries to grant special concessions to |ess
devel oped countries wthout making simlar concessions to other
devel oped countri es. In return, the less devel oped countries
agree gradually to accept the trading responsibilities of devel-
oped countries as their econonic devel opnent proceeds. Wth
regard to the second purpose, the reforns detail and expand CGATT
procedures for consultation and di spute settlenent.

Agreenment was also reached on nontariff barriers affecting
some particular commodities.

Quotas on inports of U.S. agricultural products were |iberal-
i zed by Japan, Canada, the European Community, and sone |ess
devel oped countri es. The United States has tenporarily eased
restrictions on inports of cheese. In the future, however, new
US policies on cheese inmports wll prove nore restrictive than
current policies. th net, these changes in agricultural trade
policies should allow increases in U.S. agricultural exports.

An agreenment on trade in civil aircraft elimnates all
tariffs on civil aircraft, aircraft engines, and parts, and binds
all signatory governnents to purchase civil aircraft purely on the
basis of price, performance, and delivery tines. Because the
United States is the world's leading producer of aircraft, it is
expected to increase its foreign sales as a result of this
agreement.

VWHAT THE TCKYO ROUND D D NOT ACCOWPLI SH

The successful conclusion of the Tokyo Round negotiations
represents a major accomplishment—-particularly in light of the
recent instability of the international economc system The
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negotiations did not, however, acconplish all that sone observers
had hoped. Among the di sappointments were the failure to agree on
a safeguards code detailing steps to be taken in the face of
sudden increases in inmports; a failure to deal with quantitative
trade restrictions; the refusal of all but one less devel oped
country to endorse the entire package of agreenents; the inability
to strengthen appreciably the CGATT mechanisns for enforcenent and
di spute settlenent; and the absence of discussion of |arge-scale,
long-term bilateral barter arrangenents between countries. These
issues stand as the major problems to be faced in future bilateral
or multilateral trade talks.
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CHAPTER |I. | NTRCDUCTI ON

O April 12, 1979, representatives of the United States and
40 other countries signed a proces-verbal in Geneva, marking the
formal conclusion of the Tokyo Round of Miltilateral Trade Negoti -
ations. 1/ The proces-verbal, a diplomatic vehicle used to note
formally the results of negotiations, states that negotiations
have been conpleted and that the signatories will subnit the
agreenents for approval in accordance with their respective
domestic procedures. Aimed at reducing both tariff and nontariff
barriers to international trade, the Tokyo Round negoti ati ons have
succeeded in bringing about agreement on a significant rmulti-
lateral reduction in tariffs, on a nunber of "codes" of conduct
that will govern the use of nontariff trade measures, and on some
reform of the structure of the General Agreement on Tariffs and
Trade (GATT), which has provided the basic franmework for inter-
national trade throughout the postwar period.

Al though 99 countries participated in the Tokyo Round tal ks,
only 41 signed the final proces-verbal, and of these only 23
subscribed to the full set of agreements. 2/ The renaining
18 countries entered into various partial and bilateral agree-
ments dealing with particular tariff and nontariff nmatters.
I ncluded armong the 23 countries subscribing to the full set of
agreenents were all of the major industrialized trading countries.
Anmong the less devel oped countries, only Argentina accepted all
of the negotiated agreenents. The other |ess devel oped countries,
citing what they considered to be insufficient concessions on

1/ For nore on the history and goals of the Tokyo Round, see

~  (ongressional Budget Ofice, U.S. Trade Policy and the Tokyo
Round of Miltilateral Trade Negotiations, Background Paper
(Narch 1979).

2/ The countries agreeing to the full pact were the United
States, Japan, Canada, the United Kingdom Wst Gernany,
France, Italy, the Netherlands, Belgium Denmark, Luxenbourg,
Ireland, Switzerland, Sweden, Norway, Finland, Austria,
Hungary, Czechoslovakia, Bul garia, Australia, New Zeal and, and
Argentina.
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the part of the developed world, signed only some of the agree-
ments or refused to sign at all.

Anmong the several elenments of the Tokyo Round agreenents,
nost attention has focused on the provisions affecting nontariff
barriers to trade. These nontariff barriers can take a w de
variety of forms, ranging from direct quantitative restrictions to
various procedural and adnmnistrative practices that have the
result of hindering the international flow of trade. General l y,
the term "nontariff barriers to trade" is used to denote any
governnent policy except tariffs that limts international trade.

Designed to clarify, standardize, and "harnonize" the non-
tariff policies of the signatory nations, the codes on nontariff
neasures are a new feature of international trade negotiations.
Previous rounds of trade talks have succeeded in reducing tariffs
but have done little to restrict the use of nontariff barriers to
t rade. As a result, the gains to be achieved through further
tariff reductions are less now than they have been in the past.
On the other hand, considerable gains are yet to be nmade by
regul ating the use of nontariff measures. Indeed, with tariffs at
very low rates (by historical standards), nany countries have
turned increasingly to nontariff neans of protecting their domes-
tic industries fromforeign conpetition. The new trade codes are
widely seen as addressing specifically those practices that now
constitute the nost inportant obstacles to international trade.

M June 19, 1979, President Carter fornally submtted the
agreenments reached in Geneva and the |legislation necessary to
i npl erent these agreenents to the Congress for approval. Under
the terms of the Trade Act of 1974 (which gives the U.S. President
authority to negotiate changes in international trade policy),
the Congress will have a maxi mumof 90 |egislative days to approve
or disapprove the agreenents. The Trade Act further specifies
that: neither the agreenents nor the inplementing |egislation may
be anended during Congressional consideration; they nust be
adopted or rejected in their entirety, as subnitted. To elimnate
the need for any changes after formal submssion, the F nance
Committee of the Senate and the Ways and Means Committee of the
House have for the past several nonths conducted extensive reviews
both of the draft agreenents and of the inplenenting |egislation.

The Trade Act of 1974 gives the President power to negotiate
reductions in U.S. tariffs (wthin linmts) wthout subsequent
approval by the Congress. iy the nontariff parts of the Tokyo
Round agreenments nust be approved by the Congress, and these



agreenents will enter into force for the Uhited States when and if
they receive Congressional approval.

THE EFFECTS Gk THE TCKYO ROUND AGREEMENTS

Wile few observers doubt that the Tokyo Round agreenents
will bring about significant changes in the rules that govern
international trade, it is inpossible to estimate fully the
ultimate effects the Geneva agreenents wll have on international
trade or on the US econony. The direct, near-term effects of
tariff reductions can be calculated fairly readily. But probably
outwei ghing these direct effects are the |onger-term changes
brought about by freer trade: i nternational specialization,
larger-scale and thus nore efficient production, and nore rapid
i nnovation spurred by increased conpetition. The estimation
of such long-term effects is sinply beyond the capabilities of
any econonic anal ysis. :

The effects of reductions in nontariff barriers to trade

are even nore difficult to predict. Al of the problens en-
countered in estimating the long-term effects of tariff reduc-
tions are present in the case of nontariff barriers. |In addition,

because the effectiveness of any attenpt to reduce nontariff
barriers wll depend critically on the specific policies adopted
by particular governnents and on the vigor with which the new
codes of conduct are enforced, it is possible in only a very few
cases to estimate even their short-term effects.

By and | arge, the Tokyo Round agreenents wll result in
inportant benefits for the US econony. These benefits, however,
will not be uniformy distributed anong all industries or indi-

viduals in the United States. Sone US industries and the
workers in these industries stand to gain from increased oppor-
tunities for exports. CGher industries and their workers wll
face increased conpetition from inports. Some may suffer |osses
in enpl oyment opportunities.

The U.S. negotiators in CGeneva have taken great pains to
protect US industries that are npbst susceptible to injury
fromincreased foreign conpetition. The evidence presented in the
following chapters indicates that to a very great extent they have

succeeded. The enpl oynent effects of the Geneva agreenents are
very small, both for the country as a whole and for particul ar
i ndustri es. In nost cases, the reductions in enploynent oppor-

tunities that are occasioned by reduced barriers to trade can be



absorbed by retirenent, by voluntary transfers of workers to
other industries, or sinply by reducing slightly the nunber of
workers hired to meet grow ng demand. It seens unlikely that
nore than a very few layoffs wll be caused by the Tokyo Round
agreements.

, It is inpossible, however, to elimnate all the costs associ-
ated with freer trade. The gains that arise fromfreer trade come
about primarily as a result of changes in national economc
structures. Nations produce nore of those goods that they can
produce relatively efficiently and less of those that can be
produced abroad nore cheaply. The result is a wder variety of
| ower-cost goods in all nations. But these gains require reduc-
tions in certain economc activities in each country, and with
these reductions cone reductions in job opportunities in par-
ticular industries. There is no way to receive the benefits of

freer trade without paying sone of these costs. It wll be one of
the inportant purposes of this paper to point out what changes in
the U.S. economc structure will be required if the overall net

benefit of the Tokyo Round agreements for the United States
is to be realized.

Wiere possible, this paper will cite quantitative estimates
of the effects of the Tokyo Round agreenents and note the sormre-
times considerable qualifications that nust acconpany such
estimates. Were quantitative estinmates are inpossible, it wll
provide a verbal treatnment of the expected effects. Chapter |1
describes the tariff reductions agreed to and discusses their
likely effects. Chapter IIl provides a simlar, but far less
quantitative, treatment of the codes on nontariff barriers,
changes in the GATT franework, and agreements affecting particul ar
i ndustri es. Chapter |V provides sone general conclusions draw ng
upon the results of the precedi ng chapters.



CHAPTER 11. TAR FF REDUCTI ONS

The major industrialized countries have agreed, as part of
the Tokyo Round accords, to a significant reduction in tariffs.
Wth a few inportant exceptions, these tariff reductions wll be
phased in over an eight-year period beginning January 1, 1980. 1/
Wth a few exceptions, the less devel oped countries wll not
reduce tariffs as a result of the Tokyo Round negotiations.

THE S ZE CF THE TAR FF REDUCTI ONS

The nost often cited nmeasures of the size of the agreed-~upon
tariff reductions are so-called "depth of cut" figures, neasuring
the percentage decrease in tariffs that will result fromthe Tokyo
Round agreerents. These figures can be useful in conveying a
general inpression of the quantitative significance of the Tokyo
Round tariff reductions, but they do not reflect accurately the
relative size of the concessions made by various countries. In
sonme cases, denand for inported goods is very sensitive to changes
in prices, and even small reductions in tariff rates can bring
about large increases in inports. Conversely, the demand for nany
internationally traded commpdities is nearly insensitive to
variations in price; even large tariff reductions for these
commodities will have little effect on trade flows. Thus, one
shoul d not place too much enphasis on the relative depths of
tariff cuts made by various countries; these do not serve as
accurate measures of the relative concessions made by each.

The United States has agreed to reduce its tariffs on all
dutiable goods by an average of 29.6 percent. 2/ The European

1/ The nost inportant exceptions for the United States involve
textiles, apparel, and |eather products. For these commodi -
ties, U.Se. tariff reductions will begin in July 1982 and be
conpleted within eight years.

2/ Al averages in this paper, unless otherwise noted, are
trade-wei ghted averages conputed on the basis of nerchandi se
inmports for 1976, the latest year for which conplete trade
data are avail able.



Community (EQ wll reduce its tariffs by an average of 29.3 per-
cent. 3/ For Canada and Japan, the situation is somewhat nore
conpl ex. Snce the end of the Kennedy Round of trade negotia-
tions in 1967, both of these countries have made nonbi nding
unilateral reductions in the tariffs they apply on certain pro-
ducts. As a result, these two countries (and particularly Japan)
now apply tariffs that are lower than the "bound rates," which,
under the terns of the General Agreenent on Tariffs and Trade
(GATT), mark the upward limt on tariffs that each country nmnay
appl y. Canada and Japan have agreed to reductions in their bound
rates averagi ng 39 percent and 23 percent, respectively, but since
the applied rates of these countries are in nmany cases well bel ow
the relevant bound rates, the actual reductions in tariffs wll be
only 28.0 percent for Canada and 10.7 percent for Japan.

Throughout the Tokyo Round negotiations on tariff cuts,
primary enphasis was placed on reductions in industrial tariffs.
In nost cases--the EC is an exception--tariffs on agricultural
products were reduced less than were tariffs on industrial pro-
ducts. Table 1 shows the average tariff reductions for all
dutiable inports for the United States, Canada, Japan, and the EC
(Dutiable inmports are all inports on which duties are inposed.)
It also shows average reductions for agricultural, manufactured,
and other inports for each of these countries.

The figures in Table 1 are the depths of cut agreed to

by each country in all its tariffs. As such, they provide a
rough neasure of the magnitude of the tariff concessions that
each country nmade to the rest of the world. They are not,

however, an accurate reflection of the concessions that each
country made to the United States. Nei t her does the average
depth of cut for the United States accurately reflect US
concessions to specific countries. Table 2 shows the average
depths of cut that the major industrial countries nade in the
tariffs they apply to their inports fromthe United States,
and the average depths of cut nade by the United States in its
tariffs on products fromthose countries.

The bilateral tariff reductions for all dutiable inports
shown in Table 2 are little different from the overall tariff

3/ The countries of the European Community are West Gernany,
France, Italy, Belgium the Netherlands, Luxenbourg, Denmark,
Ireland, and the Wnhited Ki ngdom



TABLE 1. AVERACE DEPTHS F QJT IN TARFFS ON DUTI ABLE | MPCRTS

I N PERCENT
Al Duti abl e Duti abl e Q her
Dutiable  Agricul tural Manuf act ur ed Dutiable
Country I nports | nports I nports Inports a/
United States 29.6 17.2 30.9 51.2
EC 29.3 30.0 2.0 3.4
Japan b/ 10.7 3.6 11.8 59
Canada b/ 28.0 20.0 28.1 48.8

SOURCE: Ofice of the Special Representative for Trade Negoti -
ations.

a/ Included in this category are basic mnerals and ores, coal
and petroleum and coal and petrol eum products.

b/ For Canada and Japan, the figures shown refer to reductions
in applied tariff rates. Reductions in bound rates are
hi gher.

reductions shown in Table 1. The Wnited States and the EC made
roughly equal cuts on tariffs affecting each other's products.
U.S. reductions on Japanese and Canadian products were substan-
tially larger than the reductions these countries agreed to on
Anerican products.

Table 2 highlights the Tokyo Round enphasis on industrial

tariffs. If only tariffs on nonagricultural products are con-
si dered, the Japanese and Canadi an reductions on U.S. products are
much higher than if all goods are considered. In fact, Japan made

larger cuts on US nonagricultural products than the United
States nmade on Japanese nonagricul tural products.

The tariff cuts negotiated in Geneva, although large in
percentage terns, wll have only a small effect on the overall
price level of dutiable inports. This is because tariff rates
are, on average, fairly lowalready. The average U.S. tariff rate
for all dutiable inports, for exanple, is only 81 percent. After
all of the agreed-upon tariff reductions have been inpl enented,



TABLE 2. AVERAGE DEPTHS OF CQUT IN FOREIGN TARIFFS ON US
PRCDUCTS AND IN US TARFFS ON PRODUCTS CF SELECTED
INDUSTR AL COUNTR ES: | N PERCENT

Al Dutiable Inports Nonagricul tural Inports
US Tariffs Foreign - U.S. Tariffs Foreign
on Foreign Tariffs on on Foreign Tariffs on
Country Product s U.S. Products Product s U.S. Products
EC 34.3 35.8 35.2 33.3
Japan a/ 32.4 14.1 32.4 46.7
Canada a/ 44.4 28.7 b4 2 37.0

SOURCE: Ofice of the Special Representative for Trade Negoti-
ations.

a/ For Canada and Japan, the figures shown refer to reductions

in applied tariff rates. Reductions in bound rates are
hi gher.
the average US tariff rate will be 56 percent. Thus, the

average price of U.S. dutiable inports will be |ower by a maxi mum
of about 2.4 percent as a result of the Tokyo Round tariff reduc-
tions. 4/ Table 3 shows average tariff rates prevailing before
the Tokyo Round and those that will apply after all of the reduc-
tions have been inpl enented.

As Table 3 shows, the United States currently has tariff
rates sonmewhat |ower than the European Comrunity, Japan, or
Canada. Because of this, U.S. tariff rates will still be |ower on

4/ The mnor inconsistency in these figures is due to rounding.
Wth lower tariff rates, foreign producers could choose
to raise prices on exported goods, capturing for thenselves
part or all of the revenue given up by governments in reducing
tariffs. The figure of 2.4 percent is a maxinmum in the
sense that it represents the reduction in inport prices that
would result if the full tariff reductions were passed on to
consumers.



TABLE 3. AVERAGE TARI FF RATES ON DUTI ABLE | MPORTS BEFORE AND
AFTER TAR FF REDUCTI ONS: | N PERCENT

Al Duti abl e Duti abl e C her
Dutiable Agricultural Manufactured Dutiable
Country I nports I nports I nports I mports __aj
United States
Bef ore 81 8.7 81 4.1
After 5.6 7.2 5.6 2.0
D fference 2.4 T5 25 21
EC
Bef or e 9.9 7.0 10.0 10.2
After 7.0 4.9 7.1 7.0
D fference 2.9 2.1 2.9 3.2
Japan b/
Before 14.0 14.0 15.3 1.7
Af t er 12.5 13.5 13.4 16
D fference 1.5 0.5 1.8 01
Canada b/
Bef or e 12.5 6.5 12.8 4.3
After 9.0 52 9.1 22
D fference 3.5 1.3 3.6 2.1

SORCE: Ofice of the Special Representative for Trade Negoti -
ations.

NOTE: Detail nmay not add to total s because of rounding.

a/ Included in this category are basic ninerals and ores, coal
and petroleum and coal and petrol eum products.

b/ For Canada and Japan, the figures shown refer to reductions

" in applied tariff ratest Reductions in bound rates are
higher.

48-718 0 - 79 - 4



average than rates in other countries even though the absolute
reductions in EC and Canadian tariffs wll be larger than the
reductions in U.Se. rates.

The effects of these tariff reductions on total inport prices

will be even less than is suggested by the figures in Table 3.
Dutiable inports account for only a part of total rmerchandise
inports, and tariff reductions wll, of course, have no direct
effect on the prices of nondutiable itens. In the case of the

United States, for exanple, dutiable inports represented only
42 percent of total nerchandise inmports in 1976. As a result, the
maxi mum reduction in total US inport prices that could be
brought about by the Tokyo Round is only about 1 percent. Table 4
presents conparable figures for the principal industrialized
econom es.

TABLE 4. SHARE Ok DUTIABLE IMPCRTS IN TOTAL | MPCRTS, AND REDUG
TIONS IN DUTI ABLE AND TOTAL MERCHANDI SE | MPCRT PR CES:

I N PERCENT
Share of Aver age
Duti abl e Reducti on Maxi mum
Imports in Total in Tariffs Reduction in
Mer chandi se on Dutiable Total Merchandi se

Country Inports a/ I nports I nport Prices
United States 43 : 2.4 10
EC 41 2.9 1.2
Japan 37 15 0.6
Canada 54 3.5 19

SCURCES. International Mnetary Fund, D rection of Trade; and
Ofice of the Special Representative for Trade Negoti -
ations.

a/ In 1976.
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THE SECTCRAL DI STR BUTI ON GF THE TAR FF REDUCTI ONS

At the outset of the Tokyo Round, the Whited States proposed
that all tariffs be reduced uniformiy by 60 percent. (This was
the maxi mum reduction allowed for US tariffs by the Trade Act
of 1974.) The European Community rejected this proposal, urging
instead that tariffs should be both reduced and "harmonized"--
that is, that higher tariffs should be reduced by a higher
percentage than |ower ones. Eventually, it was agreed that
the so-called "Swiss fornula" should serve as the basis for
tariff cutting. 2/ ldeally, all tariffs would be cut by the
anmounts specified by the fornula, with exceptions being made
for particularly sensitive comrodities or for commodities for
which the application of the formula would result in a larger
reduction than the negotiators were enpowered to agree to. Strict
adherence to the Swss fornmula would have led to average tariff
reductions of 42 percent for the United States, 43 percent for the
EC, 68 percent (in applied rates) for Japan, and 39 percent (in
applied rates) for Canada--much larger cuts than were in fact
made.

The decision by the participants in the Tokyo Round to mnake
snaller average tariff cuts than were called for by the formla
can be explained partly by the fact that the highest tariffs were
reduced by much less than other tariffs. Table 5 shows the
average depths of cut in tariffs of various sizes nade by the
maj or participants. For tariffs less than 20 percent, the Wnited
States and Canada show sone evidence of cutting higher tariffs
more than lower tariffs. Japanese and EC cuts are about even
across this interval. For tariffs greater than 20 percent,
however, the cuts were nuch smaller. (A the level of aggregation
used to conpute Table 5, the EC had no tariffs above 20 percent.)
In many cases, high tariff rates mark commodities of particular
political or economc sensitivity to inport conpetition. That
tariffs on such commodities were not reduced greatly is perhaps
not surpri si ng.

5/ Specifically, the Swiss fornula called for a tariff rate x

= to be reduced to a lower rate, z, according to the formila:
z = 1léx + (x + 19). This forrmula would result in |arger per-
centage cuts for higher rates. There was no historical or
intellectual reason for the choice of this particular formula.
It was chosen principally because it was sinple and inplied an
accept abl e average depth of cut.

11



TABLE 5. AVERAGE DEPTHS F QUT BY CURRENT TAR FF RATES: |IN

PERCENT
Qurrent Tariff Rate in Percent

0 5 10 15 20 Qeater

to to to to to t han
Country 5 10 15 20 25 25
United States 32 32 36 38 18 20
EC 30 32 28 29
Japan 2 21 24 21 7 -z
Canada 27 25 33 A 9 10

SAURCE: Ofice of the Special Representative for Trade Nego-
tiations.

NOTE: These average depths of cut were conputed on the basis of
prevailing tariff rates and negotiated tariff cuts for 169
categories of goods identified at the three-digit Standard
Industrial dassification (9Q |evel. D fferent aggrega-
tions of comodities would result in slightly different
figures. For Japan and Canada, depths of cut reflect cuts
in applied tariff rates.

Some indication of which industries were considered par-
ticularly sensitive to increased inport competition——and there-
fore deserving of special consideration--by each of the par-
ticipants can be obtained by conparing the tariff reductions
that actually resulted from the Tokyo Round negotiations with
the reductions that would have resulted froma strict application
of the Sass formila. Table 6 provides such a conparison for
two-digit Standard Industrial Classification (9Q categories
of goods. Entries in this table indicate the difference between
tariff rates actually agreed on and the rates called for by
"the Swiss formula. A negative entry indicates a tariff cut
smaller than required by the formul a. The nost striking aspect
of Table 6 is the nunber of negative entries; at the |evel of
aggregation represented in the table, very few tariff cuts
are as large as the forrmula calls for. | ndeed, for the EC
only one category shows a reduction as large as the formula
would have demanded (although greater-than-forrmula reductions

12



TABLE 6. DI FFERENCES BETWEEN SWSS FCORMULA TAR FF REDUCTI ONS AND FI NAL
TOKYO ROUND REDUCTI ONS: I N PERCENT

SC Uhited
Cat egory States EC Japan a/ Canada a/
01 Agricul tural Products (Q ops) -4.8 -0.5 -14.3 -1.0
02 Agricultural Products
(Li vest ock) 13 -0.4 -5.0 -0.3
08 Forest Products 1.2 -13 -3.1 01
09 Fishing, Hunting, and
Trappi ng 0.1 0.8 -1.8 -0.7
10 Basic Metals (Unprocessed) 0.2 -0.1 -0.1 -0.1
12 Bituminous Coal and Lignite -0.2 -1.9
14 Nonmetallic Mneral s, - _
Except Fuel s 14 -0.9 -2.4 -0.5
20 Food and Kindred Products -0.7 -0.9 -13.6 -0.
21 Tobacco Products -6.1 -340.8 -8.2
22 Textile MIIl Products -3.6 -25 -3.7 3.6
23 Apparel and Q her
Textile Products -10.3 -4.7 -6.4 -89
24 Lunber and Wod Products 0.2 -1.4 -2.3 -1.5
25 Furniture and Fixtures 0.8 -0.4 -0.4 -3.1
26 Paper and Allied Products 16 -1.8 -1.7 -0.4
27 Printing and Publishing 0.6 -0.7 0.3 3.7
28 Chemcals and Alied Products -0.9 -1.4 -14 -2.6
29 Petrol eum and Coal Products 1.4 -1.3 -1.6 ~-1.6
30 Rubber and M scel | aneous
P astic Products -0.6 -2.3 -2.0 ~-3.3
31 Leat her and Leat her Products -4.3 -0.9 -4.3 -4 .3
32 Stone, day, and
Jass Products -2.1 -17 -1.0 ~0.6
33 Primary Metal s -0.2 -0.6 -0.5 -3.0
34 Fabricated Metal Products -0.1 -0.7 ~0.2 -0.5
35 Machi nery, Except Electric 0.2 -0,4 0.4 -0.3
36 B ectric Machinery and
Electrorniic Equi prent 0.1 ~2. 4 0.3 1.7
37 Transportation Equi pnent 0,3 -15 2.1 ~0.5
38 I nstruments and
Rel ated Prreducces 0.0 -0.5 0.0 0.3
39 M scel | aneous Manufactured
-Product s 0.7 -0.4 -2.7 —0.7
99 M scel | aneous Commodi ti es 2.0 ~0.7 -1.8 0.4
Not Ctherwise Oassified -19 -0.9 1.6 -0.5

SOURCE: Ofice of the Special Representative for Trade Negotiations.
NOTE:  Negative entries denote |ess-than-formula reductions.

a/ For Canada and Japan, these figures represent fornmula reductions and
— actual reductions in applied rates.
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were agreed to for some specific itens within the larger cate-
gories shown in the table).

The US Ofice of the Special Representative for Trade
Negotiations (STR has identified particular industries in
the United States that were afforded special treatnment in the
tariff negotiations. 6/ These include textiles, apparel, |eather
products, rubber products (especially footwear), and sone stone,
clay, and glass products. For all of these categories, US
tariff reductions were significantly snaller than formula re-
ducti ons. In a few other categories—-—-notably crops, tobacco
products, and chemicals--U.S. reductions were also smaller
than formula cuts. This may represent retaliation for less-
than—-formula cuts in these categories by the other participants.
In many instances, if one of the participants refused to nake
formula reductions, all refused. Some notable exceptions to this
are the relatively large US concessions on paper and paper
products and the relatively small EC concessions on electrical
machinery and transport equi prent. The general message of Table 5
remai ns, however, that in nost cases tariff reductions were not as
great: as were called for by the agreed-upon fornula, prinmarily
because one country or another found it inpossible to make the
reductions mandated by the formula and other countries followed
suit.

THE EMPLOYMENT EFFECTS CF THE TAR FF REDUCTI ONS

Throughout the Tokyo Round tariff negotiations, U.S. negoti -
ators sought to avoid tariff reductions that coul d danage certain
particularly vulnerable US industries. To a |l arge extent,

they have been successful in this effort. Nonet hel ess, in-
creased inport conpetition resulting from tariff reductions wll
force some US industries to reduce production. At the same

time, however, many other US industries will be able to expand
production as foreign markets are opened to their products.

Wth these changes in production wll come changes in enpl oy-
ment . In sonme industries job opportunities wll be fewer than
they would have been in the absence of tariff reductions, and in

6/ us Departnent of Labor, Trade and Enpl oynent Effects of
Tariff Reductions Agreed to in the MIN (June 22, 1979;
processed).
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other industries job opportunities will be nore plentiful. The
changes in enploynent that are likely to result from the Tokyo
Round tariff cuts, however, are very small. This is true both for
the U.S. econony as a whole and for nearly all particular indus-
tries. A nunber of studies—-some conpl eted before the final
Tokyo Round tariff negotiations and some, |ike those cited bel ow
based on the final results of these negotiations--have exani ned
the enployment effects of tariff reductions. The princi pal
findings of all of these studies and indeed the main finding
of this report are the same: Tariff reductions of the sort
negotiated in Geneva will have only very snall effects on enpl oy-
ment in the United States.

Two recent studies provide detailed information on the
enpl oynent effects of the Tokyo Round tariff reductions for
particular US industries. 7/ Athough the studies differ
in method and level of detail, both conme to roughly simlar
concl usions about which industries in the United States wll gain

.Z/ The two studies are: U.S. Departnent of Labor, Bureau of
International Labor Affairs, Trade and Enpl oynent Effects of
Tariff Reductions Agreed to in the MIN (June 22, 1979; pro-
cessed), and Alan V. Deardorff and Robert M Stern, An Eco-
nom ¢ Analysis of the Effects of the Tokyo Round of Multi-
lateral Trade Negotiations on the United States and the Cher
Maj or Industrialized Countries, report prepared for the Sub-
commttee on International Trade, Senate Commttee on Fi nance,
9:1 (June 1979). The nethod enployed in the Labor Departnent
study is that devel oped by Professor Robert E Baldwin of the
University of Wsconsin. The key assunptions on which this
approach is based are that inports are inperfect substitutes
for each other, but that increases in inports replace pur-
chases of donestic substitutes dollar for dollar. Al supply
curves are assuned to be infinitely elastic. The Stern and
Deardorff nodel is a general equilibriumnodel including both
supply and dermand curves of finite elasticity for each indus-
trial nation (and a residual "rest of the world") and for each
comodi ty. Solution of the npbdel requires all markets to
clear except for the labor market, thus generating enpl oynment
changes as a result of tariff reductions. Capital is assuned
to be imobile. Both nodels allow for intersectoral inter-
actions through an input-output relationship, but neither
includes the macroeconomic effects of changes in aggregate
income.
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and which will lose as a result of tariff reductions. Furt her,
these results are very simlar to what other studies--completed
before the conclusion of the Tokyo Round--have suggested woul d be
the results of significant multilateral tariff reductions. 8/

(Both the Labor Departnent study and Deardorff and Stern's
study provide estimates of the effects of tariff reductions
assumng both fixed and flexible exchange rates. Wile it is
certainly true that national nonetary authorities intervene
actively in international currency nmarkets, there is no evidence
that najor industrial countries have attenpted in recent years to
maintain their currencies at specified values for extended periods
of tine. Rather, all evidence indicates that recent official
currency market intervention has been intended only to snooth out
erratic changes in exchange rates. Thus, it would seem that the
flexible exchange rate case is the nore accurate representation of
the present international nonetary environment. Accordi ngly,
unl ess otherwi se noted, all estimates of the effects of the
Tokyo Round agreenents in this paper are based on an assunption of
fl exi bl e exchange rates.)

By far the largest gains (as neasured either by new jobs
created or by increased exports) wll accrue to the U.S. agricul-
tural sector and to those industries that directly supply the
needs of agriculture. Aso gaining will be those industries that
enploy relatively sophisticated, nodern technologies and highly
skilled workers. Among these industries, those producing aircraft
and aircraft parts, electrical nmachinery and conponents, and
chemcals wll reap the largest benefits. The U.S. industries
in which output and enploynent may fall are generally |abor
intensive and enploy ol der, well-known technologies. Sone proni-
nent exanples of U.S. industries likely to be adversely affected
by tariff reductions are the apparel, plastic products, and
pottery, china, and earthenware industries.

Al though the actual pattern of gainers and losers is gener-
ally what one mght have expected to result from across-the-board
tariff cuts, there are sone interesting exceptions. For the nost
part, these are attributable to the special consideration given

8/ For a discussion of sonme of these results, see QCongressional
~  Budget Office, US Trade Policy and the Tokyo Round of
Multilateral Trade Negotiatioms, Background Paper (March
1979), particul arly pp. 21-32
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vul nerabl e industries. The US textile and apparel industry
was seen as extrenmely vulnerable to tariff reductions; sone
estinmates of potential job losses in that industry went as high as
2 percent of the labor force. 9/ Because tariff reductions for
these commodities were lower than for many other commodities, and
because certain U.S. quantitative restrictions affecting textiles
and apparel are being tightened, job losses in these industries
have been m ni m zed. The Labor Departnent estimates that these
losses wll amount to between three-tenths and one-half of one
percent of present enploynent in these industries. Dear dor f f
and Stern's estimates are simlar. US tariff reductions on
footwear were also very snall, and as a result this industry--
generally considered highly wvulnerable to increased inport
competition—--will suffer job |osses of only between two-tenths and
four-tenths of one percent of the total labor force, according to
Labor Departrent estinates. Deardorff and Stern estimate a snall
gain in footwear enploynent. Simlar results can be cited for
each of the combdities identified by STR as deserving of special
treatnment. 10/

e would not expect, however, that the negotiators could
protect particular US industries from increased inport com
petition without nmaking sone concessions to foreign interests.
In some cases, these concessions took the form of allow ng
other governments to maintain higher tariffs on itens of par-
ticular sensitivity in their ow countries. The figures in
Table 6 indicate that for many itens foreign tariff reductions
were not as large as were called for by fornula, and these
hi gher foreign tariffs reduce export opportunities for US
firns. There is, of course, no way of knowi ng how ruch |arger
the foreign concessions m ght have been if the United States
had not insisted on special protection for one industry or
anot her . The presunption must remain, however, that, at |east
to a degree, special treatnent for particularly sensitive U.S.

9/ See WIlliam R (Cline, MNaboro Kawanabe, T.QM Kronsjo, and
Thomas WIIians, Trade Negotiations in the Tokyo Round; A
Quantitative Assessment  (Wshington, D.C.: The Brookings
Institution, 1978), p. 136. The study enphasi zed, however,
that quotas for textiles would probably make tariff reduc-
tions ineffective.

_1_9/ For a detailed list of the enploynent effects of this special
treatment, see the Labor Department study, Table 6.
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industries was achieved at the cost of potential export sales
by other US industries.

It is inportant to keep the magnitudes of the gains and
| osses described here in perspective: in nost cases, they are
very snall. The Labor Departnent study provides estinates of
enpl oynent effects for 291 industrial products. O these, only
7 are found likely to experience job gains amounting to 1 percent
or nore of the current labor force. 11/ For only 21 products wll
job losses over the entire eight-year period of inplementing the
tariff reductions amount to nore than 1 percent of the current
labor force. 12/ This does not mean that specific products in
other categories wll not show substantial reductions in enploy-
nment or that no plants or businesses will be forced to close as a
result of tariff reductions. What the figures do suggest, how
ever, is that, at the level of detail afforded by the study, tar-
iff reductions wll cause noticeable enploynment changes in only a
very few industries. :

In sone industries recent expansion of the labor force has
been sufficiently rapid that tariff-related changes in enpl oynent
are not likely to cause any absolute decline in the industry work
force; these industries will sinply expand their work forces nore
slowy. Mich nore inportant, however, is the fact that in all of
the industries represented in the Labor Departnment study, the
normal rate of labor turnover far exceeds the rate at which jobs
wll be lost because of tariff reductions. The necessary | abor
force reductions can be acconplished sinply by not replacing all

11/ These seven products are seniconductors (3.2 percent), com
puting nachines (3.0), aircraft equipnment (2.5, electronic
conponents (1 7), x-ray apparatus (1 6), nechanical neasuring
devices (1 6), and aircraft engines and parts (10.

12/ These 21 products are pottery food utensils (227 percent),
other pottery products (12.6), artificial flowers (6.1, |ace
goods (5.8), jewelry (4.8, watches and clocks (4.0,
notorcycles (3.2), vegetable oil mlls (3.1, scouring
conbing plants (29, cutlery (21), niscellaneous nanu-
factures (19, ganes and toys (1L7), optical instrunents
(1.7), other textile goods (1.5, sporting goods (1.5,
buttons, pins, and fasteners (1 4), radio and TV sets (14,
other leather products (12, ceramc tile (12, veneer
and plywood (1.1), and tire cord and fabric (11).
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workers who leave voluntarily; it is unlikely that tariff reduc-
tions wll cause any industryw de |ayoffs.

Whatever the ultimate effects of tariff changes on enpl oynent
in particular industries, these effects will not be felt at once.
Because tariff reductions wll be phased in over a period of eight
to ten years, enploynment increases and decreases wll proceed
only slowy. Unfortunately, the industries that wll suffer
because of tariff reductions are in many cases already character-
ized by very slowgrowh or even decline in their work forces. 13/
I ndeed, the sanme econonic factors that are forcing relative
decline in these industries-—-low productivity growth, slow
technol ogi cal progress, relatively high |abor costs--also make
themvul nerable to i nmport conpetition. 1In a sense, trade |iberal-
ization may be seen as sinply accelerating the inevitable decline
in such industries.

The total enploynent effects of the Tokyo Round tariff
changes—-that is, the net nunber of jobs gained or lost in the
US economy--will be very snall. The Departnent of Labor
estimates that the net effect will be a loss of only 300 jobs in
the entire econony, with the net losses in the manufacturing,
mning, and service sectors very slightly exceeding net gains in
agriculture. Estimates by Deardorff and Stern are sinmlar: a net
gain of 2,300 jobs, reflecting a net gain in agriculture and net
losses in other sectors. (Table 7 summarizes these estinates.)
Conpared to total US enploynent of 87 million in 1976 (the year
for which the estinmates were made), these overall enploynent
effects are very small.

Deardorff and Stern also estimate the effects of the Tokyo
Round tariff reductions on enploynment in other industrialized
countries. Wile US enploynent gains will anount to about 0.003
percent of 1976 enploynent, in Japan the gains wll be slightly
smal ler (0.002 percent). They will be higher in Canada (0.055
percent) and in the EC (0.121 percent).

13/ Sone exanples of industries that are likely to suffer enpl oy-

~  nment losses as a result of the Tokyo Round tariff reductions,
and that have had declining work forces in recent years are
pottery food utensils (recent annual decline in enploynent,
1.65 percent per year), artificial flowers (2.85), |ace goods
(5.7), vegetable oils (2.23), and ceranic wall and fl oor
tile (3.10).
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TABLE 7. ESTINMATES G- NET EMPLOYMENT EFFECTS IN THE UNI TED STATES
G- TOKYO ROND TAR FF REDUCTI ONS

Source of Estimate Tot al Agriculture Al Qher Sectors
Depart nent of Labor -300 +3, 300 -3, 600
Deardorff and Stern +2,300 +13,000 -10,700

THE REA ONAL EFFECTS G- THE TAR FF REDUCTI ONS

Just as the effects of the Tokyo Round tariff reductions
will differ from one sector of the US economy to another,
they will also differ from one region of the United States to
another. Sone regions may be expected to gain enploynent as a
result of these tariff reductions; in other regions job oppor-
tunities may be fewer than they woul d have been without the tariff
reducti ons.

Wile it is inpossible to calculate exactly what the regional
effects of tariff reductions wll be, some rough estinates
are possible. These estimates and all other evidence strongly
suggest that, as was the case with particular industries, the
regional enploynent effects of the Tokyo Round tariff reductions
will be very small. Indeed, the estimates of regional gains
and losses in enploynent are all smaller than the errors generally
associated wth such estinates. Thus the proper conclusion to
draw from such figures is that, on a regional basis, the Tokyo
Round tariff reductions wll have no significant inpact on
employment.

Table 8 gives estimates for the enploynment changes resulting
from the Tokyo Round tariff reductions in the nine U.S. census
regi ons. These estimates are based on the detailed estimtes
conpiled by the Departnent of Labor of increases or decreases of
job opportunities in individual sectors. These gains and |osses
are allocated anong regions on a strictly proportional basis: if
half of the enploynent in a particular industry is located in a
given region, then half of the gains or losses in enploynent in
the industry in question are associated with that region. No
account is taken of the fact that plants in some regions are nore
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TABLE 8. REQ ONAL  EMPLOYMENT EFFECTS F THE TAKYO ROUND TAR FF

REDUCTI ONS; IN NUMBER O JOB CPPCRTUIN TIES GAINED R
LCsT
Change
in Job

Regi on States Qpportunities
Paci fic Washi ngt on, G egon,

California, Hawaii, A aska +500
Mount ai n Montana, Idaho, Wyoming,

Nevada, Ut ah, Col orado

Arizona, New Mexico +200
West North Central Nort h Dakota, South Dakot a,

M nnesot a, Nebraska, |owa,

Kansas, M ssouri +1, 700
East North Central Wsconsin, M chigan,

Illinois, Indiana, Chio +6, 100
West South Central Texas, &l ahona, Arkansas,

Louisana +1, 300
East South Central Kent ucky, Tennessee,

M ssi ssi ppi, Al abama -900
South Atlantic Vest Virginia, Mryland,

Del aware, Virginia, North
Carolina, South Carolina,
CGeorgia, Forida, Dstrict

of Col unbi a -3,400
Mddle Atl antic New Yor k, Pennsylvania,

New Jer sey -5,300
New Engl and Mai ne, Vernont, New

Hanpshi re, Massachusetts,

Connecticut, Rhode Island -500
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nmodern or efficient-—-and thus less likely to reduce production—-
than plants in other regions. A so, data on the regional distri-
bution of enploynent by industry are from the 1970 census. This
distribution has wundoubtedly changed sonewhat since then, but
until the 1980 census is conpleted, it will be inpossible to
update this infornation.

The increased job opportunities in the Mdwest and West
are reflective of the general gains that tariff reductions are
expected to bring to agriculture and to high-technol ogy indus-
tries. The estimates of decreases in job opportunities in the
East and South are the result of expected increased inport conpe-
tition in older, traditional nanufacturing industries.
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CHAPTER | I1.  AGREEMENTS AFFECTI NG NONTAR FF MEASURES

The agreenents reached in Geneva affecting nontariff meas-
ures are of three major types: codes for the conduct of in-
ternational trade, reform of the CATT framework, and reductions
of nontariff barriers to trade in specific products. Wi l e
agreenments of the last two types are likely to be quite im
portant for the |less developed countries and for agricultural
trade, respectively, the codes governing the conduct of inter-
nati onal trade have the potential for reshaping the way trade is
carried on and for controlling the use of a wide variety of
nontariff measures in the future. For this reason, these codes
are widely viewed as the nost inportant products of the Tokyo
Round.

Agreenent was reached in Geneva on six najor codes. These
codes address trade problens inherent in government procurenent,
the use of subsidies and the inposition of countervailing duties,
"dunping” of goods in foreign narkets, custons valuation, the
setting of standards for inports, and the issuance of inport
| i censes. G these, only the government procurenment code wll
have predictable near-term effects on the US econony. The
direct effects of the other codes are likely to be snall.
These codes do, however, address a series of difficult problens
for the international trading system and nost observers agree
that they constitute an inportant first step toward the control of
nontariff barriers to trade.

The codes address a diverse set of concerns, but they
have in conmmon that each of them establishes mechanisnms for
the nonitoring of its own operation and for settling disputes
concerning its proper application. These mechani sns vary sonewhat
from one code to the next, but in all cases they involve the
establ i shnment of a special conmittee of signatories to the code to
consi der contested issues. These dispute settlenent procedures
are generally seen as an inprovenent over current GATT procedures.
How much of an inprovenent the new procedures wll be, however,
and whether they will in fact allow effective enforcement of the
new codes remain to be seen. I ndeed, nmuch of the uncertainty
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about the effects of the codes arises from questions about their
detailed inplenentation and enforcenent. 1/

In addition to the six codes that were settled on in Geneva,
negoti ators considered, but could not agree upon, two other codes.
e of these, the so-called "safeguards" code, was to have de-
tailed what actions are available to countries faced with sudden
increases in inmports of a particular product. The GATT currently
allows countries to take action against such inport surges in
order to safeguard threatened donestic producers. In recent
years, however, the major industrial nations have increasingly
ignored the GATT nechanisns in such circumstances, preferring
instead bilaterally negotiated arrangenents by which other coun-
tries have agreed "voluntarily" to limt their exports of the
product in question. The code was to have brought safeguard
actions back into the GATT franework.

The main obstacle to agreement on this code has been the
issue of selective safeguard actions. The European nations have
insisted on the right to apply safeguard actions against inports
from specific countries. Al t hough they have not taken clear
stands on this issue, the United States and Japan are reported to
be willing to accept the EC position. Less devel oped countri es,
however, fearing that they woul d becone the chief targets of such
selective safeguards, have insisted on the maintenance of the
current GATT requirement that safeguard actions be applied
equal |y against inports fromall sources. To date, no way around
this inpasse has been found.

The other wunconpleted code deals with commercial counter-
feiting. Negotiations on this code began nmuch later than on the
ot her codes, and negotiators are hopeful that some agreenent will
eventual |y be reached.

This chapter will outline briefly the provisions of the najor
codes and discuss their likely effects. It will also provide
brief discussions of the negotiated changes in the GATT franework
and of the changes in nontariff barriers affecting agricultural
trade and trade in civil aircraft.

1/ For a particularly good discussion of the problens of enforc-
ing trade rules, see Robert E Baldwin, The Miltilateral Trade
Negotiations: Toward Greater Liberalization?  (Wshington,
D.C.: Anerican Enterprise Institute, 1979).
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THE GOVERNMVENT  PROCUREMENT  CCODE

Article IIl of the GATT specifically exenpts governnent
procurement from the general provisions of that agreenent.
This exenption has left governnents free to discrimnate against
foreign products in their procurenment decisions, and nost govern-
ments--including the US government—-have done so for many years.
This discrimination has been acconplished through sinple price
preferences for domestic goods (as established, for exanple, in
the United States by the Buy American Act of 1933), through a
variety of less explicit barriers to foreign bidding for govern-
ment contracts, and in sone cases through outright exclusion of
foreigners from bidding for governnment procurenment contracts. 2/

The growth of governnment spending and the proliferation
of partially or wholly owned government enterprises in recent
years have sharply increased the share of total sales--and thus,
potentially, the share of international trade--accounted for by
government procurenent. Many industries have been quick to
recognize the opportunities for increased sales if they could
conpete on a nore equal footing for foreign governnent contracts.
The result has been growing pressure to negotiate international
agreenments naking the government procurenent process in all
countries more open to foreign producers.

Sentinment in favor of such agreenents has been partic-
ularly strong in the United States. This is so in part because
governnents purchase large quantities of the sort of highly
sophisticated electronic, communications, and transportation
equi pnment in the production of which U.S. producers often enjoy
i nportant conpetitive advantages over foreign producers. Further,
because nobst foreign governnents control relatively nore of their
respective economes than does the U.S. governnent, there is a
wi despread belief--unfortunately very difficult to establish
quantitatively—--that the opportunities for discrinination by
foreign governnents are much greater than the opportunities for
such discrimnation by the US governnent. What ever their
opportunities, foreign governments are wdely seen as discrini-
nating nore aggressively in favor of donestic products than does

2/ For a discussion of the practices of various countries, see
Wlliam R cline and others, Trade Negotiations in the Tokyo
Round: A Quantitative Assessment (Washington, D.C., The
Brooki ngs Institution, 1978), pp. 189-94.
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the US government. If this were in fact the case, then a
multilateral opening of governnent procurenent to international
conpetition would clearly be in the U.S. interest.

The proposed code on governnment procurenment calls upon all
signatory governments, in naking procurenent decisions, to grant
products originating in any other signatory country treatment "no
less favorable" than that afforded to donmestic products or to the
products of any other country. Procurenent by governnents and by
national entities under the "substantial control" of the govern-
ment also comes under the provisions of the code. In addition,
governnents are required to nmake nore open the process by which
specifications are set, bids accepted, and contracts awarded.
Governnents accepting the code will be required to publish w nning
bids for procurenment contracts and to review conplaints of wunfair
treatnment from forei gn producers.

Excl uded fromthe provisions of the code are contracts val ued
at less than 150,000 Special Dranwing R ghts (about $190,000).
This exclusion allows the continuation of U.S. prograns granting
special preferences in U.S. government procurenent to small and
mnority-owned businesses and to businesses in depressed areas.
A so excluded is all governnent procurenent of mlitary arns or of
other goods essential to the maintenance of national security or
"public norals, order and safety."

Intense negotiation has gone on over the national entities
that are to be considered under the "substantial control" of the
signatory governnents, and thus subject to the provisions of the
code. Each party to the agreenment offered a list of its own
national entities to which the code would apply, but the status
of a few is still in question. The nost inportant unresolved
i ssue at present concerns the status of Ni ppon Tel ephone and
Tel egraph (NIT), the state-owned Japanese tel ephone conpany, which
is a large purchaser of the sort of sophisticated electronic
equi pmrent that the United States excels in producing. us
negotiators have insisted that NIT procurenent be covered by the
code, but so far Japanese representatives have refused to open
this potential narket sufficiently to satisfy the United States.
Talks on the subject are continuing. Perhaps the nost significant
US exclusion from the proposed code is the Tennessee Valley
Aut hority.

The code also calls for the establishment of a commttee
conposed of representatives of each of the parties to the agree-
ment to nonitor conpliance with the code. In cases of disputes
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that cannot be settled by consultation anong the parties involved,
the commttee can appoint a panel to exanine the dispute and can
i ssue whatever rulings it deens appropriate. No enforcenent power
beyond the issuing of a ruling is available to the commttee.

The government procurenent code is the only code the direct
effects of which can even partially be estinated. Even so, the
uncertainties inherent in the estimates are so large that little
faith should be placed in their accuracy. They are, nonetheless,
useful in illustrating the general nature of the code's effects.

Al attenpts at estimating the effects of the procurenent
code are based on the assunption that, if special preferences for
donestic products were elimnated, inports would account for
roughly the sane share of governnent procurenent of a given class
of goods as they do of private procurenent of that sane class of
goods. If one knew the shares of inports in governnent pro-
curenent and in the total econony, one could then estinate the
potential nmarket for new inports after inplenentation of the code.
Unfortunately, available information about the sectoral com
position and country of origin of governnent purchases is not
sufficiently detailed to allow a direct application of this
appr oach. A nunber of inportant sinplifications and assunptions
need to be nade, and, because there is considerable latitude in
naki ng these assunptions, estimates can vary w dely.

The US Ofice of the Special Representative for Trade
Negotiations (SIR has "conservatively" estimated that inple-
nentation of the governnent procurenent code wll result in a
net increase of between 50,000 and 100,000 jobs in the United
States. 3/ On the other hand, Deardorff and Stern estimate that
the net enploynent gain in the United States resulting from
inpl enentation of the code will be 2,600 jobs. 4/ Further, if the
effects of likely changes in exchange rates are included in the
analysis, the net gain drops to 1,600 jobs.

3/ dOfice of the Special Representative for Trade Negotiationms,
Governnent Procurenent Code; Inpact on US Trade and Enpl oy-
nent (June 15, 1979; processed).

4/ Aan V. Deardorff and Robert M Stern, _An Econonic Analysis
of the Effects of the Tokyo Round of Miltilateral Trade
Negotiations on the United States and on Qther Mjor |ndus-

trialized Countries, report prepared for the Subcommttee on
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Part of the difference between these estinates is apparently
due to the use of different techniques in assessing the likely
I evel of government inports in the absence of preferential treat-
ment for domestic goods. The STR estinate assunes that the
average share of inports in government procurenment (excluding
petrol eum and agricultural products) would be the sane as the
share of inports in all purchases (again excluding petroleum and
agricultural products). Deardorff and Stern, on the other hand,
di saggregate government procurenent into its major conponents and
perform a sinlar analysis for each conponent separately, adding
the gains in each sector to arrive at a total figure. Their
results suffer somewhat because the information on the product
classification of government procurenent dates from the period
1967-1971 and is perhaps somewhat out of date. It is likely,
nonet hel ess, that the conposition of governnent procurenent today
is nore like it was in 1967-1971 than it is like the conposition
of total purchases. On this basis, one mght prefer the Deardorff
and Stern estimate.

A nore problematic difference between the two studies
arises fromdiffering assunptions about the present share of
foreign products in governnent procuremnent. Reliable data on
this share are not available, and therefore sone assunption is
necessary.

Deardorff and Stern assune that at present governnments
purchase no foreign goods. The effect of this assunption is
to overstate the increase in each country's inports that wll
result from inplenentation of the government procurenent code.
New US exports wll be overstated, but so wll new U.S. im
ports. The effect of this assunption on the net US trade
position is not clear. The STR study, on the other hand, assumes
that US price preferences for donmestic products (ranging
from 6 to 12 percent) have the sane average effect as a 10
percent tariff on all US government purchases of foreign
product s. The study assumes—-without any supporting evidence--
that foreign preferences are the equivalent of a 50 percent price
preference.

International Trade, Senate Commttee on Finance, 96:1 (June
1979), pp. 80-85. Their estimate is of changes in enpl oy-
nment attributable only to the proposed government procurenent
code. In conbination with the tariff reductions, the effects
of the code would probably be somewhat greater.
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There is no way of knowi ng which of these approaches is
closer to the truth. The simplification that Deardorff and
Stern use, while certainly not exactly correct, may be a fair
representation of the present situation. Much hi nges on whet her
the 6 to 12 percent price preferences now given by the US
governnent are sufficient to elimnate nearly all U.S. governnent
procurenment of foreign goods. If so, their estimte would be the
nmore reliable. Unfortunately, since there is no evidence on this
matter, one can conclude only that the true value lies somewhere
between the two estinates.

Aso of sone interest are the sectoral and international
distributions of gains and |osses resulting frominplenentation of
the government procurenent code. Deardorff and Stern's estimates
suggest that the sectors of the U.S. econony standing to gain the
nost from the code are those producing nonelectrical mnachinery,
textiles, industrial chemcals, and agricultural products, while
the sectors nost likely to |ose enploynent are those producing
el ectrical machinery and plastic products. Interestingly, Dear-
dorff and Stern's estinmates cast some doubt on the conventional
wisdom that the UWiited States wll be the l|argest beneficiary
of nore open government procurenent. In the case of flexible
exchange rates, both the European Community and Japan gain mnargin-
ally nore jobs than does the United States. In the fixed-rate
case, Japanese and EC gains are both nearly nine times the US
gai n.

THE SUBSI DI ES/ CONTERVAI LI NG DUTI ES CCDE

The CGATT has always prohibited the paynent of government
subsidies designed to pronote exports at the expense of other

signatories to the agreenent. It has also, however, specifically
al l owed the paynment of government subsidies "exclusively to
domestic producers.” The dividing line between purely donestic

subsidies and subsidies for export itens is necessarily vague; all
subsidies affect the costs of production and could therefore
influence the level of inports or exports of specific products.
Wen a subsidy is determned to cause or threaten injury to the
interests of another country, the country granting the subsidy is
required to "discuss the possibility of limting the subsidy."
Infjured countries are also permtted to inpose countervailing
duties~--duties intended to renpve the advantage bestowed by
a subsidy=--on inports of subsidized products, but only after
determining that the subsidy is causing or threatening to cause
material injury to industries in the inporting country.
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In recent years, the GATT provisions governing subsidies have
been wi dely believed to be inadequate. This belief arose in part
because of increased government involvement in economc matters; a
variety of prograns to increase enploynent, encourage regional
devel oprment, pronote research and devel opment, and provide in-
creased job security have greatly increased the opportunity for
both direct and indirect subsidization. Wth the expansion of
world trade, noreover, the effects of these subsidies on inter-
nati onal trade have been nore keenly felt. Because subsi di zation
is in many cases quite subtle and indirect, many governments have
been loath to seek corrective neasures through GATT mechani sns.
Indeed, since its establishment in 1948, only 35 petitions alleg-
ing inury from any cause have been reviewed by the contracting
parties to the GATT. Finally, although the GATT provides sone
recourse for nations inporting subsidized goods, it contains no
provisions for dealing with donestic subsidization of inport-
conpeti ng products.

The new subsidies/countervailing duties code seeks to

strengthen and clarify international policy toward subsidies. It
recogni zes that governnments nay provide subsidies for legitinate
pur poses. In general, subsidies can be used to "pronobte social

and econonmic¢ policy objectives,” such as aid for depressed regions
of a country, the naintenance of enployment, and the pronotion
of research and devel opnent. The signatories to the code, how
ever, undertake to avoid subsidies that would cause injury to
domestic industries of other signatories or displace their pro-
ducts in the markets of the subsidizing country, nullify the
benefits granted by tariff concessions, or prejudice the interests
of other suppliers to third-country narkets. To aid in identify-
ing such subsidies, the code contains an "lllustrative List of
Export Subsidies" that are to be avoi ded.

The code also reaffirns the GATT principle that counter-
vailing duties be inposed only when subsidies threaten injury to

domestic industries. The United States, alone anong the major
industrial countries, now inposes countervailing duties w thout
requiring a determnation of injury. |In agreeing to the new code,

the United States has agreed henceforth to require such an "injury
test" before inposing countervailing duties.

The code outlines the considerations that should enter
into a finding of injuy and provides guidelines for the size
and duration of countervailing duties. Exactly what shoul d
constitute injury, however, has been the subject of extensive
debate and discussion both anong the negotiators in Geneva and
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between the US (Congress and the Admnistration. Both the code
and the relevant US inplenenting legislation require that
"material" injury be deternm ned before countervailing duties
are inposed. US inplenmenting legislation further defines
"material injury" as "harm which is not inconsequential, imma-
terial, or wunimportant.™ Such definitions wll acquire neaning
only as a body of precedent is built up over a period of years.

The code provides special treatnment for |ess devel oped
countries, specifically exenpting them from the prohibition

agai nst export subsi dies. In return, they are called upon
to enter into "commtnents" to elimnate these subsidies as their
econom ¢ devel oprnent al | ows. The code also establishes a com

mttee of signatories to consider conplaints about conpliance
with the terns of the code.

The subsidies/countervailing duties code is not expected to
have an inmmedi ate effect on U.S. inports or exports. Exercising
powers granted to it by the Trade Act of 1974, the US Treasury
has wai ved nost countervailing duties for the past few years, so
the institution of an injury test should not lead to any wide-
spread elimnation of countervailing duties. Mch wll depend on
how the injury test is applied in the future. In the | onger
run, the code could help to prevent the outbreak of trade wars
resulting from increasing government involvenent in donestic
economc affairs. It could also serve to lint the loss of US
export markets as a result of subsidized foreign (particularly
ECQ exports of surplus agricultural comrodities.

THE ANTI - DUMPI NG CCDE

A problem closely related to the treatment of export sub-
sidies is that of dumping--the sale of products in foreign markets
for less than they are sold in donmestic markets. Such dunpi ng can
often be acconplished without any direct or denonstrable govern-
ment subsidy. The effects of such practices on producers of
simlar products in inporting countries are nuch the sane as the
effects of a straightforward governnent subsidy. Most countries
now i npose special duties on itens that are dunped in their
domestic markets, and Article VI of the GATT allows such duties in
cases in which the dunping causes or threatens to cause material
injury to a donestic industry.

The anti-dunping code agreed to in the Tokyo Round is for
the nost part a clarification of existing GATT anti-dunpi ng rul es.
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It lays out in nore detail the definition of dunping, the nature
of the injury that nust be shown before anti-dunping duties can
be inmposed, the types of action that governnents may take to
prevent dumping, and the procedures that should be followed before
any action is taken. In addition, the code establishes a com
mttee of signatories to the code to facilitate the settlenent of
di sputes and to nonitor the operation of the code.

The inplenmentation of the anti-dunping code should have
little immediate effect on the United States. Current US
practice is generally in conformance with the provisions of the
code, and no major changes in U.S. laws are anticipated. Sm-
larly, few US products are subject to anti-dunping duties
in other countries, so that the new code should not significantly
affect US export prospects. The principal value of the code
will lie in providing clearer guidelines for the handling of
future cases of alleged dunping.

THE CQUSTOVGE VALUATI CN OCDE

Tariff rate reductions alone do not always lead to reduc-
tions in duties charged on inported goods. By adjusting the
met hod for deternmining the value of inported goods, custons
officials can increase duties independently of tariff rates.
US exporters have often conplained that foreign custons offi-
cials arbitrarily inflate the value of US products, thus re-
quiring higher duties, and that uncertainties over foreign custons
val uation procedures conplicate the transaction of international
busi ness. 5/

Foreign exporters have in turn criticized US custons
val uati on net hods. The United States, they point out, uses
nine different nethods of custons val uation, which, they allege,
are not applied uniformy. e of these nine nethods, the so-
called American Selling Price (ASP) nethod of custons valuation,
has been singled out as particularly unfair. Under this nethod,
a few commodities--benzenoid chenicals, rubber-soled footwear,
canned clanms, and certain knit gloves—-are valued for custons
purposes not, as is usually the case, on the basis of their
export value, but on the basis of the price of simlar goods
produced in the United States. The use of ASP valuations has

5/ Ibid., pp. 85-89.
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increased duties on these products well above the levels inplied
by current nomnal tariff rates.

The custons valuation code is intended to reduce the arbi-
trariness of various national nethods of custons valuation. To
this end, it establishes the "transaction value" of a product--
"the price actually paid or payable for the goods when sold
for export” plus certain other costs and expenses associated
with the transaction--as the prinmary nethod for valuing inports.
The code also identifies four alternative methods for valu-
ation that are to be used in a specified order of preference
when for sonme reason the primary nmethod is not applicable.
In agreeing to this code, the United States has agreed to abandon
its use of the ASP nmethod of custons valuation. This code, like
the other codes, also establishes a committee of signatories to
facilitate the settlement of disputes concerning the code's
provi si ons.

The code, if vigorously enforced, should sinplify and clarify
custons val uati on procedures. It is unlikely, however, to
bring about any near-term changes in trade flows, since nost
duties affected by the code will be replaced with equival ent
tariffs conputed on new bases. The United States, for exanple,
wll increase the nomnal tariff rates on nearly all ASP itens, so
that the duties actually charged will be about the same as before.
The few reductions have been included in the estinates of the
effects of tariff changes detailed in Chapter II.

THE CCDE ON TECHN CAL BARRI ERS TO TRADE ( STANDARDS OCDE)

Anmong the national trade policies that are nbst vexatious
to foreign producers are those setting standards for the quality,
performance, safety, or labeling of inported products. Mre
than half of the conplaints of unfair treatment filed with the
Cfice of the Special Representative for Trade Negotiations by
US exporters have concerned matters of standards. 6/ Wile few
would deny the right of governments to apply reasonabl e standards
to protect their donestic consuners from foreign products of
i nadequate quality, there has been an increasing sense that stand-
ards are often applied in ways that seriously disrupt trade. In
some cases, exporters see the standards as frivolous, restricting

6/ 1Ibid., pp. 69-72.
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inports with no clear benefit to consumers. In other cases,
goods thought by exporters to be in conpliance with the rel evant
standards have been denied entry because they infringed details of
standards that had not been conpletely understood. In still
other cases, goods are required to undergo expensive certifica-
tion procedures, sonetinmes duplicative of procedures already
satisfied in other countries. The possibilities for restricting

trade through the use of technical barriers are obviously quite
various.

The npbst inportant aspect of the standards code is the
recognition that national standards should not be allowed to

di srupt trade unnecessarily. The code calls on all its adherents
to ensure that standards are not adopted or applied with a viewto
creating obstacles to trade. It states, further, that whatever

standards are adopted nust be applied without discrimination:
i nported goods are to be subject to the sane standards as domestic
goods, and inports from all sources are to be treated simlarly.
Parties to the agreenent are required to adopt international
st andards whenever possible, to publish details of their own
st andards whenever these standards are different from inter-
national norns, and to provide a point of enquiry where questions
regardi ng standards can be handl ed expeditiously. Whenever
possi bl e, signatories will accept certification of products issued
by other parties to the agreenent. The code also establishes a
coommttee of signatories to nonitor conpliance with its provisions
and to aid in settlenment of disputes.

This code is not expected to bring about any direct near-term

changes in trade flows. In the longer run, however, it should
allow trade to expand as technical obstacles are gradually re-
duced. (hstacles of this sort are particularly inportant for

trade in technologically sophisticated itens. Because the United
States is a major producer and exporter of such itens, it may be
expected to reap particular advantages from the inplenmentation of
the code. Mich of the code's effectiveness wll depend on just
how the provisions are inplemented and enforced. At present,
there is no way of estinmating its specific effects.

THE | MPCRT LI CENSI NG CCDE

A final code agreed to in Geneva deals with inport Iicensing.
The licensing of inports is used by many countries, particularly
| ess devel oped countries, to control the use of scarce foreign
exchange. In the past, licensing has sonetimes been seen as a
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nmeans of discrinmnating against inports fromparticular countries.
Such practices as rejecting applications for inport |icenses
because of ninor clerical errors or sinply delaying unreasonably
the granting of licenses have al so been the subject of w despread
criticism

The inmport licensing code requires that procedures be as
sinple, open, and "transparent" as possible, and applied in a
nondiscriminatory nanner to products from all signatory coun-
tries. It also prohibits the rejection of applications for inport
li censes because of ninor errors in docurmentation, and the refusal
of inports because of minor variations in quantity or weight from
anounts designated in the license. This code, too, establishes a
committee of signatories to facilitate consultation and dispute
settlement.

The inport licensing code is not expected to have a najor
i npact on U.S. trade in the near term

REFORM CF THE GATT FRAVEWORK

The framework agreement is actually a set of five separate
agr eenent s. Three of these are aimed at making the GATT better
neet the needs of the less devel oped countries (LDX). The
fourth is an Understanding Regarding Notification, Consultation,
D spute Settlenment, and Surveillance. The fifth is an agreenent
to review the role of export controls after the conclusion of the
Tokyo Round negotiations.

Wiile the GATT currently nakes sone provision for the special
needs of LDCs, it is primarily an agreenent regul ating trade anong
devel oped countri es. The reforms of the GATT framework agreed
to in Geneva enable governnents to provide special and prefer-
ential treatnment to LDCs without having to nake the same con-
cessions to devel oped countries. This is a deviation from the
general GATT principle of nondiscrimnation, which requires that a
concession granted by one contracting party to another should also
automatically be granted to all contracting parties. These
reforns also reaffirmthe principle that LDCs are not expected to
make fully reciprocal concessions to the devel oped countries. In
return, the |ess devel oped countries have agreed to a "graduation
principle." This means that, as econom c devel opnent progresses,
LDCs agree gradually to take on nore of the obligations and
responsibilities set out under the GATT. The reforns also make
available to LDCs a variety of trade neasures (other than the
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quantitative restrictions now allowed by the GATT) that can be
used to correct bal ance-of -paynents problens. The |[ess devel oped
countries, however, are expected to use whatever nmeasures are
| east disruptive to international trade. Anot her agr eenent
will allow LDCs to take restrictive measures against inports in
order to pronote the devel opnent of their infant industries.
LDCs will no longer have to give prior notification of such
nmeasures, but they wll still be required to provide conpensation
to the affected countries if injury results fromthe use of these
measures.

Also contained in the agreenent to reform the framework
is an Understanding Regarding Notificatiom, Consultation, D spute
Settlenment, and Surveillance. This understanding is designed
to nake clearer and nore stringent the rules for notifying
the contracting parties of the adoption of restrictive trade
neasur es. Further, it details the procedures for consultation
concerning the operation of the GATT and outlines the surveillance
role and the technical cooperation services that are to be
provided by the GATT Secretariat in matters over which dis-

agreements arise anmpbng contracting parties. This agreenent
also states nore clearly the role that special panels and working
groups are to play in dispute settlenent. It suggests tine

limts within which the panels are to render their recomren-
dations and sets the criteria that are to be used in selecting
panel nenbers.

The framework reforns should not have a najor effect on US
trade.

ACREEMENTS AFFECTI NG ACR OLLTURE

The United States is a nmjor exporter of agricultural
goods and would stand to benefit greatly from significant re-
ductions in barriers to trade in agricultural products. In
both the Kennedy and the Tokyo Rounds, the Wnited States made
clear to its trading partners that liberalizing trade in agri-
cultural goods was an inportant elenent of the US negoti-
ating strategy. Ambassador Strauss, along with other US
negoti ators, repeatedly stressed that whether the current round
woul d be judged a success or failure by the Wnited States and
whether the United States would ultimately agree to the entire
package of trade neasures would depend in large part on how nuch
progress could be made on liberalizing trade in agricultural
commodities.
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Tariff changes negotiated in Geneva cover a wi de variety of
agricultural itens. Most inmportant for the United States are
reductions in EC, Canadian, and Japanese tariffs on neats, Korean
tariffs on oilseeds, and Japanese tariffs on fruits and vege-
t abl es. The largest US tariff concessions are on inports
of live cattle and pork from Canada and of fresh fruits and
veget abl es from Mexi co.

But nore inportant for agriculture than tariff reductions are
a nunber of nontariff barrier concessions that were negotiated as
part of the Tokyo Round. Fully 80 percent of the total increase
in UsS. agricultural exports that will result fromthe Tokyo Round
agreements will arise from relaxed nontariff restrictions.
Simlarly, nontariff neasures account for 70 percent of the
increase in agricultural inports the United States has agreed to
accept .

The najor nontariff concessions granted to the Unhited States
were made by the EC, Japan, and Canada, while sonme snaller
but inportant concessions were also granted by Mexico and several

non- EC Eur opean countries. The EC, Japan, Switzerland, and
Austria have all agreed to expand their quotas for U.S. exports
of high-quality beef. The EC has also agreed to allow increased
inports of high-quality, flue-cured Anerican tobaccos, as have
Australia, New Zealand, and Canada. Japan has also agreed to
allow increased inports of fresh oranges and concentrated orange
and grapefruit juices from the United States. Finally, Mexico

has agreed to expand its inports of US soybean meal by lifting
all quantitative restrictions.

The najor nontariff concession nade by the lWhited States is
a relaxation of restrictions on cheese inports. Under current
arrangements, the United States nmaintains a very restrictive quota
for nmost kinds of inported cheese. Unlinited anounts of cheese in
excess of this quota can, however, be inported, but only at prices
well above the prevailing support price for cheese maintained
by the US Comodity COedit Corporation. The new arrangenent
will elimnate conpletely the inport of extra-quota cheese, naking
all cheese inports (wth the exception of sone specialty cheeses)
subj ect to an expanded quota.

The net result of this change wll be an increase in U.S.
cheese imports—-at least in the short run. In recent years, the
anount of cheese entering the United States in excess of the
current quotas has been growing rapidly and presunably woul d
continue to do so if such extra-quota inports were allowed. The
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new quota, although it allows a higher level of inports in the
short term wll effectively place a ceiling on future cheese
i mports. Thus, it appears that US actions will allow nore
cheese inports in the short term but the new arrangenents will
prove nore restrictive in the future than the current systemwoul d
have been.

The US Departnent of Agriculture (USDA) has prepared
estimates of the effect of the trade agreenents on US inports
and exports of agricultural goods. 7/ USDA estimates that prinary
agricultural exports wll increase by about $510 nillion (neasured
in 1976 dollars) by 1987, when all the agreenents wll be fully
i npl enented. Approximately $406 million of this total stens from
nontariff concessions granted to the United States and $104

mllion from tariff reductions. U.S. concessions, the USDA
estimates, wll result in $175 mllion in increased U.S. agri-
cultural inports. O this total, the expansion of quotas on
cheese will account for $121 mllion, or about 70 percent. §/

In a study prepared for the Senate Finance Committee, Janes
P. Houck of the University of Mnnesota arrives at simlar
conclusions. 9/ He estimates that U.S. agricultural exports wll
increase by $462 million and inports by $106 nillion. The basic

7/ US Departnent of Agriculture, Foreign Agricultural Service,
The MIN and Anerican Agriculture, revised (June 6, 1979;
processed) and The MIN and Anerican Agricul ture (CGoncessions
Provided) (undated;, processed). These estimates are based on
an assunption of fixed exchange rates and reflect the gains
to agriculture from agricultural concessions only.

8/ This total is calculated by taking the difference in the
anount of cheese inports that will be allowed by the new quota
and the level of inports that prevailed in 1976. 1f, however,
1978 were to be used as a base year instead of 1976, the
effect woul d appear nuch smaller--only $56 million--because of
the large increase in cheese inports in the intervening years.
Net US exports should increase by about $336 nmillion.

9/ Janmes P. Houck, Tokyo-Geneva Round; Its Relation to US
Agriculture, report prepared for the Subconmittee on Inter-
national Trade, Senate Committee on Finance, 9.1 (June 1979).
Houck's estimates also are based on an assunption of fixed
exchange rates.
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reason why Houck's inport figures are lower than those presented
by USDA is that he uses 1978 trade volunmes to calculate the
increase in cheese inports that will result from U.S. concessions.
He estimates that cheese inports wll increase by $66 nillion,
while USDA, using 1976 trade volunes, estimates this increase to
be about tw ce as high.

Deardorff and Stern have estimated that, assumng flexible
exchange rates, agricultural enployment wll increase by a net
42,000 jobs as a consequence of changes in agricultural nontariff
barri ers. Total enploynent in the United States, however, wll
increase by only 11,000 jobs, since sone of the new job oppor-
tunities in the agricultural sector wll be filled by workers
leaving jobs in other sectors. These estimates are roughly
consi stent with those nade by Houck.

Two additional agreements reached in Geneva deal specifically
with bovine neat and dairy products. These agreenents established
an International Meat Gouncil and an International Dairy Products
Gouncil to facilitate the exchange of information and to pronote
consultation on matters of international concern. No nechani sns
are provided, however, for inplementing any decisions taken by
t hese councils. The agreenents also set mnimum prices at which
particular meat and dairy products nmay be traded, but these
are far below current world prices and thus are expected to
have no real effect.

THE AGREEMENT ON TRADE IN QM L A RCRAFT

Cne other agreenment affecting specific products was reached
in Geneva——-concerning trade in civil aircraft. |In nbst respects,
the agreement on trade in civil aircraft is sinply an el aboration
of other codes agreed to in Geneva, noting specifically how each
applies to civil aircraft.

The agreerment elimnates all tariffs on nonmlitary aircraft,
engines, aircraft parts, and flight simlators. The parties to
the agreenment also undertake to purchase aircraft for their
national airlines purely on the basis of conpetitive price,
quality, and delivery tine. Further, the signatories note
that governnents are often necessarily deeply involved in national
aircraft industries, and they therefore agree to use care in
avoi ding export subsidies or other practices that could hanper
conpetitive trade.
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Because the United States is the world s primary producer
of civil aircraft, it can be expected to gain from freer trade
in civil aircraft. How large the gain will be is inpossible to
estimate at this time. The elimnation of tariffs on aircraft and
parts required by the agreement is not fully reflected in the
tariff conputations cited earlier. Mich will also depend on the
future growth of the market for civil aircraft and on the rate at
which aircraft industries in other countries devel op.
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CHAPTER | V. COMBI NED EFFECTS OF AGREEMENTS ON TARI FFS AND
NONTARI FF MEASURES

The agreenents negotiated in the Tokyo Round are diverse, and
their effects will be felt in a variety of ways. Sone of the
effects are anenable to econonic analysis, and some are not. Somre
will flow directly from the tariff reductions that have been
negoti ated, and some will depend on decisions yet to be made
concerning the manner in which the new codes are to be inplenented
and enf or ced. Sone of the effects of the Tokyo Round agreenents

will be observable alnmost immediately as the codes are inple-
mented; some wll be felt over the next eight or ten years as
tariffs are reduced; and some wll be felt only as the Ionger-

term processes of economc growmh are changed by changing trade
patterns. Wiat follows is an attenmpt to sumup what can be said
now about the ultinate effects of the entire package of Tokyo
Round agreenents.

EMPLOYMENT EFFECTS

Because the effects of changes in tariffs and nontariff
nmeasures interact with each other, the overall enployment effects
of these changes in the United States wll be sonmewhat different
than the sum of the individual changes considered separately.
The principal finding of studies of the effects of individual
elements of the Tokyo Round package, however, renains unchanged:
The enploynent effects of the entire Tokyo Round package of
agreenents are very snall.

nly Deardorff and Stern have cal culated the conbi ned enpl oy-
ment effects of the various parts of the Tokyo Round agreenents.
Their estimates include the effects of tariff reductions and
changes in two types of nontariff measures-—-those affecting
agriculture and governnent procurement. 1/ They estimate a net

y Alan V. Deardorff and Robert M Stern, An Econonic Anal ysis of
the Effects of the Tokyo Round of Miltilateral Trade Negoti -
ations on the United States and the Qther Mijor Industrialized
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increase in US enploynent of about 15,000 jobs. This overall
net increase in jobs wll result from an increase in agricultural
enpl oynent of 55,000, offsetting a net loss of 40,000 jobs
in other sectors of the econony. Al t hough these nunbers nmay
seem large in absolute terns, they represent only small frac-
tions of the entire US |abor force. The net gain anounts
to only about 0.02 percent of total US enploynent in 1976,
the year that serves as the base for these estinates. Agri -
cultural enploynment wll increase by about 1.7 percent, and
nonagricul tural enploynent will decline by less than 0.05 percent.
Wthin the nonagricultural sector, the distribution of gains
and | osses anong various industries is roughly the same as
that resulting fromtariff reductions alone: The industries
enjoying increased enployment opportunities wll be those em
pl oying sophisticated, nodern technologies and highly skilled
wor kers, while those experiencing reduced enpl oyment opportunities
will be labor-intensive industries and those with |ess sophisti-
cated technol ogi es.

PR CE AND WELFARE EFFECTS

Among the benefits clained for the Tokyo Round agreenents is

that the prices paid for inported commpdities will fall and
with them the overall price |evel. Further, Ilower prices for
imported goods wll increase conpetitive pressure on donestic
producers of sinmilar goods, limting their ability to raise
pri ces.

As Table 4 shows, tariff reductions could bring about a

maxi mum reduction in UsSe inport prices of about 1 percent. Such
a reduction in inport prices mght be expected to lower US
consuner prices by about 0.2 percent. This would cone about,
however, only if the full amount of tariff reductions were passed
along to US consuners. It is entirely possible that the export
prices of sone foreign goods will rise by part (and in sone cases
all) of the anount of tariff reductions. If these increases are
less than the anount of the tariff reductions, the foreign goods
will still sell for less in U.S. markets than they did before the
tariff reductions. Foreign producers wll, however, be able to

Countries, study prepared for the Subcommittee on Interna-
tional Trade, Senate Commttee on Finance, 96:1 (June 1979),
pp. 92-108.
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keep for thenselves part of the benefit arising from the tariff

reducti ons. (It is, of course, possible that export prices of
U.S. products will also rise as a result of foreign tariff reduc-
tions. In this way, U.S. producers will keep for thenselves part

of the benefits that may accrue to foreign consumers.)

Aso conplicating the estimation of the price effects of
trade liberalization are the effects that liberalization may have
on exchange rates. If trade liberalization increases a country's
inports nore than its exports, one would expect the value of its
currency to fall. This devaluation of the currency wll in-
crease the price of inports and erode sonewhat the price reduc-
tions brought about by lowered tariffs. If Iiberalization
increases exports nore than inports, the process wll vyield the
opposite result.

Deardorff and Stern estimate that the conbination of tariff
reductions and changes in agricultural and government procuremnment
nontariff measures wll result in a depreciation of the dollar of
some 0.2 percent. This depreciation, and export price increases
on the part of foreign producers, conbine to elimnate about
two-thirds of the nmaxi mum potential reduction in U.S. prices
resulting from the Tokyo Round agreemnents. They estimate the
remai ning price reduction to be only 0.07 percent.

The COfice of the Special Representative for Trade Negoti -
ations is sonmewhat nore optimstic about the price effects of the
Tokyo Round agreenents. STR estinates that the entire package
should reduce consumer prices in the United States by 0.4 to 0.6
percent. 2/ The nmethod by which this estimate is arrived at

is not spelled out in great detail, although a small part of the
i nprovenent nmay arise from an estimated 0.4 percent appreciation
of the dollar resulting from the Tokyo Round agreenents. The

figures presented in Table 4 of this paper and the estinates
derived by Deardorff and Stern suggest, however, that STR's
estimates nay be too high.

The success of U.S. negotiators in protecting particularly
vul nerable U.S. industries frominport conpetition has cone partly
at the expense of US consurers. The industries given special
treatnent are vulnerable precisely because foreigners are able to

2/ Ofice of the Special Trade Representative, "lnpact of the MIN
on Inflation," Press Rel ease (My 11, 1979).
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produce sinlar products at lower cost than donestic firns can.
By maintaining barriers to the inport of foreign goods, the United
States is foregoing the opportunity to replace higher-priced,
domestical ly produced goods w th cheaper foreign ones. Had | ess
strenuous efforts been nade to protect vulnerable U.S. industries,
the favorable price effects of the Tokyo Round agreenents woul d
have been greater.

The total gain to the United States of the Tokyo Round
agreerments is a conbination of the gains accruing to consuners
through lower prices and the gains accruing to producers through
i ncreased export sales. O fsetting these gains are the |osses
suffered by particular industries forced to reduce output.
Deardorff and Stern have nade sone estimates of the net welfare
gain to the United States resulting from the conbination of
Tokyo Round tariff reductions, reductions of agricultural non-
tariff barriers, and inplementation of the government procure-
ment code. They estinmate that these gains would amount to
between $1 billion and $1.5 billion per year in 1976 dollars.
These estimates do not include the one-tine costs of noving
workers or capital out of declining industries and into grow ng

i ndustries. O her authors also have estimted these costs
to be in the neighborhood of $1 billion. 3/ Thus one year
of full inplenmentation of the Tokyo Round agreenents should

suffice to pay the costs of the adjustnents necessitated by trade
l'i beralization.

These estimates of net welfare gain include only the direct,
near-term effects of the Tokyo Round agreenents. The agreenents
are likely to have longer-term effects—-—-expansion of trade,
i ncreased conpetition and therefore nore rapid innovation,
larger-scale, more—efficient production, increased interna-
tional specialization—--that will far outweigh these direct
ef fects. Such long-term effects are necessarily excluded from
nost estinmates of net benefits. Some observers have suggested
that, if these long-termeffects are included, the total welfare

3/ See Wlliam R Cline and others, Trade Negotiations in the
Tokyo Round: A Quantitative Assessnent (\Washington, D.C.: The
Brookings Institution, 1978), p. 130; and Robert E Bal dwi n,
John H Mutti, and J. David R chardson, "Wl fare Effects on
the United States of a Significant Miltilateral Tariff Reduc-
tion* (University of Wsconsin, Madison: April 1978; pro-
cessed), pp. 21-22.




gain to the Wiited States could be as high as $10 billion per
year. 4/

| NTERNATI ONAL  PCLI TI CAL  EFFECTS

As is the case with any major nultilateral undertaking,
the Tokyo Round negoti ati ons have had an inportant political
dinension, and it nay be that the most inportant results of the
Tokyo Round agreements will lie in their effect on the political
climate that produces national trade policies.

For a variety of reasons--disappointing economc growh
in the industrialized world, structural changes in the world
econony, and increased governnment involvenment in heretofore
private comercial activities-—-sentiment for protectionism has
been rising throughout the devel oped worl d. There seens little
reason to expect that its underlying causes wll weaken signifi-
cantly in the near future. Many observers fear that, w thout some
formal steps toward liberalized trade, these sentinments wll
continue to grow stronger, leading to a proliferation of new trade
barriers and a subsequent decline in world trade. 1In a sense, the
Tokyo Round agreenents may be inportant not so rmuch for what they
wll acconplish as for what they will prevent.

The Tokyo Round agreenents may also have inplications for
future international cooperation on a number of econom c and
political issues. The trade talks provided only one of many
settings in which the United States could seek econom c and
political cooperation with the other devel oped countries. Con-
tinued cooperation with these countries is essential for the fur-
therance of many U.S. ains. The success of this round-—extremely
conplex and involving many conpeting national objectives—-should
provide an inpetus to further cooperative enterprises.

Smlarly, the trade tal ks have served as an inportant link
between the industrialized and the less developed countries—-and
particularly between the industrialized countries and the nore
advanced LDGCs, which have the nost to gain from increased access

4/ See, for exanple, WIlliam R Cline, statenent before the

" Subconmittee on International Finance, Senate Committee on
Banking, Housing, and Wban Affairs, 91 (April 5, 1979,
processed).
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to markets in the industrialized world. For these countries, the
new role of international trader brings with it new opportunities
for economc growth, new domestic political and econonm c problens,
and new responsibilities. The United States and its industrial-
ized allies have a strong interest in how the rapidly devel opi ng
countries mneet these opportunities, problens, and responsibil-
ities. They also have, therefore, a strong interest in maintain-
ing close contact with these countries through such channels as
the trade negotiations. That full agreement could not be reached
in the Tokyo Round between devel oped and |ess devel oped countries
nust: stand as a disappointment, though there is hope that at |east
some of the LDCs will eventually subscribe to the entire package
of Tokyo Round agreenents.

VHAT THE TCKYO ROUND D D NOT ACCOMPLI SH

As the preceding sections have illustrated, the Tokyo Round
agreenments constitute major progress toward reducing at |east
sone barriers to international trade. C particular inportance is
the progress that has been nade concerning nontariff barriers—-
progress unprecedented in earlier rounds of trade negotiations.
The acconplishments of the negotiators in Geneva are all the nore
i npressi ve because they have cone during a period of international
econom c uncertainty and structural change that has placed strains
on all econon es. The pressures for protectionism arising from
such uncertainty and change are strong, and to an inportant
degree the participants in the Tokyo Round have w thstood them

But the Tokyo Round did not acconplish all that some ob-
servers had hoped for. This is not surprising, of course, in
negotiations of such size and conplexity. Nonethel ess, an appro-
priate way to conclude a discussion of the acconplishnents of the
Tokyo Round nay be to consider briefly what the negotiators did
not acconpli sh.

Sone of the failings seem relatively mnor and can easily
be set aside. Tariff reductions fell short of the 60 percent
across-the-board cut originally proposed by the United States, but
tariffs were already very low by historical standards; the gains
from further reductions do not appear to be great. The codes for
the conduct of international trade mght have been nore specific
in detailing acceptabl e and nonacceptabl e practices, but few would
argue that they are not inportant first steps or that they will
not provide some new grounds for resisting unfair trade practices.
The inability to reach agreement on a commercial counterfeiting
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code has been disappointing, particularly to U.S. producers of
wi del y known and copi ed designs, but there appear to be no serious
obstacles to the conclusion of such an agreenment and it seens
likely that one wll come in tine.

Mich nore disappointing has been the failure to reach agree-
ment on a safeguards code. In the absence of effective safeguard
procedures, mnost industrial countries have turned in recent years
to bilaterally negotiated "orderly narketing arrangenents"”
and "voluntary" export restraints. Many have criticized such
arrangements because they violate the general GATT principle of
nondi scrimnation; these arrangenments restrict the exports of sone
countries but not of others. Nor are these arrangements subject
to even the current highly inperfect procedures for international
review provided by the GATT, an often-heard conplaint is that
| arge, powerful nations can too easily dictate the terns of such
agreenents to snall er, weaker nations.

The failure to achieve agreenent on a safeguards code is in
some respects only one aspect of a nore general failure of the
Tokyo Round participants to make any systematic progress on the
general issue of quantitative restrictions. A nunber of specific
quotas were renoved or expanded, but no attenpt was nade to draw
up guidelines for the use of quantitative restrictions or to
negotiate their eventual elimnation. I ndeed, the Trade Act of
1974 prohibited U.S. negotiators from agreeing even to tariff
reductions on itens now subject to orderly nmarketing arrangements,
a particular formof quantitative restriction.

This failure in the area of quantitative restrictions is a
particul ar disappointnent to the |ess devel oped countries. The
products now subj ect to such restrictions——textiles, footwear, and
television sets are the nost important--are in nany cases exclu-
sively exports of |ess devel oped countries. The renoval of these
barriers would be the nost inportant trade concession that the
devel oped countries could make to the LDCs. That no progress was
made in this area nust be seen as contributing to the dissatis-
faction that led nost LDCs, at least for the present, to reject
the Tokyo Round package.

From the point of view of the devel oped countries, the
failure to reach agreenent with the LDCs nust be viewed as
a di sappoi nt ment . In 1978, the latter accounted for 37 percent
of U.S. nmerchandi se exports, and they constitute the nost rapidly
growing markets for U.S. products. The problens associated wth
devel opnent have, however, forced these countries to adopt a
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wide variety of policies that affect their international trade;
many of these practices are seen as inimcal to the interests of
other trading countries. Further, a nunber of the nost advanced
LDCs are energing as najor exporters. Their output is already
threatening sone established industries in the industrialized
worl d, and they have frequently been accused of unfair trade
practi ces. Wthout the accession of the LDGCs, the Tokyo Round
agreenments offer little opportunity for bringing new trading
countries into the world trading systemor for assuring that they
bear the responsibilities of that system

The talks also failed to strengthen significantly the GATT
di spute settlenment mechani sm Sone creditable first steps have
been taken, and perhaps it is unrealistic to expect sovereign
states to subject thenselves to a supranational entity even in
very narrowy defined areas. Nonet hel ess, few observers expect
the Tokyo Round to bring about any najor inprovenent in what are
general ly regarded as inadequate GATT procedures for enforcenent
of the provisions of trade agreements and for the settling of
di sputes arising over these provisions.

Not on the agenda for the Tokyo Round, but of increasing

concern, is the recent proliferation of |arge-scale, long-term
bilateral trade arrangenents. C'ten negotiated between an oil-
producing country and an industrialized consumer of oil, these
arrangenents have the nature of barter: the industrialized

country agrees to buy specified anounts of oil over an extended
period (in sone cases as long as ten years), and the oil-producing
country agrees to buy the products of the industrialized country
in sufficient quantity to pay for its oil exports. Such arrange-
ments can be seriously at variance with the nondiscrimnation
principle in that they can close off inportant export markets to
countries not party to the arrangements. This issue has yet to be
discussed in a nmultilateral forum

The Tokyo Round agreenents represent an opportunity to reduce
the distortions of trade flows created by governnent policies.
But sone critics conplain that the concessions that governnents
have had to nmake to various donestic interest groups in order to
assure acceptance of the agreenments have introduced inportant new
distortions. Supporters of the new government policies argue that
in an inperfect trading system such concessions are nhecessary to

protect the legitimate interests of domestic producers. In either
vi ew, however, these new trade-limting policies nmark a failure of
the Tokyo Round negoti ations. In one view, they represent back-

sliding fromthe goal of freer trade; in the other, they are
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necessary patches to a trading environnent insufficiently mended
by the Tokyo Round. The new practices have |led sone observers to
warn that the entire process of negotiating and approving the
Tokyo Round agreenents may not in fact lead to greater trade
liberalization. 5/

In the United States, the list of such new governnment
policies includes the Miultifiber Arrangenent limting the inports
of textiles into the Unhited States. The agreenent entered into
force in 1974 and has been seen by some as required for approval
of the Trade Act of 1974, which gave the President the authority
to participate in the Tokyo Round talks. More recent exanpl es
include the tightening, as part of the Administration's Textile
Program of quantitative restrictions on textile inports (first
established in the Miultifiber Arrangerment) and the institution of
a "trigger price" mechanism to set a mnimm price for inported
steel. Qher trade-restricting actions taken by the United States
during the past year include the continuation of orderly narketing
arrangenents on specialty steel, the extension of an orderly
nmarketing arrangement for color television sets to Taiwan and
South Korea in addition to Japan, and Presidential approval of new
restrictions on the inportation of industrial fasteners, high-
carbon ferrochromium, and cl ot hespins.

Perhaps of greatest inportance is the Administration's
agreenent to submit to the Congress a plan to reorgani ze the
federal government's handling of trade matters. Oitics of the
present arrangenent cite what they see as l|laxness on the part of
the Treasury Departnment in inposing duties on subsidized inports
and on foreign products allegedly being dunped in U.S. markets.
The rermoval from Treasury jurisdiction of responsibility for such
matters (an inportant elenent of a nunber of reorganization plans)
is generally seen as a step toward a nore restrictive U.S. trade
st ance.

CONCLUSI ON

The foregoing is not intended as criticismof the Tokyo Round
agreerments. It is clear both that nuch has been acconplished and

5/ See, for exanple, Robert E. Baldwin, The Miltilateral Trade
Negotiations: Toward Geater Liberalization? (Wshington,
D.C.: Anerican Enterprise Institute, 1979).
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that those things |eft undone present very serious difficulties
for international negotiation. This list of disappointnents
should serve as an indication of the issues that remain for
further negotiations.
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