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Srpnp 1 ' 

The idea of a uniform tariff 

A minister has called in one of his key advisers io help solve n policy issue. Three 
\dsiling international agency missions have met. with the minister over the past 
lew mdnihs Lo advise on a restructuring of the tariff. As to whether this advice has 
been expert, detailed, extensive ;md conflicting, the answer is 'all of the above', 
One grpup of experts contended that the existing escalating or cascading tariff had 
ill длу t)dv&ntages ww & UAifon и tariff,aid w<u c&LAinly bvllti titan ш, ь±ИЪ. A 
second] group of advisers presented a formula which took into account various 
elasticities and weights to derive a tariff structure which would both maximise 
revenue collections and minimise resource allocation distortion, The third group's 
claims [were more modest. They doubted that the knowledge to fine tunc tariff 
settings existed. They suggested that a uniform tariff would be simple to apply, 
would not hurt the revenue pending the establishment of a proper tax base and 
would be a practical step on the way through to completely open trade. Moreover, 
they contended that a simple uniform tariff would be less vulnerable to capture by-
interest groups than complex tariff manipulation. Faced with all this advice the 
minister decided the only course was to work it through with his trusted adviser. 
This is the story of their deliberations. 

i 
Minister: Our recent expert visitors seem to have strong opinions 

1 about uni form tariffs, i only wish their opinions were 
j similar, It looks like you and 1 will have io work Oris one out. 
I ош selves. 

Advispr: As f unders tand it the basic idea would be to apply a 
! re la lively low duly, .say, no more than 10 per cent, to ail 
I imports. 

Minister; We tend to have high duties on consumpt ion goods — 
I especially those which can be produced here. BuL for 

material inputs and capital goods not p roduced in this 
: country, our policy is to have low, and. even zero, duties, i 

gather you would call this a cascading or escalating tariff. 
Wouldn't a uniform tariff involve raising protection on good 
which currently enter free of duly? I thought these advisers 
were going to help us reduce protection! 



Adviser: Thai's a fair question. It reveals one of the; contradictions of 
! protection. A low tariff for some goods can actually raise the 
; proU'clion for other people — mainly producers using those 
; gouds in production. Perhaps when you get time you should 

read through Hie note on effective protection in box 1. 

Box 1 A note on effective protection or assistance 

The effective rate of protection (or assistance) tor the output ot an individual industry is defined as the j 
percentage by which the onlfco -sol of к nation's l a d e barriers raises the industry':; value; added per unit 
of uulpul. The formula tor calculating an LRP or ERA is: 

i 
1 ERA - assisted value aldded - unassisted value acidec 1 

unassisteel| vоiue aciclod ! 
i I ! 

Originally i.ho cffcctive rate] concept covered only tariffs and was called the : effective rate of 
protectory Now effcctivo rates are used to measure a wide range of interventions and aio called 
'effective rates of assistance',; 

i The three pieces of information needed l.o calculate an effective rate of protection are:: 

I • vhI'.kj fi<;dod wiiii assistance (or protection); 

, s norm ial pioloction on output, 
5 norrma: protection on inputs; and 

: Ncrr. r.al protection en output and inputs are used to adjust observed (or with assistance) value added 
Ю a frooftMcJo. or unassisted , basis, I 

Assume the local producer is able to charge a price that s 50 per cenL above the world price (that is, the : 
• elf price of imports). Pul another way, the nominal rate of protection (NRF) for shoes is э0 per cent. | 

Assume also that a pair of stipes can be imported for before the tariff is imposed. These can be I 
produced locally using one pair of soles and uppers that fire also impeded and costing $85 before tariffs, I 
(he tariff on and uppers Is 35 per cent n each case. At tnese assumed tariff rai.es tho local prico of I 
the shoes would oe SI50 and jthe soles and uppers used as inputs cost the producer .V114.75 (These costs 
are summarised in the table fjo'ow), Value added measureo in world prices is '115. When the effects on 
domestic prices of protection^ taken into account, value added is $35.25. It follows then that the F.RP ;s 
"; 35 per cent (tl'.at :s, the proportion by which value added measured at domestic prices exceeds value 
added at world orices), It coste $35 of local resources to earn $15 foreign exchange. 

; i 
i This examp-e Demonstrates that a cascading rate structure will lead to an effective rate of protection 
i that is higher Шаг» the tariff rate on the output (that is the nominal rate of protection), I his is an example 
1 of one hypothetical firm and it is worth considering how this analysis would change uncer different f 

conditions. Tnere are two factors that can be varied: the value addeo generated by the productive 
activity and the le'ationsnio between the output and input tariffs, 

Tabic Effects of cascading tariff on effective rate of protection 

World prices Tariff rate Domestic prices I 

S'lOfT, : 
Suleb and L.ppws 

C'fectiva rn:« of protection "35%; 

г г м т p r (1 в i м 

1U0 '::') 'I riO.OO 
ffi ,15 114 75 
"r: 3b. 25 



Minister; But even when some activities are highly protected, if at least 
| we can take some step towards no protection then surely that 
j would be a step towards the free trade people advocate so 

strongly? 

Adviser: Well minister, with thai question you have exposed one of 
i the fundamental truths about protection. Tariffs which pro-
! leel one activity in an economy invariably tax some other 
j activity in thai economy, The effective protection concept 
i applies the eommonsense notion that tariffs on inputs matter 
| as much as tariffs on oulpul in settling whether something is 
i highly protected or n o t The problem is LhaL activities with 

high effective protection are better able Lu attract resources 
• and therefore to grow. Thus, it is our unprotected industries 

that, suffer. And only in very rare circumstances can we get 
other countries to pay for our protection. These days we 
wan t activities to grow because they are efficient, not 
because they are protected. 

i 

Minister; Does this mean that equal protection for all would be the 
j same as protection for no one? 

Advispr: Well almost •••• 'protection for all is protection for none' is a 
I nice way of pulling it. Of course, it is not quite that simple, 
| for example, to achieve a protection for none (or free trade) 
j equivalent, you would need to assist exporters as well as 
i producers for the domestic market. But the basic notion is a 
i use fu l one. That ' s one reason why people have been 
j suggesting the idea of a uniform tariff to you. But, its also 
I important to note thai ihey have been talking about a low 

and uniform tariff. I ligh tariffs, even if they were uniform, 
would disadvantage exporters so much that it would be 
impractical to assist exporters to the same extent. 

Minister; So, in theory or in principle, high uniform is much ihe same 
as low uniform but in practice low uniform is preferable? 

Adviser: Yes that's right. Besides the practical problem of compcn-
; sating exporters, an economy in which the government tries 

to protect everybody {and does not) is unlikely ю bo as effi 
cient as an economy in which the government tries to protect 
nobody. Obviously, when t.he government endeavours to 
protect everybody there will be waste as people devote 
resources to lobbying government. When they try to protect 
at a high level, there will be a lot of waste and when they try 
to protect at a low level, there will also be waste, but less of 

•[• I? i- п tt r ; К Т V F> M A T Г n M Л I г? г n О 'vi 



it. You might read the note in box 2 on rent seeking which 
explains why that is so. 

Mini.4f.or: Bui surely it cannot be as simple as iliat. Just about every 
| country I know has an escalating tariff — how is it that. 

everybody gets it wrong? How would you handle export 
I promotion policy with a uniform tariff? And what about 
i revenue — duties on imports still generate about 20 per cent 
: of this country's revenue • we cannot throw that away for 

some theory? Finally, i am not at ;-il! sure about ibe political 
implications of a uniform Lariff. I worry that it would please 

| nobody. At least high tariffs please somebody — you had 
j belter be able to explain that. 

Adviser: All good questions, L am not sure that you are right, about all 
tiiose countries with escalating tariffs but why don' t we do 
this properly and you seL aside the lime ю talk about each of 

I the issues you have just raised? I.et us first discuss why an 
escalating tariff is so bad, Second, we will talk exports, third, 

I revenue and finally the political implication:-; of the idea. 

Minister; I'll read your note on effective protection • 
else I should read? 

is there anvthin& 

Adviser: The notion of a uniform tariff has been the subject of both 
theoretical and practical policy discussion. Box 3 contains a 

: description of a sample of this work, perhaps you could have 
a look at that. 

Box 2 Boxmaking, rent seeking and ail that 

Perhaps one way of thinking abput the matter is to think of я crowd at a football match. Imagine some 
people buy boxes to stand on in order to get a better view, So long as only a few people do this They would 
indeed got a octter view But consider wheit would happen if everybody ooughi a box to Ma rid on, As vvth 
protection, a box for ut is a box tor none. And hs with protection, ihoro has been a waste of effort in making 

:hese boxes. Bomiakinq ;n th^ 'football economy' is a waste of rosourees. Lconomists have coined с л 
equivaieni uniri to cescnbe the resources wasted in an economy when people devoir: effort to getting high 
tariffs or sorno other special treatment from government (boxes to stand on). This lorm is 'rant seeking' «rid it 
was first used by Knjoger in '197-1 tc 
governmert for special treatment. 

dofioibo the process of the resources wasted h penpio lobbying 
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Box. 3 Quick literature review ; 

Thomas, V., Wash. J. and Associates 1931, Best Practices in Trade Policy Reform, published for the World Bank, 
Oxford University press. j 

This nook contains a two page section entitled 1 Designing a Tariff Structure'. If the objective & to maintain the 
domestic value of production ofjsome importable at a level above that which would be maintained at free 
trade, the best policy would Dej a uniform output subsidy provided revenue can t>e raised ccjstlessly. If 
'avenue cannot be raised costldssly then tariffs might be the most effective way of achieving the objective, 
The main difference between an output subsidy and a tariff (assuming costless mveniiR raising) is that a 
su'jslrJy only extorts production, whereas a tariff distorts both production arid consumption, if revenue is the 
objective, men consumption taxes - on imports and domestically produced goods would usually be the 
best approach as them would be no production distortions. It information on elasticities of demand were 
available then the most efficient! tax system would be поп uniform, that is, yoeas in inelastic demand would 
be taxed at a higher rate. In tfjie case of the treatment оГ final goods and intermediate goods, unifoim 
treatment is welfare improving! for importables but not in the case of expo'tables, so an efficient duty 
d-awback system would be needed. Finally, the authors say, uniform tariffs are simple and make it easier tor 
governments to withstand demands from lobby groups. 

i 
j Magee, S.P. 1994, The? Political Economy of Trade Policy*, in Surveys in Internationa! Trade, Greenaway, D. 
' and Winters, L.A. (eds), Blackweil, Oxford, United Kingdom and Cambridge, USA. 

| This survey article canvasses thb various theories of the political economy of piotectinn While there is no 
I soeeific mention of uniform tariffs, the article is relevant because it raises the opposition that, the existing 

arrangement of tonffs in a particular country is endogenous, Thai is, it. is an outcome of all trie different forces 
! ai work on that country. Thus, whether it be a move to free trade, to uniform tariffs or, for that matter, to an 
I increase in tariffs, the change is unlikely to be duiabie unless the underlying fo'ces shaping protection have 
! also changed. : 

) Panagariya, ft. and Roderick, 0. 1991, Political-Economy Arguments for Uniform Tariff, Policy, Research and 
j External Affairs Working Papers, May, Country Economics Department, The World Bank. 

| This paeer describes varietur, proposals and arguments in favour of a uniform tanif going back to proposals by 
i W.M. Coejen in 1Ш.-8, thai Australia should adopt a unifoirn tariff. Other wntcas arourra that l i n e supported 

this v'ow larccly on the theoretical grounds that uniform tariffs would lead to equalised effective piefection, 
I SuDsoQuor.i articles by K. Johnson and FL Bo'assa show that there is no ihecretica! basis for conciudlrip that 
I a nmrorm mmi >s superior and l lw i given iuffieierrt information on olatticities: the optimal rnriff wmilrl nt-; non-
' inifann. Thus, the basis For a uniform tariff rests on a practical issue of the small information needed to apply 
j such a tariff, its simplicity, the ibw administrative costs and the political economy oonefit of treating import 
. substituting inciust'ios equally. 

Subramanian. A. 1994, Thf> Case for Low uniform Tariffs, the International Monetary fund and the Worid Bank, 
Finance and Development, June. 

I Po'icy makers in many developing countries arc taking the path of low uniform tariffs to policy reform. This 
i partly reflects recognition of the misaiiocations that occur when effective protection diverges as a result of 
I high tariffs nu consumer goods and low tariffs on raw materials and intermediates. The payer reports on the 
I experience of Bolivia, Chile, Colombia, Mexico, Uruguay, Bangladesh, md'a, Pakistan, Sri Lanka, Kgypt, 
j Ghana. Kenya and Uganda; Most countries reduced special surcharges, removed exemptions and 

imposec maximum rates. Only two countries raised minimum rates but others set minimum rates as targets. 
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L E T ' S T Л I К U N I F O R M T A R I F F S 6 

In their first meeting the minister and the technical adviser discussed the notion of 
я uniform (and low) tariff. While some of the reason* why so-railed escalating or 
cascading tariffs are undesirable were canvassed, the minister remained 
unconvinced that having some zero tariffs would nut be closer to live trade Shan 
having no /.его tariffs at all. Why. the minister wanted to know, is a cascading 
tariff.4t> 

Minislier; You have explained what people mean by a uniform tariff. 
| Arid you have referred to a cascading tariff in terms which 
' indicate it is a fal.e worse than death. But just what do people 

mean by a cascading or escalating tariff? 

Adviser: A cascading t a r i f f o r escalating s y s t e m usually means thai. 
the highesr rates are levied on final goods, somewhat lower 
rates are applied to intermediate goods and the lowest rates 
of all are applied to raw materials and capital goods. Chart 1 
describes a 'typical' cascading structure. 

i 

Minister; Is chat all there is Lo it? 

Adviser; Frequent ly this classification is reinforced by end use 
distinctions in the tariff. With these distinctions, say, a 
refrigerator for industrial use might be dutiecl <H iO per cent 
whiie a refrigerator for domestic rise might be dutiecl at 40 
per cent or more. Such distinctions inevitably case headaches 

; at customs clearance (and give rise to scope I or corruption) 
and lead ю wasteful use of industrial size goods in domestic 
applications. 

Minister: That's all very welt in theory hut do these undesirable tilings 
really happen in practice? 

Adviser; 1 unders tand that when Sri Lanka moved away f rom a. 
system of licensed import controls in the eaily 1980s, the first 

• step was to a six band escalating system with widespread 
end use distinctions. A low rate of ciutv on industrial air 

: conditioners, for example, combined with a high rate on a 
domestic air conditioners, brought their prices after duty 



; much closer. This meant, thai householders were induced 
! into installing unnecessarily powerful, (energy demanding) 

and expensive appliances, Sri Lanka, by the way, has 
gradually compressed the number of tariff bands and the 

' rates and policies arc now being proposed for a two band 
tariff system with a top rate of around 20 per rent, 

i 
.Minister: There is widespread concern here about the focus on low 

1 value adding processing industries. We need a deeper and 
more integrated production structure. Wouldn ' t a uniform 
tariff discourage that7 

Adviser: Why should we be concerned about, a 'processing' economy? 
If processing is what we are good at, by virtue of location or 

j peoples ' skills, then wha t ' s the problem? Perhaps the 
important point is that with a cascading tariff structure the 
government: is in effect saying to producers 'we don ' t want 

; you to make capital and intermediate goods, all we want 
i you to do is put final goods togelhcr ' . A uniform tariff 

would reduce that problem, not worsen it. It 's a common 
enough problem. For example, in Bangladesh in the 1980s 

i the government set the duties on electric pumps at zero. One. 
effect of this was to render unprofi table a moderate ly 
protected diesel p u m p manufacturing capacity. 

Minister Are you saying a cascading tariff system provides undue 
; incentives for processing activiiies? 

Chart; Cascading tariff rate structure 

i final consumer goods Intermediate goods Basic rawv materials 



Advisor Yes, very much so. Recall our earlier effective rate of 
I assistance discussion where we said That the effective rate 
: depended on tariffs oil o u t p u t tariffs on inputs and the 
• share of value added in output . Simple assembly activities 

tend Lo have low value added shares (often аз low as 1 or 2 
per cent); most manufactur ing consumer goods typically 

I have value added shares between 5 and 30 per cent; manu-
facturers of intermediate guods and processing of raw 

! materials usually have .somewhat higher value added shares; 
commonly between 20 and 60 per cent; and agricultural 
production is characterised by quiLe high value added ratios, 
in excess of 80 pur cent. If you have a look at the material in 
box 4 you will set; LhaL processing activities with a low value 
added share car! end up with very high effective rates, even 

; when output tariffs are modest. 

Box 14 The in teract ion of low va lue a d d e d processing act iv i t ies a n d 
cascad ing tariffs. 

in the table below estimates of effective rates of pi у taction have been made 
for value added ratios (measured at world prices) between 1 per cent arid 99 
per cent. Consider Hrst the effects of different levels of value added on ERPs tor 
the tariff rates used in the previous example (that is, ьо per cent iei outputs and 
35 ppi t:wit for inputs). With an extremely low value aoded ratio, soy 1 pe- cent, 
ihe resulting t.KP is enormous — 153b por cent, As trie value added ratio 
increases the ERP falls, sharply at first, (tor example, a 15 pet com value addea 
ratio yield? the ERP of 13b por cent obtained in the above example.) As the 
valuje added ratio gets larger the impact on the LRP declines because ibis 
reflects the decreasing amount of raw materials used, (if no in outs are used — 
that, is, the eritiio output represents value added — the nominal and effective 
.rates of protection are enuai — in this ease ы) per cont ) lо summarise, the 
sarnie с a sc. ad I'к j tariff rates can lead to very different incentives depending on 
I ho snare of value added or the activity. 

I abile Simulated ERPs — variable input tariffs 

Value added Jariff fates: outputs-inputs 

WlfK? 
i 

M14 SC.45 , WlfK? 
i % /1. % J 

1 ; 2525.0 ".Sib.d 545.0 j 
r. 715,0 525.0 555.0 145.0 ' 

: 15 24ЙС '01.7 155.0 /8 3 
20 1 чу 0.0 150,0 1 ICC 70 0 , 
40 ; 102,5 87,5 /2 5 5/.5 ! 
К ; 73.5 66,7 50 5 
fc < 

• 
5S.8 hfi.3 j1,3 1 

<39 50.4 SO. 2 riC.2 50.1 
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Minister: if cascading tariffs are so bad, how did ihey become so 
common':' 

Adviser: As I unders tand it, back in the 1960s governments In 
I developing countries began to adopt policies which they 

hoped would encourage industrial development. At thai, 
time, tariffs were primarily used to raise revenue. But with 

I import substitution seen as Lhe vehicle for Industrialisation, 
simple consumer goods processing activities were regarded 
as the easiest things to get going. So their tariffs were raised 

i and material inputs, intermediate goods and capital goods 
I had lower, or zero rates. The hope was that as these aeliviiies 

became established other kinds of manufactur ing could be 
d rawnin . 

Minister: 

Adviser: 

Minister; 

Adviser: 

So what was the problem? 

Well one of die lessons of the 1970s and 1980s was That this 
hope did not eventuate. In the first stage, high protection 
was established for many final goods. As you will see. f rom 
box 4, when value r idded is low ir does not Lake a very high 
output tariff to yield very high effective protection so long as 
input duties are lower, box 5 contains some examples which 
illustrate this point, These first stage firms couldn' t operate 
without the high protection. As a result it was impossible for 
governments to move to a second stage where tariffs for 
intermediate goods could be increased arid their production 
encouraged, in retrospect it is clear that the highly protected 
first stage firms would have been ill advised to become 
competitive as the consequence of that would have been to 
have their protection removed, 

is that whaL you reckon is happening here? 

It is not easy to say. If you took at the composition of our 
imports by tariff band you see thai; over 40 per cent come in 
at 5 per cent or less rates of duty. This compares with less 
than 15 per cent of total imports which enter after paying 
duly of 25 per cent a month. 

In a sense, this is not surprising as high tariffs discourage 
imports so we would not expect то see big import volumes in 
higher tariff bands. That's one reason why our average. Lariff 
of around 16 per cent doesn ' t mean much in effective 
protection terms. 

С Г. N Т к J- F O R R N A T I 0 N A О 0 M 1 С 



This apparent ly low average rate is quite consistent with 
high duties on some goods and low duties on others. And as 

; we know from the earlier boxes effective protection is 
shaped as much by the goods that come in at zero to 5 per 
cent as those which don't come in at 100 per cent. 

Minister; If I look at figure 1 it suggests that our tariffs are uniform 
wiLhin a band of zero in 30 per cent. How bad is that? 

Adviser: As the effective rales examples illustrate, a range of 30 per 
cent can yield very large rates of effective protection. In any 
event, as 1 understand it, when we take into account specific 

i duties some tariff chapters have very high rates — in the 
order of 100 per cent in a couple of cases. 

Minister: I can now нее that high (effective) protection can result as 
i much f rom low duties on inputs as f rom high d u t y on 

output. That has been a key insight for me, lL explains the 
, paradox where 1 seemed to be the one arguing for low tariffs 

while you seemed to be assuming die role of a tariff 
advocate. 

Adviser: Yes, there is no paradox. My position can be summarised as 
follows; 

• our country's economy will perform best with lower or 
zero barriers to trade; 

в but for a whole lot of reasons there are barriers and 
j these barriers air-! not going to disappear overnight; 

i • in a hierarchy of tariff structures: 

wide divergences in treatment such as an escalating 
; tariff is bad, 

I - a narrow band of tariffs is not cjuite so bad, 

a uniform and low tariff is better, and 

zero tariffs for everything is best, 

I So in advocating noil zero tariffs on some- ihings i am really 
making the case for equal or neutral treatment. And bearing 

, in mind the box maker, in order to nor waste too much effort 
making boxes which do nobody any good, low and uniform 
is better than high and uniform. Now some of our visitors 
consider we can be more clever and by taking into account 



ri(:ju!H 1 

Share of impost; 

Box 5 Cascading tariffs and low value added: a recipe for very high protection 

The impact of changing the degree of cascading (that is, relative tariff rates between inputs and outputs) 
can be examined by adjusting !the tariff for inputs keeping the rate for outputs constant at. ПО oer cent. The 
estipvifos presented m the chart show that the greater the degree of cascading or the difference 
between the tarrt rates tor outputs and inputs, the higher wiU be the FRp for a given value added ratio. I or 
example, moieaang me duly en inputs Horn 15 per cent to -15 per cent leads to a corresponding fall in the 
FRP from 7 15 :xit cent to 145 per cent (with о 5 рог cent value added ratio). Whereas, for an activity with 
a high vaue added ratio, say SO per cent, raising the duly for inputs from is per oont to -15 per cent only 
reduces the FRP from 58.8 per ccnt to 51.3 per cent 

It is woith examining oriefly hovj' the same degree of cascading will affect incentives with oill'orent ievels ot 
tariff rates (that is. varying the'level of output tariffs). Iq do this consider the estimates based on a wide 
range of output h-iiffs but with a constant 15 per cent differential between the tariffs for outputs and 
inputs. The same oegree of cascading (that is, a constant differential between input and output tariffs) 
yields iiRPs tnot are broadly siir|iiar tor activities with low value added, even with quite large differences in 
output tariffs, however, as into'mediate goods inputs 'play less and less of a role and value addod 
increases, i dative differences in CRPs correspond more closely to the differences in output tartrates, Also 
quite low tariff rates can yield very high effective rates of protection, for example, a 15 per cent output 
tariff, no duty on inputs, with в value added icitio less than 15 per cent results in ERPs that are greater than 
" 0O per сoi it. ! 

Таole Simulated ERPs — constant differential (15 per cent) 

Value a d d e d Tariff rates: outputs-inputs 
Ratio , 15:15 50:35 75:60 100:85 200:185 

% % % % 
1500,0 153S.0 1 S60.U •;s(!:-. a "i CiH;-).f.3 
300.0 335.0 HKf. 0 435,0 

"0 ; 00,0 1,15.0 тйо.о ' ьь t: 235.0 
2U 73.0 1100 1 35,0 4HJC 260 0 
40 'J/JJ 72.fi 07 r. 222.5 

i 25.0 f-iO 0 65.0 110.0 210.0 
30 ih.a 'y.i н 78 S 103 8 2Ш.Й 
&3 i 1 !•:.;•' SO,2 75.2 " 00 2 ?ft!l? 
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various elasticities of demand and supply we could fine tune 
tariffs in a nun-uniform way. Maybe so, but I don't see us 
having the information to do that. Moreover, we shouldn' t 
see a uniform (ancl low), tariff as a final objective. Rather, it 
should be seen as a useful, practical step on the way to free 
trade and certainly an improvement ever a crude cascading 
svslcm 

Minister; I can appreciate that raising duties on .low rated inputs is 
likely to reduce protection in effective rate terms-to highly 
protected industries and in raise, a little bit, protection for 

; activities which are disadvantaged by protection, But some 
of these disadvantaged activities simply don' t exist, here and 
are not likely to. why should we raise? their protection even if 
only by a little bit? 

give Adviser: There are about a hundred answers to thuL question. T' 1 
: you just, a few. First, economic growth is about what we 

might do, not about what, we do do. A cascading tariff 
designed to protect the things we do do — or things the 
government thinks we should clo — is at the same time a tax' 
on the things we might do. 

Second, you say that the government intends to let market 
forces be the guiding forces for settling industry expansion, 
and contraction. While a uniform tariff will get in the way of 
these market forces a bit, a cascading lariff will get seriously 
jam market signals. 

i Third, and remember the effective rate discussion, a zero 
tariff on an input confers protection to processes using that 
input so in a sense it adds to trie protection of things we do 
produce. This is a kind ofsubt.lt; point and that is one reason 
why some groups might like a cascading tariff, it raises a 

i fourth, political economy issue, which we will come back to. 
For now, consider the proposition that the things we do now 
have a const i tuency, while Lhere is noi m u c h of a 

! constituency for protecting the things we don' t {but one day 
could) do. 

Minister; Are you saying that when we try to please everybody we 
i encourage our citizens to spend t ime lobbying the 

government and that this time1 would be better used doing 
something productive? 
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Adviser: Yes that is the boxrnaker poinL and it is probably worth 
I having a special session about it. 

Minister; As 1 am understanding you, its not so much that you are 
advocat ing raising low tariff's, its more that you are 
advocating neutral treatment oh yes, neutral and low 

i treatment — so that market forces and not. the way we have 
l designed the tariff, will sort out what, we do. Is that why you 
i think neutral ireatment is such a good thing? 

Adviser: Yes, we never really know what might be produced in a 
; particular country. When governments set differential tariffs 
i they are. implicitly saying they know best. 

Minister; Our tariff is a long way f rom being uni form and as I 
understand it the proposition is that, a uni form (and low) 
tariff would help us grow. Is there any evidence that 
countries with uniform tariffs (and low) have per formed 

! particularly well economically? 

Adviser: Thai's a difficult question to answer because so many factors 
I determine growth rates besides the structure of iht» tariff. For 

example, industrialised countries which frequently have low 
| and uniform tariffs tend to have relatively slow rates of 

g rowth mainly because they have a l ready exploi ted 
j available technology. On the other hand, there are a lot of 

developing countries which may have some way to go in 
terms of reforming their tariff, yet which in recent years have 
been growing quite rapidly for a whole range of reasons 

; including the fact that they arc taking advan tage of 
technological catch up. 

I Nonetheless , the World Bank 's Wor ld D e v e l o p m e n t 
! Indicators provides a basis for the test you have proposed. 

This information is summarised in chart 2. As von can see 
these countr ies wi th high growth tend to have low 
dispersions but for die reasons spelled our above the 
relationship is not strong. 
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Chart 2 Correlation between standard deviation of tariffs and GDP growth 
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What to do about exports? 

The meetings so far hive been mainly about Lurilh and Lhvir impact on import 
substituting industries unci there has been little discussion about impacts on 
exports. 

Minister; Over the past few years we have actively encouraged 
! exports through export subsidies and promotion. What do 
| we do about that with your uniform tariff idea? 

Adviser: Well, you will recall that when we first started discussing 
; ihis mat ter . 1 made wha t was probably an obscure 

qualif ication that protection for all was equiva lent to 
i 
i protect ion for none, so long as exporters were being 

compensated. In some ways existing export assistance 
schemes have the same neutralising or equal t reatment 
objective that I am getting at with the uniform tariff idea. 

Minister; Please explain — I thought we were encouraging exports 
I because exporting was a sign of an economy's good health? 

Adviser: It 's true that some of I he so called 'new growl h' theories 
argue that exporting creates benefits in terms of exposure to 
new ideas but the main reason why encouraging exports 
might be a good idea was so that we could import more, 
Because import barriers make it difficult to import, in effect 

1 they also make it difficult to export, 

Minister: So a tax on imports is a tax on exports? 

Adviser; Precisely. A tariff is a tax on imports and a tax on imports is 
i a tax on trade and a tax on trade is a tax on exports. That 

makes sense if you lliink that in the long run the way we pay 
j for our imports is by exporting, Wc could borrow, or 
i someone might give us some money, but dial won't happen 

for long. So in a sense the righr or opportunity ro import is 
the reward earned by exporting. Indeed, there is not rrmr.h 
point in export ing unless it improves oppor tuni t ies to 
import. Because a tax on imports reduces the returns from 
exporting it is in the end a fax on exporls. 



We help exports with export promotion policies because we 
j were hurt, them with import protection policies. Box 6 kind 
; of illustrates what happens to exports when we cut off 

imports with a tariff. 

Minister: But when you put it thai, way, И seems like boxmaking gone 
mad. The obvious ihing lo do would be to s top taxing 

| exports. 

A d v i s p : I think so. That's why we say low and uniform tariffs as a 
first step along with some kind of export compensation as a 
first step, Then as a second step), we would move to free 
trade and no export compensation. 

Minister; Some of our export industries rely on getting their inputs 
free of duty. We do have some kind of scheme to enable 

i them to get a rebate when they do pay duties but this is 
apparently slow and inefficient, and most exporters count on 
getting inputs free of duty. If we go the uniform tariff, even 

: with low tariffs, would that not pur a cost bu rden on 
exporters who would be unable to pass it on and who arc 

I already operating in tight markets? 

Adviser; That's a good point. Unless your uniform tariff was very low 
I indeed, moving to a uniform tariff might make the treatment 
I of importing industries more; neutral but the rax on exports 
, could be aggravated. The way around that would be to make 

sure the. systems for giving exporters access to their inputs 
; free of duty really work. 

Minister; How do yon do that. 

Adviser; There are two main ways. These are: 

temporary admission or duty deferral schemes 

; •• duty rebate or duty drawback schemes 

i 1 would not want to underestimate the practical difficulty of 
i operating such schemes and it does no harm to point out 

that the lower the uniform rate the less you need to worry 
j about compensating exporters and you don' t need to worry 

at. all with free trade. 



Discussion between the minister and the adviser has so far been about the 
albcativo elfecls of taxes on trade. Hut as it happens, revenue considerations are 
also a major concern to the minister. 

Minister; 

Advispr: 

Minister: 

Adviser: 

Minister: 

Lets say 1 am convinced that a cascading tariff had ail 
these undesirable effects. But you know as well as 1 do 
that we still count on import dudes (o raise about a 
quarter of total government, revenue. You are not the 
only person 1 talk with and all my other advisers are 
going on about stabilisation, fiscal balance and ihings 
like that. Given that we have yet to develop other 
sources of revenue, they arc; bound to argue against 
tariff adjustments which put revenue collection at risk, 

You shouldn't be so pessimistic. My guess is that a low 
uniform tariff, with no exemptions, would probably be 
revenue neulral. 

Your 'guess1 and probably is not going to be good 
enough for these people. You are asking for an 
experiment at a time when we cannot afford it, 

We can clo a lot better than guess and in' any event i is 
not as if you know what our revenues are going to be 
under the cascading sysiein. 

Well, a uniform tariff would involve some significant 
reductions in tariff and therefore in revenue. 

Adviser: 

Mii lister: 

You seem to be assuming that with the change in tariff 
I here will be no change in quantit ies imported, But 
surely wi th these big reductions in tariff there will be 
some increase in imports and that alone should have a 
positive effect on revenue. 

Okay then but when we increase duties on other goods 
their imports will fall. 
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Adviser: Yes but now we will be collecting some tariff revenue 
instead of none at all. Moreover, the duty envisaged is 
still quite low and as we saw from figure i. some 15 per 
cent of imports currently comes in free of duty, Sri some 
cases this is because the duty is zero. Lii other cases, it is 
because an exemption of some kind has been arranged. 
Even a very low duty on all of die.se goods would earn 
substantial revenue. 

Minister; It certainly wou ld make the job of the cus toms 
department much simpler. 

Adviser: Yes. there would be no need for a rgument about 
classification and exemption. Perhaps most importers 
would be happy to pay a low duty and clear their goods 
quickly and easily. It is even possible that an efficient 
customs operating with less need for administrat ive 
discretion would attract trade info official channels. 

Minister: Yon mean there might he less smuggling? 

Adviser: That's likely. After all a low tariff on intermediate and 
raw materials is unlikely to drive these goods into 
informal channels, But a reduced lari.it on final goods 

I may well attract those goods into the formal system. 



The "political economy' of a uniform tariff f 

On technical grounds there seems to be ПШе argument about, the deficiencies of я 
cascading tariff. Bul the choice between n uniform tariff over a system calibrated to 
reflect 'elasticities, import shares and the like seems to rest mainly on information 
needs qnd political considerations. 

Minister: Your a rguments for a uni form tariff seem in be based on a 
; mix of technical, administrative and political matters. On the 
I lasi. mentioned [ am concerned thai it does not seem to tackle 

ihe reasons w h y we have ended up with the sys tem w e 
! have. 

Adviser: it is difficult to argue with die view l hat whatever the system 
I is. it d i dn ' t jus t h a p p e n but is the restiIt. of a mass of 

domestic forces, i suppose that means that, durable change 
requires a change in these basic under lying forces. 

Minister; Yes, that is one of the things that is wor rv ing me. As I 
i unders tand it f rom you fellows, it is widely recognised that 

tariffs are inferior to production subsidies if the objective is 
to encourage a particular sector, yet for some very power fu l 

; reason we have ended up wi th tariffs. 

Adviser: You are in good company with these concerns. As you will 
| have seen f rom the quick l i terature review in box 3, a 
1 n u m b e r of people interested in polit ical economy have 

addressed the same issues. 

Minister: So what is your answer? 
I 

Adviser: I s u p p o s e 1 was a s suming that the f u n d a m e n t a l s have 
changed or are changing. Alter all our entire economy is now 

i being run on market lines. That is because the old centrally 
; planned system with managed trade simply did not work. So 
j as 1 see ii. the move to a uniform tariff would be a w a y of 
I m o v i n g t o w a r d s a pos i t ion that the g o v e r n m e n t had 

foreshadowed and been supported on. 



Minister: 

Adviser: 

Minister: 

Adviser: 

Minister: 

Adviser: 

Minister: 

Advisbr: 

er: Minist 

Adviser 

Why aren' t you advising us to go to free trade tomorrow 
then? 

Weil, we can talk about that it you like. 1 have assumed thai 
for a number of reasons, including the revenue reasons 
discussed earlier, dial it would not be possible to go to free 
trade immediately. 

What are the other reasons? 

One is the argument for predictable and gradual change. 
Another is that so long as the direction of change and the 
end point is credible then ii does not matter so much if 
change is gradual, 

1 would like to be persuaded, is there more? 

Fair enough. Let's just say that if it is not politically feasible 
to move to free trade straight away, the question is how do 
we get these? And in particularly, how do we get these f rom 
an escalating tariff? 

What, are the options? 

There is an infinite number of options. Tariffs could be 
reduced from the top ones first, Or vou could t*o sector by 
sector, or you could go to a narrowing of bands then to a 
uniform tariff and finally to а гего tarifi, There is no .single 
right answer on any of this. 

Anything else? 

besides its escalating basic structure, our tariff system has a 
host of other problems. For example, there are many 
administratively determined exemptions, the number of 
tariff rates is loo large and the tariff has too many end-use 
distinctions. 

A tariff reform program which: 

a rcduces the top rate; 

• reduces the number of different tariff rates; 

• removes exemptions; and 

s removes end use distinctions; and 
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• raises die minimum rale; 

will invariably be an improvement, lis a process that still 
leaves you with some revenue pending the introduction of 
some other tax system, h is simple to apply and requires no 
fancy information to design or administer. Other people 
might say to you thai, theoretically, a tariff which causes the 
least distortions for a given revenue would probably be 
non uniform. That may well be right but in rnv view, such 
an approach would be clever bul not wise. The information 
to run such a system does not exist and pressure groups 
would have a field day in manipulating arguments for 

S different, tariffs to suit themselves. Finally, a rule based 
system lias the advantage of treating a large number of 
people roughly equally. But it's not a soft option, it does 
involve dismantling preferences to some groups, 

V!injster; ! was afraid of that. 

Adviser; Well, 1 guess that's why you are a minister and I am an 
adviser. 


