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UNITED STATES TARIFF COMMISSION
WASHINGTON, D. C. 20436

April 9, 1974

THE CHAIRMAMN

Honorable Fussell B. Long
Chairman, Committee on Finance
United States Senate
Washington, D.C. 20510

Dear Mr. Chairman:

The Tariff Commission has concluded the study of tariff and nontariff trade
barriers made pursuant to & request from you and Senator Abraham A. Ribicoff,
Chairman, Subcommittee on International Trade of the Senate Finance Come
mittee, dated April 21, 1971. Copies of the Commission's report on its
invegtigation are being sent to you and to Senator Ribicoff.

You will see from the Commission's report that world traders must% cope with
an almost endless variety of practices by both government and private organ-
izations which they have reported to the Commission as trade barriers.

The Commission's study of trade barriers has been conducted with congiderable
difficulty stemming from two sources. First, the subject is virtually
boundless. Secondly, although much work has been done in particular areas,
such as tariffs and some of the more important gquantitative restrictions,
relatively little has been done in the way of systematic assembly of in-
formation on the entire range of practices which have been described by
businessmen and others as trade barriers. Some of the practices so charac-
terized are intended specifically to limit or direet trade flows, while
others, such as measures taken to protect the enviromment, are imposed for
reasons totally unrelated to trade but unaveidably affect trade.

It is hoped that this report will be helpful to the Committee in its de=- P
liberations. -

Bincerely,

(i7eiin.c ot
Catherine Bedell
Chairman
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Chairman, Senate Finance Committee, dated April 21, 1971. Copies of the
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LLOYD BENTEEN, TN COMMITTEE ON FINANCE

MECHAIL BTERN, FTAFF CARECTOR WasHINGTON. D.C. 20510
April 8, 1974

The Honorable

Catherine Bedell

Chairman

United States Tariff Commission
Washington, D. C.

Dear Madam Chairman:

The Committee on Finance requested several major
studies from the Tariff Commission on foreign trade and
investment matters. The Commission has done a magnificent
job in studying these issues in tremendous depth. The latest
study on nontariff barriers appears to be the most detailed
study ever done on the subject by any institution.

I would like to take this opportunity to congratulate
the staff on the Commission who have labored long and hard
on these studies. In connection with the multinational corpora-
tion study, Mr. Robert Cornell should be singled out for his
diligence. A thorough job was done by Mr. Dana Law in the
customs valuation study with important contributions by the
General Counsel, Russell Shewmaker, who many consider the
"father' of the Tariff Schedules of the United States. Finally,
Mr. William Hart should be singled out for his patience and
perseverance in completing this latest study on tariff and non-
tariff barriers.

We hope the Commission will continue to work together

toward the common objective of providing the Congress with
facts on the many complex trade and related issues with which

we deal.
With every good wish, I am
Sincerely,

Chairman
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Chapter I

SUMMARY

Trade is normally the most important peacetime relationship among
nations. During the past 25 years, world trade has grown at double the
pace of the beginning quarter of this century, which in turn was roughly
double the pace of the last quarter of the 19th century. World exports
were valued at $56.7 billion in 1950, $280.7 billion in 1970, and $372.L4
billion in 1972. U.S. exports amounted to $10.3 billion in 1950, $k2.6
billion in 1970, and $70.2 billion in 1973, while U.S. imports were
valued at $8.7 billion in 1950, $39.8 billion in 1970, and $68.7 billion
in 1973.

The Major Determinantse of Trade

The principal determinants of trade have been gross national product
(GNP) performance, the international monetary system, the diffusion of
technology, and the general trading climate created by commercial policies
of the principsl trading nations. Trade barriers generally are reflections
of various aspects of commercial policies of nations as they attempt to
control foreign trade, investment and shipping to their particular advan-
tage, but trade barriers may alsoc result from measures taken for purposes
not related to commercial policy.

For developed market economies, GNP performance 1s the engine of trade
growth and, by far, the dominant factor affecting trade performance. Com-
mercial policies may be conducive to trade growth (which has bheen generally
the case for the past 25 years), or they may be antagonistic to the extent

that they severely damage economies and may even provoke hostilities.

The Volume and Direction of Trade Flows

World trade is overvhelmingly concentrated among the major market
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economies, all of which are highly industrialized with fairly comparable
technology, end a1l of which have manufactured goods as their leading ex-
ports and imports, except Japan where only 30 percent of imports are manu-
factures. For the industrialized countries as a whole, about 12 percent of
trade is in sgricultural products, B8 percent is in the industrial area.
The European Community (as composed of six nations before enlargement), 1/
the United States, the United Kingdom, Japan, and Canada together account
for about 5T percent of total world trade.

The volume and direction of the major world trade flows can be seen

in the following table.

Table l-A.-=Volume and direction of major trade flows in 1970

Tnited Furopean TUnited  Other OECD

Country States  Camada  Japan  Comsunity 1/  Kingdos countries

Destination
World total (billicng)e-=eeeem=s  §h2.6 $16.6  $19.3 $h5.2 $19.3 fa8.5

United BRAEEE---cmcmemmecmaccoae - H 1.1 1k. 11.1 ¥

w -------------- S ———— & - - B B -
Buropean Commumity-- L 15.24 T7.1% 6.7% - 21.3% 0.4
United N B 5.T% B.9% 2.3 8.1% - 14.1%
Other 0ECD countrief=se-scesceces 7.2% 2,64 5. 7% 33.0% 23.1% 24. 7%
Nen-0ECD developed courtrief----= b4 3.8 10.79 . 11.24 13.%% 8.1%
Less developed countries------—--- 28.7% T.5% koo 28,3 22.1% 12.7%

Suppliers
World total (billions)-=-===--- $Lo.0 $13.3 #1859 $45.6 1.7 $38.6

United Statefe=mcece=- ——— - Tl,“ 29‘.5 1’9.“ R-ﬁ ﬂ-ﬁ
" CANBAA= e ——- ﬂ'ﬁ 6.5¢ Lo :g '{;;!: ;g
EUEOpeD COMMIL ty-~~—--~----=--=- lgg ;g g?: a.és 19.7% E:ﬁ
Other OBECD oontrief=---ceeeee—e= 5:11 2:3‘ ?:H 19:'?! £0.3% 19‘:0‘
Non-0ECD dsveloped countries----- 3.5 2.3% 15.54 9.5¢ 10.74 5,64
Less developed countriff-=ss==ce== 26.3% 8.4 39, 36.6% g2.64 11.9%
Communlity are for external Lrade only., INGTA-EC exports were valied ot §03.3

biTlion, intra-E0 imports at $42.5 billiom.
Source: Compiled from QECD Btatistics of Forelgn Trede, Series ¢, 1970.

1/ Throughout this report, unless otherwise indicated references to the
Buropean Community (EC) deal with that organization as constituted before
enlargement on January 1, 1973.
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The ten leading markets for U.S. exports and suppliers of U.8. im-

porte in 1972 were as follows:

Exports Imports
{Millions of dollars)
1. Canada 12, 15,2 1. Canada 1k,872.5
2. Eurcpean Commmity 8,815.0 2. Japan 9,036.2
3. Japan L,oki.2 3. Europsan Commmunity 8,937.4
L, United Kingdom 2,658.2 b, United Kingdcm 2,975.3
5, Mexice 1,982.28 5. Mexico 1,616.5
. Frazil 1,2h2.9 . Venezuela 1,312.1
7. Spain 930.2 7. Taiwan 1,285.6
8. WVenezuela Se3.T 8. Heng Kong 1,237.1
9. Austrelis 843.0 9. FBrazil g932.1
10. Horea T35.b | 10. Australia T99.5
Tariffs

Averasges of rates of duty, weighted in various ways, are used to sum-
marize a netion's customs tariff, although there is no really satisfactory
method for averaging tariff rates to meaningfully reflect the significance
of the various duties and their actual impact on the flow of trade. 1/

Average most-favored-nation (MFN) tariff levels

Average MFN tariffs in effect in 1972 for the United States, Canada,
Japan, the Buropean Community and the United Kingdem are shown in table
1-B for industrial products and table 1-C for agrieultural products.
Tariff averages for most other industrialized nations fall generally in the
same range a8 those shown for the countries in the tables. The averages
indiecate that the bulk of world trade today faces tariffs of 10 percent or
legsg for industrial products and somewhat higher rates for agricultural
products. The averages, howﬂ?er.'mask the extremes in tariffs. Every

1/ Tariffs of the major trading nations are discussed in detail in chap-
ter IV and in the product sectors in Part III (chapters XIII, XIV, and XV).
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Table 1-B.--Industrisl products: Awerage MFN tariffs for selescted countries

'
:  simple Averages welghted by
Country Poarithmetic ! pogs ¥ opountey's m"‘““m"' o
! EVerage : H H
i y : trade ¥ cum trade ¢ world teads
; All products
; & H [-
United States e M.l T3z 6.8 6.3
CEnadn 2f-semmcemcemscnmsaemaman— : 9.3: b6.8: 6.6 T3
Japan 27-- H 10.1 1 10.1 : 6.3 1 10.1
EBuropean Comsumity-----c--comcmnaa= H 6.9 ¢ B.bo: h,5 ¢ 6.5
United Kingdem : 92 1 Tl 6.2 1 7.3
H H H H
¥ pwerage for 18 industriniized : H H :
countries § 9.0: T.3: 5.9 3 Tal
1 H H :
: Dutisble profucts
DA ad BUASRE-Saas Sn nns i snansmi] 12,11 8.1 8.8 1 7.1
T L R ——— 15.2 ¢ 1.5 & k.1 ¢ 11.0
Japan 2 —-= I 1.2 3 .8 11.6 1 10.7
European Communlty----c--cemmmmamma I 7.5 ¢ 6.7 ¢ 8.1 ¢ .9
United Kingdom----=-mmeeammmecmaane : 10.5 3 8.5z 10.2 3 8.1
i H H 1
Average Tor 18 industrialized : H H !
countries -t W7 B.bos 9.8 : B

1/ The implicit welght contained in a simple sverege is the number of tariff Lines
in the scheduls; thus, the aversge is in fact welghted by the degree of detail within
the tardiff schedules.

2/ Since these averages were caloulated, Jepsn and Canads have made significant
temporary reductions in their tariffs. For Japan, sbout B0 percent of the rates wers
reduced by 20 percent, sbout 2 percent were made duty-free, and sbout & percent were
cut by amounts ranging from 10 to 95 percent. COanada has made reductions on & wide
range of products, particularly consumer goode, by an sverage of 5 percentage points.

SBource; Basic documentation for the Teriff Study, GATT.

industrialized country enters a gignificant portion of its imports duty=-
free, but most alsc have scme very high rates of duty. Several industrial-
ized countries still have rates of duty on individual products ranging well
above 50 percent ad valorem. Consequently, contrary to some popular be-
liefs, tariffs continue to be an important consideration in international
trade.

Over 500 complaints, or 10 percent of the total submitted to the Tariff
Commissicn in the present study of trade barriers, concerned tariffs. The

eight countries formerly making up the Eurcpean Free Trade Association (EFTA)



Table 1-C.--Agricultural products: Average MFN tariffs for
selected countries

: Bimple : (wn-Gtrade-
Country : arithmetic : welghted

i Average : @&verage

E All products
United States--- I - 15.1 3 4.8
[ T o T o T | T ————_ 9.5 - 5»?
Japan 1f------=--= e ————————— : 0.6 3 27k
Buropean Community 2/------- 3 16.5 3 8.4
United Kingdom 3/------emeceeccmoscssssanmanenng 10.8 : 5.0

i 1

*  Dutiable products
United ﬂ't-E‘l*-u-----------------n-w--au-w«--u--; 16.8 ; 8.5
CAMALR == o =3 13.1 1 9.9
Japan 1fe---ccmcmmmc e e 4.2 . 39.7
Burcpean Community 2/==--=ss-ssssscmceeamaanaaay 17.9 = 13.9
United Kingdem 3/--—-c-mmmmmmmm ooy 12,7 s 9.9

L1/ Bince these averages were calculated, Japan has made significant
Tfurther temporary reductions in about one-fourth of ite retes which were
used in the calculations. More than half of the reductions were by 20
percent, and most of the remainder were by amounte ranging from 33 per-
cent to complete removal of the duty.

2/ Bates shown for the Buropean Comsunity reflect fixed tariffs only

do not inelude variable levieg applicable to a wide range of agricul-
tural products. If datd were available to reflsct the variable levy
charges, the rates would be wery substantially higher than indicated here.

The rates shown for the United Kingdom reflect fixed tariffs only
and do not reflect sarigble levies applicable to & limited mumber of prod-
ucts in the year for which the averages were calculated.

Source: Compiled from national tariffs and trade statistics.

were the object of about 13 percent of these complaints; the European Com=
munity received about 9 percent; Canada and Australias, each about 5 percent;
and the United States and Japan, each about 4 percent. Iess developed
countries (a large number were named) were the cbject of 53 percent of the

complaints against tariffs.

Discriminatory tariff treatment

Customs unions and other regicnal trade groups and preferential trad-

ing arrangements have proliferated throughout the world in the past 15
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years and created significant discrimination against products of countries
cutside such arrangements. Even a modest duty can foreclose perticipation
in a market if other competing foreign suppliers are permitted free entry.

In 1955, almost 90 percent of imports by contracting parties of the
General Agreement on Tariffs and Trade (GATT) paid MFN rates of duty; by

1970, this figure had declined to only 75 percent. With the recent en-
largement of the European Community, the extension of duty-free treatment
on industrial products to the remaining EFTA neutrals in the EC assocla-
tion agreements with these countries, and generalized tariff preferences
for all less developed countries, the United States, Canada and Japan
have become the only important trading countries whose products will be
dutiable in Furcpe. Tariff discrimination cbvicusly has become cne of

the major concerns for U.S. trade.

Tariff disparities

A common complaint received by governments from domestic producers
seeking to export their products is that higher tariff rates are encoun-
tered in foreign countries than are charged on imports into the producer's
own domestic market. U.S. producers have made such complaints most fre-
gquently against tariff rates of Canada and Japan, and exporters in the
European Community have frequently leveled the same charge against the
United States.

Significant tariff disparities are most likely to be found when a
country has a wide range of rates applicable toc a category of products.

This situation occurs more commonly in the U.S. tariff than in the schedules

of most other nations. For leading items of exports from the United States
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to Canada and Japan and leading items of imports from these countries into
the United States, the United States characteristically has the greater
range of duty rates and the greater likelihood of having the disparate
high tariff. For these leading products, U.S. and Canadian rates divide
fairly evenly between higher and lower; but in the case of Japan, there
are more situations where U.S. rates are higher than Japan's than vice
versa.

At a more disaggregated product level, Canada has markedly more dis-
parities vis-a-vis the United States than the United States vis-a-vis
Canada, but the United States has more disparities vis-a-vis Japan and the

Eurcpean Commnity than vice versa.

Tariff reductions in trade agreements 1/

In 1934 the United States launched a program for the reciprocal re-
duction of naticnal teariffs through the negotiation of internmational trade
agreements. By 1947, as a result of bilateral agreements negotiated with
29 countries, the aversge level of the U.S. tariff had been reduced by
one=third. Under the General Agreement on Tariffs and Trade, negotiated
in 1947, there have been six major rounds of multilateral negotiations
for tariff concessions, as well as various lesser negotiations, which
have extended the reduction in the U.S. tariff to T2 percent below the

pre-trade-agreement lewvel.

nature and exient o T cOoncesslong granted 1n trade agree-
ments to which the United States is a party by the principal trading na-
tions are discussed in detail in chapter V, together with the important
qualifications attached to an interpretation of the data shown in table
1-D of this section.
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The change in a country's average tariff level over time is a function
of three factors: Changes in the individual nominal rates of duty in the
tariff schedule; changes in the prices of products subject to specific
rates of duty; and changes in the composition of imports. All of these
changes have been of major proportions for the United States and other
countries since 1934. The practical end theoretical difficulties in aver-
aging tariffs are doubly compounded if a comparison is to be made between
average tariff levels at different pointe in time, and especially if the
purpose of the camparison is to determine the amount of change due to &
single factor, such as modification in the nominal rates of duty.

The Tariff Commission has attempted to determine the percent of re-
duction which has taken place in average duty levels of the United States,
Canada, Japan, the BEuropean Community and the United Kingdom as a result
of tariff concessions in trade agreemsnts to which the Tmited States has
been a party. The results of the calculations are shown in table 1-D. -
The major part of the provisions in the tariff schedules of the industri-

alized countries are covered by concessions under the GATT.

Hontariff Barriers to Trade

Innumerable practices, other than tariffs, by governments and private
crganizations interfere with or distort the flow of trade. The most
cbvious and easily identifiable of these are guantitative restrictions,

such as quotas and embargoes. However, nontariff trade barrierz appear in a
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Table l-D.--Percent of reduction in average tariff levels by trade agreements

o e
United States--=----- ——— 1933 2.1 61.9
CANBAR === mmmmmmmmmmm m Pgss s 58.2 ¢ €6.2
JAPEi = S S E— 1954 25.0 15.2
Bk R N ieermmmmmmnrmimnet 0G0 3 W3 | 29.9
United Kingdom--------eem=eee=- 1938 : 59.6 : 7.6

1] The base year for the United States i8 the year preceding inauguration
of the trade sgreements program. For other countries shown, it is the year
preceding the first trade sgreement negotiated with the United States under
thﬁ‘ i

2f Percents of reduction for industrial products have been calculsted using
own=trade-weighted average tariffs for all countries except Canada, for which
a simple arithmetic ("unweighted") Average tariff was used.

3/ Percents of reduction for agricultural products have been caloulated
us gimple arithmetic ("umweighted") average tariffe for all countries.

4/ For the European Community, the percent of reduction is that which has
taken place in the EC's Commen External Tariff since it wag initially es-
tablished by taking & simple sverage of the rates contained In the four
antecedent natiopal tariff schedules on January 1, 1957. The initial EC
tariff rates already reflected some tariff reductions made in trade agree-
ments negotiated prior to formation of the Commmity, but it was not feasible
to determine a preagreement rate based on tariffs in effect in 1934, which
was just prior to the first reciprocal trade agreement between the United
States and an EC mewber country.

Source: Caleculated by the U.8. Tariff Commisslcon.

host of less comspicuous but equally effective practices, such as "buy-
national" policies in govermment procurement, government subsidies which
stimalate exports and substitute domestic products for imports, a variety
of nontariff charges on imports, numercus standards which imported products
must meet, and administrative devices which escalate the cost and incon-
venience of importing goods.

Outside of some of the more common protective devices, such as quotas
and a few other practices, nontarifif trade barriers elude any general fixed

definition. A& 9ury large part are generated simply because of differences
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among countries in their regulatory or tax systems. Illustrations of this
are found in having to conform to standards based on & system of measure-
ment, such as the metric system, which differs from that used in the pro-
ducer's country, or having to use metric measures in labeling products, or.
having to conform to different auntomobile safety requirements and different
health or sanitary requirements and regulations

Many of the nontariff trade barriers are intimately interwoven into
the economic and social structures of nations, and consequently are extrame-
ly difficult to remove, or change, or even to alleviate in any manner.
President Franklin D. Roosevelt is rtfﬂrteﬁ to have said that trying to get
rid of nontariff barriers is like trying to dynamite & fog.

Nontariff trade barriers will not be easily removed because a very
large part of them are linked to such domestic economic and social objec=
tives as the promotion of employment in high unemployment areas, or the
development of priority sections in national economies, or preservation of
govermnment control of certain products, or maintaining a minimum production
base for national security reasons, or for balance of payments reasons, or
simply for the protection of consumers. Also, nontariff trade barriers
are frequently a side effect of measures imposed entirely for non-trade-

related reasons.
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Categories of Nentariff Trade Barriers 1/

Hontariff trade barriers have usually been classified into five or
gix locsely defined categories in work done in this area in recent years.
For the present study, the Tariff Commissicn has used the following six
categories:

1. Quantitative restrictions and similar specific limitations
on trade

Nontariff charges on imports

Govermment participation in trade

Standards as technical barriers to trade

Customs procedures and administrative practices

Discriminatory ocean freight rates.

o Bl R
" w .

These six major categories are described briefly in the following

pages.

Quantitative restrictions and similar specific
limitations on trade 2/

Quantitative import and export restrictions appear in three basic
forms: BPEmbargoes (trade is prohibited), absolute guotas (a specified
maximum amount of trade is permitted in & given period), and licensing
systems (administrative officials have discretionary authority to permit
trade). Other indirect and more subtle quantitative restrictions include:
Exchange controls, local content and mixing regulations, restrictive
business practices, and diseriminatory bilateral agreements.

About one-third of the complaints against all trade barriers submitted
in the Commission's investigation dealt with the warious types of specific
limitations on trade, and over 60 percent of the complaints were against

developing nations. Conclusions reached from an analysis of gquantitative

1/ A resume’ of the major nontariff barriers is given in chapter VI, and each
of the major categories is discussed in detail in chapters VII through XII.

2/ Bee chapter VIII for a detailed discussion of the various specific
limitations on trade.
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restrictions in 16 major developed trading countries indicate that France
has exhibited the heaviest use of such measures, followed by Italy, the
United States, West Cermany, the United Kingdom, and Japan.

"Voluntary" export restraints have become inereasingly important as a
barrier to trade in recent years. Restraints on textiles and steel have
received the most publicity recently, but a wide variety of exports have
been restricted from time to time. Exports are also sometimes controlled
for military or strategic reasons, to conserve domestic supplies, or for
political purposes. Several countries have restricted exports of products
in short supply.

A widely-used type of trade barrier is a system of restrictions on
the payments and/or financial cycle of a trade flow (e.g., multiple ex-
change rates, prior import deposits, allocation of exchange only to holders
of import licenses, and various other types of restriections to conserve
foreign exchange). BSome countries have tended to exert stronger financial
restrictions than are needed, given their financial situation.

International restrictive business practices, another specific limita-
tion on trade, are usually of two types: Those engaged in by the collective
restraint of competition by independent organizations (eartels) and re-
strietions resulting from concentration of economic power or control in
one organization (multinational corporations). Single firms may restrict
international trade if they have a dominating position as suppliers or

purchasers of the product involved.
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Bilateral trade aggrements which grant special exclusive advantages

to the two parties are implicitly discriminatory against third countries.
Discriminatory sourcing results from some bilateral agreements which
favor specific countries as sources for certain imports.

Hontariff charges on imports 1/

Generally, imports pay a variety of charges beyond a customs duty.
These charges may be protective devices to restrict imports, or they may
be collected to equalize the tax treatment of imported goods with that of
domestic products, or they may be payment for services. Some of the great-
est barriers to world trade are found among these charges.

Variable levies are charges on imports in lieu of, or in addition to,
normal customs duties. The levies vary far more fregquently than normal
customs duties (sometimes daily) and are used to raise the cost of imports
to stipulated minimum prices, often in conjunction with domestic agricul-
tural support programs. The European Community has made the variable levy
an essential part of its Common Agricultural Poliey (CAP), and such levies
are also found in Austrie, Finland, Greece, Portugal, Spain, Sweden, and
Bwitzerland. The varisble levy greatly affects world trade and is proba-
bly the most important single measure adversely affecting U.S. exports.
Variable levies keep imports from price competition with domestie products,
and reduce imports to the position of A residual supply.

A border tax adjustment, another pontariff charge on imports, is any
fiscal measure which enables imported products to be charged with a tax

charged in the importing country on similar domestic products, and which

1/ See chapter VII for a detailed discussion of nontariff charges on
imports. .



1k
enables exported products to be relieved of a tax charged in the export-
ing ecountry on domestic products sold to consumers in the home market.
Thus, border tax adjustments include taxes on imports at importation and
at any subsequent point in the distribution channel. Nearly all countries
make some border tax adjustments.

Under the GATT, indirect taxes are considered eligible for border tax
adjustments, while direct taxes are not. The major foreign indirect (or
consumption) taxes are ccllected when the goods enter the country, but
exported goocds are not subject to the consumption tax. Since the United
States relies much less than forelgn countries on indirect taxes for govern-
ment revenue, very few U.S. imports are subject to a border tax adjustment
at the time of entry.

U.8. businessmen complain that they are greatly disadvantaged both in
foreign markets and in the U.S. market because when selling abroad they
bear the burden of both U.S. direct taxes and the indirect taxes of the
foreign country, and when selling in the United States, the imported pro-
duct of their foreign competitors has been relieved of part of its national
tax burden and bears none of the U.BS. direct taxes. Ecconomists tend to
dispute this view.

A special situation in the application of border taxes is found in the
manner in which the U.8. excise tax on distilled spirits is assessed. If
distilled spirits are below 100 proof when the tax is assessed, they are
still taxed as 100 proof; above 100 proof a proportional incremental amount
of the basic 100 proof rate is applied. U.S. producers as well as foreign

producers who ship their product in bulk to the United States, can have the
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tax assessed before the beverage has been cut to normal bottling strength.
If it is bottled abreoad, it will bear the additional revenue burden result-
ing from tax assessment after the preoof is cut to bottling strength. Thus,
imported bottled spirits pay & higher tax than domestic products and import-
ed bulk products.

There are numercus other nontariff charges on imports. Among these
are port charges (fees on vessels and/or cargo using the port}, prior im-
port deposit systems (requiring importers to deposit a percentage of the
value of an import), consular fees (charges usually made in relation to the
issuance of a comsular invoice or other documentation), stamp taxes ([excise
taxes paid through the purchase of stamps which must be affixed to articles
or documents before they can be lawfully sold), and import surcharges (taxes
or levies in addition to the normal duty, and sometimes collected as a per=
centage of the normal duty).

Government participation in trade 1/

Governments participate directly or indireetly in trade in varic;s wBYS,
such as through government monopolies, government procurement, nationaliza-
tion of basic industries, and governmental assistance to domestic industries.
Complaints submitted to the Tariff Commission listed subsidies and other aids
as the major concern in this area, followed by governmental monopolies and
state trading, and government procurement. BSeventy percent of the complaints
in this area were against practices of developed countries.

International trade can be distorted by government aids designed ex-

plicitly to stimulete exports, but also by general govermment subsidies

1/ See chapter IX for a detailed discussion of trade barriers associated
with government participation in trade.
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given to domestic producers. A wide range of government activity may con-

stitute a subsidy. The principal forms are cash subsidies, tax subsidies,
eredit subsidies (loans at preferential rates of interest), benefit-in-
kind subsidies (provisions of goods and services at prices or fees below
market value), and purchase subsidies (government purchases of goods and
services above market price).

Export subsidies are designed exclusively with the intent to stimulate
exports. Credit subsidies have constituted a fast growing area of export
subsidization in recent years, principally in the form of direct loans,
guarantees of loans made by commercial banks to foreign buyers of the
country's exports, and insurance and guarantee of credits extended by ex-
porters.

In order to sustain indigenous energy resources, governments often
subsidize the domestic coal and petroleum industries. The electronies in-
dustry receives govermnment aids in & number of industrial countries. The
film industry en)oys government aids to production, distribution, exhibition
and export in various combinations in different countries, though not in the
United States. BShipping and shipbuilding are widely subsidized owing es-
pecially to the relationship of these industries to foreign trade and the
fact that these industries relate to national defense. The aircraft indus-
try is a well subsidized growth industry. In some countries, the steel,
peper and pulp, and textile industries are subsidized. Establishments in
almost any industry can cbtain government aids in some countries if they
are located in so-called development areas (e.g., the aluminum industry of
the United Kingdom). In most advanced ecountries several industries receive

government aids for purposes of research and development.
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The governments of most industrial countries aid their domestic
agriculture materially, simultaneously protecting it from import competi-
tion principally by various other nontariff barriers.

Governments are the largest purchasers of goods, and the preferences
they grant to domestic producers constitute a significant impediment to
international trade.

Most governments in market economy countries maintain monopolies of
the manufacture or sale of certain goods. In addition, govermments fre-
quently engage in buying or selling goods for nongovernment use in situa-
tions vhich do not invelve any elements of monopoly. In market economy
countries state monopolies in selected products traditionally were insti-
tuted to ralse revenue or regulate the supply or price of staple commodi-
ties which are important to the nation's welfare. ©State monopolies have
algo been used for social control.

In recent years, state trading in market economies has been given im-
petus by two factors: The increase in national economic planning and the
-perﬂistent foreign exchange shortage. The volume and direction of state
trade may be determined chiefly in terms of politicael or social goals and
differ greatly from the situation which would prevail if ruled by purely
commercial considerations. The importance and implications of state trad-
ing can be easily overlocked. The high degree of government ownership of
steel production capability in market economy countries has been regarded
by the U.8. steel industry ag the major nontariff barrier distorting the

flow of steel trade throughout the world.
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Standards as technical barriers to trade 1/

Standards are laws, regulations, specifications or other regquirements
with respect to the properties of products or the manner, conditions or
eireumstances under which preducts are produced or marketed. Standards
usually concern: Quality, purity, component materials, dimensions, level
of performance, etec.; or the health, sanitary, safety, technical or other
conditions under which a product is produced or marketed; or a product's
packaging or labeling.

Standards are usually constructive and necessary, but sometimes they
impede international trade and can be used as protective devices against
import competition. Obstacles to trade arise because of differences among
national standards and their requirements. Regulations can particularly
hinder trade if they are expensive to comply with, based on characteristics
peculiar to national production, foster uncertainty as to the acceptability
of merchandise, are administered in a discriminatory fashion, or cause
extra delay.

Types of standards which have given rise to complaints are; Industrial
and product standards, labeling and marking requirements, health and sani-
tary standards, and pharmaceutical and veterinary standards.

Industrial and product standards relate principally to weights, mea-
sures, container sizes, nomenclature, guality, product content, production
processes, safety, ecology and environment. Electrical and electronic
equipment and automotive products are two closely regulated sectors in

this area.

1/ See chapter X for a detailed discussion of trade barriers arising from
standards requirements.
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Concern for consumer protection is bringing a growing number of prod-
ucts under labeling requirements and expanding information required om
labels, occasionally making the cost of compliance a significant factor.

All countries have lews protecting the health of humans, animals, and
plants. Complainants commonly reported that trade was hampered by the di-
versity of regulations among nations and that inspection requirements were
costly, repetitive, or impossible to meet.

Trade problems concerning pharmaceutical, phytosanitary and weterinary
standards principally involve requirements for testing, plant inspection,
gpecial documentation, and the use of a specific pharmacopoeian. Testing
requirements may cause unreasonable delasy and expense and are sometimes
repetitive (e.g., some countries do not accept the validity of tests and
approval by the U.S5. Food and Drug Administration; French regulations on
testing virtually exclude pharmaceutical imports).

Customs procedures and administrative practices 1/

Administrative procedures and customs matters other than rates of duty
can impinge upon the free flow of trade. Obstacles are found in customs
valuation, tariff classification systems, documentation requirements, consu-
lar formalities, antidumping practices and other procedures.

The most numerous complaint against customs valuation received in the
Tariff Commission's survey came from U.S5. exporters objecting to the use of
e.i.f. values as the basis for assessing duty in most other countries.

(U.8. import duties are chiefly on an f.o.b. basis, which is lower than

1/ See chapter XI for a detailed discussion of trade barriers associated
with customs procedures and administrative practices.
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the c.i.f. value because it does not include freight and insurance charges,)
Objections were made against several countries for assessing duties on the
"domestic value" of merchandise in the country of origin if it is higher
than the invoice value for the imports being considered; and against a large
number of developing countries for using "official values" set by the govern-
ment, rather than some form of commerical wvalue.

A problem in virtuslly all valuation systems is establishing a correct
customs value for imports not shipped as arms-length transactions between
independent unrelated parties. Most countries adjust upward the invoice
values of such imports to establish the customs value (commonly referred to
as "uplift"), and many complaints were concerned with these uplift proce-
dures

The American selling price valuation method used by the United States
for benzenoid chemicals, rubber footwear, low-priced wool knit gloves, and
canned clams has long been a target of criticism, as has the complexity
of the U.5. valuation system which operates with nine different standards.

Documentation requirements can be excessive in terms of quantity,
complexity, formality and time consuming procedures associated with obtain-
ing or clearing the documents.

The complexity of the r:lus'toms classification systems of the major
traeding nations has been seen as & trade barrier and has led to a world-
vide movement to standardize customs nomenclature. The majority of nations
today classify their imports according to the Brussels Tariff Nomenclature,
although Caneda and the United States do not use this system.

Ancther practice eriticized as a trade barrier concerns the manner
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in which nations respond to the unfair competition of foreign dumping in
their domestic markets. Laws to discourage this practice exist in most
nations. The frequency of antidumping actions (especially by Canada and
the United States) is sometimes labeled a deterrent to trade.

Discriminatory ocean freight rates 1/

Many U.5. producers reported to the Tariff Commission that discrimina-
tory treatment in ocean freight rates outbound from the United States
greatly weakens their ability to compete abroad and enhances the competi-
tive strength of foreign industries in the U.S. market. Moreover, since
most foreign tariffs are applied on a c.i.f. basis, and most consumption
taxes (e.g., the value-added taxes in Burope ana the commodity taxes in
Japan) are applied on a landed-cost, duty-paid basis, the effects of the

discriminatory rate treatment are compounded.

Assessing the Significance of Nontariff Trade Barriers

Very few nontariff trade barriers are susceptible to a gquantitative
meagurement of their impact upon trade, and conseguently, assessments of
their significauce must be based largely on subjective Judgments. Assess-
ment is also made difficult by the fact that fregquently there may be sev-
eral barriers impinging upon trade in a particular product at the same time.

The constellation of trade distorting messures which make up part of
tne Buropean Community's Common Agricultural Policy--domestic subsidies

which displace imports, variable levies which exclude imports, ana export

L/ See chapter XII for a more detailed discussion of aiscriminatory occean
freight rates.
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subsidies for uneconomic domestic production--probably can be considered
the most significant trade barrier which U.S. exports currently encounter
among the major nations.

The "voluntary" export restraints, such as those on textiles and steel,
would perhaps be ranked by many foreign countries as the most significant
barrier to their exports to the united States. Quotas or other forms of
quantitative controls imposed by the importing country also rank high in
any scale of trade barriers. These would include such products as data
processing equipment in Japan and Europe, and some agricultural products
in the United States.

The discriminatory govermment procurement practices which are found in
all of the major countries are raised into the ranks of major trade barriers
simply by the fact that governments have become the largest purchasers of
goods and take as much as one-fifth of the grosz national product in some
countries.

A variety of products in U.5. trade, both in exports and in imports,
have felt an impact from the imposition of product, health or safety stan-
dards or labeling reguirements. There has been a proliferation of product
standards by both govermments and private bodies in practically all countries.
Because of this, and the increase in governmental concern with the environ-
ment and with consumer welfare in general, product standards and labeling
requirements have the potential of becoming one ot the most prevalent and
gignificant trade barriers.

Governments in 211 of the major countries aid selected domestic in-

dustries in ways renging from market research to long-term loans, tax
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rebates or writeoffs, and outright cash grants. Such practices have pro-
duced important distortions of normal trade through the displacement of im-
ports and the introduction on the world market of artificially stimulated
exports. For several years the U.S. Government has considered excessive
subsidies and other aids in foreign countries one of the major problems
confronting U.S. trade abroad and a contributing factor to excessively in-
tense competition in the U.5. market.

Several countries regard U.S. antidumping prectices and U.S. methods
of customs valuation as major problem for the conduct of their trade with
the United States.

U.5. producers and exporters, on the other hand, rank high on their
list of trade deterrents the numerous border tax adjustments made on imports
in the majority of foreign countries. Although the United States has very
few border taxes, the manner in which the excise tax on distilled spirits

is applied is regarded by some countries as a major trade barrier.
Country Summary

Complaints against trade barriers in the European Commumity and the
nine otner countries most frequently menticned inthe Tariff Commission's
survey of traade barriers are summarized in the following pages, in the order
of the number of complaints against each country. The Eurcopean Community
drew 1k percent of the complaints suomitteu to vhe Commission; countries
formerly making up the EFTA drew 12 percent; the United States 8 percent,
Japan about 5 percent, andJCanqua gabout 2 percent. Less developed countries
in Latin America drew EE_peTcent of the complaints; in Asia, 9 percent; in

Europe, 10 percent; and in Africa, about 9 percent.
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European Community and member states

Objections to the various forms of border tax adjustments and other
taxes and fees encountered by imports entering member states of the Euroc-
pean Community made up one-fifth of the complaints filed against the Com-
munity. The second largest area involved subsidies under the EC's Common
Agricultural Policy as weil as subsidies and other governmental aids by
member states to domestic proauction and exports, particularly in certain
electronic products and computers, coal, coke, steel, alreraft, heavy elec-
trical equipment, motion pletures and ships. The requirement of & license
for the importetion of & substantial pumber of products ranked as the third
most frequently menticned barrier in the Community. Healtn ana safety stan-
dards and industrial standerds on a broad spectrum of industrisl products
weare notified as impeding trade. Products as diverse ag live chickens,
automobiles, refrigeration egquipment, electronic components, and many food
items were reported to be a.ffe;ctad. A number of complaints were received
concerning quotas, particularly on agricultural products.

Objections to the EC tariff system were among the top 10 categories of
complaints against the Community, and these invelved the height of the duty
on numerous products, the tariff diseriminaticn which is the essence or any
common market arrangement, and the preferential treatment extended to sev-
eral countries through association arrangements. Discriminatory government
procurement practices, pharmaceutical standards and variable levies ranked
Bth, 9th and 10th, respectively in complaints against member states and the

Community as a whole.
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The member countries most frequently named were, in order, Italy,

France and West Germany.

United States

The categories of practices most often cited in complaints against the
United States were (in descending order, by number of complaints): Customs
valuation, health and safety standards, quotas, export restraints, em=
bargoes, documentation requirements, licensing regquirements, government
procurement practices, the customs classifiecation of merchandise, and im-
port duties. Under customs valuation, complaints were made about the
American selling price system for certain products, the "final list" valua-
tion a;_.mt.;am, and the fact that the United States does not use the Brussels
Definition of Value. Health and safety standards were perceived as bar-
riers to & broad spectrum of both agricultural and industrial goods, and
some U,S5. producers felt that high domestic environmental standards hindered
their exports by raising costs of production in the United States. Quanti-
tative restrictions were often mentioned for the following products: Pe-
troleum, textiles, watch movements, brooms, sugar, confectionery products
and a number of agricultural preducts including meat and dairy products.
Complaints were registered against various export restraints ranging from
participation ip the Long Term Arrangement Regarding Internaticnal Trade
in Cotton Textiles to programs which limit the export of U.S. goods for
strategic or other purposes.

The principal complaint in government procurement sprang from the

publisghed preferences which are to be given to domestic products,
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Complaints against U.S5. customs clessification concerned the general com=
plexity of the U.S. tariff nomenclature and the fact that the United States
does not use the international Brussels nomenclature used by most of the
rest of the world. The level of U.S5. duties was sald to be a significant

barrier for several products.

Japan
The most freguently mentioned barriers in complaints against Japan

were subgidies and other aids, guotas, high tariffs, exchange and other
monetary or financisl controls, export restraints, licensing practices,
state trading and government monopolies, health and safety standards, re-
strictive business practices, and miscellanecus taxes. A wide range of
direct subsidies and tax incentives were reported to be used for a wvariety
of reasons, especially export promotion. The Japanese system of quantita-
tive restrictions was often the subject of complaints. Though the Japan-
ege have been liberalizing this system, restrictions still persist in
certain sensitive sectors such &s electronic computers, and even where
quantitative restrictions have been liberalized, import licensing
requirements frequently have remained. Some U.S. interests indicated that
the licensing procedure in Japan is used by the govermment to identify end
users of imported goods with & view to dissuading them from the purchase

of foreign merchandise. Complaints about high duties for specific products,
ineluding jewelry, appliances, computers and alecholic beverages, were re-
ceived. Export curbs for certain products are in force in Japan. Respond-

ents criticized Japan's "voluntary export restraints" imposed on certain



products destined for the United States and Western Europe. ©Steel and
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textiles were the items most frequently noted as subject to restraint.

Mexico
1

The most frequent complaints against Mexico concerned embargoes, li-

censing requirements, high import duties, miscellanecus taxes and fees,
gquotas, minimm or maximun price regulations, labeling requirements, re-
strictive business practices, and arbitrary customs valuation. The most
gerious barrier would appear to be the Mexican policy of embargoing im=-

porte through the denial of import licenses in cases where similar products

are produced in

United Kingdom

volved subsidies and other governmental aids, guotas, high import duties,
health and safety standards, restrictive business practices, government

y customs veluetion practices. product content require-
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nenis, Dorder tax aqjustments, and the LLECTriminatory tarilil treatment re-

Subgidies to the coamputer, shipb

equipment and film industries were mentioned, as was concessionary export

goods, motor vehicles, agricultural

equipment and certain food products. OFf particular concern was the CENEL
scheme to harmonize United Kingdom and European standards for electronic

products. Quantitative restrictions om certain electronic products and

=1
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many food items were reﬁorted. Certain U.S. producers of heavy electrical
equipment complained of dumping and membership in international cartels on

the part of United Kingdom producers.

Brazil

The principal areas of complaint against Brazil were: Miscellaneous
special taxes and fees, licensing requirements, high import duties, re-
strictive business practices, emergency action against imports, exchange
and other monetary or financial controls, customs administration problems,
labeling requirements, and local content and mixing requirementa.

As is often the case in less developed countries, imports into BErazil
must pay & large number of special taxes, fees, and surcharges. Respond=-
ents felt that the license and documentaticn requirements for shipments to
Brazil were tooc stringent, and reported that licenses usually were not
granted if similar products were produced in Brazil. High duties were

mentioned on a broad range of industrial products.

Spain
Specific limitations on imports, which include quotas, embargoes and

licensing practices, were indicated as important barriers to trade with
Spain. Motion picture films, textiles, chemicals, leather products, poultry,
certain pharmaceuticals, and jewelry were named as particulary affected by
these restrictions. The other leading areas of complaints were border tax
adjustments, high import duties, state trading and government moncpolies,
subsidies and other aids, documentation requirements, and local content and

mixing requirements.
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French-English labels, were often menticmed in complaints, and the dis-
criminatory tariff treatment from the Commonwealth preference system drew

several objections.

Australia

The barrier most of'ten mentioned in complaints ageingt Australia was
high import duties. Products noted in these complaints varied from beer
to computers, but most were industrial items. Health and other standards
were reported to present a barrier to trade in agricultural products, such
ag seeds, tomatoes, poultry, and meat. Antidumping practices of Australia
drew several complaints, and subsidies or other aids were said to impede
trade in sutomobiles, paper and a mumber of other industrial products.
Other major areas of complaints were the Australian sales tax and niumerous
special taxes and fees, customs valuation practices, tariff discrimination
under the Commonwealth preference system, documentation requirements, cer-
tain practices in the classification of goods for duty purposes, and label-

ing reguirements.

Sector Review

About 80 percent of thé complainte submitted in the Commission's
survey of trade barriers were concerned with practices affecting
industrial products, and 20 percent with agricultural products--a

division that roughly corresponds to the distribution of U.S5. trade.
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The ten product sectors most freguently mentioned in the trade barrier
complaints were:
1. Transport eguipment
2. Chemicals
3. HNonelectrical machinery
k. Electrical machines and apparatus
5. Ores, metals and metal manufactures
6. Beverages and spirits
T. Foodstuffs
8. Textiles
9. Coal, petroleum, natural gas
0. PFPhotographic and cinematographic supplies

The principal categories of complaints under each sector are briefly
summarized in the following pages.
Transport equipment

In virtually every country of the world automobiles are subject to a
munber of taxes and special fees, many of which are fregquently substantial,
and in some developing countries even exceed the purchase price of the vehi-
cle. Using the number of complaints &8 an index, 1t appears that traae in
transport equipment is most hindered by these taxes, Tees and other special -
charges, which are frequently levied at the border upon importation. The
other major areas of complaint were licensing, quotas, embargoes, and tariffs.
Notifications were received concerning barriers in force in almost every
country. Approximately two-thirds of the complaints dealt with barriers
in developing countries, with the following countries mentionea most of'ten:
Argentina, Brazil, Chile, Iran, Mexico, Spain, ana Turkey. Japan, the
United States, France, the United Kingdom, Canada, Sweden and Switzerland
were the developed countries most often cited as imposing barriers to

trade in the transport equipment sector.



Chemicals

The major obstacles to trade in chemicals were reported as licensing
practices, diseriminatory tariff treatment, high tariffs, embargoes, and
gquotas. Both developed ana less developed countries were the subject of
complaints, with Colombia, Brazil, Mexico, Spain, Greece and Argentina
heading the list of less developed countries; and the United States, Japan,
the United Kingdom, France, Italy and Australia being the most frequently
mentioned developed countries.

Nonelectrical machinery

Subsidies and other aids to domestic production or exports, licensing
practices, tariffs, embargoes, and government procurement practices were
the barriers most often mentioned in notifications concerning products in
the nonelectrical macninery sector. Approximately 55 percent of the noti-
fications discussed barriers imposed by the industrialized countries and
the remainder dealt with difficulties in developing naetions. Among devel-
oped countries, Japan, tne United States, France, West Germany, the United
Kingdom, and Australia were the most frequently mentioned. Many complaints
were made against practices in Argentina, Brazil, Colombia, Mexico and
India.

Electrical machines and apparatus

The principal practices reported as interfering with trade In the
electrical machinery sector were subsidies and other aids to domestic pro-
duction and exports, licensing, gquotas, industrial and product standards,
tariff, and border tax adjustments. Almost TO percent of the notifications

concerned barriers in developed countries, especially Japan, the United
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Kingdom, the United States, France, and West Germany. A large number of
developing countries were also the subject of complaint, including Brazil,
Mexico, Spain, Colombia, and Greece.
Ores, metals and metal manufactures

The principal categories of complaint in the ores and metals sector
vere licensing practices, embargoes, tariffs, quotas, special taxes and fees,
subsidiea and other aids to domestic industries, and government procurement
practices. Heading the list of developed countries named in complaints
were the United States, the European Community (especially Italy and France),
Canada, and Japan. Among the less developed countries, Mexico, Spain,
Argentina, the Dominican Republiec and Brazil received the most complaints.

Beverages and spirits

Government monopolies, tariffs, labeling and container regulations,
taxes and fees, licensing, quotas, and embargoes were the practices most
frequently reported as interfering with international trawe in beverages
and spirits. The complaints were about evenly divided between developed
and developing countries. Japan, France, West Germany, the United States,
the United Kingdom, Canada and Denmark were the developed countries with
the greatest numper of notifications, while among developing nations, Mexico,
Brazil, Spain and Venezuela were most often mentioned.

Foodstuffs

International commerce in foodstuffs was reported to be hindered by
guotas, health standards, licensing practices, labeling and container
regulations, variable levies, and tariffs. Two-thirds of the complaints

received for this sector mentioned barriers in developed countries,
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especially the United States, anan.‘the European Community and the United
Kingdom. Mexico and Venezuela were the most frequently mentioned develop-
ing countries imposing parriers to trade in foodstuffs.
Textiles

Over half of the complaints against trade barriers in the textile
sector dealt with some form of specific limitation on trade: Quotas, 1li-
censing requirements, export restraints, and embargoes. The remaining
complaints were scattered throughout most o the other categories of trade
barriers, with customs valuation ana state trading practices being the only
area with any degree of concentration. Blightly more tnan nalf of the
notifications dealt with barriers in less developed countries. Japan, the
United States, France, West Germany, the European Community (especially
France and West Germeny), the United Kingdom ana Australia were the most
frequently mentioned developea countries. Several complaints were lodged

egainst Argentina, Brazil, Cnlomﬁia, Mexico and India.

Coal, petroleum, natural gas

Quotas, licensing requirements, subsidies and other aids, embargoes,
and state trading practices were the areas of principal complaint in the
mineral fuels sector. The complaints were almost evenly divided between
developed ana developing nations. The European Community (particularly
West Germany, Belgium, and France), the United States, Japan, ana the United
Kingdom were the deveioped nations drawing the largest number of complaints.
Over 30 less developed countries were named, with practices in Greece,

Spain, Turkey, India, Pakistan and Egypt most fregquently referred to.
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Photographic and cinematographic supplies

Subsidies and other aids to local motion picture production, numerous
taxes and fees, liceusing requirements, screen-time quotas, and other
quantitative restrictions were most frequently reported as bparriers to
trade i1n photographic and cinematographic supplies. Two-thirds of thne
complaints were raised against practices in less developed countries, with
S8pain, Argentina, Brazil, the Philippines, and India most frequently named.
Practically all of tpe developed countries except the United States were
named, each being mentioned almost an egual number of times, but with some

empnasis on practices in Itaely, Australia, ana France.
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Chapter II

INTRODUCTION
Forward

"What would be the consequence of the abolition
of all restrictive, exclusive, and monopolizing
laws, if adopted by all the nations of the earth,
I pretend not to say. But while all the nations
with whom we hawve intercourse persevere in cherishing
guch laws I do not know how we can do ocurselves
Justice without introducing, with great prudence
and diseretion, however, some portions of the
same system."

John Adams,
Fresident of the
United States, 1707-1801

This report is in response to requests, dated April 21, 1971, by the

Committee on Finance, United States Senate, and its Subcommittee on Inter=-

national Trade for studies and a report to the full Committee on the fol-

lowing:

(1) The tariff and nontariff barriers among
principal treding nations in the industrialized
countries, ineluding an analysis of the disparities
in tariff treatment of similar articles of commerce
by different countries and the reasons for the
digparities;

(2) The nature and extent of the tariff concessions
granted in trade agreements and cother international
agreements to which the United States is a party

by the principal trading nations in the industrialized
countries.

The Tariff Commission instituted the requested studies on April 30,

1971.

Notice of the studies, conducted as Investigation No. 332-66 and

Investigation No. 332-67 under section 332{g) of the Tariff Act of 1930,

as amended, wes published in the Federal Register of May 5, 1971 (36 F.R.

8419).
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Artificial barriers to trade are not new; from earliest times, they
have been an important preoccupation of mankind, and examples of efforts
to erect and to avold obstructions %o trade abound throughout history. In
416 B.C., Athens attempted to control all Aegean commerce in flax, pitch,
wax, rope, copper and iron in order to keep this trade from reaching Mace-
donia. In sbout LO7 B.C., Carthage imposed an agreement on the infant
Roman state limiting Rome's trade to the Western Mediterranean, thus keep-
ing the rich Eastern trade for the Carthagenians. The Punic Wars between
Rome and Carthage beginning sbout 250 years later were largely over trade
problems.

In medieval Europe, at virtually every higlway, bridge and ford, a
toll was exacted by the lord whose domain the merchant traveling to market
must eross. A monastery between Paris and the sea, for example, required
those journeying to town with fresh fish through its territory to allow
the monks to chose what they judged to be 3 pence worth. An agent of the
lord of Poissy stopped all boats loaded with wine traveling up the Seine
to Paris, tasted a sample of each cask, chose any three for his lord, and
took from his favorite & measure for his own use.

With hazards to trade rife, orgenizations such as the Hanseatic league
were created to protect and promote member's trade, but like later groups
of nations concerting for similar purposes, erected lerge trade barriers
themselves.

In the 16th century, Francis Dreke provided history with a colorful
chapter on trade distortion. In "diverting" a fortune from Spain to England,

B8ir Francis drew curses from the King of Spain as the greatest obstruction
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to Spain's trade with its new colonies in the Western World, but for this
was knighted by the Queen of England. Early in the 19th century, the United
States, as well as the major countries of Europe, paid substantial anmmual
"gifts" to the dey of Algiers and the pasha of Tripoli for the privilege of
conducting unhampered shipping and commerce in the Mediterranean.

B8tyles of trade barriers, as well as the Just-iﬂca.tinns for them,
change. The simple toll charged by the feudal lord when goods entered his
territory continues to exist, albeit in a far more complex form and possi-
bly for different reascns, as national tariffs; and the other simple devices
such as port taxes, documentation taxes, consular fees, and the myriad
charges found in early commerce seem to be still around today in some form;
but Sir Francis Drake's style of direct confiscation, for the most part,
has passed into disuse, in favor of more subtle and sophisticated, but
nevertheless equally effective techniques. This report is an effort to
describe the methods currently in vogue and to give some indication, where

poasible of their significance for U.B. trade.
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What is a Trade Barrier?

The term is so commonly used that it may seem unnecessary to ask what
is a trade barrier, but the Tariff Commission's study has revealed that the
concept of trade barriers varies widely among individuals and among coun-
tries.

Trade barriers elude any general fixed definition, and a definition
suitable for all occcasions probably cannct be devised. One that has been
put forward is any measure (public or private) that causes internationally
traded goods and servicea, or reacurces devoted to the production of these
goods and services, to be allocated in such a way as to reduce potential
real world income. y This seems to be a theoretically perfect econcmic
definition, but it leaves extremely indefinite boundaries for practical
application. A somewhat similar and equally broad definition--"Any measure
or attitude which distorts the natural course of world trade by favoring
one nation over another"-- has been offered by a large organization repre-
genting U.§. manufacturers. 2/

When specific trade barriers are to be identified and dealt with, it
becomes necessary to add limitations or qualifieations to such very broad
definitions, and the type of qualification has usually depended on the

particular oeccasion or circumstance., A frequently used qualification has

1/ Potential real world income is that level attainable if resources and
outpute are allocated in an economiecally efficient manner. Productive re-
sources and goods and services are efficiently allocated if they camnot be
redistributed in such a way that some individuals will be better off and
none will suffer. BSee Robert E. Baldwin, "Nontariff Distortions of Inter-
national Trade," the Brockings Institution, Washington, D.C.

2/ National Association of Manufacturers, "The Meny Faces of Nontariff
Barriers,” New York, N.Y.
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been to limit the definition to government laws, regulations, policies, or
practices that are intended to protect domestic producera from foreign
competition or artificially stimulate exports of particular domestic prod-
ucts; and to exclude restrictive private business practices {even though
they may have the same effect). An aspect of this qualification has some-
times been put in terms of equal market access for foreign and domestic
products; and if discrimination is absent a trade berrier is not recognized
to exist., 1/

Ancther frequent qualification has been to set aside measures imposed
by governments to protect publie health, morals, national security, and
for other reasons unrelated to foreign competition, unless such measures
are misused.

It is noteworthy that a few years ago when the contracting parties to
the General Agreement on Tariffs and Trade began to compile an inventory of
"nontariff" trade barriers, they tock an empirical and pragmatic approach
of simply identifying situations slleged to impede trade. Each country
submitted a list of complaints concerning practices and policies of other
countries which the complaining country felt impeded trade. There was no
group attempt to define or specify the practices which would be appropriate-
ly considered barriers, and most of the lists submitted did not contain a

definition. 2/

1/ Under this view, for example, an extremely burdensome or punitive tax
would not be classified asg a trade barrier if it applied indiscriminately
to both domestic and imported goods.

2/ Bome aspects of definition were implied by the practices included or

tted from the liste, bubt there are several good reasons why a definition
built on the practices included in the GATT lists would be largely inade-
quate.
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The United States set forth a definition in its submission, but at the
same time an important de facto gualification to the definition was made by
reporting only certaln types of barriers. The following 1s from the intro-
ductory statement of the initial U.S. submission in the GATT nontariff bar-
rier exercise:

By definition, a "nontariff berrier" is any action other than

a tariff which restricts a flow of international trade.

However, the United States submission is confined to those

"nontariff barriers” which act directly on imports. It

does not list measures such as subsidies and rebates, ex=

port controls, domestic price controls, marketing controls,

investment restrictions, patent laws and regulations,

differential shipping costs or regulations controlling

remittance of earnings such as on motion picture films.

Hor doesg it attempt to identify nongovermmental restrictive

business practices. However, these measures may have a

significant influence in retarding growth of international

trade, equal to or exceeding the nontariff barriers applied

directly to imports.

Scme common principles were found in the submissions of the various coun-
tries. For example; almost all alleged barriers which were reported dealt
with govermment practices, only a very few with practices of nongovernment-
al or private business organizations; most claimed intentional or de facto
diserimination against the imported product; and the practices reported
were largely confined to the area of GATT “competence" (matters chiefly
dealt with in other international organizations, such as monetery problems
or diseriminatory shipping rates, were given little attention).

The Commission's experience in the present investigation in identify-
ing trade barriers leads to the conclusion that in practical usage a trade

barrier is simply some undesirable or unscceptable constraint upon the in-

ternational exchange of goods, and that the constraints wﬁich are considered
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not "acceptable"--and consequently likely to be regarded as posing an ob-
jectionable trade barrier--and the constraints which are "acceptable" de-
pend very largely upon the point of view of the individual involwved, as
well as the political, econcmic, and sccial context in which the question
is being considered, and the particular time at which the question is
raised. 1f

In soliciting information from U.S. traders on their emcounters with
trade barriers, the Tariff Commission cited for illustrative purposes a
numbey of practices commonly wviewed as such. The export mensger of & large
and successful producer of refrigeration equipment responded to the Com-
mission's inquiry as follows: "Most of what the Tariff Commission classi-
fies as restrictions, we would consider as necessary matters to do business
abroad. However, &8 you have agked and have classified them so, herewith
is a 1ist of countries where we encounter such practices." In contrast to
this attitude was the not uncommon complaint received from several proa:iu::era
and exporters that a requirement that products be labeled in a language used
in the country in which the products are to be sold cﬂnstitute:s a barrier

to trade.

y A trade official in & centrally-planned socialist economy, for ex-
ample, would give an entirely different definition of trade barrierz than
a businessman in the United States. A businessman in Western Europe would
find acceptable and "normal" constraints which his counterpart in the United
States would not, and vice versa; and the viewpoint of the businessman in
Japan would probably differ from both his American and European counter-
parts. Moreover, the views of all are likely to change over time. For
example, U.S. producers today accept almost without question numerous gov-
ernmental regulations and controls upon the quality, design, or content of
their products which only thirty years ago would have been locked upon as
gross and unnecessary govermnmental interference; but while the American
producer accepbs these controls, the producer in a foreign country whose
govermment has not yet imposed such regulations in all likelihood will re-
gard them as a trade barrier.
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The kinds of practices which may place a constraint upon & firm's
trading operatione are almost mumberless. A large aireraft manufacturer,
for example, found its exports of certain sizes of airplanes depended upon
such factors as the number of daily lendings the Japanese Government would
permit a German airline to make at Tokyo. Many U.S5. firms reported dock
gtrikes as the most damaging trade barrier which they encounter. The re-
quirement in certain Middle East countries that-imported poultry be certi-
fied as having been slaughtered in accordance with the Moslem law wes re-
ported to interfere with U.8., trade; and a U.S. importer found the govern-
ment publication of wholesale prices of fish in an important U.5. market
to be a barrier to his importation of fish on the grounds that it prompted
his foreign suppliers to demand higher prices.

It is clear from the public submissions in the Commission's investiga-
tion that businessmen and traders generally regard as "barriers" to their
own trade virtuslly any policy, action or arrangement--whether govermmental
or nongovermmental and regardless of purpose--which inecreases the cost of
delivering their product in a market, or lowers their competitor's cost,
or otherwise in any manner lessens their ability to compete and sell. In
these submissions, there was little or no concern with whether the practice
was one by the government or by & nongovermmental body (e.g., cartel ar-
rangements among foreign producers), and numercus complaints did not in-
volve any element of actual discrimination or even implied discrimination
against the imported product (e.g., Canada's 12 percent manufacturers

sales tax which, for imports, is collected at the border).
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The clagsification of trade barriers

Over the past decade as public attention has been given increasingly
to the innumerable practices which may affect or impinge upon the free
flow of trade, various people and groups dealing with trade barriers have
usually set up rather locsely defined categories into which the numerous
rractices could be classified.

Given the basgic definitienal problem already discussed in the fore-
going pages, it is obvious that any classification system would have to
be more or less arbitrary, rather imprecise, and have a number of deficien-
cies. The differentiation between tariff and nontariff barriers which is
now commonly used is a good illustration. There are three principal ele=
ments in every country's tariff system, all of which are important in
determining the amcunt of duty collected on a product. These are the rate
of duty, the system by which imports are valued for the assessment of ad
valorem rates, and the tariff nnﬂunclature, or classification system of
differentiating products for duty purposes. In addition to these three
basic elements which are intimately related to the amount of duty collect-
ed, other aspects of a country's customs system bear upon the cost of
Importing goods. Examples include the documentaticon required for customs
clearance, the complexity of the administrative system, and simply the
time required for customs clearance.

It would seem, therefore, that tariff barriers should be defined as
the customs duty, the valuation system, the nomenclature, and possibly
gsome other related practices. However, in complaints which were submitted

by the GATT contracting parties when they were compiling their initial
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inventory of nontariff trade barriers, almost the only aspect of tariffs
not reported as & nontariff trade barrier was the rate of duty itself.

In GATT discussions many years ago there was some puzzlement as to
how to characterize or label the various tariff related measures that lie
between the rate of duty itself and the ocutermost peripheral administra-
tive regquirements related to the collection of duties. Ten or fifteen
years ago Europeans generally referred to such practices as para-tariff
measures, meaning they were tariff related but beyond tariffs. More out
of convenience for discussion than by intent, this distinction was gradual-
ly dropped, and by the time the Kennedy round of trade negotiations was in
its later stages, everything other than the actual rate of duty itself was
being characterized as a nontariff measure, including practices so inti-
mately related to the amount of duty collected as the American selling
price valuation system. However lamentable, in theory, this might have
been, it was probably a natural development, as it followed the only defi-
nite line of demarcation that might be located in the wide gray area be=-
tween tariff and nontariff barriers.

The Commission fully recognizes the inaccuracies of the distinetion
ag it is presently made between tariff and nontariff trade barriers, but
simply to facilitate the general use of the material of this report and
more easlly relate it to the other work which has been done, the material
ia arranged to conform with this popular definition, and such matters as
the American selling price system of customs valuation and several other
tariff related issues are discussed in the section of the report dealing

with nontariff trade barriers.
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Within the area of nontariff barriers, the material has been classi-
fied into the following major categories:
l. Nonteriff charges on imports,

2. Guantitative restrictions and similar specific
limitations on trade,

3. Govermnment participation in trade,
L. sStandards as technical barriers to trade,
5. Customs procedures and administrative practices, and

€. Discriminatory ocean freight rates.
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The Nature of This Report

When the present study was begun, the Commission's goal was to prepare
& comprehensive report which would identify trade barriers maintained by
the prinecipal trading nations which impede U.S. exports or imports, and to
asgsess their impact on U.8. trade.

The mumber of widely diverse topics which must be dealt with to cover
the field of trade barriers presents several dilemmas if they are to be
encompassed in a single report in some comprehensible and intelligible
manner and without excessive repetition of many facts and circumstances
which relate to their operation or significance. For some purposes, and for
many users, & report on trade barriers would be most useful if the barriers
were discussed on & product basis. On the other hand, the fact that many
barriers may apply to almost all products argued for structuring the re-
port in terms of fairly broad categories of practices, with only secondary.
reference to the products affected. Either way, a major problem was faced
in condensing the material to digestible proportions without losing its
substance and rendering it into simply an expanded version of the numerocus
lists of "illustrative" trade barriers which have been published on several
occagions.

In an effort to strike a wviable compromise, the present report has
been prepared in three parts. Part I presents an overview of trade bar-
riere and is intended to provide the reader not interested in details of
the mumerous practices with summary information which is still sufficiently

substantial to permit some assessment of the relative importance of the
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major barriers affecting trade. In Part I, this introductory statement is
followed by chapter ITI, entitled "The Principal Determinants of Trade and
the Volume and Direction of Trade Flows," which is intended to provide a
general background of relevant economic information on the value and direc-
tion of trade flows in recent years in order to aid the reader in placing
trade barriers in perspective with other factors affecting trade. This is
followed by chapter IV discussing average tariff levels of the major trad-
ing countries in terms of falrly large aggregations of products. Chapter V
discusses the extent to which average duty levels have been reduced in
trade agreements, and chapter VI presents a resumé of the major nontariff
trade barriers.

Parts IT and IIT are intended to provide greater detail for the tariff
and nenteriff barriers treated in rather summary fashion in Part I. Part
IT is exclusively ccncerned with nontariff trade barriers, which have been
grouped for discussion purposes into categories which conform roughly to
those used in the work which has been done by the parties to General Agree-
ment on Teriffs and Trade and by others who have worked in the field in
recent years. Part III discusses teriffs and other trade barriers in terms
of preduct sectors. Tariffs and trade of the major countries are compared
in some detail at fairly low levels of product aggregations, and complaintse
recelved in the Commission's survey against trade barriers affecting the

products are very briefly summarized.

Coverage of the report
Jn effort has been made to cover all of the significant practices

which have been brought to the Commission's attention as tariff or nontariff
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trade barriers. FPractices or policies which have not usually been placed

under the rubric of tariff and nontariff barriers, such as international
monetary arrangements or national fiscal policies for the contreol of in-
flation, are not treated in the report, even though they have exerted a
far greater influence on trade than many of the so-called tariff and non=-
tariff trade barriers. 1/ The data for the report was assembled principal-
ly during 1972 and consequently reflects barriers in existence at that time
and in the late 1960's.

The field of trade barriers can be extremely volatile at times. Some
types of restrictions are rather gquickly imposed or removed in an ever
changing pattern as govermments attempt to cope with domestic or interna-
ticnal economiec or palitif;al problems. It is inevitable that many of the
barriers described in this report will have been removed or modified when
the report is published, and new barriers not cataloged will have been in-
gtituted.

The pericd during which this report has been in preparation has been
one of rapid and radical change in international trade and upheaval in the
monetary world. BSince the beginning of 1971, Japan has dismantled or re-
laxed a large number of import and other restricticns which hed been a
source of aggravation in U.S. trade relations with that country. The United
States found itself placing a temporary surcharge on virtually all dutiable

imports, and laster, quotas on exports of products which it had vigorously

1/ The inappropriate exchange rate for the dollar vis-a-vis same of the
ot major currencies prior to the recent series of revaluations was prob-
ably a much stronger deterrent to U.3. exports than a large part of the
tariff and nontariff trade barriers discussed in this report.
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promoted in foreign markets for many years. Important agreements control-

ling world trade in textiles were negotiasted. The Uhited States removed
long=standing limitations on its imports of petroleum. In a research task
of the magnitude necessary for this report it simply was not practical to
continuously update the assembled information in order to reflect all of
the numerous changes which have occurred in the trade barriers being cata-
loged. It has only been possible, through footnotes and other brief refer=-
ences, to draw attention to some of the major changes.

It should be noted that the changes which seem to be underway in the
world economy carry scme far-reaching implications for any treatment of
trade barriers. The major concern in this ares in the past has been, for
the most part, with tariffs, import quotas and other restrictions which
are intended to protect domestic industries by excluding foreign products
from & market. Recent world shortages in important commodities and the
turmoil which has accompanied the recent Middle East embargo on petroleum
exports, as well as the U.5. limitation on exports of soybeans in 1973, have
suggested that the whole nature of the problem with trade barriers may be
changing, and that the major concern of the future may be access to supplies
rather than access to markets.

The Commission has concentrated its attention on trade barriers in the
Furopean Community (as it was constituted prior to enlargement in 1973) 1/,
Japan, Canada, the United Kingdom, and the United States, and throughout

1]/ The original Commmnity consisted of Belgium, France, ltaly, Nether-
lands, Iuxembourg, and West Germeany. On Janusry 1, 1973, the Community was
enlarged to include Demmark, Ireland, and the United Kingdam.
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the report these countries are frequently referred to collectively as the
"five major countries." In 1973, Cenada, Japan, the six nations of the
original European Community, and the United Kingdom all together took 55
percent of U.8. exports and supplied 59 percent of U.5. importa. Although
the Finance Committee's request was limited to tariff and nonteriff barriers
among principal trading natioms in the industrialized countries, a great
deal of information is provided on barriers found in the smaller industri-
alized nations and in developing countries, where the trade barriers tend
to be both more mumercus and intractable., Half of the complainte on trade
barriers submitted to the Commission concermed practices in developing
countries, and sbout 17 percent were against industrialized countries other
than those making up the "five major countries.”

Mention of the European Community and the Furopean Free Trade Associa-
tion throughout the report, unless specifically indicated ctherwise, refers
to those organizations as they were constituted prior to Jamuary 1, 1973,
when the United Xingdom and Denmerk withdrew from the EFTA and, together
with Ireland, joined the Eurcopean Community. Most of the statistical and
other data for the report was assembled prior to this event and it was not

practical to rearrange it to reflect the new situation.

Data sources

Data for this report were gathered from several sources. When the
Tariff Commission initially anncunced that it was instituting a study of
trade barriers imposed by principal trading countries, interested parties

were urged to submit written statements relevant to the study. The
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Cormission several months later, on January 21, 1972, issued a second an-
nouncement stating that it wes seeking to identify all procedures, regula-
tione, or practices by govermments or private organizations which had
significantly distorted the normal flow of U.S. exports and imports in
recent years, and to assess the impact on U.S. trade of such measures. To
assist the Commission in identifying such barriers and in determining their
impact on U.5., trade; the Commission solicited from all interested parties
relevant information in the form of briefs, written statements, or data,
including coples of relevant depocsitions filed with other Government agen-
cies or with industry or trade groups acting in the field of foreign trade. 1/
The Commission stated Iin its announcement that barriers currently encoun-
tered were of principal interest for the study, but information on barriers
which had been removed in the past few years, or otherwise became inop-
erative, was aleo sought. It was indicated with respect to import &utiga
that the Commission already had extensive data on rates levied by the United
States and foreign countries, but sought information on the impact of in-
dividual rates on trade in particular products.

During February and March of 1972, approximately 1,300 guestionnaires
were sent to selected domestic producers, importers and trade associations
to specifically request identification and assessment of trade barriers
encountered in their operations. Approximately half of the guestionnaires
went to domestic producers, one-fourth to importers and importer associa-
tions, and one-fourth to trade associations representing domestic interests.
Several of the trade assoclations in turn distributed copies of the Com-

mission's request and questionnaire to all of their members.

;é}Tha request for briefs was publisghed in the Federal Register f3? F.R.
12 .
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Ag a result of these solicitations, almost 500 responses were received
from the public. Domestic interests (producers, trade associations and ex-
porters) accounted for approximately 85 percent of the responses, while the
remaining 15 percent came from importers and importers trade associations.

In addition to the information received from the public, gimilar in-
formation was also collected from industry analysts and commodity experts
on the Commission's staff and in the Departments of Commerce, Agriculture
and Interior. The decumentation prepared by the GATT Secretariat in con-
nection with the GATT program for identification and discussion of non-
tariff barriers was an extremely useful scurce of informaticn for addi-
tional background and details on the operation of many of the practices
reported to the Commission in the public submissions.

The data received from all of these sources was, of course, supple-
mented by additional research from numercus publications, laws, and regu-
lations, by information from the Commission’s ﬂlea s and by discussions
with individuals knowledgeable in particular fields.

The complaints against trade barriers which were submitted to the
Commission have been counted and tabulated by c¢lass of barrier, by country,
and by product sector as one possible indication or measure of the relative
importance attached to the various barriers E{E’-ﬁi- producers and traders.
In tabulating the complaints, each barrier reported by a respondent in the
Commission's suﬁrey has been counted one time for each country in which
the respondent reported encmmtera:ﬁg the barrier. Thus, for example, if a
manufacturer stated that his ahiments to countries X, Y, and Z are subject

to import licenses, this was ﬂt::un‘l:&:i as three complaints., Most of the
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individual submissions to the Commission concerned more than one practice
and more than one country, and consequently involved several complaints.
The total number of complaints against a particular practice or trade bar-
rier may generally be taken as one indicator of the significance of the
barrier, although it is recognized that there are several deficiencies in
such & measure. For example, there are a few instances where trade is
very large but is concentrated in relatively few firms, and consequently
few complaints were submitted against barriers which are very important in

the trﬂdﬂ -
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Chapter III

THE PRINCIPAL DETERMINANTS OF TRADE AND THE
VOLUME AND DIRECTION OF TRADE FLOWS

Trade Barriers in Perspective

Histecrical growth of trade

World trade since the mid-1950's hes grown at double the pace of
the beginning quarter of this century, which in turn was roughly double
the pace of the last gquarter of the 19th century. The following figures

show this marked change in the annual growth rate of world trade: y

Average annual

Years growth rate
1876~1896=~==~=~ 1.8 percent
1896-1926======= 4.3 percent
1956=1970===m=x== 8.2 percent

U.S. trade in this century has exhibited a comparsbly dramatic change
in growth rates, but with noticeable differences between imports and
exports. Annual average growth rates for both imports and exports have

doubled but the base from which they have doubled is different. gj

Average annual

growth rate
Years Importe Exports
1900-30-==-= L.k 3.4
1956~T0=-=-= 8.7 6.2

1/ In world trade, imports definitionally equal exports, so it makes
ne difference which figures are quoted; here export figures are used.
For 1956-70, data are computed from United Nations Commodity Trade
Statistics; for the two earlier periods, data are from P. Lamartine
Yates, Forty Years of Foreign Trade, London, 1959, which in turn has
been taken from League of Nations, Industrialization and Foreign Trade,
1945,

gf Data for 1956-70 are computed from United Nations, Commodity Trade
Statistics, data for 1500-1930 are computed from Bureau of the Census,
Historical Statistics of the United States.
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Determinants of trade

An important resscn for a comprehensive examination of trade bar-
riers is to gain some understanding of their impact and their significance in
thé picture of world trade. For perspective and background, a very few
general observations are in order on the principal eccnomic determinants
of the volume and direction of trade flows among naticns.

In summary, there are both general and particular factors in the
economic determinants of trade: general - having to do with those ele-
ments which broadly affect overall trade; and particular - those elements
vhich are individual to a country. For market economy countries, ;f-bhe
principal general factors are the performance of world gross national pro-
duct (GNP), the international monetary system, the diffusion of technology and
the general trading climate created by commercial policies of the principal
trading nations. Particular factors are to be seen in a country's own
tariff schedules, and such things as its treatment of capital exports and
imports. Trade barriers generally are reflections of various aspects of
commercial policies of nations as they attempt to control foreign trade,
investment and shipping to their particular advantage.

A country's tradg performance involves important elements still not
clearly understood by economists. Large market economies dominate inter-

national trade even though in relative terms foreign trade may be egual

;f The general comments in this chapter on determinants of trade do not
apply to centrally planned economies, where trade is controlled and directed
as part of an overall economic plan of the state. In centrally planned
economies trade does not play the same role as in market economies.
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to only a small proportion of their GNF. Conversely, small economies
may have only a small role in international trade but high foreign
trade/GNP ratios. Beyond saying this, economists are not yet sble to
offer adequate explanations as to why forelgn trade ratios of particular
countries are where they are, or why they change.

Commercial policy actions tend to receive far more publie attention
and awareness than suech factors as GNP, the monetary system or the dif-
fusion of technology, and this at times seems to create the unfortunate
impression in the public mind that the volume and direction of trade
flows are solely a function of commercial policy. GNP performance exerts
a vital influence. Monetary exchange rates and convertibility likewise
exert a profound influence on developments in international trade, and
the same can be said of the manner in which governments manage internal
monetary and fiscal policies and competition policy.

A country's performance in price stability relative to its trading
partners vitally affects its trade performance. Prices rising domesti-
cally faster than sbroad stimulate imports and dampen exports. Where
domestic prices are higher than those abroad because of differences in
policy on competition, there is also an impact on the country's trading
performance. A country's competition policy may also affect the rate
of investment which, in turn, affects GNF.

Commercial policy actions are of great importance to how trade

develops, but such issues do not exhaust the factors affecting trade.
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This is illustrated by the fact that notwithstanding high tariffs and
an array of nontariff barriers in Japan, U.8. exports to Japan, in the
1956-T0 time period, grew at double the rate of U.S. exports to the
world, 12.5 percent per annum, in contrest to 5.2 percent per annum; in
the 196L-T0 time period, U.S. exports to Japan grew af 16 percent per
annum in contrast to 8,3 percent per anmum to the world.

In addition to the public policy aspects of the determinants of
trade, private business arrangements--cartels, geographic division of
markets through patent arrangements and other similar schemes--also
affect international trade, as was recognized in the stillborn Inter-
national Trade Qrganization intended as a companion to the IMF and
IERD, but which came to life as the General Agreement on Tariffs and
Trade, where the provisions dealing with private arrangements were

not incorporated.
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General Factors Determining Trade

The dynamic effect of GNP performance

For the major industrial powers, GNP growth performance has been
stronger since World Wer II than before the war. This is seen in table
3-A, which shows GNP growth rates for the United States, Canada, France,

West Germany, Italy, the United Kingdom and Japan.

Table 3-A,--International comparigon of growth rates of gross natlopal prud.l.n‘."t- for selectad
pericds, 1913-1968

1960-1968---:

Onited T : West T : United 1

—_ 51“;_. Cll'lnﬂ;l H Frln;; ; g ; [t:l; : Eingdom ; Japan

2 : Fer 1 Per ; Per :;r:: T FeT : Per : Per
I_Tntl-l :ﬂ_!.tn:.r“'l:upiu:.rm] :“ph.:'htll:“ph”fntll ::apitl?"“l:cqitl:rn.l :caplta
19135-1929-==: 5.1 : 1.7 :2.4: 0.7 : 1.7 : 1.8: 0.4 : ~0.1:1.8: 1.2:0.8: 0.35:3.9: (W)
1920-1088---2 3.4 1 2.0 : 3.8 : 2.0 :2.%: 1.8 %59 : 2.8:%.1: 241272 1.7 ¢ 4.9 & [(HA)
1929-1950---; 2.9 : 1.8 : 3.2 : 1.8 : -5 0:1 1.9 072 1.0: 0.3: 1.6 1.2 : 0.6 & (MA)
1050-1068---: 3.9 2.3 : 4.5: 2.2: 51 : 4.1 :6.6: 5.2:57: S0:2.8: 2.3:10.1 : 8.9
1950-1960---: 3.2 ¢ 1.5 : 4.0 : L.3:4.6: 4.0 :7.8: 6.9 :58: 5.4:27 2.3 : 5.3 : 8.1
4.8 1 3.4 :52: 3.3:55: 4.3 :4.3: 3.5:56: 4.6 : 3.0 2.3 :11.0: 9.8

" Spurce: Bureau of the Consus, Statistical Abstract, 1971, table 4BG.

Comparison between GHF growth end growth of imports and exports for
a country shows a striking relationship. For developed market economies,
GNP performance is the engine of trade growth and, by far, the dominant
factor affecting trade perfefhancﬁ. High GNP growth mekes for high im-
port and export growth; low GNP growth, the opposite. Charts 3-A through
3-E graph the relationship between CNP and trade for the United States,
Canada, Japan, West Germany, and the United Kingdom for 1955-T0. To the
extent that the growth of trade matches the growth of GNP, successive

year positions fall on the 45 degree line in these charts. To the extent
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Chart 3-A. -- United States: Relationship of Imports and Exporis to GNP, Current Prices
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Chart 3-B, -- Canada: Relationship of Imports and Exports to GNP, Current Prices
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Chart 3-C. -- Japan: Relationship of Imports and Exports to GNP, Current Prices
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Chart 3-D. -- West Germany: Relationship of Imports and Exports to GNP, Current Prices
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Chart 3-E. -- United Kingdom: Relationship of Imports and Exports ta GNP, Current Prices
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that the trade data are above the line, trade is more buoyant; to the
extent it is below, it is under GNP performance. While the charts show
variation from country to country and between imports and exports for a
gingle country, they clearly reveal the wvery strong relationship between
the patterns of growth of GNP and trade. 1/

United States.—-For the United States (chart 3-A), the growth of
imports and GHF vere closely tied until 1965, when the onset of infla-
tion in the United States began to be sharper than in treding partners,
and imports begen to increase at a faster rate than GNP, producing a
situation which became extreme in 1968-70. United States exports, on the
other hand, performed fairly closely to GNP, although somewhat below, for most
years.

Canada.--Canada's imports have followed the increase in GNP fairly
closely (chart 3-B), but her exports have risen markedly faster since
1965, which undoubtedly is in part a reflection of the effect of the
U.8./Canadian Automotive Products Agreement signed in that year. With

Canada's growing trade balsnce, its dollar was floated in May, 19T1.

1/ The same close relationship can be well illustrated in ancther
manner. For comparison, reproduced as appendix chart 3-A is a chart
taken from the 1971-T2 Annual Report of the Bank for International
Settlements showing the relationship of United States imports and GNP.
The appendix chart and the charts in the text both rest on the hypothe-
8is that the most important determinant of trade is GNP performence,
but the methodology of testing that hypothesis iz contrasting. The text
charts compare the growth performance of trade with the growth per=-
formance of GNP by casting the absolute figures into index form. The 45
degree line is employed to show where the lines would be if the growth
performance were identical., In the appendix chart showing the relation-
ghip of U.S5. imports to GNP, actual dollar positions are plotted, with
imports on the vertical scale and GNP on the horizontal scale. By least
squares, two regression lines have then been fitted to these positicns. In
using one line to characterize & time periocd, the appendix chart de-
emphasizes differences in the yesr-to-year relationship between imports
and GNP, whereas in the methodology of the text charts, attention is
called to such differences.
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Japan.--For Japan (chart 3-C), imports are seen to perform notice-
ably below GNP between 1965-6T7, and still more conspicucusly below in
1968-T0. This pattern parallels Japan's bilateral trade balance with
the United States; in 1965-67, the imbalance in Japan's faver is of the
order of magnitude of earlier U.S. surpluses, but the imbalance in 1968-
TO is of 2 much more sericus nature. Japan's exports show a growth
pattern strikingly similer to GNP until 1969 and 1970, when exports grew
noticeably more rapidly. Part of the explanaticn for the contrasting
deviations between GNP and trade performance for the United States and
Japan is to be found in the monetary system and the relastionship between
U.S. and Japanese currencies. Analysts were beginning to cbserve as
early as 1960 that Japan's trade situation might represent a basic new
pattern, 1/ and the need for United States monetary realignment was clearly
evident by 1971. An undervalued currency dampens imports and stimulates
exports; conversely, an overvalued currency stimuletes imports and handi-
caps exports. An additional factor in the Japan case in explaining an

import growth pattern below GRP performance has undoubtedly been the

1/ ©f. OECD, Economic Surveys, Japan, 1960, for example, wherein it 18
cbeerved (p. 39):

The main concern of the present Survey has been to examine
to what extent the recent atypicel behavior of the current
balance of peyments may mark & lasting departure from the
previous pattern of developments = & question of basic impor-
tance for the futuwre course of policy and for Jepan's interna-
tional economic relations. Naturally, great caution is required
in any sssessment of balance of payments prospects; and it is
only 1-1/2 years ago that Japan was in an apparently serious
external balance situation. Nevertheless, the evidence seems
rather strong thet the improvement of the external position is
largely of a more permanent character.



67

number of controls on imports, a large number of which have now been
removed.

West Germany.--Chart 3-D on West CGermany indicates a strikingly
close relstionship between the pattern of GNF growth and the pattern of
import and export growth until 1955, vhen imports and exports simulta-
necusly become more buoyant, with exports the stronger of the two. The
markedly greater buoyancy of the trade pattern led, in October 1969 to
a currency realignment. (In May 1971, the mark was permitted to float.)

United Kingdom.--Chart 3-E for the United Kingdom indicates the

widest deviation of trade from GNP performance of the five countries
considered. Both imports and exports are characteristically below GHF.

While charts 3-A through 3-E focus on the GHP/trade relationships
within each of five countries, charts 3-F and 3-G provide a comparison
of GHP performance of the fiwve countries. Chart 3<F shows GNF in cur-
rent prices for 1955-TO; chart 3-G is in constant prices for the 9 years,
1960-69.

Although the growth rate of GNP is the dominant factor influesncing
the performance of trade, it must be immediately added that trade also
shapes GNP performence. Most of the time, however, the predominant

influence for most countries is from GNP to trade.

The effect of the sbsolute size of GHF

Relationship of GNP size and the level of trade.--While it is the

growth of GNP which dominantly shapes the growth of trade, an additiomal
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Char? 3-F. -~ Index of GNP growth (curront prices) of the United States, Conada, Jagan, West Germany
and the United Hingdom, 1955-1970
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Chart 3-0. == Indix of GDP 1S grawth (eonstant prices) 2/ of the United Siates, Canada, Japan, West Germamy
and the United Kingdom, 1880-69
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dimension to the trade effect of GNP is its absclute size. ;j Thus, 1t is
the countries of the Organization for Economic Cooperstion and Development
(OECD), 2/ with their large GNP, which dominate the trade of the world; the

United States with the largest GNP of all, is the world's largest trader.
OECD countries account for two-thirds of the world's trade; within

the OECD, the United Btates, Canada, Japan, the Eurcpean Community and
the United Kingdom account for six-sevenths of this trade. For the four
countries and the Eurcopean Community, two-thirds of their trade is with
QECD countries. Thus, it becomes apparent that world trade is not
spread evenly among countries, but rather is concentrated among the
large GNP nations. Further, this concentration of world trade smong
the wealthy of the world is increasing. The data in table 3-B clearly

illustrates the more rapid growth of trade among the high GNP market

economies.

1/ The already mentioned gqualification that these observations apply
only to market economy countries bears repeating here. For example,
the Soviet Union, with the second largest GNP in the world, has trade
with the world at a fraction of what might be expected Judging by mar-
ket economies. In 1959, Soviet trade was at the level of France, which
by 1960 had exceeded it; in 1965, Soviet trade was at the level of
Japan, which by 1966 had exceeded it: in 1969, Soviet trade was at the
level of Italy, which by 1970 had exceeded it.

gj OECD member countries in the years for which the basic trade data
in this report are based (1969 and 1970) were as follows:

Austria Iceland Spain

Belgium Ireland Sweden

Canada Italy Switzerland
Denmark Japan Turkey
Finland Luxembourg United Kingdcom
France Netherlands United States
West Germany Norway

Greesce Portugal

In 1971, Australia became a member and New Zealand joined in 1973,
but trade of these countries is not included in OECD trade data dis-
cussed in this report.

S N ----—-—-‘-—-“_‘--—‘l—mu-.hh‘&-l-.
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Table 3-B.--Proportion of world exports accounted for by developed mar-
ket economies, developing market economies, and centrally planned
economies, 1953, 1959, 1965, and 1969

(Percent)

Country groups * 1953 © 1959 ° 1965 1969
Developed market econnmie5~---; 65.0 : 65.4 : 68.9: 71.0
Developing market economies---: 25,5 : 22.3: 18.5: 18.1
Centrally planned economies---: 8.5 ¢ 12.3 : LL.7T 10.9

: 100.0 : 100,0 : 100.0 : 100.0

Source: Computed from United Nations, Yearbook of International
Trade Statistics, 1969, Table A,

Table 3=C compares asbsclute levels of GNP and sbsolute levels of
trade for selected industrial countries. It will be observed that while
the United States with the highest GNF has by far the largest volume of
trade, and while for the market economy countries there is a relation-
ship between size of GNP and size of foreign trade, the relationship is

far from precise and consistent,

GNP /trade ratios.—-The trade of the world is largely accounted for

by the high GNP countries, but there is a great diversity in the role
vwhich trade plays as a proportion of GNP in the high GNF countries.
For some, trade is very high in proportion to GNP; for others, it is
small. vainusiy, geographically small countries are likely to have
a higher GNP/trade ratio simply because transactions over only small
distances are more likely to be international transactions (rather
than demestic, as in the case of larger countries). Beyond saying
this, however, eccnomists do not really have a good understanding of
the factors which influence these ratios at s point in time or over

a period of time.
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Table 3-C.--Trade of selected countries in 1959, 1965 and 1969, ranked

by 1970 GNP
1970 GNP TRADE
Country ° S 1959 ; 1965 ; 1969
I Total :ca Yin i . ; ~ ‘ F
: : P .Exports’ Imports Exports  Imports)Exports Imports
:Billion: :Billion:Billion:Billicn:Billion:Billion:Eillion

:dollars:Dollars:dollars:dollars

:dollars:dollars:dollars:dollars

United i : : ; : ; 2
States——: 991.1 : 4,840 : 17.5T ¢+ 15.5 : 27.2 : 21.3: 37.5: 35.9
U.E.E.R.——; 551.0 ; E,ETG ; - P ; 5.1 ; B.2 ; 8.1 ; 11.7T ; 10.3
Japan : 198.3 : 1,910 . 35: F.6: 8.5 B.2 7CI6.0: 15.0
West a : . ; ; - ; ;
Germany--: 187.1 : 3,080 : 10.0: B.6 : 17T.9 = 17.5 : 29.1 : 2k.9
France——-: 148,2 : 2,920 : 5.7 : 5.2 : 10,1 : 10,3 : 1h.,9 : 17.2
United  : : : : : : : :
Kingdome-: 121,2 : 2,170 : 9.6 : 11,1 : 13.2 : 15.6 : 16,9 : 19.3
Ttaly-———: 92.8 : 1,700 : 2.9 : 3.4 : T.2: TJ: 11.7: 12.5
Canada—-—: T6.1 : 3,550 : 5.4: 5.7: B,1: 8.0: 13.8: 13.1
Nether- : : : : : : : :
lands———? 31.3 : 2,400 : 3.6 : 3.9: 6.4 : T.5: 10.0: 11.0
Belgium/ : : ; ; ; ; ;
Luxem- : H - : s - : i
bourg=--: 26.9 : 2,688 : 3.3 : 3.5: 6.4 : 6.5: 10.1 : 10.0
Source: With the exception of the U.S.8.R., GNP data are from GEéD,

National Accounts of CECD Countries, 1560-70, p. 10; U.S.5.R. data are

from file information of the Joint Economic Committee.
from United Nations, Yearbook of International Trade Statistics, 1969,

table A.

Trade data are
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Simon Kuznets, who intensively studied changes in foreign trade
ratios of some 10 countries over time, observed 1/ that, by “judicious
combination" of numercus factors, an "explanation" could be constructed
for the rising trends of foreign trade ratios for some countries and

pericds, the constant trends for other countries and perieds, and the

declining trends for still others. The difficulties and uncertainties,
however, are revealed in his comments which follow:

The forces that determine trends in the foreign trade
ratio...are complex and varied. To begin with, techno-
logical changes in transportation and communication, as
well as new economic and inmstitutional devices, must
continuously facilitate movements across boundaries....
However, this does not necessarily mean rises in the
foreign trade ratic, since the same changes alsc facili-
tate internal trade....

««+00me phases in the development of the industrial
structures of countries may further foreign trade more
than others....Thus, when the M/manufacturi sector is
developing more rapidly...than the B.{anicm sector
the foreign trade ratic may rise, other conditions being
equAal....

«««The constellation of diverse structures of national
economies, which are the units in the network of inter-
national commodity trade, changes over time....The very
change in the number of independent states that become
"foreign" to each other would presumably affect the
volume and weight of international...trade relative to
domestic. s

% w

«soforeign trade-flows...are affected by many complex

factors, in which technological changes, sccial inven-
tions, economic advantages, political revelutions, and
diversities in the structures and endowment of nations
all play their part; it mey be that economic advantages
do not play a truly dominant role (underecoring added}.
Consequently, there is a wide gap between the trends in

n Kuznets, ctures on Economic Gr , Glencoe, :
1/ B8imo te, Bix Lecture Economie Growth, Gl 1959
PP. 100-106.
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foreign trade observed in reality and stetic interna-
tional trade theory.

«+.the second conclusion stresses the variability over
time of the foreign trade ratios...the export ratio for
the Uhited Kingdem doubled in thirty years, from the
mid-1850's to the mid-1880's (from 0.13 4o 0.26) and
then declined in a decade to about six-tenths of its
peak value. These ratios are close approximations to
the income propensities to import and export, widely
used in model-building analysis and in projections; it
iz clear that these propensities which vary sensitively
in the short run are also far from stable secularly,

Table 3-D provides foreign trade ratios for the 10 industrial
countries listed in table 3-C. (Kuznets' historical trade ratios for

selected industrial countries are reproduced in appendix table 3-A).

The monetary system
The world came keenly to realize during the monetary confusion of

the 1930's the important role that the international monetary system
plays as either an aid or heandicap to trade. The convertibility of
currencies and certainty or high predictability of exchange rates sig=
nificantly facilitate trade; inconvertibility and uncertainty on ex=
change r¥Ates pFfoduce digarray and represent a serious handicap. The
post World War II period has had the benefit of convertibility and a
high degree of predictahility of exchange rates. It is possible to say
confidently that this has significantly facilitated trade, but it is
difficult to specify by how much or to assign a quantitative measure.
The rigidly fixed exchange rates of the postwar periocd up to the
recent realignments were the product of the very exceptional situation
attaching to the dollar after World War II. Among the major economies

of the world, the United States emerged from World War IT not only
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Table 3-D.--Trade ratios of ten industrial countries: Imports, exports and total
trade calculated as a percentage of GNP, 13960-1870

i United States 34 U.5.5.R.
Year ; % - -

fImrt:fGHPfEmm:IGHP: Trade/GNP °*Imports/GNP Exports/GNP' Trade/GNP
1960-====~ 3 2.95 : 3.99 6.94 :: 1.81 : 1.79 : .60
1961-===-= - 2.78 : .94 : &.72 1.73 : 1.78 : 3.51
1962-----~ 2.86 : 3.76 : 6.62 1.85 i
1963===an= z 2.85 : 3.85 : 6.70 : 1.94 : 2.00 : 3.4
1964=nam- 2 2.81 : 4.00 : 7.00 @ 1.87 = 1.96 & 3.93
1965--===~ .06 : 5.91 3 6.97 i 1.95 : 1.97 : 5.92
1966=m==n- z 5.33 ¢ 3.0% ¢ 7.28 1.79 : 2.00 : 3.79
1967-=====1 3,52 1t .86 @ 718 1.82 : 2.06 : 3.88
1968==n=== ] .75 2 3.89 7.65 @ 1.89 : 2.14 : 4,03
1969 =====~ % .80 ¢ 3,97 ¢ i BCE 2,02 3 2.28 : 4. 30
1970======1 4,02 = 4.30 © 8.32 @ 2.13 : 2.32 : 4.45

Japan s West Germany

Imports/GNP ‘Exports/GNP’ Trade/GNP '’ Imports/GNP Exports/GNP' Trade/GNP

1960---===1 10.44 : 9.51 : 19.95 :: 13.99 : 15.73 : 29.72°
1961-----~- i 10.88 : 7.88 3 18.76 i 13.16 3 15.34 28.50
1962-=====t 9.52 : 8.33 : 17.85 32 13.65 : 14.76 @ 28.41
1963--~===; 9.91 : 7.99 ; 17.90 :: 13.50 : 15.16 : 28.66
1964---=--- t 9.88 : 8.38 18.26 :: 13.79 : 15.30 : 29.09
1965------ 9.27 : 9.50 18.77 ¢ 15,18 : 15,53 30.71
1966--mnnn1 9.35 @ 9.65 19.00 :: 14.67 : 16.38 : 31.08
1967------ 9.73 1 B.65 18.38 :: 14,00 : 17.46 @ 31.46
1968-====~ 9.06 : 9.06 18.12 :: 14.93 : 18.33 : 33.26
1968--=nnn: 8.92 9.52 18.44 :: 16.25 3 18.91 : 35.16
1970--===- 9.48 9.74 19.22 :: 15.93 : 18.28 : 34.21

£ France United Kingdem

*Imports /GNP ‘Exports/GNP’ Trade/GNP '’ Imports/GNP Exports/GNP’ Trade /GNP
1960== === : 10.25 : 11.22 ¢ 21.47 = 17.41 : 14.10 : 31.51
1961-wemw=z 10.01 : 10.76 : 20.77 £ ¢ 15.94 @ 13.74 ¢ 29.68
1962-----= : 10.01 : 9.88 : 19.89 ::  15.38 : 13.41 ¢ 28.79
1963------ : 10.35 : 9.64 ¢ 19.99 3! 15.67 ¢ 13.70 : 29,37
1968======; 10.84 : 9.66 : 20.50 :: 16.52 : 13.31 & 29.83
1965--~--~ : 10.31 : 10.11 ¢ 20.42 :: 15.55 @, 13.15 ¢ 28.70
1966-==== -3 10.89 10.05 : 20.94 i 15.06 : 13.19 : 28.25
1967==m=nx : 10.61 : 9.76 ! 20.37 :: 15.49 @ 12.52 ¢ 28.01
1968 nmn= z 11.01 : 9.99 : 21.00 :: 17.81 : 14.53 = 32.14
1969--=--~ : 12,22 ¢ 10.59 : 22.81 :: 17.46 : 15.29 : 32,75
1870~~-=-~ : 12.68 : 11.94 : 24.62 :: 17.91 16.01 : 33.92
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Table 3-D.--Trade ratios of ten industrial countries: Imports, exports and total
trade calculated as a percentage of GNP, 1960-1970--Cont.

: Italy ' ot Canada
Year - - B - ;

. jlnpnrtsIGNP:Expn-rtsfmiP:‘ Trade/GNF ;;InpwtstNF:ExpurtstHP: Trade/GNP
1960====== . 13.38 . 10.25 - 23.63 - 14.96 L 14.96 L] 29.92
196 -===== : 13.30 . 10.74 . 24.04 .. 15.42 . 15.69 . 51.11
T T (R : 15.88 . 10.69 - 24.57 . 15.57 - 15.57 . 31.14
1963==nmmr ; 15.11 . 10.14 . 25,25 .- 15.16 - 16.16 . 31.32
YOl anne . 13.15 , 10.78 . 23.93 .. 15.72 . 17.54 33.26
1965== === v 12.56 . 12.22 = 24.78 e 16.54 H 16.75 i 33.29
1966====== . 13.48 . 12.54 . 26.02 .. 17.27 . 17.83 . 35.10
JOET i ininic : 13.81 . 12.39 . 26.20 .. 17.740 . 18.44 . 35,84
1968=n==== 3 13.58 . 13.45 - 27.03 . 18.26 . 20.18 - 38.44
1969------ s 15.04 . 14.08 . 29.12 ., 19.06 . 20.08 . 39.14
19?0 ...... = 15.15 B 14.22 = 30.38 L4l 17.‘5 L 21.29 x 33.??

: Netherlands E Belgium/Luxembourg

* Imports /GNP ‘Exports/GNP’ Trade/GNP *®Imports/GNP Exports/GNP' Trade/GNP
1960-===== H 39.72 35.31 : 75.05 : 33.50 31.85 : 65.33
1961-===== : 40.90 ; 34.48 : 75.38 : 35.15 ; 30.78 : 63.93
1962--==== : 59.38 34.18 : 73.56 : 33.97 : 31.76 : 65.73
1963=mmm=n : 40.87 : 34.06 : 74.93 : 35.17 : 33.10 : 68,27
1964---—-- : 41,18 33.64 : 74,82 ; 36.24 : 34,40 70.64
1965-===== : 38.92 : 53.21 : 72.13 : 36.58 - 36.02 : 72.60
1966------ i 38.39 ;: 32.63 : 71.02 :: 37.85 : 35.75 : 73.60
1967--<-=- 3 36.04 : 31.70 3 67.74 :: 3551 3 .33 : 69.64
1968====== L 16.72 : 32.77 : 69.49 :: 38.43 : 37.96 : T76.39
1969------ - 38.94 35,40 : “T4.34 1 41.91 : 42.33 : 84.24

1970-----~ : 42.84 : 57.72 80.56 :: 42.04 - 43.16 : 85.20

Source: With the exception of the U.5.5.R., GNP data are from OECD, National
Accounts of NECD Countries, 1960-1270 (pross national product at market prices in
U.5. dollars). U.S5.5.R. GNP data are from file information of the Joint Ecomomic
Committee, Import and export data for 1960-61, are from United Nations Yearbook
of International Trade Statistics, 1966; for 1962-69, Yearbook of Internatiomal
Trade Statistics, 1949; for 1970, Monthly Bulletin of Statistics, September 1971.

Note,--Imports of the countries presented are valued c.i.f. with the exception
of the United States, Canada, and the U.5.5.R., whose imports are valued f.o.b.
and whose ratios consequently are not fully comparable with the others.
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undamaged, but greatly strengthened., Given the resultant disparity
between other economies and the United States, a system of fixed exchange
rates to the dollar proved viable for some two decades, but as competitive
differences have narrowed over time and the dollar has weakened, it is
increasingly clear that a monetary system must be devised which will compel
both surplus and deficit nations to adjust exchange rates. Today a system
with greater flexibility yet with predictability is being sought among

the Group of Twenty. 1/

Technology

A recent study comments: 2/

The advence in industrial techniques since the second

world war has been spectacular....Activity has been chan-

nelled into 'research and development' on a scale unigue

in history, and meny authorities believe that the advance

in the application of scientifiec progress is tantamount

with all its social and other consequences, to a second

industrial revolution.

The explosion of technological cutput and its diffusion is credited
with being a large stimulant to trade.

In some countries the new technology has quickened the pace of
investment, and the increased investment has stimulated GNP. In turn,
the quickened growth of GNP has increased the growth of trade. In other
circumstences there has been both an investment/GNF conseguence, with

its indirect effect upon trade, as well as & direct effect where multi-

national firms have taken technology to IDC's primarily to manufacture

&f Efforts since World War II to maintain a system of exchange rates
vhich can be changed when disequilibrium occurs is discussed in Chapter
VIII under "Exchange Controls and Other Monetary Barriers to Trade."

2/ "The Diffusion of New Technology, A Study of Ten Processes in Nine
Countries,” National Economic Review, May 1969, p. 40.
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for export. The new investment in LDC's hes stimulated GNP, and
increased GNP has expanded trade, while at the same time the export

program has directly increased trade,

National commercial policies
In seeking to distinguish factors responsible for the higher growth

of trade in the postwar pericd, and thus to gain an understanding of the
determinants of trade, national commercial policies obvicusly require
study. The "beggar thy neighbor" policies pursued by most countries in

the 1930's greatly exacerbated the trade effect of the depression that

opened that decade. The high tariff walls and other trade barriers
erected at that time were an important additional force depressing
trade below the level to which it would have dropped from the uni-

versal decline in GNP alone.
Immediately after World War II, under the leadership of the United

States, the General Agreement on Tariffs and Trade was created to provide
a forum for negotisting tariff reductions and a resource toward rule
observance in matters of commercial policy. Since 1947, there have been
six "rounds" of multilateral tariff negotiations under the GATT, which
have produced substantial reductions in tariffs of the major trading
countries, Ef and the GATT mechanism has provided the means for sig-
nificant success in dismantling the war-pericd heritage of quantitative

and other trade restrictions.

1/ Bee Chapter V on the nature and extent of tariff concessions granted
in trade agreements.
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Customs tariffs: One indicator of commerciasl policy.—-A country's

customs tariff is one of the more visible aspeects of its commercial
policy, and a good illustration of changes which oceur in this area of
commercial policy is found in changes in the average level of U.5. duty
collections. Chart 3-H summarizes average U,8. duty levels over the
past B0 years. The average levels of U.S. duty collections 1/ under
the six earlier tariff laws (beginning with the McKinley Law of 1890
and ending with the Fordney-McCumber Law of 1922) are plotted, as are
the average duty collections for every fifth year under the current
Tariff Act of 1930 (Smoot-Hawley Law).

The points plotted for the McKinley Law, the Wilson Law, the
Dingley Law, the Payne-Aldrich Law, the Underwood Law, and the Fordney-
MeCumber Law represent the average caleulated for the full pericd for
which the law was in effect. The points plotted for the Smoot-Hawley
Law represent the average level of duty collections of each fifth year.
Thus, differences in the average levels of the first 6 laws (most of
which were in effect only s few years) and the beginning point of Smoot-
Hawley (the Tariff Act of 1930) represent chiefly conscious changes in
commercial policy. The decline in the average level from the beginning
point of the Tariff Act of 1930 reflects a combination of commercial

policy (the negotiated reduction of tariffs) and inflation, which

}j The average level is calculated from the ratiocs of total duties
collected on imports to the total value of the imports. Two ratios
are shown in the chart, one besed on dutiable imports only, and the
other using total imports.
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Chart 3=H.=-Average U.S. Import Duty Cﬂllections,y 1890-1970

AERD-B EBE-TT 16T (L. TLH] 1¥13-23 18Ty (1] 5] (LIl Ew e 1934 (120 231 1

1 Calowlsbed an fhe ratio of Wofal duelies colbected on lmports o the value of fa) ol Suliabbe mposts aad i tolal gy
Sowres: U5, Taril Commission ~Valos of U8, bmports for Comsemplins, Dotses Collogied, wsd fatic of Dutbes b Valoss, Usder Specified Tarill sets. 188197
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automatically lowers the ad valorem equivalents of the very large num-
ber of specific duties found in the U.S. tariff schedule. y

Popular wisdom suggests that since low duty rates facilitate trade
they alse should produce a higher proportion of imports to national
income or GNP, yet a comparison of historical U.S. import ratios with
historical U.S5. duty levels reveals that the United States had higher
import ratios when duty rate levels were higher! This is seen in
table 3-E, which portrays the seemingly anomolous sgituation of the
import ratio declining with the decline in duty rate levels and

vividly points up the fact that other factors besides duty rates

Table 3-E.--Comparison of historicel U.5. import ratios with average
1.8, duty levels for selected periods, 1879-1953

(In percent)

) Average duties:

t :  average ratio of

: Average lmport : duties collected

i 1 ratio 1/ £ -

:mE:?m!“' : All imports

1 £ 1
1875-1888 $ & : 2f 45.0 : 2/ 0.0
1B55-1508- t : 8 hT.3 : 26.3
1509=-1218 & 5 £ 35.9 : 15.2
15191926 z 5 33.2 : 12.3
1529-1936 2 L i kL9 16.9
195h=-1953 4 | 18.7 : T.2
1950-1953 L] o 13T : 5.6

1 I i
1/ The ratio of imports to national ircome, plus imports.
2/ The average ratio Is for the 188k-1890 period.

Source: Import ratios are from Euznets, S L) | o
Glencows, 1959. Duty ratios ere caleulated from data compiled by the
Tariff Commisaion.

1/Difficulties in measuring tariffs in terms of averages and COMDAaring

chenges in the average over time are discussed in Chapter IV. At first
glance, the picture presented by chart 3-H seems to deny what one would
expect—-that duty rates have been substantially lowered since 1950,
However, this expectation is confirmed by the convergence of the line
showing the duty rete for dutiasble goods and the line showing the rate
for all imports. As duty rates have been lowered, the "mix" of dutiable
and free imports has changed significantly. In 1945, two-thirds of U.S.
imports were free; one-third dutiable. In 1971, the proportion was
exactly reverseds one-third free and two-thirds dutiable.
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gignificantly influence trade. The earliest period in table 3-E repre-
sents the beginning years of industriaslizetion in the United States,
wvhen the country was importing much of what later it manufactured.
That the import ratiec for the next 3 time periods remains unchanged
with declining duty rates underscores the presence of other elements in
the picture.

In table 3-F the period since 1950 is presented in greater detail. y

It will be observed in table 3-F that the U,.3. import ratioc remained

Table 3-F.--United Stateas imports for consumption as a percentage of
GHF and as a percentage of the goods cutput component of GHP,
selected periods 1950-59, and selescted years, 1960-T1 1/

{In percent) 2/
: Ratio of duties collected

: Batio of imports to— | to value of--
Pariod t :  Coods $ ]

& GNF : component Dutiable . 3y imports

H +  of GNP F lmports ]
B e — 3.04 : 5.0 3 12.6 : 5.6
135500t 2.94 ¢ 5.56 1 b b 1, S 6.3
- T SUEPE 2.92 5. 66 @ 12.2 @ 7.3
L e mmm e et 2.89 : 5.60 1 12,3 7.6
B 2.0h £.85 11.5 : T.b
B e — 3.40 : 6.65 : 16.T ¢ 6.8
B e 3.83 : T.68 : 11.3 : 7.1
e k.oT : B.L3 : 10.0 6.5
B e ——— h.3h : 9.19 H 9.2 : 6.1

1/ Beginning 1n 1960, data 1n¢3u.d.t Alaska and mm.u
2/ Ratios computed in current dollars.

Bource: Import ratios computed from data in Stat
i duty ratice are from data compiled by the
Tariff Commission.

remarkably unchanged for 10 years (1955-64). The increase in the import
ratio beginning in 1966 is probably attributeble more to inflation in the
United States than to reductions in duty rates.

Individusl items in commereial policy.--While the overall effect of

a nation's commercial poliey is a general factor among the determinants

1/ The import ratios in table 3-F apvé calculated as proportion of GNF,
and hence are not consonent with thoge of table 3-E,
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of trade, public attention frequently focuses to such individual items
as constitute the stuff of which most trade barriers are made. Examples
abound, & few of which are listed below:

Concerned with competition principally from the United
States, Japan and the major nations of Burope until quite
recently maintained high protective duties on automobiles
(ranging up to 4O percent) in order to foster an industry
considered essential to the nationsl economy.

Recently legislated U1.8. duties on wool textiles
range up to 106 percent ad valorem (or equivalent).

Today several major countries are encouraging national
computer industries with the aid of trade barriers.

All major countries have an impressive array of restric-
tions on imperts of agricultural products.

Fearful of competition in cotton textiles from Japan,
the United States led the major consuming nations to an
agreement to limit international trade in cotton textiles
(and thereby unintentionally produced a surge in trade in
manmade-fiber textiles, largely from unexpected sources).

The United States uses an unusual method of customs
valuation for certain chemicals and rubber-scled canvas
footwear vhich greatly increases the protection other-
wise bestowed by the tariff.
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The Volume and Direction of Trade Flows

The concentration of trade

Leading trading nations.--World trade is overwhelmingly concentrated
among the major merket economies--gll of which are located in the temper-
ate zone, all of which are highly industrielized with fairly comparsble
technology, and all of which (except Japan) have manufactured goods as
their leading exports and imports. 1/

As observed above, two-thirds of the trade of the world is accounted
for by OECD countries; within the OECD some six-sevenths is accounted for
by Canada, the United States, Japan, the European Community, E,H' and the
United Kingdom. Chart 3-I, which portrays the distribution of world trade
between OECD and non-0ECD countries, and mng the leading OECD members,
clearly illustrates the uneven distribution of world trade among coun-
tries and the pattern of concentration.

This concentration among the major (market) industrial powers is
further demonstrated in chart 3-J, which shows the percentage of trade
by Canada, the United States, Japan, the EBuropean Community, and the
United Kingdom with developed market economies, developing countries,

and centrally planned econcmies. The major portion of each country's

1/ Japan 1s the most resource poor of the major economies. On the
import side, in 1968, only 27 percent of Japan's imports were manufac-
turea; in 1970, 30 percent. As would be expected, manufactures are the
overwhelming part of Japan's exports (95 percent in 1970).

_Ej Throughout thia report, references to the European Community, unless
otherwise specified, are to the Community as constituted of six countries
prior to January 1, 1973, {a.t which time the United Kingdom, Denmark and
Ireland became members).
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Chart =1, ~-DECD trade ns & proportion af world trade; leading OECD mamber trade as a proportion of OECD trade, 1969

United States United States
19%

1wk

Unllli:"ﬁnldun
Jﬁm
w

Other DECD
17%

U?H‘ﬁ"m Eurcpean
t,'

European

EXPORTS IMPORTS

Bowrce; OROD, Btatistics of Foyslgn Trade, Series €, 1969,

trade ig seen to be with the developed countries. Canadian trade is
seen from the chart to be most exceptionally oriented to developed
market economies; the United States trade with developed market
economies is increasing; Japanese trade, although principally with
developed countries, shows far greater importe and exports to IDC's
than in the case of the other four countries; the Eurcpean Community,
notwithstanding special trading arrangements with LDC's, shows only &
small proportion of trade with these countries. 1/ The United Kingdom's
trading role with the IDC's is meen to be greater than the EC's role

with these countries. For all five countries, gf trade with centrally

é{ The proporticn, however, is significantly greater in relation toc EC
external trade alone; net of intra-EC shipments.

h} In this report, for brevity, the European Community, which consisted
of six nations at the time most of the data on which this report is based
were assembled, is freguently referred to as a "country."
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Chart 3=-J.--Distribution of trade of Canada, United States, Japan, the European
Community and the United Kingdom among developed market economies, developing
countries, and centrally planned economies, in selected years
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Chart 3=J.--Distribution of trade of Canada, United States, Japan, the European
Community and the United Kingdom among developed market economies, deve loping
countries, and centrally planned economies, in selected yesrs--Continued
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planned economies is & very small portion of the total, 1/

Because one might assume that population size may have some bearing
on a country's importance in world trade, it is worthwhile at this point °
to note the contrast between the pattern of world trade and the distri-
bution of world populaticn. As already indicated, over two-thirds of
vorld trade is accounted for by developed market economy countries, and
some B5 percent of their trade is concentrated in the European Community,
the United States, Cenasda, Japan and the Unit;ﬁ Kingdom. However, only
about 18 percent of the world's population is found in the developed
market economy countries. 2/

The asbsolute volume of trade of the major countries, and the direction

of trade flows

Throughout this report, attention will be concentrated on trade
barriers of Canada, the United States, Japan, the Eurcpean Community and

the United Kingdom. Total trade of each of these countries in 1970 is

1/ The low proportion of United States trade with centrally planned
economies might at first be ascribed to the fact that imports from those
countries must surmount the high statutory rates of the Tariff Aect of
1930; however, the Eurcpean Community (as well as & large number of
other countries) accords centrally planned econcmies MFN treatment, and
even so, trade with those countries remains very low.

gf The 1970 world population of 3.6 billion was distributed as follows:

Millicne Millions

Develenin: birket econcales, tOtAleeeses 1.71H Develonsd market econcmles; total=s==== Bha
T I ki 1,L2E Buropoe=ssan= - iz
Arloh e rmnsssnnnenssnsnssnsans . Unitad SRALES-—=mmmmsmem———————— 208
Iatin Amoricke-=s=sscsecc=ae —mmmmms 177 Japan -- - e 103
Eurage i B8 Canadn - - 21
Bouth Afrieck. 20

Centrelly plansed econcaiss, tothleeeees 1,268 AEETA i ls e s en e mannan ne m——————— et 11
Ciina - TED tew Lealand -- 3

TH U IS S s

[ R — - %5



89
shown in chart 3-K, where it will be seen that external trade of the
Eurcpean Community is only slightly larger than U.S. trade, but that
intra-EC shipments are virtually as great as the six member countries'
total trade with the ocutside world. Japan's trade ig glightly less than
half that of the United States, & little larger than Cenada's and about

the seme as the United Kingdom's., 1/

Chart 3-K. -- OECD trade in all prodects, 1970
(Billions of dollars)

1] 10 20 a0 40 50 L] 0 Bl @0
I I T T T 1T 1 1 | | .1 | I I | | |
oEcp [OECD TOTAL ExporTs 214 7 N e AR
TOTAL i
[ OECD TOTAL IMPORTS 220.8 £
caraps  NOMMNENTRONN :5. <
13.3
INTTED —lz.;
STATES i :
JAPAN KT TRTEETRITICINAR 1. <
l1s.9
452 Intra EC 2.3
EUROPEAN m-m
COMMUNITY
| 88, 4
45.8 Intra EC 4z.al
UNTTED NIRRT RTRNCIO .
KINGDOM i S :cronts
[ merorrs
OTHER AT MR : . =
ORCD |3a.s

Bource: Compiled from OECD Siatistics o Forelgn Trade, Series C. 1870,

The matrix of 1970 imports and exports among these five major countries
is given, in millions of dollars, in tables 3-G and 3-H. 2/ The pattern
of trade flows is graphed, in percentages based on 1969 data, in chart
3-L. 3/

1/ Data for 1969 are shown in appendix chart 3-B.

2/ Data for 1969 are shown in appendix tables 3-B and 3-C.

3/ Statistical data from which chart 3-L is constructed are found in
appendix table 3-D. ,
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Table 3-G.--0BECD imports of all products, 1970
{Millions ef dollars)

K W [ | o | g | Jomm Dt ] date
T | [ —— - | 220,83 13,348 39,952 16,881 |1/ 88,431 | =21,678 | 38,602
OECD tothlasees= - 160,868 11,916 28,046 8,ls7 67,331 | 13,39 | 31,789

o P 15,347 - 11,09 529 1,260 1,593 k73
United States--- 30,278 9,kg2 - 5, 564 9,035 2,754 | 3,b33
1.2 PR 9,072 557 5,875 - 1,232 3y 1,091
European |
Communi ty —mm=- 1f 70,237 71 6,609 1,117 b2, Boa h,2ol | 1k,67h
Undted Kingdom== 12,108 TOT 2,194 395 k,013 = | L7893
Other OECD==-==- 23,83 389 2,276 sz 8,089 Loy | 7,325
Hon=CECD totaleses 58,679 1,433 11,881 10,423 21,0h3 7,120 | 6,779
51— 5,371 1,125 10,519 7,506 16,715 L,B97 | k610

1/ Includes intra-EC shipments.

liote.==Complets country of origin data nre not available for all producta
table; country of erigin figures therefore do not add to total imports from

Source: Compiled from OECD Statistics of Foreign Trade, Serles C, 15970,

Table 3-H,--0ECD exports of all products, 1970
(Milliens of dollars)

coversd by this

the world.

Eporters OBCD cannda | VISR LIE L European | United | Other

I total States Community | Kingdom | OECD
PP 1 nm—— 5T 16,564 k2,590 19,318| 1f 88,513 | 19,262 | 28,500
OBCD tothlemceaee- 155,653 1h, 665 27,018 9,459 To,24g| 11,708 | 22,524
COnAda == e 11,079 - 8,787 563 728 663 338
United Btateg--- 27,788 10,626 - 6,015 6,63k 2,18 | 2,165
A 7,045 T80 L,569 - %7 36 363
miw--—- 1f 66,671 1,181 8,164 1,303 k3,303 L,108 | 8,612
United Kingdom-- 12,076 1,472 2,lks LBo 3,670 =] kiol0
Gther CECD-=-=--- 30,994 k37 3,053 1,058 b, 527 4,4h3 | 7,036
Hon=0ECD total--e- 56,517 1,869 ik,213 9,852 17.84% 6,829 | 5,905
L0 e i mim L1,BA2 1,245 12,243 7,734 12,795 L,2sg | 3,606

y" Includes intra-EC shipments.

Note.-=Complete country of destination data are not avallable for all producte covered by
this table; country of destination figures therafore do not add to total exports to the world.

Bource: Compiled from OECD Statistice of Foredign Trade, Series C, 1970.
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Chart 3=L.==Geographic distribution of trade of Canada, the United States,
Japan, the Eurcpean Community and the United Kingdem in 1969
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Chart 3-L.--Geographic distribution of trede of Canada, the United States,
Japan, the European Community and the United Kingdom in 1969--Continued
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