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,Profa L ion of Amerlcan 1ndustry, in tnn nanufactuvlng, agri-
. cultural, aqd cxtractlve aectors, 19 gnnerally conce ded to have
- reached its highest 1eve1 w1th the adoptlon of tne Smoot Hawley

tarifis in 193C. with th;s_'; 1EE act tna num~;’
whichwdgties_we;e levied Qxceedea 3,000, glVlﬂg thp Unlted States
cne of the most complicated tariffs in the Wofl@ﬁ_ UQQer ;he
Smggﬁ—ﬂawley Act,‘mbregvérhﬂthgAav@ragennqm;nal gg vaioréﬁ eéuiva—

lent of the 1nnort duties was approx ﬂately fwfty t 1ree percent.l

-~

. Prior to this, as an element of_the FordnenycQumber tar;ffs of

1922,5the U.S. had acrg ted a_ tarlfF valuatlon procedu e callnd

. the American selling price system. “Tnev;mpact of_this method of

~ product valuation for tariff purpos a: ease the as-

.vﬁssed valn ion of iméorte@.proaucts relative tQ their U.S.
"landed value," i.e., value including cost, in urance, and zrelgh*
(?Tiff')' ,Thu;, tbe”A\erican?sql}inq;pfigg vgluatlon_procedure,
,while,appligd_ edominantly to_chgmical products,

han “he Smo oteHawWe" ave rage the real taxr

-

raign . (onn“rrbor of U.S.

T 2rs and was

reign com s subject to ad valorem

* This is the theoretica1 se¢tion,of»a“céntract*No. 2-35268 let by the Economic

Research Division (ERD) 1{n 1971. As yet, the ERD has not received the empirical
section which is expected shortly. - -




ifall gain afforded to “wmrxuwn import-
competing ‘.ufi'""; wvas, however, hardliy notic anle. No sconar
had orotective en increased than the boit om.drOpped from
under the world economy. In the present contaxt ﬁhis had two im¥‘
nportant cons quenées. In that foreign prices were morz fle xible

downward +than U.S. prices, imports became incresasingly competi-
tive with goods produced in the Q.S. 'so that an increas ing number
of forelgn CON”OdltleS tound it possmblc to slip through even the

héightened U.S. tariff wall. Or rather would have round it pos-

sible had it not been for the second important consequencs -- a

-

catastrophic drop U.S,raqgregate demand which LcAl upon LOlClCﬂ

as well as doméstically proiuch goods and services. So tho enf
hanced profits that Am erican imnort~ccmnet1ng 1nqusf ries coulad
have expected-from the moot-Hawlev tariffs were substantially
diluted by thé world-wide éepression of the 1930's. Iﬁdeed, tha

evidence suggests that the 1ncowe effects" induced by the de-

pression and the consequences of relative ,,.‘e-ieVEl‘flexibility
ware more adverse o U.S.vihdustry than
nations. In 1932,.fprvexampie, the volume of

impoffs)'was only fiftv-three percént

mparable figures for France, Enc

percent respective lv.' Since even
dominant importer in the world

that the battsz




avants of the depression conspired to lower relatively the degree

of protection afforded American import-competing industries de-

spite conc i x via the Smoot-Hawley tariffs, to the

the U.S. toward greater protection was halted

in 1934 with the passage of .the Reciprocal Trade Ag:eements>Act.

Since then the U.S., along with'other economically adVénced coun-

tries, has by and large, and with some short-term lapses;‘foliowed
a strategy of tariff reduction and elimination.of non-tariff bar- |
“'riers to international trade. On the surface, at least, there was
~no ‘concerted effort in U.S. governﬁental circles to justify trade

liberalization in terms of the widely-accepted argumant thét, af'
‘léast for advanced countries, economic welfare is maximized by a
:regime of universal free trade. Presumably, the proponents of

‘he various reciprocal trade agreements act renewals judged that

this justificat;on would fall on deaf congressionaluéars. Rather
“the ostensible rationale was. that negotiations- under the recipro--
‘&al  trade agreemants would bevdeéigned to . improve the export po-

sition of U.S. producers, while minimizing concessions that would

disadvantace import-competing industries.  To this end, a number

of key bargaining techniques were acdopted, including most-favored-

nation treatment, principal-supplier bargaining formulae, and ju-

of commodities upon which tariff concessions
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ies for which tariff concessions have removed the hasis of
vae comparative : Yet, with e_cﬁ renawal of tariff
negotiation authority £ , Iministrative branch, Congrass has
seen fit to expand upon, and make more readilv available

clause provisions, whereby adversely affected industries ca
redress from the government. On the whole, howevar, the exacu-
tive branch has not been overwhelmingly receptive to petitions
forvredress under reciprocal trade agreements legislation, nor
have other bases fdr exceptions‘to tariff conces ons'been

tively pursued by import-competing lnduatrles.4 With exce

then -- and certainly fis Hcrv proch have not been among

exceptions -- acmlnlstratlvp branch bargalnlng sessions’ un6¢r~7

(=S

taken under the Rec1procal Trade Agreements Act and its several

extensions have resulted in a lowering of U.S. tariff barricrs)

from which U.S. consumers (and some producers too, for that mat-
ter) have been substantial beneficiaries.

This process of liberalization found its apoth

‘so-called "Kennedy round" of tariff negotiations which, for all’
. - ) !

~ents and purposes, began in 1963 and were concludad in mid-
1967, although the entire set of concessions negotiated during
these bargaining sessions was not to be compietely implemented
until the present yeér, 1972. Concession authority, under the
¥ennedy round, permitted across-the-board reductions in tariffs

‘of fifty percent except for a swall list of}commodities which
ware previously subject to escape clause actions or where tariff

ctions would threaten to impair national security. I!oreover,

for commodities with existing tari




the negotiators were empowered to aliminate the duty com-

An appre;iation ef'the relative tariff levels in the U.S.,
before and‘after ﬁhefkehnedy found negotiations; can be qained
rro'n a perusal of Table 1, although Lne data. are_11m1ted to non-
aqucultu*al product Clearly, U.S. tavi"f'cuté‘prlo* to the
hanredv round had made tremendous in-roads on the levels ll_egls--:i
lated in the Smoot—Hawley tariff scheduleé;;ltjyill‘be_reealled
that the avefage, nominal gé valorem rate OfJﬁﬁéééﬂﬁéiiffsfwés
fifty-three percent on dutiable imports (which'Wee”aeyivedifrem
the rates for all conmiodities) whereas for non-agriéﬁitﬁfalfé:b—”
duets, excleding mihefal fuels, the‘average, nominal ég vaioremﬁ
rata had drqpeed‘tozl3.5 percent on the éje;efgthe“Kehnedy.;ound.
Fufther as a result,ef the Kennéé@afouﬁd*ﬁéééiiaffﬁb}tUJSJ
tariffs ware to be compres=ed a further thlrby S£g'p rcent. 
left n thevU.S., as_of January 1, 1972, .an. aVerege, nominalja
yélorem equivalent on dutiable non—agrlcultural imports _ofj9.6

parcent.

This estimate of the present average tariff level in the

nly feughlyvis:eonfirmed'in an official’stuayCQndertaken by
U.S. Tariff Commission. Taking dutlab e 1mport as e whole
_and not just non- agrﬂcnl tural imports ~- as a base,
Cormission found that ih‘the eeflyVIQSO's-ﬁhe tariff
Tﬂcte‘, e%pvessed as a perenntagéfdfjéutiable>impo:ts,va:ied'be—
‘ ublrte >N ﬁelcone,fwﬁer: 5 in tho last
range has been eleven to

ad valoren eculvalent




Table 1

ultural Products (Other than Min-
Xennady Round Cuts®

Average Tariff
on Dutiable
Imports, as
Percentage of Percent
c.i.f. value Cut in
» Before After = Kennedv
Category ' ' Cuts Cuts Pound

24
a8
47
36
54
36
49
89
47
50
50
20
16
24
17
25
29-

Mineral products
Chemical products
' Rubber products
Hidesg, furs, leather products
Raw hides, skins, fur
Articles of leather, fur
Woocd and cork products
ood, natural cork
Articles of wood, coxrk
Pulp and Paper
Pulp
rPaper
Toxtiles
Matural fiber and waste.
varn and basic fabrics
- Special fabrics, aonarel,_obhgr
Footwear and headwear
Stone, ceramic, and glass prOuucco
RPaze metals and metal products
Unwrought, pig iron, scrap
‘Rasic shapes and forms
Steel
Othe
rthl“"
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does not approach that in the previously eited estimate. But it
should be'noted that the bases of the computations are different
and thaththe Tariff Commission study did not include the final
steges‘of the implementation of Kennedy round concaessions.

Thonqn there have undoubtedly been reducLlons in U.S. pro—l

tectlon in the last few years, their 51ganlcance should not be

over—estlmated. An assessment by Kravis is worth quoting in ex-
E&Bﬁg' since it stresses that seemlngly substantial tariff con-
ce551ons may not yleld equally substantlal reductions in prlces
to U S buyers~ |

" The notion that tariff concessions played a
~major role in the increase in.U.S. imports
is not strongly supported by the tlmlng of
the import changes. If tariff concessions
were an important influence, each round of
-tariff reductions should have been followed
by a surge of imports. In fact, neither the
reductions made in the 1956 round nor those
made in the Dillon Round of 1961-62 appear
to have a large gross impact on U.S. imports..
The great increase in imports between 1967
and 1968 did come at a time when the first
Kennedv Round reductions went into effect,:
but the 23 percent increase in imports could
not have been attributable to any major de-
gree to a cut in tariffs that can hardly have
amounted to an average raduction in prlce to
U.S. buyers of as much as 1 percent.”

These generalizations -- that prices dropped little in responSQ,.
. to the U.S. tariff concessions and that the recent large expan-
sion of imports must be attributed to factors other than tariff
adjustﬁents -- are difficult to faﬁlt. But we should not neces-
sarily be lulled by themn, sinee they are based.on aggregative
data. On a commodityeby—commodity basis tariff.concessions mnay
have led to appreciable price reductions causing appreciablee

on soma .domastic industries. Whether this is the_case




for fisheryv oroducts will be examined shortly.

As Tables 2-4 show, whan coméared with Table 1, the averaga
tariff level presently prevailing in the U.S. is not out-of-line
with those obtaining in othef industrialized countries.7 For to-
tal non-agricultural products the average, nominal ggivalorem
rate on United Kingdom dutiable imports (10.6 percentj is higher
than that of the U.s. (9.6 percent), while the comparable tariff
levels in Japan (9.5 percent) and the European Economic Communi ty
(8.1 percenﬁ); especially the latter, are beiéw‘that of the U.S;'
A slightly different pattern exists in the degree of protection

of manufactured goods, with both the U.XK. and Japan granting

higher levels of protection than the U.S., whersas the E.E.C.

countries are less protective of manufacturing industries.

In all countries encompassed by these tables, howevér, non-
agricultural products' protection is lower than that of ménufac—
+tured goods taken alone. This reflects ths fact that on the
average COuﬁtries place lower rates of nominal duties on;raw ma-
terials than on intermediate or finished goods, a phenomenon
called tariff escalation. For laﬁef énalysis, the existence and
degree of escalation in the U.S.‘tariff.structure becomes crucial
since it is the pattern of escalation which detérmines, in large
part, the difference between nominal protection granted -a com-
modity and its effective rate of protection ——‘as eﬁplaiﬁed below,
a much more meaningful concept for purposes of ascertaining mis-
allocation of productive resources as a consequence of typical
tariff walls. .For a very rough index of the degree of escalation

puilt into the tariff structures of the countries encompassed in




'Tablei2.

om Tarifif Levels for Nonagricultural Droducts (Other
l Fuels), before and after Kennedy Pound Cuts?
Average Tariff
on Dutiable
Imports, as
Percentage of Percent .
c.i.f. Value ~ Cut in
: oo o Before - -After - Kennedy
Catogo;v Cuts . Cuts Round

Mlncral nrochLs . R o .
Chenical products : o ..18.8
Pubber products - _ - 13.6
Hides, furs, leather products : '17.7
Raw hides, skins, fur . 9.4
Articles of leather, fur
Wood and cork products
Wood, natural cork
Articles of wood, cork
Pulp and paper ’
-Pulp L
Paper
Textiles _
Natural fiber and waste
. Yarn and basic fabrics
Special fabrics, apparel, otherwf
Footwear and headwear '
Stone, ceramic and glass products
Base Metals and metal products
Unwrought, pig iron, scrap
Basic shapes and forms
Steel
Other .
Articles of base metal, misc. 17.9
Monelectrical machinery L 14.2
Electrical machinery $20.1
mranaoortatlon equipnent 20.C
recision 1ﬁotruments o v 26.4
“1oﬂellaneous T, 2001
Total ' 7 16.6
Manufactures® 17.8

48,
50
T 43
© 30
100
28
50
60
46
21
21
.18
60
22
14
36
37
30
30
22
19
38
39
39
38
45
49
48
39
39
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Table 3

Furopean Cconomic Community Tariff Levels for Honagricultural
Products (Qthe than Minexal Fuels), before and after Kennedy
Rou'ﬂd Cuts ' ’ '

Average Tariff
on Dutiable
Imports, as

Percentage of Percant

c.i.f. Value Cu

+ in

Before After Kennedy

Category ,.'  ~ Cuts Cuts Ro

und

Mineral products
Chemical products
. Rubber products
Hides, furs, leather products
‘ Raw hides, skins, fur v
Articles of leather, fur'
-Wood and cork products
Wood, natural cork
Articles of wood, cork
Pulp and paper
Pulp
Paper
Textiles |
Natural fiber and waste
Yarn and basic fabrics
Spec1al fabrlcs, apparel, other
" Fuuilwear aild headwear
Stone, ceramic and glass products
Base metals and metal products
Unwrought, pig iron, scrap
Basic shapes and forms
Steel
ther '
Articles of base metal, misc.
Monelectrical machinery
Flectrical machinery
Transportation eguipment
Pracision instruments
“iscellaneous

.
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A/b

48

38

38

41
75
31
30
50
23
21

0

12

28

30

3
L3

29
8,
28
29
23
a4
42
36
36
37
41

Total c
Manufactures
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Source: E. H. Preeg, Traders and Diplomats (1970), p. 209.

Based on c.i.f. value, 1964 imports; excludes trade ww;hun
'EEC and imports from associate d countries.

Incliudes cuts conditional on achotnncL of the saparate ag
ment on American snlllng price; the reduction ”ﬂqu otherwi
be about 20 pexcent. : :

Tncludes all categories e: cepu’mlne*al Ororac ts; raw hides,
skins, fur; wood, natural cork; pulp; natural fiber and wa
unwrousht, oig iron, scrap. ' :
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Table 4

Tariif Levels for Nonagricultural Products (Other +
Tuels), before and after Kennedy Round Cuts

Average Tariff
on Dutiable
Imports, as _
Percentage of . Percent
c.i.f. Value -Cut in
: Before After Kennedy
Category. : Cuts - Cuts- Round

48
46
50
36
6
40
35
39
33
5
0
14
42
49 .
45
38
a4
36
35
32
34
30
40

Mineral products ' . : 12.0
Chemical products , S , 19.7
Rubber products . o : 15.1
‘Hides, furs, leather products = 19.9
Raw hides, skins, fur : ‘ 16.0
.. - .Articles of leather, fur - - 20.6
Vfood and cork products 15.6
Wood, natural cork 10.9
Articles of wood, cork 20.4
Pulp and paper . o T 6.7
Pulp o ' . 7 5.0
Paper. S o o 13.2
Textiles . 23.5
Natural fiber. and waqte _ S 15.1.
Yarn and basic fabrics ' _ 23.2 -
. .Special fabrics, apparel, other = - 24.8
Tootwear and headwear . 26.3
Stone, ceramic and glass products L 16.9
Base metals and metal products ' 11.0
Unwrought, pig iron, scrap DT . 10.2
Basic shapes and forms . o 15.2
Steel . - TR 15.6
‘Other ’ : _ 23.4
Articles of base metal, misc. : 15.5 )
~ Nonelectrical machinery 15.6 - 36
Electrical machinery . = - : : - 17.8 39
 Tiransportation eculpwent ‘ . "18.4 '13.9 "25°
Precision instruments . 19.1 - 10.0 48
Miscellaneous 14.7 8.5 - 42
- . Total o . 15.5 9.5 39

== N R e e
OWCOAOWANONUINJWHUOODWAONUVINgOO
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o
oo
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Manufactures® 17.6 10.7 39

Source: L. H. Preeg, Traders and Diplomats (1970), p. 211.

‘Based on'c.i.f. value; 1964 imports.

Includes all categories except mineral products; raw hides,
skins, ZIur; wood, natural cork; pulp; natural fiber and waste;
unwrought, pig iron, scrap. .




Tables 1—4) w2 can comparz, for each table,

facturing protection levels and those for the more

modity groups, non-agricultural proaucts, the latter em-
_braces.raw materials which are excluded from the former commodity
category. The larger the gap in favor of manufactures, the
greater the degree of tariff escalation.- By this very approxi-
mate indicator, after the Kennedy round concessions were embedded
_1n the tarlff structure, the degree of escalatlou in the U. S. is
4sllgntly greater than that of the U. K., but apprecxably lover

than the escalation found in the E.E.C. and Japanese tariff sched-
ulzs. As we shall ses, escalafion in the structure of nominal
'1£ariff rates is one way of securihg_efféctive‘protection_ferchm—_
modities at higher stages of fabricatioh while still sheltering
dOu_Sth producers of raw materlals. In instanees, however,
where raw materials are subjeet to higher tariff rates than'those
imposed on the finished products that embody the material'ihputs

a nominal protective tariff on finished goods may, in point of

fact, yield a negative level of effective protection to finished

nods producers.

This iss dispari 7een nominal protection and
effective protection granted to a particular type of producer --
potentially is of»sigﬁal importance in the U.S. In the tariff
negetiations during the Kennedy round it readily becaﬁe,apparent
that the U.S. tariff structure was subject to a nuch greater de-
gree of dispersion than were the schedules of other induetrial

countries. Table 5, which in effect ranks unspecified commodity

~

categories bv. level of the applicable nominal ad valorem tariff,




denonstrates this conclusively; Withouf exception, both beifore
and after the round concessions, the U.S. imported a
1argerhpercentage of commodity-types to which a five pércent or
lower tariff rate applied than did either the U.X., the E.E.C.,

or Japan. And, jdét as importantly; this was juxtapoéed to a
larger percentaée'bf commodity categories with nominal ég_valorem
:tariffs in excess of twenty percent than was the case, witﬁfﬁhe
exception of the E.E.C.?rétes on the eve of the Kennedy rotﬁd,

in the other économiéally advanced countries. Naturally; the re-

- sultant impact on.effective rates of protection of this relatively-
extreme degree of dispersion in the U.S. tariff structure depends
upon whether,‘in fact, in any particular'vertical produ?tioh étruc—
ture8 the tariff rates are eScalated, or the reverse -- de- |
neralated. ~But one generalization would seem to be germéne.irre-
-spective of the "direction" of the tariff escalation: Compared
to the other industrial countries with which we are here compar¥
ing the U.S. its effective rates of protection would show, on the
vhole, greater divergence'from the listed nominal rates than

would be true of the U.K., the E.E.C., or Japan. This is a con-
sequence of differing degrees of tariff rate dispersion.

Evidence on the existing level of protection for natural re-
source-based products is much more difficult to come bv. One
reasonvfbr:this is that non-tariff restrictions on trade -- es-
pecially the use of gquotas —--are, for these goods, such an impor-
tant componént of the overall protective level. The imvort_qubtas

on oil are mentioned in the newspapers almost dail for example.

Y
But non-tariff restrictions on imports are also salient for




Table 5

Percentage of Product Categories

Before Cuts After Cuts

Tariff
Level
(in percent)

g
)
o}
o)
o]
c
o)

N.1- 2.
2.6- 5.0
5.1- 7.
7.5-10.0
10.1-
12.6-~
15.1-17.
1 -20.0
20.1-25.0
25.1-30.0
30.1-40.0
Over 40.0
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strictly agricultural commodities, and this renders the calcula-
tion oif ad valorem protective equivalents a very difficult and
impfecise task. |

Nevertheless, one such computation has récently been under-
'Eakén for the.major staples in a Western diet. For the E.E.C.,
for example, in the mid-1960's wheat, sugar, milk, eggs, beef,
'aﬁd‘pork, taken together, were favored by a-levei of protection
é@di&éient to 52 percent ad valorem, refleéting the favorable
treétmeht the farm sector has persistently been able to obtaiﬁ
‘within the Common Market. In the U.S. the same set of agricul-
tufaiICOmmodities received protection egquivalent to an eighteen
percent ad valorem tariff rate,9 giviﬁg farmers here, too, an ap-
preciable advantage over other types of producers on the average.
‘Bécause so much of the protection accorded to the farm sector is
éttributable to non-tariff devices, the Kennedy round, which
brought forth a drop in U.S.‘tariffs on non-agricultural goods of
36 percent, made little inroads on farmers' relative position
vis-a-vis their foreign counterparts. |

Fishery products fared less well than agricultural goods in
the U.S. tariff schedules and under the Kennedy round conces-
Siohs; Before these negotiations began, as Micuta has pointed
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out, something more than fifty percent, by value, of edible

fishery products entered the U.S. duty frea. Of the non-edible

fiSﬁéry items, fishmeal -- by far the most important fishery im-

-port -- was also free of tariff levies. Moreover, the Xennedy
round added a significant amount of fishery product imports to

this duty free status. Micuta notes: "Of the 1964 dutiable




$197 million, over half . . ." would becoma

consegquence of the Kennedy_rqund concassions.
Further, it is estimated that "over four-fifths of U.S. imporﬁs
of fish and fish products [will be] entering dutj free by Janu-

. ary, 1972. About $89 million in 1964 imports will remain dutia-
ble," and, of this total, "$50.7 million underwent a linear cﬁt
inrs duty of 50 percent."ll Thus, of total edlble flshcry products
imported into the U. S.,bafter the Xennedy rouna adjustments are

implemented, roughly 75 percent by value w111 enter duty free.

On approximately another 12.5 percent the tariff rates will have

been cut‘by half. Micuta, however, adds a caﬁtionary note‘to\ﬁ_
this last statement: "The fact that the averaéa p:e—Kennedy
Round tariff rate on‘fishery products was alreédyyquite low . ...
oaloc tho total magnitudn’of these reductions ﬁot as large when
measured by percentage points as could be expected otherwise ol2
An examination of the set of tariff reductlona on flaherv
_ products under the Kennedy round negotiations;reveals a fairly
definite pattern. Items which entered'either;%resh or in a frdzena
state typically entered free before the Kenned§ round or were
placed on the duty free list as a consequenceiof these bargaining
sessions. In contrast, fishery productsAwhicH‘enﬁered the U.S.
vin canned form were usually subjected to a linear tariff cut of
fifty percent, but retained a tariff as of January, 1972. 1In
the case of shelifish, for example, scallops'énfered duty free
and continue to do so, whereas clams (ané‘juiée? in cans are now
protected by ad valorem tariff duties and oysters (and juice) in

‘airtight containers are guarded by sp°c1 fic duties; however,




‘clams‘and ovsters not canned enter duty free. Lobstars and
shrimp enter duty Free regardless of tne form in wnwch tbev are
imported. Crabs, unless they are 1mported who’e, are subject to
an ad valorem duty whlch was reduced by flr_y p rcent in the
kennedy round. | B -

Of the. true flSh hallbut now enters the U.S duty free, ir-
respectlve of the 1mported form, but had preV1ously been protected
by a modest specxflc tarlff. Salmon and tuna, if fresh chllled
‘or frozen, are now permltted free access to U S markets, other—
wise, importers of canned salmon and tuna - must nav a rather steep
(ror flshery products) ad valoren rate. ndeed, taua cannad in
0il was one of the few commodltles that managed to be exempted
from the w1despread Kennedy round tarlff cuts, 1t remains subject
to a 35 percent ad valorem tarlff rate. For the numerous specres.
of groundflsh, too, a tarlff typlcally remalns if the fish is not
brought into the U.S. fresh, chllled, or frozen.l3 Thus, it is
‘seen that the generallzatlon glven at the outset of this para-
'graph == that canned flshery products 1mported rnto this country
-are subjected to a tariff wbrie fresh, chiiled or frozen fishery
products 1mports are not —-_1s substantlally suoported artnougn.
there are minor exceptlons uhlch are not reproduced in the above
llstlng

To some extent<though,btbis information iS'misleading as ap-
plied-to fresh fish.. For 180 years -- since 1792 to be preciss --
it has been illegal for foreign vessels to bring fresh fish di-

rectly to U.S. shores. Fishery products must first be landed at

a foreign port before being shipved to the U.S. This long-standing




orohibition o: ‘ T tati ray well explain the fact that
very little ZI: 15] £ amor .S. imports. To land and
then transship these fish adds as direétly to their cost-of-
dell'e*v to tha U.S. narkot as would an equlvalent tarif £ bh
their dlrect importation into the U S. Thus, the seeming fact
that fresh fish may enter duty free should not be construed as
signifyiné the absence of any importation‘cost~ihcreasing devices
Obviously, compared to processed f—‘ffozen or canned --
shery products, fresh fish is a relatively low-valued commodity.
In addition, bacause of its perishability ts sal alativaly
attractive priées,is restricted to a market of limited geogr aDnlC

this context, the cost add-on due to the import pro-

in conjunction with the duty free status of chilled or

to a rational decision on the part of Lor“L5
ts to process raw fish abroad be oré
to the U.S. A hi gher va’uad, mozre widaly marketabls commo
can better bzar the fixed or sunk cost s that faca a potantlall
fisherxry pfoduct exportad to +hs U.S. market.  Weugh and Norton
obzerve that " , litile fr sh (not £ - can “d) fish is
nd, except fo ited shipments of

ron-frozan fish from Canada, inported £

harves
export industry abroad;
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industry has bzen enhanced relative to direct exportdtion to the

U.s. of fresh fish, even though these fish are harvested in waters
adjacent to the most attractive market in the world.

When these types of protection -- fresh fish importation
prohibitions, duty free status of frozen fish, and tariff coverage
of canned fishery produéts imports -- are considered in light of
the vertical structure of the fishery products iﬁdustry -- fish
harvesters, processors of various kinds, wholesalers, retailers,
and consumers -- a relatively complex pattern of effective protec-
“tion might emerge. One should not lose siéht of the fact that
fish harvesters are protected by the 1792 law, even though osten-
sibly fresh fish enter duty free. The impact of this is to raise
the cost of fresh fish, insofar as&U.S. fish harvesfersiwould not
have béen the low cost providers of any given fish species, to
U.S. fish pfocessers.' That frozen fish producté, by and’large,
‘enter the U.S. duty free is a boon to all éegments of the fishery
products industry that build ﬁpon frqzen fish as a materials im-
vort, but it reducas tne attractiveness of the market as faced by
‘U.S. fish harvestars. The tariff on canned rlshnry products pro—’
- tects canners, of couLso, and hence is relatively 1n3urlous to

~

all purchasers of canned fish, but it also increases relatlvcly
tractivaness of providing materials 1nputo (including £ish)

fish cannery tier of the industry by giving this cannery

ssticaliv harvested fresh fisi




attempt to access thé Significan
products industry of this complicated protective structure,
ever, it will ser&e us well to examine the merits and demerits of
the main protective device for fishery products -- the tariff.
The operational lever through which a‘tariff exerts its effects
is by creatiny a differenc= between the domestic price of the pro-
tected commodity and its price in the world market, i.e., the
pr1ce at which the commodlty would be available, in a rmglme of
free trade, to its domestic purchasers.' This 1s‘only one kind
of distortion that can be intentionally imbedded in the price
structure. For example, taxes and subsidies, while they do not
disﬁor£ thé world vs. domestic prlce relationship, drive a wedge,
in effect, between prices received by producers and prices paid
by purchasers -- a different type of distortion in the price
structure. These different distortions, of course, yield diffexr-
ent impacts on consumer welfare, producer "welfare," and the al-
location of productive resources. It w1ll be important to spell
these out in a context that ignores the vertical structure of
the fishery products ihdustry. V(We shall bring this in ex-
plicitly in our analysis of Part III.)- Neverthelass, it should
be reminded that the analysis of Pait_II is somawhat more gen-
oral than we have just indicated. The 1792 prohibition of direct
fresh fish imports; too, drives a wedge between domestic and
world prices of fresh fish. ‘Iﬁ this respzct, at least, the pro-

scription is identical to a tariff. Thus, the discussion of

-

art II is applicable not only to tariffs, but to the import

cost-increasing effects of the prohibition of diract fresh fisl

imports.




IT -- Analysis gg,g Tariff's Effects
The\simplest format within which to analyze the impact of a
tariff is to make the so-called "small;éountry"‘assumptioﬁ. That
is,‘demand in the country impqsing the tariff,‘in,tﬁis study as-
sumed to be the U.S., is too smal1Ar§1a£ive'to the total @arket
- for the commodity protected to have an_épprec;qble impact‘on the
world price of_the‘product._ Whg;he; this is valid in the case_éf
U.S. fishery product imports, especially on.a_pfoduct by product
basis, is no doubt debatable. Not only is the U.S. markét a éﬁb—
stantial component of the entire worlgjmérkgt_féy maﬁy fisﬁery
products; in the,case_of‘somg‘cgmﬁQQiﬁies e;asticitieg qﬁ supply

are very low, possibly inelastic. In either instance the small

country assumption would be highly questionable. Bdt as a peda-

gogical device,,itsAabili;y toﬁﬁaqilitatexa;s%mplifieq'exposition
. is perhaps sufficient warrant,f@r itsfapplic;tion. | | o
A second simplification needs notice as well. We have seen,
in some instances, that remaining tariffs on fishery products are
specific, the duty being, say, so many cents per quantum unit of
imporﬁs._ It may be, too, depending on transpo;tation iate struc-
tures, that the transshipment“miﬁimumzrequirement for the impér“
tation of fresh fish is in the nature of a_ﬁixed cost per unit of
import rather than expressed as a perden#age of th; value of im-
ports. Nevertheless, it.makes our task easier, especially when
.relying upon a diag:ammatic exposition, tb assume that all tariffs
are ad valorem, or that specific tariffs and transportation cost

differentials have been converted into appropriate ad valorem




will not be critical at the be-
rinning of t ! ; ffects of a tariff, but subse-

and in Part III, where we set forth a discussion of the

the theory of effective tariffs, it will be a

crucial facet of our analysis
Tt will also simplify the discussion if -we assume that at
each tier in tha fishery products industry there are both many
buyers in each or the relevant markets and also many oellers.
That Ls; our analv51s w1ll be conducted w1th1n a pu alv comoetl—
- tive framework. The.consequence of this condition, for ourvpuf—
235, 1s two-fold: First, 1t éssuras that no orice distortions
twaen consumérs'ahd’producers steﬁ from non-tariff or nothax
or -subsidy imposed conditions in the market. Second, all econciic
units on each side of any given market can’be treated as though-
they were homogenéoué. ALl producers recaive
théir idéntical outputs_and payvthevsame pri
puts, and all Consumers nay the same price.per

chases.

and

on 2ach side. But

tari £ protecc1on




pean stressed that a tariff opens up a gap between

the world prica and the domestic price of the commodity in ques~‘
tion. Say the U.S. imposes a tariff on fishery products. Under
the small country assumption the home (U.S.) price of fishery
product imports is increased, relative to the world price, by the
full amount of the tariff. The consequence of iesponses to this
price wedge, as we shall call the difference between the world
and domestic prices, is (1) to cause U.S. consumers to reappor-
tion their expenditurés away from fishery products and (2) to
cause .U.S. producers to shift.productive resources.toward‘these
products. TFor both reasons the volume of fishery products imports
will have been reduced. | |

A straightforward demonstration of this can be presented with
the help of Figure 1, which utilizes the so-called transfgfmation
schedule. That schedule depicts schematically the amounts‘of

fishery products and of other goods that can be produced in com-

bination by fully employing all of the productive factors avail-

able in the U.S. It is, in short, a "trade-off" or opportunity

cost function\showing how much of one commodity's production must
be Fforegone in order to produce slightly mcre of the §ther. Az
drawn in Figure l,_the transformation schedule, QQ, impliéitly as-
umas é degree of substitutability, although not completely»péi-
' fect, between the factors oprroduction, say labor and capital, in
the production of fishery products and other goods in general. It
also reflects increasing opportunity costs of transforming one
commodity into the other by shifting factors of production from

onz industry to the other. Neither of these assumptions, which
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Products

Other

Goods
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the smooth, bowad out shape of the transformation sched-

exceptional.

this diagram,_tﬁe slope of llne (f) 1nd1cates the free
trade or world price of flshery produccs relatlve to other goods. -
If this price relgned in the U.S., ratlonal domestlc producers
would produce a comblnatlon of flsharv products and other goods

given by the coordlnates of P (free trade productlon) Ratlonal

F
consumers would ebsorb fishery Droducts and other goods 1nd1cated
by the ccordinates of Cé (free trade consumptlon). ‘The-dlffer—
ence in commodity‘combinations assoc1ated wlth these two points

1s accommodat j » axports of_u;F of.otﬁer goods.in ¢»§o£ to
import AC of fishery products. Tbe level of satlsfactlon or wel~
fare that is attelned in ths free trade 51tuatlon is glven by in-
dlfrerence curve IF’ the hlghest pOSSlbl° level attalnable glven
the condltlons underlylna Flgure l.

Now suppose that a tarlff ls lpposed on flshery prodocts,\
which ralses the prlce of f shery ploducts relatlv° to other . goods
as is indi cated by the flatter slope 0‘F llﬂe (T) } Thus, the slope
. of llne (T) 1nd1cates the post tarlff domestlc orlce ratio,
‘whereas the slope of line (F) 1ndlcaces tne pre—tarlff or world
pricedratio:v As is shown, the protectlve tarllf causes oroductlon
of flsherv otoducts to be 11creased and ourput of other goods to
be decreasad as resources are reallocated. The ost—tariff
o"oductlon comolnatlon is qlven by poi nt Pn It can be'seen;

" also, Lhat he acgregate value of ploductlon has dropped as a
consequence of productﬁon adjustments.to the

changa in the O“tlﬂ“l orodact mix. If the to!




sroduction is measured in terms of the world (free trade) price.
ratio, with fishery products as ‘the numeraire, the value of out—
put will have fallen from OJ to OH. This is one indication of

the cost to the U.S. associated with the imposition of a tariff --
a cost that arises because resources are shifted out of the com-
modity (other goodsj in which, according to Figure l; U.S. pro-
ducers are assumed to have a comoarative-advantage and into the
commodity (fishery products) in wnlch the U.s. industry is aﬁ a
comparatlve dlsadvantage.“ Clearly a gavn accrues to factors in-
volved in the fishery products industry. Indeed, it can be proved
that the real income o ch fac usad more inténsively in . oro-
ducing fishery products is indressed as a-resul* of the tarlf:.lS
But at the same timeh—~ and this‘freQuentlv escapes attention -

a relatlvely larger loss is suffered by the other goods industry
and the real income of the factor used 1nten51valy bv this indus-
try deteriorates. Thus, look;ng solely at the production 51ds ofi
economic activity, a tariff, as it were; imposes'a sacrifice on
all in order to benéfit a few; therevis an income redistribution
at the same time that ove*all output 1is dlmlnlshcu.

The consumption eiiect of,the imposed tarif

ucts is of equal interest. As already mentioned, the original

equilibrium consumption pattern under free trade is given by poin
" The tariff, by increasing the.felative price of fishery prod-
to U.S. consumers, induces them ﬁo alter this pattern. The

post-tariff consumption of fishery products is decreased while, as

drawn in Figure 1, the consumption of other goods is increased, as

shown by the coordinates of point C compared to those of C_.

- &




In making this adjustment tolthe tariff,‘consumerslin general are
left worse off, since the “welfare“ level consistent with indif-
ference curve IT is less than thaé'aSSOCiated with IF; but thé;e
is_no other possible consumption paﬁtern by whi;h U.S. consumars
can improve on the welfare position attained at CT‘

One oi the subtleties of this line of argument is tﬁe nature
of the "equilibrium solution" in the post-tariff situation. There
“are ‘two conditions to be fulfilled. Consumers must adjust s§ that
kthé relative marginal satisfaction yielded by the two commoditiQS'
is equal ﬁo the post-tariff, domestic price ratio.ggé interﬁaﬁional
_traﬁe»must be balanced at world prices.  The latter condition is
satisfied'by any point 1ying on line (F'), such as CT.-:

'”>J7Theieffect of the tariff on fisﬁery products on the "economic
5QSiéion"-0f U.S.lcitizens -~ for it is assumed that the U.S. has
”iﬁpléﬁeﬁtéd the tariff -- can now be readily summarized. The ére—
tafiff production and consumption combinations are represented re-
spectively by P and CF.‘ The tariff increases the reiative domes-
‘tic ‘price of fishery products and draws forth greater domestic
““output of fish. This is illustrated by the movement along the

transformation schedule, QQ, from PP ﬁo éT' at which the sloée,of
" line (T) indicates the post—tariff relative domestic price. Line
(F'), which is drawn parallel to line (F)’éndzthrough Pi, gives
the combination of fishery products and dther goods that has.a

value identical to that at P

in terms of world prices. The do-

TI

mestic consumers' consumption choice must be somevhere along this

slope as line (T'), the domes*tic price ratio, which is drawn




parallel to line (T). In consequence of the production and
sumpiion adjustments, import demand for- fishery products is
fuced from AC_ to BCT; the valus of‘butput declines

OH; and aggregate real income deteriorates from the

vy I to that of IT. Moreover, CT is less than an optimal con-
sumption combination, since the domestic price ratio [slope of

line (T)] has been distorted, by the tariff, away from the world

price ratio [slope of line (F)]. Finally, as discussed above,

there is an income redistribution in favor of the factor utilized

‘relatively intensively by the protected industry at the expense
‘of the factor utilized relatively extensively by this industry.
We should not foxget, howevef,'that the tariff on fishery
?roducts will yield some revenue and recognition of this "revenue
effect" may force us to alter some of our generalizations about
the negative impact of a tariff. Lot us assume that the entire

amount of the tariff revenue is returned to consumars as a lump-

16

sum payment to be used at their sole discretion.
factor earnings (equal to output) at domestic prices, the post-
tariff income level is given by OD. :The revenue from the tariff
is aqual to DG and since tnis is returned to consumers, its spend-
ing permits them to attain the cbnsumption patﬁern indicated by
this contribution, while the bast that is at-
is inferior to thz combination
; in which no
was available

no neead to gualify ouxr

ailablility of tariff ravenues.




So far, because of our use of the small countrv assumption,

wa have excluded the possibility that the fishery products tariff

may inducz adjustments in the world price ratio. This is proba-

bly an unrealistic exclusion. 1In Figure 1, the reduction of U.S.
demand for fishery products and the cut in imports would probably
bring about some decrease in the relative world price of fishery
products, thus serving to improve the tariff-implementing coun-
try'slbarter terms of'Efade. This is further reinforced by the
fact that after the tériff the U.S., as the diaéram indiCétes, is
also willing to offer less éxports of other prodﬁcts at the given
world price ratio. If the likely reduction in the relative world
price of fishery products occurs, then the price behind the tariff

barrier -- the domestic relative price of fishery products -- will

'levying the tariff is tO‘proteC£ the domestic fishery products in-
dustfy,18 this reaction in world markets is a matter of interest,
since it reduces the size;bf the wedge that the tariff drives be-
tween the world price and the‘doméstic price of the protected com-
modity. The world pricé adjustmEht;'thErgfore,’reduces the impact
of the tariff and to the degree that it does so the negative con-.
sequences of the imposition of a tariff are diminished, as is the
degree of protection’any given tariff réte extends to theaprqtected
industry. The income redistribution is smaller; the welfare loss
is smaller; the output loss is smaller.

Indeed, under some conditions, the price wédg; imposed by
the tariff is reversed, as it were: the post-tariff domestic

price of the imported, dutiable commodity falls compared to its




world orice This would happen 1f the foreign demand for tqz
home country ® ort commpdity (other goods, in cur example) had
a very low orice elasticity. The tariff on fishery prdducts
would then fail to protect the industry, as intended, and would,
rather, causs resources to be feallocated toward the other ¢oods

industrv, i.e., the export industry.l9

The 1il1ll effects of +he

tariff would then, of courée; be reversed. 1In Figure 1, lines

(T) and (T') would be steeper tﬁan line (F); Pm would lie to the
right and'below PF; and CT would lie above and, Dresumubly, to
~the left of CF, yielding a higher level of overall consumer satis-

Zactio tnis set of "oervarse affect

1! ol Lo - .
of a tariff is, howaver,

not like1y'to bevapplicable to the U.S..éxperience'with protéc_
‘tion of fishery products.

The forsgoing dlSC ussion reminds us not only of the éetri—
mantal effects of a tariff, but also, through the Stolper?
Samuelson theorem, of its benefiéial impact on a particular sag-
ment oflthé economy. Especialiy for the fish haryésting component
of the £fishery products industry,.becaﬁse the productive‘factors -

abor and capital -- are relatively specifically tied to
wa would expact trade policies to be vi-
interests are always to be found sup-
20

~ But beyond that, specific factors
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of production. La-
whethar it is found in

sroducts industry or in i char ﬂDCV“s ind




rnd so does capital This follows from our explicit assumption
of purely competiti markets and our implicit assumption of pér-’
fect domestic factor mobility. " If one factor stands to gain from
protection, the other must lose. It might be assumead, however;
that‘sﬁift factor movements between industries insure that each
factor would bhe advantaged if the imposition of a tariff benefits
the cémmunity in general. It is the search for just such a jus-
tification for a tariff that has led to the so-called "pauper la-
:bof" aefense of trade restrictions. Reduction of tariffs, i.e.,

a movéﬁént toward a free trade regime, has typically caused labor,
usﬁally the more specific of our two factors, to claim impoverish-
‘ﬁeht as a result bf the prospective importation of the products
6f‘cheap foreign labor. This argumenf égainst relaxation of pro-
tection has, as often as not, been given an appreciative ear'by |
those members of congress who find the "impoverished'labor" émong

their important constituents. It behooves us, then, to give it

more than a cursory glance, especially since both labor and capi-

tal in the harvesting segment of the fishery products industry
'éré considered to be relatively immobile.
One element of the “pauper'labor" defénsé of tarif
:véome protection is necessary in order’to keep the outpuﬁs of
'Wéign low-wage labor £from undercﬁtting American goods in U.S. mar-

kets. ‘This has nothing to do with anti-dumping arguments, since

1

lumping signifies that, say; commodities are being sold in the
U.S. at prices which fail to cover costs of production. Rather,
the "pauper labor" justification of tariffs contends that it costs

o produce goods abroad than at home. What is




of course, is that capital, as well as labor, is
luce output. And where 1 i p, capital. is
dear. Unit costs of goods are therefore not necessarily low
where labor is poorly paid. Nevertheless, the importation of
labor-intensive commodities does serve td'relieve a relative
shortage of labor iﬁ home markets; and would, therefore, feduce
the real return to labor below what it would bz if protected by a
tariff. |
Still, a tariff, even to prevent the incursion of gobds from
"pauper labor" countries, does bring in governmental revenue.
Why cannot tﬁis additional':evenue‘be usad to recompense that
portion‘of tﬁe ecdnomy wvhich suffers a loss of real income as a
result of the tariff? The feasibility of internal redistribution
as a remedy to the adverse effects of_protectibn depends upon
whather protection can, in fact, engender én improvement in the
country's terms of trade. We know that, in the absence of re—:
Ealiation, a large country can use tariffs as leverage on its
~terms of trade. Indeed, although we will not recapitulate the
argument here, an economically large country such as the U.S., by

This

so-called optimal tariff argument, and its validity depends

only on the absence of i liation by countries against which
is raised (for their welfare is lessened in the face o:

se), but also that thz terms of trade are subject

of taviff adjustments. If a counkrv can managa

0
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tariff, which maximizes the communitv's
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1se other devicaes - Laxes and subsi




example —-- to offset the attendant adverse redistributive ef-

fects.
Moreover, the whetewithal'to achieve income redistribution
not‘be supported onlv.by'tafiff revenues, Suopose, to re-
to an assumption used‘eaflier in this section, a country is
so small 1n the relevant markets that it exercieer no leverage at
all’on lts terms of trade. For thls country, a 1‘-‘ree trade reglme
is optlmal and there would, thelefore, be no tarllf revenuesbﬂ
avallable to dlstrlbute. | 111 in mov1ng from a no-trade to a
free trade p051t10n, thls country S scarce factov would incur a"
10ss of re al income and tht abv ndant factor would qaln. There
are, however, measures at hand bv Whl"h the abundant factor can
be taxed in order to compensate the scarce factor for its losses
and, 1mportantlv, still leave the abundant factor better off than
it would have been in the no- tradt 51tuatlon. Tnua, if the scarce
factor were to be per:uaded to aupport a movement‘toward free
trade, it would have to recelve flrm guarantees that compensating
income redlstrlbutloﬁe would be lmolemented. | |
We have 1nd1cated that the valldltv of the ootlmal tariff
argument l conting nt'upon non—re aliatith-
. tallatlon, as has already been shoxn, the hom country may no
‘longer gain by 1mp051ng a tarlff ' Nevertheless, the o0551ble con-
sequence of retallatlon -= a pro@feltlve deterior on of all
countriet' welfare -- docq not orevent tho scarce factor from
pdshiﬁg for protectlve leg1elat101.‘ Regardless of the effect of
‘retaliation by foreign countries, its consequence is probably to

further raise the price of import-competing products and, hencsa,




to increase tha return to the scarce factor. 'Thus, in the ab-

sence of iron-clad assurances about compensatory variations in

1tirely to be expected that a Scarce factor.will
~actively ek protective measures, ani among these, of course,
are tariff duties. The fishery products industry is apparently
no exception‘to'this.

Success will, as we haVe'sgen, drive a wedge between domes-
tic‘and'world prices_that_will favor the industry producing the
dutiable commodity. This wédge affects not only relativé prices
but, via the market'mechanism, it also induces chaﬁges in re-
source allocation and consumptlon patterns. But“a tériff may not
be the optimal way to do this. m‘nere are other mpchaplsms that
drive price wedges. A comparison of these 1nstrurenug with the-
effects of a tariff will demonscratn that the latter is a ;ubov~
Liwal way OF a 1L9r;1g a country's productlon structure and, thus,

the composition of imports.21 |
Driving a wedge between the domestic price and the world

price of a commodity is a tariff's modus operandi; In contrast,

distortions bhetween consumer Drl08u and produﬂer prices can be

caused by consumption and production taxes and aLhSLdeS. A
production subsidy lowers the prlcc consumers pay relative to the
return pioduca*s receive; a consumption tax raises the erCL consumncs
nay relative to par unit receipts of pfoduc“*s (whether -domastic

or foreign). These tax-subsidy devices accomplish'soma of the im-
pacts of a tariff without the deletériousaside-effects we have al-

ready outlined.




L=t sa2 why this is the case by first assuming that the

government wishes to incrsase the domestic outnut of imported

goods irez trade level.
would

raal Tigure 1.)

A tariff would do this, but
consumption pattern and reduce the community's

A production subsidy will increase

output, and its influence on the consumption pattern will result

in a higher real welfare than would eventuate from a tariff,

but.

not so high as would be yielded by a free trade regime.

Consider Figure 2.22

Again, the world price ratio between

fishery products and other goods is indicated by the slope of

i

line (¥).

Tae free trade production combination and consumption

pattern are shown by the coordinates of PF and C_ respectively.

It will also be convenient to retain the small ‘country assumption

the international terms of trade are unaffected by the

nation's policy decisions.

As before, a tariff on fishery products would shift produc-

tive factors so that output of fishery products is increased to

the oxdinate of P_ while the output of other goods falls to the

T

l’r d

as shown by the flatter slope of line (T).

tion combination is given by Copr
(in terms of

baoing ecual o the domestic price ratio.
of AC, undar

30 far we

The relative domestic price of fisheryv products

The new consump-

with tariff procecds ecual to DG
domestic prices with fishery products as the numeraire),

and the marginal rate of substitution along indifference curve IT

has been limited,

to BC,,




Fishery
Products

Other
Goods




édt output i products equal to &I inate of P
can be obtaihéd  v an propriate production s Wb id dy to this in-
dustr v. 'Sﬁppose that subsidy is granted domestic fishery prod-
ucts firms at a level which is just sufficient to offset the

relatively higher costs of producing fishery products at P_ ‘(given

T
by the slope.of the transformation scheéule, 0Q, compared to Qorld
prices). However, consuhers may.continue tovourchase doods at
worid prices. Since line (V ), 1nd1cat1ng world prices, 1nter~‘
sects indifference curve I at C ’ consumers are able to achleve:
a higher level of satisfaction, is; by ch0051ng the consumotlon
pattern given by the coordinates of C. ; Thus, the same “level of
production of fishery products, PT; can be achleved either through
a tariff or an output subsidy; but the latter scheﬂe entails a
smaller sacrifice in real welfare, since IS is hioher than IT'

course, the new, post-subsidy level of fishery products imports,

o7 is greater than BCT’ imports under the tariff regime, but

till fishery products firms receive, in effect, the same degree

of protection. The subsidy is a more efficient device because it
permits the same level of outputbof fisherxy ptoducts-without dis-
torting consumers' choices. Stiil; under free trade the oommunity
could have enjoyed satisfaction of the level indicated by‘IF.
That IS is a lower level of welfare is the sactifice made in order
'to support the productlon of flShPrV products at P
A second device for reducing imports, say of flshery prod—‘
is to impose a tax on the consumptioh‘of'these goods. i
on imported goods only rather than on con-

the same primary cons




would also rosult in an increase in the output of 2 relatively
loss of economic welfare than woul
ation a consumption tax. Tigure 3 demon-

:2es2 conclusions.

in Figure 3, the free trade equilibrium position is

given by PF and CF at the world terms of trade between fisherv

products and other goods given by the slope of line (F). With
tasté patterns indicated by the,indifference map of Figure 3, OH
-worth of fishery prbducts would be cohsumed, of which ACF would.

imported, in a free trade situation. Suppose, however, that it

R} ©

15 Jdeci that consumption of O worth of [i: vy products iz
leading to serious resource exhaustion and that, given the amounts
of fishery products consumed by other countries (again at world

prices), a maximum sustainable yield of the shery could be

i
23

achieved by cutting consumption, say, to 0J.

One way to achieve consumption of 0J of fishery products is
to impoée a tariff on their importation. The consaguence, as we
hava already séen, is to shift domestic production to P and lo-
cal consumption to CT' and imports would drop radically. The
tariff railses th ati rice of £ shery products, which is
indicated by the slope of line (T) or line (T'). The tariff
sield is given by DK and a loss of welfare, as consumers adjust

e r
related satisfaction level, 1
by indifference curve I.

But consumption of fishery products can also be raduce

£o 0J bv the imposition of a consumption tax. The
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of this policy will e th of a protactive tariff. By -

instituting a2 consumption tax of the appropriats amount and,

hence, raising the price of fishery products to consumers so that

A
“t

relative prices are indicated by the slope of line (C),2 con-
suners will shiff their expenditure pattern toward more of otner
prodﬁcts and less of fishery products. Still, since fishery prod-
ucts firms must continue to compete at the ruling world price ra-
tio, there is ho incentive tovreallocate resources toward the
ishery products industry, as would have happenad had a tariff

een imposed. Hence, the production pattern after the consump-
tion tax continues at PF and, by setting a tax rate so that the

post-tax price ratio is equal to the slope of the indifference

curve IC at Cc [where the international terms of trade line (F)

intersects the line showing the governmental-imposed ceiling on
fishery products consumption JCC], the consumption pattern becomes -

C Imports are, of course, less, MCC,‘than in the free trade si-

C.
tuation, ACF. But, even more important, the reduction of econonic

welfare which accompanies the given cut in consumption of fishery

products is less (I to‘IC) with the consumption  tax than with

F
the tariff (I_ to I ).
F T

These last two diagrams, and the pertinent discussion, drive
home an essential point. If a government wishes to improve the
lot of the fishery products industry or to cut resource exploita-
- tion down to a maximum sustainable yield by changing consumption
patterns,a tariff is not the best deviceavailable to it. It is
not optimum because, as we have shown, it affects both preduction

b3

he government wishes to impose . changes in

and consumpition. If t




ion of fishery products, a production subsidy (oxr taw

to cut output) is a more economically defensible in

it wishes to alter the level of consumption of ..
products, a consumption tax (or subsidv) is more . appro-
In addition, these instruments havp ‘the v1r tue of making
lméortant facét of economic life thab a tariff us ually
conceals: a particular industry is being favored (or harmed) or
a particular commodity is being subjected to consumption controls.
Moreover, there is anofher point to be made as a conseguence
of the foregoing demonstrations. We have assume that.marketsv
are purely competitive. Where this is not the case, market dis-.
tortions arise that may rasult in lower levels of production, of
efficiency, and of consumer satisfaction than can be achieved
under purely competitive conditions. Of course, a reversion to
puraly competitiveAmarkets would presumably provide a satisfactory
remady to these market distortions. But where this is impossible;
or even undesirable, counter-distortions can be created which
will yield approximations to the purely competiﬁive results. A
tariff is one device that can provide appropriate counter-distortions.
QOJerthOla s, with adaptation, the preceding arguments can be usad
to show that taxes and subsidies are more efficient instrume
of generating counter-distortions. Even here,

riff can be defendad as a aoc1allv dasirable device,
instrument
our discussion has shown that under reasonablvy realis-

advanta ices

to which nrotaction




the Adistribu
reduction

community that noses the tariff. T

gensral but their relative importance d 5 ug the market con-

ditions which exist for the imported procduct whose domestic price
ig raised in response to the tariff. Only by specifying deﬁand
and supplv conditions in the particular market with which we are
concerned can we hope to approximate a Quantitative assessment of 
the various consequences of instituting a tariff. Contrary to

the general eguilibrium analysis so far presented, this task gets
us into the area of so4ca11ed_partial eguilibrium condiﬁions. e

are assuming, in effect, that the particular market we are analyz-
ing is sufficiently small that changes in the market price for
Ehe product do not ramify into other markets in the economy in
any noticeabie way. Figure 4, utilizing conventionél market sup-
ply and demand relationships, provides a demonstration of the.ef—
fects of a tariff upon an individual product -- on the economic
welfare of producers and consumers of that produét -- and upon
ernment's tariff revenues. It should be cautipned, how-
this tool of analyvsis still fails to recognize the
vertical structure of the industry producing the product; there
assuned to be merely a‘yingle commodity reguiring no other
commodity inp as distinct from factor inputs, in Rotc] produc-
‘+ive process. This assumotion, which is far from realistic in
fishery products, will be relaxed in the next section

of this evaluation.




_ Price oI
Tisherv Products
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let us assume that the 5. produce
that on balance it is a net irrporter of these
as alrdev noted above

purchaser of rslatively small amountsbof fish
woxrld markets so that the international price of these produ
is unaffected by the size of U.S. purchases. Given this "
country" assumption the horizontal line P
of fishery products to the U.S. from world markets.

curve is therefore perfectly elastic with

tional price. 1In contrast, the supply of

v'c=d by dom tic pvoﬂucers SDSD, '" assumeﬁ gols)
pﬂalflve elasr1c1ty, 1nd1cat1na that domestic flrm can ohly he
-induced to provide larger amounts of fishery products Ey bheing
ffered “higher prices. Fihally, it is assumwed that cdnsumers of
ishery products will respond to price changes for these goods in
accordance with the relationship shown by DD, the domestic demand
curve.
In the absence of a tariff, given the depicted demand
tionship, fhe price Py will prevail in the home market‘for-

this price; of course, domestic firms will have

tal amount of

Pl Inports are therefore playing a "gap-

1.

domestic demand and domestic supphly.
But suppose, as a consequence Of pressuras from the deomes

fishaery products industry for protection, that an ad valoxrem duty

at a rate eiual to PIPT/OPI is imposed on fisherv products. Since




negligible size the price of fisherv nroducts

market will not be affected and so the domes-

tic price of the commodities, P, must exceed the world nrlce, I

by the full °x+=nt of the new tarlff,’so long ¢ .emand and le»
conditions are such that the tariff rate is not so large that im-
ports are. entirely prohibited. Figure 4 shows that}post—tariff
imports will have fallen to Q QM’ the émount of fishery'products
supplied by domestlc flrms will have expanded to P, Qs while total
consumer intake of flshery‘products will have dropped . to PTQM' all
because of the price wedge between the domestic and international

price that is brought on by the tariff.

With these "developments" specified we can now trace the

tariff effects among the fisheries industfy, consumers of fishery

- products and the government and show that, regérdléés of‘redistri—.
butive impacts, the overall welfare is lessened due to the tariff
imposed. Traditionally, 1t is thought that the toLnl satlsfactlon
or welfare derived from a commod;ty by its consumers is measuresd
by the amount they could be made to pay rather than make do with-
out the commodity. This amount is indicated by‘the area between
the demand cﬁrve and the horizontal line given by‘the going markest
- price -- in our example PI-in the no-tariff situation and'PT after
the tariff wall is erected. This is the notion usually referred
to as the consumers' surplus, a measure of the ﬁet gain consump-
tion of fishery products confers upon consumers. Before the
tariff the fiéhery products: consumers' surplus is give

triangular area, in Figure 4, PIQAD;'after the tariff

to the area P_0 .D. Thus, the amount of welfare
: LM




are ( 1e supplv curva (up
um of outout measured along the horizontal axis)
measure of the opportunity cost of the nroduc—
ed to generate this output cuantum of fishery

ssible to expand output only at increasing

costs per unit the factors empleyed will, at any given commodity
price, receive rewards in excess of those that are barely necessary

to mmet the oooortudltv cost of Lhc1r emoloynent. "Thus, a producers'

surplus occurs, the magnitude of which is indicated by the area ly-
ing between the prevailing price line and the supolv curve. 1In our

example, the free trade producers' surplus is given by the triangu-

P

v

lar surface SDQDPI’ which is increased to SDQmPT bv the tariff on

" fishery producto. Clearly, fishery products producers gain

amount equal to the area PO OpPp from the tariff, and this
2 I~D T o

swaller than the : loss, P.0.0.P borne by consumers
Nevertheless, 23 t ai : ement to assayving

1
i

pact of the ta
non-prohibitiv yill generate

with 35 UmpEL colTbcts dutie; ecqual to

area, r" prese

of coursa;




to the consumers v are free to spend as they wish or that the
revenues are used to providé governmental services that, at the
margin, are of egual value to consumers as would be an equal out-
lav on private consumption. Both of these assumptions mean that
the revenue collections are just as beneficial to consumers, dollar
for doilar,*éé”is the consumers' surplus.

Wheh thé adjué£ments to the tariff ate‘placed in their wel-
fare tefmé a comparison of tariff effects on the several domestic
inﬁerests'is'relatively straightforward. The fishery products
consumers' loss from the tariff is the value of the total area

- given by the sum of areas Cp, *+ P

C
the entire community by a tariff-induced expansion of producers'

+ R +‘DL. This 1s offset for

surplus equal to area C, and by an increment to government reve-

L
nues of area R in value. Clearly, -the net loss to the community
from the ad valorem tariff on fishery products is given by the’
sum of triahgular areas P, + Dy. Thé latter area is cqnventioh~'_
.llyvcalled the dead-weight loss to the consumers of fishery
products. The former area, Pg, is éxtra’real cost entailed in se-
curing the quantum PfQT - PO, of fishery productslfrom the do-
mestic industry rather than from fqreigh sources through imports.
A visual inspection of Figure 4 indicates the role of supply

and demand condition325 in assigning differxent approximate magni-

tudes to the values of loss of fishery products consumgrs' vel-
fare, improvement in the fisheries industry's WGlfaré, and thes
ne* reduction in community satisfaction. For any given EQ valorem
tariff, the producers' gain varies inversely with the slope of the

dowestic supply function, SyS.; the gain would be minimized, al-

though still positive, in markets where the domestic supply is

OGS




ingvariant o changes
for
ctly with the slope of the demand curvé
But in part this mav be compensated for

vernment's tariff collections also varylnn

the slope of DD. Government revenuas also incr

given the ad valorem duty as the slope of the domestic supply

curva ate: Finally the dead-weight loss (DT) and the com—
. :

munity's extra costs from shifting to domestic suppliers (P ) are

both maximized by low slopes for the two Luncblonul relations

it s}

1,
¥
... A

ould ba notad,

One could, in view of these conclusions from the partlal

1, speculate on the distribution

ng the "producers" of various

ishery products. ¥ 2. estimates of the slopes or elas-

of the product demand and suvplv curves are hle

L

would not be difficult Hlowever, when we recognize that
a vertical structure of

flS.‘Cf" jo3a ';, and fishexrs Pv()ﬂn.~. in-

reaningless as concerns the appraisal of

change that is generatad by a tariff.

mination Of the eiffacth a veroical

¥y opurposes of analvsis of a tari s voten-

n

let us examine the so-called thazory of




should be made perfectly

the vertical structure of
industry does not negate our conclusions regarding the tarifif-
induced loss in consumer welfare. This loss is contingent only on
the existence of a tgriff’on'the final product which is purchased

by , ne) Recognition of separate production strata within

an industry has implications for the allocation among these strata

he so-called production effect, and hence for the distribution

of the producers' surplus. The revenue effects of a tariff and
the aggregate size of the extra costs incurred by shifting pur-
uppliars to higher—cost.domesk'"
S (PG in Figure 4) are, of course, partly detérmined bv
the vertical structure of the industry. But the change in con-
umers' surplus and the magnitude of the dead—weight loss (DL in
Figure 4) are unaffected by the realities of the vertical struc-

ture of the industry; for these effects of import duties, only the

nominal tariff rate on the final product is relevant.

IITI -- Analvsis of

Qur concern heretofore has been a demonstration of
ad valorer tariff on a singie, final
a completely homwogenzous indua
dustry tvpicallyv consists of many firms. While avery i
sunably must exercise som2 interest in its contributi
it is by no nea

0od whese imvadiate




final consumers

firms producing raw

and we find these
cessors or -i 5 for still other firwms.
through whblesalinq and retailing. In other words,
industry consists of a vertical lavering of productive processes
and the demand for the output of these processes is, like the de-
mand for the productive factors ng se, ultimately derived from

demand in the final goods market. The theory of effective protec—

tion takes as given this vertical stratification of all productive

activity, and hence is appreciably nmore realistic, and conplicated,
than the analvses of the preceding pages.r |

T+ should be pointed out that it.is of little moment whether
the.firms in the industry are comﬁletcly vertically integrated or
whether, as implied above, each stratum of the productive activity
is occupied by firms that are entirely indepeadent of those in
every other stratum. FO¥Y purposes of effective tariff analysis,
as for other areas of microeconomic reasoning, it is the process --
cr stratum -- that is the important unit of orxganization. The pen-
chant of economists to organize thelr thoughts around é somewhat
fictionalized *firm" may ba adeguate if one is concerned about cer-
cain facets and results of profit maximizing behavior; but
not the best organizational concept for _ﬁrpcse

resource allocation or, alternatively, relative costs of inputs

~ .

"unit of account." The theory of effcctive protection




basis, attempting to assess the effective ad
valorem rate of protection that is conferred upon any given pro-
ductive vnrocess by the'ﬁertical "structure" of nominal protective
measures and bv the vertical structure of the particular indus-
try.

Clearlv, the fishery products industry is characterized bv a
vertical structure more or less like that outlined above. There
is the harvesting segment of the industry which, perhaps because
of its unicue features or its appreciable political influence,
many pecple are apt to eguate with the entire industry.
for +“he mcost part, since dockside retail sales are ninu
a gross distortion of reality. Layered on top of the.harvesting
process are other strata of fish processing activities: (1) preva-
ration of the raw fish for, say, freezing, salting, canning, or
otherwise curing; (2) the freezing or canning process, although
often preparation and freezing or canning are wedded in a single
firm; (3) not infrequentlv, the freezing and canning stéges are
/éeparate—firm processes with canners using fish in a variety of
forms in a frozen state as raw materials i finally (4)
the marketing or distribution (whol
In evaluating the impact of tariffs on the fishery products indus-
trv this vertical structure becomes an intégral part of the ana-

lvsis.,

We should also brieflv recall the vertical structure of nomi-

nal protection  -- not effective protection -- as sketched in Part
T. PFirst, we have noted that fish harvesters were the benafici-

aries of some orotection by virtus cof the 1792 Tedaral legislation




entrv rro* foreian vessels

ish caught bv foreigners

just as
duets had bee: bject to an import

essors relying

ndustry, however,

fisbary nroducts, typlically

and fisherv products in frozen form, which usually enter

.

duty free. The consequence of this is that U.Z. canners receive

tariff protection of course, relving ucon fronen fishery

roducts- inputs also gain from ecquivalent positivae effective pro-

those using fresh fish inputs will have a lower rate

offective protection, for any given

-~

canned fishery products imports, or possibly
Lfect 1v9 protection rate, despending
and upon the

or dist

tha ncminal

S AT ,,7

stributors who

1792 dirs=ct

0 oscrivhion




protuctive consequences for tﬁe fishery products iﬂdustry that,
= 53hall soon ses, stem from the vertical structure oc:

Protaction extenaed to different strata or processes in

2Ll industry.

In order to demonstrate these conclusions in a somewhat gen-
eral format, let us assume that a commodity for a final goods
market is produced at home as well as being imported. This so-
Ccalled importable (we may think of it as canned fish) we will
designate by the letter, 0, which stands for final outout. The
importable commodity Q, moreover, requires two tynes of inputs
when produced domestically: (1) another importable product,
which we will designate as a commodity I for input commodity (we
may think of it as raw fish), which of coursé is both imported
220 piroduced at home, but is not directly consumed at home;
i35 consumed only as embodiéd in commodity Q; and (2) a batch of
the original factors of production, which ﬁe will call the value-

‘ﬂﬂﬂgﬁ product of the canning segment of the fishery products in-

dustry. That is, it is the "product” of the canning activitv. If

s
o

total value of commodity I used in the production of cormmodity
1 1s added to the value-added product of the canning activity we

ond up with the value of the final product of the canning stratum

OF +ha fisherv products industry, i.e., the total Levenuas

bv canners from the market in which canned fish are sold. The

tnal consecquences of nominal tariffs on commodity N and co
I ara

vhat we propose to examine under our analvsis of

nrotection.,




simplify the argument, that, as sta
as concerns that element of commodity O':

sroducticn function involving commodity I, a fixed indut c

-

ent. Tt will be convenient to definz units of tha value-addacd

the canning process so that the phyvsical input coef-
ficient of commodity I into commodity Q is also fixed. O
tage of this assumption is that .in the next diagram we can measure
guanta of commodity Q and commodity I on the same axis. Further,
let us assume that the price.elasticity df supply of imports o
anch of these commodities is infinite. In other.words, we wigh ko
retain the so-called "small country" assumption of the preceding
section. Finally, we find it useful, so as to rule out the pOS;
cibility of alterations in the barter terms of trades, to assume
that irrespective of the levals of import tariffs or of demand

relative to supply there remain imports of both commodity 0O and

£
1.

Figure 5 providas a diagrammatic basis for our analvsis o
#he effective protection granted to commodity @, given its own

nominal tariff and the norinal tariff on imports of commoditv. I.

1

On the horizontal axis are found guantities of Q and I, with the

axis' units for O and I chosen sO that one unit of I is required
28

3 3 . o s 1 -
produce one unit of Q. Prices of thesc

adls

. I
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[

L ties , basis, are shown on the ordinate. The

curve for commodity Q, DD, show ) seriss of

jolan

of 0 that will be purchased, whether producad

eian suppliers. The domestic supply curve of I we designat=s by




Price of

Conmmodity
and of
Comrmodity I

Quanta of
Cormodity Q
and of
Conmodity I




the supply curve of imports

comrodit JM”, which is by no means the simple supply curve we are
accustomed to in partial eguilibrium analyses This rélationship
is given by the kinked curve SU'S, which is formed as follows:

it is the verticgl addition of the supply curve of I which domestic

producers of Q face and of the supply curve of the value-added
roduct contained in commodity Q. Tha £ir:

curves —-- that for I facing domestic producers -- is the conven-

tional IUZ, i.e., at U further amounts of T deranded are met by

imports, whereas for guantities of T demanded that are less than

04 domestic producers supply the market. a2cond supply curve
for Q's value-added product -- is novel. It is novel bec 2 the

value-added product‘of Q supplied depehds

per se, but rather upon the price of the value-added product of

29

0, or what we shall call the effective price of Q. (Effective

price will be discussed more fully momenta rily.) The supplv of
the value-added product depends uvon the price of the activity,
not upon the nominal price of commoditvy Q. Given that thn valu
addad product of Q is positively relatsd to the effectiv rice
of 0, we find that the domestic supply curve of commodity 0, SU 'S,

alwavs rising relative tothe supply curve for commodity I

roducers of Q face, provicded, of course,

tivo price and the nominal price of g ar




“trade circumstances, i.e., in the ar coe of
tariffs, Tigure 5 indicates the following pattern of consumption
and production of commodities Q and I. OM of Q will be consumed,

OB is produced domestically and BM is imported at tha

nominal price of OF. However, as we shall note, Q's effactive

free-trade price is 7F. The fact that OB of Q is prbduCed dome 5=
tiéally determihes the total domestic demand-for commodit?lz,
OBBO, of which AB ié imported and OA is produced,by domestic
“firms.

To illustrate what is meant bf the effective price‘of com-
modity Q, let us suppose that a‘hominal tariff, equal to FT/0F,
is imposed on the importation of Q. It is immediateiy clear that
this tariff will céuse an increase>in Q's nominal price of OF be-
fore the tariff to one of OT after the tariff. But what has hap-
pened to the efkeétive price of Q9? In the pre-tariff or free
trade situation the domestic price and the world market vrice of
each éommodity must be the same. That is the nominal prices of
I and Q, respectively, are CZ and OF. ‘Thus, since the ver unit
value-added product of Q is the difference between the‘commodity
input price of i and the price of the final good, Q, it is clear
that the effective'priée of Q -- the price of the activity -- is
7F. That the tariff on Q has inc:eased its nominal price to or,
while the noﬁinal price of I ié-untouched, means that Q's cffac-
tive price too has risen to ZT. This, in’ turn, means ”E~t the
effective protective rate for Q FT/2r, i.e., tha propoxr-

tional increase in the effective e resulting from +ts nopinal

ariff. A oglance at the diagram that this effective rate
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ZR, induced by its tarifif duty,
is positive. However, had the
ralativa magnitude of the ! 5 in the nominal price been re-

I's price increase exceeding that of Q -- the ef-

- of protection on commodity Q would have been nega-

Havina become familiar with the notion of effective protec-
tion, and with its diagrammatic tréatment; let us now trécé.out
the welfare and distributional consequencés of tariffs which cut
across the vertical structure of an.industry. Again refer to
Tigure 5; The tariff on Q of FT/OF causes donsumers to redﬁce
their purchases of Q from OM to OM', and hence to lose consumers'
surplus of FTKL. These "consumption effects” de?end'only on the
nominal tariff on g; they are not contingént on the effective rate
of protection. Moreover, what we termed the "dead-weight loss" of
Tigqure 4 is affected also only by the nominal tariff on conmodity
0. Rﬁt since we have assumed that tariffs are impoéed on both Q
and I, the changes in producers' surplus and in the extra costs of

securing Q@ and I from domestic producers rather than from lower-

commodity is raised from OA to OA'. But as well, this duty
shifts upward to IVR, from IUZ, the I commodity supplv curve that
confronts home producers of g.. The tariff, iﬁ effect, is a tax on
tha inputz to the productipn of g and, cdnseéuently, raiscs its
nroduction. Recause of this shifting of the I supply

supplv curve of Q is SV'S', the segmo 7 beine

o
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Of courss, s ariffs raise revenues for the government, and
the consecusnce of these nd 2 revenue "disposal® assumptions

<

anunciated in Part II, is +to roduce the drain +hat
levies impose upon'consumers. From <igﬁre 5

governmenﬁ recei?es WVXY in tariff muties on I imports and J

0O imports. Thus, covernment tariff revenues are ecual in valua
tﬁe two cross-hatched areas. In a sense, consumers are "taxed” by
the tariff on I by an amount equal to ZRXY, but since they receive
bick from the government, by our previous assumptions, wﬁxy, the

consumers are supsidizing I firms to a value indicated by

Thus, ZRXY is the tax egulvalent of the toriff on I

its subsidy’equivalent. If wve take as given this conéumer tax,'as
it were, on commodity I and, hence, accept that sSV'S' is commodity
O's supply curve, the subsidy eaquivalent of the nominal tarifsf on

Q is given hy the area FTGJ. It should be observed,- however, that

this degree of subsidization would not have been required to raise

the output of Q to OB' had it not heen for the tariff on I. With-

out the I tariff, a subsidy of FEHJ to activity ( would have been

sufficient to increase its output by BB'. Thus, the subsidy equiva-

lent for the tariff on 4 Har? vs for the Tagohi : for
the duty on I. Specifically, I's tax equivalent amounts to LTGH
of O's subsidy équivalent, with the remainder, FEHJ, as noted just
-above, being the net subsidy~equivaleht for Q. ", of course, is
the excess of the duty on Q over the tariff duty on I of ZR.

From these results we can ohserve several conscauences of an

fective protective rate. Given the assumptions we have been
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’ Additionally, we

Q production is a function of bhoth
and the supply elasticity of Q value-

protective rate, as developed here

in that (1) it comprehends the ef-

fants of the tariff on I and (2) it expresses the change in the

domestic price of Q relative ffective, rather than nomi-

nal, price. In allowing for on input commodities, the

notion of an ecffective rate encompasses ossibility that de-

spite positive nominal protection of Q, structure can bhe

such that the production of Q will drop.

ne assumption of this model, so far merelvy implicit, may

seem crucial. The I nroducing firms have been assumed to be com-

nletely vertically integ ted. That I does not build upon

commodity inputs, but only on factox assumption, it

surns out, do=s not appreciably delimit the t retical rodel of

If we wighed to considexr that commodity I con-

+ains another as in
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Maverthaless 53 long as we retain tha assumnitions

‘supplies of imported commodities are infinitelv elastic and that
irnorts of all elevant commodities continue (that no tariffs are

prohibitive), the effective rate of protection on a given cormod-

ity is not affected bv duties on commodity inouts that go into mak-

commodity input of the given comﬁoditv.
on adjacent productive strata have a bca;ing on the ef-
protective rate of tha process of the highar straturm in
austrv.
Moreover, the assumption that Q has only a singla commodity
nput, I, is-not critical. IE is rerely convenie tly‘ mplifvinco.
As long as each cormodity s corbined in fixed proportion
to the cormmoditv ouﬁput 72 can use this proportion to'weiqht the
iff rates on innut commodities like I. The weighted
several input tariffs thus is substituted for the
riff rate, ZR/0Z in Figure 5, in the above analvsis,
2are the pre-tar Lf input coefficients of the sev-
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Footnotes

(1972), pp.

2‘League’ of Nations, World Economic Survey, 1933-34 (1934)

is the source of these comparative export statistics.:

3 see J. M. Letiche, Reciprocal Trade Agresments in the

 World Economy (1948), for an authoritative discussion of this

range of issues during the early stages of reciprocal trade agree-
ments nego:tiations.

4 The applicability of thesevgeneralizations to fishery prod-
ucts is confirmed by J. E. Micuta,'"Pertineﬁt U.S. Trade Barriér
Information By 'Master Plan' Fisheries," Division of Economic Re-

search, National Marine Fisheries Service (n.d., mimeographed).

3 The figures are taken from U.S. Tariff Commission, "Value

5f U.S. Imports for Consumption, Duties Collected and Ratios of
Duties to Values, under the Tariff Act of 1930, 1930-89," (Febru-
ary., 1570, processed) . |

6 I. B. Kravis, "The Current Case for Impoert Limitations”

Commission on International Trade and Investment Policy, United

States International Economic Policy in an Interdependent World:

Papers, Vol. I (July, 1971}, p. 149,
: See also ibid., pp. 147-48, for a like conclusion.
- 8 The notion of a vertical produétion structure simply recog-

nizes that most final goods ~-- or even most goods upon which

tariffs are imposad -~ are built up £rom raw materials and




This recognition ¢f the distinction betwasn

goods and final goods is crucial to our subsequent

D)

the differencs between nowinal protection and ef

is becausz of the essential

formulating a theory of

;, rather than of a commodity.
0. Gulbrandsen and A. Linbzck, "Swedish Agricultural Pol-

icy in an International Parspective," Skandinaviska Banken Quar-

rly Review (No. 4, 1966). Comparable rates for tha E.F.T.A.
cuntries and for Canada 2 36 percant and 12 pesrcant raspac-
tively.

10 Micuta, op. cit. The following informaticn on nomina

n fishery products relies heavily upon this documen
ibid.
Ibid.
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Tha "tariff statns"” of groundfish i5 a very complex issue.

first groundfish is a catch-all category, and dif

r2 traztad

category oI
quantitative amount
a's evidence

ound na

assaris that the




See Report of the Secretary of the Interior to tha President and

The Effects of Imports on the United States’

Groundfish Industry (May, 1969), p. 5. This points out, too,
that groundfish are imported in many forms. |

14 p, v. Waugh and V. J. Norton, Some Analyses of Fish Prices:

‘Bulletin 401 of the Univérsity of Rhode Island Agricultural Ex-
periment Station (1969), p. 7. |

;J*VYISFThié;follows from the Stolper-Samuelson'theorem.' It should
be emphasized that real income, and not just money ‘income, in-
¢creases. If the price of fiéhery-products~riseé,'and say capital
is used intensively in this industry, not only will the return to

capital rise, but also this return will incréase in greater pro-

portion than the increase in fishery products pricés. ' Conversely,

in the theoretical model being used here, the real return to:
labor ---the productivé'factor which is relatively non-intensively
“used.by the -fishery products industry -- will fall. W. F. Stol--
per and P. A. Samuelsbh,-"PrOtecfiqn and Real Wagesgg_Review g§“

Eéohomic'Studiésﬁ(November,'l94l). By the above, we do not pre-

sume to suggest that the fishery products industty'utilizeS«capié
tal more intensively than labor cbmparéd?toffheﬁother.goods~in—-ﬁ
dustry. The relative factor intensity of the fishery:products in-
- dustry, so' far as we can ascertain, has not been determined em-
pirically.

16 any other assumption, such as that the government spends
" thé'tariff'revenue'as it sees‘fit,iwould take us into a discus-
sion of the nature of the social welfare function and its" compari-

son with the private welfare function. This would lead us far -




1£4
minute ) ; : available to the govern-
ment.

17 14 technical jargon, the budget line appropriate to con-
sumers after the tariff refund is iine (T'), which lies bayond

the transformation schzdule by the amcunt cf revenue yielded by

f.
8

Other possible motives for tariffs afe, of course, revenus
raising, to subsidize industries vitél to national defensz, bal-
ance of payments considerations, and temporary succor for an "in-
fant industry." - But irrespective of motive, the consequencés of
a tariff are those adumbrated above.

19 This argument was first raised by L. Metzler, "Tariifs,

the Terms of Trade, and the Distribution of National Incomes,"

Journal of Political Economy (February, 1949). See, also, R. ¥.
Jones, "Tariffs and Trade in General Eguilibrium: Comment," Ameri-

can Economic Review (June, 1969). Specifically, if the foreign

import demand elasticity is smaller than the marginal propensity
of the home country to consume the commodity which it is éprrt—_
ing, a tariff-bn the imported good will in effect protect the ex-
port industry.
20 Specific in. the sense that they are highly immobile between

industries and occupations. Consequantly, the price mechanism
fails to operate effectively as a reallocative device.

21 Export taxes and quantitative restriétions (ORrRs) will not be
cohsidered,here. Within the model we aré using, export taxeé ara
identical to import taxes (tariffs) in their microeconomic ef-

fects. Quantitative restrictions, on the other h




diagrammatic apparatus
figure 1is derived from ..M.
he Terms of Trade," Eéonomica (August, 1957).
her this is a'desirabie, or even feasibla, target
ﬁation to pursue unilaterally’is, of course, dﬁbioué. But

example serves to illustrate what might happen if such a goal.

pursued effectively.
24 .

Line (C) will typically have a flatter slope than lines

(T) and (T'), which is to say, if we think in terms of ad valorem
fates, that the consumption tax will be at.a greater percentage
‘rate than would be the comparable tariff iate. This is-a reflec-
“tion of the fact that the consumption taﬁ leaves consumars with
higher real income than'does'the commensurate tariff. So, unless
mnre of this réaL'income-isftaxed away (than uﬁder the‘tarifff,
it will séill over into the consumption of fishery prod-
that consuﬁption would not turn out to’equal the government-
ceiling of OJ. (An implicit assumption of this reasoning
_fishery products are not inferior good55 Rather, as con-

sumer incomes increase, more fishery products will be demanded.)




signifyv by demand
determine elasticity,
ect to prica, : Jo £ 15 the parcon-—
quantity of the product eithzar demanded or
inducad by a one perceﬁt change in thanprice of
the\product, ail other determining conditions reraining unchanced.
Traditionally, econonmists have‘ignored the algebrai
number that depicts this response, and this tradition is followad

in t e discussion just below. Moreover, since elasticities are

.

difficult to visualize with the eye alone, as is raquired w

hen

using diagrammatic explanations, tae discussinn is couchud in
terms of slopes. So in the following, demand and supplv condi-
tions are characterized by the absolute value of the slove of the
relevant functional relationships. Also, in order to simplify,
in this and subseguent partial equilibrium analysis,

‘sumed that all supply and demand relationships can bhe accurately

e

depicted by linear functions.

2 The magnitud tran LT costs determining €

cost differential that foreign fish harvesters must. overcore in
ocrder to land fresh fish in the U.S. As mentioﬁed above, U.S.
‘purchasers of fresh hesr proces-

vho khair

presunably

harvestad

troe

fl

to produce one




cale of production or the relative price: the sov-
inputs and the output.” It is not_ﬁecessary, however, té as-
that.productive activity is restricted to "fixed coeffici-
téchniques in the utilization of the original factors of

production. See, for example, the discussion in H. G. Grubel and

7, G. Johnson (eds.), Effective Tariff Protection: Proceedings of

a Conference Svonsored by the General Agreement on Tariffs and

Trade and the Graduate Institute of International Studies, Gensva,

Switzerland, 17 to 20 December 1970 (1271), passim; and W, I

Corden, The Theorv of Protection (1971), especially Chaps. 3iand

6. Subsequent analysis relies upon the two works.

sective unit-sizes thus reflect the fixed input coef-

ficient given by Q's production function.

29. The market price of Q in the free trade situation could be
termed the nominal price of Q. It will determine the cuantun of
Ademanded in the absence of a tariff on imports of Q, kut it

has no bearing on the size of the batch of original productive:

factors utilized in activity which uses I to produce Q.

20. Decall that because of the units in which cuanta of Q and T
ars designated, equal distances along the abscissa, such as OB,

do not represent an equal amount of each of the commodities.










