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Tokyo Round in Geneva

Trade négotiators are now in Gene-
va, trying to reduce world-trade

“barriers at the Tokyo (Seventh)

Round of the General Agreement
on Tariffs and Trade (GATT). (The

~“current round of negotiations
" began in Tokyo in late 1973 —

hence the name.) Working groups
are dealing in Geneva with such
topics as tariff and non-tariff
barriers to trade, as well as the
special trade problems of agricul-
tural and tropical products, The
negotiations could last for two or

- more years. [f successful, they

would lead to a substantial reduc-
tion in both tariff and non-tariff
barriers, and hence to an expansion
of world trade and to a worldwide
increase in levels of production
and consumption.,

GATT was established in 1948 to
coordinate the rules governing the
trade of 85 percent of all the
countries in the world, and it thus
provides a forum for member
countries to negotiate the reduc-
tion of trade barriers on a multi-
lateral basis. Under its auspices, six
different rounds of negotiations
have been completed. The most
recent one—the Kennedy Round
of 1963-67—led to across-the-
board tariff cuts averaging more
than 35 percent on $40 billion of
goods. Product groups character-
ized by advanced technology or
capital intensity received the deep-
est tariff cuts, at least partly
because trade in such products
would presumably benefit from
their relatively high price elastici-
ties.

How much benefit?

" According to an analysis of 1971 data

by Stephen Magee of the Univer-
sity of Chicago, U.S. consumers
could incur a long-run net gain
of $1.4 billion annually from the
elimination of 1ariffs, Considera-
bly more—about $3.5 billicn
annually—could be gained from the
removal of quotas on petroleum, -
steel, textiles, sugar, meat and
dairy products. On the export
side, Magee estimated that pro-
ducers of nonfarm products zlone
could incur a long-run net welfare
gain of about $380 million per year.
He made no estimate of the net
welfare effects of increased farm
exports, but in view of the
prevalence of foreign restrictive
practices and the remarkable
efficiency of U.S. agriculture, the
gains to American farmers could
dwarf other export gains.

Magee did not ignore the adjust-
ment costs to U.S. producers in
terms of the frictional unemploy-
ment caused by elimination of
tariff barriers. Such costs could
approximate $535 million a year
over a five-year period. On bal-
ance, freer trade would benefit
the national economy as a whole,
but particular groups in the econ-
omy would suffer from shartrun
adjustment problems.

From Tokyo to Geneva

Although the current round of
multilateral trade negotiations had
its genesis in a preliminary minis-
terial session of GATT in Tokyo in
September 1973, negotiations are

{continued on page 2)
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- only now beginning because of
the delay in obtaining Congres-
sional approval of U.S. trade-
reform legislation. (The law was
eventually passed in late 1974 and
signed by President Ford on janu-
ary 3, 1975.) The Trade Reform Act
authorizes the President for a
five-year period to enterinto trade -
agreements which can change

. existing tariff rates either up or
down, as well as liberalize nontar-
iff barriers and other distortions to
trade, The Act states that a primary
U.S. objective is fair and equi-
table access at reasonable prices to
supplies of products that are
scarce or not produced in the
United States. The President is
expressly authorized to make
concessions in return for assurance
of access to such supplies. The
Act also provides for import relief
and adjustment assistance, retali-
ation in case of unfair and illegal
trade practices, and preferential
concessions to less-developed
countries.

A distinguishing feature of the
Tokyo Round is its emphasis on
reducing nontariff barriers to trade.
Tariff barriers have declined in
importance over time, after aseries
of reductions in the six earlier
rounds of negotiations. But non-

tariff barriers persist, in the form of
import quotas, voluntary restric-.
tions, variable levies, exceptional
customs-valuation procedures,
health regulations, price controls,
market allocations, supply restric-
tions, patent agreements, and
other such restrictions.

The Trade Reform Act specifically’
authorizes the President to nego-
tiate on several types of U.S.
nontariff barriers—subsidies and
the American Selling Price (ASP) -
system. Under the ASP, U.S. cus-

" toms assess import duties on

certain products (primarily benze-
noid chemicals) on the basis of
U.S. product prices, which are
generally higher than those prevail-
ing abroad.

Freedom of access

Earlier rounds of negotiation had
emphasized freedom of access to
final-proeduct markets, but Tokyo
Round negotiators are concentrat-
ing on a new problem, freedom of
access to raw-material sources.
Until the early 1970’s, developed
countries had experienced little
trouble acquiring cheap and
abundant raw materials from each
other and from the less-developed
countries. Consequently, they had
been primarily interested in
assuring unimpeded access to
foreign markets for their own
final products. But more recently,
all the major Western nations
experienced a simultaneous boom
which placed great pressure on
world supplies of raw materials.
As a result, raw-material prices
skyrocketed and many countries



placed restrictions on exports of
scarce materials. The final blow
was the action of the OPEC coun-
tries in quadrupling petroleum
prices as well as embargoing oil
exports to countries considered
friendly to Israel.

Tokyo Round negotiations are -
also concerned with the tendency
of developed countries to offer
special import preferences to the
products of developing countries,
This is a reversal of the postwar
principle of non-discriminatory
most-favored-nation treatment.
For example, Title V of the U.S.
Trade Reform Act gives the Presi-
dent authority to extend duty-
free treatment to certain types of
imports for up to ten years. The
Tokyo Declaration of September
1973 recognized the importance
of maintaining a generalized sys-
tem of preferences to aid develop-
ing countries, in line with deci-
sions adopted at the first session of
the United Nations Conference
on Trade and Development (UNC-
TAD) in 1964. Since 1964, partici-
pating industrial countries have all
introduced individual preferential
schemes, under which imports of
a large number of manufacturers
and semimanufactures from less-
developed countries (up to a
certain maximum amount) are
permitted entry at zero or reduced
tariff rates.

Chances for success

Just as before, trade agreements

will be difficult to achieve at the
Tokyo Round because of differing
points of view of participating

3

nations. for example, the U.S. wants
agricultural trade barriers re-
duced because of the refatively
high efficiency of U.S. farmers.
The Europeans, on the other hand,

‘remain opposed for fear that

large-scale food imports would
drive their small and inefficient
farmers to the wall.

In addition, the success of the
Tokyo Round will depend crucially
on two opposing forces. On the
one hand there is a cooperative
force, produced by the realization
that ever-expanding world trade
has made individual nations in-
creasingly interdependent. On
the other hand thereis adisintegra-
tive force, produced by the need

of individual nations (both devel-

oped and less-developed) to protect
themselves against trade deficits
resuiting from oil-price increases.
The latter force, if permitted to
run rampant, would result in a
dwindling of world trade. How-
ever, attempts by various interna-
tional agencies to provide financial
relief to deficit-suffering coun-
tries might ease the pressure from
that source. Moreover, the To-
kyo Round negotiations should in
themselves help counteract the
tendency to pursue beggar-thy-
neighbor policies.

Michael Penzoi




