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TAR1IF STIUCTUMLS AP,1.)
PEOTETION
 

IXNPDUCT' ION 

In the. lite:atune on tm:iffs economists have paid scant ttention to 

tariff s;tructures, confinjig their intere.: for the most part to the 

l.eve.l en effects of a gen::.eral tariff. Pow';ecvcr, over the past decade a 

few riirSSVCh c .lcc! nttenon to the significance of a tariff schedule 

wh~i h Aj~p3.5 r di.ffer: rates;to inte:mediar te and final goods. The 

tifec 


not only by the twriff rat: on th output, but al;o by ttec duty on
 

protet ivc t of such a structure on a particula:r good is determined 

inapiT' u cd n pr)rndutwu tila r" 

, ;,,. , ],.. c: ini 1955 " od t:at "in attep0,i n; to aess the. 

PrOLCt.[O. L:, by ,v pn:lt::c(ular tUriff rate it is imrEL:;:-nt to di.. 

t~ii bo,u:.:t:.-.,v., Ihr fori.::] or pub .:li ,d r:te and, .. the twuiff's effect .ve 

3..M*3.,, I'.e faet cti't tarilff rate:. i tu.n dpcend. s I 1C'i t:hs pr,:a:ortio!: 

of fin "3 \,vtl,- of th indu;try's,, prou.t th't on:i.st of yaw naLeiAis a', 

supplM. ad P. the. terws on v:lch tbs.e un.teriial.s can Q. py)clh, ,.d. 

Pyrt fe:5:., ] :;p x: .::nt on to dc ;':M::"tL: 'that .:hr the tariff (" the ray
 

MW Is thnn the tariff
,.ron th final product the eff,-ct:iv
 

lve), of p;ot,.cti.n l]. exceed the 
appvrent rate of protcctior, hcre the
 

two 
arc cquA! thn effective and the ap-,ipv-Mt rate of protection will be
 

the ,'a,, and w.here the tariff on the 
raw material is hib.ble.: than the
 

tar. ff on the final product the effective rate of protection teceived by 

the mannfcrtu:er wi.1. be less thn the rate applied to his final productj 

. iff.anPolicy", .CPapdian Tournal of He:Cow.ics anu Political 
Sc.en., NcX.e,. x..,1955, p.52 3 . 

2.23 

P-~*523. 



Barberl develops an examplc runuing pp'oximately as folJ.o . Suppo.,c 

there is a 20% ad valorem tariff on a product, and that th1e ranufacturew" 

of this product purchases raw materials at world prices awounting to one 

half of the final valueo of tho product. In such a case the 20Z tariff n
 

the final price of the good provi.cs tiLe ra'nufacturer wit.h a total net 

protection of 40, of the value he 
adds to the product.. In ot:hur .ords,,
 

the manufncturer's cost.s can c..iunt to /&07 more 
than th ,ie of a foreign 

producer but still be co'.yetitivc in tWe domestic mrke:l:ct'. FurI:crlwrc 

if the mannfacturer 's pr:porit en of vW.ua added were only, say, 25%, the 

effective level of portection m.Pd a..t to 807.i
 

At nbot the some 1; a dArih hoyn!. Ce.2:" 5ion L.':.s in the p roecass 
.-.,. the I.." *S T('"o 

.e u- t: 


1.956, hi:te 


of,rsing th dih c", tv-. . ]i.Iitreporti, ru.itd i Ey, 

Cu: n:.is Sonu p'e cnted v vch&,,- of rott's pur o,;:to.ly i.nvolviq-v
 

'a net Mi.f..f... .pt-: .i: W icb, i 
ru:lati... : to th, ::o.e:.,,U:- ; : romy.')
 

equal ., of gool; 

lorn reccntly, c:rvyc-al oth,n ccn:-:,C ts hav: co±,.idarcd thiJ; thair., 

W... ci tc.; ]'.',l;or in Lt s. dis.. ; ' a t he 1." 

cs:', is of EIR..fo: all c.e .o-rr; ,5 

s S of Ait- tr t a:.::if, an.W O 

6piecentc. n foruila for cal)u..i,g th: -ffectiv We of protcetion. 

Santti.go flncawio of t:lo U.P, Econoic Co'i..,r,ion for W,:.tin Anorica, in nil
 

"
ext:nsive treat-,at of prtect:i.on,!m in Latin r ", .o..mana un. ori 

net level of protection along the lines of the w:edinh Lpproach, and p:esent,; 

4Iblc1d, pp. 5 23 -2 4 . 

5Swedish Cu3trrs Tariff Commission, .evij.on of t,Swedish (is tons 
Tarifff, Stockhoh, 1957, p.47. This docu-ninent irs a ,n:;."y in Engl.ish of 
por[:ions of the original report. Appnrntly the nnalytical fra:'ework is 
containod in Lhe (coup .clt) Sw:dish version. 

6,,The . iff' in A Hunt er, ed. , T.exyHe yropiev ofA s trli an O W N,
 

1:elbourne University Press, 1963, pp.195.97.
 

http:pp.195.97
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7 
a formula. Hocver, neither of these latter two writer ' sign.fcoaly 

eloborated the concepts developed earlier. 

Reccntly, advances in this problem have boon made by Har:y Johnson on 

0the theoretical a:ide, 8 Khi].e Gorgio ]asevi 9 ond Le.a ls.sa1 have 

carried ovt sote cmpirical investigations. In the following I have drawn 

heavily on all thr.:ee. 

A ta 5ff introduccn a divorgence between the world marect price of 

a good t:lic c pri.ce This divergencu may expresed terma:d .omesi. be in 

of either :o:ld rJeh values or domestic values, In this section t:he net 

pro ct fct a using values is derived, and thenON. of t'.:Jff vor2d ma-iket 

the sie t:hJng in done u:ing dcstic vlu.,s.s, 

in t:1 0 n,1 y below. thl fol i. ng are ...... ... (n) The 

wor)d su ply of do..,tic or:ts is prcfe(' y MAY. (b) 1he uriff is 

fully OpU Live in creating a divcrgci;c, bet, d, c:..ic . a. international 

Va]ue.. (c) The only sour:ce of dl ver(cg',e between dc.<:stic, and IUt ,iioln). 

vael s is the triff. (d) Procnet:ion fUnct ions arc id entica, tl ou ,;:nt 

the wo ld. (e) 1.hre is in.::vnntional .22,ility of goods and Ji,:':abi: ty of 

factors. 

Figure 1 shown an excess devand curve for a given co:modity in the 

country under conside ,i'on 

7,,,Proteecionim.umc .e Indus:tiali :acion en America Latina", P,ol.eti.,
Henm~ntica do .'l:n..I ch, 1964,M.ar.,'c pp.8o..88. 

8"Th.hr:oyr of T.ff" Structure wit'h Speical Refernce to World 

Trade and Dcv:lopTwnk:", in larry G. Johnson and Peter B. Kenen, Trade and 
Deve pnt, Geneva, ilb aric Droz, 1965, pp.9- 2 9 . 

9"The U.S. Tariff StLucture: Estii:tes of Effective RaCtes of ProtecLion 
of U.S. Inlust es ad Xndu:st:ial I.azbor", fl_ . VicsridSL:MiSiics,. ,..of 
for thcomn.. 

1 0 "Tariff Protection in Industrial Couul:nrie An Evaluation", Jot)rnal. 
o f Politicalc.g.riy, December, - 1965; IpP.573..594. 

http:pp.8o..88
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The wor].d pric:e i.n 
01 but a tari.ff of ' P2 resul.t's in a do::c.ys:tic p,:J.ce 

of OP2 The firt ..U..." n S tlvt thl, pri uiit,.o.d ,i 

by any r ccucti.u in th.; c:nrunt:y 8 dun:n a rnult of a Wiff. I 

is fg:nC''ly cc I. if . 1:pf W: cU0lP ., 6C.d in;:U..,.1 UM:Jv, to
 

world dc.rYc for:L.h The ci. :::v:pt ion
o:g od' . o iil: v.clu, :; from 11h2 :'ii::]',,:i 

for c..,.; , a W i. of, 2ro':gP:iO.~ . c, , ti:,o-rr.:
 

CO3:S, ev'n if su:,.ch v 1:o"if ,p:, : J.n 
 W] re- dulu, it u nor-.'. y n 

oper-:tive in crmr,t :;.rl 0 :iv,.Loncn .c,, ::M. and W :1: crio.. M r aL( 

Val.ues. Th s a:tl,, :''on :l ° 1. c ul t %uca,,".V t...ff r.(: , 0101 

are m .(:lif'n , .i tMo .1Wn :pa Icnl;c::I: c i toc'., i: ):1tLv[n aaoft:L.h,ff 

VI P is cyecvi8Ve becnV,
1 5-. it WiD] not raise Ly d,2::n:, tc price WC,I] t112 

no t:rade picc of OPh The third nsw..pt:.on ...,uM: th:h1 ofpossib.,ility 

other barrie s fo: tr&ad c 'uctr esuchh-- :ne d W.xpo conftrol . If 

such controls li.itced impo.rts to, spy, CC) tho Mo stic price of OP 3 

would be gr:no ter than the uty-pa:,.d price of 02 

1. World ..,vkot V.Iv:,_s 

Let S = money v,'.'lue of total oUput of a giva;n good at world 
prices, 

M - i.znc'y val.ue of i.npu ts uscd by the ind: try in the pro., 

duction of the ,o~d (raw "utcrials, s.1,i-finlithed pro­
ducts, and Sc.vicc, btght from other i .,ust:ries), at 
world prices 



V - money value addtid in the production of the good 
(componsat:ion of erployees, profit:s, cvpitJ. 
consum:ptiou 01o.uC:c: , etc., of the. indunt::y), at: 
world prices. 

Thon 

(1) S - 1 4 V 

Bt in domtic producti on ouatinn (1) in,ust be modified to take into 

account thnr. divrgeiec bmt:\.ecn do:.r; : cudn ini:crn t:iona v. luc., s - o that 

(2) . -t) 1.(U + t:i) + V(1 + fI) 

w.hcre 

t 00 =the tariff "rueTon thr.. good prolu¢c.cd by the lndustry 

t i = th, t iuff rate on t:1 i.put:; 

Lit P'.,'oH 

Solvin3 equa ,v'on (2) fo.r) f01 ]. yGIAd (3). 12 
0 () 

f 0 ; 0 wA: Or n A MM M d in th:: indt.:try. 

(3) fo St M . 
V 

1.3
 
Iarry Jo1 ,,oon, u ir , an input- output: m::deJ., derive a cir .lar for .uJ 1. 

s....,d(iv;vatioti proccc .lr in tlh:o follo;i , m nn:.ex: 

In rn input-cut'ut sy:;: , 

(i) )*:. i a . . 

or 

(/a) v 3.­
i
 

lThe ouion i: ob taincd in thu: follo:ing n'anneor:
 

St = + Vf
*l ° o J. 0 

Vf - St M'i
 

12With no::;? rnnip
ilLtion, (3) in the stm:v:: formula that .Macnrio prescnto 
(.ithou " and Ut :. i e op.N..n ,. 0 K I V a 1y LT trn", hat;; th-.' ncmNeaning, . 
paragrih 93. 

130 pp. 

http:prolu�c.cd
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where aij offccnt of value of input fromIL indu.stry 
per unit value of output of indbt triy good j, 

V. value udded in industry j per: unUit value of output
3
 

With a tariff tMon3the output of induo<try j and a Latriff ti on the ith
 

input, (4) baconeo
 

v--.
Sj i j] ij -i. 

(5) 1 +lt. +,.. 7.a'" a . 

whnre,v', i; the value tMdcd cofi.c: ern, t:: ffn: included. I: i:: t.inL 
.3 

propor ti.onent cliOn, of v, to v! that in: the cfffoct::rvu rate of p:.o':t,:-ron
 
J 3
 

of va.un added, f.: i.e.) 
3 

(6) f.
3 V.i 

Vi i""t.v:: V+Q 

(hs is the as 1(3 if. 0. + t s v. .r-t:.*.. t., N 

and , 3;ul (:r) (6), oan. cwb i-:; thu :c.i i't fo: .14tituti,, nitc,:,- (st.) u 

(7 ) E u t i t o t*oto
 

vauof oupu of goo jV. 0 ). 

Thi,: ir; the( ,r::::m: af (3) 1toc :if one cnve,:rL,,. (7) fro,:,, cocfic,.nt8 ;~ 

absoluro vo..ucr.< by uu..:iplyi g math, m'.:n.::ttmc: ad d~cr.or'i'eto0r by t:'(: total 

val.ue of outp~ut of goc(1~ j (:l.. e.* Si), 

Tfo facilit:ate rccoiltl fm+ of c:t L n i:.portant ,h:;.p.r;,re 1 t:L take 
-
equation (3) (or j u[ a.; e i.i].y (7)), awl \.25 il Eon2l nan-i pu}l-at :loriJ 5 

14Equati~on (7) corrc:siponds to'-... fl. cit.., 11,577l,.<','., s:2to~rulation, 

1The iatmipt, lat:ion p)roccC:d<" a,* fo llows 

V V
 

t + - t t 
 -t 1,Y
0 0. . 



one~'oban 

1 0 -0 0 

Vt 0 0,71V 

(8)g' 0 *F(o1f1C 1 t: 011 f< 

lit is evidnt-.. prxchat: h ci 

(01) 1 S, -- m hr the-vl
 

(10 Sb qcr +t heiT
I I" 
0 i. 0 

Ja~~~irger*t .hatn 1 o0a 

Us.nThr s meois obtaine but piingnnhc o nU-:o Juin;thoe 


1- t t.t Y7 T 
0 0. 

+0 

1-1= -.
t
 

u.1,qua is inwathfoJtbtine tha 
nucis O .r. 111 QI ILt R C i(0..iO ilZ 

111111111CO~Ctl ~ ~ ~ i ~ ~8C1.1.1SfrtW1~-~CdSlto,*~ -SS11 Ct 

1 he ion 31 o vinul nner: :s, 
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It is nlso possible to erprees the Sao rel 'tionwh: ps in tcpr of 

an input-output systa.n. Us;ing the sawm: values us in the input-output 

deriv .tion above, but prmling them to indicatc values exprese;d in do:::,tic 

prices, one has 

(12) - 1'- >tn 

while at world price
 

(13) v. . . . 
.3 

Taking the dcfini.tion of nut protec.tion from above 

(6) f . ...3 V. v. 

(13) into on ytur a for f
 

exprecsk.cd in termzs of do:z.tice v.1,'.,
 

and suMM-.-uti;n (6), ,W: the. following formr' 

v.
(14) f . . .. . ..... 1........ -.1
 

. ......... , . .j1- >i i-. 

Althougli equat ions (1.1.) a:nd (14) be'n: l.it.tle resc;ablame to (3), (7),&Moil 

(8), the rel;ntion:;i-,; btwc:c:u f a:nd t (or f. vn1,t :.) ,Pcc'ii.c.O alvc 

still hold. hew: the. tarici.ff on input, i ... .f th.'cqu. 1to the, , 

final pr:od.,et, the cffecti'.ve level of protection equal; the nr,'in:! tM.riff 

rate. If the torliff rate on input; is Crea:,r than on t:hc fin.l p'-ouct 

the effective level of protection is less than thu noinal rate. Aud, 

if the tariff rate on inputts is lcc 3 than on the final proluut, effeciv:e. 

protectioni exceeds nowSina protection. F.na.ly, the tariff on in. may 

be so .arge, relative to the tariff on the final good, that the effectivu 

level of protection beccr".s negative. 

The above iiaiy is may be a~pp.lied to several problc',s invol.ving the 

i.pct of . whi.ch differentiata bctecn in tc .ndiatu andprotective 1c..su:e.c 

http:cffecti'.ve
http:tarici.ff
http:exprecsk.cd
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fJ.nal goods,', For cxa'ple, Johnson Ws pointed out that duty-drawbacks and 

tariff concessions gran~ftcd on imported iinpuIts in fact increase the 

effective W.cie of prot'octio'a granc, d the f.i'Ai.hd p:oducl. ]. hO also 

,noted th &d.evlops:I(u.t policieso that" rely on protectionim and irport 

sub.,i tutioa r Mi e::port ccctor by the costoftar tax.ing the incensing 

by thalt nector I. 
of i np-t : c..jploynd 

A fe:w c:pirklj.c ,tia'te of cffcctive tariff xet:o,, have been rade. 

'sr in.t . c1over thirLy,;in Wnd1,;t :iLe of fivu countris.,: The 

The United Ki... , IN'he Europe= Economic Co..uity, Swedvn, 

and Japan. a c,;W fr .orc inM;i:,ia.Liwtt Or dct,lcd cJ.n..i 

. Y 20 
f t o n : i.p t oo, WL.. . 

Tiho to.. ,evu of r. ,.e; fOr the U.S. ruc t d:rectly co: :,rtle since 

the iut,:..::. c a:iu.:iO(ict .on C~od; i.put.oui t pt dutu differ. 1,'.,,e: r, th­

r'na .. rae.'ety con. cit : wide d :iv'..r ci(:;u b. cen LuC:oonal and 

effective . ... f. rates , and occUNo.: nCgLt-ve levels of effective 

2.1.pro f:c'PJio, 

Harry John . pp,14 ff.
 

19Bela. M .,
av..;s.a pp.579 ff.
 
20GC. a ,.C'!t
cv.,o 

21In addi.tion to effective ra:es of p:rotection of value added by 

prim ry res:ources (labor.a.uI cnpit:al), ]a::evi .calculnte effective labor 

rates of pastc,.on--,iOtection aa a propo_'rLon of labor value added 

only--au the a .u.. tion. that: labor is L2,e only I'nternationaly i,:mobi.e 

factor. The labor rav[en of effectiv'e protcctio± are coistently 
greah:cr thvn value ',,,ed rtes. Alternatively, nindcr dc:tnin conditions one 

ighdfhin effc~tjv p,ot ect.on an a pcn:centage of profits in order tP
 

4.-ec .:51: st:i;:;,.1lus protection gives entrep'rcueutria!
th,:, tiat to daeciions. 
Mrnsa5,1. 



Thcrecre nevcrv], probluvo which can a e:in e,; timu:tion of ef:fI.tiv 

protection, cvcu a,;sup.:;g tht u.fluni,)Aite dtanti ar. In uh .:t 

fo.loum I ft. outilll:: r Mhe o:wjor" con''id.L:rons \hich r'ioul.-l bea-AW of 

taken into ac.ount in npiir c.. \:.:. 

From the fonr.A-un in ' 1K h:oec it is cvident that in order to 

calculate the effect:i.ve r.at of p.o:.etnn affo',d on i ,i:tryone =.;Q1: 

first obtain data on th, inp.ut unAc , W vilun WAY by the pri.x.y 

factrs. TwD pot:cntinl sourcu.s: of tisi W'o :mat:Lion arc: (3) an :Sfput­

output table;.; (2id ) cc-us of Ad tr:.y. The iojor wo.:ans of th' 

former)is...., th%:L the c~ n,..ioy,"b: ::o broA, hatro yn ou to1 W1.L an[!;O.'iie9i: 

meaUiiiO.c:S, for: sevea:Ll. inAUdN:: Lo::n..,;S ULMc , 14;',.vc.'., n"y fo..R.:.t' ' 

of t a ide.l V well) for Wc. . of , . :t:c'::.,wia. input:: ,.',y 

be uns:ecified, 

XIf ono us;esn rinput- ptfi LAW1. exp:A i ncc Vs. '; t'i 

the formula cotaincd in equt:io; (14) (or (..1) if rri5n. ..- ry en::::) 

is app;:opriLe . flowar, if n LAW. " input-output tnbl c:.. ;Wi, 

coefficients in wou].d vuluc; in to bc uscd, cqu.tion (7) v:ou.d b zppl:ed.., 

Note tihat in e:.t:h;r cvsc t:hc co"Mf.c..cin v:c: in value, not, quankkt y tWr;.', 

2. ArMffn 

In the theoretical for'ul.aior. I did not: deal. vith th:ee : wtr. .of 

particular significane :ogarding norinaltriff rates. Firct, the tariff 

should be e::prcs;ed as a percfntayo of C1. *0,. value. This.; requ.res: a 

convei:s~on of any specific du::ie to the.r adt valorc q Itctuivalensts, 

may also n.ce,;1itzate. converion of the ad valorem t-:iff schedule from, 

' say, an F.O.B,. lasi. to a CA. ban::is W,"e= the t:nriff is not levRd ol 

tia C.IX, v.1 eale, To do this, o:: slou.d u,;ult:ip.y each ad va.orcm tariff 

http:effect:i.ve


qesion. Data fo s h<c eg,, may not be a n"which casc 

t h e~~~. c n co f t o r c g i e n t ! o I i~.' 
e t . . tohe bi'as i chih s, ! . . . 

1 
't . 1122S < 

::::("a nd 
 etr!! ,roductsptu~ae are'6~eraliy a higlmrc: proportJon: oflmratel b1y vite fullytoof ztivc ino ther:-: : r 
ri:;.... .vxalu~e poduet hCrca .. p1vrgce f thednthan on il-, omiy .[ of-

a 
tho wl r . ajusT u" ": 

:::::::)(, tv-vifrS: po:ferac. 1 thg(: Schduh for iaparticaier: / .":;: 

qudoestio't'nd i fternationa ce. Net priUh Tlaost: c avspicuotts e-is cs
 

e bortond al do tiity,OecrdiCc 
 e COf VitcIe flS the do,: hich h
 

inoges.t waucvportit.on 
 iot the d -once of other influenc e
 

sand s1i vanufatubsidy o: ireonopo 
 eIc pl dighrcimination bfte
 

hae.d tha O ts.
of ld roc.(ar .isch ofsittheF) i.o 011-cshou adust nt 
tSj dntominl tm:fi rate equclls pero.
 

goodheyoefullyto) f whlat is n "cxpol:t" should leCirly easy in a
 
doe, idveloped countrliy for uch comodities ane encer:y wc:il ide tfied,
 

11moc"ver, a sAllple 
 chock czan be vade by comparing thi. e wn urPsjc 1 
p,: cc vft ti,, ,a~o~, 1 ice!.• 

Exports, ho evyr, are not: the, only 0om,.oditcies the jhichS"stimt~hueciaet the potedi of- h i • - .n "eror" ~ 'hudlcfiryes
nominal ti.iff rate is not fully operative. The tariff rate oinl a good
 

uhy be "excessive" in the sense that the domiestic price 
 amounits to eess
 

than the old Price plis the tariff. The SOluton in Such a Case is 
to
 

the..
ac....aldeforgence, exop/ ss it cis ar..percxllagelofdtheNt.orld
 
price, ait uhe the rate ilnplace of tl posted nominal tariff,
 

22
 
esi~.th acu. divergence, as -..epsr, it a eeetg of th world' "
 

http:waucvportit.on


..... 02 0 .P"d:g o d• I.igh t~ilno by. valu o.of d onme sti c impo rts givesj i sle zd ini... 

;.th*, e "I'aw of l44"4arge nUik)C'no"' on vi! i thii! nppr.ac ld i doc not -11)1)Jy 

wh'lthe luml): Of.rates t'o be.nvvag(od becomes nviall...na, nn nte'ills ;' : 

:..... best 

4om ld ii4ports of the4ifive ' 1 4./1 


+:: that the approxi.mat101 ould be .to vc-ighit ta''if ra~sby thec vahuc: ­

Baiassa's a1pproa'ch is iu¢-to'rrect also, lie Lppears to be mint a1' 
24 


"
+ weighting that't.w-'ould reflecl: thw cnlIosit-..4i of !p)t idrfr(ee r~e 

Thr, trff -dt 'i .rl/ neThis, lhowevec',h is 1 ge ei p i.+~osie~not whtOne wants '11 this st'qtg. Such v",iglhting is 

appropriate v,10en One h1as al'ready calculated the eff'eetivo ae of pro:-: 

teciioll 'Ind wnts to 11,C them to e,-Ufizut thr! rostvietlvo effect of a 
: d,: ai.... J, d, y - Oo .f~ One fac+,: rn"r r than , d atar+."..- . L L te pi 0blel o.JT:"
 

country's tari~ff"I Oi its trade. 

The i~doal wnighting procedlure, in iny view, is to wo ghit each n m.a ,, 

+tariff ito:m by corresponldingj sulbscto)rthe Proportion Of output vliich theic 

represecnt, in the tota~l out'put of the(sector. The proport-Jonis used should 

be derived from orld valus, not doniestic values.. 

For example, suppose therec are two nominazl: tariff classifications , 

included in the accompanying 1ypot~hotical sect~or 1,Ile know the dlomestic 

," - 230nOi the applicability of Uvll': ,d tari~ff CAVera:gCS ,s(!C M-al1SCs, o.:ighlte, 


4 B. Balassa, pp. .579. 



2/, .2 ' "2 .. 

va1ue' Of Olutplt o)f the Gector, anrd of- ch 5 bs"etoi Wc, also know~. the
 

tariff rat~e :appJJicnb1& t~o each subs-eci or. £ho pr~oblem 1.8 to c6eterminne
 

the appropriate tajriff 2roxe for t:hej~ entire sctr.v )7
 

Outpout tnd Trijffs:.. S:c*or 1. 

Subsector.A 1ubcto1.BSoctor 1.Total. 

0utput--domstic. $22 $3.04 $126, 

No ndJ.riff .0z 30% 

price") 
~Proportion of out- 0.2 0.8 1.0 

put (wor)3ld' vlucor) 

Wctghte~d Tari~ff (0.2)(0.1) (0.8)(M~) 0.26 

The divergcnce dOirecsftic and inL:ernv,tioi: l va.ues ofOentho ;ec1:Or'sr 

production amnounts 26: le., noinalto i the t:iff rate for secton 3. is 

,26%. .'The tom .reou!.t my be obtained by v.hting each sul'mctors tariff 

rate in proporti.on to product:i.on (derived fram vor.ld values. not donetic), 

Thus, uhcector l.A account s for 0.2 of. Lli sector's pwoduction, and 

subsector 1.B nccountb for 0.8. Th tariff rate for subsector 1.A is 0.3., 

andl for 1.)i i, 0.3. l'ultiplyi.ug each toariffi: raue by the production e.ight, 

and sunmiiling the two products, one obtains a nominal. tariff ate of 0.26 

for sector 1. 

3. Non-Ta):J.ffBrci s" " 

The analysis up to this point las assumed, in effect, that tr'ffs are 

responsible for the enti;:e differnce between iworld and domestic values. 

If, however, thfere e:istnon-taliff ba0:ic:r or subsidies whilch create a 

divergence between the domestic value and the duty-paiJd value of a comnmodity, 

one ii'iust takeo these into account in order to esti.mate the true leve. of 

effective protection pertaining ill an in(lustry. In other worlds, equation 

http:l'ultiplyi.ug
http:product:i.on
http:proporti.on


(10) becomes 

+ '1) + P g 

and solving for g the counteopn't of (1) becomes 

(1.6) go0' = V'
 
.
 

+i Po I + P+ 

w.here P0 i; the pr:portion by x.,,ich thQ dom...tic p:ice of tlh out:put of 

the industry exceceds the :r).d sice, and p, iso the proportion by WiMch 

the domestic price of tho input c dc,the v.:or.d price. The value of g
0 

reprcscrts the total rt- protection W.f.. ctac,,otie produc:ion of th.. 

good. 

Esti:.mt.f:es of t:his typ : : t . .: r . s:Lg, 1.if c.,t:wi,cu on i,'. ccn.. 

corned .:th a cotytJ: t:xxt p lruce.s cou lea.n l.c :cKl incl o noiii'- a , .,l!:v. a:If. 

of proet.'ci.on, for if ".XPU 5 , W...> i *2~2:d: i creuk,,-i. 

a dive....... etc-en U WAY"Kinal ppr e3 25 The AM,, r,..-.
'n 


1
quir:ed to calcul;: h2 g0:y be difficult tIo oMai:Jn fo: n ,ubsto:, ti.,l r, 

of cowc.::'Jlti.e: 1ix. -, n w p:c:'v.tt :.c vac ,: V:.,uIcd in iet:: £! 

extent to which vwi::;rnur UyPu.: of do.'.;ic P..i... o are pratcetud on MCC 

by the s;t'ructue: of tr-:le barie'. Te.results: may not corr: :pnnd to 

expressed policy goals,
 

25Note that where f < g , and the good is ir.,eotecd, the governmo'nt 

could cap turc a greater 21harcof the economic rent by increasirng f to 
equal go '
 

http:p:c:'v.tt
http:proet.'ci.on



