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TheUse of E iv aiffs 

7 I7 

X ~ Benjamin CohenI's, recentts oeview of the' uses of 'efctv 
Q~4~:~~tr ffsiconcludes tha effctv rae fpoection provc~de :~---~ 

~ ittle in fomatin about the srcueof protection thaI aao
 

be inferred from -anecono~.s.n~ia3~ ~ 0.:
the -'structnrei 0 m 
pprtect~on' In iaprevious a ticle inthsoun.-,I lr- .-

P., Travis criticay 1 1 exmined the theo'tcl ~ . 

frthe cnet'f---
inadequate ode effective pro -.ectioii and f ou;n4 th~ "to r ; 

-e -TiayWhile be ing, pe-h p les !, 

coIncerned than Travis with 'The orctical2 va'lid:. ty---

saaiethe empric 11nfoImati2on coIti ed b~ -n -

calcuatio of effective rates'and inds it t4,.a,: redundant. 
~~~~~ fe'uvying the close statitclaLcainwihhAf eruv tinw hh 

finds 'btween measures of, ibmil ad fecte taiffs 

2~~"Cohen concludes thzlt, "if wie want. rather broad notio-3 abou'L 
th'ei the 'relati-e *avrage hehco acony tai -

.-K o te x post~resource alloc t6on effects of the ftariff yt'a
 

.my results, suggest on e lean-ns -a ~Iot-but Dot evex'thing-by,
 

-C- looking at the ranking [of industries] by noriini tar'xf fb. 

(Cohen 9,)p.14+)--
-C -- I 

In view of the numberU(and cost) ,of,,studies of.effective4 -

C-io Col -- v-Ce 

;.~--~protectonalr'eady perfored' iid currently, ben cteinlatd 

Coe ''S &-5;3.ezzLtc bout theC - intellectulal ,prolucti-vitfA-'yae a. argin-al 
attcnton'd(

ofreseac oil~-~eldescrves closcLib2r'~~
M--,11);b' aich whosfe r a a ch4.in 
~~~Y economn.,t~h -- reern-czmtC e npt, dfon the---

Scro'ay th co ef fticveriecss cal &uIti2fTic the,j so. 
4- e P~CI 4 - C CC' 44,.-
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-io ,with Co 

'ine'thodol-ogical~~ e5iia'vdnes thaappoad4,n 


4
an elapria -cur of- th eff tiv rat~2 4.44~ ,4.4 

c. e meas4ire~ 4 canL.'~<' 

[bt effctiefndcomial ov Iaruyaath rprtcain~be .stloI. 

various-coutrie.sop ei~fthr-o tent 1Neveethelcs several .a 

taif stutr 
 on. reouce 5 a4 lc Oi iti . ol 454. '!z 

~ssen~zaCoh/ sh$u3).Repraigb tin coligtynCo~h So' o'-< 

methodologicalabolut otatv indcsaigtatw-a and relrclevdne 

comparison a usla, e 

anaccuratepapraia ofothe efie rate-esreca 
but4t4i4 isapolmt0.wihw 
 1 eunsoty 



'. < - , < 

Levlsonte 

ew a- o of prob ms ,pev thlie ~ 2~' 

S;.: si mple comnpari son of average,tar5ff levels be t:een icoujtrie-s 
paroo3s-oof 


One~category of prob lems affects'/both n-jomin~.-a"nd effe t iev7/ 

rtswieteeond applies on ly to'effdctie rates. -"~I' 

the f irst catego'y are found 'tho. assumptions about th~c 

eche of exchange rate and appropriaftenature the thes !en - gh 
;: *'
! 
 .......... I 

to use in talcul±J ng :averages~ To m.ia ke~rcri um
 

comparisons, of trt~ tariff Jievelsq it is 
 I ;~~; 

necessary iCohen states,. that, the excht a,±i o it,
:- 1 + -+. - ......:.in equilibrium with, the present tariff syste ad, 

-~~~rhemrone must1 know "how the theI1 con~~~d 

......-alnd . 
;++ ++...++ 1 -++ 

adjust its- exchange rate(or Jnot~etaxry...........fiscal pulicies)_tc+:- - , \,
 
+++++ +++++++?+ 


I) the change t in foreign tarade flows that would occur if the 
tiff level wer~e changed.(Cohen E ,p.4). If seco-wide 

or country-wide comparisons of a protection levels are 

desired, then aprpit egt -~ s e employedl d
 
there seems little agreement Nhat weighta>n+:+++?*++
'' 


~kt~schmer would be 
 . :4 

3D. chm X/appropriate, i ~. 

I-n th eod tepory of pr'oblems are-found the 4-, .V 

1: assumptions which uid iI surround the effective rate 
* ~----------the- absolute 2.evel'of meastared x 4ate~ of Dotect4o 

Ji 2concep admae i/particularly ass ums on s-ona Drsensitive to slight variations--

f44-IM 

in, these assumpions. Central ams p s.arr e the 

nnaongthee-hemio 

Ydepreciation and excise ta'estreatment of hon-traded ,goods~the:, possibility of substitEmtion 
D-4~tw Xeen 4- -rl and int rie a e in--sc a~ % C- ZZ and 1 -.1 4,A 

4 
0 

449' 

definition of~ ~d i an -- industry 4444 -4 1 

-I.1ses-he1 val9 idity of the Jfetv rt oc 



'F> FFFFF 

i1S necessary tO Cons'idcr onyx~&f
.,~F'
 

'Acao-oy, Each of the above mntioned problems' has'be 

"~dis'cussed Z'I4 z xinLSew ,sJ, ' 

J______ as,~6 ~ or.,about' thecoictasumption. 
__re 

on.,c,ach 'of them may vary,. 

b ut h+* there .s noFreas onwhy studIes aimed at making F" 
i -,n 

'F'c FF4F.,iernatnal, comarisons cauld' not adopt one 'e-cey 

eevera!4-be- set or even seve2l sets 'of 'assunic'i_(MS 
as (a basis for making .intermatilonaijy cc~P,.r,b~o. c t 3-m,c F 

of effective rates. Cohen~notes that the cou i-n~n -13 
J'.included in U~s Table 1 were not conduicted on. 'a :orPstent 

hasis with resec to thes asupin buth ' 7 
~F>of,, couf3se, is not indication that such a con1siste-ncy cotd', ' F;~' 

ntbe imposedF 

rFFj 

If-the' uses of the absolute level of c V 'o .1.f f I e z 0n 

were limited to thei international comparisons 'of protective 

.levels, then the need to estimate sets of effective igates FF 

an.'ily ~F 
.to. suppleent the availabl nomiinal' rates Would '"F., 

.2appear qetoal.Teeae 

oee sso h
 

4 F aboolute level of effective protection Fhich d on ot 1 Foiv 

Pnn~r ndiet comparisons with other.'countries and f or" 

which nominal rates of are
protection not .acceptable substitute(1s~ FFF 

One of hoseuses isnL r - f ound in .connecti~n w ith the meaureen 

ofth 
 cstoftaif 
 protection$ .Prior toth e lpn,' 

' eF-" efciert ocpmeasux'es 9f the cost of protectionF 

F wer'- a'e o:tecansinconsmpin 
and production in~duced,~--" 

'-A FFfl~~F by,: chan ge s in the nominal rit 
th FFFFFFF 

i to -z<u t hat~o the ntion reoonef to 'theFFF efFfF 
FFFF FFF.1 

'the nomina rate'' le ' F~~~~~~~J - . - FtFF dF F 'Ddi : Fa 'Ft 
CFt 1F the'U~~" i ' "' FF "F-' FfFF FF6F1 FF F F F 
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* ~the 

i s a function of~ h a.change ,.xn prod ction .-htcwould ~occJJ2K 
e~rt oieras were set cbo zero' n h~ec 

SAs a variation, on th'os fProtection theme M1F, Scott' 

~has recently'recalculatedi the'national income accounts of 
Pakistan, at world pricaest h foml dise, bySct
 

~ ,to adjust sectoral -componients of 11atI.-i . .IiPc~o 

<> oth:'the'average level~of protection for the e ccn omy~ n, 

the a to ax individual sect*oral rateas of pro-te.\ 
A~though~Scott t-zia tiizes WOrl rcs 

make direct comparisons of Pakistan effect'v ra 

o'ChoLb -eoun ryl those~,of other countripes eIiin im~nal 
1. VPakistan's exchange rat

need to~assure that/anclixcon rz2xexcchange 

equilbibrium in the balance 'of paymentsjf 

~ i 

s h
 

the 

nunar 

Thus, the need 'for an 'aboeelute indexA o fct.vpQ ectn 
of. effetiv p.t 01 

transcends their 
use in international comparisons of pro ectJ 
levels._ -~Cohen is correct in questioning the sensitivity of7 

~1the effectiv rate formula to sml changeZs;:l 
theffective rate ro~et as aathrithod serve 

ep'cancestimae anyhul

reminder that'epia siae 
of ansort are subject to 
confidence- limits., The goa of

g o:,empirical reslearch in effectva 


prtcins- udb 
 o.euc hs ofdec iis throurh : 

carfu 3 - ci o h udryn ssritb~-nd. eto" continuous>~-. 

se~nsitivity anaiys is.- -'' 



RcaieLvlo 	 The.17KQ 	 Protection . ~ ~ ~ 

h-":~ Perhaps the, nios t important, use of Cffective tari ffs' is (aS~' 
--o t:1. dii4fr~~cion, -fi e--nCsty su 

f-ow s caused by thie'tarif~f system.$ 'For, this purpose only a -7<-'

0 

-f>7 relativ ordering 'of industries is required-not their . 

Sabsolute 
 'level--andCohen'offers considerable empirical 
evidence. that the ran), order of industries b o~nl~ 

tariff rates dloes not differ sig~nificantly~ f rom 1)Crk'kthe' 

by ffctive rates. Thee .sthrfores, 1itJ needi~.Ch
- estimating 

implies, for/effective rates anzT~rcP in as much as he, -me 

alradyexists elsewliere.
 
~ Wht about
~~J~KK ~ is most interesting Cohe' m~'a ~"
 

hnoration aicu . Uro r 1-a1rs!1-,
 

showing high rank correlations .70)' ,7(above hctweeiicnna 

.and effective tariffs iiuthin 23 of the 26 *ontie5n 	III 
'Samp7 	 onwyti

smle is the lack of a theoretical explanati wyti 

correlation should exist, because one can easily conicoct 
hypothetical examples ~ ~orltion bet;entes w 

10crel 	 enths w 
variabl'es i-:ould be zero or even n~egative. There inust be 

some one force(or possible sev'eral forces) wih cue 

this'apparent high correlation~ between the two mensures of* 

- ~ 	prtection. Cohen, offers ,sev ral cxpn.tos tohnn 

Is patclryconvincing. 

-	 - -~-The-,least persuasive explanation is that, their i s an~ . 

avareness, amn atiiat in,the~ politic'al processV about
~~ effectiv'r pvtction ;hich nbe te at 

ch e'' a V ' thmt bar--------gain: over 

noia rat'sin'~ afashion- that lea'es the ordering~ of ~ 

flomlinal.ad eTffective rates tile s ame (Cophen C ] P 112l)~ 

~ Even if ti s aw,,areness did Gxiist, tand that~seems 'doubitful ~~--' 

in~ itself-, it c~u does- not follow that the rai k ordcr~ of,'VYVV 

http:flomlinal.ad
http:needi~.Ch


T 	 I 

inusrisby the two me as i s shoul.d b e 'Ih xui-m 5imilarI' 

ugests-Tai that industrizIi'sts may choosc to birh7 4.i'1forA .4 

' effective protection using thenounl taif rt o'on"thjeiv 

S 	 otut, but :it~ seems equally 4plausible that they wuil.choose~ 

to ,push, for- lower tariffs on ,their inpus because it would 

apper .'f direr 1. and less venal than lobbying for higlei" 

~ 	 '~~tariffs on their output. 

S 	''>< Ahore. likely explanttion noted by Cohen, is" tlit thce 

It~sm ot of4 economic and/or tcnalratcsh. iLn

eaheconomy which produces -these/Ei. c. -he hi .7h* c'
 
Tece tbesut ''
 

Th articular*ki expzlnttion 'su I ted b.y Cohen, that j;,,
 
['J~industries have Cobb-Douglas prd ci nf n os, oe t
 

seem valid. The arEue that~ nominaland,eef r -c 

are c6dentical4 is due to 2 zaiax W.P. -Travi's"CJa: 

its weaknesses have ax'uady been pointed out.A 

that there exssany substitttion between inteirediatean 
primiirfactors- etalone unitary elasticity. Even If 

-such substitution did exist,,Co'de has -shown' tht.t the 
defiiitionjof 'effectv ijrotctin. u., 

~~~~~~~ ~ this identity'' in' fact the'ncsayt ri~ 

wron~g deiiin ouei thepsnc of, substitutable 

rn ida inputs. 'See ,'Corde'n ]k. .. ' 

The mnost~likely explanation, again one noted by Cohen, 
44 1 

is that the'level 'of,aggregation at which most studies of 

effective rates have,,been "perfoimed *dritrnhiu creates an 

~ UpWard. pres sure on1
4 the correlation coe fficxn bewei 

I nominal,42,,"an-d effective rffs. 'Coe offrs no there-ca
 

S explanation w-hy this-.bias should occur in t Iie cc rrelat
 

studie for 4individual,'~cut1rie -~bt correctlypoints outL 

r. . 

j - . 4 ~ A;~ ~ .~ ? 4 -4 -4I I3 -' j 
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aggegatdd ~setto~s~are solax'ge 
,if ~the~ 	 t-hat~ '~th6;$~>ra~c 

~ tariff~, bii their inputs ~x ~do~I~iot~vaz ~ 	 ;j~A ~A1~ 

I ~ 

__ 	 ,~ ~.of~pvotc~t ion 
~ ~ 	 A 

~.. i~is7 g&~erned~ by the 6m{ffA1>~tarififon the output; prov' .c~d:~2i~2
 
- '.~".'' 	 AAA~~'~-r 

~.,,. ~,~that~the value add ph~res at ~~&~ld~x'ices ~ ~ 
~ 	 I '~ I l ' '~~ v'~A;~ 

do not"vary r~~t~n~i to flnygr~aL extent across sectors~ ~ 

* I 
~AAA~~A-AA S414 1'' -. ~ 	 ~ ~ A 

'' K~. ~k ~"l''~4 t~AA.vAA.'\A~AAA 	 Al <:.AJi*lA *A..4A~A.~A. ~ 	 ->~,..-,'

* -~ * -~ 	 ~ ~'"' 

Al 

~T4AAAQ 4~ 
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The accuracy of his prediction will depend on the s tandard
 
error of the estimate, the sampjle size 
 used in fitting the
 
regression, and the 
 degree to which the nominal rate of 

the industry being studied varies from the average of
 

the nominal rates for all industries.
 

If i.o study of effective protection for the country is
 
available, 
 the decision maker must look to the pcssibility
 

that there is a common relationship between nominal -d
 
effective rates is
that found in all countries. Cci -:, iv1 
the values of ±ntercepts and slope coefficients and -.heir
 
standard errors reported by Cohen in Table 2, seems
it 


unlikely that such a common relationship exists. Consi2der
 
for example 
 the two following equations drawn fromu C0>en s 

sample:in Table 2:
 

Netherlands,1959 
 U = -11.75 + 2.29-t 
 R2 = .74
 
(-5.95) (8,76)
 

Bra.il, 1966 U = 21.0 + .32 2 .86 

(5.68) (11.0)
 
t-tests on the ru difference between intercepts and the differencc' 
between the no slope coefficients suggest that the two samples
 
could not Itave been drawn from the same 
sample. Admittedly, the
 
two equations shown here are extremen and others could have 
been s &ected to show a similarity. Nevertheless, casual 
observation of the range of values for the slopes and intercepts

assocated
and their/s £x:'i standard errors would lead one to suspect 

that the appropiiate statistical test comparing these variables
 

to the similar variables of a pooled regression equationZ would
 
reveal considerable dsssimilarity among the samples. Thus, 
a decision-maker would be ill-advised to use another country's 



regression equation xlli, for estimating nominal tariff-effective 
tariff relationships in his own country uness he had good
 
reason to 
believe that the economic structurcl3and tari:,f

of the two countriossystems/were quite similar. Ile would have little choice but 
to estimate the effective rate 
for his own country directly. 

The existence of a close relationship between nominal and
 
effective protection may, however, be irrelevant to the gal
 
being sought. 
 The expressed prupose of 13ffective rate is to
 
provide an indicator of i.n
the direction the
 

tariff system 
 causes resources to flows but/fe;' studies to
 
have tested 
 for this relationship have found lit tistica 

eiidence in its support [ ],[ J,[ J, Several expiana-tions for 
the failure to find a: empiricalevidence bet een effective
 
rates and measures of resource 
 movement are possibJec, but 

7 certainly one of the most likely reasons is that 
r.zthe
 
conditions of supply of the primary inputs.._ie. 
the factors
 
whose inter--industry mobility is being studied.--are not
 
considered; in sense
a the measured rate of effective protection 
is only the demand side of a necessary supply-demand equilibrium 
which isnecessary for determining actual resource 
allocations.
 

Obviously, if all factors 
are in inelastic supply to in
dustries--an unlikely occurrence--a change in the level of
 
effective protection will affect the remuneration of the factors
 
currently in the industry but will not change the pattern of
 

The
resource allocation, A"/correlation between effective rates 
of 
Protection and factor movements will s- be zero.
 

Another possibility, 
 one which is perh-aps quite frequently 
found in less developed countries, is that the elasticity of 
suppI.y of certain factors is perfectly elastic for all industzoies 
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