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A Role for ERASs 1n the
GATT Forum?

Gary Banks

(]:BVER the past forty two years, international negotiations under the auspices
of the General Agreement on Tariffs and Trade (GATT) have largely
succeeded in removing tariffs as a significant barrier to imports in the major
trading countries.' But the GATT system has failed to discipline non-tariff
measures and that is what the Uruguay Round negotiations in Geneva are
ultimately about. While average tariff levels in the United States, Japan and the
European Community are today only about a tenth of their levels in 1947, the
growth of non-tariff measures has meant that it is not possible to say how much
more open their markets are now than they were then. Indeed, there is reason to
suspect that some of their markets have been closing overall since the early 1970s,
but again this is not known for sure — the necessary information is not there.’

It may strike many people as odd that so little is known in GATT circles about
the trade-restricting effects of member countries’ protection regimes. There are at
least two explanations. One is that, unlike tariffs, non-tariff measures are not
always easy to detect and their effects are not easy to quantify — especially from
outside the countries imposing them. The elusiveness of ‘voluntary’ export-
restraint arrangements is an illustration. Another, more important, reason is that
some GATT member countries have not wanted this information to become
known. The resort to non-tariff measures can be seen as reflecting a need for
stealthy protection.’

The lack of information about the extent and incidence of trade restrictions has
naturally been a subject of increasing concern within the GATT forum, but until
recently little had been done about it. Prior to the Tokyo Round negotiations of
1973-79, the GATT began to accumulate an inventory of non-tariff measures
through ‘reverse notifications’ (tale-telling) by aggrieved exporters, enabling
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them to be classified and ‘prioritized’ in preparation for negotiations.* (A
memorable photo in one issue of the GATT Secretariat’s information bulletin
shows two smiling staff members staggering under the weight of this inventory.)
Since the ‘crisis’ GATT ministerial meeting of November 1982, a half-yearly
‘Survey of Developments in Commercial Policy’ has been prepared by the
Secretariat and scrutinized by the GATT Council.’ But most of this information
has been acquired in an ad hoc way, generally from published sources, and is
therefore inevitably incomplete. Moreover, while describing the types of trade
measures, and giving some indication of their distribution, it provides little
indication of their effects. In other words, it doesn’t answer the question whether
things have been getting better or worse.

WHY MEASUREMENT OF PROTECTION IS NEEDED

Industry protection is first and foremost a device for redistributing income. It
benefits some domestic industries at the expense of consumers and other industries
as well as foreign competitors. In so doing, it allows higher-cost production to
displace more efficient industries, reducing both national and global income in the
process.

The obvious popularity of protectionist government policies, in spite of their
costliness, can have only two possible causes. Either (i) governments are ignorant
of {or deceived about) their wider long-term economic effects or (ii) governments
believe that such policies are politically expedient. In both cases, the availability of
information about the extent and effects of protectionist policies has a potentially
important role to play in bringing about change.

In the first case, it is probably true to say that most governments would not
defend protectionism as a general principle — their membership of the GATT in
itself suggests otherwise. But, when faced with the demise of an industry or the
chance to look good by creating a new one, the economic arguments about
protection tend to blur a little. At such times, it is important to have information
about the economy-wide effects of policies that benefit particular industries — to
retain a wider perspective.

In the second case, it is an unfortunate characteristic of protectionism that it can
be a politically expedient route for governments to follow, even though it makes
most citizens worse off in the long term and harms relations with other countries.
This political bias in the protection ‘market’ arises from the fact that the ‘benefits’
from each protectionist measure are generally concentrated and immediate, while
the costs — although much greater — tend to be more diffuse and delayed. This
provides quite uneven organizational and lobbying incentives for- the potential
gainers and losers from protection and thus quite uneven political pressures on
government to grant protection. ®
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The one-sidedness of the domestic political pressures to grant protection is an
important reason why countries joined the GATT in the first place. To repeat a
felicitous analogy with Greek mythology: like Ulysses, they wished to be ‘bound
to the mast’, safe from the Sirens’ seductive (and ultimately destructive) songs.’
These ‘bindings’ have done just that in the case of tariffs, but the international
rules have clearly not been effective for other forms of intervention, where the
Sirens have been leading poor Ulysses astray.

The comparative success in reducing tariffs reflects their transparency relative
to non-tariff measures — they are listed in ‘schedules’ for all to see, they generally
require legislative scrutiny and their price effects are readily apparent. By
contrast, non-tariff measures such as voluntary export restraints are generally
negotiated by the executive, away from the public eye; they are not recorded in
any consistent way and even when their existence is known, their economic effects
are difficult to evaluate.

If governments, in spite of their better judgments, are delivering policies that
hurt their own economies as well as their trading partners, it is important that the
losers be better informed and capable of defending their interests. Pressure from
those who bear the costs is needed to provide a counterweight to the dispropor-
tionate influence that uncompetitive producers are having on the policy-making
process.® But that pressure will not arise without the necessary information.

URUGUAY ROUND DEVELOPMENTS

There have been a number of new initiatives in the Uruguay Round negotiations
to tackle the ‘information problem’. In the negotiations on agriculture, for
example, it was recognized early on that due to the multiplicity of forms of
intervention and support, meaningful liberalization would require action on a
broad front. This led to consideration of aggregate measurements of agricultural
support, among which the ‘producer subsidy equivalent’ (PSE) is most
mentioned.’

More generally, following the ‘mid-term review’ of progress in the Uruguay
Round negotiations, trade ministers established a ‘Trade Policy Review Mechan-
ism’, as a vehicle for scrutinizing individual GATT members’ trade policies in
much the same way as the Organisation for Economic Cooperation and Develop-
ment (OECD) does with its members’ general economic policies. To be more
effective than the earlier ‘inventory’ approaches, that will also require techniques
for the measurement of the various forms of public assistance to industries.

But in the ‘access’ negotiations outside agriculture, the underlying informa-
tional questions have not been addressed. The predominant approach is still about
‘requests and offers’ on particular (identifiable) barriers. The potential for substi-
tution of new barriers to replace old ones remains high under this approach.
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Enter the ERA

In 1988, in response to some of these concerns, the Australian Government
proposed a measurement technique which is new to the GATT negotiating arena
— the ‘effective rate of assistance’ (ERA).

‘In the past, the GATT has made no attempt to measure the protective
impact of these trade restrictions. Although some well established
measurement techniques exist, they have not been used in previous trade
negotiations. Australia has now proposed that one of these — the effective
rate of assistance (ERA) — be used as a ‘yardstick’ to assess progress in
liberalizing trade. The Australian Government believes that such a technique
must be adopted if the ambitious goals of the Uruguay Round are to be
achieved.” "

The Australian proposal attracted interest from some GATT members, but thus
far it has not exactly set the ‘Big Three’ (the United States, Japan and the European
Community) on fire. Perhaps this is not surprising. It is, after all, a device for
making transparent policies that have largely been selected for their opacity.
Nevertheless, these countries did agree to let the GATT Secretariat prepare an
information paper on the topic, which is expected to be available shortly. Whether
a place will be found for the ERA in the GATT will ultimately depend not only on
the technical characteristics of the device but also on how governments see their
policy-making roles.

WHAT IS THE EFFECTIVE RATE OF ASSISTANCE?

The effective rate of assistance was originally known as the effective rate of
protection, but government interventions to support selected industries against
world market competition cover a lot more than import barriers at the border,
especially these days, so the term and its coverage changed accordingly. !!

The ERA is a measure of ner assistance to industries taking account of not only
assistance to outputs but also assistance to (or taxes on) inputs. The ERA can be
defined in various algebraic ways, but it is essentially equal to the proportion by
which the returns to an industry’s ‘value-adding factors’ (land, labour and capital)
change as a result of the protection of its output and inputs. '* It is based on the
principle that what counts in the measurement of protection is how a production
activity — the process of converting inputs into outputs — is affected on balance
by the assistance regime as a whole. Tariffs and subsidies on outputs help it
whereas tariffs on its inputs hurt it. The ERA gives an indication of the net effect of
the two. In principle, therefore, it allows judgments to be made about relative
levels of assistance, something which ‘nominal’ rates of assistance (on outputs
alone) cannot do.
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Some History

The ERA has a much longer history than might be supposed from its tentative
debut in the current Uruguay Round negotiations. The logic behind it has probably
been known in an intuitive way since tariff-making begun. Certainly it would at no
time have escaped the notice of industrialists that their competitive ability could be
affected in opposite ways by tariffs on outputs and inputs. This is verified by the
very old practice by which some governments have provided ‘duty drawbacks’ for
exporting industries — reimbursing them for the tariff component of imported
inputs.

It is also demonstrated by the profile of practically all countries’ tariffs, which
tend to rise (‘escalate’) with the degree of processing in a production chain. In
other words, the more ‘finished’ the product the higher the nominal tariff is likely
to be, with the raw material having little or no tariff. For example, average
post-Tokyo Round tariffs in the United States range from 0.2 per cent on raw
materials, to 3 per cent on semi-manufactures and 5.7 per cent for finished
manufactures; and the degree of escalation is very similar in the European
Community and Japan.'® Harry Johnson, the Canadian economist, recalled in
Aspects of the Theory of Tariffs how, in the Kennedy Round negotiations of
1964-67, the French proposed the ‘harmonization’ of tariffs in GATT member
countries according to the following profile: O per cent for raw materials, 5 per
cent for semi-manufactured products and 10 per cent for manufactures. '*

The effective-rate concept was developed at least as early as 1905, but the first
major empirical work was in 1955; and it was not until the mid-1960s that the
concept was systematically incorporated into international trade theory, notably
through the work of Johnson and the Australian economist W.M. Corden.'* By
the early 1970s, an extensive literature on the theory and application of effective
rates had emerged, but it contained some divergent viewpoints about the role and
usefulness of the ERA.

In 1970, largely at the instigation of Johnson, the Graduate Institute of
International Studies and the GATT Secretariat in Geneva co-sponsored a confer-
ence on ‘Effective Tariff Protection’ in the hope that it would ‘resolve some of the
issues of concern to the theorists and would also improve the usefulness of the
theory as a tool for those responsible for trade policy problems’. '* The conference
and the book which resulted from it did help resolve some issues, and there was
increased utilization of the concept in individual countries, but it did not lead to
any further association with the GATT. The Tokyo Round negotiations, which
began a few years later, focussed exclusively on ‘nominal’ tariffs and, as separate
questions, on non-tariff measures of different kinds. In GATT circles little more
was heard of the ERA until the recent Australian initiative. To understand why this
may have been so, we need to look more closely at the nature of the ERA, as well
as the negotiating process itself.
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What the ERA Tells Us

The ERA, unlike nominal tariffs or subsidies, indicates the extent to which
different production activities are favoured (or discriminated against) by the
national structure of public assistance as a whole. An important point, however, in
view of the Uruguay Round interest, is that, by themselves, absolute values of the
ERA convey very little information about assistance. It is the dispersion of ERAs
within a country — the relative levels — that is informative. An ERA of 20 per
cent for the motor car industry, for example, could represent high or low
assistance, depending on what the numbers were for other industries. If the
average were S per cent, then motor car producers could be said to be highly
assisted; if the average were S0 per cent, they could not.

By the same token, whether an industry is assisted on balance by the assistance
structure depends more on its position on the ERA scale than by its absolute rate.
In general, industries with relatively low ERAs are penalized by the assistance
regime, even if their ERAs are positive. "’

In sum, the ERA’s strength is in summarizing the differential incentives from
the assistance structure — in mapping the bumps and dips in the ‘playing field’, to
use a common analogy. (A ‘level playing field’ would imply that ERAs were equal
throughout the economy.)

A question that has occupied many pages in academic journals, however, is
whether the ERA can tell us more than this and, in particular, whether it can tell us
the effect of the industry-assistance regime on the efficiency with which resources
are used in an economy. The principal theoretical deficiencies of the ERA for this
purpose are

(a) it is what is known as a ‘partial equilibrium’ measure — it abstracts
from supply and demand responses to assistance changes,
(b) it assumes constant things, such as the proportions in which inputs are
used in each production process, which need not remain constant and
(c) it assumes that the protected domestic product is identical to the
imported substitute, so that there is no scope for price differentiation between
the two. '®
The theoretical literature has demonstrated that, when these and other possibilities
are allowed for, the ERA ranking, while still adequately summarizing the incentives
from government intervention for resources to move into and out of particular
activities, cannot unambiguously tell us the extent to which the pattern of industrial
activity has actually been distorted from its most efficient configuration by the
assistance regime. That requires an economy-wide framework which models the
supply responses of individual industries to changes in prices and costs, as well as
the extent to which cost increases can be passed on in higher product prices. *°

Nevertheless, there is also evidence that in practice the ERA ranking will

generally provide a useful approximate answer to these questions.?® This is
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especially so where there is a wide dispersion in ERAs; that is, large and small
numbers for different industries. In general, the greater the disparities between
effective rates (the bumpier the domestic playing field) the greater the misallo-
cation of resources and costs of protection are likely to be.

A second question is whether ERAs can be computed in practice as the theory
requires. This has also been a contentious issue. There are two main problems:
non-tariff measures and the ‘aggregation’ problem.

Conceptually, an ERA could accommodate all forms of assistance, but in
practice this requires that they be translated for computational purposes into
nominal tariff or subsidy equivalents — that is, the tariff or subsidy which would
grant the producer a level of assistance equivalent to that of the barrier in question.
This can be tricky for quantitative restrictions on trade. Essentially, the task is to
determine what fraction of observed domestic prices is attributable to the restric-
tion on imports. In principle one should be able to do this by comparing actual
domestic prices with the prices of imported goods at an equivalent stage of supply.
In practice, the value of such ‘price comparisons’ depends on being able to identify
imported goods that are highly substitutable with the local product. While this is
generally feasible, it can be a time-consuming exercise, as it must be conducted at
the level of individual commodities.?! Moreover, the price comparisons — and
the calculated effective rates — will vary over time with exchange rates and
domestic market conditions.

The second measurement problem arises from the need to aggregate. ERAs
ideally should be calculated for each separate activity, but data limitations may
require that calculations are made for an ‘industry’ encompassing several activi-
ties with different input mixes. An associated problem is how to weight the tariff
averages that are needed to calculate ERAs — the weighting method chosen can
significantly influence the ranking of ERAs. %

Thus there is scope on the measurement side for quite different ERA estimates,
depending on the methodology used. Professor Corden has made the following
assessment of the measurement problems:

‘In general, these difficulties entitle one to be highly skeptical of greatly
aggregated figures or figures obtained quickly. More value can be placed on
detailed calculations for particular cases, perhaps as part of industry studies,
or on thorough, comprehensive calculations drawing on considerable
resources. Furthermore, one should not place much emphasis on smail
variations or differences between calculated rates; there is always bound to be
a rather large margin of error due to measurement error alone.’?*

It should nevertheless be said that most of these problems relate to assistance
measurement in general and are not confined to the ERA.
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THE EFFECTIVE RATE OF ASSISTANCE IN A NATIONAL CONTEXT

It should be clear from what has been said so far that the ERA’s main application
is to domestic policy making — making decisions about industry assistance in
terms of its domestic effects. Armed with the ERA, a government can get a good
idea of how various forms of industry assistance and taxation are on balance
encouraging the development of different industries. They can determine how
uneven they have made the ‘playing field’.

As well as enhancing the technical ability of governments to devise policy
strategies, the general availability of ERA information can improve the political
environment in which they must operate. The ERA is a useful means of drawing to
public attention a fundamental but not well-understood fact: that protection for one
industry is a cost to another. An economy-wide ranking of effective protection
helps to pinpoint which industries are likely to gain and to lose out of the structure
of public assistance to industry. Those at the bottom — exporters and lightly
assisted import-competing industries — can see how badly they are doing relative
to others and thus potentially become a coalition in support of reform or at least not
part of a coalition in support of protection.

Australian Experience

Some of these points can be made from Australia’s experience with the
measurement of public assistance. Australia’s association with the concept of
effective assistance began through the pioneering work of Professor Corden. This
work and other considerations influenced the Tariff Board to undertake its own
ERA estimation project in the mid-1960s.?* In its annual reports, the Board
described the ERA concept in some detail and established the following
‘benchmarks’ for its advice about levels of protection for manufacturing
industries:

‘In the case of areas of production which are found to have little prospect of
operating with an effective rate below 50 per cent, the Board would not
recommend protection sufficient to allow the industries concerned to com-
pete for resources on the same terms as low cost industries. In the case of
activities requiring an effective rate of protection exceeding 25 per cent, but
not exceeding 50 per cent, the Board would be influenced by the likely effects
on other industries and their prospects for more competitive production.’?
This approach represented a radical departure from previous practice, which

amounted to protection according to ‘need’ and placed no limit at all on the
assistance which might be provided. The new approach was vigorously opposed
by manufacturing lobby groups. While the benchmarks could be justifiably
criticized as an arbitrary basis for policy, some groups were more concerned that
they would focus attention on industries with relatively high protection —
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industries which had been benefiting handsomely from general ignorance about
what protection they were really receiving. In its 1969-70 annual report, the Board
published data on effective rates for manufacturing, aggregated to some 30
industries, which revealed average effective rates ranging from 0 to 120 per cent.
Public exposure of this information, and its monetary equivalents, had a dramatic
effect on perceptions about protection in Australia. The Chairman of the Tariff
Board at that time, G.A. Rattigan, put it thus: :

“The 1966/67 annual report aroused strong opposition from manufacturers
and their supporters within and outside the Government, but the report also
stimulated intense public debate in the media. Information the Board
published in the next few years about the effects of protection brought into the
debate groups which had not previously been active in these issues. For
example, it drew attention to the fact that the subsidy equivalent of the
protection available for the manufacturing sector in 1967/68 was $2700
million, which was 20 per cent higher than the total expenditure that year by
all Australian governments — federal, state and local — on education,
health, social security, welfare and defence. It also pointed out the effect
excess protection enjoyed by some important industries had on the wage
structure in Australia. As a consequence of this debate, the Government
began to accept the Board’s recommendations for reductions in high assis-
tance (in conformity with its new approach) and also eventually agreed to a
systematic review of all tariff protection.”?’

Subsequent developments in protection policy in Australia have by no means
always been in a liberalizing direction, but average effective protection to
manufacturing has declined from over 35 per cent in 1970 to 19 per cent at the end
of 1987. When present phase-downs in protection are completed in the mid-1990s,
effective assistance will have fallen further to around 13 per cent (with the nominal
rate at 8 per cent).?*

It would be wrong to attribute these changes to any single cause. The ERA has
been only one element in a continuous process of debate in Australia in which the
Tariff Board and its successor the Industries Assistance Commission (IAC) have
been crucial institutional focal points.?® Nevertheless, the ERA has become an
accepted technical measuring stick for assistance policy in Australia. For
example, the IAC has recently drawn attention to the fact that by the mid-1990s,
despite the present wide-ranging liberalization programme, the motor vehicle and
textile, clothing and footwear industries will still be receiving effective assistance
four to eight times above the average for manufacturing as a whole.** That
information in itself should stimulate pressure for further reductions in the
assistance received by these industries.

Over the years, the IAC has continuously updated its ERA estimates, increasing
their coverage to new forms of assistance as well as to the agricultural and mining
sectors. 3! The resources devoted to this task currently comprise about half a dozen
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officials. The methodology is not difficult to pick up and the ‘number-crunching’ is
greatly facilitated by using standard software on personal computers.

Other Countries

While Australia has probably done more systematic ERA work over a longer
period than most other countries, there are few countries which have not at some
time had ERAs estimated. This includes developing countries as well as industrial
countries. The first detailed estimates were made in Canada in the 1950s. *” This was
followed throughout the 1960s by studies for a wide range of countries, including
the United States, the United Kingdom, the European Community, Sweden, Japan,
New Zealand, India, Pakistan and Tanzania.*® In more recent years, however,
nearly all the comprehensive ERA studies have been conducted in developing
countries.

With a few exceptions, the ERA studies in industrial countries have been
undertaken on a one-off basis by academics, separately from the policy-making
process, whereas in developing countries, they have generally beendone as anaid to
policy reform, mainly in connection with World Bank ‘structural adjustment
loans’.** The World Bank has used this information both as a guide to the policy
reforms needed to promote ‘structural adjustment’ (economic growth) and as a
means of subsequently monitoring a client country’s progress.

While the data bases in some developing countries are more limited than others,
the range of countries for which this work has been done — encompassing all major
regions and income levels — shows that this has not been an insurmountable
problem. (For example, Ethiopia and North Yemen are among the most recent
studies.) In most cases, the estimations have been carried out by World Bank staff,
but many projects have been managed by consultants working with the governments
of the countries concerned (for example, Sri Lanka, Zimbabwe and Indonesia).

A growing number of developing countries have been liberalizing their trade and
industry policies in recent years. Without detailed knowledge of the experience of
these countries, it is difficult to make judgments about the contribution of the ERA
work to these reforms. A recent review of the Sri Lankan experience, however,
concludes that its contribution has been greatest when it has been motivated by
governmental concern to achieve reform, rather than as merely a condition for
obtaining a World Bank loan. **

THE ERA IN TRADE NEGOTIATIONS
The ERA, as a measure of the domestic resource-allocation incentives provided

by the assistance structure within a country, has an obvious role to play for domestic
policy makers. But what interest could it have for trade negotiators?
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In multilateral trade negotiations such as the Uruguay Round, GATT members
play out two connected roles: (i) they seek to reduce the trade barriers of other
countries which are of importance to their own exporters (‘access seekers’) and (ii)
they respond to the requests for access of other countries’ negotiators (‘concession
givers’).

Evaluating Foreign Concessions

In their role of access seekers, the ERA could have two important attractions to
negotiating governments.

(a) It encompasses a range of protective/assistance measures beyond tariffs
or simple quantitative restrictions. This is important, given the demonstrated
capacity for governments to provide assistance in alternative ways and, in
particular, to use subsidies and informal quantitative trade-restraint arrange-
ments in place of the tariff. The ERA is not alone in doing this of course. There
are various measures of nominal assistance which can include the same range
of measures. One of these is the producer subsidy equivalent which, as already
noted, has been the focus of attention in the negotiations on agriculture.

(b) A second attraction of the ERA, however, in which it is superior to the
PSE and other nominal assistance measures, is that it gives a better indication
of the true assistance accorded particular industries. This is because it takes
into account not only the implicit subsidies to industries but also the implicit
taxes imposed on them by assistance to industries supplying their inputs.
The usefulness to access seekers of ERA data in export markets is illustrated by

the long-standing problem of tariff escalation in trade in tropical and other
natural-resource products. Attempts of raw-material exporters to pursue any
comparative advantage they might have in further processing have been frustrated
by higher protection of the processed forms. This problem has been compounded
by previous negotiations, in which ‘concessions’ on raw-material tariffs have only
served to increase the protective bias against the processed products.*’ But this is
very difficult to evaluate from nominal tariff information. (In the Uruguay Round
negotiations, the European Community’s offer on tropical products may well be
repeating this phenomenon. **)

Note that the extent of the escalation problem may tend to be under-estimated by
the low nominal tariffs applying to the early stages of processing. But even a tariff
of 5 per cent on low-processed commodities can provide very high effective
protection because value added is generally a small fraction of the total price.

Evaluating Domestic Concessions

In their role of concession givers, the ERA should also have an important
attraction to negotiating governments. The availability of ERA data and an
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ERA-computing facility can inform governments of the real effect on relative
assistance levels — and hence on the incentives to allocate resources in different
industries — of giving particular concessions. It would thus help them to design a
set of offers which is consistent with what each government really wants to do in its
industry policy. At present the most common form of evaluation of concessions is
a simple assessment of ‘trade coverage’. This form of assessment conveys almost
no information about the effect of a concession on those industries potentially
affected and the information which it does convey is often misleading. It is quite
likely that many such ‘concessions’ in the past have actually worsened resource
allocation in the countries concerned.

The relevance of the ERA would be equally applicable to ‘formula’ cuts in
protection. The domestic value of such approaches could be evaluated by the effect
on disparities in effective rates. For example, the ‘Swiss formula’ used in the
Tokyo Round negotiations was designed to reduce high tariffs more than low
tariffs, thus reducing disparities and improving resource allocation.** In practice,
most countries excluded ‘sensitive’ items from the formula cuts, raising the
possibility of them actually widening assistance disparities as a result. Effective-
rate analysis would help governments determine in advance whether or not that
would occur.

It emerges that the ERA provides information which could help negotiating
governments get a better understanding of the domestic effects of their own
concessions and of the effects on net levels of public assistance in foreign markets
(and hence on market access for their exporters) of other countries’ concessions.
The question is whether the ERA could play a more central role in the negotia-
tions. The possible uses of the ERA in the negotiations proper are similar to that
proposed for the PSE. *® Two which have been mentioned are to use the ERA quite
explicitly in concession-swapping or to use it as a device for monitoring the
outcome of negotiations.

ERA as ‘Negotiating Coin’

Exporters are concerned to get access commitments which will not be eroded by
alternative forms of assistance to outputs or by increased assistance (reduced
penalties) on inputs. The tariff and other nominal measures are deficient in this
respect — they tell only part of the story. So the question is whether the ERA could
provide a more meaningful focus for the exchange of concessions; that is, whether
countries could swap concessions on ERAs instead of tariffs. For example,
country A might undertake to reduce the ERA on motor vehicles by say 50 per cent
over five years and country B might make a similar commitment in terms of the
ERA on textiles. *!

Under such an approach, each country could presumably choose the forms of
assistance that it wished to reduce, as long as the overall objectives were met in the
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appropriate period (like the ‘zero 2000’ option for PSEs originally proposed by the
United States). This would require, however, the combining of instrument-
specific negotiations into just one negotiating group on ‘industry assistance’,
although there could be separate groups for manufacturing, agriculture or natural
resources.

At a technical level, this approach would present some problems:

(a) As noted earlier, individual ERA values are not informative unless
related to a scale of other domestic ERAs. Thus ERAs for particular
industries are not internationally comparable — an international target for an
industry ERA would make no economic sense.

(b) The ERA (like the PSE) is a ‘construct’, not a policy instrument in its
own right (like the tariff or quota), and therefore cannot be directly manipu-
lated by governments.

(c) Because of the wide range of measures on which the ERA is based —
both on outputs and on inputs — changes for one industry or commodity will
have ramifications for other areas, making it very difficult to meet ERA
targets for many industries simultaneously.

(d) Moreover, where non-tariff measures are involved, the ERA can shift
about through exchange-rate changes alone.

These characteristics mean that, to be practicable, any liberalization agreement
based on the ERA would need to set approximate goals (such as a ceiling level or
range to be reached in a certain period) and be very broad in its product coverage.
This may not be attractive to ‘access seekers’ who have particular priorities in
mind; and for ‘concession givers’ the objective should be to reduce the dispersion
in effective rates, not just the average.

ERA as a ‘Yardstick’

The Australian Government has proposed that the ERA be used, not as
negotiating coin, but as a ‘yardstick’ for monitoring the effect of liberalization in
the Uruguay Round negotiations on actual assistance outcomes. In other words,
the ERA could provide a means of determining whether the agreed reductions in
particular trade barriers were having the intended effect on overall protection
levels.

It was observed earlier that the ERA has been used in Australia to monitor
trends in protection levels since the late 1960s and has played a useful role in
informing the community about whether things have been getting better or worse,
as well as who is getting what. There is no technical reason preventing this from
being done as part of an international commitment.

There may nevertheless be some resistance among GATT members to using the
ERA in this way. The GATT is a contract. Negotiated agreements to reduce trade
barriers are ‘binding’ and failure to comply, or reneging on previous agreements,
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has consequences — principally retaliation. In this context, there may be reluc-
tance to adopt a performance indicator that is broader than the particular measures
on which a commitment is made in the negotiations.

From a GATT-legal perspective, trends in countries’ ERAs would in any case
be ‘inadmissible evidence’. It would still be necessary to find out which particular
measures have been implemented or changed in contravention of GATT com-
mitments.

A more acceptable monitoring role for the ERA within the GATT may be in the
recently agreed Trade Policy Review Mechanism, because of its more general
informational function. The question of what the technical nuts and bolts of this
mechanism are to be was not decided at the mid-term review. But it seems clear
that if it is to go beyond the existing half-yearly Council reviews of protectionist
developments — in terms of creating a general awareness of the effects of
particular countries’ policies — it will need to draw on some basic measurement
techniques. At the very least, it will be necessary to translate existing barriers of
various kinds into an aggregate nominal measure (such as nominal tariff equiv-
alents); having gone that far, the computation of effective rates would not require
much additional effort, for a greater informational reward.

Motivation Problem

The use of the ERA, or any other form of measurement of public assistance, in
an international context is greatly independent on the ‘goodwill’ of the countries
concerned. This article began by noting that one of the reasons for the lack of
information on the ‘new protectionism’ is that some governments and protected
industries have wanted it that way.

In GATT negotiations, participating countries have traditionally seen the gains
from reciprocal reductions in trade barriers as coming from other countries’
concessions, the ‘costs’ from their own concessions. (The very word ‘concession’
implies this.) Countries have therefore generally sought in negotiations to maxi-
mize foreigners’ concessions while minimizing their own; meanwhile, in home
capitals the pressure to grant protection has been met in other, less transparent
ways.

In this game plan, governments would seem to lack the motivation to expose
their policies to external scrutiny. The ERA is highly vulnerable in these circum-
stances, as there is considerable scope for governments to manipulate it if they so
desire. This is especially so where non-tariff measures are involved, but it applies
also to other aspects of the computation procedure. There is only so much that the
GATT could do to ‘police’ this, short of the GATT Secretariat taking over the
whole estimation process. But this would be a costly option and ultimately there
would still be difficulties of access to necessary information if governments
preferred to exclude it.*
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In an international context, another possible sticking-point in using aggregate
measures of assistance is getting agreement on the range of measures to be
included. This has already come up in the negotiations on agriculture. When
conducted as a GATT exercise it is inevitable that ‘protection’ or ‘assistance’ will
be defined in GATT terms, which raises the possibility that some measures which
have trade and resource-allocation effects may be left out.

These problems do not arise when governments’ motivation for measuring
public assistance is a domestic one — as an aid to policy formulation or as part of a
programme of reform of domestic distortions. In that case, what counts most is
‘getting it right’.

CONCLUDING REMARKS

The concern within the GATT to find ways of identifying and quantifying the
effects of trade barriers, particularly non-tariff measures, is well founded. The
‘new protectionism’ has been able to spread largely because of its lack of
transparency. Non-tariff measures need to be brought into the light before
something can be done about them.

As a technical device for increasing transparency, the ERA, despite some
theoretical shortcomings, has a number of attractions. The effective-rate concept
makes it possible to capture, in a single index, the effects on different industries of
a wide range of assistance measures throughout the economy. It is more informa-
tive about relative assistance levels than nominal measures and, while falling short
of economy-wide models in explanatory power, its resource requirements are
relatively modest.

It should nevertheless be recognized that the efficacy of any tool for measuring
protection depends on the context in which it is used. If the ERA and any other
such analytical and expository techniques are to have an impact on policy
outcomes, they will need to be complemented by institutional arrangements that
ensure (i) their integrity, (ii) that the information they contain is communicated
effectively to those affected and (iii) that the views of these groups can be brought
to bear on the policy-making process.*’ The GATT, and the new Trade Policy
Review Mechanism in particular, provides one set of institutional arrangements at
the international level. Attention now needs to be given to domestic institutions,
such as the Industries Assistance Commission in Australia, to promote transpar-
ency at the national level where policy is actually made.

1. This article draws on material distributed to participants in a course on ‘Assistance Evaluation
Methods’ conducted at the Centre for International Economics, Canberra, in February 1989. Helpful
comments on an earlier draft were received from Winton Bates, Maicolm Bosworth, Sandy
Cuthbertson, Peter Gallagher, Herb Plunkett, Andy Stoeckel and David Vincent.
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‘The bane of political economy has been the haste of its students to possess
themselves of a complete and symmetrical system, solving all the problems before
it with mathematical certainty and exactness. The very attempt shows an entire
misconception of the nature of those problems and of the means available for their
solution’ — T.E. Cliffe Leslie, Essays in Political and Moral Philosophy (1879)



