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Foreword

The Institute of Applied Economic Research (IAER), successor institution of the
International Institute of Quantitative Economics founded in 1969, has been
active in its present form since April 1976. The IAER has firmly established itself
as Concordia University’s Institute for programs of socio-economic research and
training related to both the developing world and Canada.

The IAER envisages the most fundamental problems of economic and social
development in the developing world to be: efficient use of scarce economic
resources; creation of employment opportunities; overpopulation; food avail-
ability and the development of the rural sector; equitable distribution of income;.
development of an indigenous research capability and planning of educational
systems; and, the social implications of alternative development strategies. These
problems require new kinds of international collaboration between the develop-
ed and developing countries.

For the industrialized countries, such as Canada, the IAER sees some of the
major problems of economic and social development to be: management of
natural resources, especially energy; perservation of the environment; improve-
ment and management of urban public services; regional economic disparities;
inflation and unemployment; and the development of socially acceptable income
policies. These problems require improved forms of collaboration at the national
level among universities, the public, government institutions and the private
sector.

The IAER, through international and Canadian collaboration, attempts to
make a contribution to the solution of some of these problems. In order to begin
effectively the task of conceptualizing, defining and analysing these fundamental
problems, the IAER utilizes the most modern methods of scientific analysis
available, as well as the services of recognized experts in the relevant fields, who
participate as Senior Research Advisors and Research Associates.

The IAER’s contribution to the solution of some of these major problems,
referred to in the preceding statement, takes the form of:

(1) initiating, organizing and implementing major economic research projects,
at both international and Canadian levels, occasionally in collaboration with
other research institutes and interested specialists;

(2) organizing seminars and conferences on specific economic issues of partic-
ular international and Canadian interest; and

(3) serving as a link between Concordia University and the Canadian private
sector with the objective of increasing the latter’s awareness of participation in,
and support for applied economic research.

The TAER, given its expertise and experience, believes that it has a useful and
necessary role to play both in the developing world and in Canada.

Professor Vittorio Corbo
Director, IAER




Preface

The purpose of this study is to present an analysis of Canada’s trade with the
developing world that can contribute to the formulation of Canadian policies on
this issue.

This new interest of less developed countries (LDCs) in increasing trade
among themselves and with the developed world is putting and will put heavy
pressure on developed countries — and Canada in particular — to decrease or at
least to keep their barriers to trade with LDCs. Furthermore, one would also
expect that most of the increase in trade will come from trade in manufactures.

This study is organized in four parts and several appendixes. Part I provides a
background to the study and contains two chapters; Chapter | reviews the trends
in trade policies of developing countries and Chapter 2 discusses the direction
and commodity composition of Canada’s trade. This is a descriptive chapter in
which (as in the entire study), special emphasis is put on Canada’s trade with
different areas in the developing world.

In the second part of the study, we analyse Canada’s barriers to trade with
developing countries. In Chapter 3, we review the different measures of bias in
tariff barriers and, in Chapter 4, we present the empirical evidence on tariff bias,
in also comparing Canada’s bias with that of the European Economic
Community (EEC).

In Part I1I of the study, we analyse Canada’s trade flows with the developing
world by using a market-share model to decompose changes in trade flows. This
part of the study consists of Chapter 5, in which we analyse Canada’s export
flows, and Chapter 6, in which we analyse Canada’s import flows. In Part 1V, we
analyse how the trade flows of Part Il and III have been and could be affected by
existing and alternative tariff regimes and preferential systems. This part of the
study consists of three chapters. In Chapter 7, we analyse how existing and
potential tariff schemes have affected and could affect imports into Canada from
the developing world. In Chapter 8, we discuss the whole issue of preferential
tariffs for LDCs. Finally, in Chapter 9, we present a summary and our main
conclusions.

In carrying out this study, we have become indebted to many people. First, the
Economic Council of Canada for providing financial support for undertaking
the study. André Barsony and Roy Mathews of the Economic Council of Canada
are to be thanked for reading the manuscript and providing many valuable
suggestions. We are grateful to Dick Brown and several of his colleagues at the
Department of Industry, Trade and Commerce for their assistance with basic
data inputs. We are also thankful to J. Ahmad, H. Lary, G. Reuber and D.
Wakid as well as three anonymous referees for detailed comments and
suggestions on a previous draft of this manuscript. Many thanks are due to Lucie
Brault for her highly competent and most dedicated research assistance. Also we
thank Veronica Corbo, Dems Groulx, Joe Italiano, Panagiotis Lazaridis,
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Anahid Mamourian, Genio Staranczak and José Vrljicak for their programming
and research support, and Tamara Woroby for background work done on non-
tariff barriers.

Seminars at University of Manitoba, Université de Montréal, Université de
Québec a Montréal, Miami University of Ohio, and University of South
Carolina provided many valuable insights.

The Institute of Applied Economic Research (IAER) of Concordia University
besides administering the research grant provided us with the facilities and an
atmosphere essential for carrying out this research. The views expressed herein
are the authors’ responsibility and do not necessarily reflect those of the IAER
and/or Concordia University.

Typing assistance was provided by Esther Massa and Melanie Neufield.




Part I
Background to the Study



1 Trends in Trade Policies of Developing Countries: An Overview

Two main events have shaped the foreign trade
policies of developing countries (LDCs) from the
1930s onwards: the Great Depression and the Second
World War. A strong drive by the LDCs for reduced
dependence on the world economy was stimulated by
the Great Depression, which caused a substantial fall
in export earnings and, through worldwide deflation,
an increase in their real foreign debt. As a result of the
Second World War, the LDCs experienced another
major disruption; although the markets for their
exports were buoyed up, the desired imports were
unavailable due to the shift in the production struc-
ture of the more developed countries (MDCs)
towards war materials. Hence, once again the
dependence on trade had undesirable effects on the
functioning of their economies. Developments fol-
lowing the war reinforced the lessons learned from
the Great Depression and gave further impetus to the
desire to decrease reliance on international trade.
These experiences played an important role in the
widespread adoption by developing countries of
import-substitution policies, which have since
affected their economic structure. As a consequence,
the orientation of LDCs shifted away from inter-
national trade to economic expansion based more on
production for the domestic market.

Evidence has been accumulating in recent years
that, as a result of the policies used to pursue the
import substitution strategy (overvalued currencies,
discriminatory tariffs, quotas, and so forth), a very
particular structure of effective protection rates has
been created. This structure, besides discriminating
against exports (largely agricultural and mining
products), is characterized by a degree of dispersion
in the rates of protection, which could not in most
cases be justified by any of the traditional arguments
for protection such as creation of externalities, infant
industry, and so on. As documented in studies' by
the Organisation for Economic Co-operation and
Development (OECD), by Balassa and Associates,
and by the National Bureau of Economic Research
(NBER), the import substitution policies not only
failed to halt the steady growth of imports but also
led to stagnation of exports and a series of other

undesirable effects. First, was the development of
inefficient and evergrowing bureaucracies to enforce
the often contradictory trade regimes regulations.
Second, the economies became even more dependent
on imports for the import substitution policies, while
reducing consumer goods dependence, increased
considerably dependence in raw materials and capital
goods. The creation of a domestic industry geared to
production of previously imported goods decreased
imports of such goods, but requirements of raw
materials and capital goods for these new industries
increased imports of this type. The crucial difference
was that these latter imports could not be cut as easily
as had been the case under consumer goods depend-
ence, for such a cut would lead to unemployment and
underutilization of capacity with a consequent defla-
tionary impact on the level of economic activity.
Third, resource misallocation ensued, as evidenced
by empirical studies of domestic resource cost, which
are available for many developing countries.? These
studies generally agree that an important cause of
resource misallocation has been protectionism,
which closed the door to external sources of com-
petition. Fourth, lack of competition became a
problem in the industrial sector because the small size
of the market prevented the emergence of more than
a very few firms. Finally, distortion in factor prices
tended to occur through various forms of capital
goods subsidization such as a multiple exchange rate
system, preferential interest rates, import priveleges,
and so on, Similarly, liberal labour policies often led
to high wage costs.

During the 1960s, in what Hirshman (1968) has
called a “case of historical acceleration,” the import
substitution strategy became subject to increasing
criticism in the development literature. During this
period too, the favourable export performance of a
few developing countries following more open trade
regimes (South Korea, Taiwan, and the Philippines)
demonstrated the potential benefits of export pro-
motion policies. As a consequence of these two
perceptions, there has been a reorientation towards
export expansion strategies during the 1970s, mani-
fested not only by the policies of particular countries,



4 Trends in Trade Policies

but also by the strong emphasis given to the problem
of manufactured exports from LDCs in the New
International Economic Order (NIEO).

The advantages of export promotion policies,
especially for small developing countries, arise
primarily from the static and dynamic resource allo-
cation gains derived from the exploitation of com-
parative advantages. These gains come from econ-
omies of scale derived from specialization; increase
in overall efficiency from the learning process in-
volved in international trade, such as quality control,
and development of new organizational and produc-
tion techniques; and development of international
competition in the small home market.? Further, the
employment implications of export expansion seem
to be more promising than is the case with import
substitution. Evidence from the NBER project on
“Employment Implications of Trade Strategies™
shows that, especially for trade with developed
countries, export expansion creates substantially
more employment than import substitution.

A major disadvantage of such policies is the
protectionist reaction that might be engendered
in the developed world. With a wide front of third
world countries promoting their manufactured ex-
ports, threatened labour intensive industries in
MDCs have already begun to clamor for protection.
Such a reaction by MDCs (which we see below seems
to be taking place in Canada) could drastically
limit the success of this policy, since the developed
world is, and must continue to be, the largest market
for the manufactures of LDCs.>

Given the mounting evidence on benefits export
promotion policies, plus the danger of these policies
being undermined by MDC trade restrictions, it is
not surprising that the developing countries have
been pressing for easier entry into these markets.
The issue of such access is presently one of the main
problems in the discussion on North-South relations
in international fora.® Although this discussion is
manifested in many institutional forms, perhaps the
best known is the proposal for a New International
Economic Order (NIEO). The proposals for a NIEO
cover a number of different areas, in particular,
trade, investment, aid, and transfer of technology.’
In the present study, our concern is entirely with
the trade issue. On this issue, the NIEO proposes a
restructuring of trade barriers in developed countries
s0 as to favour the manufactured exports of LDCs or
at the very least to avoid discrimination against them,
whether this is in the form of bias in the tariff
structure, or in the form of non-tariff barriers.

it had been noted as early as the mid-1960s
(Balassa (1965), Johnson (1967)) that the developed

countries’ tariff structure discriminated against im-
ports from the developing countries in two ways:
first, tariffs escalate with the stages of processing
(the rates being higher on manufactured goods than
raw materials) so that the ratio of raw materials to
manufactures in MDCs imports from developing
countries is higher than comparative advantage
might dictate; and, second, the bias is particularly
strong in manufactured goods of particular interest
to developing countries (goods intensive in unskilled
labour) which face higher tariffs than other
manufactures.®

Discrimination in non-tariff barriers, it is alleged,
is largely directed against developing countries, often
quite explicitly. For manufactured goods, such bar-
riers (quotas, voluntary export restraints, and so
forth) are applied on goods that are widely conceded
to be those of “special interest” to developing coun-
tries, most particularly, textiles and clothing and,
more recently, electrical and electronic goods. In-
deed, the system has become internationally en-
trenched in such institutions as the new Multi-Fiber
Arrangement regulating international trade in tex-
tiles (replacing and enlarging the former arrange-
ments on cotton and GATT’s Textiles Surveillance
Board). Furthermore, most bilateral restriction
agreements limit imports specifically from devel-
oping countries. Finally, in the case of non-manu-
factured goods, especially food items (both processed
and unprocessed), bias is sometimes said to occur
in the application of health standards, in that ap-
proval is often harder to obtain for products from
developing countries. Thus, from the review of trends
in LDCs trade policies and proposals, the following
picture emerges. First, LDCs generally express
strong desire to partake once again in more open
international trade and to increase the volume of
their trade substantially. Second, it is clear that
they wish to expand the importance of their trade
with MDCs. Third, in this orientation, there is
a strong emphasis put on the rapid expansion of
manufactured exports from LDCs to MDCs, which
may require considerable easing of import restric-
tions in the developed world. Finally, although it is
not discussed in the literature on the NIEO that we
have reviewed, it should be implicitly clear that
greater trade means not only more exports from
LDCs to MDCs, but also increased opportunities
for the reverse flow.

In the above context, an analysis of Canada’s
trade relations with LDCs must address itself to the
following issues: on the aspects of imports into
Canada from LDCs, one should study the impor-
tance of LDC trade; its geographic composition;
and comparison of the import basket from LDCs




with the one from MDCs, particularly for manufac-
tured goods. Further, it will be important to analyse
the changes in this trade and its geographic and com-
modity composition. Finally in as much as tariff and
non-tariff barriers will affect the LDCs performance
in increasing exports, especially manufactures, to
MDCs, it will be imperative to investigate the
extent of such barriers and test for the possible
existence of a bias against LDCs.

On the export side, with the LDCs moving into a
phase of greater trading, there will undoubtedly be
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increased opportunities for selling in these markets.
Therefore, the nature of past Canadian exports to
LDCs is of considerable interest. Paralle! to our
concerns mentioned above for imports, we wish to
examine for exports as well the importance of LDC
markets, the geographical composition, and the
comparison of Canadian commodity exports to
LDCs with those from MDCs. As for imports, we
wish to analyse how these export factors have
changed over time and how well Canadian exports to
LDCs have fared in face of competition with exports
to LDCs from other MDCs.



2 Direction and Composition of Canada’s Trade Flows

In this chapter, we examine in detail the structure
of Canada’s trade, with special consideration to its
trade with developing countries. Most of our analysis
will be done by comparing trade during the second
half of the 1960s with that of the first part of the
1970s, using annual averages for the periods.! Fur-
thermore, the flows are analysed by commodity
groups and by regions of the world.

In our analysis, eight commodity groups are used:
(1) Food, Live Animals, Beverages and Tobacco
(SITC 0+1); (2) Industrial Materials (SITC 2+4);
(3) Fuels and Related Goods (SITC 3); (4) Chemicals
(SITC 5); (5) Manufactured Materials (SITC 6)2;
(6) Machinery and Transport Equipment (SITC 7);
(7) Miscellaneous Manufactured Articles (SITC 8);
and (8) Other Commodities (SITC 9). The Machin-
ery and Transort Equipment Group is further sub-
divided into Durable Consumer Goods (SITC
732+733) and Capital Goods (SITC 7 minus 732
and 733).

Countries have been classified into three major
sub-divisions, Developing Countries (LDC), Devel-
oped Countries (MDC), and Socialist Countries.
Furthermore, the LDCs have been divided into
four areas: Asia, Africa, Middle East, and Latin
America including Caribbean. These four areas
have been then further subdivided into regions as
follows: Asia: (1) East Asia and (2) Rest of Asia;
Africa: (3) South Africa, (4) West Africa, (5) East
Africa and Southern Africa; (6) Maghreb and (7)
Other Francophone Countries; Middle East: (8)
Oil Exporters and (9) Other Middle East Countries;
Latin America: (10) Caribbean, (11) Central Amer-
ica, and (12) Latin America Free Trade Association
Countries. The classification of individual LDCs
into these twelve regions appear in Appendix A.
MDCs and Socialist Countries are treated as one
group. In the rest of this chapter, DSC refers to
Developed Countries plus Socialist Countries.

In this chapter, we work with the four areas only;
subsequent analysis will also deal with the twelve-
region classification of LDCs.

CANADIAN MERCHANDISE EXPORTS

Canadian exports to developing countries as a
share of total exports were 7.52 per cent in the
period 1966-70 and 7.97 per cent in the period
1971-75 (Tables 2-1 and 2-2). To obtain some idea
of the relative position of Canada vis-a-vis the whole
developed world, we compare the above figures
with developed world exports in the period 1971-75.
Some 21.34 per cent of the total exports from the
developed world went to LDCs; of this amount, the
United States exported 31.22 per cent, Japan 44.30
per cent, and the nine members of the European
Economic Community 16.56 per cent of total exports
to the developing world (Table 2-3).

Canada’s small contribution of exports to the
developing countries might be anticipated inas much
as both are major exporters of natural resource based
commodities (Groups 1 to 3). If this explanation were
correct, the smaller weight in Canada’s export basket
should be particularly accentuated for primary com-
modities whereas, for others, it should probably
be higher in at least certain cases. Disaggregated
data suggest almost the opposite tendency, as shown
in Table 2-3. For every commodity group, LDCs
account for a smaller share of Canadian exports
than is the case for any other MDC region. A
slight exception to this is group | (Food, Live
Animals, Beverages and Tobacco), for which the
LDC share is somewhat higher in Canada (19.98)
than in the EEC (13.15).3

Turning to the regional distribution of Canada’s
exports to the developing world, we see in Tables
2-1 and 2-2 that Latin America is the main trade
partner accounting for about half of the exports
to developing areas in both periods. This predomi-
nance holds true for most of the commodity groups.
The only significant change over time has been the
approximate doubling of the Middle East share.

In Tables 2-4 and 2-5, we present the commodity
composition of ‘Canadian exports to the different
areas of the developing world. As may be expected,
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TABLE 2-1
Destination of Canadian Exports, by Commodity Group, 1966-70
Total, Total,
Middle Latin developing developed and Total,
Commodity Group Asia Africa East America world soc. world world
(Per cent) (Millions of
U.S. dollars)
I Food, live animals, beverages
and tobacco 4.83 1.43 1.21 7.59 15.16 84.94 1,596.7
2 Industrial materials 1.37 .60 22 1.39 3.57 96.43 2,906.0
3 Fuels and related goods .00 .00 .00 .05 .06 99.94 677.4
Total primary commodities 2.26 .78 49 3.13 6.65 93.35 5,180.0
4 Chemicals 3.95 99 31 4.72 9.97 90.03 4270
5 Manufactured materials 2.01 1.12 42 4.83 8.38 91.62 2,906.5
6 Machinery and transport
equipment 1.52 1.04 .53 4.65 7.74 92.26 3,737.8
6.1 Durable consumer goods 52 97 18 422 5.89 94.11 2,155.8
6.2 Capital goods 2.88 1.12 1.01 5.25 10.26 89.74 1,582.0
7 Miscellaneous manufactured
articles 1.1 .90 .40 6.69 9.10 90.90 177.5
Total manufactures 1.85 1.06 47 4.78 8.16 91.84 7,248.7
8 Other commodities 40 .84 1.56 324 6.03 93.97 91.5
Total exports 2.0t .94 49 4.08 7.52 92.48 12,520.3
Stage of fabrication
9 Raw materials 281 .66 .59 2.03 6.09 93.91 34443
10 Semi-finished products 1.93 1.09 S 4.60 7.99 92.01 4,681.0
11 End products 1.46 1.01 .54 5.15 8.15 91.85 4,395.0
TABLE 2-2
Destination of Canadian Exports, by Commodity Group, 1971-75
Total, Total,
Middle Latin developing developed and Total,
Commodity Group Asia Africa East America world soc. world world
(Per cent) (Millions of
U.S. dollars)
I Food, live animals, beverages
and tobacco 5.26 3.1 2.68 8.93 19.98 80.02 3,106.3
2 Industrial materials 1.76 .54 27/ 15577, 423 95.77 5,421.0
3 Fuels and related goods .01 01 .02 17 .20 99.80 3,194.8
Total primary commodities 2.21 1.07 .89 3.14 7.31 92.69 11,722.1
4 Chemicals 4.40 .86 48 5.14 10.88 89.12 823.5
S Manufactured materials 2.44 85 1.03 5.47 9.79 90.21 4,665.0
6 Machinery and transport
equipment 1.23 1.15 1.08 4.19 7.66 92.34 7,878.8
6.1 Durable consumer goods U Sit 41 3.04 4.23 95.77 4,815.6
6.2 Capital goods 2.74 2.16 2.14 6.01 13.05 86.95 3,063.2
7 Miscellaneous manufactured
articles .86 93 37 4.55 6.71 93.29 4534
Total manufactures 1.81 1.02 1.01 4.69 8.54 91.46 13,820.6
8 Other commodities 1.46 2.51 .61 3.75 8.33 91.67 86.0
Total exports 1.99 1.05 .95 3.98 7.97 92.03 25,628.7
Stage of fabrication
9 Raw materials 2.61 1.24 1.04 2.62 7.51 92.49 8,080.9
10 Semi-finished products 231 72 73 4.76 8.51 91.49 8,421.3
It End products 1.16 1.20 1.07 4.46 7.89 92.11 9,126.5




TABLE 2-3

Comparison of Exports to Developing Countries as a
Share of Total Exports, by Commodity Group, Canada,
United States, Japan, the European Economic Commu-
nity, and the average for All Developed Countries, 1971-75

Commodity United MDC
group Canada  States Japan EEC average
(Per cent)

1 19.98 36.47 41.20 13.15 20.94

2 4.23 23.93 56.16 7.59 12.67

3 0.20 16.62 76.83 5.13 6.76

4 10.88 38.97 52.27 19.37 25.80

5 9.79 33.79 49.28 15.03 21.01

6 7.66 31.52 43.45 21.99 25.87

7 6.71 25.58 32.49 10.38 14.27

Total

exports 1.97 31.22 44.30 16.56 21.34

the weight of total manufacturing is higher for the
developing countries than for the developed and
socialist countries (DSC) but the difference is ex-
tremely small. Further disaggregation begins to show
important differences, however. The weight for Du-
rable Consumer Goods is far lower for the devel-
oping world, especially in the period 1971-75, when
it was 9.96 versus 19.56 per cent (Table 2-5). But,

TABLE 24

Merchandise Exports 9

for capital goods, the portion going to the devel-
oping world is higher than the average for all
manufactures.

For primary commodities, the LDC share is lower
than the DSC one but, again, the difference is only
slight. Within this group, a substantial difference in
pattern is evident. Food items (group 1) is a far more
important component in the export basket to LDCs
(25 to 30 per cent over both periods) than to DSCs (10
to 12 per cent over the periods). On the other hand,
Industrial Materials and Fuels show the reverse
trend.

In Table 2-6, we compare, for the period 1971-75,
the commodity composition of Canada’s exports to
LDCs with that of the United States, Japan, nine
members of the EEC, and all MDCs exports to
LDCs. From this table, we observe that primary
commodities are much more important in Canada’s
exports to LDCs than in the export basket of other
MDGCs. The reverse is true for Total Manufactures,
where in every group but group 5 (Manufactured
Materials), Canada’s export share is lower than that
of other MDCs. The difference is specially accentu-
ated for group 6 (Machinery and Transport Equip-
ment), which has a weight of 29.5 per cent in

Composition of Commodity Groups of Canadian Exports, by Area of Destination, 1966-70

Total, Total,
Middle Latin developing developed and Total,
Commodity group Asia Africa East America world soc. world world
(Per cent)
| Food, live animals beverages
and tobacco 30.70 19.37 31.48 23.70 25.53 11.71 12475
2 Industrial materials 15.82 14.65 10.26 7.92 11.02 24.20 23.21
3 Fuels and related goods .01 .02 .01 .06 .04 5.85 5.41
Total primary commodities 46.53 34.04 41.76 31.68 36.59 41.76 41.37
4 Chemicals 6.71 3.59 2.16 3.94 4.52 3.32 341
5 Manufactured materials 23.27 27.60 20.05 27.45 25.87 23.00 23.21
6 Machinery and transport
equipment 22.57 32.717 32.55 34.03 30.72 29.78 29.85
6.1 Durable consumer goods 4.45 17.72 6.49 17.78 13.48 17.52 17.22
6.2 Capital goods 18.12 15.05 26.06 16.25 17.24 12.26 12.64
7 Miscellaneous manufactured
articles .78 1.35 1.16 2.32 1.71 1.39 1.42
Total manufactures 53.33 65.31 55.91 67.74 62.82 57.50 57.90
8 Other commodities 14 .65 238 .58 .59 .74 73
Total exports 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Stage of fabrication
9 Raw materials 38.56 19.22 32.95 13.66 22.25 27.94 27.51
10 Semi-finished products 35.97 43.30 28.24 42.07 39.70 37.20 37.39
1! End products 2547 37.48 38.81 44.27 38.05 34.86 35.10
(Millions of U.S. dollars)
Total exports 251.20 118.16 61.21 Sk 941.89 11,578.38 12,520.27
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TABLE 2-5
Composition of Commodity Groups of Canadian Exports, by Area of Destination, 1971-75
Total, Total,
Middle Latin developing developed and Total,
Commodity group Asia Africa East America world soc. world world
(Per cent)
| Food, live animals, beverages
and tobacco 3197 35.81 34.19 27.21 30.37 10.54 12.12
2 Industrial materials 18.63 10.83 8.26 8.33 11.23 22.01 21.15
3 Fuels and related goods .03 .08 22 .54 31 13.52 12.47
Total primary commodities 50.63 46.72 42.68 36.08 41.90 46.07 45.74
4 Chemicals 7.09 2.61 1.64 415 4.39 3.11 3.21
5 Manufactured materials 22.30 14.70 19.78 25.03 22.36 17.84 18.20
6 Machinery and transport
equipment 18.96 33.61 35.00 3241 29.51 30.85 30.74
6.1 Durable consumer goods 2.52 9.06 8.11 14.36 9.96 19.56 18.79
6.2 Capital goods 16.44 24.54 26.89 18.05 19.56 11.29 11.95
7 Miscellaneous manufactured
articles .76 1.56 .69 2.02 1.49 1.79 1.77
Total manufactures 49.12 52.48 57.11 63.61 STINTS 53.60 53.93
8 Other commodities 25 .80 22 a7 35 .33 34
Total exports 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Stage of fabrication
9 Raw materials 41.26 37.11 34.52 20.77 29.68 31.69 31.53
10 Semi-finished products 38.06 22.38 25.32 39.28 35.08 32.67 32.86
11 End products 20.68 40.51 40.16 39.95 35.24 35.64 35.61
(Millions of U.S. dollars)
Total exports 510.66 269.57 243.43 1,019.88 2,043.55 23,585.11 25,628.66

TABLE 2-6

Comparison of Composition of Commodity Groups of
Exports Destined for Developing Countries, Canada,
United States, Japan, the European Economic Commu-
nity, and the Average for All Developed Countries, 1971-75

Commodity United MDC
Group Canada States  Japan EEC average
(Per cent)
1 30.37 18.07 1.76 8.47 10.67
2 11.23 8.93 2.36 1.80 4.36
3 31 1.84 .60 1.47 1.38
Total
primary
commodities  41.91 28.84 4.72 11.74 16.41
4 4.39 10.66 7.86 13.18 11.00
S 22.36 11.40 34.84 21.26 21.53
6 29.51 42.11 46.43 46.53 43.88
7 1.49 4.69 5.29 6.09 5.71
Total
manu-
factures 57.74 68.86 94.42 87.06 82.13
8 39 2.30 .86 1.20 1.47
Total
exports 100.00 100.00 100.00 100.00 100.00

Canada’s export basket to LDCs and a weight of over
40 per cent in the export basket of other MDCs.#

Let us consider the pattern for each of the LDCs
areas in turn: In exports to Asia, as shown in Tables
2-4 and 2-5, the weights of Food, Fuels, Manufac-
tured Materials and Miscellaneous Manufactured
Articles (groups 1, 3, 5,and 7) are very close to that of
the LDC average. On the other hand, Industrial
Materials and Chemicals (groups 2 and 4) are
considerably more important while Machinery and
Transport Equipment (group 6) is of lesser impor-
tance. This is particularly so for Manufactured
Materials and Miscellaneous Manufactured Articles
for the period 1971-75. For Africa, the pattern
changes from the first period to the second. In the
first period, primary commodities were slightly below
the LDC average and Manufactured Goods slightly
above, with the exact opposite situation in the second
period. The difference is mainly due to the substantial
rise in the weight of Food (group 1) from 19.37 to
35.81 per cent. As shown in Appendix B, this is
attributable to much higher Canadian exports to
Africa of wheat (SITC 041), which rose from about
$14 million in the first period (12 per cent of the




basket) to $82 million in the second period (30 per
cent of the basket), as food aid to the drought-
stricken Sahel increased. For the Middle East, pri-
mary commodities are of slightly higher weight and
manufactures slightly lower weight than the LDC
average although in the second period the difference
in very small. At a higher level of disaggregation, the
major variation from the average occur for Food and
Live Animals (group [), which are considerably
above, and Manufactured Materials, which are some-
what below the average. An important variation over
time is the increase in the weight of Machinery and
Transport equipment, which is above the average for
both periods but far above so in the second period.
This no doubt reflects the increased purchasing
power of oil producing countries and their substan-
tial investment in infrastructure. Latin America,
which as we noted 1s the major market for Canada’s
exports, purchases relatively less primary commod-
ities and relatively more manufactured goods than
the LDC average. The most important difference in
the Latin America basket is the higher weight for
Manufactured Materials. In fact, Latin America is
the only area where this value is above the average in
the second period. The importance of this is largely
attributable to paper and paper board products
(SITC 641, which includes newsprints) accounting
for about 10 per cent of exports to Latin America in
both periods (See Tables B-1 and B-3in Appendix B).

Despite this variation across the areas, the overall
pattern for LDCs is not far from being representative
of the individual areas.

At the bottom of Tables 2-4 and 2-5, the commod-
ities are grouped in accordance with Statistics Canada
classification by stage of fabrication. In relative
terms, the major portion of Canadian exports to
LDCs is in semi-finished and finished (end) products,
which account for nearly 78 per cent of the total in the
first period and 70 per cent in the second. For the
DSCSs, the importance of these goods is slightly
lower but shows the same trend going from 72 per
cent in the first period to 68 per cent in the second
period. Within the developing world, a far greater
variation about the LDC average than revealed by
the commodity group analysis is apparent. Asia
stands out as being substantially above the average
for raw materials and substantially below the average
for end products. Africa’s basket composition is not
unstable over time as the figures suggest, the compo-
sition in 1971-75 being distorted by the large increase
in wheat exports in reaction to the Sahelian drought.
To allow for this effect somewhat, we revalued group

1 exports to Africa in 1971-75 by assuming the same
growth rate as for all Canadian group ! exports,

(the African share in this being only 3 per cent).
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Using this projected value, we found the share of
food in the African basket to be 20 per cent instead
of the 35.81 per cent shown in Table 2-5. This is
essentially unchanged from the value of 19.37 per
cent for 1966-70 (Table 2-4). The share of other
groups under this assumption is also quite stable over
time. Semi-finished goods show the opposite tenden-
cy falling from 43 to 22 per cent of the basket.

The composition of the Middle East basket does
not change very much over time and is not nearly as
different from the LDC average as it is the case for
Asia and Africa. Raw materials are somewhat higher
than the average. Semi-finished products are below
average and end products above the average particu-
larly in the second period. We have seen earlier that
Latin America is the only area where the weights of
primary commodities is below the LDC average. This
is shown even more dramatically by the stage of
fabrication data: thus, whereas raw materials ac-
count for 22 and 30 per cent of the LDC basket in the
two periods, the comparable values for Latin
America are 14 and 21 per cent.

At a higher level of disaggregation (three-digit
SITC), there are three main commodity categories
with respeet to total exports of Canada to the
developing world (see Appendix B). Wheat (SITC
041) had a share of 12.3 per cent in the 1966-70 period
and 19.7 per cent in the 1971-75 period. Road Motor
Vehicles (SITC 732) had ashare of 13.4 per cent in the
first 9.9 per cent in the second period. Paper and
Paper board (SITC 641) had shares of 8.6 per cent
and 8.4 per cent in the two periods. In total, these
products accounted for 34 and 38 per cent of
Canadian exports to LDC in the two periods. The
same three products comprised 31 and 30 per cent of
Canadian exports to the DSC. Clearly, they are
important not only in Canadian exports to the LDC
world but also in Canada’s total export basket.

Within the developing world, there are some
important regional differences. Wheat is especially
important in trade with Asia, Africa, and the Middle
East; in the 1971-75 period, it represented respec-
tively 28.1, 30.5, and 17.6 per cent of Canada’s
exports to these areas. On the other hand, trade with
Latin America is dominated by Road Motor Vehicles
and Pulp and Paper although, in the second period,
Wheat was higher than Pulp and Paper.

To conclude our analysis of Canada’s export to the
developing world, one may observe three principal
characteristics of these trade flows. First, the com-
position of these exports is not nearly as different -
from exports to DSC as one might expect, primary
commodities accounting for about 35 to 40 per cent



12 Canada's Trade Flows

in the LDC basket, compared with 40 to 45 per cent
in the total export basket. Underlying the total for
primary commodities, however, Food items are far
more important in the LDC basket while Industrial
Materials are far less important. Second, over time
the importance of the primary commodity group has
increased in the baskets both to the DSCs and the
LDCs. Third, over 30 per cent of total exports is
accounted for by only three commodity categories in
both baskets: Wheat, Road Motor Vehicles, and
Paper and Paper Board Products. Finally, one may
add that these three characteristics are equally appli-
cable to the individual areas within the developing
world.

CANADIAN MERCHANDISE IMPORTS

Canadian imports with origin in developing coun-
tries were 8.70 per cent of total imports in the
period 1966-70 and 11.92 per cent during 1971-75
(Table 2-7 and 2-8).

Behind these average figures, there are important
differences by commodity group and by areas of
origin. The developing world in the period 1966-70
provided 26.14 per cent of the imports of Food, Live
Animals, Beverages and Tobacco, 20.70 per cent of

the imports of Industrial Materials, and 66.72 per
cent of the imports of Fuel and Related Goods. These
percentages in the same order were 23.33, 15.50, and
80.09 per cent in the period 1971-75.

For the whole category of primary commodities,
which includes the three commodity groups listed
above, developing countries provided 37.01 per cent
of Canada’s imports in the period 1966-70 and 44.97
per cent in the period 1971-75. With respect to the
imports of manufactured commodities, a group of
special concern to developing countries, only 1.93 per
cent of Canada’s import of these commodities were
provided by developing countries in the period 1966-
70 and 3.03 per cent in the period 1971-75.

As a way of comparing the Canadian market for
LDC exports with the market provided by other
MDCs, we compare the above figures with the ones
for other developed countries. For individual MDCs,
the share of their imports with origin in LDCs in the
period 1971-75 was: United States 33.90 per cent,
Japan 48.64 per cent, nine members of the EEC 21.59
per cent, and the average for all developed countries
was 24.76 per cent (Table 2-9).

As a counterpart to our argument of the previous
section, one might expect that the smaller share of

TABLE 2-7
Area of Origin of Canadian Imports, by Commodity Group, 1966-70
Total, Total,
Middle Latin developing developed and Total,
Commodity group Asia Africa East America world soc. world world
(Millions of
(Per cent) U.S. dollars)
1 Food, live animals, beverages
and tobacco 3.25 7.57 .46 14.86 26.14 73.86 869.7
2 Industrial materials 4.69 2.83 .26 12.91 20.70 79.30 657.4
3 Fuels and related goods .00 2.78 12.11 51.84 66.72 33.28 679.4
Total primary commodities 2.68 4.68 3.99 25.66 37.01 62.99 2206.5
4 Chemicals .1 .07 .06 .99 1.23 98.77 640.0
5 Manufactured materials 3.61 .62 41 37 5.01 94.99 1776.2
6 Machinery and transport
equipment .09 .02 .00 .03 13 99.87 5503.3
6.1 Durable consumer goods .00 .01 .00 .00 .01 99.99 2326.6
6.2 Capital goods 515) .02 .00 .04 22 99.78 3176.7
7 Miscellaneous manufactured
articles 5.94 .05 17 .28 6.44 93.56 1090.8
Total manufactures 1.49 14 NE .19 1.93 98.07 9010.3
8 Other commodities 1.08 21 13 1.1l 2.52 97.48 241.8
Total imports 1.71 1.02 .85 5.12 8.70 91.30 11458.5
Stage of fabrication
9 Raw materials 5 3.21 5.97 26.16 36.11 63.89 1430.0
10 Semi-finished products 3.52 .83 35 5.31 10.01 89.99 2364.5
t1 End products 1.33 .67 .05 1.13 3.18 96.82 7664.1




TABLE 2-8

Merchandise Imports 13

Area of Origin of Canadian Imports, by Commodity Group, 1971-75

Total, Total,
Middle Latin developing developed and Total,
Commodity group Asia Africa East America world soc. world world
(Millions of
(Per cent) U.S. dollars)
1 Food, live animals beverages
and tobacco 275 8.54 25 11.67 23.33 76.67 1912.8
2 Industrial materials 4.85 2.11 .09 8.45 15.50 84.50 1167.7
3 Fuels and related goods .80 3.98 37.66 38.44 80.09 19.91 2159.3
Total primary commodities 2.08 5.23 15.67 21.99 44.97 55.03 52399
4 Chemicals 22 .16 .10 .67 1.15 98.85 1338.2
5 Manufactured materials 3.47 .68 .32 1.38 5.85 94.15 3684.9
6 Machinery and transport
equipment .54 .02 .02 .20 .78 99.22 12070.0
6.1 Durable consumer goods .07 .01 .00 .05 .13 99.87 5575.9
6.2 Capital goods .95 .83 .03 .33 1.33 98.67 6494.1
7 Miscellaneous manufactured
articles 10.52 .05 .20 1.07 11.92 88.08 2180.4
Total manufactures 2.21 .16 1 .56 3.03 96.97 19273.4
8 Other commodities 1.83 75 .28 1.75 4.60 95.40 276.1
Total imports 2.18 1.24 3.40 S.10 11.92 88.08 24789.5
Stage of fabrication
9 Raw materials .52 341 2222 23.90 50.05 49.95 3675.8
10 Semi-finished products 349 .69 31 3.99 8.48 91.52 4692.5
11 End products 2.17 .90 .07 1.21 4.36 95.64 16421.2

TABLE 2-9

Comparison of Imports from Developing Countries as a
Share of Total Imports, by Commodity Group, Canada,
United States, Japan, the European Economic Commu-
nity, and the Average for All Developed Countries, 1971-75

Commodity United MDC
group Canada States  Japan EEC average
(Per cent)

I 23.33 55.70 35.28 23.31 30.54

2 15.50 34.62 33.16 25:39 28.80

3 80.09 73.54 81.70 72.84 7291

4 1.15 12.24 7.82 3.03 4.29

5 5.85 18.90 40.51 9.69 11.85

6 .78 9.84 7.29 1.84 3.36

7 11.92 38.11 30.19 11.48 17.46

Total

imports 11.92 33.90 48.64 21.59 24.76

imports from LDCs for Canada is due to both
Canada’s and the LDCs’ being exporters of primary
commodities. The data of Table 2-9 do not support
this explanation. If this was indeed the reason,
Canada’s share of primary commodities imported
from developing countries relative to its total com-
modity imports from the third world would be lower
than that for other developed countries. However, in
all primary groups, the ratio of the primary com-

modity to total imports is in fact higher: for group 1,
by a margin of 2.0 for Canada versus 1.2 for the
average of all developed countries; for group 2, 1.3
versus 1.2; and for group 3, 6.7 versus 2.9. Evenona
trilateral comparison, the result holds.3

If we return to the areas of origin of imports from
the developing world, we find that, for commodity
groups | and 2, Latin America supplied over half of
Canada’s imports from LDCs. On the other hand, for
total manufactures, the main supplier within the
developing world was Asia, which provided 77.2 per
cent of Canada’s imports from developing world in
the period 1971-75. Within the manufactured com-
modities categories, Canada’s imports from Asia’
were especially important for groups 5 and 7 (Table
2-8).

In Tables 2-10 and 2-11, we present the commodity
composition of Canadian imports from different
areas of the world. If we compare the developing
world basket with that of the developed and socialist
world, we observe that the proportion of primary
commodities imported from the LDCs is substan-
tially higher than that from the DSCs; it was 81.92
per cent versus 13.28 per cent in the 1966-70 period
and 79.78 per cent versus 13.20 per cent in the 1971-75
period. Of course, the relative proportions are re-
versed for total manufactures.




14 Canada’s Trade Flows

In Table 2-12, we compare, for the 1971-75 period,
the commodity composition of Canada'’s imports
from LDCs with the one for imports to the United
States, Japan, the nine members of the EEC, and the
average for all developed countries of imports from
LDCs. From this table, we observe that the composi-
tion of Canada’s import basket is very similar to the
one for the EEC and for the average for all MDCs,
Slight differences are found for Fuels and Related
products (group 3) and for Industrial Materials
(group 2). The former group has a higher weight and
the latter a lower weight in Canada’s import basket.

Some important differences in the compositions of
Canada’s imports from various areas of the devel-
oping world are to be found, however. Asia for
example, contributed virtually no Fuels and Related
Goods (group 3) to Canada’s imports of this com-
modity (Tables 2-10 and 2-11). Hence, a more
accurate comparison of the shares of the various
components in the basket of imports from Asia with
the averages of commodities imported from all
developing countries would exclude group 3 from the
lineup. This is done in Table 2-13, which also
redistributes the averages of the commodity groups
coming from all LDC areas. As shown in that table,
the share of commodity groups 1 and 2 imported

from Asia were substantially less than the LDC
average during both time periods. Conversely, the
shares of all manufactured goods imported from Asia
were substantially higher than average, chiefly
because imports in Manufactured Materials (group
5) and Miscellaneous Manufactured Articles (group
7) were so high.

Africa, the Middle East, and Latin America, onthe
other hand, all contributed above-average shares of
primary commodity imports, and below-average
shares of manufactured imports in the two time
periods (Tables 2-10 and 2-11). Africa contributed
more than half of Canada’s Food imports from
LDCs (group 1) in both periods, while the Middle
East and Latin America contributed important
shares of Canada’s Fuel imports (group 3). The
substantial rise in oil prices since 1973, however,
reduced the relative importance of manufactured
good in the import basket from the Middle East
during the 1971-75 period, although the overall
amount of manufactured imports actually rose
during this time. Latin America, meanwhile, con-
tributed around half of Canada’s total imports from
the developing world, although it contributed below-
average amounts of Manufactured Materials (group
5) in both periods.

TABLE 2-10
Composition of Commodity Groups of Canadian Imports, by Area of Origin, 1966-70
Total, Total,
Middle Latin developing developed and Total,
Commodity group Asia Africa East America world soc. world world
(Per cent)
1 Food, live animals
beverages and tobacco 14.42 56.40 4.75 22.04 22.80 6.14 7.59
2 Industrial materials 15.73 15.95 1.76 14.48 13.65 4.98 5.74
3 Fuels and related goods .81 16.14 84.02 60.07 45.46 2.16 5.93
Total primary commodities 30.15 88.49 89.83 96.60 81.92 13.28 19.26
4 Chemicals .36 .36 42 1.08 .79 6.04 5.59
5 Manufactured materials 32.68 9.50 7.41 111 8.92 16.13 15.50
6 Machinery and transport
equipment 2.44 .76 12 .24 72 52.54 48.03
6.1 Durable consume: goods .04 15 .01 .00 .03 22.24 20.30
6.2 Capital goods 2.39 .61 1 .24 .69 30.30 27.72
7 Miscellaneous manufactured
articles 33.05 47 1.91 .51 7.04 9.76 9.52
Total manufactures 68.52 11.08 9.86 2.95 17.47 84.46 78.63
8 Other Commodities 1.33 .43 31 46 .61 2.25 2.11
Total Imports 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Stage of fabrication
9 Raw materials 5.64 39.31 87.23 63.81 51.80 8.73 12.48
10 Semi-finished products 42.47 16.76 8.48 21.41 23.74 20.34 20.64
11 End products 51.89 43.93 429 14.78 24.46 70.93 66.89
(Millions of U.S. dollars)
Total Imports 196.07 116.80 97.90 586.21 996.99 10,461.59 11,458.59




From this comparison of import baskets, we
conclude that the major differences among areas in
the developing world arise in the primary com-
modities category. That is, most of the differences in
import basket are due to the endowment of natural
resources in the different areas of the developing
world. The second striking finding is the high weight
for total manufactures in the import basket from
Asia. At a higher level of disaggregation, the shares of
imports in groups 5 and 7 from Asia are even greater
than those in the import basket with DSC origin. But
one should keep in mind, as shown in Table 2-8, that
the total import flows into Canada for these groups
of commodities are still fairly small. In the 1971-75
period, Asia provided only 3.47 per cent of total
commodities imports of group 5 and 10.52 per cent of
Canadian imports of group 7.

At the bottom of Tables 2-10 and 2-11, the
commodities are grouped in accordance with
Statistics Canada classification by stage of fabrica-
tion. From these tables, it can be seen that the
composition of Canada’s import basket from Asia
more closely resembled that of the average for DSCs
than for LDCs and that, within the developing world,
there was a great variation around the LDC average.

TABLE 2-11
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Asia’s basket stands out as being substantially below
average for raw materials and substantially above
average for semi-finished products and end products,
while Africa’s basket was composed of relatively
fewer amounts of raw materials and semi-finished
products than end products. For the Middle East,
raw materials formed 87.23 per cent of the imports
basket in the first period and 96.8 per cent in the
second. Of course, this increase was due entirely to
the rise in oil prices during the second period.
Meanwhile, the composition of Canada’s imports
from Latin America by stage of fabrication was fairly
stable with the main change being the relative
increase in raw materials. Again, this change was due
to the increase in oil prices.

At a higher level of disaggregation (3-digit SITC),
Canada’s total imports from the developing world
are dominated by four main commodity categories
(see Appendix C, Tables C-1 and C-2), Petroleum
crude and partly refined for further refining (SITC
331) had a share of 34.2 per cent in the 1966-70
period and a share of 54.3 per cent during 1971-75.
Petroleum Products (SITC 332) had a share of
11.3 per cent in the first period and a share of 4.3 per
cent in the second. Sugar and Honey (SITC 061)

Composition of Commodity Groups of Canadian Impeorts, by Area of Origin, 1971-75

Total, Total,
Middle Latin developing developed and Total,
Commodity group Asia Africa East America world soc. world world
(Per cent)
1 Food, live animals
beverages and tobacco 9.73 53.35 .84 17.66 15.11 6.72 7.72
2 Industrial materials 10.49 8.04 312 7.81 6.13 4.52 4.71
3 Fuels and related goods .00 28.07 96.40 65.67 58.55 1.97 8.71
Total primary commodities 20.22 89.46 97.36 91.14 79.78 13.20 21.14
4 Chemicals .55 .69 .16 | .52 6.06 5.40
S Manufactured materials 23.67 8.19 1.41 4.01 7.29 15.89 14.86
6 Machinery and transport
equipment 12.13 .64 25 1.92 3.18 54.85 48.69
6.1 Durable consumer goods .76 .09 .00 24 .25 25.58 22.49
6.2 Capital goods 11.37 .55 25 1.68 2.93 29.34 26.20
7 Miscellaneous manufactured
articles 42.49 .34 73 1.84 8.80 8.80 8.80
Total manufactures 78.84 9.86 2.55 8.48 19.79 85.59 71.75
8 Other commodities 94 .67 .09 .38 .43 1.21 1.11
Total imports 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Stage of fabrication
9 Raw materials 3.53 40.97 96.81 69.50 62.28 8.41 14.83
10 Semi-finished products 30.36 10.52 1.74 14.80 13.47 19.67 18.93
11 End products 66.10 48.51 1.45 15.70 24.24 71.92 66.24

Total imports 539.83 306.15

(Millions of U.S. dollars)

843.63 1,264.13 2,953.75 21,835.71 24,789.46
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TABLE 2-12

Comparison of Composition of Commodity Groups of
Imports from Developing Countries, Canada, United
States, Japan, the European Economic Community, and
the Average for All Developed Countries, 1971-75

Commodity United MDC
group Canada States Japan EEC  average
1 15.11 19.46 10.60 15.67 15.93
2 6.13 7.01 17.55 12.81 12.60
3 58.55 40.28 57.87 54.76 51.57
Total
primary
commodities  79.78 66.75 86.02 83.24 80.10
4 .52 1135 .70 1.06 1.18
5 7.29 10.16 7.02 9.03 8.69
6 3.18 7.98 1.18 1.78 3.25
7 8.88 11.97 2.55 4.58 6.12
Total
manufactures  19.79 31.46 11.45 16.45 19.24
8 .43 1.79 2.53 31 .66
. Total
imports 100.00  100.00 100.00 100.00  100.00

had a share of 4.4 per cent during 1966-70 and 5.4 per
cent during 1971-75. And Clothing (SITC 841) had a
share of 4.1 per cent in the period 1966-70 compared
with 5.3 per cent later. In total, these four commodity
categories accounted for 54 per cent of Canada’s
imports from LDCs in the period 1966-70 and for
69.3 per cent during 1971-75. On the other hand,
these same four commodity categories accounted for
only 1.7 and 1.9 per cent of Canada’s imports from
DSCs in the two periods.

Within the developing world, there are some
important regional differences. Petroleum (SITC
331) is especially important in trade with the Middle
East and Latin America in that order. On the other
hand, Sugar (SITC 061) is important only in trade
with Africa. Finally, Clothing (SITC 841) represents
19.9 per cent of the trade with Asia in the 1966-70
period and 26.4 per cent during the 1971-75 period.

Finally, we study the list of products for which
Canada relies mainly on the developing world to
supply, as shown in Appendix C, Tables C-3and C-4.
The share of Petroleum crude and partially refined
for further refining (SITC 331) coming from the
developing world was 99.5 per cent in the 1966-70
period and 98.8 per cent in the 1971-75 period. The
share of Canada’s Coffee (SITC 071) coming from
the third world during 1966-70 was 78.7 per cent and
it was 65.6 per cent during 1971-75. The proportion
of Petroleum Products (SITC 332) imported from
developing countries was 65.6 per cent in the first
period and 58.3 per cent in the second. The share of
Sugar and Honey (SITC 061) originating with devel-
oping countries was 70.6 per cent during 1966-70 and
56.6 per cent during 1971-75. And the share of
Clothing (SITC 841) from LDCs was 30.3 per cent in
the 1966-70 period and 45.9 per cent in the following
period.

TABLE 2-13

Composition of Commodity Groups, Excluding Fuels and
Related Goods, of Canadian Imports from Asia and
from All Developing Countries, 1966-70 and 1971-75

Asia Total, developing world
Commodity group 1966-70  1971-75  1966-70  1971-75
(Per cent)
] 14.4 9.7 4]1.8 36.5
2 15.7 10.5 25.0 14.7
Total
primary
commodities 30.2 20.2 66.8 51.2
4 4 5 1.4 153
5 32,7 23.7 16.4 17.6
6 24 12.1 1.3 AT
7 33.1 42.5 12.9 21.2
Total
manufactures 68.5 78.8 32.0 47.8
8 1.3 9 1.1 1.0
Total
non-fuels
imports 100.0 100.0 100.0 100.0
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3 Approaches to the Measurement of Tariff Bias: An Overview

REVIEW OF THE LITERATURE
ON BIAS AGAINST LDCs

Barber’s seminal article in 1955 first developed the
basic notion of effective rates of protection (ERP):
the extent of protection to anindustry is the net effect
of higher prices permitted on its output by its own
tariff, and the higher cost imposed by the tariffs on its
inputs. Balassa (1965) elaborated this fully and
estimated ERPs for several advanced countries,
finding that protection increased with the degree of
processing. This “cascaded” structure of tariffs has
since been found in many empirical studies of both
developed and developing countries.! The usual
explanation for such a structure is that governments
wishing to promote a greater degree of processing of
raw materials impose higher tariffs on final manu-
factures, lower ones on intermediate inputs, and very
low ones on raw materials.

Whatever the explanation of such a structure,? its
implication for LDC exports is, as Balassa states,
that it imparts a “bias in the industrial countries’
tariff structure against the exports of processed
goods from less developed areas ” (Balassa, 1968, p.
583). Johnson pointed to the large dispersion in the
rates of tariffs despite low overall averages (about 5
to 10 per cent on industrial products at present)
which generally means that “tariff rates in which
LDCs are particularly interested are relatively high”
(Johnson, 1967, p. 96). Many other writers agree that
advanced country tariffs “bias imports from LDCs
towards comparatively unprocessed primary prod-
ucts” (Stern, 1973, p. 874), and that the developing
nations “correctly regard this [tariff structure] as
retarding the rate of growth of their exports of the
very goods in which their present factor endowments
give them a comparative advantage.” (McCulloch,
1976, p. 38). Contrary views are few, but one that was
at least more guarded on the magnitude of bias is that
of Reuber (1968) who concluded that, in the case of
Canada’s pre-Kennedy tariff structure, “LDCs are
not discriminated against in the manner suggested,”
due account being taken of Commonwealth prefer-
ential rates. We return later to empirical studies on
bias in Canada’s tariff structure.

Table 3-1 (which s reproduced from Balassa, 1968,
p. 374), is probably the key piece of evidence on the
issue for pre-Kennedy tariff levels, and it seems to
show a strong bias against LDC manufactures. These
latter face tariffs of 16.8 per cent, nominal, or 32.8 per
cent, effective, while world exporters as a whole faced
values of 11.4 and 19.1 per cent. This set of figures
was used by Balassa to dispute Reuber’s 1964 finding
that tariffs were too low to matter much. Balassa
argued that Reuber’s projected 25 per cent increase in
LDC manufactured exports under tariff elimination
was an underestimate because the latter disregarded
the higher tanff facing LDC exports and did not use
the “relevant” (Balassa’s word) effective tariff, which
is higher still. Balassa’s own estimates of the effect of
tariff elimination yielded an increase of 32 to 55 per
cent in LDC exports, depending on the degree of
disaggregation. This occasioned a debate in a “Com-
ment” by Leith and Reuber (1968), followed by a
“Reply” (1970), and a “Rejoiner” (1971). The con-
clusion of this debate is a matter of interpretation, as
Balassa agreed to a possibly lower range of 22 to 35
per cent, but retained the opinion that 25 per cent as a
single figure estimate was too low.

This literature does not unequivocally conclude
that bias exists; for our purposes, it is more useful to
delineate four important issues that arise, and use
these as lessons for further analysis. First, it is not
merely the level of tariffs but, in the final analysis,
their restrictive impact that measures the extent of
bias. Secondly, there is some debate as to whether
one should use nominal or effective tariffs or a
combination thereof, though the relevance of ERP
may be questioned given the recent criticism of what
exactly ERP means, and whether it is for any
purposes an adequate proxy of the general equil-
ibrium effects of tariff changes.? The third issue
concerns the need for some estimates of elasticities,
whether they be demand and supply elasticities, or
implicit derived values of import elasticities. Without
these one cannot possibly calculate the trade-
restricting effect of any tariff, be it nominal or
effective. The fourth point of significance is the need
to do the calculations at a fairly high degree of
disaggregation. Using a 28 commodity disaggre-
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TABLE 3-1

Averages of Nominal and Effective Tariffs on Manufactures Imported, Selected Industrial Countries

Tariff averages on the total
imports of manufactures

Tariff averages on the imports of
manufactures from developing countries

Effective/ Effective/
Country Nominal Effective nominal ratio Nominal Effective nominal ratio
(Per cent) (Per cent)
United States 1.6 20.0 1.72 17.9 354 1.98
Britain 15.5 27.8 1.79 19.5 3743 1.91
European Economic Community 1.9 18.6 1.56 14.3 20 1.94
Sweden 6.8 12.5 1.84 9.8 21.2 2.16
Japan 16.2 29.5 1.82 18.0 36.7 1.07
Industrial Countries 11.4 19.1 1.68 16.3 328 2.0t

gation, Balassa’s results were as much as 70 per cent
higher than his estimates at the aggregate level.

In what follows, we bear in mind these lessons as
we develop an analytical framework which will
permit a test of the hypothesis that tariffs are biased
against LDCs. Before doing so, it may be useful to
deal with one final point. The literature dealt with
empirical values based on pre-Kennedy round tariffs,
which averaged 10 to 15 per cent overall for devel-
oped countries; we are faced today with post-
Kennedy averages of S to 10 per cent and soon to
come are presumably even lower rates from the
Tokyo round. Are such low tariffs still important?
The answer for LDCs may be yes because of the large
degree of dispersion remaining in tariff structures.
Indeed, dispersion may have become the issue going
into Tokyo, where height was the issue going into
Kennedy.* Consequently, the possibility of bias re-
mains an open question requiring empirical analysis.

AN ANALYTICAL FRAMEWORK FOR
MEASUREMENT OF TARIFF BIAS

The concept of tariff bias discussed in the literature
and earlier empirical estimates (which we present in
the section below), presume that the economic var-
iable possessing this biased character is the size, or
height, of the tariff. But in fact, the ultimate interest
of tariff analysis is to measure the restriction in trade
flows. This is particularly so for developing countries
whose interest is not in the numerical values of tariffs
and their averages, but in the potential amount of
their exports such tariff walls are impeding. As
Johnson has stated, “the really difficult problem is to
assess the extent to which these barriers actually
restrict the exports of the less developed countries”
(Johnson, 1967, p. 102). A full answer to this requires
a general equilibrium framework estimating free
trade flows, and since this is far from being readily

available to economic researchers, many attempts
have been made to devise a “height” estimate which
approximates the restrictive effects. Balassa speaks
of the “long line of investigators [whose] estimates of
the height of national tariff levels are designed to give
expression to the restrictive effect of duties on trade
flows™ (Balassa, 1965, p. 573). He doubts the success
of these exercises, and his ERP work is put forth asan
improved proxy of restrictive effects. Just as his
predecessors, he too has been criticized on the
adequacy of ERPs as an index of the restricted effect.

Thus, for example, Bhagwati and Srinivasan
(1973) conclude that a measure of ERP cannot in fact
predict domestic resource shifts in general. Ethier
states that “on balance the case for using any specific
array of effective rates rather than nominal rates . . .
as measures of the resource-allocation effects of a
tariff structure, is quite weak” (Ethier, 1977, p. 242).
The essence of these criticisms is that a “correct” set
of values for ERPs would require exactly as much
information as would permit one to build a general
equilibrium model and simulate the effects of tariff
changes on output, trade flows, and resource allo-
cation.5 On the other side, Taylor and Black (1974)
and especially De Melo (1978) have demonstrated
that in practice for small tariff changes the resource
shift estimates yielded by ERP analysis are quite
similar in direction and even magnitude to those
yielded by general equilibrium analysis.

Though it is fairly obvious that the height of tariffs
does not measure the restrictive effect, the point is
crucial to our analysis and bears some elaboration.
Throughout the study, we consider only the first-
order restrictive effect, that is, we ignore the resource
reallocation consequences via goods-price, factor-
price, and demand changes. This permits one to use
partial equilibrium import elasticities u; for good i. If
the tariff rate is #; and the current import level M;,
then the restrictive effect can be defined as the change




in imports AM; resulting from the tariff elimination.
Assuming perfectly elastic import supply at world
prices, we obtain:

AM;

= (/1 + ) (& d)

i

The relative size of the restrictive effects for two
goods 1, 2 (AM| /M, : AM, [M,) is clearly not given
by the ratio of the tariff heights alone (¢, : ¢,), but
depends further on the relative size of the import
elasticities. Thus, the rank ordering by tariff heights
may be reversed for a pair of goods, if a high elasticity
is associated with a low tariff and vice versa. Testing
for bias by measuring tariff height may give mis-

leading results in such cases. Let w{: = weight of good

i in the basket of imports from region j; then we define
the “height of the tariff” facing region j as:

(3.2)

The measure of overall restrictive effect facing j,
which we shall call the “restrictive depth of a tariff,” is
defined as:

) I

3]
= (+t) (5:3)

'#1)

It can be readily shown that for two different regions
M and L, values of ¥/ may indicate a bias in tariff
height against one region (say L), but this need not
mean the tariff depth is similarly biased.®

Therefore, in addressing oneself to the question of
bias, it is not enough to measure tariff heights under
various assumptions as is done in the literature, for
ultimately bias is in the degree of trade restricted by
tariffs. However, the height measure is not thereby
made uninteresting for it is still important to know
how much of the restrictive effect is due to the height
of tariffs and how much to the values of elasticities.
Consequently, we develop a set of measures pertinent
to the tariff barriers and bias issues both for tariff
height, and for tariff depth. Before we elaborate on
the precise formulas used, a few observations on the
data are in order in as much as their character affects
the specifications.

In addition to the import data by region described
in Chapter 2, the analysis used a GATT-tape giving
most favoured nation (MFN) tariff rates at the five-
digit SITC level for Canada and the European
Economic Community (EEC).” This was aggregated
to the four-digit level weighting by the value of

j = import weights, M;;

Analytical Framework 2]

imports, providing MFN tariffs and imports by
region of origin (the classification in Appendix A) for
610 commodities over the period 1967-75. A number
of shortcomings of this data are evident. First,
effective tariffs cannot be used in the analysis regard-
less of one’s view on whether they do or do not
measure trade flow restrictions, simply because the
rectangularity of Canada’s Input-Output Table
yields ERP estimates for industry categories and not
for commodity groups.t. Secondly, MFN rates for
Canada may overstate somewhat the size of tariffs
faced by developing countries given the application
of the Commonwealth tariff schedules. In Chapter4,
we show that the effect of this is not so great as to cast
doubt on the findings using only MFN rates. Correct-
ing for these deficiencies would have entailed a
considerable effort in reclassification of the available
data, or reliance upon a very costly collection of the
same data from alternate sources. The advantages of
this data bank is that it permits comparison between
Canada and the EEC, consideration of special lists of
goods such as those of Hal Lary, and use of data
published by the United Nations for export weights.

TARIFF HEIGHT EQUATIONS

We denote as C, E, Canada and the EEC, i as the
commodity category, n as the number of categories,
and j as the region of origin of imports. Following
equation (3.2) the variables are; HM;C(E) = height of

tariff wall facing region j in country C (or E) using

C(E) — imports into C (or E)

of commodity i from j, MEE) = total imports to C
(or E) from j, t,»C(E)——— nominal ad valorem tariff

in C (or E) for commodity i, HX,C(E) = height
of tariff wall facing region j in C (or E) using j’s
export weights, X;j = exports of commodity i from j
to world, X; = total exports from j to world. The
formulas applied are then:

(3.4)

and

(3.5)

For each region j, this measures the average height of
the tariff facing the import basket from that region.
This is not the place to discuss the “tariff weighting”
question in detail.? Suffice it to say that, while we
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recognize the shortcomings of import weights, which
are said to distort results because low tariffs yield
high imports and vice versa (Balassa, 1965, p. 574), it
is not clear what the alternatives are. The importing
country’s production or value added are surely not
relevant since our concern is not with the domestic
effects in the importing country; exporting country
production weights may make some sense, but
present a formidable data-gathering task. Ideally of
course, it is import weights under free trade that one
should use; however, these are not knowable and one
reverts perforce to actual trade flows.

A heuristic argument can be made that the distor-
tions affecting the pattern of Canadian imports from
) may be counterbalanced by distortions of other
imports from j. In any event, j’s global export
basket is a larger sample and a viable empirical
alternative to the basket of Canadian imports from
j. If the export basket is not less distorted, it is
at least differently distorted and may indicate the
sensitivity of our tariff height measure to the weights
used. Therefore, we stipulate two export weighted
equations:

3.6
G ;2 (3.6)
and
= 3 % . £ (3.7)
i=] X]

Data for the export values were obtained by ag-
gregating the country data from the United Nations
Yearbook of International Trade Siatistics to the
regional levels defined for this study, and averaging
for the 1968-71 period. The source did not permit
greater detail than three-digit SITC (m = 177), nor
does it permit netting out of intraregional trade. This
last may, however, work to our advantage, as it
enlarges the size of the trade network estimated
and increases the chances of counterbalancing the
tariff distortions in the data.

The above four equations (3.4 to 3.7) are specified
for an overall average height calculation in which
all goods (n or m commodity groups) are included.
As we note in a later section of this chapter,
empirical estimates of bias have also been restricted
to a subset of goods “of special interest to developing
countries.” In Chapter 4, these equations are in fact
computed for 1 defined as an element in various
alternative subsets: “special interest goods,” stage
of fabrication groups, imports exclusive of goods
under non-tariff barriers (NTBs), and so on. Also,
computations are done at different levels of aggre-

gation, (SITC 1,2,3 digit) to observe the aggregation
effect emphasized in Balassa (1968) of choosing the
level of aggregation. This is done in detail in Chapter
4, though a summary and comparison with earlier
results is given in this chapter in a later section.
First, however, we develop the restrictive depth
formulas.

TARIFF DEPTH EQUATIONS

To assess the impact of tariff barriers on trade
flows, one might consider three different approaches:
general equilibrium models of world trade simulating
the effect of nominal tariff cuts; the use of effective
rates of protection by country, as a proxy for the
general equilibrium effects; more limited partial
equilibrium models. The first of these is still an
infeasible option, involving an enormous cost in
estimating and simulating a model with many goods,
many countries, incorporating 1-0 relations, produc-
tion and demand functions, demand, supply, and/ or
trade elasticities, and a whole host of substitution
and cross-¢lasticities. ERP measures attempt a short-
cut to the estimates of the indirect effects of a
tariff cut obviating the need for all the domestic
parameters noted. Balassa (1965), (1968), and the
ensuing exchange with Leith and Reuber (1969) does
just this. But given our interest in estimating first-
order trade flows changes rather than analysing
domestic resource shifts, the discussion about the
relative merit of ERP or general equilibrium (see
above) is not directly relevant.

The third approach to the measurement of tariff
change effects—limited models with nominal
tariffs —has been the one most widely taken.!0
Our analytical framework is in the spirit of this
third approach of limited models; the emphasis
is on considerable commodity disaggregation and
origin of import details, including some hypothesized
trade diversion effects, but ignoring all indirect
effects of tariff cuts. The analysis is in two steps:
first the total change in imports into Canada is
estimated,!! then this incremental flow is distributed
among the thirteen supplying regions.

Assume for good / that imports (M;) and domestic
output (S;) are perfect substitutes, and as before
that supply of imports is fully elastic at world

prices (P“;). Then the effect of reducing the nominal
tariff (z;), via the reduction in the domestic tariff
laden price [P? = P‘f (1 +1)], is an increase in
imports (AM;) equal to a decline in domestic supply




(AS;) plus a rise in demand (AD,). If P, signifies the
price change, and ¢;, n; are the domestic demand and
supply elasticities, then:

AP;

=

AM; = *lg - Dy +m; - 5] (3.8)

Define r; as a policy parameter reflecting the degree
of tanff cut, taking values 0 to 1, then the change
in the tariff rate is given as At; = r; - t;, which yields
a price change AP; = At; « F; . Substitution in
(3.8) gives:

i e D+ S] (39
(1+t)
Finally, letting m; = S;/M;, or the ratio between
domestic supply and imports and using the identity
D; = §; + M;, we substitute to obtain:

AMi=r,- *

. b

(1 + ti)
2Ny (m,)] ° Mi

M. = r.

1

© [ (1 +my)

(3.10)

But the term inside the square brackets is exactly
equivalent to the import elasticity for good i, which

. AM; [ AP
follows from its definition: #f = —__* —! and
Mi Pi

. AP t;
the equivalence of —_L to r; - !
Pi (1 2 t’)
above. Therefore, the import change effect can be
written in percentage terms:

shown

3.11)

This formulation differs from equation (3.1) only
by the term which allows calculating effects of
tariff cuts other than full elimination, for evaluation
of more complex—and more realistic—"“bias” effects
in the tanff depth analysis. That is, we consider in
Part 1V not only the full restrictive effect (r; = 1.0
for all 1) but also the potential impact on imports of
partial and differential tariff cuts (r; <1.0, and not
equal for all i).

PRIOR EVIDENCE ON BIAS IN
CANADIAN TARIFFS

In the next chapter, we present in detail our
estimates of Canadian tariff height (equations 3.5
to 3.8). First we review briefly the existing studies on
bias by Reuber (1964), (1968), (1972), Yadav (1972),
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and Bain (1976). All of these studies implicitly
defined bias as a higher value of the variable HM/
(equation 3.5) for j = LDC compared to j = MDC.
Comparable results are summarized in Table 3-2,
where we include our own results from Chapter 4.
The category “Lary goods™ refers to a list of manufac-
tured goods said to be of special interest to LDC
exporters because of their high unskilled labour
intensity; it originates from the work of Hal Lary
(discussed further in Chapter 4). A number of values
in the studies were corrected, this being shown in
brackets.!? Only one such change is at all significant;
Reuber’s post-Kennedy estimates, item 4: tariffs on
Lary goods facing LDCs are recalculated as 9.6
instead of 4.8.

Let us look at the values more closely. In his 1964
study, Reuber found that 1960 tariff rates were far
fower on LDC imports than on those of other
countries and concluded that “the effective average
rate of taxation faced by LDC exports. . . is lower
than the general structure of tariffs” (Reuber, 1964,
p. 13). In a later study, he found the same for 1966
values: tariffs in Canada were lower on the entire
basket of LDC imports than on the MDC basket,
whether one looked at all imports (4.1 versus 8.3) or
dutiable