TARIFFS UNDER THE GATT/WTO

International trade is switch of funds, merchandise and services across global boundaries. International trade is a main foundation of economic profits for any country that is considered a world authority. Without international trade nations would be restricted to the goods and services created in their own boundaries. Industrialization, sophisticated transportation, globalization and cosmopolitan corporations are all having a most important effect on the international trade system. Trade has always played a significant role in economic development and in principle; international trade is not so different from domestic trade
. The major dissimilarity is that international trade is more expensive than domestic trade and the reason is that a border normally obliges further expenses such as tariffs
. Although economic theory recommends that countries should follow liberal trade strategy and trade goods and services on the basis of their proportional benefit, in actual fact nearly all states dynamically mediate in international trade
. Liberated trade as a rule mainly forcefully advocated by a large amount of economically authoritative nations
. Today the United States, the United Kingdom, Australia and Japan are its greatest supporters. However, many other countries such as China, India and Russia are gradually more becoming proponents of free trade because they become more economically powerful
. The World Trade Organization regulates international trade at the universal level. Besides the WTO, there are several regional arrangements managing the regulations of trade between attendant nations such as MERCOSUR in South America, The North American Free Trade Agreement (NAFTA) between the United States, Canada and Mexico, and the European Union between 27

independent states
. With 153 members who represent more than 95 percent of total world trade, the World Trade Organization is the just worldwide activity for liberalizing international trade
. The major aim of the World Trade Organization as an international agency is to encourage free trade by convincing nations to stop import tariffs and other barriers
. The WTO was emerged on January 1, 1995 under the Marrakesh Agreement, taking place of the General Agreements on Tariffs and Trade (GATT). The main objective of establishing of the GATT was tariff reductions. In order to liberalize international trade, trade barriers such as tariffs between countries should be reduced. In this study, the in general history and importance of the WTO and the GATT in international trade and particularly tariffs will be examined. 

Following the end of the Second World War, the winning side, The United States and its associates became conscious that trade stress had contributed to the occurrence of the War. There was a significant require for international co-operation to set up an outline that would stop the repetition of a World War
. This idea was introduced in the Bretton Woods Conference to bring order into international trade for economic resurgence after World War 2 and more than 50 countries take placed in discussions to generate an International Trade Organization (ITO) as a specific charity of the United Nations
. It enlarged further than world trade disciplines, to contain regulations on employment, product agreements, limiting business practices, international investment and services
. Even earlier than the discussion completed 23 of the 50 applicants determined in 1946 to negotiate to decrease and bind custom tariffs. The reason was the fact that they wanted to

provide an early support to trade liberalization with the Second World War only just finished
. These 23 states as well approved that they were supposed to acknowledge some of the trade regulations of the outline ITO Charter. The General Agreement on Tariffs and Trade (GATT) deliberated in 1947 between 23 countries - 12 developed and 11 developing- and these 23 countries came in constitutor GATT members. In the meantime, the ITO Charter was still being negotiated
. ITO was not existence because numerous nations disapprove to the terms of the Charter
  and The US Congress was expected to reject to confirm the agreement
. As a result they formed the GATT as an interim agreement. GATT was not officially an international organization but inter-governmental treaty
. Consequently, in place of member states, GATT had got contracting parties
. The Preamble of the GATT 1947 states that the major goal of its includes “ raising standards of living, ensuring full employment and a large and steadily growing volume of real income and effective demand, developing the full use of resources of the world and expanding the production and exchange of goods” 
. It goes on to say that “reciprocal and mutually advantageous arrangements involving a substantial reduction of tariffs and other barriers to trade as well as the elimination of discriminatory treatment in international trade will contribute to the realization of these objectives”
. The principles and disciplines of the GATT assisted governments to free up trade and to defy pressures for protection
. The GATT fundamentally settled the applying of trade policies however it did not address the essential issue whether governments should apply domestic or international policies to accomplish specific goals
. According to writer
, governments follow international trade policies for a different of causes, such as, to increase income, to protect specific businesses, to alter the conditions of trade, to achieve certain foreign strategy or protection etc. The GATT's key purpose was the reducing of obstacles to international trade and this goal was achieved through the reduction of tariffs during rounds. There have been eight rounds or multilateral trade negotiations since the GATT was founded. As seen below on the table
, the first five rounds concentrated on the lowering of tariffs; the sixth one focused on the non-tariff barriers and anti-dumping, and finally the exclusion of non-tariff barriers came in the major focal point of the Tokyo and the Uruguay rounds
. The Uruguay round was the last and longest one which continued from 1986 to 1994 and led to the WTO's foundation
. The Uruguay round was brought about an agreement along with 117 countries to decrease trade barriers and to generate more broad and enforceable world trade system
. The one result of the Uruguay round was nations' dedications to cut tariffs and to fasten their customs duty rates to stages which are hard to raise
. The present negotiations under the Doha Agenda go on labors in that route in agriculture and non-agricultural market access
. The agreement of the Uruguay round was signed in April 1994 and the WTO came into being on January 1, 1995. The WTO put into practice the agreement, supplied a forum for bargaining further decreasing of trade barriers and for resolving policy disagreements and imposed trade rules
.

Tariff is an extremely important issue in international trade and it is for that reason that so many negotiations have been done and organizations have been established to regulate and reduce tariffs since World War 2. What is tariff and why is it so significant like this? Simply, tariff is a tax on the importation of particular goods. In other words, a tariff or customs duty is a tax charged upon goods as they cross national boundaries
. Tariff is levied by the government of the importing country. Tariffs have been used by governments since ancient times, even though they were initially sources of revenue rather than mechanisms of country financial strategy
. Early custom duties were made up of disbursement for the use of transportation facilities; including ports, markets, streets and bridges however by the 17th century they became to be levied just at the border of a country and generally only on imports
. Today custom duties are still imposed. Tariffs might be charged in basic two ways; these are specific tariffs and ad valorem tariffs. A specific tariff is levied as a fixed charge per unit of imports. In other words, if tariffs are obliged according to the physical quantity of an import, they are called specific tariffs
. For example
, the US government levies a 51 cent specific tariff on every wristwatch imported into the US. Thus, if 1000 watches are imported, the US government collects $ 510 in tariff revenue. In this case, $ 510 is collected whether the watch is a $40 Swatch or a $5000 Rolex. On the other hand, an ad valorem tariff is charged as an unchanging percentage of the value of the product imported
. In other words, if tariffs are obliged according to the value of the import, they are known as ad valorem tariffs
. For example
, the US levies a 2.5 % ad valorem tariff on imported automobiles. Thus, if $ 100.000 worth of autos is imported, the US government collects $ 2.500 in tariff revenue. In this case, $ 2500 is collected whether two $ 50.000 BMWs are imported or ten $ 10.000 Hyundais. Rarely both a specific tariff and ad valorem tariff are charged on the same product at the same time and this is known as a combination of two
. For example
, wristwatches imported into the US face the 51 cent specific tariff and a 6.25% ad valorem tariff on the case. As Hoekman and Kostecki indicated in their book, the GATT does not favor one type of tariff over another. Also the WTO members may change from ad valorem to specific tariffs if they wish and this does not bring about a breach of a tariff binding
. In general different tariffs are implemented to different commodities. As a consequence, instead of one tariff rate, countries have tariff schedules which identified the tariff gathered on every specific good and service
. The product classifications are based on the Harmonized System established by the World Customs Organization. Tariff schedules display a certain amount of duty to be disbursed on a diversity of imported merchandises
. The market access schedules are not just declarations of tariff rates; they symbolize obligations not to raise tariffs further than a decided stage
. Bounds rates are the upper limits as planned in members’ schedules and they cannot be increased without paying compensation the affected parties
. On the other hand, members can charge applies rates presently and these rates can be lower than the bound rates
. Nations can violate their promises but only with difficulty. For example, when country increases tariffs higher than the bound rate, in this case, they have to negotiate with the nations which are most affected and that could cause reimbursement for trading associates’ loss of trade
. Tariffs or in other words taxes on imports influence the trade and political associations between partnering countries. Tariffs provide a cost benefit to locally-produced supplies greater than comparable products which are imported, and profits from tariffs are collected by the domestic government
. Tariffs increase the cost of imported goods and in that way might support domestic manufacture because this condition may raise the request and price for the same products produced by domestic trader
. As tariffs enlarge the cost of an imported product, they might also decrease its consumption
. Since expenses on domestic products get higher, domestic employment is likely to do the same so this is why tariffs are supported by industries
. The World Bank forecasts that international economy would get bigger by $830 billion by 2015 if trade obstacles such as tariffs were removed. Countries could exercise other customary obstacles such as non-tariff barriers to defend their markets from import rivalry however; theoretically the custom tariff is only mechanism of defense permitted under the GATT. 
Tariffs are preferable to quantitative restriction because of following reasons
;
· Tariffs sustain an automatic connection between domestic and foreign costs. This connection is cut with quota.
· By using tariffs to guarantee non-discrimination between foreign sources of supplies is easy. It is more complicated under quota because quota distribution is frequently founded on arbitrary decisions of officials.
· Tariffs are transparent. Once set up, all traders are familiar with the cost of market access for particular goods. This is not the same under quota.
· To calculate tariffs is easy. Conversely assessment is more difficult under a quota.
· Tariffs create income for the government. However, under quotas the tariff equivalent could go to the exporters or to the mediators. 

· Tariffs are also more efficient because they decrease lobbying encouragement and they promote the entire industry. On the other hand if quotas are an option, deals might search for individual quota portion that is as large as probable for them. 
There are two basic rules for tariffs. Firstly, tariffs have to be non-discriminatory and secondly members could not increase tariffs over the levels which they have bound in their schedules
. Non-discrimination is also the fundamental principle of the GATT 1947 and formed in Articles 1 (MFN) and 3 (national treatment). Even though other GATT articles supplementary, this rule plays a vital role in international trade. Non-discrimination principle consists of three other principles:
* The most-favored-nation principle.

* The national treatment principle.

* The reciprocity principle. 

The most-favored-nation principle: The importance of the MFN principle is clear from its place in the General Agreement on Tariffs and Trade. This principle is the first article of the GATT. The foundation of this rule is that the members of the WTO ought to not discriminate between their trading associates
. The MFN rule necessitates that merchandise which made in one affiliate country ought to be treated no less favorably than very similar good which produced in any other country
. Should one country ensures to another country an extraordinary privilege for instance a lower tariff rate, this performance is required to be applied for all other WTO members. In other words, all contracting parties automatically can get benefit of every privilege switch between two nations consistent with the MFN principle.
 This benefit has got to be implemented without delay and unconditionally to third countries
. As a result each country can get benefit from all negotiations
. The other advantage of the most-favored-nation principle is that MFN decreases negotiating expenses because the results enlarge to all members after negotiation has been completed with a country
. A number of exceptions are acceptable, the major cases are; should nations are members of regional integration agreements, or give developing countries exceptional admittance to their markets, or deal with imports from a non-member country
. The GATT agreement allows these exceptions under only strict circumstances. 

The national treatment principle: The national treatment rule is present at Article 3 of the GATT. The basis of this principle is that the WTO members are not supposed to discriminate between their own goods and like imported; in other words, imported and locally produced products ought to be treated equally
. In addition, according to the national treatment principle, foreign products - as a minimum after accessing the market- should not be treated fewer favorably than similar or directly rival products which created domestically
. “Like products” are not identified in the GATT and they will be determined in the GATT panels
. National treatment just enforces after a manufactured goods had come into the market so levied tariff on an import good is not a breach of national treatment principle
. 

The reciprocity principle: Reciprocity is an essential component of multilateral trade negotiations and reflects both wish to restrict the scope of free-riding which could take place as a consequence of the most-favored-nation rule and a wish to gain superior access foreign markets
. The negotiations founded on the reciprocity rule are supported by the GATT
. Violations of the GATT obligations break the lawful prospects that a member country has in respect to the reciprocal performance of responsibilities by other member countries
. Should an associate state perform in a way conflicting with its obligations; it will be within possibility expose to retaliation by other member nations
. In addition the reciprocity rule enforces when nations take part into the WTO so new members gained all the advantages which agreed in previous negotiations
. 
Apart from these significant principles, transparency of the laws and regulations is also required by the GATT. Consistent with the Article 10 of the GATT, the contracting parties have got to issue their trade policies and regulations, import and export systems and domestic set of laws
 and to notify changes in trade policies to the WTO
. Transparency has numerous significant advantages. Firstly, it lessens the pressure on the dispute settlement system
. As well, transparency is vital in terms of guaranteeing possession of the WTO as an institution
. Finally, from an economic perspective, transparency can also assist diminish trade policy connected uncertainty
. 

After examining tariffs and the fundamental principles of the GATT, in the following parts of this study, the Uruguay round and the World Trade Organization will be examined. The significance of the Uruguay round can be declared in terms of increasing the tariff bindings, acceptance of the new rule about agricultural products and the establishment of the WTO. As seen on the table
, the coverage tariff bindings for industrial products before and after the Uruguay round refers the success of the negotiations. 


Table:
*The Uruguay round increased the bindings.

*The Uruguay round brought a new rule for market access in agricultural products; that is “tariffs only”. Earlier than the Uruguay round, a quantity of agricultural imports were limited by quotas and other non-tariff barriers. These have been altered by tariffs and this alteration is called tariffication
.

*The most significant result of the Uruguay Round was the creation of the World Trade Organization. 

The World Trade Organization is the only universal association managing the rules of trade between countries. Even though the GATT was a set of rules approved by governments; the WTO is an institutional organization
. Hoekman and Kostekci investigated the similarities and differences between the old GATT and the WTO. According to this examination, as a most vital similarity the fact that fundamental principles remain the same; the WTO still carries on operating by consensus and continues to be member-driven
. The most obvious difference is the fact that the coverage of the WTO is much greater. Moreover, the GATT was a rather flexible institution; bargaining and deal-making placed at its centre. It is not like this under the WTO
. On the contrary to the old GATT, the WTO agreement is a single undertaking that means all its provisions enforce to all members
. In addition, even though the WTO has similarities with the GATT, it is less diplomatic and more legalistic than tha GATT was
. The World Trade Organization stand for the GATT however the General Agreement is still present under the WTO for trade in goods
. Conversely, the WTO has a significantly lengthened extent of content from traded goods to trade within the service sector under the General Agreement on Trade in Service (GATS) and to intellectual property under the Agreement on Trade-Related Aspects of Intellectual Property rights (TRIPS)
. The World Trade Organization manages the trade agreements negotiated by its members
 . As explained in the official website of the World Trade Organization, the WTO is an organization for freeing trade, it is a procedure, also it is an opportunity for governments to talk trade agreements and it is a place for them to resolve trade disagreements as well
. The major improvement of the WTO is the acknowledgement of the dispute settlement mechanism. By resolving disagreements, the dispute mechanism creates a reliable structure that efficiently applies a contracting party's contract responsibilities
. Talking is the first step of the settlement of disputes. The WTO came into existence out of discussions and the whole thing which the WTO does the result of talks
. Besides resolution of trade disputes between contracting parties, there are other functions of the WTO. They are; *supervision of the implementation, administration and operation of the covered contracts, *releasing trade by reducing trade obstacles and opening the markets, *supporting constant and predictable trade through transparency- that means governments necessitate to formulate their policies transparent by informing the WTO-, *encouraging fair antagonism by discouraging unjust performs for instance export subsidies or dumping, *ensuring the unity and transparency of the trade policies and supporting development by helping the developing, least-developed and low-income countries in terms of giving them more time to adjust, greater flexibility and special privileges
. The underlying philosophy of the WTO is that open markets, non-discrimination and global competition in international trade which are conducive to the national welfare of all countries
.   The WTO is run by its members and the majority decision-making progress in the WTO is based on bargaining, consultation and consensus along with all member governments
. The rules and disciplines are discussed between associates during periodic rounds of multilateral negotiations
. The WTO decisions are certain and each associate has got to obey by its verdicts
. Membership of the WTO is open to all governments. All members have participated in the system on account of negotiation. The balance of the rights and obligations is the basis of membership
. The World Trade Organization is correctly authorized by countries’ governments because it is a high-status and sophisticated association
. Turkey acceded to the GATT in 1951 under the Torguay Protocol as a developing country and has been a member of the WTO since 26 March 1995. Turkey's tariff laws have undergone reforms in the last decade or so. According to tariff legislation of Turkey, Turkey's tariff on industrial products and the industrial components of processed agricultural products for third country imports are based on the European Union's (EU) common external tariff
. It means non- agricultural items from the European Union and European Free Trade Association (EFTA) countries are not subject to duties. In accordance with Article 7 of the General Agreement on Tariffs and Trade, Turkey calculates import duties founded on the following formula: customs value is equal to the transaction value- the price paid, minus costs and expenses
. As indicated in Asim Erdilek’s examination, according to the trade tariff restrictiveness index, Turkey's economy is the fourth most open to merchandise imports in the world, behind Hong-Kong, Singapore and Switzerland but ahead of the US. However, Turkey's globalization through international trade is still significantly less than that it’s regional and upper-middle-income country peers
. The World Trade Indicators (WTI) 2008 is the report of World Bank research. The WTI 2008 report summarizes and analyses the trade policies and patterns on the basis of the WTI 2008 database, consisting of 299 highly detailed indicators for 210 countries and covering the period 1995-2007
. The major global conclusions of the WTI 2008 report are
:

1. Most favored nation (MFN) tariffs decreased from 14.1 percent during 1995-99 to 9.4 percent in 2007. 

2. During the last decade countries have reduced their trade barriers, improved their trade facilitation and institutions at the same time.

3. Agriculture around the world is more protected by tariffs and non- tariff measures than mining and manufacturing.

4. Although developed countries still have the lowest tariff restrictions, many developing countries are catching up by cutting their tariff rates.

5. In spite of the global tariff cuts and trade agreements, developing country exporters still face more limited market access, with an average tariff of 3.7 percent on their exports compared with the average tariff of 2.8 percent facing developed country exports.

The major conclusions of the WTI 2008 report for Turkey are
:

1. Turkey; the 4th out of 125 countries in trade policy based on the latest Trade Tariff Restrictiveness Index, 37th out of 125 countries in external environment based on its foreign market access, 57th out of 178 countries in institutional environment based on Doing Business 2007 Index, 34th out of 151 countries in trade facilitation based on 2006 Logistics Performance Index and 72nd out of 160 countries in trade outcome.

2. The Turkish trade policy regime, which has become considerably less restrictive since the early 2000s, is significantly more open than in many countries in Europe and Central Asia.

3. Although Turkey's simple tariff average of 10.1 percent is relatively high, its 2007 MFN applied trade-weighted average tariff of 4.1 percent is relatively low. Moreover, besides the lowering its tariffs with 38 percent of its import MFN duty-free, Turkey has significantly reduced its non-tariff barriers to imports.

Turkey maintains high tariff rates (an average 28.3 percent Most Favoured Nation rate) on many food and agricultural product imports and the Turkish government often increases tariffs on grains during the domestic harvest
. Duties on fresh fruits range from 15.4 percent to 145.8 percent. Tariffs on processed fruit, fruit juice and vegetables range between 19.5 percent and 130 percent. The Turkish government also levies high duties, excise taxes and other domestic charges on imported alcoholic beverages that increase wholesale prices by more than 200 percent
. 

When we look at the relationship between countries about tariff rates and other obligations, occurrence of disputes is undeniable. For instance; the title of the news
 on the 7th of September 2009 was “Steep Tariffs Force Tire Makers to Halt Exports to Turkey” According to this news, “Indonesian tire manufacturers stopped exporting bicycle and motorcycle products to Turkey in August after the government there introduced steep tariffs, as part of what it called an anti-dumping measure. Since August 1, the Turkish government officially imposed steep tariffs of between 5 and 10 percent on bicycle tires and between 20 and 32 percent on motorcycle tires imported from Indonesia, on dumping allegation. Dumping is where an export manufacturer sells products to a country at prices lower than they can be offered domestically in that country are enforced in an attempt to increase competition and drive up local markets. Indonesian Tire Association (APBI) chairman Aziz Pane told that the increased tariffs had caused the local Indonesian industry to miss out an estimated US$40 million in sales target this year, which would have doubled the value of last year's exports. He said that he was shocked about the Turkish government's decision because “suddenly our exports were charged with higher tariffs that related to dumping and had been in effect since August 1, but the Indonesian government did not inform us immediately about this”, he said. As he alleged, importers in Turkey had lobbied the Turkish tire industry to demand the government enforce punitive import duties on Indonesian products”. Similarly another example of news
 is “Turkey Makes Controversial Bid to Shield Textiles from Full NAMA Tariff Cuts”. The news started with these words; “A Turkish proposal to effectively carve textiles and clothing out of the general tariff reduction formula for industrial goods in the Doha Round has provoked angry opposition from several major textile exporters and from WTO Director-General Pascal Lamy. During the non-agricultural market access (NAMA) negotiations, Turkey hosted a meeting on 23 March where it called for tariff “harmonization” in the textiles and clothing sector. Based on the precedent that Turkey cited in an informal paper on the issue which requires members participating in the initiative to establish a common range of tariffs for certain types of textiles and clothing. The paper also identifies the types of textiles and clothing that Turkey would want to see covered by such carve out. Turkey contends that it would allow some kinds of textile to be shielded from the full force of the NAMA tariff cutting formula, while allowing others to be cut by more than the formula demands. At the meeting several members criticized the proposal, arguing that it went against the liberalization objectives in the Doha Round NAMA mandate. China accused Turkey of trying to resurrect quotas in textile and clothing trade after their expiry at the start of 2005; Pakistan slammed the proposal for seeking to go back on the hard-won integration of textile into the WTO system. Besides these countries, Jordan, Mauritius, Sri Lanka and Tunisia expressed support for Turkey. In its paper Turkey said that textiles and clothing merited special treatment “since the economies of developing countries are highly dependent on those sectors”.  Another example about Turkey is related to the settlement dispute system of the WTO
. In November 2005, the United States brought a dispute against Turkey in the WTO arguing that Turkey's tariff rate quota (TRQ) scheme for rice and its refusal to issue import licenses for rice outside the TRQ are inconsistent with Turkey's WTO obligations. In September 2007, the dispute settlement panel agreed with the US that Turkey's failure to grant licenses to import rice and its operation are in breach of Turkey's market access obligations under the WTO Agreement on Agriculture. The panel also agreed with the United States that Turkey's domestic purchase requirement, under which Turkey required importers of rice to purchase large quantities of domestic rice in order to import rice at preferential tariff rates, is in breach of the National Treatment provisions of the WTO. 

International trade, the oldest and the most basic form of globalization, has expanded consistently faster than world products. During the last quarter century, most countries have liberalized their international trade whether through multilateral trade negotiations, regional preferential trade agreements or unilaterally as a significant component of their domestic reform programs
. The World Trade Organization is the only international body coping with the disciplines of trade between countries. The WTO began life on 1 January 1995 but since 1948 the General Agreement on Tariffs and Trade (GATT) had provided the rules for the trading system. In order to liberalize international trade and in this way in order to achieve the most significant goal of the GATT and the WTO reducing the trade barriers such as tariffs is essential and compulsory. In this study the importance of the GATT and the WTO as international treaty and organization, and the significance of tariffs as barriers in international trade system were investigated and illustrated with examples.
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