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Executive summary

Whilst developing countries are rich in raw matstideveloped countries such as the European Union
(EU) do not have sufficient supplies of the raw enials they need for manufacturing. To ensureiit c
access a cheap supply of raw materials from deirgjauntries, the EU is therefore trying to dificie
developing country use of export taxes and regiristat the World Trade Organization (WTO) ands$n i
free trade agreements (FTAS) including economitnpaship agreement (EPAS).

However, export taxes have been used by governrasradool in their industrial policy and to raise
revenue since the Tentury. In fact it was the most important toolridustrial development while
England was industrializing.

Developing countries continue to use export tagday as a source of government revenue, to enadurag
value added and infant industries, to attract tprénvestment, for price stability, to improve terof

trade, or to deal with currency devaluations aridtion and as a method of addressing tariff esicadan
importing countries. The paper provides a prelanyrdescription of these uses of export taxes aresg
examples and brief case studies such as Indonssiecessful transformation into the largest plywood
exporter in the world (from 4% of market share @4 in a few years due to a combination of export
taxes, export restrictions and government procunéimiedomestic plywood.

Context

Developing countries are rich in raw materfalBor example, “Over 50% of major mineral reseraes
located in countries with a per capita gross nafioxcome of $10 per day or less. This creates new
opportunities for these resource-rich developingntaes, particularly in Africa.” (European Union,
2008: 5).

However, the EU does not have supplies of manp@faw materials that it needs and it no longer has
colonies in Africa and Asia to extract raw mateyiahd use preferential export taxes to secure their
supply for European manufacturers. Therefore tasEattempting to limit the ability of other couieis

to impose export taxes, restrictions and prohibg&ioThe basis for this is its Raw Materials Initi@ in
which it is concerned that the EU is “highly depenidon imports of strategically important raw
materials” and notes that “Securing reliable andistorted access to raw materials is increasingly
becoming an important factor for the EU’s competitiess” (European Union, 2008: Zfhe EU notes
that “Increasingly, many emerging economies are pursnihgstrial strategies aimed at protecting their
resource base to generate advantages for theirati@am industries. This is apparent in the praiien

of government measures that . . .include expoadaxd quotas. . . Over 450 export restrictionsiore
than 400 different raw materials (e.g. metals, wab@micals, hides and skins) have been identified.
(European Union, 2008: 4-5).

One of three pillars of the proposed EU raw malestategy is “ensure access to raw materials from
international markets under the same conditiorstfaey industrial competitors” (European Union, 2008
5). “Access to primary and secondary raw mateshtsuld become a priority in EU trade and regulatory

2 See for example
http://ec.europa.eu/enterprise/newsroom/cf/docurcien?action=display&doc_id=895&userservice_id=1&uedqt.
id=0.
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policy. Trade and regulatory policy can improveesscto raw materials in the following ways. — Thé E
should promote new rules and agreements on sustaiaecess to raw materials where necessary, and
ensure compliance with international commitmentsialtilateral and at bilateral level, including WTO
accession negotiations, Free Trade Agreementdategydialogue and non-preferential agreements. In
this context the Commission will reinforce its wadwards achieving stronger disciplines on export
restrictions and improved regulation against suesidt WTO level.” (European Union, 2008: 7). The
Communication goes on to note that it wants dewitppountries to give it pre-establishment righuts f
investment in mining on a national treatment andtfavoured nation basis, (European Union, 2008: 8)

This can be seen for example in its proposal ahii© for WTO members to bind their export taxes on
non-agricultural products at a level to be negetidfThe EU has also limited the ability of developing
countries to use export taxes and quantitative mxpstrictions in a number of FTAs and economic
partnership agreements EPAs. This is despite Elg@wn extensive use of export taxes to industgal
see below.

Historical use of export taxes

Industrial development in Europe

Export taxes have been used by governments a$ ia their industrial policy since the fTentury. The
most notable account is the use of export tax&unope used “...as a source of revenue and a means of
preserving raw materials for domestic manufact¢@dode, Lent and Ojha, 1966: 454).

In England export taxes were applied to raw woal lides from 1275 to 1660 to promote domestic
industry processing (Devarajan, Go and Schiff, 1996In fact, for Henry VII, export taxes were the
most important tool in industrial development.dnSured that foreign textile producers had to E®ce
more expensive raw materials than their Englismtenparts” (Reinert, 2008: 80).

In addition, policies were implemented to attraefgn investors mainly from Holland and Italy who
could then benefit from the domestic raw wool. Asolvmanufacturing capacity grew in England “so did
the export duties, until England had sufficientdurction capacity to process all the wool they pomdi
(Reinert, 2008: 80).

Export restrictions were so valued in English indakpolicy that a century after Henry VIl began
applying export duties to raw wool, Elizabeth Idigened the restriction from export duties to & ful
embargo on raw wool. However, England was notitisetb acquire such an industrial and trade sisate
“Like Venice and Holland, and by the same meth&sigland had acquired the same triple rent situation
a strong industrial sector, a raw material monogaigol), and overseas trade” (Reinert, 2008: 80).

% Page 47 of the 6 December, 2008 Agriculture Chagrkt, TN/MA/W/103/Rev.3,
http://www.wto.org/english/tratop _e/markacc_e/markachair texts07_e.htmThe proposal allows least
developed countries to maintain their export taxasound and certain other developing countrieskeap export
taxes on a negotiated number of tariff lines unldbuBxport taxes are not prohibited by the WTO ((fAatini,
2004: 2).
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Many have attributed the Tudor Plan as being thedation of England’s industrial greatness. The
Florentines were not able to compete with theirlBhgounterparts because the export duties onigngl|
raw wool ensured that raw wool was going to dorgstbducers for processing (Reinert, 2008: 80).

In the 19" century export taxes were largely eliminated indpe; “however, a few duties were continued
to foster domestic processing industries or as mefexploiting monopolistic positions in certaaw
materials” (Goode, Lent and Ojha, 1966: 454-5).réfure, although export taxes were no longer the
main tool in the tool box, they were still employsten needed.

Colonial use of export taxes

The main place in which export taxes were deplogetis time period was in European colonies inaAsi
and Africa. “To some extent they were designedat@i the shipment of raw materials to the mother
country or other destinations in the empire, amdube of national flag vessels. The main purpose;
however, was to raise revenue” (Goode, Lent an@ja66: 454). In the case of the British Empire,
export taxes on colonial raw materials were exduoie exports to parts of the British Empire (Viner,
1926: 588).

The US did not use export taxes for exports corfrioigp the country because paragraph 5 of section 9,
Article | of the Constitution forbids export tax@Sorton, 1924: 56). However, previously the US used
preferential export duties on manila hemp fromrtf@imer colony the Philippines from 1902-1913.
Nevertheless, oftentimes the US paid for most efdbsts of export taxes enacted by the British Eampi

Preferential export taxes to eliminate competition in other countries

Britain heavily used export taxes, not only foreeue, but also for industrial processing and inthist
competition (James, 1924: 62). American scholat@oiames notes: “The earliest British preferential
export tax was that on tin ore from the FederatedalyStates. There had been for many years a small
export tax, for revenue, on shipments of tin orestf which went to British smelters at Singapore”
(James, 1924: 57). Additionally, in 1916, a siméaport tax was applied to shipments of tin or@nfro
British colonies in West Africa.

Meanwhile, the United States was attempting to ldgve smelter industry; however, they needed to
import the raw tin from the British Colonies. Ttaeder export tax made this difficult for the US and
eventually all the new smelters in the US wereddrto shut down since the industry was not able to
compete. According to the governor of the Federitalhy States the export tax had accomplished its
intended objective. He stated that the export tag @xacted “for the purpose of preventing the fegird
the smelting industry to the United States” (Jari@24: 57).

Britain also used export taxes as a tactic to sopplies to American soap manufactures and defeat
German competition. In 1916, Parliament enacteifferential export tax on palm kernels from West
Africa to prevent German competition and protettanishers in Hull, England. Later in the 1920g, th
export tax was changed to an export ban, whictoiupply to American soap manufacturers (James,
1924: 58). Similarly, an export duty of 15% adaraim “on exports of untanned hides and skins, with
rebate of two thirds of the tax if the tanning wiame within the British Empire.” The Spanish follesv

in British footsteps and also enacted an expost di20% on hides and skins. As result, US comgetit
found it very difficult to compete.

In 1922, the British Empire also placed a progrespreferential export tax on crude rubber. Thisseal
a panic among American rubber-using industries.



Export taxes to protect domestic value added processing

In addition, export taxes were applied to raw matemwhen governments sought to favor domestic
industries that were using a particular raw makéyeenabling them to get it at a lower price tif@reign
manufacturers had to pay (Edminster, 1930: 90jaBralso applied export restrictions to hides skids
coming from their former colony India. “To protabe new industry of heavy tanning in India andchat t
same time to resuscitate the older one of tanrkingg san embargo was imposed in August, 1919, lon al
exports of both untanned hides and skin to poiatside the British Empire” (James, 1924: 59).

Although, there are many examples of the use obtxpxes by the British Empire, they are not thi/o
user of the trade instrument. For example, Can&tae@ export restrictions on logs and pulpwood to
stimulate domestic processing (Viner, 1926: 589 Edichinster, 1930: 91).

Other countries in Latin America, such as VenezaalhMexico, also used export taxes as means to
promote local processing (Goode, Lent and Ojha61865 and Reubens, 1956: 47-48).

EXpOI‘t taxes for government revenue

The Chilean Government levied an export duty oratet which for a long time supplied about half of
Chilean Government revenue (Edminster, 1930: 90).

Export taxes also occupied an important part afistructure in some Latin American countries. For
instance, in 1939 export taxes provided 16-19%ftail tax receipts of the central governments of
Guatemala, Haiti and Mexico (Reubens, 1956: 47).

Other countries in Latin America, such as VenezaalhMexico, also used export taxes as means for
government revenue (Goode, Lent and Ojha, 1966ad85Reubens, 1956: 47-48).

Export taxes to ensure sufficient domestic supply

In addition, export taxes have been used in tini@sflation to reserve certain home-produced
commodities for the home market (Goode, Lent artth(0]1966: 455 and Reubens, 1956: 47-48).

Export taxes today

In a paper published by the WTO, the author Rolfeigamartini states that export taxes are not
prohibited by the WTO. About one third of WTO Membénpose export duties. For example, in
December 1995, the EU imposed a $35 per ton exgpodn wheat (Piermartini, 2004: 1-2).

According to the Piermartini paper, export taxesrarinly used by developing and least-developed
countries (LDCs). Of the 15 LDCs reviewed in thatext of the WTO Trade Policy Review Mechanism,
10 impose export duties, while only 3 of 30 OECDirvies use them (Piermartini, 2004: 2).

There are many reasons why countries today wouybtém export taxes, in particularly on raw materials
“Most countries, to date, have imposed trade i@giris on commodities or other less processed ptedu
This is logical since the measures such as exaeestusually are intended to promote higher vatided
activities” (European Commission Website, 2007)adidlition, “trade restrictions and in particulapex
duties can sometimes generate an important shaine diudget of a country” (European Commission
Website, 2007). As the examples of Europe’s usxpbrt taxes demonstrate, the two most eminent
reasons for the export tax are government revendeécadevelop higher value added processing
industries (see above).



A plethora of literature has provided a list of bits and advantages that export taxes can have for
industrial and trade policy. In a document from 2@@und in the European Commission documents on
trade, writers outlined the different ways in wh&kport taxes are applicable today. These inclade a
attempt to shield domestic consumers from higlrinatéional commodity prices, price inflation or to
capture raw materials for their own producers. Taleg allow governments to turn high commodity
prices into a windfall tax and therefore use expaxes for budgetary reasons, “which in some casss
go hand-in-hand with development considerationsitr¢bean Commission Website, 2007).

The remainder of this paper will explore the ranfeeasons why governments would enact export
duties. The main reasons which are identified @egovernment revenue, (2) price stability, (3jrte of
trade, (4) value added and infant industry, (5Jenty devaluation, (6) inflation and (7) tariff esation.
The paper will also provide precautionary factbie governments should consider before enacting
export taxes in certain situations. Lastly, thegragill conclude with a very valuable and importaase
study illustrating the conditions in which Mozambéjs cashew processing industry found itself after
reducing export taxes on raw cashews.

Administrative advantages

In addition to the economic incentives of enacngexport tax, there are also administrative adhged.
According to some staff members at the World Bamkexport tax is relatively easy to administerréhe
is less uncertainty in its operation and it coubtigmtially raise producing countries’ welfare (Deajan,
Go and Schiff, 1996: 15). Additionally, “as compaseith an income or profits tax, the export tax
operates more quickly and more directly, althoudhils to tap derived gains which may spread tgrou
the economy” (Reubens, 1956: 69). World Bank stafédso stated that they favor export taxes over
import taxes: “Of course, it is preferable to héaeer import taxes and a higher commodity expott ta
than the opposite because import taxes distoftivelprices by taxing all exports as well as notditaes”
(Devarajan, Go and Schiff, 1996: 15).

Government Revenue

An export tax is a device to cope with fiscal ppland foreign trade and can be used as meansamobt
resources for development finance (Reubens, 13614). The fiscal importance of export taxes soal
cited in other development literature (Goode, Laamd Ojha, 1966: 458-9). The authors point out that
export duties and marketing boards’ surpluses baea necessities for a number of primary producing
countries in which revenue demands are strong (&dceht and Ojha, 1966: 479). In a WTO discussion
paper, the author writes that for many developimgntries with a poor tax administration system,
primary commodity exports constitute an easily eitpble taxable base (Piermartini, 2004: 14).

Piermartini also cautions that export tax reveraasbe unstable due to fluctuations in the intéonat
price of primary commodities and supply fluctuagqRiermartini, 2004: 14). However, despite this
caution, there are still other mechanisms thateigonent can use to complement the use of an export
tax for government revenue. Piermartini statesdbaernments can limit the adverse budgetary
consequences of a tax system highly dependentmortebaxes by establishing a buffer fund, where
export tax revenues are deposited when pricesigineahd from which subsidies to producers are drawn
when export prices are low. Nevertheless, sucdestsibilization fund depends on the extent of thiiy

of political and social institutions (Piermarti@iQ04: 14).

Many scholars have also recommended the use oftegpes during commodity booms, such as what
was done by many countries in the commodity boorinduhe Korean War (Reubens, 1956: 43 and



Goode, Lent and Ojha, 1966: 455). According to Regbexport taxes were used to obtain government
revenue and to cope with price fluctuations (Resb&856: 49).

During a commodity boom “an export tax is intendedope with these tendencies by siphoning off the
gains of the boom and directing them into morerdete channels, for use immediately or at some more
advisable time” (Reubens, 1956: 49). The authcesititat often times in booms, “a very considerable
portion of the export proceeds tends to disappepayments for foreign services, overseas remesoé
interest, dividends and profits, foreign currendiekl abroad, and the flight of “hot money” (Reuten
1956: 51). As result, this can make revenue effefcés export-price boom more uncertain (Reubens,
1956: 54). Export taxes can provide more certaimtyovernments in this regard. “These complicaion
intensify the need for measures like an exporithaich will limit the flow of private income as wedls
enlarge the government’s financial capabilitieseRens, 1956: 55). Hence, resources can then be
available for more socially desirable developm&subens, 1956: 69).

After World War Il, export taxes on rice in Thaithbecame a major source of government revenue. The
Thai government levied export taxes on rice duiisgndustrial development from the 1960s to the
1980s to finance the infrastructure and resourees ifor industrialization (Warr, 905: 2001). “Irder to
extract more surplus from the rice sector, the guwent also required rice exporters to exchange the
earning to domestic currency through the Bank dil@ind at about two-thirds the market rate” (Chgeun
Godo, and Hayami, 107: 2006). By 1965 rice exptés alone accounted for one-tenth of total
government revenue (Warr, 905: 2001). In turn, \thign additional revenue Thailand was able to
diversify its economy in agriculture, manufacturamg service industries (Puntasen and Preedasak, 93
1998).

The example of Thailand is noteworthy, but it i$ noique. Governments have been using export taxes
as a source of government revenue to finance indudevelopment for centuries (see previous sasjio
The examples of Europe and the wool processingsingland the British colonies and the preferential
export taxes that were levied on raw materialsserd duty-free only to British territories are icalive

to how valuable the revenue derived from exporéseoan be for economic and industrial development.

Case Study 1: Russia

Russia used export taxes on oil to aid its tramsiti economic development after the fall of theiSov
Union. “In 1991, repressed inflation worsened agal GDP declined 15%. Rising costs and falling
enterprise profits cut budget revenues, bringimggbivernment budget deficit t016.5% of GDP” (Parker
and Thornton, 2007: 525).

In response, “on 2 January 1992, the new Russia@rgment freed most consumer and producer priges,
abolished the state foreign trade monopoly, andetidoward external liberalisation, while retaining
controls on energy exports” (Parker and Thornt@72 525).

The export tax and the value added tax were assiga¢he largest sources of tax revenue for theiRus
government in the new tax code legislation (Paaker Thornton, 2007: 515). Russia succeeded imgetti
up an effective tax-based system where governmeatreduties were set at 100% as of 2004 and
income taxes were cut by a flat 13% and profit $aixem 35% to 24% (Parker and Thornton, 2007: 528
and 533). Along with energy resources, the goventrakso imposed rising export taxes on
hydrocarbons, metals and other commaodities. Intiadio the export taxes, a four-fold devaluatidén o
the ruble was also implemented.

The policy outcomes have been mostly a success20Bf®, Russian recovery was underway. With risjng
energy prices, federal government budget revenubldd from 12% to 24% of GDP in 2005 . . . Russjan
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fiscal balance had shifted from a deficit of 6%atseurplus of 9% of GDP. In 2006, with the priceoibf
above $60 per barrel, the central government dele$38 per barrel of export duties and resource
extraction tax on every barrel of oil exported” il and Thornton, 2007: 528).

“Currently, federal government revenues, equabtmua 24% of GDP, exceed regional and local
revenues, equal to 15% of GDP. Of federal revertuade duties (primarily energy export revenues)
equal 8% of GDP, with other natural resource tgxesiding an additional 4%” (Parker and Thornton,
2007: 532).”

In Russia, export duties and other taxes on ernanggucers provide the largest source of tax revenue
which is centralised in the federal budget” (Paied Thornton, 2007: 537). “Moreover, a substantial
revenue surplus funded by export taxes and extrafties on energy is supporting a balanced budget,
repayment of government debt, and accumulationstélilisation fund” (Parker and Thornton, 2007:
539).

Value-added and infant industries

According the WTO discussion paper, export tax@sbmajustified on the basis of the infant industry
argument. Countries that specialise in lower valdged sectors (less dynamic manufacturing sectors
according to a modern version of the infant induatigument) will be locked into a production sturet
that entails lower growth rates than those of aoemspecialised in higher value-added (more dyapmi
sectors. Temporary protection or subsidisation méaly established domestic manufacturing industry
that is less productive than foreign industrieseisn as a way of trying to develop a comparative
advantage in that industry (Piermartini, 2004: 11).

Some IMF staff members also agree with that rateoaad write: “Subsequently, export duties on raw
materials became an obvious device to promote Indalktries based on their processing for export”
(Goode, Lent and Ojha, 1966: 454). Piermartincdbes how the export tax works to promote higher
value added: “Export taxes on primary commoditespécially unprocessed) work as an indirect subsidy
to higher value-added manufacturing or processidgstries. Export taxes on primary commodities can
be used to reduce the domestic price of primargyoets in order to guarantee supply of intermediate
inputs at below world market prices for domestiogassing industries. In this way, export taxes il@v

an incentive for the development of domestic magtuféng or processing industries with higher value-
added exports (Piermartini, 2004: 11-12).” Henbe,grocessing industry will benefit from lower pric

of inputs and gain competiveness in the internatiamarket and expand (Piermartini, 2004: 5).

Case Study 2: Indonesian export taxes to develop wood processing
industries

One example that epitomizes the use of export tardther export restrictions to develop a
manufacturing industry is the case of Indonesia@ydood. Indonesia’s wood products industry, in
particularly the plywood industry, emerged in tl¥8Qs as one of Indonesia’s major manufacturing
industries (Thee, 2009: 138). The wood productastry was developed by limiting the exports of log
through export taxes and subsequently by a pantidllater by a total ban on log exports (Thee, 2009
138). By the early 1990s, shortly after these mezsswere taken, Indonesia became the largest
manufacturer of hardwood plywood in the world (TH2@09: 138).

1°2}

In the 1970s, the Indonesian government’s industagelopment plan focused on processing raw
materials such as timber, rubber, oil and mindratsgher value added products (Hidayat, 2002: 55).
Therefore, “the government used an economic styatey promoted resource-based industrialization
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The strategy stresses on reducing Indonesia’swagian import goods and building up the technology
sector, paying more attention to processing raveras obtained domestically” (Hidayat, 2002: 56).

The government began enacting many economic inentor domestic timber producers (Hidayat,
2002: 55). For example, the government providestsge to timber exporters who faced financial
difficulties as a result of government restrictimmslog exports (Hidayat, 2002: 57). The government
reduced dependence on imported goods and begamgmgrdomestic industries. “Although the marke
price of imported plywood was about 20% cheapean thamestic plywood, the government encourage
domestic capitalists to develop the plywood indubir buying locally” (Hidayat, 2002: 58).

In 1978, due to the sharp increase in the exprridg exports declined sharply after 1970. “Bug th
exports of processed wood like plywood and sawndwose significantly from 70,000tand 756,000m
in 1978 to 245,000frand 1,203,000fin 1980 respectively, and increase of 250% and G&%ectively
in only two years” (Thee, 2009: 142). It is impart#o note that “within a short time span, Indoaesas
transformed from being the largest log-exportingroy in the world into the largest plywood-expodi
country in the world in the 1980s” (Thee, 2009: 142

In the 1980s the government replaced the exponvitxan export ban in order to maximize the amou
of raw logs available for domestic processing indes. In 1980 Indonesia’s share of plywood exports
the world market was only 4 % and in 1983 this 1t@s24%. By the late 1980s Indonesia supplied abc
80% of the world demand for plywood (Thee, 200%5)14As a result of the ban on log exports,
domestic and foreign timber companies establisheatwrocessing facilities, particularly plywood
mills, which subsequently led to a surge in plyweagorts” (Thee, 2009: 142). According to the Worl
Bank, the wood products industry became the senwsd important contributor to Indonesia’s rapid
growth in the manufacturing sector.

The plywood industry wasn’t the only manufacturindustry that greatly benefited from the export
restrictions on raw materials. Other wood prodtiuas$ benefited from the export restrictions inewhw
mills, block board plants, particle board plantspaworking plants, furniture plants, chip mills and
cement-bonded plants (Thee, 2009: 143). For exarfipla 1985 to 1992, pulp and paper exports ros
from US$28 million to US$400 million (Thee, 2002t6).

Similar to when the British Empire used export tadadonesia’s export taxes on raw logs also gawie
industries a significant advantage over internati@ompetitors. In 1982, when the export ban was
introduced a major realignment of the world plywaodustry took place. In fact, “many plywood mills
in Japan, South Korea and Taiwan were forced teealtown or relocate their plywood operations to
Indonesia” (Thee, 2009: 144-145). Hence, similgEngland and the wool industry and the British
Empire, Indonesia was able to industrialize a segttheir economy and attract investors throughubke

—

put

o

of export restrictions such as export taxes.

Case Study 3: Russian export taxes to develop wood processing

Russia is using export taxes on raw logs to crestional champions” in the Russian foreign indystr
(CIBC, 2007: 3). The government imposed a 25% edtparon April 1, 2007, part of a previous
commitment to gradually raise taxes from 6.5% 6@ 80% by 2009. The log tax is aimed at slowif
down the shipments of raw logs and encouraging mongestic lumber manufacturing in Russia
(Hamilton, 2008).

It is predicted that some of the biggest poteritighners” will be large private companies in thember

9

Management Organizations (TIMOSs). The biggest ‘igswill be those plywood and lumber companig
9
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that depend on raw timber exports from Russia (CIBID7: 7). The commitment to increase export
taxes on raw timber has attracted more private emmg to Russia. In turn, many predict that the
Russian wood processing industry may develop quittienn generally expected (CIBC, 2007: 3).

Case Study 4: Canadian export taxes and bans to develop wood processing
industries

Canada had maintained more than 100 years of maVigovernment policy, and to a lesser extent
federal policy, dedicated to stopping the exponaef logs (BCFED, 5: 2006). The Land Act of 1888
established a log export tax. In 1891 the Britigthu@bia provincial government passed legislation
making it unlawful to export logs from Crown Landt®f the province. Crown Land is public land,
whereas private land is owned by timber corporatiomindividuals. The taxes imposed on Crown Lan
were meant to discourage exports. In fact, taxes wéhdrawn if the wood was processed in Canada
(BCFED, 2: 2006).

The Timber Manufacture Act in 1906 asserted thea@em government’s position of restricting log
exports. In the Forest Act of 1912 authoritiesraféd their commitments:

“All timber cut on Crown lands or Crown lands graahsince the twelfth day of March 1906, or on
Crown lands, which shall hereafter be granted daods held under pre-exemption record, shall leel u
in this province or be manufactured in this Proeiitto boards, deal, joists, lath shingles, or ioHasvn
lumber....(BCFED, 4: 2006)"

In 1942, the federal government supported the sttalen by the provincial government and restricte
all log exports. For the next 50 years this poboytinued and the exports of unprocessed logs were
restricted. According to the British Columbia Fextem of Labour (BCFED), “This policy of adding
value in Canada prior to export reflects a commuheustanding that the creation of jobs and a viable
tax/royalty base was critical to the prosperityhe country (BCFED, 2: 2006).” That common
understanding allowed for investment in the valddeal forest sector and created thousands of jobs
across the British Columbia (BC) province (BCFED2Q06).

In 1982, Forest Minister Tom Waterland supportedgtovincial government’s policy to restrict the
export of raw logs when he denied an export apjpdindor 400,000 cubic metres:

“It is the intent of our legislation to encourageigorous wood processing industry here in BC. Tilk
not be achieved by permitting...export of large vohsnof un-manufactured logs. TRerest Act
provides for export of timber that is in exces®of own industrial needs, but this can’'t be detaadi
until the timber has been cut, sorted, boomed #fedenl for sale on the Vancouver log market...”
(BCFED, 5: 2006)

In the late 1980s, the BC province raised the exparuntil the tax was 100% of the difference bew
export and domestic prices. In turn, exports o§ldgclined in 1987, 1988 and 1989 (BCFED, 5:
2006).This trend continued in the 1990s, and thpwrof unprocessed logs remained low. The few th
were being exported came primarily from privatedsrHowever, this started to change in the lat€®49
(BCFED, 5: 2006).

During this time the Liberal political party reaffied their commitment to reduce and not allow etgoor]
of raw logs. In the run-up to the 2001 provincigiotion, the opposition leader Gordon Campbell had

ds

%)

previously stated in 2000:
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“We're not in favour of raw log exports. We belietat if we get the industry healthy and our retpria
codes healthy that we will be able to secure thoge and use them in the most effective way in the

Province of British Columbia. We don’'t want to explogs and export jobs along with them (BCFED, |6:
2006).”

However, commitments were not kept and the outcaamdevastating for domestic processing
industries and employment. According to the BCFEDovincial government data reports that raw log
exports between 1996 and 2005 increased by 1,0@@me reaching 4.7 million cubic metres. In real
terms, the government reports that more than sicepe of the annual cut was exported in 2005
compared to less than one percent in 1996. In ah@mmatic terms this represents 125,000 loggindsu
worth of timber (BCFED, 6: 2006).”

“The increase in raw log exports also coincide$waidramatic period of closures and layoffs,
particularly in coastal communities. From 1997 @92, 27 mills closed with 13,000 jobs lost
(from100,000 to 87,000) (BCFED, 8: 2006).”

“Besides the loss of direct and indirect jobs iitiBn Columbia, the export of logs also affectsaineady
struggling pulp and paper industry. The pulp anggpanills rely on a steady supply of chips from
sawmills to maintain production levels and keepgosasonable (BCFED, 8: 2006).”

(@)

“Using the 2005 export figures, the number of jst in the forest industry reached 3,300. In direc
income to workers, the export of jobs from BritiSblumbia costs $250 million annually in lost eagsn
to workers living in forest communities. Using tittahal economic models, for every job createdchia t
direct resource industry, an additional 2.5 jolesaeated in suppliers and the service sector. That
amounts to a loss of an additional $625 milliorrthe British Columbian economy (BCFED, 7: 2006).”

Rick Doman of Doman Lumber in Vancouver Island ddteat the amount of logs exported from BC in
2003 was enough to “run 10 sawmills in coastal B@&="added, “We’ll be creating forest jobs in other
countries and losing jobs here where workers dgtgal fair wages. They call it restructuring ofaStal
BC but | call it the destruction of Coastal BC (BEIF, 8: 2006).”

There are several causes behind the increase ilogagxports. One of the causes is the change in
provincial government policies toward the restantof logs exports (BCFED, 11-12: 2006). The BC
Forest Act stipulates that timber cut on publicdamust be processed in British Columbia. Despite th
specification “the volume of trees cut and expofted public land has also increased since 1997, to 1.2
million cubic metres in 2001 (Marshall, 1: 2002).”

According to Dale Marshall, a researcher with tlam&tlian Centre for Policy Alternatives, “The Mimist
of Forests may allow exemptions to this rule urater of three conditions: the timber exceeds BC'’s

milling capacity; the timber cannot be processeazhemically in BC; or the exemption would “prevent
the waste” of the timber. A fee may have to be paithe government in lieu of the employment ceati
that would otherwise occur by processing the loijsimvthe province. The use of these exemptions has
allowed raw log exports from Crown land to incrégdéarshall, 2: 2002).

In addition, raw log exports from private lands &aliven the upward trend in raw logs leaving BC
(Marshall, 1: 2002). This increase began duringAsian Financial Crisis when major companies swh a
TimberWest increased their export of logs on pavands to compensate for the decline of lumber and
pulp prices during the crisis. In 2002, TimberWegstived 80% of its sale revenue from the sale gé o
mostly from private land (Marshall, 1: 2002). Te thublic’s dismay, the provincial government has np
jurisdiction over the use of timber cut on priviteds (Marshall, 2: 2002).
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Just last year on May 23, 2008, 1,300 workers anahaunity members held a rally in Mackenzie, BC
against the mill closures. In Mackenzie 235 pulfl workers and 337 sawmill workers lost their jobs
when AbitibiBowater shut down local mills. The skes and participants in the rally called for ap@x
ban on raw logs. They called on the governmenttgplogs in their communities and guarantee loca
production. Mackenzie is just one town amongstmtheBC that is economically and socially impacts
by the export of raw logs (Simard: 2008).

The BC Federation of Labour is recommending thatgttvernment increase the export tax on raw log
coming from private lands to ensure there is nmenuc incentive to export raw logs. They believatth
the export tax will shift the focus back to locabpessing (BCFED, 14: 2006).

It should be noted that these job losses arefjost bne of Canada’s provinces.

d

Case Study 5: Mongolian export taxes to develop textile industries

Just as Europe used export taxes to support loceégsing (see previous sections), many developing
countries today have realized the importance obsig export taxes on raw materials to support
domestic processing. Mongolia is amongst thoseldpirgy countries that impose export duties on ray
materials; however, as a condition to become a reewithe WTO Mongolia, forfeited some of this
freedom by undertaking a commitment to phase agditediminate its export duty on raw cashmere with
10 years of its accession into the WTO.

However, in January 2007 Mongolia filed for a “Regufor a Waiver,” asking the Council for Trade ir
Goods for a waiver to postpone the implementatfdh® commitment for five years. The reason
Mongolia requested the waiver is because the exjutyton raw cashmere is needed for its economic
development.

In the official request to the WTO, Mongolia recamgs several functions that the export tax perfarms
its economy. It stated, “Export taxes are not grideéd under WTO Agreements. They are well-known
policy instruments which can effectively provideémtives for the local processing of raw materials.
They may assist in adding value to exports, briggireater export earnings and increasing the
diversification of exports, thereby contributingaio overall reduction of the economic vulnerabitigt
affects the Mongolian economy. Finally, the applmaof export taxes on raw cashmere also serves
environmental objectives as it contributes to #gutation of goat heads and is part of governmental
efforts to fight environmental damages and deseatibn (World Trade Organization (WTO):
G/C/W/571).” The document also states that presgrthie export tax on raw cashmere would create
employment.

Export taxes in Mongolia are applied not only tew iGashmere, but also to camel wool, goat skins, an
logs. In 2005, the textile industry contributed%.& gross industrial output. Additionally, expoofs
cashmere products alone accounted for 9% of Moagdibtal exports, making it the third largest estpq
of the country. Despite the success, the texideistry in Mongolia has been facing many problents &
a great number of textile and cashmere processimg had to exit the industry. One main reasoninigiv|
the firms to exit the market is the heightened glalmmpetition for raw materials.

According to the WTO document submitted by Mongdliacreased exports of raw wool, cashmere,
leather, hides and skins have resulted in thedhdecessary raw materials and a further plungeen
utilization capacity of livestock-based processimustries. About 60% of companies went out of

n

o

business due to the outflow of raw materials comgpan 2003 (WTO: G/C/W/571).”
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Despite these shortcomings Mongolia is hopeful ifhthe export tax is maintained then the cashmere
industry will have huge potential to contributethhe growth of the economy, employment at both the
herder and the manufacturing levels and ultimatelustainable development. “The continuation ef th
application of export taxes to exports of raw castems fundamentally important to sustain the itigus
in this difficult period. Their elimination at thjuncture would add a further burden to local pssing
firms (G/C/W/571).”

Six-months after Mongolia filed for the waiver, WO General Council granted its request and gav
Mongolia an additional 5 years until January 29,2t phase out and eliminate its export taxesaon r
cashmere.

4]

Tariff escalation

According to Piermartini, export taxes have be@omemended by some as a retaliation policy or
strategic response to tariff escalation. Tariffadsiton is the practice of charging higher impartfts on
processed goods than on unprocessed ones. Taathdon in developed country markets can be
detrimental to the development of local high-vghnecessing industries in developing countries
(Piermartini, 2004: 12).

The UN Food and Agriculture Organization (FAO) derstoated in a study that tariff escalation is ohe o
the major constraints to vertical diversificatidragricultural products in developing countriesth®lugh

the food industry is a major export industry fovel@ping countries, exports are usually of foothi@

first stage of processing. For LDCs, more advampredessed products account for only 5% of
agricultural exports and for developing countrigs figure is at 16.6%. These numbers are relativel
small in comparison to developed countries, whapeis of more advanced process foods are at 32.5%
(Raghavan, TWN}.

Many developing countries have expressed concemtdbe adverse effects that tariff escalationehav
on their economic and social development. Malays@gnesia and the countries of the Africa Groug ar
a some of those that have articulated their coscabout tariff escalatiors.

Piermartini states that the first best policy tonbat tariff escalation is for the country imposthgm to
remove them. However, all industrial countries ticactariff escalation (Oxfam, 2003: 30). For exden

in Canada, the tariff on fully processed foodstigfavelve times higher than for products in thetfi

stage (Oxfam, 2003: 30). According to the WTO, dapaposes a zero tariff on raw coffee and cocog, bu
this escalates to a 20% and 22% applied tariffeethpely for processed coffee and cocoa (Piermiartin
2004: 12). Similarly, exporters of cocoa to the US#l EU typically face zero tariffs on raw beans,
rising to over 15% and 20% respectively if theygass beans into paste and chocolate. Such
arrangements help to explain why Germany procaases cocoa than Cote d’lvoire, the world’s largest
producer; and why Britain grinds more cocoa thaar@ah Developing countries account for more than
90% of cocoa bean production, less than half obadmutter production, and less than 5% of world
chocolate production. (Oxfam, 2003: 31). This alsours for non-food products. For example, the EU
imposes a tariff of less than 4% on Indian yarnt iBthat yarn is worked into garments, the tarifes to

4 The full article can be found dtttp://www.twnside.org.sg/title/bar-cn.htm
5 For more information visitattp://www.twnside.org.sg/title/tariff-cn.htrand
http://www.twnside.org.sg/title2/wto.info/twninfo0810.htm
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14%. This practice systematically excludes Indiesdpcers from higher growth, higher value-added
segments of the market. (Oxfam, 2003: 30).

Since tariff escalations have not been removeslithportant to look at what Piermartini says is the
second best policy choice: export taxes (Piermag004: 13). “An export tax on the unprocessed
commodity, by reducing its domestic price, will faw the development of the local processing ingustr
thus offsetting the distortionary effect createddnyff escalation (Piermartini, 2004: 13).”

Price Stability

Commodity price volatility can generate large tradbalances in a country whose exports depend
principally on that commodity (Piermartini, 2008)1For small farmers a drop in price threatensmne
and food security, disrupts investment, balangeagment problems and raises levels of external debt
(Piermartini, 2004: 10).

According to the WTO discussion paper, export tavasbe supported on the basis of a second best
argument, in regards to using export taxes to atéigommodity price fluctuations on the world marke
(Piermartini, 2004: 10)(The first best policies suggested are generatigerdifficult to implement in
developing countries).

Piermartini suggests that a progressive exporsyatem can be useful in this regard. Governmeniklco
impose a high tax rate when world commaodity prioesease and reduce or remove the export tax when
commodity prices fall. This way government “coulthture part of the gains arising from increasing
commodity prices and could mitigate the adverseachpf falling prices on producer's incomes”
(Piermartini, 2004: 10).

According to the WTO paper, three motives justifg tise of an export tax in these circumstancesst;Fi
it would mitigate the spillover of higher world pes into the domestic market (as the impact ofxpore
tax is to lower domestic prices), thus protectiomcpl consumers. Second, it would increase goverhmen
revenue, thus easing fiscal imbalances. Thirdpitld/ tax windfall gains of exporters, thus respogdio

a principal of fair redistribution of income” (Praartini, 2004: 10).

Piermartini advises that governments properly @efireir trade tax and suggests that “a flat exjaort
that would not differentiate between price increased price falls would not be effective in smoghi
the transmission of world price shocks to the ddimegsonomy.” Additionally, governments must be
ready to enact policy changes congruent to thegthgrcommodity prices. For instance, they will hawe
save in periods of high tax revenue and spend magueriods with low tax revenue (Piermartini, 2004:
10-11).

Piermartini provides a few examples in which goweents have used export taxes to reduce domestic
price instability for export producers. She stdted many developing countries have used a system o
variable tax rates, imposing high tax rates wheyoebprices are high and vice versa. “For example

Papua New Guinea established an export tax/subsidyor cocoa, coffee, copra and palm oil equal to

® First best policies are described as: “Developimge efficient stock markets and financial marketspducing a
flexible exchange rate regime, extending the tesetsnd improving the tax administration systemaailll
contribute to solving the problems discussed alatleout distorting the economy and therefore atmalter
economic cost” (Piermartini, 2004: 10).
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one half the difference between the reference peakeulated as the average of the world price in
previous 10 years- and the actual price for the"y@aermartini, 2004: 10).

Terms of trade

For decades, economists have also pointed to etgp@s as a device that can be used to improve a
country’s terms of trade (Reubens, 1956: 45 andd@pbent and Ojha, 1966: 481). Terms of tradeas th
relative prices of a country’s exports to impohtsa research paper written by World Bank stafi it
mentioned that a country with market power can lewoptimal export tax, which targets distortian, t
improve its terms of trade and welfare.

The authors go on to write: “While there are selvpoasible interventions which could improve the
country’s terms of trade, an export tax is prefirstrument on analytical grounds because they
precisely correct this underlying distortion with@uducing others” (Devarajan, Go and Schiff, 199p:
In addition, the authors argue that a country \wmtdrket power will benefit from imposing an exp@xt
regardless of the behavior of other exporting quanting countries (Devarajan, Go and Schiff, 1996:
and 8).

In a WTO research paper, Piermartini agrees wihdhgument and writes that “in the case of a 8arg
exporting country [a country with market power thegiresents a large share of the world’s exports fo
that taxed good] the implementation of a tax onogtgomay raise national welfare (Piermartini, 2084:
In addition, if a “large” country implements an exptax there will be “an improvement of the terofs-
trade for the exporting country, but a worseninghefimporting country's terms-of-trade (Piermaytin
2004: 3).

“The terms-of-trade gains in the exporting courrige because of the increase in the commodityrexpo
price caused by the implementation of the expart f@iermartini, 2004: 4). “An export tax imposey &
large country will increase the world price of thged commodity, and this, in turn, will increake t
relative price of exports compared to imports. &ach unit of the exported commodity, the country
imposing the export tax will be able to import maaad thus increase welfare” (Piermartini, 2004: 7)

Piermartini claims that the terms-of-trade gainas applicable for a “small” country that represeat
small share of the world supply of the taxed gd@eérimartini, 2004: 3). The gain depends on thatgbil
of the country imposing the export tax to increaseld prices. Thus, the overall welfare effect of
implementing a tax on exports will be negativehia tase of a “small” country (Piermartini, 2004: 3)

However, she points out that in recent decadeswsiinternational commodity agreements (ICAs) have
been signed among developing countries with thipgae in mind. But many of these ICAs have
involved quantitative export limitations rather thaxes (Piermartini, 2004: 7). According to afspafper
from the International Monetary Fund (IMF), “themstgest case for a prolonged use of export taxies is
support of an international commodity agreement ithalves the deliberate limitation of exports”
(Goode, Lent and Ojha, 1966: 481). Therefore, tgaraent may be made that it is worth exploring the
possible benefits for “small” countries that expbe same commaodity to use an ICA and coordinate
export taxes to increase their terms of trade.

In a World Bank Working paper, Bela Balassa alskieaa similar case for the use of export taxes in
ICAs: “Export taxes will be the optimal measureoafsa country is subject to quotas on its expdsisch
will be the case under an international commodifyeament or under foreign quotas and so-called
voluntary export restraints. In these instanceppetaxes can be used to appropriate the quofaspro
enjoyed by the exporters. They should be set $0 assure that exportable production equals theuaino
of the quota.” (Balassa, 1989: 10)

15



Currency devaluation

In an IMF staff paper, authors note that exporésazan be used to compensate for a country’s ayren
devaluation (Goode, Lent and Ojha, 1966: 454). duthors explain that in the circumstances in which
country that devalues their currency is exportiommodities with little short-run elasticity of supg
“the additional receipts of exports make no moenth small immediate contribution to the correctbn
the payment deficits.” Therefore, temporary expaxes can be levied on exports with low short-run
elasticity of supply so the state can attain reeemhich would help to control private expendituaesl
thus support the devaluation (Goode, Lent and j8&6: 475).

The authors offer four examples in history in whestport taxes were increased or enacted to comggensa
for devaluation. In May 1963, Uruguay devaluegiso and increased all export-tax rates. As atresul
export-tax revenues rose by about 80% between 4862963. Devaluations occurred again in 1964,
1965 and 1966. The government increased expors &aeh time. Mexico also successfully raised export
taxes during devaluations of 1938, 1947, and 1864955, total revenue from export taxes amouraed t
15% of export value (Goode, Lent and Ojha, 1966)47

After devaluing the drachma in 1953, Greece, ireptd avoid a steep decline in export prices imgeof
foreign currencies and absorb windfall profits, aapd export taxes on basic commodities such asngott
rice and olive oil. India export taxes on numeroasimodities to compensate for devaluations in 1966.
As result, “at the new exchange rate, the net ryppeeeeds to the exporter of tea and jute goodsdnma
about 18 per cent more than previously.” (Goodeyf lamd Ojha, 1966: 477)

Authors have also mentioned benefits of using groexax during a trade surplus: “According to Lau
and Stiglitz (2005), an export tax would renderdbantry’s exports more expensive to the rest ef th
world in apparent similarity to an exchange ratgrapiation, but, unlike the latter measure, an exax
would not inflict financial losses on holders ofets denominated in foreign currencies or induce
currency speculation. Moreover, an export tax wa@dderate revenue for the government and could be
easily lifted if developments to the trade balaweerant” (Zee, 2007: 138). However, Zee notes lieat
believes the success also depends on whether &reaitiarge” and whether it faces a downward
sloping demand curve for its exports (Zee, 2008)13

Scholar Peter Warr noted that when a country ismexporter in a commaodity and possesses a degree
of market power in the world market then the cogistgovernment can impose an export tax when the
currency is devalued to derive government revenbe.export tax will allow the government to benefit
from the windfall gains received by the exportee doithe devalued currency. “An export tax thugeff

the potential to contribute to foreign exchangeniggys by exploiting the country’s international

monopoly power, to raise government revenue amedoce the price faced by consumer,” Warr wrote
(Warr, 903: 2001).

According to Warr, Thailand presents a good exarsiplee they are a major exporter of rice. Durirg th
economic crisis of 1997, Thailand devalued itsency. The government began searching for new
sources of revenue and was concerned that theuddiad would provoke large consumer price increases

" Price elasticity of supply refers to the degreeesponsiveness of a product’s supply (increaseedse or supply
stays the same) when the price of that productgdmnNumerically, it is expressed as the percenthgnge in the
guantity supplied divided by the percentage changxice.
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for rice. Warr suggested that if an export tax badn imposed, it could have potentially contributed
the foreign exchange reserves (Warr, 903: 2001).

Inflation

Export taxes have been identified as a usefulttbobmbat inflationary pressure. During the Kor&éar
and the commodity boom many countries uniformlyocted export taxes to gain windfall profits. After
the end of the war and the commodity boom subsictmahtries experienced inflationary pressure and
export recession. One author notes that exporstagipped countries facing these pressures. Reuben
explains that “the export tax presents itself agrgortant and effective device to insulate the dstic
economy from some of the inflationary effects ofeaport boom; and in times of export recessiorndie
provides something of a cushion against the futlaot” (Reubens, 1956: 68-69)

In the WTO paper, author Piermartini explains ##onale behind using an export tax to combat
inflation. She states that “an export tax redubestiomestic price of the taxed commodity, thusiglgrt
offsetting the inflationary pressures coming froighter prices abroad. Second, an export tax on pyima
commodities will be reflected in lower costs fobpessing industries, thus furthering lowering
consumption prices for processed goods (Piermaadti4: 11).”

However, Piermartini cautions that if markets hawmeoligopolistic structure, consumers might notdsgn
from lower prices for the processed commodity (featini, 2004: 11). She attributes the failure of
export taxes on the palm oil industry in Indondsiaontrol inflationary pressures to this reason.
Therefore, export taxes can be an effective toobtdrol inflation if there is a conducive market
structure.

China successfully used export taxes to decreasest@ grain prices and cut off grain exports dyrin

the 2006/2007 food crisis. Food prices in Chinaaegsing in 2006 and in 2007 the Chinese govertimen
made controlling the inflationary impact of foodgas a top priority. Prices in China were risingtlya
because of the increasing world commaodity pricebaso due to China’s inability to boost domestic
production. As result, the government reacted wilicy changes in 2007. The government withdrew
rebates for value added taxes that encouragedtsxquit introduced temporary export taxes on gragh a
flour to cut off grain exports and cool domestiaigrprices. Hence, export taxes were used to dontro
inflation and ensure adequate domestic supplyad {€ohmar and Gale, 14: 2008).

Considerations when imposing export taxes

Export taxes can be a highly valuable tool for stdal development and trade policy. In additidreyt
can provide governments with additional revenugyrowe terms of trade, ease inflationary pressure,
compensate for devaluation and tariff escalatiahranst importantly preserve domestic raw materials
for local processing to develop high-value addelligtries.

However, as mentioned throughout this paper there@me factors that governments should pay
attention to before increasing or imposing an ez, Like many policy tools and instruments, axpo
taxes have proven to be extremely valuable to n&lislevelopment, especially in Europe (see above
sections); however, it is not a magic tool and sijuires a few considerations.

The factors that should be considered are comnmoslytioned in the diverse literature that highligies
benefits of export taxes. A few of these factodude: long-run demand and supply elasticity, camge
goods that are substitutes on the world markegppblistic market structure and the optimal leviehe
export tax.
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Additionally, export taxes have supplied governreanith needed development finance. However, it is a

the discretion of every national government to deavhich sector(s) of the economy to supply with

revenue. Therefore, depending on where a governaohaaises to invest, the distributional effects inay

disproportionate amongst different societal groups.

Case Study 6: Mozambique and the effects of export tax reduction on the
cashew processing industry

Historically, the cashew sector has constitutemrgel part of Mozambique’s economy. In 1960, the
country produced half of the world's total cashawsn Domestically, the cashew industry employed
several million people, providing income to indivals across the country (Raman, 2004:13).

The country began processing the raw cashewsga,lanechanized factories and became the first
African country to process cashews on an industdale (McMillan, Rodrik and Welch, 2002: 6). Bytt
1970s the country had 14 processing factoriesmid73 Mozambique processed 149,800 tonnes of
cashews for export. In the 1980s, production slodigzlto the civil war; however, in 2001 processihg
raw cashews was utterly halted due to significapbe tax reductions on raw cashews, as advisdtdy
World Bank. The Bank focused on eliminating thpaxtax on raw cashews and hoped that its
elimination would increase the export price and #h® producer price.

The stages of liberalization are explained by Raman

“The export ban on raw cashew nuts was lifted i61192 and limited quantities of raw nuts were
allowed to be exported. However, a 60% tax on tfierdnce between the FOB and factory gate price
and a quantitative restriction of 10,000 tonnesewamposed.” In 1994/95, the quantitative resinictivas
removed and in 1997/98 the export tax was reduzéd%. In 1999, due to domestic opposition,
Mozambique’s Parliament passed a Bill that incrddle tax to between 18 and 22%, the exact amoy
to be determined each year, depending on markelitcams.

To the dismay of millions employed in the industhe Mozambique government and the World Bank
the benefits of the reform were very small in eqoitoterms. According to McMillan, Rodrik and Welc
“the efficiency gains generated by the removaheféxport restrictions could not have amounteddeen
than $6.6 million annually, or about 0.14% of Motague GDP.” The gains are even more depressin
for farmers’ income. The additional income obtaifi@dfarmers was no greater than $5.3 million
annually, or $5.30 per year for the average cagirewing household.

Although the benefits were small, the costs ofréferm were severe. The biggest impact has fallen o
the processing industry and employment, as theegaphocessing industry came to a standstill. Algio
the estimates for those unemployed after the ref@med, one BBC news report in 2003 reported thal
10,000 people who were directly employed by theigtigy lost their jobs and another million nut
collectors lost their income (Raman, 2004:17).

Raman notes that from the viewpoint of the ownéth® processing factories, the export tax reduacigo
the primary reason for the industry’s failure. Vditih a ban on exporting raw nuts or a prohibitivgilyh
tax, the processing factories could not obtain ghaaw cashew nuts to operate (Raman, 2004:17).
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