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ABSTRACT

The paper lays out some of the issues around recent world
economic events particularly rising protectionism in developed
T IR
countries. These issues include export potential of manufactured
products of developing countries, the interaction and consequences
of developed country policies that restrict trade on developing

countries, multilateral trade negotiations, and international

trade patterns.

To discuss the issues the paper traces factors that have
led to rising protectionism, point out manifestations of protectionism,
explains the implications for developing countries, and indicate

directions for these countries.

The paper concludes that the behavior of rising nrotectionism
is detrimental to both developed and developing countries, puts a
strain on commitments to free trade and distorts the natural and
market process of comparative advantage positions of both types

of countries.



RISING PROTECTIONIS# IN DEVELOPED COUNTRIES
AND ITS IMPLICATIONS FOR DEVELOPING COUNTRIES

ROUGH NOTES

Flonian A. ALburo*

In recent years there has been a growing verception that
growth in world trade has decelerated. The perception manifests
itseif in the neaotiations for trédinq agreements wherein countries
either hold into exlstlng restrictive arrangements or substltute
new but‘equally restrlctlve quldellneQAfof the dlsmantllng of others
at the same time announcing a commitment to free trade. ggrtly‘
resulting from serious economic crises that have troubled most of .
the world, the more specific perception is the increasing protec--
tionist move among develoned and industrialized countfies-and the

reactions taken by others that have been, if any, retaliatory.

This paper is intended to lay out some of the issues

around recent world economic events and to understand the notion -

'of rising protectionism in developed countries and its implications

for the developing countries. In the four sections of this paper . :

*Associate Professor;, School of Economics, University of the
Philippines, This paper was prepared for a UP Law Center seminar
on UNCTAD V, *“designed to arouse national consciousness on the
issues to be discussed in the coming conference on May 1979."
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an attempt is made to "(a) trdce some factors that have led to
rising protectionism, (b) elaborate on some of the manifestations
of protectionism, (c¢) noxnt out a ranqe oF implications for the

developing countries, and (d) indicate directions and options for

the trading natiens.
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- The. post-war growth of world. trade has been significantly
high relative to.the previous post-depression era.. This was
charaggerized by satisfactory economic performance among most world
trading nations and problems were more aof searching for, acceptable. ..
means. of liquidity, of transferring real resources and of helping
emerging nations. into sustained groﬁth paths, than of opposing

barriers to trade.

Butﬁ;he,succeéﬂingwdisturpances,;Lnternally or.internationally,
during the late sixties and early seventies have led to an emerging.
order with a character wherein countries, especially develoned ones,
began to pay more. attention to domestic interests and applied inward-
looking policies. Some of the mutually reinforcing dimensions

pxec1pltat1ng this changlng order were the prominent 1nflat10n and
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employm°nt 1ssues, the 011 crlses and raw materlals questlon, the

slow recovery from various shocks, and the 1ncrea51na competltlon




posed by developing countries in the international trading arena.

The.wide application.of post—xeynegéggvsynthe§isVin economic
policies in the United States and Wesggrn‘indgstrialized countries
to prime growth at targetted rates carried with it inf;ationarv‘énd
unemployment tendencies the long term tra§e~offs of which not many
appreciated notmanxicipatgd. With_tbe iq;reasing difficulties of
saving unemployment and inflation dilerma, more and porg‘clgmor‘ :

was heard for policies to direct domestic economic activities.

A cresping inflation, interpersed with undesirable employ-
ment effects, became more prominent with the instance of the oil
crises in 1973. The shock was-doubly dramatic since not only was
a four-fold price increase in oil unanticipate@{but that the

possibiiity of'supply cartels was indeed real,f'This singular
disturbance also revealed the &ependency strﬁéture, at least for
some countriés such as_Japén, in the international tradipg system,
The resulting domestic focus came in the form of adjustﬁent

.Fmeasures to ease affected industries and an accelerated search for

" .energy substitutes.

s

The twin factors of domestic economic management and
coping with the oil crises implied a slow and difficult recovery.

If comparison can be made on the performance of industrialized

"By




countries before and during the onset of the set of diﬁénsion that
dg@ap@ed inwax@ and protect;onisgﬁstance, it is clearly shown that
only.gyout half of the grqwth rate was recovered in the ensuing years.
For example, the average anpual growth of the qgross domestic product
in No;th America was about 4 percent in the decade of 1960-70 while
only 2.4 percent in 1970-75. Japan achieved 9.4 percent prior to

the crises and strugqgled to 5.0 bpercent in 1970-75.

In the rore germane scefie of international trade, the
changinq and eme:ging ;ogparative advantage structure signalled
the competitiveness of develqping countries' exvorts of light
manufactures in such products as c%othing, leather, and electronics.
Partly because of constant technology ig these types of industries
and partly due to slow labor productivity qrowth unit costs in the
light and semi—manufacturgs industries implied declines in comparative
advantage relative to some dgveloping countries. _The reactions to
this changing pace of compara;ivg advantage have been both emotional
and rational. Within the affgcted_in@pstries and firms, the demand
has been for support of distressed sectors. Within some developed
countries, the alternative have been to devise ways and schemes
for a compromise -- preserving or easing adjustment processes while
at the 'same time finding ways to acéommodaté ihduétrial growth and

competitiveness of developing countries. All in all however the



« gkill and technologigal diffusion: that occurred quite fast among

develoning countries paved the way for. a new emergina trade pattern
that had immediate threatening effects on a small range of developed

countries' traded products.

It

When the eeveral dimeneions briefly noted in the brewions

section are seen en toto, it is clear that the pattern of policy,

o

trade and economic behav1or of develooed countries has been toward
1ncrea51ng attention to domestic intereot and renewed ppotectionisn.
Vhile_ the most of (non—Oil produc1ng) dGVelopinq countries were

equally exposed to the post—l970 world economic disturbances, the
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openness of these economies perhaps relieved some of the external

shocks. At the same time. it nust be admitted that more deqrees
of freedom were available to developed countries in terms of incre-

mental protectionist measures whereas some self—limits are already

existent in developing countries

Both traditional trade and non-trade barriers. were-
increa51nqu erected especially after the 1974 general recession.

Although simultaneous nagoti ations wera being carried out to

promote freer trade,.it is apparent from the forgoing discussion




that indeed the eventual a2ffects were far from the avowed intentions

"of free trade and commerce.

Perhaés the single victim of ahcreased.protectionisﬁ wodld
be tradz of semi and light manufactures from the deteloping couhtries.
As pointed out previously, this.seems to be where the growing
comoaratlve advantage of low labor cost countries' lie. While it
1s true that trade 1h‘pr1mar§ products still domlnate developing
country commerce ‘rates of growth of nand‘acturlng exports hate
been greatet 51gn1ftcance.2' conversely, it is also in the |
darea of manufacturlng that developed countries potentlal llesLB
Obvxously :thls is where both confllct and aareement w111 happen.
Exports that go throuqh multl-stage nroce351ng or accrue hlgh value
added such as those in the fleld of manuFactures undoubtedlyv “
contrlbute to developlng couhtrles aim of 1ndustr1a1 qrowth and
rststalned economlc development. It 1s thus 1mportant to achleve
accelerated ttadekln these items of comparatlve advantaot. In the
same vein therefore policies which hinder the free exchange and

trade among them constraint any country’s growth potential.

Nelther can one expect dlffused and sustalned long run

development from primary export trade. Low income elast1c1t1es

RO

of demand, avallablllty of adequate substltute, and the. snecter



of fixed supplies would contribute to trade 1nstab111ty amonq
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The attention in the -area of manufacturing. is:
intended to proyide focuys .in the.assessment of various-protec~

S

tionist policies adopted by developed countries.

.First, -the imposition -of tariffs provide the initial

vehicle in putting.trade .barriers. : The .tariff structure of
;developed"eountxies;has been -biased against semi=finished -and
~finished manufactures. ' Although progress has been made ‘in.

the five rounds of the General Agreement on -Tariffs and Trade

- (GATT), in the Kennedy Round between 1967 and 1972 and in. the
woeurrent Pokyo-Round.in terms of:reducing the absolute ad valorem
-duties of traded products .across different stages of processing,

. the relatives,é - Structure ;xemains -the same. The average nominal
tariff levels in 1973 in the European Economic Community .(EEC),
fhe United States (U.S5.), Japan, Australia,HSwedenl(end New .ZealanA
among others-have been.2 percent on all items of ra;:materiels,

8 percent on semi- flnlshed manufactures, and 9.3 percent on

flnlshed manu;actures. The ﬂultlple escalatlon of nomlnal
tarlffs is partlcularly deterrlng 1ncrcases in value added in
‘the developlng countries. For examole, the trade welghted

average tarlffs of eleven developed countrles is zero for raw hides



and skine, 9.6’éercent for Bcvine cactle and equinelleather, 5.6
percent for sheep and lamb skin leather, 14.3 percent for travel
goods, 13,1 percent for leather clothing and accessories, and
16.4 imposes 6.1 percent nominal tariffs for raw cotton, 8.3

percent for cotton yarn and 15.6 percent for cotton fabrics.7

When now the. tariff structure-is reckoned in-terms of their

effective rates, the protective wall. would obviously. be higher.

The mean tarikf-rates-from some calculations show cffective rates
to be twice tozas much. as three times the nominal rates such. as

the U.5. (8.6 percent and 18 percent respectively), Japan (16.5
pergent and 45.4 percent), and EEC (12.2 percent and 33.1 per‘cent).8
. As'long as tariff cuts are couched in nominal terms the room for
eprotection is still large and in fact preserved. Comparing Pre-
""Kennedy and Pdst-Kennedy Round -ariff rates on indqstrial'countries'
imports O©f manufactures from the developing countries, the average
" nominal rate ‘decreased from 17.1 percent to 11.8 percent-vet in

effective ‘terms. it dropped from 33.4 vercent to, 22.6 percent.

Second, w1th the acceptance of the need to reduce protec-
tlonlst stance along tariff cuts, malti- lateral trade neqotlatlons
(MTN), the adoptlon of most-Favored-natlon (HFH) clauses, and just

the sheer commltment to free trade nust come short—term measures

e



intanded to cushion the impact of developirg country accessibility

to developed country markets. Various forms of non-tariff barriers
(JTB) are being imposed either to artificially encourage exmorts

or curtail imports.

Whot is particularly noticeable'in this context is thao more
countriog‘haye appligd a wider‘range of HTB's to a qgreater proportion
of their imports in ;976 thgn at any timowsince ;@g 1974 recession
“or ;he prior cr;ses year. The manifestooiono-of‘soch HNTB's are many
and varied -- from institutional schemes such as oostoms classifi—
cations andlp;oceduresj weights and measures,Jtrade and markoging
agreeﬂ;;ts, health requirements tco technical schemes as safety
requirements, various taxes, quotas, and countervailing duties --

a cmount &dn Be made up to 47 different scheres. -

Tho message of N?B's is thatﬂthey can more than adequately
provide the protection that nominal ta;iffs do inAinterapt;opgl trade,
e%p@ey multilator;lly o;-through bilgteral arrangements. Soaodards
of sgfoty are eqpivalent to MFN tag?ff %;ructures since'tbey a;o
,;pplicable to»ail coopt;ieof_ The few research studies of‘NTéfsu
§§oy a positive agsociation between {unweignted) ta;iff avoyoéos
and NTB-incidence rates such that‘if succeso is made in regard ;o

MTH tariff reductions, the NTB's are likely to absorb the protective

mechanism.
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. At the bilateral ucgotiations lewvel, NTB's :are equal:: i
-+ tools - of protectionism. The.creation of Orderly:. Marketing Agree~-
ments. . (OMA) in the U.S.; is effectively a quota system designetl”
Vto protect domestic industries from developing country competition.

The same can bhe said of "voluntarv exror* restraints” arrangements
5 srevey .

“between lmportlng and exportlng nﬂtlons. It must be admltted
however that in some cases, such appllcatlons are warranted (e q.
balance of payments problems) although one can argue that NTB's

"may not be the anproprlate solutlon. The issue is not the appli-

e

catlon but rather thn extent to Wthh they curtall the eff1c1ent

structural change in the lnternatlonal tradlng system.

Third, and along the same line as NTB's the concern for

environmental factcrs in developed countries has critical

implications for pricing a competitiveness of developing country
exports. For one, the strrngent standards set by 1mport1ng countries
'demand add1t10nal processes which could have been achleved For

another, the detalled env1ronmental matters developed countrles

seek 1n partlcular products are not usually symmetrlc in developlng

countrles. rr‘hro"ah transm1551on, such protectlonlst measures Shlft

prlclng structures even in the domestlc sectors of the developlng

R

countrles.

. )‘




Finally, there is also apparent distortion in the manner
itself of physically moving manufactured exports from developing
to developed countries. . It appears that shipping ratgs,ipexhaQ§,”: 
administered; escaiate with the processing stages of the products
being exported. Furthermore, tﬁe‘éhipging freight rates donot
appear either tovﬁebdeterminéd by the.éssociated (dérived)'deﬁanda

for the products being stripped.

The. enumeration of the various tariffs and non-tariff barriers
as mechanisms that reflect protectionist atmospherenin developed
countries imply that the exhaustion of traditional barriers to trade
does not quarantee a freer world trading system,g What rwust be
appreciated is that the institution of protactionist measures to
limit or prohibit trade has consequences for both tradinq countries
in the short and in the long run. It is only by understanding thgse
can discussions of trading arrangements be seen in a proper perspeptive.
The implications ¢f the growing protectionist sentimentg arong
developed countries need to be clarified in the context of the

exporting and importing nations.
IIT

civen the variety of protectionist tools the daveloned

countries have evolved, one nced not invoke nor technically exnlain




neoclassical international cconomics in order to point out their

associated theoretical and empirical difficulties.

‘vOn the part of the developing countries, rising protec-
tionism among developad cogntries does not bode well for sustained
and accelerated economic growth. Restriétions imposed and barriefs
erected prevent smooth structural adjustments accordiﬁg to factor
'eﬁdowments and comparative costsz to occur not only in one country
but amohg developihg countries. For axample, as Japan adjusts to
aﬁd increasing comparative advantage in heavy industries she must
be able to break into new markcts as she moves from labor-intensive
light manufactures. ‘Similarly, emerging developing countries must
be able to get access to developed country markets for light
manufactures in order to gain comparative advantage at the same time
displacing Japan. But none of these adjustments will occur if trade
rigidities are present. Therefore, while restrictions may be product
or counfry specific, their imwlications are far more azneral and

encompassing,

'Lower export earnings may mean inability to secure develop-
ment assistance through loans, unfulfilled orowth plans and downward

adjustments for balance of nayments purposes.
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- . Skewed nominal and. effective protection rates tend to prevent
manufacturing processeslthat:would otherwise be optimally pursued..
in a . regime of freer:trade. Since trading prices include in them- .
distorted resource costs, rasource misallocations. are the general.
tendenciee in both developing and developed gconomies.,

On the part of developed countrlee tne‘retionale iﬁciuééé
preventlngrmass unemployment in rnport-conpetrng lnduetrres,‘av01d1ng

1nf1at10nary pushes that dlsturb the oeneral econony, and eaSLng

adjustment processes in cases of clear comparative advantage.

-The. issues of unemployment:as. a result of: developing country
imports is never clear to be of net benefit to developed countries.
The evidence that sorrounds this is pretty ambiguous YLt indicative.
For exanple,blt is orobably true that enployment is more affected by
the econony 1n\genera1 thun 1nports in oartlcularal where imports
are concerned it is knownvthat emplovment lost thron;n imtortebere
fully offset by employment in the e: oort 1ndustr1es - of course
adjustnents nay have to be mad ln‘particular firms or affectea
lndustries. ut then the need may be For rncentlvesvfor resource

moblllty rather than adjustrent reller

The stark 1mp11cat10n of these behav1ors is that developed

and developlng countrles are affected by fhe volune and dlr tion of




‘tradé with'each other. Yet it is'ﬁhe;dﬁvéloped'coﬁntriés'which are
affected more by this kihd of protectionist stance. Around 21 percent
of the merchandise eprrtsléb’deveiéped countries went to dévéloping
countries while around 72 pércent of develobing country exports -
went to the develdped countrics. TIn absolute size however, ‘what's
1mportant 1s the volume and valun ~The World ‘Bank reportle s0ne

Uss 123 bllllon expor s ﬁ;om'dgvelopea cqpntr;es (j975) whg;eas
developing“count:§e§ export;d in‘;uyn around US$ 2§‘pil1iop° The
interaction_pgtween the typck%nds of:cougtries thrpugﬁwtr§§embagrbz
been quantified to show that a 3.1 percent increase in ﬁhe arowth
'fégg‘of‘nbh~OPEC“develéping countries lead to a 'l Bercent in the

growth'of*OECﬁtll a

éwith respect t©o the perceived surge_pﬁ{develgping qountry ,
prodgcﬁs_into.}ndu§tx;alig§d natipns, develgpi?g coun;r?_exports of
mapufactured p;p@pcﬁs are on the avgrage_aEJ}nsignificant (?ut
growing fast) fracpiop§;of total sup?ly - less;than 10 percent.
The implicgtiqp ;{guedﬁofvdisplgcinq import ¢9mp§ting inqustrigs »
is n9t t;pe t@opgﬁy§9m§quipful‘ad;usFment may bg necassary’to"
arrive at an equilibrium mix of numbers ipdthe inusFry’strugtgrgi

In the short run, it is qultc obv1ous that protectlonlst

pollc1es prov1de latent rellnf to affectcd 1ndustrles, rpduceA .
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. imports. and improve payments situation (assuming this is a
concern). On the other hand, supplying countries experience.

plant under-capacities, reduce 2xport earnings,. and worsened
payments position. To the extent howaver that restrictive
pracFices are not foilowed the shorﬁ run alsq crgaggs uncertainties
for Qeveloping count;ies:gnd apens indust;y ;entiménts in developed

_countries to be translated into protectionist policies.

What the use of the kinds of protectionist tools outlined
“in this section ‘means is that the long run trade natterns may be
inefﬁ}gient and not reflective qf comparative costs and resourca
endowments( To continue apolying protectionism in.the short run
delays smooth strpctural readjustments vis~a—vi§“§§st and &emand
changes and only craate riqidities that ultimétél? Wili héyg to
» facedf In thés éontext, in tegms of“fér%goﬁe producpi;ﬁ aﬁé“growth,
'phe §§velppipg countries would he at the¥s$orter.end. éué‘#he
fact remains that developed countries are aiéo‘ﬁéupa ﬁq ééually

suffer.

" Considering the apparent net disadvantages of .the growing
protectionism for both developed and developing countriss: one
wonders whether such policies are' pursued for non-economic -

reasons. Needless: to'sey,; thé MTH provides a partly sober forum




to assess various alternatives and directions for the daveloping

countries, ' :

Iv

Assurﬁing developinq country potentials are in manufactured
“éﬁpaffg, various options are worthwhile to consider in trade
negotiations. Given the past few yedrs' track record, it would
seen ;he long-run opvortunities are mostly in manufactares for

many emerging and developing countries, including the Philippines.

Philippiné trade patterns follow the character of a

Laeveloping country ~- a spurt of manufactursd export growth in
recent years, éévolution of ﬁraditional eprrts.into processed
‘forms and inc;éasing portion of new nontféditidnal products
traded. Wiﬁh a recent Yeaily growth of 30 percent, manufactured
export§ are expecté& to take the brunt of trade in-thé’COﬁing
decade reaching a 50 percent share (ffoﬁ'}ts present 34 per'cent).12
3uch new exports as textile yarn, fabrics and made~up articles,
clothing, , paper and paper‘prpductsi_handbags gpd othgfs hold
promise., The conditions and,envi;onment undef whighvwi;l th;ive

however appear sensitive in view of the strong protectionist

sentiments earlier explained. The neqotiations that will have

I
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to be followed is therefore critical for shaping an international

order and comparative advantage for most developing countries.

_Not on;y_is a-gradgil ?isnantlinngf.ggisting targﬁfs
,désirab;eﬂbut_yhat»mustf§?.Viqorgusly pursu2d is a shift in any
_.remginingvtaxiff st;uctu;e;ayay from increases in rates as
;ptchssing'inc;eases, and at the extreme towards uniform duties

across the board.

L S e o130 e e e
Despite the results of some studies ~~ showine that a uniform

“liberalization might initially create second genération problem

-,

"(e.g. ten countries reaping majority of additional gains from

i iee L R I L 14 .
tariff cuts), in view of necessary adiustiment processes. this
is a trade off that must be acceptef (thoudh its costs nerhaps

minimized) as part of a lona~term vision.

A second task is to negotiatz removal &t reduétion in the
present and proposed set of”quotaé and ‘other forms of non-tariff
barriers. With;regard to NTB'S,:it is.hot 50 much their
arbitrariness but théir subject to wide discretion in the hands
of the administrative authorities. The recent ranorts about”
opposing classification of Philispine exports to the U.S. attest

"to this qrey area of discration eithar in order to avoid falling




" under agreed-upon quotas or of'claséiinné;gdods'uhder them.

What seems to be most attractive within these two tasks is
toiééfiAithhé directioh:éfréiscﬁssinéﬂgéth tariff ahdgnon—tariff
Véueétiégs.simﬁltaneoﬁély.Tymhé“;ucgestioh=of someﬂdevéiboéd éountrr
(e.g. Canada) to look at M”N sectorally but as a package appears a
:frultful avenue aééumlng develoolng countrles accept a comnltment t
free trade. To negotiate trading arrangementé_gyjlobking‘af
mechanisms in isolation from one another invites schemes to
-promote protectionism in developed countries. _Indeed once agree-

- ment is reached for, MFN or. tariff reductions, it is likely that
by some domestic demand NTB's. can be.imposed siﬁ&e the disposal
of one retains non-tariff substitutes for possible imposition.

For as long as this option of simultaneous. approach is feasible,

this is less likely to create new trade barriers.

& final task .(and issue as well) that appears to be partly
dfagging the .protectionist behavior is the demand og devg;oped
heountries for reciprocity.  True enough, the developing countries
.. demand forithe.priﬁciéle of non-reciprocity might have warranted

some  strong valadity in tne Searcil for trading arrangements prior
- to the ;974 recession since it was quite clear developed countries'

-+ performances were impressive. . But the recent trends, the buoyvant
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... strides of the developing countries despite numerous disturbances

and their growing competitive ability indicate less hope of adhering
to non-reciprocity. = The option igﬂperhap§ to slowly and eclectically
- accept reciprocity. In terms of a long-run comparative advantage
advantage. For one, the varied nominal and effective protection
engendered by developing. countries may be useful for some “"infant
industries” but really need closer examination and market:test
that can be objectively gauged only in an interantional market
setting. For another, reciprocity carries with it the notion
of allowing developed countries some information about their
owngéét of new comparative advantages. Finally, reciprocity
tempered with appreciation of some other mitigating conditions

(e.g. balance of payments) can put pressure for rationalizing

a broad based development process.

In short, the rising protectionism, in developed countries,
an internal and external reaction, poses a potent threat to freer
and larger trade between developed and developing nations. Angd
since the protectionist stance is a reaction, there are still

wide possibilities for averting the consequences of a new form

of "neo-nationalism”.
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Indeed the alternative might'be to fostér intra-developing
country trade: ;n&’intfa-dei%elbped*'--wuﬁ‘try t¥ade’. 7 Though both
" types of ‘trade have expanded:iqially, well <t must e actepted
' “'that’such an alternative has a‘éloser and’ fiore: bounded limit
3 in terms of technical changé ,-'--consix‘mer-"'pi'e‘fefénces'-';' and?:’
SR “production s"tructuré};‘f;’bﬁ‘é riubt ‘comie to this only when Tines
""" hdve beén already drawn. - And that™does’ not appear in sight

as ‘yet., i L oLlura o oL eay DEe
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