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Foreword

This report, the 17th by the United States Tariff Commission on the
operation of the trade agreements program, relates to the period from
July 1, 1964, through December 31, 1965. Previous reports were usually
for a 12-month period ended June 30. Subsequent reports will be on a
calendar year basis. Section 402(b) of the Trade Expansion Act of 1962
(76 Stat. 902) requires the Commission to submit to the Congress, at
least once a year, a factual report on the operation of the trade agree-
ments program.!

During the period covered by the 17th report, the Automotive Products
Trade Act of 1965 became law. The act provided for U.S. implementation
of an agreement whereby the United States and Canada would mutually
eliminate duties on new motor vehicles and original-equipment parts.
Also during the period, the United States and other members of the
General Agreement on Tariffs and Trade participated in the sixth round
(Kennedy Round) of multilateral trade-agreement negotiations. These
and other major developments concerning the trade agreements program
are discussed in this report.

The Trade Expansion Act of 1962 provided the legal framework for
conduct of the trade agreements program during the period under review.
The major features of the act, and related Executive orders, are dis-
cussed in the appendix.

This report was prepared principally by Kenneth Armitage, Robert E.
Athay, Gerard L. Lagace, and George C. Nichols of the Commission’s
staff.

1 The first report in this series was U.S. Tariff Commission, Operation of the Trade Agree-
ments Program, June 1934 to April 1948, Rept. No. 160, 2d ser., 1949. Hereafter that report
will be cited as Operation of the Trade Agreements Program, lst report. The 2d, 3d, and
succeeding reports of the Tariff Commission on the operation of the trade agreements pro-
gram will be cited in similar short form.
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Chapter 1

Activities of the United States Relating to
Its Trade Agreements Program

STATUS OF U.S. TRADE-AGREEMENT OBLIGATIONS

During the 18-month period covered by this report (July 1, 1964-
December 31, 1965), the United States entered into trade agreements
with five countries. The agreements with four countries (Burundi,
Gambia, Malawi,! and Malta) were concluded in connection with their
full accession to the General Agreement on Tariffs and Trade (GATT).
The agreement with the other country, Yugoslavia, resulted from U.S.
acceptance of the declaration for the provisional accession of that country
to the GATT.?

On December 31, 1965—i.e., at the close of the period under review—
the United States had trade agreements in force with a total of 74 coun-
tries. Sixty-four of these (and the United States) were full contracting
parties to the multilateral agreement, the GATT; six were provisional
contracting parties to the GATT;® and four that were not contracting
parties had bilateral trade agreements in force with the United States.
The countries with which the United States had trade agreements in force
at the end of 1965 are as follows:

GATT—Full Contracting Parties !

Australia Burundi Ceylon

Austria Cameroon Chad

Brazil Canada Chile

Burma Central African Republic Congo (Brazzaville)

1 Czechoslovakia was also a full contracting party to the General Agreement; however,
with the permission of the Contracting Parties, the United States had suspended its obliga~
tions to that country in November 1951.

1 Until it attained its independence on July 6, 1964, Malawi was known as Nyasaland.
~ 2Yugoslavia provisionally acceded to the General Agreement in November 1962; the
declaration for its provisional accession was not signed by the United States, however,
until October 1964. During the period covered by this report, the United States also signed
a declaration of provisional accession with respect to Iceland. However, the United States
already had a bilateral agreement in effect with that country.

8 The United States also had bilateral agreements in force with a few of these countries;

1
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GATT—Full Coniracting Parties—Continued

Cuba 2 Haiti Pakistan
Cyprus India Peru
Dahomey Indonesia Portugal
Denmark Israel Rhodesia 3
Dominican Republic Ivory Coast Senegal
European Economic Jamaica Sierra Leone
Community: Japan South Africa
Belgium Kenya Spain
France Kuwait Sweden
Germany (Federal Madagascar Tanzania *
Republic) Malawi Togo
Italy Malaysia Trinidad and Tobago
Luxembourg Malta Turkey
Netherlands Mauritania Uganda
Finland New Zealand United Kingdom
Gabon Nicaragua Upper Volta
Gambia Niger Uruguay
Ghana Nigeria
Greece Norway

GATT—Provisional Contracting Parties

Argentina Switzerland United Arab Republic
Iceland Tunisia Yugoslavia

Bilateral Trade Agreements

Argentina Iceland Switzerland
El Salvador & Paraguay 8 Venezuela
Honduras 8

2 In May 1962 the United States suspended the application of its trade-agreement rates
of duty to products of Cuban origin until such timc as the President decided that Cuba was
no longer dominated or controlled by the foreign government or foreign organization con-
trolling the world Communist movement.

3 Formerly Southern Rhodesia.

4 Tanzania, which had been formed by the union of Tanganyika and Zanzibar in April
1964, became a single contracting party on Sept. 24, 1964. Tanganyika had been a contracting
party to the General Agreement. The United Kingdom had accepted the obligations of the
General Agreement for Zanzibar before it acquired its independence on Dec. 10, 1963,
but Zanzibar did not maintain any relationship with the General Agreement in the brief
period from the time of its independence to the date on which it became part of Tanzania.

5 The schedules of concessions and the provisions relating to the schedules have been
terminated.

The accessions by individual countries to the General Agreement
which occurred during the 18 months covered by this report did not re-
sult in a material increase in U.S. trade-agreement obligations. Four
new GATT members (Gambia, Malawi, Malta, and Burundi) acceded
under article XXVI of the General Agreement, which permits a con-
tracting party to sponsor the accession of a former territory on behalf of
which it had previously accepted the rights and obligations of the General
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Agreement. Gambia, Malawi, and Malta had been territories of the
United Kingdom. The fourth new GATT member, Burundi, had been a
United Nations trusteeship territory, administered by Belgium prior to
achieving its independence in 1962.

During the period covered here, several countries participated in the
work of the General Agreement on a de facto basis,* or under special
arrangements, thereby establishing limited trade-agreement relation-
ships with the United States. On December 31, 1965, five countries
(Algeria, Congo (Leopoldville), Mali, Rwanda, and Zambia) were applying
the General Agreement on a de facto basis, and two countries (Cambodia
and Poland) were participating in the work of the Contracting Parties
under special arrangements. Cambodia did so under a special arrangement
similar to a provisional accession, while Poland had acquired a relation-
ship with the General Agreement on a more limited basis.

TRADE-AGREEMENT NEGOTIATIONS DURING 1964-65

During the 18 months under review, the United States participated
in several consultations and negotiations regarding tariffs and other
restrictions to trade. The sixth (Kennedy) round of trade-agreement
negotiations sponsored by the General Agreement on Tariffs and Trade
constituted the major negotiations during the period. The United States
also negotiated with several countries concerning claims for compensation
arising from the adoption of its revised tariff schedules. It signed a protocol
amending the General Agreement by the introduction of part IV, which
dealt with expanding the trade of less developed countries. It also par-
ticipated in negotiations for compensation under the General Agreement
with several countries which had altered their schedules of concessions.®
These various activities are discussed below.

The Sixth Round of Tariff Negotiations Under the GATT

The sixth round of tariff negotiations under the General Agreement on
Tariffs and Trade, which had begun in May 1964, was still in process in
Geneva on December 31, 1965. These negotiations were expected to con-
tinue for many months. The proceedings are discussed in detail in chapter
2 of this report.

In preparing for the Kennedy Round, the President, on October 22,
1963, had published a list of the items under consideration for trade-

¢In November 1960 the Contracting Parties had established a policy whereby the pro-
visions of the General Agreement could be applied for a period of 2 years, subject to reci-
procity, to a newly independent country to which, as a territory, the General Agreement
had previously been applied. During this 2-year transitional period, such a country could
formulate its future relations with the General Agreement. In some instances, the Con-
tracting Parties extended the de facto status beyond 2 years.

5 See ch. 2 of this report.



4 TRADE AGREEMENTS PROGRAM, 17TH REPORT

agreement concessions. The list had been submitted to the Tariff Com-
mission. On April 22, 1964, the Commission, as required by the Trade
Expansion Act of 1962, had advised the President as to the probable
economic effect of tariff concessions on the respective articles.®

On February 20, 1965, the President published a supplemental list
identifying various species of tropical hardwood lumber. The notification
accompanying the list indicated that consideration would be given to the
granting of duty-free entry to such lumber under section 213 of the Trade
Expansion Act. Under section 221 of the act, the Tariff Commission was
required to advise the President respecting the probable economic effect
of reducing or eliminating the duties on such lumber. All of the items in
this supplemental list, being dutiable at rates of 5 percent or less, had
been included in that part of the President’s October 1963 list of items to
be considered for possible reduction or elimination of duties pursuant to
section 202 of the Trade Expansion Act. Section 202, however, unlike
section 213, was subject to a requirement that any reduction or elimina-
tion of such duties be accomplished in stages. On May 5, 1965, the Com-
mission submitted a report on the supplemental list advising the President
on the probable economic effect of eliminating in one step the rates of duty
on imports of the various species of tropical hardwood.”

Negotiations Regarding the Revised U.S. Tariff Schedules

During the 18 months under review, the United States continued to
renegotiate with its GATT trading partners its schedule of concessions
under the GATT in order to formally conform them to the Tariff Sched-
ules of the United States (TSUS) and to provide compensation when
warranted. '

Before August 31, 1963, when the TSUS became effective,® the Pres-
ident, in accordance with section 102 of the Tariff Classification Act of
1962, had obtained from the Contracting Parties a suspension until
June 30, 1964 (later extended for two additional 1-year periods), of the
U.S. obligations under article II to the extent necessary to enable the
United States to put the TSUS into effect.’ The waiver was subject to a
proviso, however, that, during the period from the effective date of the
TSUS to the completion of the applicable procedures under article 28, no
column 1 rate in the TSUS would be increased, except pursuant to the

6 For a more detailed account of the procedures involved in the preparation for trade-
agreement negotiations, see the provisions of the Trade Expansion Act in the appendix.

7 Investigation TEA-221(b)-2. By order of the President, reports under sec. 221 of the
Trade Expansion Act are held confidential.

8 The revised schedules replaced those originally set forth in the Tariff Act of 1930, as
amended.

9 The waiver was amended in 1965 so as to bring within its scope the changes made in
the provisions of the TSUS by the Tariff Schedules Technical Amendments Act of 1965,
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provisions of the GATT, above the level provided therefor under the
Tariff Classification Act, unless such classification in the TSUS included
no products provided for in U.S. schedule XX to the GATT.

During the 18 months ended December 31, 1965, the United States
successfully renegotiated its concessions with 19 of the GATT members:
Austria, Brazil, Canada, Chile, Denmark, the Dominican Republic,
Finland, Greece, Haiti, India, Indonesia, Nicaragua, Norway, Pakistan,
Peru, Portugal, Switzerland,!® Turkey, and Uruguay. Earlier, the United
States had reached agreement with six other contracting parties ' and
with Iceland.

On December 31, 1965, the status of the remaining negotiations was
as follows: (1) Negotiations with the United Kingdom had been sub-
stantially completed;? (2) negotiations with the European Economic
Community (EEC), Sweden, South Africa, and Japan were in various
stages of progress; and (3) those with Argentina and Venezuela had been
suspended indefinitely.!®

UNITED STATES-CANADIAN AUTOMOTIVE PRODUCTS
AGREEMENT

On January 16, 1965, the President of the United States and the
Prime Minister of Canada signed an agreement providing, under desig-
nated conditions, for the mutual elimination of duties on new motor
vehicles and original-equipment components thereof. The objectives of
the agreement were as follows:

(a) The creation of a broader intercountry market for automotive
products, within which greater benefits from specialization
and large-scale production could be achieved;

(b) The liberalization of United States and Canadian automotive
trade in respect of tariff barriers and other factors tending
to impede it, with a view to enabling the industries of both
countries to participate on a fair and equitable basis in the
expanding total market of the two countries; and

(c) The development of conditions in which market forces could
operate effectively to attain the most economic pattern of
investment, production, and trade.

The automotive products agreement, being an executive agreement,
required the approval of both Houses of Congress. Congress later granted

10 The settlement with Switzerland covered U.S, obligations both under the GATT and
under the two bilateral trade agreements with that country.

1t Australia, Ceylon, Israel, New Zealand, Rhodesia, and Spain.

12 An agreement between the United States and the United Kingdom was signed on
Apr. 5, 1966.

18 Agreements with Argentina and Venezuela permitting the revised TSUS to be placed

in effect prior to the completion of consultations and renegotiations had been signed in
July 1963.
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the President the authority needed to implement the agreement by pass-
ing the Automotive Products Trade Act of 1965 (APTA), which became
law on October 21, 1965.

Under the automotive agreement, the United States and Canada
agreed to accord one another duty-free treatment of imports of motor
vehicles and of parts for use as original equipment in the manufacture
of motor vehicles. This reciprocal obligation was limited in various
respects. For example, to assure that U.S. duty-free treatment would
be extended only to articles whose value originated primarily in Canada,
the United States agreed to accord such tariff treatment only to products
which met specified Canadian content requirements. The maximum
permitted “foreign” ! content for various articles was as follows:

Motor vehicles:

Until Jan. 1, 1968 _ _ ... 60 percent
Jan. 1,1968, and after_ ______________________.____ 50 percent
Chassis and parts.. .- _____ 50 percent

In Canada, the specified vehicles and parts were to be free of duty
only when imported by a “manufacturer’” of such vehicles. To qualify
as a ‘“‘manufacturer,” a Canadian motor-vehicle producer had to meet
three criteria: (1) The firm must have produced vehicles in Canada in
each quarter of the base year (August 1963—July 1964); (2) the ratio of
the firm’s motor-vehicle production to its motor-vehicle sales in Canada
in each “model year” must have been at least equal to that of the base
year (but no less than 75 to 100); and (3) the “Canadian value added” '8
of the concern’s motor-vehicle production in each “model year” must
have been at least equal to that of the base year.

Before the agreement was signed, the Canadian automotive producers
submitted “letters of undertaking” to the Canadian Government. In
these letters, each firm committed itself (1) to increase in each ensuing
“model year” the “Canadian value added” of its automotive production,
on the average, by nearly 60 percent of the “growth in the market” 8
for its motor vehicles sold for consumption in Canada and, in addition,
(2) to increase the “Canadian value added” of its annual production of
motor vehicles and parts by a stated amount by the 1968 model year—the
aggregate increase, for all companies, to amount to US$241 million.
These commitments, along with the provisions of the agreement proper,

1 “Foreign” refers to any country other than Canada and the United States.

16 Approximately equivalent to the manufacturer’s sales revenue less the cost of im-
ported materials and parts.

16 Growth in the market is to be measured by the difference between the cost to the
Canadian producer of the vehicles sold in Canada in a model year and the corresponding
cost in a preceding base year.
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were regarded by the Canadian Government as integral features of a new
program to expand the Canadian automotive industry.!’

The agreement entered into force provisionally on the date of its
signature in January 1965, but was not to become definitive until appro-
priate action had been taken by the legislatures of both countries. On
the date of the signature of the agreement, Canada issued two Orders-
in-Council!® which, though not referring to the agreement, appear to
have fully carried out Canada’s obligations thereunder on a de facto
basis. By December 31, 1965, legislation dealing with the agreement had
not yet been brought before the Canadian House of Commons. In the
United States, the Automotive Products Trade Act of 1965 provided
for U.S. implementation of the agreement. The act authorized the Presi-
dent to proclaim the necessary changes in the U.S. tariff and established
special temporary adjustment assistance provisions for U.S. firms or
groups of workers “injured” by the operation of the agreement.

On October 22, 1965, the President issued a proclamation under section
201 of the act implementing the agreement.’ The modifications of the
Tariff Schedules of the United States proclaimed by the President entered
into force on December 20, 1965, but were effective with respect to articles
entered on or after January 18, 1965.

The act included provisions designed to make the tariff adjustment
and other adjustment assistance provisions of the Trade Expansion Act
of 1962 (TEA) applicable to firms and groups of workers injured as a result
of the tariff reductions authorized by the Automotive Products Trade
Act. The TEA had provided for a variety of tariff and other forms of

17 The terms of the agreement are analyzed in more detail in the Tariff Commission’s
“Report to the Committee on Ways and Means on H.R. 6960, 89th Congress, the Auto-
motive Products Trade Act of 1965” (Hearings Before the Committee on Finance, United
States Senate, . . . on H.R. 9042 . . ., 89th Cong., lst sess., 1965, pp. 379-477). See also
the Commission’s “Report to Committee on Finance on H.R. 9042, 89th Congress, an
Act “To Provide for the Implementation of the Agreement Concerning Automotive Products
Between the Government of the United States of America and the Government of Canada,
and for Other Purposes’ ”’ on pp. 374-378 of the same publication.

B P.C. 1965-99 and P.C. 1965-100.

19 Sec. 203 had authorized him to make any such proclamation retroactive to the earliest
date, after Jan. 17, 1965, he determined to be practicable. Sec. 204 authorized him to ter-
minate, in whole or in part, any such modification of the TSUS. Sec. 202 included provisions
authorizing the implementation of similar automotive products agreements with countries
other than Canada. It also included provisions designed to authorize th: implementation
of further agreements to include the mutual reduction or elimination of duties on replace-
ment parts for motor vehicles; such parts were not covered by the United States-Canadian
agreement. The provisions, in effect, were nullified when a committee of conference
of the two Houses agreed on an addition to the bill providing that sec. 202 would
cease to be in effect on the day following the enactment of the bill. For further explanation,
see the conference report (H. Rept. No. 1115, 89th Cong., 1st sess., 1965),



8 TRADE AGREEMENTS PROGRAM, 17TH REPORT

assistance to industries, firms, and groups of workers which established
that they had been seriously injured by increased imports resulting in
major part from trade-agreement concessions. Industrywide assistance
could take the form of an increase in rates of duty or other import re-
strictions. Assistance to individual firms could be in the form of technical
aid, financial help, or tax benefits; that to individual groups of workers,
in the form of unemployment compensation, job training, or relocation
allowances. Section 301 of the APTA provided that a petition could be
filed for tariff adjustment or for a determination of eligibility to apply
for adjustment assistance under the appropriate provision of title III
of the TEA.®

Section 302 of the APTA established special transitional provisions
for determining eligibility of firms or groups of workers to apply for the
adjustment assistance provided by the TEA. The transitional arrange-
ments of the act differed from the adjustment assistance arrangements
of the TEA in that (1) the President rather than the Tariff Commission
was authorized to determine the eligibility of the automobile firms and
workers to apply for assistance, and (2) different criteria were provided
for determining eligibility to apply for such assistance.

The transitional adjustment assistance provisions provided that during
a designated period # ending at the close of June 30, 1968, a petition for
a determination of eligibility to apply for adjustment assistance could
be filed with the President by a firm which produced an automotive
product, or by a group of workers in such a firm, or by a representative
of such a firm or group of workers.

After a petition was filed, the President was to determine whether
(1) dislocation of the firm or group of workers had occurred or threatened
to occur, i.e., whether serious injury to a firm or unemployment of a
group of workers had occurred or threatened to occur; (2) U.S. pro-
duction of the automotive product concerned, or of a like or directly
competitive product, had decreased appreciably; and (3) imports from
Canada of the Canadian automotive product like or directly competitive
with that produced by the firm had increased appreciably; or U.S. ex-
ports to Canada of the product, or of a like or directly competitive product,
had decreased appreciably and the decrease was greater than any decrease
in Canadian production of like or directly competitive products. The
act provided further that if the President made an affirmative determina-
tion of eligibility with respect to all of the above criteria, he was to
certify the petitioners to be eligible to apply for adjustment assistance,
unless he determined that the operation of the agreement had not been
the primary factor in dislocation of the petitioner. If the President made
an affimative determination that dislocation had occurred or threatened

20 These provisions are discussed in greater detail in the appendix.
21 Beginning after the 90th day after the automotive products agreement became law.
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to occur, but found negatively in respect to any of the other criteria,
he was to determine whether the operation of the agreement had, never-
theless, been the primary factor in causing or threatening to cause dislo-
cation. If he made such an affirmative determination, he was to certify
the petitioner eligible for adjustment assistance.

In order to provide a factual record upon which the President could
base his determination, he was to transmit promptly to the Tariff Com-
mission a copy of each petition for a determination of eligibility to apply
for adjustment assistance and to request the Tariff Commission to
conduct an investigation and make a report of the relevant facts dis-
closed thereby. The President was authorized to specify the particular
kind of data he deemed appropriate. In the course of its investigation,
the Tariff Commission was to hold a public hearing if requested to do so
by the petitioner or by any other person showing a proper interest in
the subject matter of the investigation; interested persons were to be
afforded an opportunity to be present, to produce evidence, and to be
heard at the hearing.

The Tariff Commission was to submit its report to the President not
later than 50 days after it received his request for an investigation. The
report was to be accompanied by a transcript of the hearing (if a hearing
was held) and any briefs submitted in connection with the investigation.
The President was to make his final determination only after he had
sought advice from the Departments of Commerce, Labor, and the Treas-
ury, the Small Business Administration, and other agencies he deemed
appropriate. He was to make a determination not later than 15 days
after receiving the Tariff Commission’s report, unless, within the 15-day
period, he requested additional factual information from the Commission.
In that event, the Commission was to submit the additional information
in a supplemental report not later than 25 days after it had received the
request, and the President was to make his final determination within
10 days after receiving the supplemental report.

Any certification by the President that a group of workers was eligible
to apply for adjustment assistance was to specify the date on which
unemployment or underemployment (i.e., dislocation) began or threatened
to begin. The President was authorized to terminate any such certifica-
tion whenever he determined that the agreement was no longer the pri-
mary factor causing the dislocation. Such a determination was to apply
only to separations from employment occurring after the termination
date specified by the President.

The act directed the President to submit certain reports to Congress.
Section 502 directed him to submit an annual report to Congress on
the implementation of the act. The report was to include information
relating to activities under the act, an evaluation of the agreement and
the act, and specified economic data with respect to the United States

288-163—68——2
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and Canadian motor vehicle industries. Section 205 directed the Presi-
dent to submit special reports to Congress on (1) the results of the joint
United States-Canadian comprehensive review of the progress made
toward achieving the objectives of the agreement, which was to be under-
taken no later than January 1, 1968,2 and (2) any undertaking entered
into by any manufacturer, by reason of governmental action, to increase
the Canadian value added of motor vehicles or original-equipment parts
produced in Canada after August 31, 1968. The special reports were to
include recommendations for any further steps necessary for the achieve-
ment of the purposes of the agreement and the act.

On October 21, 1965, the President established an Automotive Agree-
ment Adjustment Assistance Board ® consisting of the Secretaries of the
Treasury, Commerce, and Labor; to this Board he delegated the functions
conferred on him in section 302 of the Automotive Products Trade Act
of 1965.2* The President authorized the Board to redelegate any functions
it deemed appropriate, other than the making of final determinations,
certifications, and terminations of certifications. In its first order, dated
January 19, 1966, the Board established the Automotive Assistance
Committee, composed of an Assistant Secretary of the Treasury, the
Assistant Secretary of Labor for International Affairs, and the Assistant
Secretary of Commerce for Domestic and International Business. With
the exception of the making of final determinations, certifications, and
terminations, the Board delegated all its functions to the Committee.

In giving effect to the agreement, Canada extended the duty-free
treatment accorded therein to the United States on imports of new motor
vehicles and original-equipment parts to any nation entitled to its most-
favored-nation rates of duty or to the benefit of the British preferential
tariff. Since the Automotive Products Trade Act of 1965 authorized the
President to extend duty-free treatment of automotive products to
Canada only, the United States applied for a waiver of its most-favored-
nation GATT obligations, which the Contracting Parties to GATT
granted on December 20, 1965.%°

PARTICIPATION IN THE COTTON TEXTILES
ARRANGEMENT

During the period here concerned, the United States continued to
participate in the Long-Term Arrangement Regarding International
Trade in Cotton Textiles (LTA). The arrangement had been negotiated

2 See art. IV(c) of the agreement.

2 Executive Order 11254.

# Under the provisions of sec. 302(k), the President was authorized to exercise any of
his functions under the adjustment assistance provisions of the act through any instrumen-
tality of the U.S. Government which he prescribed,

3 For further discussion of the waiver, see ch. 2.
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under the sponsorship of the General Agreement on Tariffs and Trade;
it entered into force for a period of 5 years on October 1, 1962.28 Its
objective was to prevent market disruption in importing countries while
facilitating the economic expansion of the less developed countries pro-
ducing cotton textiles. On December 31, 1965, the following countries
were LTA participants:

Australia india Portugal

Austria Israel Republic of China

Belgium Ttaly Republic of Korea

Canada Jamaica Spain

Colombia Japan Sweden

Denmark Luxembourg Turkey

Finland Mexico United Arab Republic

France Netherlands United Kingdom !

Germany (Federal Norway United States
Republic) Pakistan

1 Also representing Hong Kong.

Finland, the Republic of Korea, and Turkey acceded to the arrangement
during the 18 months under review. Four of the participants (Colombia,
Mezxico, the Republic of China, and the Republic of Korea) were not
contracting parties to the GATT.

Under article 3 of the long-term arrangement, a participating country
experiencing or threatened by market disruption caused by imports of
cotton textiles could request another participating country to curtail its
exports of the particular products to a specified level.?” If the exporting
country failed to agree to the request within 60 days, the importing
country could then limit entry of the specified products to the level
requested. In critical circumstances, the importing country could impose
restrictions without waiting 60 days. If the restrictions were extended
beyond the initial 12 months, the importing country was obliged, except
in extraordinary circumstances, to raise restraint levels by 5 percent
annually. To prevent countries that were not members of the arrangement
from circumventing import restrictions applied to members of the ar-
rangement, article 6(c) provided for the application of restrictions to
nonparticipants.

On December 31, 1965, the United States was imposing 9 article 3
restraints 28 involving 4 countries and 7 categories.” At the beginning of the

26 For a more detailed account of the history and provisions of the arrangement, see
Operation of the Trade Agreements Program, 15th report, pp. 71-74.

27 The minimum annual level that could be requested was equivalent to actual exports
(or imports) of the products concerned during the 12-month period terminating 3 months
prior to the month in which the request was made.

28 A “restraint” refers to a restriction placed on imports of a single specified category
(or group of categories) from a single country.

20 For administrative purposes U.S. imports of cotton textiles are subdivided into 64
categories.
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period covered by this report, July 1, 1964, there were 47 article 3 re-
straints involving 11 countries and affecting 30 categories. Most of the
article 3 restraints existing at the beginning of the period were incorpo-
rated into bilateral agreements during the 18-month period. In another
action during the same period, the United States, after consultations with
Italy and Japan, took steps under article 6(a)® of the long-term arrange-
ment to prevent third countries from exporting products in category 7
(velveteens) originating in Italy or Japan to the United States.

In one instance during the period, restrictions were imposed under
article 3 against U.S. exports. In January 1965 the United States and six
other countries were requested to limit their exports of gray and bleached
cotton fabrics to Italy. Meanwhile, under the “critical circumstances”
provisions, Italy imposed quotas effective during the 60-day consultation
period. As no agreement was reached within the 60-day period, Italy
announced restraints applicable for the remainder of calendar year 1965.

Article 4 of the long-term arrangement provided for the conclusion of
bilateral agreements concerning cotton textiles so long as the terms of
such agreements were not inconsistent with the basic objectives of the
multilateral agreement. The agreements could be between participants in
the long-term arrangement or between participants and nonparticipants.
By the end of the period under review, the bulk of the restrictions on
cotton textiles exported to the United States were provided for in bi-
lateral agreements, rather than under the aforementioned articles 3
and 6(c).

On December 31, 1965, the United States had bilateral cotton textiles
agreements in effect with 20 countries. The countries are identified in the
following tabulation, the agreements with those preceded by an asterisk
having been concluded during the period under review:

*Colombia ? Japan *Republic of Korea !
*Greece 2 Mexico ! Ryukyu Islands 12
Hong Kong® *Pakistan Spain
India Philippines 12 *Turkey
Israel *Poland 2 United Arab Republic
Italy 4 Portugal *Yugoslavia 2
Jamaica Republic of China !

1 Not associated in any way with the General Agreement.

2 Not a participant in the long-term arrangement.

8 Before August 1966 the agreement with Hong Kong, although similar to bilateral agree-
ments concluded with a number of countries, was not formally recognized as a bilateral
agreement. In August 1966 the United States and Hong Kong concluded a formal bilateral
agreement retroactive to Oct. 1, 1965, concerning trade in cotton textiles.

4 The agreement with Italy had been signed before the long-term cotton textiles arrange-
ment became effective.

30 Art. 6(a) provides that where a participating country has reason to believe that imports
shipped to it from another participating country, and purporting to have originated in that
country, did not originate there, it may request that country to consult with it with a view
to assisting in the determination of the real origin of the goods.
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Most of the bilateral agreements negotiated by the United States
covered all 64 categories of cotton textiles.’! Each agreement established
an overall limit on exports by the respective country to the United States
either for all 64 categories as a group or for those designated; each also
established specific ceilings for certain categories. Most of the agreements
further provided for annual increases—usually 5 percent—in both the
overall limits and the specific ceilings. The effective period of the agree-
ments ranged from 1 to 4 years.

During 1964, U.S. imports of cotton-textile products of the type cov-
ered by the long-term arrangement were equivalent to 1.1 billion square
yards; in 1965 they increased to 1.3 billion square yards. Countries partici-
pating in the arrangement accounted for imports equivalent to 936 million
square yards in 1964, and 1.1 billion square yards in 1965.

GOVERNMENT ACTIONS AFFECTING
TRADE-AGREEMENT ITEMS

Several U.S. legislative provisions had authorized a variety of tariff
and other forms of assistance to industries, firms, and groups of workers
which had established that they had been seriously injured by increased
imports resulting from trade-agreement concessions. Procedures varied
with the relevant statute, but, in general, investigatory action by a
governmental body was necessary before any assistance could be author-
ized. The remainder of this chapter is devoted to U.S. Government
activities under these provisions during the 18-month period ended
December 31, 1965. All investigations undertaken by Government
agencies are discussed, whether or not import restrictions were imposed.

The Escape Clause

During the period under review, the Tariff Commission conducted four
investigations under the escape-clause provisions of trade agreements
legislation and made a number of reports reviewing the economic condi-
tions in industries producing articles for which escape-clause actions were
in effect. After 1943 all trade agreements concluded by the United States
included a safeguarding provision commonly known as the standard
escape clause. The clause provided, in essence, that either party to a trade
agreement could modify or withdraw its concessions if increased imports
resulting from the concessions caused or threatened injury to the domestic
industry producing like or directly competitive articles. During the 18-
month period here considered, the procedures for administering the escape
clause were prescribed in the Trade Expansion Act.®

81 Some exceptions were the agreements with Poland, Italy, Mexico, India, and Pakistan.
32 For a detailed account of the provisions of the Trade Expansion Act and the Executive
orders establishing procedures for its operation, see the appendix.
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During the 18 months that ended December 1965, all the escape-clause
investigations were conducted under the provisions of section 301(b) of the
TEA. In each of them the Commission unanimously found that the article:
in question was not being imported, as a result in major part of trade-
agreement concessions, in such increased quantities as to cause or
threaten serious injury to the domestic industry producing like or directly
competitive articles. The articles on which the investigations were made:
and the dates on which reports were submitted are shown below: #

Unmbrellas and parts (except handles)._____________________ Sept. 1,1964
Watches, watch movements, and parts of watch movements___ Oct. 30,1964
Mushrooms, prepared or preserved. . __________.________ Jan. 27,1965
Ice skates and parts_ - oo Feb. 19,1965

During the same period, the Tariff Commission submitted to the Presi-
dent eight reports reviewing the current status of domestic industries in
whose interest escape-clause action had previously been taken. The Trade
Expansion Act had established formal procedures for Commission review
of escape-clause actions initiated under either section 301(b) of that act
or section 7 of the Trade Agreements Extension Act of 1951, as amended..
Section 351(d)(1) required the Commission to review annually develop-
ments relating to such escape-clause action. The articles on which reports.
were made under the provisions of section 351(d)(1) and the dates on
which the reports were submitted to the President are listed below:

Certain carpets and rugs_ - _ e Sept. 14, 1964
Cotton typewriter-ribbon cloth_._ ... _____________.___ Sept. 23, 1964

Section 351(d)(2) required the Commission, under specified circum-
stances, to advise the President of the probable economic effect on the
industry concerned of a reduction or termination of an escape action.
Upon receiving the Commission’s report under section 351(d)(2), the
President could, after seeking the advice of the Secretaries of Com-
merce and Labor, reduce or terminate the restrictions that had been
imposed under the escape-clause provision. Most of the investigations
completed under the provisions of this section were initiated at the
request of the President. The articles on which such reports were made
during the period and the dates on which the reports were submitted
to the President are listed below:

Watch movements__ e Mar. 5, 1965
Stainless-steel table flatware_ ... _____ . _______.._ Apr. 14, 1965
Safety pins._ - e May 17, 1965
Clinical thermometers__ .- i May 27, 1965
Unmanufactured lead and zinc_..______ . _________ June 8, 1965
Drawn or blown flat glass (sheet glass) ... ... . _____._ June 11, 1965

3 For more detailed information, see Forty-ninth Annual Report of the United States
Tariff Commission, TC Publication 168, 1966.
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In October 1965, following the receipt of one of these reports, the
President issued a proclamation terminating the escape action on imports
of unmanufactured lead and zinc. During the period covered by this
report, he took no action affecting the rates of duty on any of the other

articles.®*
Adjustment Assistance

During the period under review, three firms petitioned the Tariff
Commission for investigations to determine whether they were eligible
to apply for adjustment assistance under the Trade Expansion Act.

The President could authorize a firm or group of workers to apply
for adjustment assistance if he received an affirmative finding from the
Tariff Commission under the provisions of the TEA. Section 301(b)
of the act prescribed the circumstances under which the Tariff Commis-
sion should determine whether, as a result in major part of concessions
granted under trade agreements, an article was being imported into
the United States in such increased quantities as to cause, or threaten
to cause, serious injury to the domestic industry producing an article
which is like or directly competitive with the imported article. Section
301(c) provided for similar investigations and determinations by the
Commission with respect to individual firms or groups of workers.

Three investigations were conducted under section 301(c) during the
18-month period ended December 1965 in response to petitions by firms.
The Danaho Refining Co. of Houston, Tex., complained of injury from
imports of crude petroleum; the National Tile & Manufacturing Co. of
Anderson, Ind., from imports of ceramic floor and wall tile; and the
General Plywood Corp. of Louisville, Ky., from imports of birch and lauan
plywood door skins. In each case, the Commission found that the items
concerned were not, as a result in major part of concessions granted
under trade agreements, being imported in such increased quantities
as to cause, or threaten to cause, serious injury to the petitioners.?®

The National Security Provisions

During the period under review the Office of Emergency Planning
(OEP) completed two investigations and initiated three others under the
national security provisions of U.S. trade agreements legislation. An
investigation concerning textiles and textile manufactures, initiated prior
to the period under review, was still in process at the close of the period.*®

3 In January 1966 the President terminated the increased rate of duty on clinical ther-
mometers and eased the tariff quota on imports of stainless-steel flatware retroactive to
Nov. 1, 1965. In February 1966 he terminated the increased rate of duty on imports of safety
pins.

35 In the plywood decision, the Commission was equally divided and therefore made no
affirmative determination.

36 Initiated by the Director of the Office of Civil and Defense Mobilization under the
national security provisions of the Trade Agreements Extension Act of 1958.
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Under section 232 of the Trade Expansion Act of 1962, the Director
of the OEP, upon the request of the head of any department or agency,
upon the application of an interested party, or upon his own motion,
was required to conduct an investigation to determine the effects of
imports of an article on the national security. If he was of the opinion
that imports of the article were threatening to impair the national secu-
rity, he was to advise the President accordingly. If the President was in
agreement, he was required to take such action as he deemed necessary
to control the entry of such article.?

On July 17, 1964, the Director of the OEP announced that, as a result
of an investigation initiated on May 30, 1963, he had found that imports
of manganese and chromium ferroalloys and of electrolytic manganese
and chromium metals were not threatening to impair national security.
The investigation had been initiated at the request of the Manufacturing
Chemists Association, Inc., on behalf of 11 companies: In his decision,
the Director acknowledged that the domestic industry was facing serious
economic problems and that further review under section 232 of the TEA
might be required.

On September 23, 1965, the Director of the OEP announced that as
a result of an investigation initiated January 21, 1964, he had found
that imports of tungsten mill products were not threatening to impair
the nattonal security. The investigation had been initiated at the request
of the Lamp Division of the General Electric Co.

On April 8, 1965, the Director ordered an investigation to determine
whether imports of watches, movements, and parts were threatening
to impair the national security. The investigation was initiated at the
request of the President. A similar investigation, conducted by the
Office of Defense Mobilization (a predecessor of the OEP), had resulted
in 1958 in a denial of the domestic producers’ request for import restric-
tions. On October 23, 1964, an investigation was begun to determine
whether imports of antifriction bearings and parts were threatening to
impair the national security. The investigation followed an application
made by the Anti-Friction Bearing Association on behalf of 39 member
companies. On December 31, 1965, both of these investigations were
still in progress.

During the period covered by this report the United States continued
to impose quotas on imports of crude petroleum, unfinished oils, and
finished petroleum products; these quotas constituted the only restric-
tions that had been imposed under the national security provisions.
Section 6(a) of the Presidential proclamation ®® imposing the restric-

87 These provisions are discussed in greater detail in the appendix,

3824 F.R. 1781.
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tions on imports of petroleum required the Office of Defense Mobilization
to keep the President informed of circumstances that might necessitate
further action. Under this provision, the Director of the OEP, at the
request of the Secretary of the Interior, initiated, on April 6, 1965,
an investigation to determine if the control of imports of residual fuel
oil intended for use as fuel should be continued or eliminated. On Decem-
ber 31, 1965, this investigation was still in progress.

Meat Import Legislation

On August 22, 1964, the Congress enacted legislation providing for the
imposition, under specified conditions, of quotas on U.S. imports of fresh,
chilled, or frozen beef, veal, mutton, and goat meat.?® No quotas were
imposed, however, during the period under review. For many months
before the law was passed, the facts that the domestic prices of cattle
were depressed and imports of beef had risen rapidly had concerned U.S.
cattle growers.” The law provides that if the domestic commercial pro-
duction of beef should increase or decrease, the quotas established should
be changed correspondingly.

The President was to impose quotas for any year, beginning with
calendar year 1965, for which the Secretary of Agriculture estimated that
imports would otherwise exceed an adjusted base quota by 10 percent
or more. The base quota (725.4 million pounds) was to be adjusted
annually by the Secretary of Agriculture by the same percentage that he
estimated the average annual domestic production of these commodities
(based on that year and the 2 preceding years) was above or below
average production for the 1959-63 period. Domestic production was to
be estimated prior to each calendar year, and imports, prior to each
quarter of the calendar year.

The Secretary of Agriculture was to allocate the quota among sup-
plying countries on the basis of the shares they had supplied to the United
States during a representative period; however, due account was to be
given to special factors which may have affected or may affect trade in
these commodities. The President was authorized to suspend the ap-
plication of quotas, or to increase the quota level, if he determined that
(1) such action was required by the overriding economic or national
security interests of the United States, weighted in order to take into

30 78 Stat. 594. The quotas called for by the law were to be imposed as well as the existing
duties of 3 cents per pound for beef and veal and 2.5 cents per pound for mutton and goat
meat.

4 At the request of the Senate Finance Committee, the Tariff Commission in June 1964
submitted a report analyzing the domestic industry and its foreign competition. See U.S.
Tariff Commission, Beef and Beef Products: Report on Investigation No. 332—44, 1964
[processed].
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consideration the importance to the nation of the well-being of the domes-
tic livestock industry; (2) the supply of meats covered by the law was
inadequate to meet domestic demand at reasonable prices; or (3) subse-
quent trade agreements insured that the policy set forth in the law would

be carried out.



Chapter 2

Developments Respecting the General
Agreement on Tariffs and Trade

INTRODUCTION

During the 18 months that ended December 31, 1965, the Contracting
Parties to the General Agreement on Tariffs and Trade (GATT) were
concerned chiefly with the sixth round of tariff negotiations, measures
to alleviate the trade problems of the less developed countries, and activi-
ties relating to obligations by the members under the agreement.

Pursuant to article XXV of the General Agreement, the Contracting
Parties ! meet periodically, usually once each year, to review the opera-
tion of the agreement and to resolve various problems. The Contracting
Parties met for their 22d Session in March 1965. They discussed, and
took action with respect to, a number of issues, including regional
economic arrangements, requests for waivers of obligations, consultations
on balance-of-payments restrictions, quantitative import restrictions,
and an appeal by Uruguay regarding restrictions placed by several con-
tracting parties against its exports.

The Contracting Parties also meet occasionally in special sessions.
The Second Special Session was held at Geneva in November 1964 and
February 1965. It dealt almost exclusively with reports which the Con-~
tracting Parties themselves had initiated concerning trade problems of
the less developed countries. At the end of this Special Session they
initiated measures to amend the General Agreement to include a new
part IV, on trade and development.

The intersessional work of the Contracting Parties is conducted by
the Council of Representatives. During the period under review the
Council met 17 times. In addition, numerous meetings of the special
committees and ad hoc working groups were convened to study and report
on specific subjects of interest to the Contracting Parties.

The General Agreement is probably the most comprehensive trade
agreement ever concluded. Its longrun objectives are to encourage
freer trade and nondiscriminatory trade practices through the observance

1 The term “contracting parties,” when used without initial capitals (contracting parties),
refers to member countries acting individually; when used with initial capitals (Contracting
Parties), it refers to the member countries acting as a group.

19
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of a set of rules for the orderly conduct and expansion of world trade.
These rules embody a general prohibition of the use of quantitative
restrictions and provide for the elimination of other forms of adminis-
trative protection. The GATT organization, moreover, has sponsored
a series of multilateral tariff negotiations with a view to lowering the
general level of the import duties imposed by member countries. The
GATT also provides a forum—convened at regular intervals—wherein
the Contracting Parties review the actions of the individual members
and appraise the extent to which their respective obligations have been
met.

The General Agreement consists of (1) a series of numbered articles,
which set forth the aforementioned code of rules for conducting trade
between contracting parties, and (2) the schedules of tariff concessions
that have resulted from negotiations between contracting parties. While
the agreement was founded on the principle of nondiscriminatory multi-
lateralism, it provides certain conditions under which temporary waivers
permit individual contracting parties to apply trade restrictions—even
though such restrictions are discriminatory.

On July 1, 1964, 62 countries were full contracting parties to the
GATT; during the period under review, 4 additional countries (Burundi,
Gambia, Malawi, and Malta) acceded to the agreement. Thus, by De-
cember 31, 1965, the full membership of the GATT consisted of the
following 66 contracting parties:

Australia European Economic New Zealand
Austria Community—Con. Nicaragua
Brazil Ttaly Niger
Burma Luxembourg Nigeria
Burundi Netherlands Norway
Cameroon Finland Pakistan
Canada Gabon Peru
Central African Republic Gambia Portugal
Ceylon Ghana Rhodesia
Chad Greece Senegal
Chile Haiti Sierra Leone
Congo (Brazzaville) India South Africa
Cuba Indonesia Spain
Cyprus Israel Sweden
Czechoslovakia Ivory Coast Tanzania
Dahomey Jamaica Togo
Denmark Japan Trinidad and Tobago
Dominican Republic Kenya Turkey
European Economic Kuwait Uganda
Community: Madagascar United Kingdom
Belgium Malawi United States.
France Malaysia Upper Volta
Germany (Federal Malta Uruguay

Republic) - Mauritania °
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At the close of the period under review, six other countries (Argentina,
Iceland, Switzerland, Tunisia, the United Arab Republic, and Yugo-
slavia) were provisional GATT members. Two additional countries
(Poland and Cambodia) were participating in the work of the Contracting
Parties under special arrangements. Six countries (Algeria, Congo (Leo-
poldville), Mali, Rwanda, Singapore, and Zambia), to whose territories
the General Agreement had previously applied as dependent areas,
maintained as independent States a de facto application of the agreement
pending final decisions as to their future commercial policies.

This chapter summarizes the work of the Contracting Parties during
the 18-month period under the following headings: (1) The sixth round of
tariff negotiations, (2) activities of interest to the less developed countries,
(3) regional economic arrangements, (4) actions relating to GATT obli-
gations, and (5) other developments relating to the General Agreement.

THE SIXTH ROUND OF TARIFF NEGOTIATIONS

During the period under review the Contracting Parties continued the
sixth major round ? of negotiations to reduce barriers to trade. The
negotiations principally concerned an endeavor to exchange linear tariff
reductions among the members, the reduction of nontariff trade barriers,
the minimization of disparities between tariff structures of negotiating
contracting parties, the solution of mutual agricultural problems, and the
establishment of procedures for participation in the GATT by the less
developed countries. In July 1965, when the FEuropean Economic
Community (EEC) withdrew from active participation in the Kennedy
Round, the negotiations reached an impasse, which had not been resolved
by the end of 1965.

The objectives of the sixth tariff Conference, as set forth by the GATT
Ministers in May 1963, called for negotiations more comprehensive than
any previously held under the auspices of the General Agreement. The
Ministers had agreed that the negotiations were to apply to all classes of
products and were to proceed on the basis of a substantial linear tariff
reduction with a minimum of exceptions. A linear reduction was construed
to mean a general, across-the-board reduction of rates in a country’s
tariff schedule by a stipulated percentage; earlier GATT negotiations had
been conducted on an item-by-item basis. In addition, the negotiations
were to encompass nontariff trade barriers, provide acceptable conditions
of access to world markets for agricultural products, and seek to reduce
barriers affecting the exports of the less developed countries (LDC’s).

2 Multilateral tariff negotiations under the auspices of the GATT were held previously at
Geneva, Switzerland, in 1947; at Annecy, France, in 1949; at Torquay, England, in 1950-51;
at Geneva in 1956; and again at Geneva in 1960-62. Because it was made possible by the
U.S. Trade Expansion Act of 1962, the sixth round of tariff negotiations soon became known
as the Kennedy Round.
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The Ministers established a Trade Negotiations Committee (TNC)
made up of representatives of all of the countries participating in the
negotiations and instructed it to prepare recommendations on—

(1) the depth of the linear tariff reductions to be sought and the
rules for exceptions thereto;

(2) the criteria for determining significant disparities in the tariff
levels of the contracting parties and special rules for tariff
reductions in regard thereto;

(3) a method for achieving adequately balanced concessions for
countries having low tariff levels, or for those having special
trade situations (such as the less developed countries or
countries whose exports consist predominantly of agricultural
or other primary products);

(4) rules for negotiating acceptable conditions of access to world
markets for agricultural products; and

(5) procedures for the reduction of nontariff trade barriers.

To assist the TNC, subcommittees were set up to deal with the tariff
negotiations plan, agricultural problems, nontariff trade barriers, and the
participation of the less developed countries. In addition, special GATT
groups on cereals and meats were directed to cooperate with the TNC
in developing procedures for the negotiations on agricultural products.

The sixth round of tariff negotiations opened with a Ministerial meeting
at Geneva on May 4, 1964, with 43 countries participating.?

Exceptions Lists

At the beginning of the negotiations, the Ministers reaffirmed the
objectives set forth in May 1963, and adopted the tariff negotiating plan
recommended by a TNC subcommittee. The plan called for a linear tariff
reduction of 50 percent. Exceptions—i.e., the withholding of the stip-
ulated percentage reduction in duty on designated articles—were to be
limited to those that could be justified on the basis of overriding national
interests.

3 Argentina Finland Poland
Australia Gabon Portugal
Austria Ghana Sierra Leone
Brazil Greece South Africa
Canada India Southern Rhodesia
Czechoslovakia Indonesia Spain
Dahomey Israel Sweden
Denmark Ivory Coast Switzerland
EEC: Japan Turkey
Belgium Kuwait United Arab Republic
France New Zealand United Kingdom
Germany (Federal Nigeria United States
Republic) Norway Uruguay
Italy Pakistan Yugoslavia
Luxembourg Peru

Netherlands
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The countries that were prepared to negotiate on a linear-tariff-
reductions basis—namely, the United States, the United Kingdom, the
European Economic Community,* Japan, and Finland—exchanged ex-
ceptions lists on industrial products on November 16, 1964. Six other
countries—Austria, Czechoslovakia, Denmark, Norway, Sweden, and
Switzerland—stated that if they were accorded full reciprocity by their
negotiating partners they would claim no exceptions.

The TNC agreed that Canada, Australia, New Zealand, and South
Africa were in that category of countries whose special economic or trade
structures were such that equal linear tariff reductions would not neces-
sarily provide an “adequate balance of advantages.” Accordingly, these
countries were authorized to participate in the negotiations without
adhering to the linear-reduction commitment. Thereupon, they submitted
offer lists of trade concessions, rather than exceptions lists.

Special procedures were adopted for the participation of the LDC’s.
It was agreed that every effort would be made to reduce barriers to the
exports from these countries and that the developed countries would not
expect full reciprocity for trade concessions granted to the LDC’s.®
Accordingly, when the various countries tabled their exceptions lists in
November 1964, they agreed to make available the information relating
to those items on the lists which were of particular interest to the LDC’s
and which they did not want to see excluded from the negotiations.

The “linear countries’”i.e., those undertaking to participate on the
basis of linear tariff reductions—met at Geneva in December 1964 to
exchange preliminary views on their exceptions lists and to arrange for
a more detailed examination of such lists beginning in January 1965.
This “confrontation and justification” of the exceptions involved an
explanation by each participating country of each item excepted from
the negotiations and of the overriding national interests that warranted
such exceptions. This exchange of views was completed in early February
1965, following which the participating countries began bilateral talks
preparatory to the actual negotiations.

Details concerning the contents of the exceptions lists submitted by
the various countries were held confidential. Countries negotiating with
the European Economic Community, including the United States, how-
ever, expressed the view that the EEC list was too large in relation to
those submitted by the other principal countries and was impeding the
progress of the negotiations.

4The EEC bargained as a unit at the Kennedy Round, but each decision required the
approval of all six member countries.

5 Steps taken by the Contracting Parties to solve the trade and economic development
problems of less developed countries are described on pp, 27-32,
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Nontariff Trade Barriers

One major goal of the Kennedy Round was the reduction and elimi-
nation of nontariff barriers to trade, which embrace a variety of direct
quantitative restrictions as well as legal and administrative regulations
that discriminate against imported products.

_ The General Agreement explicitly prohibits some of these restrictions.
Waivers, or exceptions, to the GATT rules may be granted under certain
circumstances, but when the conditions warranting such waivers are no
longer present, pressure is brought within the Contracting Parties to
remove the barriers. As a consequence of consultations within the GATT,
the developed countries had removed almost all of such restrictions on
industrial products before 1964. The Kennedy Round negotiations did
not deal with the restrictions prohibited by the GATT, but concentrated
on those nontariff barriers which, although not expressly prohibited, did
affect trade. The negotiators recognized that since nontariff trade barriers
could impair or nullify tariff concessions, tariff and nontariff restrictions
to trade had to be considered together. Offers to liberalize imports are
often meaningful only if they include steps to reduce or eliminate non-
tariff barriers as well as tariff restrictions.

In view of the obvious difficulty of achieving a precise balance of
reciprocal concessions in respect to nontariff barriers, each country
undertook to present a package offer containing both tariff cuts and sub-
stantial reductions in nontariff barriers. The participating nations agreed,
moreover, that discussions concerning nontariff trade barriers would
proceed on the basis of specific complaints and requests for corrective
action. In July 1964, working groups were established to discuss com-
plaints concerning such barriers in the following fields:

(1) Customs valuation, including the American-selling-price sys-
tem and the “wine gallon” system

(2) Technical and administrative regulations

(3) Government procurement practices

(4) Quantitative restrictions

(5) Internal taxation

(6) Antidumping measures

The discussions on nontariff trade barriers began in 1964. The American-
selling-price (ASP) system of customs valuation, which applies to U.S.
imports of benzenoid chemicals, rubber-soled footwear with canvas uppers,
canned clams, and knit woolen gloves, was one of the main subjects of
these discussions. Under the ASP system, the dutiable value of an import
is calculated on the basis of the wholesale price of a like or similar com-
petitive American product, rather than the foreign price of the imported
product. As a result, the dutiable value is often substantially higher than
it would be if the more customary basis of determining dutiable value
(export value) was employed. Several countries, including members of
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the EEC, Switzerland, the United Kingdom, and Japan, complained that
the ASP system placed a heavy burden on their exports of the respective
products to the United States.

The United States, in turn, was interested in obtaining the relaxation
or removal of a number of nontariff trade barriers imposed by other
countries. Of particular interest were certain taxes levied on automobiles
by various European countries and Japan. These taxes, though not applied
directly to imports, bore heavily on U.S. automobiles with large engines,
because they were assessed on the basis of horsepower and cylinder capac-
ity rather than value, and because the levy was progressive in character.

Several working groups were established to examine specific issues
involving nontariff trade barriers; bilateral talks were conducted be-
tween some of the contracting parties directly concerned, but no con-
crete results had been achieved in this area by the end of the period under
review.

Tariff Disparities

~ Another problem that received considerable attention in the discussions
at Geneva, particularly in the discussions between the United States
and the EEC, was that of tariff disparities. Disparate tariffs are those
in which the respective rates of duty within one country’s tariff schedule
differ from one another more widely than in that of another, even though
the average rate of duty for all commodities may be approximately
the same. The EEC argued that most of the rates in its common external
tariff ranged between 10 and 20 percent ad valorem, while in the U.S.
tariff many “peak” rates exceeded 50 percent, and that, inasmuch as
linear duty reductions would not eliminate such disparities, special
duty-reduction rules should be applied to them. Little progress had
been made in this direction by the end of the period covered by this
report.
Agricultural Lists

The discussions preparatory to the negotiations on agricultural products
were an important feature of the deliberations at Geneva. During the
summer and fall of 1964, the GATT countries were unable to agree on
procedures to govern negotiations in the agricultural sector. The chief
difficulty arose because the EEC had been unable to resolve various
difficulties associated with its internal agricultural policy—especially
the difficulty concerning the level to be fixed for its “common grain prices.”

In December 1964, the Community agreed to a uniform level of prices
for grains, thus removing what had been a major impediment to the
negotiations. Almost immediately, the Executive Secretary ¢ of the GATT

6 By a decision of the Contracting Parties of Mar. 23, 1965, the title of Executive Secretary
" was changed to that of Director-General. (See Contracting Parties to the GATT, Basic
Instruments and Selected Documents, 13th supp., Geneva, 1965, p. 19. This series will here-
after be referred to as Basic Instruments . . ..)

288-163—68——3
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suggested that offers for agricultural products be tabled. Such offers
were designed to achieve the objectives set by the GATT Ministers—
namely, to assure that the negotiations on agricultural products would
contribute to ‘““the creation of acceptable conditions of access to world
markets for agricultural products in furtherance of a significant develop-
ment and expansion of world trade in such products.” The countries
participating in the GATT Conference agreed that the agricultural nego-
tiations should proceed on the basis of specific offers rather than on the
hypothesis of linear tariff reductions as with industrial products. Except
for the EEC members, which withdrew from active participation in
the Kennedy Round negotiations in July 1965 and did not resume active
participation during the year, nearly all countries (including less developed
countries) that were to table offers had done so by late 1965, with the
understanding that the EEC would make its offer as soon as possible.
Before the EEC withdrew, preliminary discussions with respect to
agriculture had taken place. These discussions, which began on May 10,
1965, were aimed at (1) identifying the elements of each country’s agri-
cultural support program that were relevant to the negotiations on indi-
vidual products, and (2) exploring the views of individual countries
regarding the type and content of offers that would be made to reduce
tariff barriers. Also, on May 17, 1965, the countries participating in
the GATT cereals group exchanged proposals concerning a world grain
arrangement designed to expand trade in wheat and feed grain.

Temporary EEC Withdrawal From the Kennedy Round

On July 1, 1965, the French Government ceased participating in most
of the major activities of the European Economic Community, including
the Kennedy Round deliberations. The immediate cause of the French
action was the Community’s inability to agree on financial arrangements
for its common agricultural policy. Since the EEC bargained as a unit
at the Kennedy Round, it could take no action without the approval of
all six of its members. Hence, it became impossible for the EEC to
continue participating actively in the negotiations, including those
on industrial tariffs, which were to have been conducted on a sector-
of-industry basis, beginning in September 1965." The withdrawal of
the EEC from participation in the Kennedy Round talks produced an
impasse in the negotiations that had not been resolved by the close of
the period under review.

7 'The problems encountered in attempts to reduce tariff and other barriers to trade for
certain products and industries were found to be similar among participating countries.
Accordingly, at the suggestion of the Director-General of the GATT, the major participating
countries had agreed to multilateral discussions dealing with key industrial sectors such as
steel, aluminum, pulp and paper, chemicals, and textiles.
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ACTIVITIES IN THE INTEREST OF LESS DEVELOPED
COUNTRIES

One of the most pressing and persistent problems confronting the
Contracting Parties in recent years has been the generally unsatisfactory
position of the less developed countries in world trade. As the number
of LDC’s among the membership of the GATT increased,® the Contract-
ing Parties actively sought solutions to their trade and economic develop-
ment problems. Accordingly, the Contracting Parties provided for
increased flexibility respecting the obligations of the LDC’s under the
General Agreement, developed programs designed to help the LDC’s
to increase their export earnings, and initiated measures to amend the
General Agreement in order to improve the trade of less developed
countries.

In 1963 the GATT Ministers had adopted an Action Program to accel-
erate the expansion of exports from the LDC’s to the more developed con-
tracting parties and established an Action Committee to implement it.
‘The program provided that the participating countries should—

(1) Impose no new tariff or nontariff barriers against imports
from LDC’s of products of particular interest to LDC’s;

(2) Eliminate within 1 year quantitative restrictions on imports
from LDC’s that are inconsistent with the provisions of the
General Agreement; in cases where difficulties arise, eliminate
the restrictions by December 31, 1965;

(3) Admit tropical products duty free into industrialized countries
by December 31, 1963;

(4) Eliminate tariffs on primary products important in the trade
of LDC’s;

(5) Eliminate tariff barriers to imports of semiprocessed and proc-
essed products from LDC’s;

(6) Eliminate, by progressive reductions, internal charges and
revenue duties on products wholly or mainly produced in
LDC’s by December 31, 1965;

(7) Ifindustrialized and maintaining the barriers mentioned above,
submit annual reports to the GATT Secretariat concerning
progress made in implementing points 1 to 6 above;

(8) Consider other measures for promoting diversification of the
economies of the LDC’s and expansion of their exports.

The Action Committee had established three subcommittees to deal
with various aspects of its program: Subcommittee 1—to develop a
program for the removal of barriers to trade of less developed countries;
subcommittee 2—to recommend measures to promote diversification of
the economies of the LDC’s and expansion of their exports; and sub-
committee 3—to serve as the liaison group between various GATT and

8 About two-thirds of the countries participating in the General Agreement at the end
of 1965 were deemed to be less developed countries.
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other international bodies dealing with projects related to the Action
Program.

The Action Committee reported to the Second Special Session in
November 1964 concerning its efforts to carry out its mandate.’ The
report noted that during the previous 17-month period most of the indus-
trialized countries that were adherents to the GATT had been able to deal
with inflationary or balance-of-payments pressures without adopting
restrictive measures adversely affecting the trade of the LDC’s. Signifi-
cant achievements were also reported in eliminating quota restrictions.
Nevertheless, the LDC’s were concerned about the continued application
of quantitative import restrictions to a number of items of importance
in their trade, there being no assurance that actions to remove these
restrictions would be taken by the target date mentioned in the Action
Program.

The Action Committee also noted that conditions in world markets for
some of the tropical products exported by the LDC’s had improved.
Many industrialized countries, for example, had undertaken to eliminate
or suspend duties on tea and timber; similar action by several other coun-
tries was expected. The Committee pointed out, however, that little
progress had been achieved in eliminating duties on such items as coffee
and cocoa. Detailed studies on other items were still under way.

The Action Committee further reported some progress in processing
proposals to promote both the diversification of the economies of the
LDC’s and the expansion of their exports. Studies of trade and aid re-
lationships and the development of export promotion services had con-
tributed to these ends. In spite of the limited success cited, the Committee
indicated that the Contracting Parties had not advanced very far in
implementing the measures that had been agreed upon in the Ministerial
Conclusions of May 1963—measures to aid the LDC’s in expanding
their export earnings.

At their meeting in May 1963, the GATT Ministers had also directed
committee III to cooperate with other interested agencies in studying
the development plans of individual LDC’s. Such studies were to analyze
the export and market potential for LDC products and the various
measures proposed to overcome problems in those areas. In its report
to the Second Special Session in November 1964, committee III stated
that papers on the development plans of a number of the LDC contract-
ing parties were in preparation. The plans of Kenya, Uganda, and Ni-
geria were reviewed by the expert group in July 1965.1°

At the GATT Ministerial meeting in May 1963, a proposal had been
made that, in order to expand the export trade of the less developed

9 Basic Instruments . . ., 13th supp., pp. 68-71.

10 Contracting Parties to the GATT, The Activities of GATT, 1964/65, Geneva, 1965,
p. 13. The expert groups, established under the Committee on Trade and Development,
are discussed on pp. 31-32.
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countries, preferential tariff treatment should be granted to imports of
selected products from these countries. A working party on preferences
had been established to consider proposals to that end and to report to
the Contracting Parties. A report by the working party, submitted to
the Contracting Parties at their Special Session in November 1964, con-
tained a proposed amendment to the General Agreement which would
allow preferences to be granted to less developed countries by other
contracting parties and the exchange of preferences between less devel-
oped contracting parties themselves.!! The working party agreed that
countries wishing to do so could submit detailed proposals on preferences,
and it recommended that the examination of these proposals, including
an assessment of their probable effects, should be entrusted to an ap-
propriate organ of the Contracting Parties. Although the working party
agreed to the general objective of providing greater opportunities for
the less developed countries to increase their export earnings, several
members opposed the granting of preferences as a means to this end.
They felt that the Contracting Parties should continue to promote non-
discriminatory measures to increase the export opportunities of the

LDCs.
Amendment to the GATT

At the conclusion of the Second Special Session, on February 8, 1965,
the Contracting Parties acted to implement the program for the less
developed countries by including a part IV in the General Agreement.
The new part IV, which was composed of three new articles embodying
the recommendations of the Committee on the Legal and Institutional
Framework of GATT in Relation to Less Developed Countries, had to do
with the trade problems of the LDC’s. The three new articles—articles
XXXVI, XXXVII, and XXXVIII—provided a contractual and legal
basis for commitments on individual and joint actions by the contracting
parties, rather than a body of recommendations. They were to enter into
force de jure when the protocol to include part IV had been signed by
two-thirds of the contracting parties.”? To provide the necessary review
of the implementation of the provisions of part IV, the Contracting
Parties created a Committee on Trade and Development.

1 Basic Instruments . . ., 13th supp., p. 100 ff.

12 The United States and 12 other contracting parties signed the protocol without reser-
vation on Feb. 8, 1965. At the same time, 15 additional contracting parties signed subject
to ratification or ad referendum. Also on Feb. 8, 1965, the Contracting Parties adopted a
declaration which provided for the de facto implementation of the new articles pending
their de jure entry into force. The declaration was to be binding only for those contracting
parties that signed it after it had been adopted by the Contracting Parties. Signature was
to be construed as evidence of intent to implement the new part IV on a de facto basis
but only to the extent not inconsistent with the laws of the signatory and only until
Dec. 31, 1965 (later extended to the close of the 24th Session—see Basic Instruments . . .,
14th supp., p. 17), or until the new part IV entered into force de jure, whichever date was
the earlier. (See Basic Instruments . . ., 13th supp., pp. 10-11.)
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Article XXXVTI sets forth general principles and objectives to guide
the Contracting Parties in coping with the trade and development prob-
lems of the LDC’s. The article recognizes the need for the immediate and
sustained expansion of the export earnings of the developing countries
and indicates that the guiding rules for trade must be consistent with
that need. It notes that many LDC’s continued to depend heavily on
exports of primary products and recognizes that to achieve the desired
goals, favorable conditions of access to world markets will have to be
gained for these products. Only thus would it be possible to establish
stable, equitable, and remunerative prices for such primary products.
The Contracting Parties sought further to encourage the diversification
of the economies of the LDC’s by providing markets for their exports of
processed and manufactured goods. The article states that interrelation-
ships exist between development and financial assistance, and points out
the need for close collaboration between the Contracting Parties and
international lending agencies to help the LDC’s in financing their
development programs. The article also indicates that the developed
countries should not expect full reciprocity for trade concessions granted
to the LDC’s.

Article XXXVII outlines the actions to be taken by both the developed
countries and the LDC’s. The developed countries agree—except in cases
where overriding considerations make such actions impossible—to the
following: (a) To refrain from imposing new barriers on imports of special
interest to the LDC’s; (b) to grant high priority to the reduction of
barriers to imports of these products; and (c) to seek to reduce taxes that
restrict their consumption.

Article XXXVIII provides for cooperative efforts by the Contracting
Parties in developing programs to further the following objectives: To
expand world markets for primary products; to gain additional knowledge
concerning potential markets; to collaborate in analyzing the develop-
ment plans of individual LDC’s; and to identify the measures necessary
for the LDC’s to realize their full export potential. Collaboration was
also to be achieved through the development of technical and commercial
standards, the improvement of transportation and marketing, and ex-
port promotion. Cooperation was to be sought with organs of the United
Nations and other international agencies.

The Committee on Trade and Development, which was to review the
implementation of the provisions of the new part IV of the General
Agreement, also took over the functions of committee III and the Action
Committee. It was directed not only to review periodically the progress
attained in removing trade barriers, as called for in the new articles of
the agreement, but also to examine proposals for new procedures to
ameliorate the trade problems of the LDC’s. In addition, the Committee
was to review provisions of the General Agreement such as those under
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article XVIII dealing with protective measures taken by LDC’s to pro-
mote their economic development, and the provisions of article XXIII,
which deals with the procedures for settling disputes between contracting
parties.

The Committee on Trade and Development held its first meeting in
February 1965. At a second meeting, in March 1965, the Committee es-
tablished subsidiary groups to deal with its assigned functions. These
groups and their principal areas of responsibility were as follows:

(1) A group to examine the products in which the less developed
countries had a particular export interest and to make
recommendations for developing the trade in such products.

(2) A group to report on measures being applied, or proposed,
by industrialized countries for assisting adjustments in the
changing pattern of production, so as to permit an expan-
sion of trade in products of interest to less developed coun-
tries and to provide larger opportunities for imports from
these countries.

(3) A group to examine the development plans of individual
less developed contracting parties with a view to analyzing
(a) the proposed trade and aid relationships and (b) the
role of the export sector in the development program,
including an assessment of the possibilities and prospects
offered by such plans.

(4) A working group on international commodity problems, to
propose measures that might be taken to—

(a) Attain stable, equitable, and remunerative prices for
exports of the primary products of particular interest
to less developed countries; and

(b) Provide improved and acceptable conditions of access
to world markets for such products.

(5) A group to examine what amendments to articles XVIII and
XXIII are necessary, or desirable, to meet the special trade
and development needs of less developed countries.

(6) A group to examine proposals for the extension of prefer-
ences by industrialized countries to less developed countries.

(7) A group to examine the problems involved in the expansion
of trade between less developed countries, with particular
reference to the role of mutual preferences in promoting
such trade.

(8) A group to make appropriate recommendations respecting
action to be taken to secure the elimination of residual
import restrictions being maintained on the trade of less
developed countries inconsistently with provisions of the

GATT.

All of these working groups met during 1965 to define and clarify
the problems with which they were to deal. Further meetings of the
working groups were scheduled, and a full review of the activities of

88 Basic Instruments. . ., 13th supp., pp. 77-87.
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the Committee on Trade and Development was slated for the 23d Session
of the Contracting Parties in the spring of 1966.

Trade Information Center

In May 1964 the Contracting Parties had established an International
Trade Center in Geneva to assist the developing countries in their efforts
to expand exports by providing them with information on markets and
marketing and by helping them develop export promotion services. An
expert group on trade informacion and trade promotion advisory services
in the GATT had also been appointed to guide the activities of the
trade center.

The expert group met at Geneva in February 1965 to review the opera-
tions of the center and to examine the types of activity deemed to be
most useful to exporters in the developing countries. The group reported
that the International Trade Center had met a real need, as evidenced
by the extensive use that had been made of its facilities during the brief
period it had been in operation. In pursuit of its objectives, the center
had successfully established the following:

(1) A liaison network with both developed and less developed
countries to collect available trade information;

(2) A market information service to answer requests for trade
information by developing countries;

(3) A publications program to disseminate information on the
promotion of LDC exports;

(4) A program for training officials of the less developed countries
in trade promotion through collaboration with national
governments.

The expert group recommended not only that these activities be
continued but also that the trade center should consider performing
certain additional services. They suggested that the center sponsor joint
trade promotional efforts by countries having a substantial export interest
in given products, and encourage these countries to undertake cooperative
research to obtain more comprehensive market information than the
trade center could provide from its own resources. The expert group
further recommended that the trade center study the advisability of
sponsoring international trade fairs as a means of expanding exports
from the developing countries.

REGIONAL ECONOMIC ARRANGEMENTS

GATT members participating in customs unions or free-trade areas
are required to report to the Contracting Parties on developments
related thereto. During the 18-month period covered herein, the Con-
tracting Parties received reports on the European Economic Community,
the European Free Trade Association, the Latin American Free Trade
Association, the Central American common market, the Central African
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Economic and Customs Union, the New Zealand-Australia free-trade
agreement, and the Arab common market. This section summarizes the
main features of these reports and the actions taken in response thereto.
Major developments concerning commercial policy in the regional eco-
nomic groups, however, are discussed in chapter 3.

In recognition that closer integration between national economies
may serve to facilitate international trade, the General Agreement
permits the formation of a customs union or free-trade area between
two or more contracting parties. Such authorization, however, is granted
only on the condition that the tariff and other restrictions imposed on
trade with countries outside the customs union or free-trade area are
generally not rendered more burdensome thereby. A customs union not
only eliminates import duties and other restrictions on substantially all
trade between the member countries, but also establishes a common
tariff and other restrictions on trade with third countries. A free-trade
area, on the other hand, seeks only to eliminate tariffs and other trade
barriers between the participating countries; each member country
maintains its own tariff and other restrictions on trade with nonmember
countries.

European Economic Community

As at previous sessions, the representative of the European Economic
Community ** reported to the Contracting Parties at their 22d Session
concerning developments during the previous year in the implementation
of the Rome Treaty, which established that organization. The report
emphasized that trade between the Community and third countries had
expanded greatly with respect to both industrial and agricultural prod-
ucts since the EEC reported at the 21st Session. It pointed out that in
January 1965 a new stage had been reached in the reduction of the Com-
munity’s internal tariff; the level of duties between member countries
had been reduced to 30 percent of the 1957 level for industrial products,
to 45 percent for nonliberalized agricultural products, and to 50 percent
for liberalized agricultural products.

The report indicated that, for industrial products, the program to
aline national tariffs with the Community’s common external tariff was
still at approximately the stage it had reached on July 1, 1963. For
agricultural products, the program was approximately at the stage at-
tained on January 1, 1962, except that in certain instances the alinement
process had been speeded up. No additional general measures had been
taken respecting these products.

The spokesman for the EEC reviewed the efforts made toward the for-
mation of a common economic policy within the customs union and

14 All full members of the EEC (Belgium, France, Germany (Federal Republic), Italy,
Luxembourg, and the Netherlands) are also members of GATT.
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indicated that progress toward such coordination among the member
States had been generally satisfactory. He noted especially the success in
the formation of a common agricultural policy, which covered nearly 90
percent of the Community’s agricultural production. The EEC represent-
ative also mentioned that the agreement of association with the 18&
associated overseas countries and territories had entered into force and
that matters related to the agreement had been referred to a working
party. The report concluded with a description of the measures taken by
the Community to assist developing countries, including duty reductions.
on items of interest to them.

In commenting on the EEC report, representatives of several contract-
ing parties noted that while the overall growth in EEC trade was evident,,
the Community’s imports of industrial products had grown at a much
more rapid rate than its imports of agricultural products. As a result, the
benefits from the expansion of extra-Community trade were accruing
largely to the industrial countries. These representatives also asserted
that the progressive harmonization of Community tariffs had been harmful
to the trade of some contracting parties, since the customs duties had been
raised in some EEC countries that had previously been large markets for
exports of these contracting parties. The representatives of these con-
tracting parties expressed the hope that the EEC would give specific
attention to these problems and that mutually satisfactory solutions.
could be found.

The representative of Greece reported to the Contracting Parties on
the implementation of the agreement establishing an association between
Greece and the EEC. He noted that the progressive dismantling of cus-
toms duties, which had begun in 1962, had continued in 1964 in accordance:
with the schedule provided for in the association agreement.

Inasmuch as the EEC and Turkey had signed an agreement of associa-
tion on September 12, 1963, the Council of Representatives of the GATT
had set up a working party in May 1964 to examine the provisions of the
agreement and to report its findings to the Contracting Parties. The
working party met in September 1964; its report was adopted by the
Contracting Parties on March 25, 1965.

European Free Trade Association

A report by the European Free Trade Association (EFTA) to the 22d
Session cited the progress achieved in eliminating customs tarifls and
other barriers to trade among the EFTA member States and Finland.!®
It noted that at the end of 1964 duties on industrial products traded

15 The EFTA members (Austria, Denmark, Norway, Portugal, Sweden, Switzerland, and
the United Kingdom) were also full or provisional members of the GATT. Finland, which.
in effect was an associate member of EFTA, was a full GATT member.
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between the EFTA countries were reduced to 30 percent of the basic
rates.!® A further reduction of 10 percent was scheduled to become effec-
tive at the end of 1965, and such duties were to be eliminated at the end
of 1966. In July 1964, quantitative restrictions on industrial products
traded among the member States were further relaxed and, for a number
of items, were abolished.

The report noted that the first annual review of EFTA’s agricultural
trade was completed in 1964. It showed that intra-EFTA trade in agricul-
tural products had grown significantly since 1960, but that the gains from
such growth had been distributed unequally among the member States.

Latin American Free Trade Association

At the 22d Session of the Contracting Parties, the members of the
Latin American Free Trade Association (LAFTA) that were also signa-
tories to the General Agreement reported on the activities of the Associa-
tion during 1964.'" They reported that the program of intra-area trade
liberalization provided for in the Montevideo Treaty was proceeding in
a satisfactory manner, and that the total value of trade among the mem-
ber countries was about 70 percent greater in 1964 than in 1961. The
report described the considerable amount of work that was done in 1964
to strengthen the integration process between the LAFTA members.
Special attention was given to the meeting of high-level experts held in
Montevideo in September 1964 to devise methods for integrating the
various economic activities. The report of the Montevideo meeting served
as a basis for the steps taken by the LAFTA members to further their
integration objectives at their fourth annual Conference in Bogota in
October-December 1964.

Central American Common Market

The Government of Nicaragua!® reported to the 22d Session of the
Contracting Parties concerning developments under the treaties estab-
lishing a Central American customs union. The report reviewed achieve-
ments toward economic integration by November 1964. It noted particu-
larly that the schedule established under the General Treaty on Central
American Economic Integration (1961) for liberalizing trade between the

16 Generally, the basic rates of duty were those that the EFTA members applied to each
other’s goods on Jan. 1, 1960. The reductions in duty and quantitative restrictions cited in
the text applied to full EFTA members. Finland followed a somewhat different schedule for
its reductions.

17 The five members of LAFTA that were also full or provisional members of the General
Agreement were Argentina, Brazil, Chile, Peru, and Uruguay. The other LAFTA members
were Colombia, Ecuador, Mexico, and Paraguay.

18 Nicaragua was the only member of the Central American common market that was
also a contracting party to GATT. The other common market members were Costa Rica,
El Salvador, Guatemala, and Honduras.



36 TRADE AGREEMENTS PROGRAM, 17TH REPORT

member States was being adhered to. The value of such trade had doubled
since 1961. The report also cited achievements toward the establishment
of a uniform import tariff. In connection with its alinement of customs
duties with the rates provided for in the common market’s external tariff
schedule of rates, Nicaragua requested a 3-year extension of the waiver
of GATT obligations that had been granted by the Contracting Parties in
1961, and under which it had been authorized to increase certain rates
of duty. Several contracting parties commented on the report by Nica-
ragua and noted their pleasure with the significant progress reported
toward the establishment of a free-trade area in Central America. The
Contracting Parties then agreed to the 3-year extension of the waiver
requested by Nicaragua.

Central African Economic and Customs Union

A treaty establishing a Central African Economic and Customs Union
was signed on December 8, 1964, by the member States of the Equatorial
Customs Union* and by Cameroon. The text of the treaty was trans-
mitted to the Contracting Parties at their 22d Session. The provisions
of the treaty were similar to those in an already existing convention
between the member States. The Contracting Parties, therefore, only
reviewed the new treaty without taking specific action.

New Zealand-Australia Free-Trade Agreement

In October 1965 the Governments of New Zealand and Australia noti-
fied the Contracting Parties that they had concluded a free-trade agree-
ment. Initially, the agreement was to apply to a list of commodities
which accounted for about 60 percent of the trade between the two coun-
tries, but it contained provisions for the expansion of the list. The member
countries viewed the agreement as an interim arrangement leading to
the formation of a free-trade area within the terms of article XXIV:5 of
the GATT.

The GATT Council established a working party to examine the agree-
ment in light of the provisions of the General Agreement and to report
its findings to the 23d Session.

The Arab Common Market

The permanent representative of the United Arab Republic submitted
to the Contracting Parties at their 22d Session the text of an Agreement

19 The member States of the Equatorial Customs Union were the Central African Republic,
the Republic of the Congo (Brazzaville), the Gabon Republic, and the Republic of Chad.
See Operation of the Trade Agreements Program, 16th report, pp. 14-15, for a discussion of
this customs union, All members of the Central African Economic and Customs Union were
full members of the General Agreement.
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for Economic Unity Among Arab League States.” The agreement had
entered into force on April 30, 1964. Acting under the terms of the agree-
ment, the Council of Arab Economic Unity decided to establish an Arab
common market; by March 1965 the United Arab Republic, the Syrian
Arab Republic, and the Republic of Iraq had ratified the Council’s
decision. The final results of the review of the agreement by the Con-
tracting Parties had not been completed by the end of the period covered
by this report.

ACTIONS RELATING TO GATT OBLIGATIONS

The reduction of customs duties and the lowering of other trade bar-
riers, together with the elimination of discriminatory trade practices,
have already been identified as primary objectives of the General Agree-
ment. Exceptions to the general commitments under the GATT code
are permitted under certain circumstances.

Article X1I, for example, provides that a contracting party may impose
quantitative import restrictions to prevent a serious decline in its mone-
tary reserves arising from an adverse balance of payments, or to rebuild
its monetary reserves if they are already low. Contracting parties that
maintain import restrictions for balance-of-payments purposes are re-
quired to consult annually with the Contracting Parties. A number of
provisions under article XVIII permit the less developed countries to
deviate from the agreement in order to facilitate their economic develop-
ment; for those that do so, consultations are required every 2 years.?
Article XIX contains an “escape clause” which authorizes the with-
drawal or modification of tariff concessions under certain conditions.
Tariff concessions may also be modified under the provisions of article
XXVIII, and article XXV provides that the Contracting Parties may,
by two-thirds vote, grant a waiver to any obligation imposed on a mem-
ber country by the agreement. Such waivers and authorizations are
generally granted for a limited period of time, but they are frequently
extended. Activities related to the aforementioned articles, and to others,
are discussed in the sections which follow.

Import Restrictions for Balance-of-Payments Reasons

Between July 1, 1964, and December 31, 1965, the committee on
balance-of-payments restrictions held consultations with 18 contracting

20 The 12 member States named in the agreement included Jordan, Tunisia, Sudan, Iraq,
Saudi Arabia, Syria, Lebanon, Libya, Yemen, Morocco, Kuwait, and the United Arab
Republic. Only the two countries last named were contracting parties to the General
Agreement. .

2L A committee on balance-of-payments restrictions carries out these consultations ac-
cording to procedures adopted at the 17th Session. Because of the interrelationship of
balance-of-payments restrictions and exchange measures, an examination by the Inter-
national Monetary Fund is held in conjunction with each consultation.
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parties that maintained restrictions on imports under either article XII
or article XVIII:B; the members thus involved were as follows:

GATT
authority
Country (article No.)

Brazil oo e
Ceylon. oo ]XVIII:B.
Chile_ e
Finland _ e XII.
Ohand oo }XVIII:B.

TEECE - - - e e e e e e e e
Tceland ' e XII.
India oo e XVIIL:B
Israel oo e ®).
New Zealand _ _ _ oo XII
Pakistan_ e XVIII:B
South Africa_ . o eciican XII
SPaIN - - e ®)
TUNISIA - - oo e
Turkey - e oo e e ]XVIII:B.
United Arab Republic . _ __ ..
Uruguay - - o oo oo XII.
Yugoslavia 1 . XVIII:B.

1 Provisional member.

2 Authority not clear.

Consultations were held with 11 countries in the last half of 1964 and
11 countries in 1965.22 Spain, which had acceded to the General Agreement
in 1963, consulted with the committee for the first time in 1964. Iceland
and Tunisia, both provisional members of the GATT, reported on their
import restrictions for the first time in 1965.

Consultations during 1964

Reports on the consultations held with 11 countries in 1964—DBrazil,
Ceylon, Finland, Ghana, Greece, India, Israel, New Zealand, Pakistan,
South Africa, and Spain—were adopted by the Contracting Parties at
their 22d Session.

The committee’s reports on the consultations with Brazil, Ceylon,
Ghana, Greece, India, and Pakistan noted that these countries faced
special problems arising from their economic development programs.
The Contracting Parties cautioned against fostering uneconomic produc-
tion through restrictive trade practices and urged these countries to take
strong measures to control domestic inflation as a means of easing their
balance-of-payments problems.

In addition to the quantitative import restrictions maintained for
balance-of-payments purposes by Ceylon, the Contracting Parties had
granted that country a waiver in November 1962 permitting it to increase

2 Four countries—Finland, Israel, New Zealand, and South Africa—consulted with the
committee in both 1964 and 1965.
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import duties on a number of items.”® The waiver was scheduled to expire
at the end of 1964. The committee on balance-of-payments restrictions
held consultations with Ceylon concerning the surcharges imposed under
the waiver and reported to the Contracting Parties on these consultations
at the 22d Session. In view of Ceylon’s continuing balance-of-payments
difficulties, the Contracting Parties extended the waiver for a period of
2 years.

The Contracting Parties expressed their satisfaction with the achieve-
ments of Finland and New Zealand in reducing the scope of their import
restrictions and encouraged these countries to continue their efforts in
that direction.

The report on the consultation with Israel indicated that its quan-
titative controls on imports were under review and that most of them
would be removed by the fall of 1965.%

The discussions concerning the consultations with South Africa re-
vealed that most representatives of the contracting parties felt that, as a
result of its improved balance-of-payments position, the level of import
restrictions maintained by South Africa was no longer warranted. These
representatives urged more rapid liberalization of import restrictions and
the adoption of a specific time schedule for these actions.

The report on the consultations with Spain reflected the view that
Spain’s balance-of-payments situation would continue to benefit from
substantial invisible receipts, especially from tourism and emigrant
remittances. The report called upon Spain to reduce import restrictions
in order to stimulate competition and guard against the development of
an unduly high cost structure in its new and expanding industries. The
report urged the utilization of customs duties rather than quotas to pro-
tect domestic industries; it also urged the use of global quotas where full
liberalization was not possible, and the termination of discrimination in
bilateral agreements.

Consultations during 1965

In 1965, the committee consulted with Chile, Finland, Iceland, Israel,
New Zealand, South Africa, Tunisia, Turkey, the United Arab Republic,
Uruguay, and Yugoslavia concerning import restrictions maintained for
balance-of-payments purposes.

Iceland.—Iceland, which had become a provisional member of the
GATT in April 1964, maintained quantitative restrictions on imports
at the time of its accession. In accordance with the provisions of article
XII, Iceland consulted with the committee on balance-of-payments
restrictions in May 1965. The committee prepared a repcrt on the con-

B Basic Instruments . . ., 11th supp., pp. 60-68. See also Operation of the Trade Agree-
ments Program, 16th report, p. 19.
24 See p. 41 for a discussion of the 1965 consultations with Israel.
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sultations and recommended that it be adopted by the Contracting Parties
at their 23d Session.

In its report to the committee, Iceland noted that its system of import
controls had been in effect for approximately 30 years, but that signif-
icant progress had been made toward liberalization in 1964 and 1965.
By the time of the consultation, about 80 percent of Iceland’s imports
had been freed from quantitative restrictions. The representative of
Iceland stated that, notwithstanding his country’s generally weak mone-
tary position, and the uncertainty of its fish exports in 1965 (upon which
Iceland depended heavily for foreign-exchange earnings), further liberali-
zation was intended and that most of the remaining import restrictions
would be removed.

A corollary report made by the International Monetary Fund (IMF)
in conjunction with the GATT consultations indicated that Iceland’s
balance-of-payments position was sufficiently strong to permit further
liberalization. The IMF report urged the early termination of Iceland’s
bilateral payments agreements.

Tunisia.—Because of a rapid increase in its trade deficit and a decline
in its exchange reserves occasioned by the requirements of its new 4-year
development program (1965-68), Tunisia adopted a series of measures
to ease its balance-of-payments situation. The committee on balance-of-
payments restrictions consulted with Tunisia on these measures in Novem-
ber 1965 under the provisions of article XVIII. This was Tunisia’s first
consultation with the committee.

The Tunisian representative outlined the actions to be taken to control
his country’s imports as follows:

(1) Essential products were to be freed of quota restrictions and
subject to low customs duties;

(2) A large number of nonessential products were to be freed of
quantitative controls but subject to high customs duties;

(3) Most products were to be subject to global quotas; and

(4) Bilateral quotas were to be applied to a small number of
products which could not be controlled by other means.

Many members of the committee felt that Tunisia’s system of quanti-
tative restrictions hampered its trade and increased the costs of obtaining
necessary imports. The members recognized the desirability of the
increased emphasis on customs duties, as opposed to quantitative restric-
tions, but felt that too many products were still subject to quotas and
to rates of duty too high to allow competition to stimulate domestic
industry. The examination of Tunisia’s import restrictions by the IMF
had not been completed by the end of the period under review.

The committee on balance-of-payments restrictions recommended
that the report on the consultations with Tunisia be adopted by the
Contracting Parties at their 23d Session.
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Other countries—Finland, Israel, New Zealand, and South Africa
consulted with the committee in 1964 and again in 1965 as required by
article XII.?® Finland reported that it had been able to cover its balance-
of-payments deficit in 1964 by foreign borrowing, but that in 1965 a
sharp tightening of capital markets in Europe and the United States had
resulted in a loss of foreign-exchange reserves by the Bank of Finland.
To ease the pressure on its monetary reserves arising from balance-of-
payments difficulties, therefore, Finland had only limited recourse to
internal monetary and fiscal measures. Meanwhile, it had continued to
eliminate quantitative restrictions on imports; 4 global quotas had been
abolished on August 1, 1965, and 12 quotas had been partly liberalized.
The committee noted Finland’s serious balance-of-payments position
and welcomed the fact that, in spite of these difficulties, the liberalization
of imports was being continued.

In its report to the committee on balance-of-payments restrictions,
Israel noted a worsening trade deficit in 1964 and 1965, a generally
weak position with respect to its monetary reserves, and rather limited
prospects for export expansion. In spite of its balance-of-payments
difficulties, Israel had continued to remove import restrictions in order
to promote price stability and efficiency in industrial production. More
than 80 percent of its imports of industrial products were to be freed from
quantitative restrictions by November 1965. A majority of the committee
members felt that Israel had made much progress toward liberalizing
its import trade, and they urged the continued removal of hcensmg
requirements and the reduction of other trade barriers.

The representative of South Africa, in reporting to the committee,
reviewed developments in that country’s foreign-exchange situation and
indicated that, while the economy was generally buoyant, imports had
increased more than exports, resulting in a net deficit in the country’s
current account and a decline in its foreign-exchange reserves. The
committee urged South Africa to continue efforts to liberalize its im-
ports and stressed the need for a definite timetable for the removal
of trade restrictions.

In reporting on its consultations with New Zealand, the committee
indicated that it generally agreed with the statements made by the repre-
sentative of that country and with the decision of the executive board of
the IMF concerning New Zealand’s economic situation. The representative
of New Zealand said that his country’s balance of payments had deteri-
orated during the latter part of 1964 and in 1965, mainly as a result of a
sharp drop in export earnings while imports continued at a high level.
The IMF concurred and reported that the abolition of New Zealand’s
import restrictions was prevented by the country’s difficulties in its

25 The authority for Israel’s consultation is not clear, but Israel agreed to annual con-
sultations as required by art. XII.
288-163—68—4
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balance of payments and in maintaining adequate reserves of foreign ex-
change. Nevertheless, the IMF cautioned that continued reliance on re-
strictions by New Zealand could lead to misallocation of resources. Ad-
verse terms of trade and the continued need for imported raw materials
and equipment to meet the country’s requirements for economic develop-
ment had forced New Zealand to draw on its international reserves during
the past 8 years. In spite of these conditions, New Zealand chose not to
increase its import restrictions as a means of alleviating its difficulties in
the balance of payments. In fact, in July 1965 it added 90 items to the
list of products that had been permanently exempted from import licens-
ing. Instead, throughout 1965 New Zealand sought toimprove its economic
situation by initiating several measures designed to counteract internal
inflationary pressures and promote the expansion of export industries.

The committee approved the reports of Finland, Israel, New Zealand,
and South Africa and recommended that they be adopted by the Con-
tracting Parties at the 23d Session.

The committee consulted with Chile on import restrictions that it main-
tained under article XVIII, and also examined Chile’s requests for an
extension of a waiver concerning import surcharges originally granted in
1959. In view of Chile’s balance-of-payments problem, the committee
extended the waiver until a new tariff, which was under consideration by
the Chilean legislature, could be entered into force or until December 31,
1966, whichever was earlier.

Other consultations under article XVIII revealed that Turkey, the
United Arab Republic, and Yugoslavia were suffering continued balance-
of-payments difficulties, which had arisen largely from pressures created
by their economic development programs. Turkey’s problem, however,
was of a long-term structural nature, complicated by a heavy long-term
foreign debt. The committee agreed that for some time Turkey would re-
quire quantitative import restrictions.

The United Arab Republic reported that its imports had increased in
1965 and that it had achieved little progress in closing its exchange gap.
Notwithstanding that capital inflows had covered part of the trade
deficit, there had been some lossin exchange reserves. Licensing regulations
had been liberalized somewhat since the last consultation, and foreign-
exchange controls had been rendered more flexible. The committee urged
the United Arab Republic to make further efforts to improve its balance-
of-payments position and expressed the view that imports could make a
greater contribution to the efficiency of production if bilateral agreements
were terminated.

Yugoslavia reported that high prices in that country had led to a
declining rate of growth for exports and increasing imports. As the
country’s trade deficit had increased, tighter credit policies and intensified
import restrictions had been applied to ease the pressure on foreign-
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exchange reserves. The committee recommended that Yugoslavia continue
its efforts to liberalize import restrictions and adopt measures to increase
the efficiency of its economy, including a significant expansion of the
private sector.

In November 1964 Uruguay increased its import surcharges beyond
the levels permitted by a waiver which was granted to that country in
1961 and which had been extended several times thereafter. The waiver
had permitted Uruguay to impose import surcharges over and above the
rates of duty bound in the GATT. The most recent extension of the waiver
was to expire on March 31, 1965. Inasmuch as the November 1964 in-
creases in surcharges exceeded the terms of the waiver, Uruguay requested
that the waiver be extended for an additional 3 years and that it be
amended to cover the increases. In March 1965 Uruguay was given pro-
visional authority (under article XXV) to maintain the increased sur-
charges until December 31, 1965, by which time a periodic consultation
on its quantitative restrictions maintained under article XII for balance-
of-payments purposes was to be held. As a result of the consultations,
held late in 1965, the Contracting Parties extended the waiver until
the end of their first regular session in 1967. The waiver was modified to
include the changes Uruguay had made in its surcharges in November
1964.

Consultations with Uruguay in November 1965 revealed that it con-
tinued to be confronted with serious balance-of-payments difficulties, that
occasionally during the year it had prohibited imports, and that its
trade and payments controls had become more complex and restrictive.
It was recognized, however, that in October 1965 Uruguay had simplified
and liberalized its import controls; when implemented, the new regime
would end all discrimination, eliminate certain trade restrictions,
and direct commercial policy along the lines advocated by the General
Agreement.

The IMF had not completed its examination of the measures taken
by Uruguay to protect its external financial position by the end of 1965,
but in a statement to the committee on balance-of-payments restrictions
the Fund indicated that it had no basis for concluding that the general
level of restrictions imposed by Uruguay was excessive. The committee
recognized the seriousness of Uruguay’s balance-of-payments problem
and welcomed the measures taken under the new system of trade and
payments.

Residual Import Restrictions

A number of contracting parties continued to maintain so-called
residual import restrictions during the period under review. These were
quantitative restrictions that had originally been imposed for balance-
of-payments purposes and kept in force after the balance-of-payments
difficulties had passed. The Contracting Parties had invited member
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countries to submit lists of such restrictions that they were maintaining
contrary to the GATT rules. At the 20th Session, the Contracting Parties
had requested the Council to review the lists from time to time. Such a
review was to be made at the 22d Session, and the contracting parties
were invited to submit up-to-date information on the subject. However,
the GATT Council failed to receive sufficient replies in time to permit
it to conduct a review before the 22d Session. The information available
to the Contracting Parties in February 1965 indicated that 19 members
of the GATT still maintained residual import restrictions.

Special Exchange Agreements

Cuba had withdrawn from the International Monetary Fund in April
1964. Article XV of the General Agreement requires that any contract-
ing party which ceases to be a member of the IMF shall enter into a
special exchange agreement with the Contracting Parties. The object-
tive of the requirement is to assure that the General Agreement will
not be frustrated by exchange-control actions initiated by a contract-
ing party. Because of a number of legal and practical difficulties associ-
ated with the application of the required special exchange agreement,
Cuba requested a waiver of its obligations under article XV.2® In its
request, Cuba assured the Contracting Parties that it would act in a
manner consistent with the principles that underlie special exchange
agreements and in accordance with the intent of the General Agreement.

By a decision of August 7, 1964, the GATT Council, acting for the
Contracting Parties, granted Cuba a waiver of its obligations under
paragraph 6 of article XV. Thereafter; Cuba was to report immediately
to the Contracting Parties any action that it would have been requiréd
to report had it entered into a special exchange agreement.?” The waiver
was to be effective for such time as Cuba continued to satisfy the Con-
tracting Parties, through consultations and by submission of appropriate
information, that its actions in exchange matters were in accordance with
prescribed rules. If, as a result of such consultations, the Contracting
Parties determined that Cuba had initiated exchange actions that were
not consistent with the intent of the General Agreement, the waiver
could be withdrawn.

Import Restrictions for Protection of New Industries

At the 22d Session of the Contracting Parties, the delegate from Ceylon
presented (orally) its annual report of actions taken under a release from
certain of its obligations under article XVIII:C. The release, originally

28 See Operation of the Trade Agreements Program, 16th report, p. 22, for a more complete
discussion of Cuba’s request.
27 Basic Instruments . . ., 13th supp., pp. 23-24.
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granted in 1958 and later extended to August 27, 1968, permitted
Ceylon to apply prescribed regulations to support the development of cer-
tain local textile industries. The report was accepted by the Contracting
Parties without comment.

U.S. Import Restrictions on Agricultural Products

The United States submitted its 10th annual report to the Contract-
ing Parties under a waiver granted in 1955, whereby it had been permitted
to exempt from the provisions of the GATT its import restrictions on
designated agricultural products maintained under section 22 of the
Agricultural Adjustment Act, as amended. The waiver requires the United
States to account for its activities under section 22 each year. The U.S.
report indicated that during the period under review no majorchanges
had been made in the programs for products still under import restrictions,
i.e., wheat and wheat products, cotton of certain specified staple lengths,
cotton waste and cotton picker lap, peanuts, and certain dairy products.
The U.S. report was referred to a working party for review; the report
of the working party was presented at the 22d Session.

Certain members of the working party held that the waiver had been
in effect too long (10 years) and should have a termination date; some
members felt that the United States should remove the restrictions by
the end of the sixth round of tariff negotiations; and some expressed
the view that section 22 items were negotiable and could be removed
without additional legislation. The U.S. representative indicated that the
United States was prepared to negotiate on all relevant elements of its
agricultural policy and that, while the Trade Expansion Act did not
prohibit negotiations on section 22 items, legislation might be necessary,
depending on the nature of the commitments negotiated. The Contracting
Parties adopted the report of the working party.

Preferential Tariff Treatment

During the 18 months covered by this report, the Contracting Parties
considered two new requests for waivers of most-favored-nation
obligations, two requests for extensions of waivers already in effect,
and nine reports of actions taken under waivers. These waivers were
requested or had been granted under the authority of article XXV:5,
Australian request for waiver to grant preferences to imports from less

developed countries

In May 1965 Australia requested a waiver under article XXV:5 to
permit it to establish lower rates of duty on manufactured and semi-
manufactured products imported from less developed countries than the
rates imposed on similar products from countries accorded most-favored-

28 Basic Instruments . . ., 13th supp., pp. 65-67.
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nation treatment. Australia indicated that it would not seek reciprocal
.duty reductions from the less developed countries.

The GATT Council established a working party to consider the
Australian request. Since this group had not completed its work by the
end of 1965, no action was taken by the Contracting Parties during the
period under review.

Agreement between Canada and the United States on automotive products

In January 1965 the United States and Canada signed an agreement
permitting duty-free trade between the two countries in certain auto-
motive products.? Since Canada extended duty-free treatment on the
same terms to imports of these products from any country entitled to
the British preferential tariff or the most-favored-nation tariff, its
actions under the agreement were not inconsistent with its obligations
under article I of the GATT. The United States, however, did not extend
duty-free treatment to imports of automotive products from countries
other than Canada and, therefore, was required to seek a waiver of its
obligations under article I.

In December 1965 the GATT Council granted the requested waiver
under the authority of article XXV:5. The waiver provided for consul-
tations between the United States and the contracting parties having
a substantial interest in U.S. import trade in automotive products, in
the event that the contracting party in question felt that the elimina-
tion of the duty on imports from Canada had injured, or immediately
threatened to injure, its trade in automotive products with the United
States. The United States was required to report to the Contracting
Parties annually under the waiver; in addition, the Contracting Parties
were to conduct a review of the operation of the waiver 2 years after
it had become effective, and biennially thereafter if necessary.

Italian preferences for products of Libya

In January 1965 the Contracting Parties extended for the fourth time
and until December 31, 1967, a waiver they had granted to Italy in 1952.3
The waiver permitted Italy to provide special customs treatment to
certain products imported from Libya, a country with which Italy had
had special relations before World War II.

During the period under review, Italy submitted its 12th and 13th
annual reports under the waiver; meanwhile, Libya submitted its 12th
annual report. The reports indicated that Italian imports from Libya
of products granted special customs treatment accounted for a very
small percentage of total Italian imports of these products. The special
treatment afforded imports from Libya, therefore, did not appreciably

2 See ch. 1 for a more complete discussion of this agreement,
30 Basic Instruments . . ., 13th supp., pp. 24-26.
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affect Italy’s trade with third countries, but it did benefit Libya’s economic
situation.

Italian preferences for products of Somalia

In December 1965 the GATT Council approved the request of Italy for
extension of the 1960 waiver which had authorized it to grant special
customs treatment to imports of certain products from Somalia. The
waiver was to have expired at the end of 1965. Early in 1965, however,
Italy had abolished its state monopoly in bananas—the most important
product imported from Somalia. In view of the difficulties encountered
in preparing a report on the development of trade with Somalia, upon
which future policy was to be based, Italy requested an extension of the
waiver until the end of the 23d Session to insure that it could carry out
its current commitments to Somalia, and the extension was granted.

Australian preferences for products of Papua and New Guinea

Australia submitted its 11th report on trade with Papua and New
Guinea to the 22d Session. The report, which indicated that no new
actions had been taken under the waiver since the 21st Session, was limited
to a discussion of trade developments in products covered by actions
taken under the waiver in earlier years. The Contracting Parties accepted
the report without discussion.

Franco-German treaty on the Saar

France and West Germany submitted their seventh and eighth annual
reports on the actions taken under a waiver granted by the Contracting
Parties in 1957 concerning their trade relations with the Saar, which is
part of the German customs and currency area. Trade between the Saar
and France is duty free but subject to quotas. The reports indicated that
such trade was substantially less than that allowed by the quotas.

Rhodesian preferences for products of dependent territories of the United
Kingdom

Rhodesia reported to the Contracting Parties for the fourth time on
actions taken under the terms of a waiver granted in December 1960.
The waiver authorized Rhodesia to reduce the preferential rates of duty
on certain products imported from dependent territories of the United
Kingdom. The report indicated that no new steps had been taken under
the waiver since the previous report. The Government of Rhodesia felt
that the preferential treatment of the goods concerned had not had a
significant effect on imports of similar goods from other countries.

South African preferences for products of Rhodesia and Nyasaland

South Africa made its fifth annual report to the Contracting Parties
concerning its treatment of products imported from the territories for-
merly constituting the Federation of Rhodesia and Nyasaland. The
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report was required under the terms of a waiver granted to South Africa
in 1960. South Africa reported that no new actions had been taken under
the waiver during the period covered by its fifth report. The 1960 waiver
had permitted South Africa to accord preferential tariff treatment to
imports of certain products from the Federation of Rhodesia and Nyasa-
land. In November 1964, following the dissolution of that Federation,
the Governments of South Africa and Rhodesia entered into a new
agreement which enlarged some of the existing margins of preference
and granted certain new ones.

The Contracting Parties appointed a working party to examine the
new agreement to determine whether it contained any provisions that
departed from those of the General Agreement. The working party met
after the close of the 22d Session and studied technical problems arising
from the agreement and prepared a draft decision to cover certain ad-
justments in the margins of the preferences accorded to Rhodesia by
South Africa. The GATT Council received the report of the working
party in May 1965, but deferred its consideration until a later meeting of
the Council.

United Kingdom preferences for products of Commonwealth countries and
dependent territories

The United Kingdom reported for the 11th time on actions taken
under a waiver granted in 1953 permitting preferential treatment of
imports from Commonwealth countries, and for the 10th time on a waiver
granted in 1955, which authorized preferences for products of dependent
overseas territories. The reports indicated that the United Kingdom had
taken no actions under the waivers since the previous reports.

Escape-Clause Actions

During the period covered by this report, three contracting parties
withdrew or modified tariff concessions under article XIX of the General
Agreement; two contracting parties, however, terminated actions that
had been taken under that article at earlier dates.

Article XIX provides that a contracting party may suspend an obli-
gation in whole or in part, or withdraw or modify a concession, if, as a
result of unforeseen developments and of the effect of the obligation in-
curred by a contracting party under the General Agreement, any product
is being imported in such increased quantities and under such conditions
as to cause or threaten serious injury to the domestic producers of like or
directly competitive products. When a contracting party acts under
article XIX, it is required to so advise the Contracting Parties and to
consult with any contracting parties that have a substantial interest and
that might be adversely affected by the action. The consultations are
held with a view to granting other concessions as compensation for those
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withdrawn or modified, or to permit the adversely affected party to with-
draw concessions of interest to the party that acted under article XIX.

Germany notified the Contracting Parties that in order to prevent the
threat of serious injury to its hard coal industry it had decided to subject
imports of two types of petroleum fuel to import licenses, effective
December 10, 1964.

On April 22, 1965, the Government of Greece notified the Contracting
Parties that in order to protect a new tire industry, which was threatened
by foreign competition, it was acting under article XIX to increase the
customs duty on tires for vehicles.

Australia advised the GATT Secretariat that beginning March 4,
1965, it would place temporary import restrictions on copper and brass
sheet, strip, and foil of certain dimensions. The restrictions were designed
to prevent serious injury to domestic producers of the revelant goods
during a period of shortage of unwrought copper of Australian origin.
The import restrictions were removed effective September 1, 1965. Mean-
while, Australia notified the Contracting Parties that an escape-clause
action taken under article XIX on woolen piece goods in May 1961 was
withdrawn on December 31, 1964, and a similar action on linseed oil
imposed in March 1963 was withdrawn on April 22, 1965.

In October 1965 the United States notified the Contracting Parties
that it had withdrawn its import quotas on unmanufactured lead and
zinc, which had been in effect since October 1958. The quotas on lead
and zinc ores were removed on October 22, 1965, and those affecting the
metals, 30 days later.

Other Modifications of Tariff Concessions

Renegotiations of tariff schedules

During the 18-month period under review, Peru and Turkey put re-
vised tariff schedules into force. Since the new schedules involved changes
in duties bound in the GATT, these countries were obliged to enter
into renegotiations with interested contracting parties under the pro-
visions of article XXVIII. Both Peru and Turkey, having requested and
received waivers of their obligations under article II, were permitted
to put their new tariff schedules into force before the renegotiations
were completed. Peru’s new tariff became effective October 1, 1964;
the waiver, which was granted by the Contracting Parties at their 22d
Session, was to be valid until March 31, 1966. The waiver granted to
Turkey in August 1964 was to expire October 31, 1965. In September
1965, Turkey requested a l-year extension because it had not been able
to complete the renegotiations within the original time period. The Con-
tracting Parties extended the waiver until the end of the 23d Session.

The new Tariff Schedules of the United States (TSUS) had been placed
in effect on August 31, 1963. Consultations under article XXVIII had
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been initiated in September 1962, but owing to their length and com-
plexity, the United States had sought and received a waiver of its ob-
ligations under the General Agreement to permit it to put the TSUS
into effect before the renegotiations had been completed. The waiver
was extended for 1 year in 1964 to allow the negotiations to continue.
In 1965 it was further extended until June 30, 1966, and was also
amended to bring within its scope the changes made in the provisions
of the TSUS by the Tariff Schedules Technical Amendments Act of 1965.

Negotiations to modify designated concessions

The General Agreement provides that a contracting party may enter
into negotiations with other interested contracting parties to modify
or withdraw certain concessions in its tariff schedule (art. XXVIII).
In 1963 a number of contracting parties had given notice of their inten-
tions to enter into such negotiations.® These negotiations were to have
been completed before January 1, 1964. Because some of the contracting
parties could not complete their negotiations by the prescribed date,
the time limit was extended to the end of the 23d Session.

Uruguay’s adjustment of its tariff schedule

Uruguay’s customs duties, though levied nominally on an ad valorem
basis, are, in effect, specific duties, since they are collected on the basis
of fixed official values, or aforos. On August 13, 1964, Uruguay increased
these aforos by 100 percent. The General Agreement provides that the
Contracting Parties may authorize a country to increase specific duties
when a change in the value of its currency warrants such an adjustment
(par. 6 of art. IT). The Contracting Parties agreed that in view of the re-
duction in the value of the Uruguayan peso and the commensurate
decline in the burden of the customs duties, the increase in the aforos
was justified.®

Representations and Complaints

During the period covered by this report, several contracting parties
consulted with other members of the GATT under the provisions of
articles XXII and XXIII for the purpose of resolving specific trade
problems.

Article XXII, which provides the basic consultation procedures of
the General Agreement, requires a contracting party to consult when
requested by another contracting party regarding any representation
made respecting the operation of the General Agreement. Multilateral
consultations may be arranged to resolve such problems if the bilateral
discussions fail to provide a suitable solution. Article XXIII, moreover,

3t See Operation of the Trade Agreements Program, 16th report, p. 27.
382 Basic Instruments . . ., 13th supp., p. 20.
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provides that a contracting party deeming that a benefit accruing to it
under the agreement has been nullified or impaired by the action of
another contracting party may bring its grievance to the attention of the
offending party. If the two parties are not able to reach a mutually satis-
factory solution, the issue may be referred to the Contracting Parties
for examination and appropriate recommendations. The Contracting
Parties may authorize a contracting party to suspend the application
to any other member of the GATT of any concession or obligation they
deem appropriate.

In August 1964 the United States requested the Federal Republic
of Germany to enter into consultations under article XXII concerning
certain import restrictions—affecting principally agricultural and food
products—maintained by the Federal Republic. Shortly thereafter
Canada notified the Contracting Parties that it had an interest in a
number of the products concerned; accordingly, it wished to join the
consultations, which were to be held in Bonn in October 1964. During
the consultations, the representative of the Federal Republic stated
that his Government would review its position on the restrictions dis-
cussed, and promised to liberalize at least some of them.

The Governments of Belgium and the Netherlands requested consul-
tations with Switzerland under article XXII concerning problems arising
from the application of certain Swiss veterinary taxes to imports of
commodities which were regarded by these countries as industrial
products.

In April 1965 Uruguay requested Japan to enter into consultations
under article XXII concerning a list of products on which Japan main-
tained import restrictions against Uruguay. Japan agreed to engage in
the consultations.

In September 1964 the GATT Council reconvened a panel to consider a
complaint by Uruguay that import restrictions by various countries had
nullified or impaired concessions granted to Uruguay under the General
Agreement. The panel had been originally convened in 1962 to study
the issue after the Government of Uruguay appealed to the Contracting
Parties under the complaint procedures of article XXIII. The panel
had recommended that certain restrictions be removed, but by mid-1964
the issue had not been completely settled.® When the reconvened panel
reported to the GATT Council in late 19643 it noted that most of the
contracting parties maintaining restrictions against imports from Uruguay
had removed at least some of the restrictions since the previous report.
Italy had removed all of the restrictions covered by the recommendations.
Austria, France, and the Federal Republic of Germany had removed

8 Operation of the Trade Agreements Program, 16th report, p. 315
34 Basic Instruments . . ., 13th supp., pp. 45-55.
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part of their restrictions, and Norway had initiated a study upon which
it was to base its actions. Belgium, however, maintained the position
taken earlier that its measures were purely administrative and not
incompatible with the GATT. The panel recommended that it again be
authorized to deal promptly with any Uruguayan proposal to suspend
concessions or obligations to compensate for any nullification or impair-
ment arising from the continued maintenance of trade barriers. The
Contracting Parties adopted the report of the panel and agreed to the
renewal of the procedures recommended.

OTHER DEVELOPMENTS RELATING TO THE
GENERAL AGREEMENT

Nonapplication of the Agreement Between Particular
Contracting Parties

During the period covered by this report, a number of contracting
parties continued to withhold full application of the General Agreement
to one or more members of the GATT, principally Japan. Article XXXV
provides that the agreement or, alternatively, article II of the agreement
shall not apply between any two contracting parties if either of them, at
the time either becomes a contracting party, does not consent to such
application. Article II incorporates as part of the General Agreement
the tariff and other concessions which apply to GATT members.

At the 22d Session the Contracting Parties reviewed the extent to
which article XXXV was being invoked by GATT members. At the
time of Japan’s accession to the GATT in 1955, 14 contracting parties
invoked article XXXV against that country. By the end of 1965, only
3 of these contracting parties—Austria, Haiti, and South Africa—
continued to do so, but a number of newly independent countries that
had recently acceded to the GATT inherited the legal status of their
metropolitan countries and continued to apply article XXXV against
Japan. At the end of the period under review, about 28 countries, none
of which were major trading countries, were still applying this article
against Japan.

The delegates of several contracting parties expressed regret that the
number of countries applying article XXXV against Japan had increased,
and urged disinvocation of the article. Spokesmen for a number of the
less developed countries stated that the continued application of article
XXXV had not significantly affected the trade of their countries with
Japan since the quotas they applied to imports from Japan were large,
but they hoped that their countriss would be able to disinvoke the article
at an early date.
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Cuba advised the Contracting Parties by letters of November 16 and
December 18, 1964, that it had ceased to invoke the provisions of article
XXXV against Austria and Finland, respectively.?®

Commodity Problems

Implementation of the cotton testiles arrangement

The Cotton Textiles Committee of the GATT completed the second
annual review of the operation of the Long-Term Arrangement Regarding
International Trade in Cotton Textiles in December 1964.3¢ The long-
term arrangement, negotiated under the auspices of the GATT, became
effective in October 1962. Article IV of the arrangement provides for
bilateral agreements between participating countries to regulate trade in
cotton textiles and obviate the need for unilateral restrictions. Several
new bilateral agreements of this type were negotiated during the 18-
month period covered by this report. The United States was a party to
most of them.

In the discussions which followed the presentation of the Cotton
Textiles Committee’s report to the Contracting Parties, the representa-
tives of severalless developed countries criticized theindustrialized countries
for the wide use of bilateral agreements to restrict imports of cotton
textiles on grounds of market disruption. These spokesmen stressed the
importance of the cotton textiles industry to the developing countries as
a means of expanding their export earnings and intimated that the in-
dustrialized countries were indifferent to the needs of the LDC’s.

The committee agreed to undertake a major review of the first 3 years
of the operation of the long-term arrangement, including a study of the
developments in the production of, and trade in, cotton textiles during
the 3-year period. The Committee concluded its review in December 1965.
The Committee. Chairman pointed out that, notwithstanding the re-
strictive measures employed, imports of cotton textiles into the industri-
alized countries increased somewhat during the period that the arrange-
ment had been in operation. He noted that although the rate of growth of
such imports was lower during this period than during the late 1950’
the rapid growth in such imports prior to 1961 had created the very
conditions that had given rise to the long-term arrangement. The Chair-
man stressed that while it was difficult to make an accurate judgment of
the effects of the long-term arrangement on the development of trade in
cotton textiles, it was unlikely that the arrangement had harmed the

35 0n Aug. 6, 1963, the latest date for which a complete tabulation is available, art.
XXXV was being applied by 5 contracting parties to 17 GATT members other than Japan,

36 Ch. 1 of this report presents a more complete account of the long-term arrangement
and of the actions taken thereunder by the United States.
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export possibilities of the less developed countries. The recourse to uni-
lateral restrictions as an alternative measure would probably have been
more detrimental to their interests.

The discussions revealed that the less developed countries were seriously
concerned that widespread restrictions would continue to be applied
to trade in cotton textiles. The LDC’s feared that the protection afforded
the cotton textiles industries in the developed countries under the long-
term arrangement would afford these countries an opportunity to negate
the comparative advantage enjoyed by the less developed countries in
the production of certain textile products. It was pointed out that re-
straint in one market leads to the diversion of trade to other more open
markets, and countries with liberal import policies would have difficulty
in maintaining them in the face of widespread restrictions.

The members of the Cotton Textiles Committee generally agreed that
a modus vivendi for trade in cotton textiles should be sought through
the Kennedy Round negotiations. They stressed that governments should
engage actively in the negotiations in order to achieve the highest possible
degree of liberalization.

Consultations on agricultural policy

In January and February 1965 the Contracting Parties held consulta-
tions with the European Economic Community, the United States,
and the United Kingdom concerning changes in their agricultural policies.
These consultations were held pursuant to a decision of the Contracting
Parties of December 7, 1961, under which contracting parties had been
invited to discuss any substantial changes in their agricultural policies.
Notifications of such changes had regularly been referred to committee
II for examination.?”

Committee II consulted with the EEC concerning changes in the
agricultural policies which arose from the further implementation of
the common agricultural policy of the six member States. These changes
concerned the adoption of basic regulations dealing with dairy products,
beef and veal, and rice. The ensuing discussions indicated that certain
countries were concerned over certain provisions of the EEC regulations—
viz, the wide discretionary powers embodied in the regulations, the safe-
guard clause in connection with article XIX, the refund system in connec-
tion with article X VI, the fact that the variable-levy system employed by
the EEC countries insulated their domestic producers from world prices,

37 The Contracting Parties had established committee II under the program for the ex-
pansion of international trade initiated in 1958. The committee was instructed to study inter-
national trade in agricultural products with particular reference to the use and effects of
nontariff measures for the protection of agriculture, or support of income for agricultural
producers. See Contracting Parties to the GATT, Trade in Agricultural Products: Reports
of Committee I1 on Consultations with the European Economic Community, the United Stales
of America and the United Kingdom, Geneva, 1965, pp. 1-2.
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and the uncertainty induced by the levy and import permit systems. In
responding, the EEC representative expressed the view that the fears of
third-country suppliers concerning the practical effects of the common
agricultural policy were not generally justified. Although trade had de-
clined in some cases, the declines had been offset by increased trade in
other items.

The delegations of some contracting parties were of the opinion that
the beef legislation recently enacted by the United States had been
passed without evidence that imports of manufacturing beef, the type
with which the legislation was primarily concerned, were adversely
affecting the prices of prime beef in the United States. Moreover, they
regretted that potentially restrictive legislation of this type had been
enacted at a time when trade liberalization was being discussed in the
GATT. The United States emphasized, however, that no restrictions
on beef imports had been introduced. The legislation merely empowers
the U.S. Government to take action should the need arise. Moreover,
the legislation provides that even if restrictions were adopted, imports
would share in the growth of the U.S. market.

In the discussions on the United Kingdom’s new policies on cereal
and bacon, the United Kingdom declared its intent to maintain its policy
of consulting with principal suppliers in connection with its agricultural
policies.

Impact of commodity problems on international trade

At the beginning of the 22d Session, the Contracting Parties requested
the Committee on Trade and Development to conduct the annual review
of developments in international commodity trade. As in previous years,
the review was to be based primarily on a report submitted by the Chair-
man of the Interim Coordinating Committee for International Commodity
Arrangements (ICCICA).38

The Chairman of the ICCICA noted that since his last statement to
the Contracting Parties, the United Nations Conference on Trade and
Development (UNCTAD) had made a number of important recommen-
dations respecting commodity trade, with particular reference to the
difficulties confronting the developing countries in connection with this
trade. In reviewing the last report of the Committee (“1964 Review of
International Commodity Problems”), the Chairman noted that it
embodied a review of international activities in the commodity field
during the postwar period. He noted particularly the sections which
dealt with the need for continuity in commodity negotiations, and the
chapter dealing with the problems connected with the negotiation and
operation of commodity agreements. Since the Advisory Committee to
the Trade and Development Board of UNCTAD had replaced the

8 See Operation of the Trade Agreements Program, 16th report, p. 33.
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ICCICA, this was to be the Chairman’s last report to the Contracting
Parties.

Several delegates to the 22d Session expressed the opinion that the
Contracting Parties had not given sufficient attention to the problems
arising from commodity trade. They noted that the working party on
commodity problems had last convened in 1959; since that time there
had been no discussions in the GATT similar to those that had occurred
regularly in meetings of the UN. Commission on International Com-
modity Trade.

Disposal of surplus commodities

In early 1965, several contracting parties reported to the Director-
General of the Contracting Parties to the GATT concerning a variety
of related commodity problems, including the disposal of surplus com-
modities, the liquidation of strategic stocks, and the disposal of other
stocks held by Government agencies. From the information thus supplied,
the Director-General prepared a summary for review at the 22d Session.
Such a review has been conducted annually to assess experience in
disposing of surplus stocks, which consist largely of minerals, metals, and
agricultural products.

Notifications of disposal of surplus commodities were recelved from
Canada, Sweden, the United Kingdom, and the United States. The
report from Canada concerned the disposal of dairy products and pork
in the fiscal year ended March 31, 1963. That from Sweden concerned
‘the disposal of 2,350 metric tons of copper, while that from the United
Kingdom dealt with the disposal of certain metals and essential foodstuffs
between July 1, 1963, and December 31, 1964. ‘The U.S. report related
to the disposal of surplus agricultural products in fiscal 1964, largely
under Public Law 480.

The Elimination of Consular Formalities as Import
Restrictions

At their 22d Session, the Contractmg Parties conducted a review of
the consular formalities still being maintained by GATT members. In
1962 a special GATT panel had listed the countries that maintained
unnecessarily burdensome procedures, such as unnecessary documenta-
tion, formalities, and fees in connection with importation and exportation,
Governments imposing such trade impediments were urged to remove
them in conformity with the provisions of article VIII of the General‘
Agreement. il

Argentina reported that although it had discontinued the use of consulat’
fees in 1961, it later found reintroduction of them necessary. The levying:
of consular fees constituted the only type of consular restriction stlll

maintained by Argentina. il
R



JULY 1964-DECEMBER 1965 57

Turkey reported that legislation pertaining to the elimination of fees
paid for certificates of origin was put into force in July 1964. However,
a bill which would exempt certain goods from the provisions of certificates
of origin and provide greater administrative flexibility had been intro-
duced into the legislature.

Brazil and Peru reported that they were studying means of eliminating
consular formalities. Several other contracting parties that still employed
these trade restrictions failed to report. The Contracting Parties placed
this item on the agenda for the 23d Session.

Changes in Subsidies and State Trading Measures

During the period covered by this report, 10 countries notified the
‘Contracting Parties of changes in their export subsidies, and 8 reported
changes in the status of their state trading measures.

Article XVI of the General Agreement requires members to report to
the Contracting Parties on the nature and extent of the subsidies they
maintain. Article XVII contains provisions relating to state trading
enterprises. At their 20th Session, the Contracting Parties had modified
the procedures for reporting subsidies and state trading measures. After
that, reports were required every 3 years, the first report being due at
the end of January 1963. Changes in subsidies or state trading measures,
however, were to be reported annually.®® Although a number of such
reports were submitted in 1965, several countries that maintained sub-
sidies or state trading enterprises failed to report.

3 See Operation of the Trade Agreements Program, 16th report, pp. 35-36, for a more
complete discussion of the provisions relating to subsidies.
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Chapter 3

Major Commercial Policy Developments in
Countries With Which the United States
Has Trade Agreements

INTRODUCTION

This chapter reviews the important developments in the commercial
policies of the principal U.S. trading partners that occurred between
July 1, 1964, and December 31, 1965. Such changes are important to
the United States because they affect not only its foreign trade and
balance of payments, but also the attainment of its own commercial
policy objectives. The following sections are devoted principally to
concerted actions taken within the major regional economic organiza-
tions: The European Economic Community, the European Free Trade
Association, the Latin American Free Trade Association, and the Central
American common market.!

The sixth (Kennedy) round of trade-agreement negotiations conducted
within the framework of the General Agreement on Tariffs and Trade
(GATT) had officially opened on May 4, 1964, before the period under
review. Details of what had been achieved in the Kennedy Round, by
the end of the period, were presented in chapter 2. These negotiations,
which were still in process at the end of 1965, constituted the most
important development in international commercial policy during the
period covered by this report. All countries participating in the Kennedy
Round were aware of the substantial contributions that successful
negotiations could make to world trade and economic growth. The
progress of the negotiations was influenced materially, however, by
developments within the regional economic groups of which the major
negotiating countries were members. Most of the countries were also
contracting parties to GATT and therefore had trade-agreement obliga-
tions to the other contracting parties.

1 During the period under review, two other regional economic organizations came into
being—the Central African Economic and Customs Union and the Arab common market.
The (British) Commonwealth of Nations, a far older trade arrangement of different character,
also granted extensive preferential tariff treatment to trade among its members. However,
no major commercial policy developments affecting U.S. foreign trade occurred during this
period in these areas. The automotive products agreement concluded between the United
States and Canada in 1965 is reviewed in ch. 1,

59
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During the year and a half under consideration, the members of the
European Economic Community (EEC) advanced toward their goal of
establishing a Community-wide market for their products. Specifically,
they further reduced intra-Community customs duties on both industrial
and agricultural products, eliminated many of the remaining quotas
(primarily agricultural) on trade between member States, and replaced
them by a system of variable import levies on trade with third countries.
The members also advanced toward a common agricultural policy (CAP):
they began to implement the common price-support and marketing
practices previously agreed upon for a number of key agricultural products,
clarified the scope and procedures for operation of the agricultural fund,
and arranged for the redistribution of customs receipts among the member
nations. They also initiated measures to merge the three European
“communities,”? concluded association and trade agreements with a
number of nonmember countries, and conducted preliminary negotiations
with a view to concluding similar agreements with several others.

Members of the European Free Trade Association (EFTA) adhered
successfully to the time schedule agreed upon in May 1963 for the abolition
of customs duties and quantitative import restrictions on trade between
the respective members. Indeed, intra-Association customs duties were
reduced and quotas expanded more rapidly than originally contemplated
so that members envisioned complete freedom from both types of trade
barriers by 1967—i.e., 3 years ahead of the schedule initially specified in
the convention that had established the Association. The members also
sought means of removing some of the less obvious nontariff barriers, as
well as means of achieving greater cooperation with the European Eco-
nomic Community. The progress of the Association was somewhat
blunted, however, when the United Kingdom unexpectedly imposed a
15-percent import surcharge in 1964 to alleviate its balance-of-payments
difficulties.

The members of the Latin American Free Trade Association (LAFTA)
held their fourth and fifth annual Conferences, during which nearly 1,100
new tariff concessions were added to the schedules of concessions previ-
ously negotiated. More than half of the new concessions related to manu-
factured and semimanufactured commodities. Though usually negotiated
between two or more member States, the concessions granted by each
member were extended to all other LAFTA members. In addition, the
members completed the first of four scheduled triennial meetings, at
which they initiated the projected common schedule of concessions.
Intra-LAFTA trade in the commodities in the common schedule, which
was applicable to more than 25 percent of the area’s trade in 1964, was

2The European Economic Community, the European Coal and Steel Community, and the
European Atomic Energy Community.



JULY 1964-DECEMBER 1965 61

to be completely freed by 1973. To enhance their industrial integration,
the members also discussed various agreements designed to develop
particular economic sectors.

The members of the Central American common market progressed
rapidly toward complete internal freedom of trade and the establishment
of a common external tariff—both to be achieved by 1966. By the end of
1965, trade between the member States was, except for a few items,
totally free; more than 95 percent of the member States’ rates of duty
had been alined in a common external tariff. The removal of many in-
ternal trade barriers had led to a remarkable increase in the trade between
the members, an expansion of industrial capacity, and increased foreign
investment in the common market.

EUROPEAN ECONOMIC COMMUNITY

During the period July 1, 1964, to December 31, 1965, the member
States of the European Economic Community moved substantially closer
to their goal of establishing a Community-wide market for their products
and, eventually, an even more comprehensive economic union. In spite
of protracted negotiations and delays, the members made important ad-
vances that were to have far-reaching effects on the future growth of the
Community, the pattern of its foreign trade, and the development of inter-
national economic policies and relations.

The Community’s principal achievements during the period were as
follows: (a) Intra-Community customs duties on both industrial and agri-
cultural products were further reduced; (b) certain import quotas, pri-
marily on agricultural products traded between member States, were
abolished; various import duties and restrictions, mostly on agricultural
products traded between EEC member States and third countries, were
replaced by import levies; (c) the Community’s common agricultural
policy for several important products was implemented; (d) the functions
of the European Agricultural Guidance and Guarantee Fund were re-
defined and expanded; (e) steps were taken to merge the three European
economic Communities; (f) a new association agreement with the Nether-
lands Antilles was signed and another renewed; and (g) association and
trade negotiations were conducted with several countries.

Reduction of Intra-Community Customs Duties

On January 1, 1965, and again on January 1, 1966, member States of
the European Economic Community reduced their customs duties on
imports originating within the Community. Such duties were generally
lowered by 10 percent of the base rates (those in force on January 1, 1957).
These actions (in conjunction with those completed earlier) reduced the
rates on most industrial commodities to 20 percent of the base rates;
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duties on certain “liberalized” agricultural products® were reduced to 40
percent of the base rates, and those on all other agricultural products, to
35 percent. The new rates also applied to imports into the Community
from the associated African States and Madagascar.

In January 1965 the Community’s Commission proposed that all cus-
toms duties in intra-Community trade be completely abolished by July 1,
1967—2Y% years ahead of the schedule initially provided for in the treaty
that had established the EEC. By the end of the year, however, this
proposal had not been implemented.

Common External Tariff

No further alinement of the tariff schedules of the respective EEC
members with the Community’s common external tariff was achieved
during the period covered by this report. Earlier alinements had elim-
inated 60 percent of the difference (for industrial commodities only)
between the schedules of individual members and those provided for in
the common external tariff. The third and final alinement of the national
rates of duty on industrial commodities was scheduled to become effective
on July 1, 19674 On that date the member States were to bring the rates
of duty in their respective tariffs applicable to imports of manufactured
products from nonmember countries into complete alinement with the
rates specified in the common external tariff. For agricultural products
not subject to the common agricultural policy, a second alinement was
scheduled, in accordance with the original timetable, to become effective
on January 1, 1966.

On July 1, 1964, West Germany alined its rates of duty on industrial
commodities imported from non-EEC countries to the final rates
specified in the common external tariff.’ The alinement, which af-
fected approximately 300 items, was put into effect in order to stem the
country’s increasing export surplus and the threat of inflation.

Early in 1965 the EEC members increased the import levy being im-
posed on commodities traded within the Community that incorporated
components imported from third countries. The levy applied only to

3 This category included some farm products covered by the common agricultural policy
regulations, as well as certain other agricultural products, all of which were excluded from
the May 15, 1962, decision to accelerate reductions in duties. “Liberalized” products are
those for which a systematic program is in effect to free the respective imports from quanti-
tative restrictions.

4 According to the Treaty of Rome, the projected alinement of duties was to be effected
in three steps, as follows: A 30-percent adjustment of the basic rates on Jan. 1, 1962; another
30-percent adjustment on Jan. 1, 1966; and a 40-percent adjustment on Jan. 1, 1970.

5 The levels of the rates in the common external tariff were, for the most part, based on
a modified arithmetic average of the national duties in existence on Jan. 1, 1957. In the
process of alining their tariff rates, some member countries, therefore, had to reduce their
duties, while others had to raise theirs.



JULY 1964~DECEMBER 1965 63

non-EEC components on which no import duties or similar charges had
previously been levied nor drawbacks had been granted. For industrial
commodities and agricultural products not subject to the common agricul-
tural policy, the intra-EEC levy was to be equal to 65 percent of the rate
applicable in the common external tariff. For agricultural products under
the CAP levy system, the intra-EEC levy was to be equal to 65 percent
of the arithmetic mean of the respective external levies applicable to the

imported component. The 65-percent rate was to remain in effect from
February 1 to December 31, 1965.6

Elimination of Quotas

By the end of 1965 only a few intra-Community import quotas were
still in force. With few exceptions, quotas on industrial commodities
originating within the EEC had been eliminated by January 1, 1962;
moreover, the quotas on agricultural products subject to the EEC
common agricultural policy were being increased at the rate of at
least 20 percent annually until ultimately abolished. Quotas on agricul-
tural products not subject to the common agricultural policy were also
being abolished, as provided by the Treaty of Rome, whenever such
quotas had not been filled for 2 consecutive years.

By the end of the period under review, most of the quotas still being
applied by EEC members to imports from nonmembers involved agri-
cultural products. Many of the quotas and other restrictions had been
replaced by variable import levies. Industrial commodities still subject
to quota restrictions, although small in number compared with agricul-
tural products subject to like restrictions, included several products of
particular importance in the U.S. export trade, such as radio, telegraph,
and telephone sets, electric lights, automobiles, ships, aircraft, coal, and
oil. Many of the quantitative restrictions involved had been introduced
by the EEC countries when they were confronted with balance-of-pay-
ments difficulties.

In July 1965, as part of the Community’s common commercial policy
action program adopted in 1962, the Commission proposed the prepara-
tion of a common list of the import commodities for which quantitative
restrictions had been completely eliminated by all the members of the
Community. Thereafter, no quantitative restriction on commodities
placed on the list could be imposed by a member without unanimous
approval by the Council (by majority vote after December 31, 1965).
No significant developments toward this end were reported by the close
of the period under review. The Community, nevertheless, was expected
to make rapid progress in this area, inasmuch as the six member States
had already eliminated quantitative trade barriers on most commodities

6 The rate of levy in effect before Feb. 1, 1965, was 55 percent,



64 TRADE AGREEMENTS PROGRAM, 17TH REPORT

(810 out of 1,097 tariff positions in the common external tariff) im-
ported from contracting parties to the GATT.

Common Agricultural Policy

The EEC’s common agricultural policy was developed because the
achievement of a Community-wide market for agricultural products
through the mere elimination of customs duties and quotas was not
possible. Other trade controls had to be reckoned with. Unlike industriak
commodities, most agricultural products important to the Community’s
economies enjoyed some sort of price support by the member States.
The United States had a vital interest in the types of protective measures,
price mechanisms, and other regulations being developed to implement
the common agricultural policy; U.S. agriculture was far more dependent
on exports than was U.S. industry. In recent years, agricultural products.
‘had accounted for more than a fourth of the value of U.S. exports to
the Community; moreover, Western Europe, including the EEC coun-
tries, provided a growing market for such products.

The establishment of a single, Community-wide market for agricul-
tural products (common agricultural policy) was scheduled to be com-
pleted by January 1, 1970. The common policy was to be developed
during the intervening or transition period. The first CAP regulations,,
dealing with six groups of products (cereals, pork, eggs, poultry, fruit
and vegetables, and wines), had become effective as early as July 1962.

During the 18-month period under review, the EEC made further
progress in implementing its common agricultural policy, even though
no formal decisions were made during the last 6 months of 1965 because
of the absence of French representation at meetings of the Council of
Ministers. The principal accomplishments in the field of agriculture
during the period covered by this report included the following: The
initial application of common marketing and pricing regulations for dairy
products, beef and veal, and rice; agreement on price-support levels for
grains; adoption of new regulations designed to implement the common
agricultural policy on fruits and vegetables; and clarification of the scope:
and procedures of the operation of the European Agricultural Guidance
and Guarantee Fund.

Price-support mechanisms

Various terms are employed throughout the remainder of this section:
to describe the common agricultural policy. For the convenience of the
reader they are described below:

Three principal mechanisms are used to support the domestic
prices of the respective agricultural products: “target prices,”
“Intervention prices,” and “import levies.” The target prices are
essentially price ‘“goals,” which the member States seek to attain
for their agricultural products. The intervention prices, on the
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other hand, are actual prices which the member States stand ready to
pay to assure that the domestic prices for the products involved
do not fall materially below the target prices. The variable import
levies are employed to assure that imports do not enter the domes-
tic market at price levels which interfere with the attainment of
‘target prices.

Target price

The target price (prix indicatif) is a goal which the CAP en-
deavors to achieve within the EEC for the respective agricultural
products. It is designed to (a) assure an adequate standard of
living and employment to domestic producers, (b) developintra-EEC
trade, and (c) insure the sale of the domestic output of the product
during the marketing year. Target prices are wholesale prices,
determined at regular intervals, usually annually, and they vary
from one marketing area to another. The target prices prevailing
in the EEC member States are to be alined with one another so that,
by the end of the transition period, a common target price will ob-
tain for each product throughout the Community. Basic targe<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>