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Preface

This report, the 19th issued by the Unlted States Tariff Commis-
sion on the operation of the trade agreements program, relates to the
period from January 1, 1967 through December 31, 1967. The report is
is made pursuant to section 402(b) of the Trade Expansion Act of 1962
(76 stat., 902), which requires the Commission to submit to the
Congress, at least once a year, a factual report on the operatibn of
the trade agreements progrem. 1/

During the year covered by this report, the Kennedy Round of
mltilateral trade-agreement negotlatlons was successfully concluded.
In recognition of the importance of this evént; the 19th report pre-
sents a comprehensive account of the major problems and lssues en-
countered by the contracting parties at the Kennedy Round negot;atiqns
and the principal results achleved.

Other important developments, during 1967, discussed herein
relate to: actions by the United States affecting its obligations
under the trade agreements program; actions and programs initiated
under the GATT to implement the General Agreement on Tariffs and
Trade; and the major commercial policy developments in countries with'

which the United States has trade agreements,

1/ The first report in this series was U.S. Tariff Commission,
Operation of the Trade Agreements 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 opera-
tion of the trade agreements program will be cited in similar short
form.
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The Trade Expansion Act of 1962 provided the legal framework
for conduct of the trade agreements program during the year under
review.

This réport waé prepared prineipally by Eleanor M. Hadley,
John F. Hennessey, Jr., Magdolna Kornis, Peter R. Kressler, and

George C. Nichols.
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Chapter 1

U.S. Actions in Connection With the Trade
Agreements Program

At the close of 1967, the United States had trade-agreement obli-
gations in force with nearly three-fifths of the nations of the world.
The obligations had resulted primarily from the joint membership of
the United States and its respective trading partners in the General
Agreement on Tariffs and Trade (GATT). The remaining obligations
had been incurred through bilateral agreements that were still oper-
ative between the United States and certain individual countries; most
of the bllateral trade-agreement partners ﬁere in Latin America;

During 1967, five countries acceded to.full membership in the
GATT. The Kennedy Round of tariff negotiations was concluded in June
1967 after the participants had agreed to reduce sugstantially im-
port duties on industriai products and to increase access for.ag¥i-
cultural commodities. During the Kennedy Round, an International
Grains Arrangement and an Antidumping Code were concluded and the
Long-Term Arrangement in Cotton Textiles (LTA) was renewed, During
1967, trade in automotive products continued to expand between the
United States and Canada, stimulated by the automotive products agree-
ment that had been in effect between the two countries since 1965.
During the year 16 groups of workers filed petitions for adjustment
assistance under the Automotive Products Tradé Act (APTA). 1In the
year under review, the United States contracted new bilateral agree-

ments and extended existing agreements in cotton textiles with nine

countries. Also during 1967, the U.S. Tariff Commission conducted a




number of investigations under the escape-clause provisions of the
Trade Expansion Act of 1962 (TEA) and an investigation under section
22 of the Agricultural Adjustment Act of 1933. These developments

are discussed in detail in the sections that follow.

STATUS OF U.S. TRADE-AGREEMENT OBLIGATIONS

In recent years, U.S. trade-agreement obligations have origi-
nated both multilaterally and bilaterally. Multilateral obligations
were contracted through U.S, participation in the GATT, and the bi-
latersal fhyough'U.S. hegotiations with individual countries. Obliga-
tions contracted under multilateral arrangements have predominsated.
dbligations assumed under bilateral agreements in recent years have
‘been limited, primarily because of the accession to GATT membership
of former bilateral partners of the United States.

At the end of 1967, the United States had trade-agreement obli-
gations in force with 79 countries. Of these countries, 75 had
"mutual trade-agreement commitments with the United States as a re-
sult of their common membership in the GATT; 72 of them were full

cdntracting parties,';/g/ and the remaining three were provisional

contracting parties. §/ The United States also had trade-agreement

1/ The term "contracting parties," when used without initial capi-
tals (contracting parties) refers to member countries of the GATT,
acting individually; when used with initial capitals (Contracting
Parties), it refers to member countries acting as a group.

g/ Obligations with Switzerland resulted from both its full member-
ship in the GATT and a bilateral trade agreement with the United
States.

3/ Obligations with Iceland resulted from both its provisional mem-
bership in the GATT and a bilateral trade agreement with the United
States.



obligations in force through bilateral agreements with four non-
members of the GATT. During 1967, five countries acceded to full mem-~
bership in the GATT; three of them--Argentina, Barbados, and Poland--
already had trade-agreement commitmentg in force with the United
States. ;/

The 79 countries with which the United States had tradg-agreement

obligations in force cn December 31, 1967, are identified below:

GATT--Full Contracting Parties E/

Argentina 2/ - Finland Kuwait Sierra Leone

Australia France Iuxembourg South Africa

Austria Gabon Madagascar Spain

Barbados 2/ Gambia Malawi Sweden .

Belgium Germany (Federal Malaysia Switzerland

Brazil Republic) Malta Tanzania

Burma Ghana Mauritania Togo

Burundi Greece Netherlands

Cameroon Guyana New Zealand Trinidad end

Canada Haiti Nicaragua Tobago -

Central African India Niger Turkey
Republic : Indonesia Nigeria Uganda

Ceylon Ireland 2/ Norway United Kingdom

Chad Israel Pakistan Upper Volta

Chile Italy Peru Uruguay

Congo (Brazzavillé) Ivory Coast Poland 2/ Yugoslavia

Cyprus Jamaica Portugal

Dahomey Japan Rhodesia

Denmark Kenya Rwanda

Dominican Republic  Korea 2/ Senegal

See footnotes at end of tabulation.

}/ Argentina had been a provisional contracting party to the GATT,
and also had a bilateral trade agreement in force with the United
States; before achieving its independence in 1966, Barbados had been
a Crown Colony of the United Kingdom, which had previously accepted
the rights and obligations of the GATT on behalf of Barbados; since
1959, Poland had been participating in the work of the Contracting
Parties under a special arrangement.



GATT--Provisional Contracting Parties

Iceland 3/ Tunisia United Arab Republic

Bilateral Trade Agreements L/

Argentina 5/ Honduras 6 Switzerland 7/
El Salvador 6/ Iceland 3 Venezuela
. Paraguay 6/

g/ Czechoslovaekia was also a full contracting party to the General
Agreement; in October 1951, however, with the permission of the Con-
tracting Parties, the United States had suspended its obligations to
that country. '

In May 1962, the United States suspended the application of its
trade-agreement rates of duty to all products of Cuban origin, until
such time as the President decided that Cuba was no longer dominated
by the foreign govermment or foreign organization controlling the
- world Communist movement.

2/ Acceded during 1967.

3/ On Sept. 4, 1967, the Contracting Parties, in accordance with
Article XXXTII of the General Agreement, decided that Iceland could
accede fully to the General Agreement. By the close of the year,
however, Iceland had not yet acceded to full membership.

L/ The United States also had in force a preferential agreement with
the Philippines, concerning trade and other matters. This agreement
was concluded as a result of special legislation enacted during a
transitional period following the institution of Philippine independ-
ence; it was not negotiated within the framework of the reciprocal
trade-agreement program, which was inaugurated by the Trade Agree-
ments Act of 1934 and was continued by the Trade Expansion Act of
1962. (see "Philippine Trade Agreement Revision Act of 1955," Public
Law 196, 84th Cong. (Treasury Decision 53965; also Treaties and Other

International Acts Series 3348, U.S. Dept. of State, Sept. 6, 1955).)
2/ The governments of the United States and Argentina agreed, on

Dec. 27, 1967, that the bilateral agreement between the 2 countries
would remain in effect until the consolidated schedule of the United
States (Schedule XX) had been completed and so proclaimed by the
President of the United States, '

§/ The schedules of concessions and the provisions relating to them
were terminated in January 1961 for Honduras, in June 1962 for El
Salvador, and in June 1963 for Paraguay.

Z/ The bilateral agreement between Switzerland and the United
States, contracted in 1936, was still in force at the close of 1967.



U.S. trade-agreement obligations were not materially increased
by the aforementlioned accession of five countries to full membershiﬁ
in the General Agreement during 1967. Four of these countries--
Argentina, Ireléhd, Korea and Poland--acceded under Article XXXTIT of
the General Agreement; which provides the customary procedure for be=~
coming a full contracting party. Barbados, on the other hand. ﬁcceded'
under Article XXVI, which permits a contracting party to sponsor the
accession of a former territory on whose behalf it had previously ac-
cepted the rights and obligations of the General Aéreement. }/

The accession by Argentina to full membership in the GATT did not
cause any significant change in U.S. or Argentine import duties on
commodities traded between the two countries. g/ Argentina had been a
provisional member of the GATT for several years before 1967, and had
concluded a bilateral trade agreement with the United States in léﬂl.

Similarly, the accession of Poland to full membership in the
GATT resulted in no change of import duties on commodities traded be-

tween that country and the United States. §/ In 1960, Poland had

1/ Before achieving its independence in 1966, Barbados had been a
Crown Colony of the United Kingdom. On Feb. 2, 1967, the United
Kingdom advised the Contracting Parties that Barbados had acguired
full autonomy in the conduct of its external commercial relations and
was thereby qualified to become a full contracting party to the GATT.

2/ During the course of the Kennedy Round, Argentina made a number
of concessions involving reduction of certain rates of duty. These
reduced rates, however, had been in effect for the United States,
under the U.S.-Argentine bilateral agreement. In October 1967, the
United States formally accepted the accession of Argentina to full
membership in the GATT.

3/ As one of the countries that engage in state-trading, Poland did
not maintain a conventional tariff system and could not, upon its:
accession to full membership in the GATT, grant any effective duty
concessions to the contracting parties. Accordingly, Poland, under
the terms of its accession, agreed to increase by 7 percent annually
the value of its imports from other members.




been granted most-favored-nation treatment by the United States. E/
During 1967, a number of countries participated in activities
sponsored under the General Agreement, elther on a de facto basis E/
or under special arrangement. Such participation served to establish
limited trade-agreement relations between these countries and the
United States: At the close of 1967, eight countries--Algeria,
Botswana, Congo (Kinshasa), Lesotho, the Maldive Islands, Mali,
Singapore, and Zambia~-were applying the Geneéal Agreement on a de
facto basis; Cambodia had been participating in the work of the Con-

tracting Parties from November 1958, under a special arrangement sim-

‘ilar to a provisional accession.

TRADE-AGREEMENT NEGOTIATIONS
During 1967 the United States participated in two types of
trade-agreement negotiations--those involved 1n concluding the
Kennedy Round and those té satisfy claims for compensation that arose
from the adoption of the Tariff Schedules of the United States in

1963. §/ The Kennedy Round negotiations are the subject of Chapter IV

1/ See U.S. Tariff Commission’'s Operation of the Trade Agreements
Program, l4th report, p. 66, and 15th report, p. 1k.

2/ In November 1960, the Contractlng Parties had established a pol-
1d§ whereby the provisions of the General Agreement could be applied
for a period of 2 years, subject to reciprocity, to a newly independ-
ent country to which, as a territory, the General Agreement had pre=-
viously been applied. During the 2-year transition period, such a
country could negotiate its future relations with the contracting
parties to the (eneral Agreement, In some instances, the Contracting
Parties extended the de facto status beyond 2 years,

3/ The Tariff Schedules of the United States (TSUS) became effec-
tive on Aug. 31, 1963. The revised schedules replaced those origi-
~nally set forth in the Tariff Act of 1930, as amended. For back-

" ground on the TSUS, see Operation of the Trade Agreements Program,
16th report, pp. 45-46, 1Tth report, pp. 4-5, and 18th report (pro-
cessed ), pp. 9-12.




of this report; they will not be discussed further here. The compen-
satory negotiations are treated in the following paragraphs.

On June 30, 1967, the United States signed interim agreements
with Canada, the United Kingdom, and Jgpan that terminated the remain-
ing stages of some of the concessions that had been granted in the
compensatory agreements with those countries. These concesgions had
covered commodities on which concessions were subsequently grgnted in
the Kennedy Round negotiations.

The agreement with Canada terminated the remaining stages of the
concessions that had been granted under the Interim Agreement of
December 17, 1965 on the following products; hardboard and building
board, ferrosilicon, locks and padlocks, steam and vapor-generating
boilers, producer-gas and water-gas geherators, air conditioning-
machines and parts, radio-television-~-phonograph combinations, air-
craft and spacecraft parts, and game machines, including coin aﬂd
disk-operated types. The agreement with the United Kingdom termi-
nated the remaining stages of the Interim Agreement of April 5, 1966,
on aircraft and spacecraft parts, and articles of unspun fibrous
vegetable material and ivory. The agreement with Japan terﬁinated
the remaining stages of the concessions that had Been granted under
the Interim Agreement of September 6, 1966, on the followiné commodi«
ties: ferrosilicon,locks and padlocks, radio-television-phonograph
combinations, ceramic sanitary ware and parts, mirrors, pipe tools
and parts, screwdrivers, compound optical microscopes, projectors

other than motion-picture projectors, toy figures of animate objects
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‘and toys with a spring mechanism, slide fasteners and parts, cigar and
cigarette lighters, mechanical pencils, articles of sponge, foam rub-
ber or plastic, and rubber or plastic toys for pets.
'IMPLEMENTATION OF THE U,S.-CANADIAN
AUTOMOTIVE AGREEMENT

By December 31, 1967, the U.S.-Canadian Automotive Agreement had
beeﬁ in effect for 3 years. The agreement had;provided for limited
" free trade in motor vehicles and original equipment parts; such treat-
ment had been accorded by Canada in January 1965 and by the United
States in December 1965 (retroactive to January).

The total two-way trade in automotive products_&/ between the
United States and Canada was substantially‘gréater in 1967 than in
any of the 3 preceding yeérs; in terms of wvalue, the\l967 trade was
approximatély 50 percent greater than that in 1966, and about 350 per=
cent greater than in 196k, In 1967, the value of U.S. exports of
_automotive products to Canada was 4O percent larger than in 1966,
while the value of U.S. imports of similar products from Canada was
70 percent greater, The U,S. export balance of trade in automotive
products with Canada in 1967 was about 17 percent smaller than in
1966, and 25 percent smaller than in 196k,

When the Congress enacted the Automotive Products Trade Act in

1/ The trade data given in this section relate to U.S.-Canadian
trade in all automotive products--both those that were duty-free under
the agreement and those that were dutiable (e.g., replacement parts).
Data are available on duty-free U,S. imports of automotive equipment
from Canada, but are not available on duty-free Canadian imports of
automotive equipment from the United States,




1965, l/ it had established procedures whereby firms or groups of
workers could apply for‘adjustment assistance to offset dislocations
resulting from the implementation of the agreement. Sixteen petitions
for such assistance were filed in 1967, qll by groups of workers,
Decisions on 1L of these petitions were rendered before the close of
the year. In nine instances, the respective groups of workers were
certified as eligible for assistance, while in four they were found to
be ineligible. One petition was terminated without prejudice.
U.S. and Canadian Production and Trade
In Automotiwve Products

During 1967, production and employment in the Canadian automotive
industry increased to a record high level, while production and em~
ploymenf in the U.S. automotive industry continued to decline.- By con=~
trast, during the sﬁme year, the value of both U.S. and Canadian_ex-
pbrts of automotive products to one another rose substantielly,
although the increase in Canadian exports of such products to the
United Statées was proportionately much the g?eater.

The U.S. production of motor vehicles totaled 9.0 millic;_n units
in 1967~--the lowest annual output during the 5-year period 1963-67.
The Canadian production of motor vehicles, on thé other hand, rose to
947,000 units, from 902,000 units in 1966, 847,000 in 1965, and
671,000 in 1964. As a result, the Canadian share in the aggregate

number of motor vehicles assembled in the two countries increased to-

l/fThis act granted the President of the United States the authority
to carry out the agreement.
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nearly 10 percent in 1967, compared with about 8 percent in 1966, and
7 percent in 1965 and 1964. 1/ Canada's increased share in the com-
bined output of asseﬁbled motor vehicles in the two countries was
attributable, in considerable part, to the implementation of the U.S.-
Canadian automotive agreement. Another contributing factor has been
the mbre rapid rate of growth in recent years of the Canadian than of
the_U.S. consumer market for automotive products.

The avefage monthly employment in the U.S. motor vehicle-and
equipment industry increased from 798,000 workers in November 1964 to
894,000 iﬁ November 1966 (i.e., by 12 percent) but decreased to
849,000 workers in November 1967 (i.e., by 6 percent). Meanwhile,
the average monthly employment in the Canadian automotive industry.
rose from 75,000 to 87,500 workers, or by 17 percent.

In 1967, the total two-way trade in automotive products between
the United Stateé ahd Canada was valued at more than $3.3 billioﬁ,
compared with $730 million in 1964, $1.1 billion in 1965, and $2.2
billion in 1966. Although both U.S. exports of automotive products
to Canada and Canadian exports of similar products to the United
States rose substantially, the Cahadian increase was proportionately
much~greater.

In 1967, U.S. exporté of motor vehicles and parts to Canada were

valued at $1.8 billion. The value of such exports had increased from

1/ Canada'’s share of the value of the combined 2-nation production
of motor vehicles was materially less than the percentages shown in
the text, as Canadian-assembled vehicles incorporated a considerable
proportion of parts made in the United States, while U.S.-assembled

vehicles included. only a negligible proportion of parts made in
Canada.
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$654,000 in 1964, $860,000 in 1965, and about $1.3 billion in 1966.
The corresponding Canadian exports to the United States were valued
at nearly $1.6 billion in 1967, compared with only $76,000 in 196k,
$2h7,ooq in 1965, and $889,000 in 1966. Accordingly, the net U.S. ex~ .
port balance in its automotive trade with Canada declined to $239 mil-
lion in 1967 from $422 million in 1966, $613 million in 1965, and $578
million in 1964, the year immediately preceding that in which the
agreement became effective. 1/

Iﬁ 1967, Canada continued to be the principal foreign market for
U.3. exports of automoﬂive products, as well as the primary supplier
of U.S. imports of these commodities. Duriné fhat year, Canada took
61 percent of U.S. exports of automotive products, compared with 52
percent in 1966 and L4 percent in 1965. Conversely, Canada supplied
61 percent of U.S. imports of such products compared with 48 percent

in 1966 and 27 percent in 1965..

1/ U.S. and Canadian statistics on U.S.-Canadian trade in automo-
tive products differ materially. These differences arise largely from
the fact that both countries measure imports that enter duty-free under
the agreement more carefully than they measure exports that enter the
other country duty-free. U.3. import statistics on such trade, for
example, are prepared in accordance with the import classifications
established by the Automotive Products Trade Act, which identify all
free entries resulting from the agreement. U.S. export classifica-
tions, however, do not separately identify some exports of automotive
parts. Hence, statistical series on the U.S. export trade balance in
automotive products with Canada differ, depending on whether they are
based on U.S., data, Canadian data, or a combination of the two.  The
figures in the text were derived from U.S. import and export statis-
tics. For other series, see Second Annual Report of the President to
the Congress on the Operation of the Automobile (sic) Products Trade
Act of 1965, Committee on Finance, U.S. Senate, May 21, 1968.
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Action on Petitions Filed

The Automotive Products Trade Act of 1965 had provided that firms
or groups of workers could apply to the Automotive Agreement Adjust-
ment Assistance Board for compensation for dislocations attributable
to the implemgntation of the agreement. In 1967, 16 groups of workers
filed‘petitions under the Automotive Products Trade Act, requesting
determination of thelr eligibility to apply for adjustment assistance.
No firms filed pétitions for assistance during the year.

The petitions filed during 1967 were as follows:

1. The International Association of Machinists and Aero-
space Workers, Local No. 1268, on behalf of a group of
workers at the Rockwell-Standard Corporation, Lyon Di-
vision, Adrian, Michigan, in January 1967.

2, The UAW International Union, Local No. 368, on behalf
of a group of workers at Eaton, Yale & Towne, Inc.,’
Spring Division, Detroit, Michigan, in February 1967.

3. The United Steel Workers of America, AFL-CIO, on be-
half of a group of workers at Eaton, Yale & Towne,
Inc., Lackawanna, New York, in February 1967.

L. The UAW International Union, Locals Nos. 72 and 75,
on behalf of a group of workers at the American Motors
Milwaukee Body Plant, Milwaukee, Wisconsin, in March

1967.

5. The UAW International Union, Local No. 72, on behalf
of a group of workers at the American Motors Corpora-
tion, Kenosha, Wisconsin, in March 1967.

6. The UAW International Union, Local No. 7, on behalf
of a group of workers at the Chrysler Jefferson Plant,
Detroit, Michigan, in March 1967.

7. The UAW International Union, Local No. 435, on behalf
of a group of workers at the General Motors Wilmington
Assembly Plant, Wilmington, Delaware, in April 1967.
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11.

12,
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15.
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The UAW International Union, Local No. 664, on behalf
of a group of workers at the General Motors Chevrolet
Assembly Plant, Tarrytown, New York, in April 1967.

The UAW International Union, Local No. 66L, on behalf
of a group of workers at the General Motors Fisher
Body Plant, Tarrytown, New York, in April 1967.

The UAW International Union, Local No. 314, on behalf
of a group of workers at the Borg-Warner Corporation,
Long Manufacturing Division, Detroit, Michigan, in
June 1967.

The UAW International Union, Local No. 307, on behalf
of a group of workers at Eaton, Yale & Towne, Stamp-
ing Division, Detroit, Michigan, in June 1967.

The UAW International Union, Local 314, on behalf

of a group of workers at the Borg-Warner Corporation,
Long Manufacturing Division, Detroit, Mlchlgan, in
August 1967.

The UAW International Union, Local No. 586, on behalf of
a group of workers at the Rockwell-Standard Corporation,
Bumper Division, Mishawaka, Indiana, in August 1967.

The UAW International Union, ILocal No. 314, on behalf of
a group of workers at the Borg-Warner Corporation, Long.
Manufacturing Division, Detroit, Michigan, in November

1967.

The United Glass and Ceramics Workers of North America,
AFL-CIO-CIC, Local No. 14, on behalf of a group of workers
at the Plttsburgh Plate Glass Company, Works No. 4, Ford
City, Pennsylvania, in November 1967.

The United Glass and Ceramics Workers of North America,
AFL-CIO-CIC, Local No. 12, on behalf of a group of workers
at the Pittsburgh Plate Glass Company, Works No. 1,
Creighton, Pemnsylvania, in November 1967.

These petitions were filed with the Autombtivé Adjustment Assist-

ance Board, which is comprised of the Secretaries of Commerce, Labor,

and Treasury. The President had delegated to the Board the responsi-

bility of determining the eligibility of petitioners for adjustment
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‘assistancé. In mccordance with the‘procedures established in the act,
the TariffgCommissinn was requested by the Board Go conduct an inves-
tigation of .the facts relating to each petition and to prepare a re-
port, which ﬁpuld_assist it in meking its determination. By the close
of 1967, the ﬁéard had made determinations‘with respect to the first
l3rpetitions.li$ted ébove, along with an earlier petition filed late
in 1966. i/ In nine cases, the Board determined that the operation of
the.agreement had been the primary factor causing the actual threat-
ened unemployment .or underemployment of the petitioning workers, and
found the'petitioners eligible for adjustment assistance, In four
cases, the Board determined that the cperation of the agreement had
not been the primary factor; according}y, the petitioners were not
found to be eligible.for adjustment assistance., In one case, the
Board, in Jﬁly 1967 without prejudiﬁe, terminated its investigation.
The Aumbervdf workers certified by the Board as being eligible
to apply for adjustment assistance is estimated to have been 290 at
the Rockwell Standard Corporation, 440 at the Eaton, Yale & Towne,
Inc., plants in Detroit and Lackawenna (N.,Y.), 315 at the American
Motors Corporation plants in Milwaukee and Kenosha (Wise.), 265 at
the Chrysler Jefferson Plant, 115 at the Tarrytown (N.Y.) plants of
the General Motors Corporation, and 8 at the o0il cooler plant of the
prg Manufacturing Division of the Borg-Warnér Corporation in

Detroit; these constituted a total of more than 1,400 workers.,

1/ Petition filed on behalf of a group of workers at the Borg-
Warner Corporation, Memphis, Tenn,, in December 1966,
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Approximdtely 2,500 workers had been certified as eligible for such
benefits betweén the time that the adjustment procedure had gone into
force and the close of 1967.

The APTA provided that assistance to workers could.bé in the form
of unemployment compensation (trade reédjustment), training; and relo=-
cgtion allowance, l/ By December 31, 1967, the total payments under
the act made by the Federal Government had amounted to more fhan $3
million, virtually all of it in the form of unemployment compensation.

PARTICIPATION IN THE LONG-TERM COTTON
) TEXTILE ARRANGEMENT

During 1967, the United States continued ifs participation in
the Long-Term Arrangement (LTA) Concerning Trade in Cottonrx |
Textiles. g/ At the Kennedy Round concluded during the year, ﬁhe LTA
was extended for an additional 3-year period'(i.e., until 1970); the
negotiations relating to the extension are discussed in Chaptervh.
Poland acceded to the LTA, thus raising its total membership to 31
nations. The United States maintained bilateral agreements concern-
ing cotton textiles with 22 countries, the majority of which were
also participants in the LTA. The total quantity of U.S. imports of
cotton textilesvof the type covered by the LTA was somewhat smaller

in 1967 than in 1966.

1/ Adjustment assistance to firms could consist of technical, fi-
nancial, or tax assistance.

g/ For a more detailed account of the history and provisions of
the LTA, and of earlier U.S. participation, see Operation of the
Trade Agreements Program, 15th, 16th, 17th, and 18th Reports.

{
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On December 31, 1967, the participants in the LTA numbered 31, in-

etluding the following countries:

Group I--Industrialized countries

Australia Finland Netherlands
Austria ‘ France Norway

Belgium Germany (Federal Republic) Sweden

Canada Italy ‘ United Kingdom
Denmark Luxembourg United States

Group II--Developing countriles

China, Republic Israel: Portugal

of {Taiwan) Jamaica Spain
Colombia Korea, Republic of Turkey
Greece - Mexico United Arab
Hong" Kong Pakistan Republic
India . Poland

Group III--Industrialized - exporter country
Japan
.Poland acceded to the agreement during 1967. Colombia, Mexico, and
the Republic of Chind were participants in the LTA, although not con-
‘tracting parties'to the GATT.

During 1967, the United States imposed restraints 1/ under

1/ A restraint is defined as a restriction of imports of cotton
textiles classified in a specified category or group of categories
from a single country to the level requested by the importing coun-
try, thus a country may impose more than one restraint against imports
from a given country at one time, Under the LTA, trade in cotton tex-
tiles have been subdivided into 64 categories for administrative pur-
poses. Under article 3, a participant in the LTA whose market is
experiencing, or is threatened with, disruption by imports of cotton
textiles may request another participant to restrict its exports of
such products to a designated level; the minimum annual level that
may be requested is the equivalent of actual exports (or imports) of
the products concerned during the year terminating 3 months before the
month in which the request is made. If the exporting country does rot
comply with the request within 60 days, the importing country is
authorized to restrict entry of the products concerned to the level
requested, i.e., to impose a restraint.
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article 3 of the LTA on imports of cotton textiles from 3 countries.
(Brazil, Malaysia,'and Romania). At the close of the year, the United
States was imposing 12 such restraints, involving imports under 18
catégories; at the beginning of the yegr, 17 restraints were being
imposed, iﬁvolving imports under 18 categories. No restraints under
article 3 were imposed against U.S. exports of cotton textilgs during
1967,

During 1967, the United States had in force bilateral agreements
with 22 countries gnder article b4 of the LTA. In recent years the
agreements under article L4 have given rise to @ost of the restraints
on imports of cotton textiles into the Uniteﬁ States. ' Extensiéns‘of
previous agreements or new agreements entered into force during 1967
for nine countries (Jamaica, Japan, Republic of Korea, Mélta,.MeXiCo,
Pakistan, Poland, Portugal, and Spain), and on January 1, 1968?‘for
three countries (Philippines, United Arab Republic, and Yugoslavia),
Nearly all of these bilatersal agreements contained ové?all limita=-
tions affecting total U.S. imports of 64 categories of cotton

textiles 1/ and fixed specific ceilings on U.S. imports of certain-

cotton textiles from the varlous countries concerned. For the most
part, the agreements were valid until the termination of the LTA;
hence, their effective pefiods-ranged from 1 to & years. 1In éddition,
the agreements provided for an annual increase of 5 percent in the im-
port quotas and generally authorized transfer of quotas, to the extent

of ebout 5 percent » Trom one category to another.

1/ The agreements with India, Italy, and Japan Iimited only certain
categories.
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Most of the westrictions during 1967 on U.S. imports of cotton
textiles pursuant to the LTA were imposed 1in accordance with the terms
of these bllateral agreements. it the close of 1967, the United
States had such agreements concerning cotton textiles in effect with

the following 22 countries:

China, Republic  Jamaica 2/ Poland 2/
of 1/ Japan 2/ Portugal 2/
Colombia 1/ Korea, Republic Ryukyu Islands 1/L/
- Greece of 2/ Singapore L/
Hong Kong Malta 2/ Spaln 2/
India Mexico }/g/ Turkey
Israel ' Pakistan 2/ United Areb Republic 3/
Ttaly Philippines 1/3/4/  Yugoslavia 3/

Not a contracting party to the GATT.

Latest agreement entered into force during 1967.

Latest agreement was to enter into force on Jan. 1, 1968.
Not a participamt in the LTA.

LERLRLD

In 1967, U.s. impbrfs of cotton textiles of the type covered by
the LTA were equivalent i/ to nearly 1.5 billion square yards of
cloth, which was lower than the record level of 1.8 billion in 1966,
but higher than the:1.3 billion level of 1965. The most marked de=-
cline in 1967 occurred in tﬁe imports of cotton yarn, from an equlva-
lent of 418 million square yards in 1966 to 170 million in 1967. 1In
1967, U.S. imports of cotton fabric were more than 10 percent lower
vthan in 1966, while those of cotton wearing apparel and miscellaﬁeous

cotton textiles wgre only slightly lower.

E/ Frequently, the statistics on U.S. general imports of cotton tex-
tiles are reported in units other than square yards, such as number of
pounds, or in metric measures. For comparative purposes, the U.S.
Department of Commerce has converted such statistlcs into thelr

square-yard equivalents, using a uniform set of conversion factors for
items not reported in square yards.
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The record level of U.S. imports of éotton textiles in 1966 was
attributableyfo heavy defense and military requirements during that
year; this demand was suppliéd largely from domestic prodpction. To
replace the largetvolumes of domestic stocks diverted from the U.S.
commercial market, the Government permitted the entry of an unusually
qigh volume of imborted cotton textiles by raising the restraint level
for several LTA participants during that year. This action.d;d not
constitute an important factor, however, in the domestic market durihg
1967. |

During 1967, as in the 3 preceding years, U.S. imports of tex-
tiles of man-made (synthetic) fibers continﬁeﬁhto increase. In that
yéar, such imports were equivalent in value to nearly'two-thirdé of
the imports of cotton textiles, compared with less than a thifd of.
such value in 196L4. Synthetic-fiber textiles, though competitive with

cotton textiles, were not subject to import restraints.

GOVERNMENT ACTIONS AFFECTING TRADE-AGREEMENT ITEMS

During 1967, the Tariff Commission conducted & number of inves-
tigations under the escape-clause provisions of the Trade Expansion
Act of 1962 (TEA), as well as one investigation under section 22 of
the Agricultural Adjustment Act of 1933. Meaqwhiie, the Offiqe of
Emergency Planning (OEP) conducted several investigations under the
national securi@y provisions of the TEA.

The lmposition of import restrictions has been authorized by cer-

tain U.S. legislative provisions to: (1) protect domestic industries
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being.injured by increased imports resulting from trade—agfeement con-
cessions; (2) prevent interference with agricultural programs of the
U.S. Government; or (3) prevent the impairment of national security.
In addition, governmental assistance of various kinds has been made
available thrquh other provisioné to firms or groups of workers that
‘established that they have been injured by increased imports resulting
from trade-agreement concessions. Generally, an investigation by an
agenéy of the Federal Government is required before imports can be re-
stricted or adjustment assistance granted; the procedures invoked vary
with the felevant statupe. Several such investigations were conducted
'during 1967. The circumstances relating to these investigations are

-discussed in the remainder of this chapter.

The Escape Clause 1/

During 1967, the Tariff Commission conducted three investigations
under the escape-clause provisions of trade-agreement legislation;:it
also made several reports reviewing economic conditions in industries
producing articles that were fhe subject of earlier escape-clause
acfions. Escape~clause investigations are conducted under the provi.

sions of section 301(b) of the Trade Lxpansion Act (TEA) of 1962, 2/

1/ Since 1943, all trade agreements concluded by the United States
have included a safeguarding provision commonly known as the standard
escape clause. This clause provided, in essence, that either party
to a trade agreement could modify or withdraw its concessions if in-
creased imports resulting from the concessions caused or threatened

injury to the domestic industry producing like or directly competi-
~ tive articles.

2/ For a detailed account of the provisions of the TEA and the Ex-
ecutive orders establishing procedures for its operation, see the
appendix to Operation of the Trade Agreements Program, 17th report.
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During 1967, all the escape-clause investigations were insti-
tuted under the provisions of section 301(b)(1) of the TEA. The arti-
cles with which these investigations were concerned and the dates on

which the respective investigations were initiated are shown below: l/

Eyeglass frames and mountings----====-= Apr. 7, 1967
Barbers' chairs~e==-e-cececmamecnna-x -~=July 21, 1967
BI OOIC OF N = = = = e s o e ot ot e e Sept. 27, 1967

By the end of the year, the Commission had released its report
on one of these investigations; the other two investigations were
8till pending. In the investigations concerning eyeglass frames and
mountings, the Commission unanimously found (October 6, 1967) that
the articles in question were not being impofted, as a result in ma-
jor part of trade-agreement concessions, in such increased quantities
as to cause or threaten serious injury to the domestic industry pro-
ducing like or directly competitive articles. By December 31, 1967,
however, the final reports of the Commission on barbers' chairs ﬁnd
broomcorn had not been released.

During 1967, the Tariff Commission submitted several reports to
the President revfewing escape-clause actions; all of these actions
had been taken under the provisions of section 351(d)(3) of the TEA.
Formal procedure for the review of escape-clause actions, involving
Commission investiggtions, had been established by the TEA.‘ Section
351(d)(1) of that act requires the Commission to report annually to
the President on developments in domestic industries in whose interest

escape-clause action had previously been taken; sections 351(d)(2)

1/ For more detailed information, see‘Fifty-first Annual Report of
U.S. Tariff Commission, TC Publication 227, 1968, p. 2.
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and (3) require the‘Commission, under specified circumstances, to
advise the President of fhe probable economic effect on the industry
concerned of a reduction or termination of an escape action taken by
him pursuant to section 351 of the TEA or section 7 of the Trade
Agreements Extension Act of 1951. }/

| During 1967, the Commission submitted four reports under the
provisions of section 351(d)(3), following investigations and hearings
conducted to determine whether or not escape-glause action should be
allowed to terminate on October 11, 1967, for the articles concerned,
The articles on which such reports were made and the dates on which

the reports were submitted to the President, were as follows:

Cotton typewriter-ribbon cloth--=macea-a- May 11, 1967
Wilton and velvet carpets and rugs~—-=--=-- Sept. 5, 1967
Drawn or blown flat glass (sheet glass)--~ Sept. 8, 1967
Stainless-steel table flatware-=-==--e--e-- Sept. 21, 1967

Following receipt of these four reborts, the President permitted
the escape actions on cotton typewriter-ribbon cloth and on stainless-
steel table flatware to terminate on October 11, 1967, Termination
Qf these actions restored the concession rates, effective immedi-
ately. g/, On the same date, however, the escape-clause rates on
Wilton'and vélvet carpets and rugs and on drawn or blown flat glass
(sheet glass) were extended to January 1, 1970, by Presidential Proca-

lamations 3815 and 3816, respectively. Earlier in the year, the

1/ Most of the investigations that had been completed by the end of
1967 under the provisions of section 351(d)(2) had been initiated at
the request of the President. .

2/ The concession rate is the duty or dutles in force on an im- ‘
‘ported commodity before escape-clause action is taken, it is restored
when this action is terminated.
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escape-clause rates on sheet glass, which had been in effect from
1962, had beeﬁ reduced by Presidential Proclamétion 3762 of
January 11, 1967. l/ Also oﬁ the latter date; the concession rates
on watch movements and parts, which had been increased by Presideﬁtial
Proclamatiop 3062 of July 27, 195h, had been restored, effective im-
mediately, by Presidential Proclamation 3761.
Actlon Under Section 22 of the Agrlcultural
Adjustment Act

In 1967, the Commission conducted an investigation under section
22 of the Agricultural Adjustment Act of 1933, as amended, involving
imports of certalq dairy products. In June,'lt reported its flndlngs
in thié investigation. |

Under section 22 of the Agricultural Adjustment Act, as @mended,
the President is authorized to restrict imports of any agricultural
commodity, by imposing either fees or quotas within spécified iimits,
whenever such imports render or tend to render ineffecfive, or mate-
rially interfere with, programs of the U.S. Department of Agriculture
reiating to agricultural commodities or products thereof. The Tariff
Commission is required, under section 22, to conduct an investigation,
when so directed by the President, and to make a report and recom-
mendation to him. |

On April 7, 1967, the President requested the Commission to con-

duct an investigation under subsections (a) and (d) of section 22 of

1/ The increased rates of duty had been terminated by the President
on imports of certain types ¢f sheet glass and reduced on the remain-
ing types concerned, on Jan. 11, 1967.
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the Agricultural Adjustment Act, as amended, to determine whether
certain types of cheese and other dairy products were belng imported,
or were practically certain to be impcrted, into the United States
under such conditions and in such quantities as to render or tend to
render ineffective, or materially interfere with, the price-support
programs of the U.S. Department of Agriculture for milk and butterfat,
and to determine related questions. The Commission reported to the
Preéident on June 15, 1967, upon completion of its investigation.

The. Tariff Cemmission unanimously found that the dairy products
concerned in the imvestigation were not being imported into the United
States iﬁ'such quantities as to render ineffective, or materially in-
- terfere with, the‘price—éupport programs of the Department of
Agriculfure, but that certain types of cheese and other dairy prbd-
ucts wefe pracﬁically certain to be imported in sufficient quantities
to interfere with such price-support programs.' Accordingly, the
Commissioﬂ recommended that the President issue a proclamation pur-
.suaht to section 22(b) of the Agricultural Adjustment Act, as amended,
establishing.quantitative limitations on imports of certain specified
dairy products; on June 30, 1967, the President followed this recom-

mendation by issuing Proclamation 3790, effective June 30, 1967. 1/

The Presidential proclamation placed quotas on imports of a

1/ For a detailed description of the findings and recommendations
of the U,S, Tariff Commission on imports of these articles, see the
Commission's report entitled "Dairy Products~-Report to the President
on Investigation No. 22-26 Under Section 22 of the Agricultural
Adjustment Act, as Amended," TC Publication 211, Washington, D. C.,
June 1967. A
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number of dairy products that had been entering the United States in
high volume; fhis was the first time that guotas had been imposed on
imports of these types of daify products. }/ vU.s. imporﬁs of dairy
products had increased considerably in recent years; they had risen
from & total of 900 million pounds (milk equivalent) in 1965 to 2.8
billion pounds in 1966; they were estimated 2/ at more than k& billion
pounds in 1967. The prociamation was expected to reduce annual im-
ports of dairy products to about 1 billion pounds (milk equivalent),

or to about 25 percent of the 1967 volume of imports.

National Security Investigations
During 1967, the Office of Emergency Planning (OEP) terminated
one investigation that 1t had been conducting under the national secu-
rity provisions of the Tréde Expansion Act of 1962. It-also initiated
one new investigation during the year, and continued work on two
others that had been started before 1967. The OEP had. not concluded

any of the three investigations by December 31, 1967.

1/ For a number of years, the United States had imposed absolute
qdatas on imports of a variety of dairy products under the provisions
of the Agricultural Adjustment Act, as amended. Such quotas under
gsection 22 were first imposed in 1953, although imports of some dairy
products had been subject to quota previously, under the provisions
of the Defense Production Act and under the Second War Powers Act;
quotas on imports of butter substitutes and other articles containing
more than 45 percent of butterfat were established in 1957. Most of
the quotas in force at the close of 1967 on imports of dairy products
were imposed in 1953; the products involved included butter, and
certain types of milk and cheese. Quotas had been increased on Edam
and Gouda cheeses and Italian-type cheeses in 1960, on blue-mold
cheese in 1962, and on Cheddar cheese in 1966.

2/ Annual total for 1967 estimated by the U.S. Department of
Agriculture on the basis of actual quantity imported in the first 6
months of the year.
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Under section 232 of the TEA, the Director of the OEP, upon the
request of the head of any‘departmenf or agency, upon the application
of an interested party, or upon his own motion, is required to conduct
an investigation to determine the effects of impbrts of an article
upﬁn the national security. If he is of the opinién that imports of
such an article are threatening to impalr the national security, he
is to advise the President accordingly; if th% President is in agree-
ment, he is required to take whatever action that may be necessary to
control the entry of such article.

On Jénuary 11, 1967, the OEP announced that it had terminated its
investigation to determine whether imports of watches, movements and
parts were threatening to impair the national security. Although the
OEP had concluded its investigation in November 1966, the relevant
formal announcement was made at the time when the Presidential proc-
lamation was released. On the same date, the President also took
action on £he escape~clause restrictions that had been imposed on im-
ports of such products., 1/ |

The OEP investigation concerning imports of watches, movements
and parts had been undertaken in April 1965, at the request of the
President; it had followed an earlier investigation that had been con-
¢luded in February 1958 by the Office of Defense Mobilization--the
predecessor of the OEP, The 1967 investigation was conducted as a

new and independent examination of the problem and took into account.

l/ See p. 23 for an account of earlier escape-clause action on im-
ports of watch movements and parts.
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many factors that had arisen after 1958, such as changes in military
techniques and requirements. As in the earlier investigation, howeyer,
the OEP concluded that the level of U.S. impofts éf such products did
not threaten to impair the national security.

On April 17, 1967, the Director of the OEP announced that a
public hearing would be held to complete an investigation of the na-
tional security implications of controls on imports of asphalt and
asphalt produced from imported crude and unfinished oils. This in-
vestigation had been preceded by a full feview within the Governmént
of the domestic issues involved, l/ du;ing which it wés concluded that
-the nétional security would not be impaired by liberaiization of the
controls on imports of asphalt for use without furthef réfining. The
procedure used in this investigation marked the first tiﬁe that a
modification of the program‘g/ was recommended 1n advance of the pub-
lic hearing, but it had been foliowed_bécause it was félt that prompt
action was required to avoid possible undesirable consequences dur-

ing the period in which public views were being obtained.

1/ The Secretary of the Interior sought to assure that adequate sup-
plies of finished asphalt would be available and that U.S. asphalt re-
fineries would be protected from market dislocations and other econo-
mic hardships. To this end, inquiries were made to determine whether
import restrictions that had been imposed earlier on crude and un-
finished petroleum could be relaxed to permit the entry of these prod-
ucts in quantities sufficient to meet requirements for the production
of asphalt, without detriment to the national security.

g/ The mandatory petroleum import control program was initiated in
1959. In 1964, an unsuccessful attempt had been made to exempt from
import controls the asphalt. content of crude and unfinished petroleum;
such exemption was rejected by the OEP, which held that the import
program was adequate to meet the national requirements. (See Opera-
tion of the Trade Agreements Program, l6th report, pp. 50-51.)
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The President, following the recommendation of the Director of
the OEP, amended Proclamgtion 3279 of March 1959, which had assigned
to the Director of the OEP the respounsibility for determining the
national security implications of imports of petroleum and its primary
derivatives, ?o give the Secretary of the Interior discrétionary
authority to‘placé asphalt products imported into the United States 1/
under the general type of control applicable to imports of residual
fuei oil into District I (the East Coast States.) 2/ The proclamation
required. that the Secretaries of State, Defense, Treasury, Interior,
Commerce,-and Labor would be consulted and that other agencies, such
as the Départments of Justice and Transportation, would paiticiﬁate.
As of December 31, 1967, this investigation was still under way.

wa investigations, initiated by the OEP in earlier Years, were
still iﬁ ﬁrogress at the close of 1967; one was concerned with the
quotas tha% had'beeh imposed by the United States on imports of crude
petroleum; unfinished oils, and finished petroleum products. é/

Under -the requirement to keeﬁ the President informed of circumstances

that might necessitate further action, the OEP, at the request of the

l/'Includes Puerto Rico.

2/ Investigations of the national security implicetions of imports
of petroleum and its primary derivatives are authorized under sec=-
tion 6(a) of Presidential Proclamation 3279 of March 10, 1959, as well
as under section 232 of the Trade Expansion Act of 1962

3/ These quotas were the only such restrictions that had ever been
imposed under the national security provisions of trade-agreement
legislation. (See Operation of the Trade Agreements Program, 15th
report, pp. T4-75; 16th report, pp. 50-51; 17th report pp. 16-17; and
18th report (processed), p. .26.
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Secretary of the Interior, had initiated in Aﬁril'l965 an investiga-
tion to deterﬁine.ﬁhether the controls on imports of residuval fuel pil
intended for use as fuel shoﬁld be continued or eliminated.l‘The other
investigation was concerned with the effect of Ilmports of textiles_on
the national security. Under the natignal security provisions of the
Trade Agreeﬁents Extension Act of 1958, this textile investigation had

been initiated in 1962 by the Director of Civil Defense Mobilization.







Chapter 2

QOperation of the General Agreement on Tariffs and Trade

INTRODUCTION

This chapter describes the principal developments during 1967
relating to the General Agreement on Tariffs and Trade (GATT), with
the exception of the Kennedy Round, which is treated separately in
chapter 1V. vThese developments are presented under the following
headings: (1) Activities in the interest of less developed countries;
(2) reglonal economic arrangements; (3) actions relating to GATT
obligations;'and (4) other déveloPments relating to the General
Agreement.

The Contracting Parties 1/ held their 2Lth Session in November
1967. Once a year, these GATT members meet in full session to re-
view the many actions by members coming under the purview of the
General Agreement and to take joint action on various problems.
During the Intersessional period, the work of thé Contracting Parties
is carried on by a Council of Representatives and by several working
parties, committees, and groups especially assigned to study and re-
port on specific subjects related to the overall objectives of the

-

agreement. At the 2bth Session, the Contracting Parties took the

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.

31
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following major actions:

Considered proposals to expand 1nternational trade in
primary products,

Reviewed the quantitative restrictions maintained by GATT
members;

Appraised actions by members to dispose of strategic
materidls and cammodity surpluses; :

Examined the United Kingdom steel "loyalty" rebate and
the U.S. export subsidy on unmanufactured tobacco.:

Approved Finland's and Uruguay's adjustment of their
respective customs duties followlng devaluation of
their currencies;

Examined reports on consultations held with members
imposing import restrlctlons for balance-of~payments
purposes;

Reviewed annual reports submitted by members of regional
arrangements; and

Approved waivers permitting members to continue their
preferential tariff treatment of certain designated
imports.

On December 31, 1967, the full membership of the GATT consisted

of the T5 contracting parties listed below--five more than at the '

‘beginning of the year:

Argentina 1/ Chad Gembia
Australia Chile Germany , (Federal
Austria Congo (Brazzaville) Republic)
Barbados 1/ Cuba Ghana
Belgium Cyprus Greece
Brazil " Czechoslovakia Guyana
Burma . Dahomey Haiti
Burundi Denmark India
Cameroon Dominican Republic Indonesia
Canada Finland , Ireland 1/
Central Afrlcan Republic France Israel
Ceylon , Gabon " Ttaly

- See footnote_at end of tabulatioen. .
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Ivory Coast Nicaragua Sweden
Jamaica - Niger Switzerland
Japan Nigeria Tanzania
Kenya Norway Togo

Korea 1/ Pakistan Trinidad and
Kuwait Peru Tobago
Luxembourg Poland ;/ Turkey
Madagascar Portugal - Uganda

Malawl ' Rhodesia United Kingdom
Malaysia Rwanda United States
Malta Senegal ‘ Upper Volta
Mauritania Sierra Leone Uruguay’
Netherlands South Africa - Yugoslavia
New Zealand Spain

1/ Acceded to the Ceneral Agreement during 1967.

At the close of 1967, three other countries--Iceland, Tunisia,
and the United Arab Republic--were provisional GATT members, and one
country--Cambodia~-participated in the work of the Contracting
Parties under a special arrangement. Moreover, eight countries--
Algeria, Botswana, Congo (Kinshasa), Lesotho, Maldive Islands, Maii,
Singapore, and Zambia--were now benefitting, as independent states,
from a de facto application of the agreement pending the formulation
of their future commercial policies.  The provisions of the General
‘Agreement had previously been applied to these states inaschh as

they had been dependent areas of member states.

ACTIVITIES IN THE INTEREST OF LESS DEVELOPED COUNTRIES
During 1967, the Contracting Parties continued to develop pro-
grams to improve the trade position of the less develcoped countries

(LDC's). By the close of the year, 58 contracting parties had
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ratified a_protocaia,i%ﬂwhich had formally incorporated a Part IV--
Trade and Development~-into the Genefal Agreement. The Commitfee on
Trade and Develomment, created by ithe Contracting Parties in February
1965 to administer the: provisions of Part IV, continued to study
ﬁatters of vital impaortance to less devéloped countries. The Com-
mittee submitted'itsfannual feport in November 1967, in which it made
recommendations relating to: the trade in trqpical products, ad-
vanée implementaticn of the Kennedy-Round duty reductions, import
restrictions adversely affecting exports from developing copntries,
and the géneral expansiqn of trade among such countries, The
‘AdvisorylGroup on Trade Information and Trade Pramotion Advisory
Services reviewed the work of the GATT International Trade Center and
made reéommendétions regarding its future activities. Finally,
during fhé year, the GATT and the United Nations Conference on Trade
ana Developmentr(UNCTAD) agreed to create a jolnt trade center to

assist the developing countries in promoting exports.

Status of Part IV of the General Agreement
During 1967 seven additional GATT members g/ ratified a protocol
that had been opened in February 1965 to introduce a new Part IV on
trade and develomment as part of the provisions of the General Agree-

ment. DPart IV comprised three new articles--articles XXXVI, XXXVII,

1/ Opened on February 8, 1965. ,
g/ Argentina, Dominican Republic, Italy, Korea, Malaysla, Nether-
lands, and Portugal,
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and XXXVIIX--which provided a contractual and legal basis for action
by the contracting parties @o expand the forelgn trade and stimulate
the economic development of iess developed member countries (LDC's).;/
The protocol became effective in late June 1966, when it was ratified
by two-thirds of the GATT members. Accordingly, by the close of
1967, the amendments set forth in the protocol were effective for 58

countries that had accepted 1it:

Argentina Guyana Norway
Austria Indisg Paklistan
Australia Indonesia Peru

Brazil Israel Portugal
Burundi Ttaly Rhodesia
Cameroocn Ivory Coast Rwanda

Canada Jamaica Sierra Leone
Central African Republic Japan Spain

Ceylon Kenya Sweden

Chad Korea, Republic of Switzerland
Congo (Brazzaville) Kuwait Tanzania

Cuba Madagascar Togo

Cyprus Malawi Trinidad and
Czechoslovakia Malaysia . Tobago
Dahomey Malta Turkey
Denmark Mauritania Uganda
Dominican Republic Netherlands United Kingdom
Finlend c New Zealand United States
Gambla Niger Yugoslavia
Ghana Nigeria '

Seven additional countries had accepted the protocol subject to

Belgium
Chile

Germany (Federal Republic)

Greece

ratification, but had not completed such actions by December 31, 1967:

Luxembourg
Upper Volta

Uruguay

1/ For a description of the three new articles in part IV, see

Operation of the Trade Agreements Program, 1Tth report, pp. 29-32.



each of the developed comtracting parties to submit by October 15,
1967, a list of products on which it waé prepared to take such action.
Ten countries--Canada, Czechoslovakia, Denmark, Fiﬁland, Japan,
Norway, Sweden, Switzerland, the United Kingdom, and the United
States--submitted suph lists of concessidns for advance implementa-
tion. The EEC advised the Committee that 1t was giving serious con-
sideration fo the question, while Austria sald i? was seeking legis-
lative authorization for such action.

The Committee noted that, in some instances, the proposed ad-
vance impleméntation vas cpnditional on parliamentary approval. Most
Of“fhe deveibped courruries emphasized that the lists they had sub-
.ﬁitted represented the best contribution they could make in this mat-
ter.. Developing countries welcomed the response of the developed
countries on this subject, but indicafed that the proposed action
fell short qf expecfaﬁions.. They deemed that joint action by all
developed countries was required if the developing countries vere fo
derive the gfeatest benefits ffcm the immediate implementation of
concesslons., They also suggested that, to assure that the trade 6f
the déveloping countries would not be adversely affected, concessions
6n,LDc products currently subject to preferential treatment by devel-
oped countries be implemented according to the Egreed fimetable.

The Cammlttee offered nmo recommendations on this matter.
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Import restrictions affecting the exports
of developing countries

During the year, the Committeée had studied several proposals,
formulated by the GATT Secretariat, designed to accelerate thé re-
moval of the remaining restrictions that ad&ersely affected the ex-
ports of developing countries. A number of developing countries
asked'that developed countries establish target dates for the removal
of the aforementioned restrictions. For those that were unlikely to
be eliminated at an early date, the Committee suggested the following
procedures: (1) Require countries maintaining restrictions on im-
ports of agricultural products to examine how essential they were to
domestic price-support operations and propose means for removing or
reducing those on products of.particular interest to the~developing
countries. These reports would then serve as a basis for detaileé
consultations hetween developéd and developing countries régarding‘
specific products, (2) Establish panels of experts to examine hard-
core restrictions on imports of industrial pfoducts and identify the
problems to be overcome, in order to achieve further relaxation..
Some members of the Committee noted, hoﬁever, that restrictions,
especially those on imports of agricultural products, affected the
trade of both devéloped and developing countries; hence, they pro-
posed that the issue of thelr removal be examined ﬁy a GATT body
having greater authority than that of the Committee on Trade and

Development.
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Expansion of trade among developing countries

The Committee continued to explorelthe possibility of expanding
trade among developing countries through hoth the negotiation of
tariff and nontariff. concessions among the developing countries and
the review of other means of commercial exchanges among them., Infor-
mal exploratory discussions among a group of developing members of
the GATT were continued into early 1967 and culm%nated in the ex-
change of provisional request lists by some of them. The Committee
suggested that a negotiating committee, composed of interested devel—
bping countries, be established to examine certain suggested "ground
rules" to bé'followed by the developing countries in future negotia-
tions. The interest of developing countries that were not members
of the GATT in participation in these negotiations was explored, as
well as the Possibility of initiating‘action in areas other than

those connected Witﬁ tfade barriers.

Economic problems of Chad

In January 1967, pursuant to the provisions of article XXXVIII
of the_General Agreement, the Committee established a working party
to examine the economic problems of Chad and meke appropriate recgm-
mendations. These problemq had arisen primarily as a result of
adverse world market conditions for raw cotton. The Committee
brought the following important considerations to the attention of
the Comtracting Perties: (1) The heavy dependence of Chad's economy

on cotton; (2) falling world prices of cotton during the past decade



1

had seriously hampered the country's economic development; (3) the
need by Chad of mainfainihg a price-support system for cotton and
of improving productivity; (4) the need of the country to diversify
its economy and improve its transportation system; and (5) Chad;s
reliance on outside financial and technical ;ssistance to supple- 
ment its own resources. The Committee suggested that Chad's prob-
lems, especlially its dependence on outside resources, be brought t6
therattention of member govermnments and that copies of the report

be sent to other international organizations.

GATT International Trade Center
The Advisory Group on Trade Ipformation and Trade Prcmétion
Advisory Ser&ices in the GATT met in June 1967 to réview the past
activities of the Trade Center‘and make recommendations concerﬁing
~the expansion and direction of its futﬁre work. Representatives of
both developed and developing countries praiséd the work of the Trade
Center. TIts export promotion efforts, training programs, and market
information services were deemed to have renderedvinvalugble assist- -
ance to developing counéries. Among the Group's majof recommendé- .
tions were the following:
1. Greater coordination should be sought betweeﬁlthe
activities of the Trade Center and those of
other organizations, regional and international,

concerned with export promotion;

2. Increasing emphasis should be placed on trade pro-
motion advisory service and training programs;
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3. Studies of general interest and market surveys
of interest to developing countries relating
to processed and mamufactured goods should
be undertaken;

k., A pool should be created to provide comprehen-
sive information on tariffs and commercial
policy;

5. The cooperative training program to aselst na-
tional governments and other bodies in their
trade promotion activities should be expanded.

At the 2hth Session of the Contracting Parties, delegates of
several GATT members agaln expressed thelr appreclation for the
services rén@ered'by the Trade Center and pledged support by their
Governments of 1lts projected programs., The Contracting Parties

. adopted the report of the Advisory Group without any further ac-

tion.

Joint GATT/UNCTAD Trade Center

The promotion of LDC exports is an important activity of the
UNCTAD. GATT's interest in the same subject is reflected in the
activities of its International Trade Center. Within the United
Nations system, several bodles and organizatiéns, such as the
Food and.Agriculture Organization and the United Nations Develop-
ment Progrem also engage in export promotion. In January 1967,
the varlous U.N. organizations decided to combine their activitiles
and resources in a joint U.N. program for the promotion of ex-
ports of developing countries,

In August 1967, the Director Géneral of the GATT reported to

the Contracting Parties that his discussions with the Secretary
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General of UNCTAD had led to a proposal that the resources of theif
respective organizations be combined in a Jjoint international trade
center within the U.N. Export Promotion Program. He indicated that
the proposed new Trade Center would assist the export promotion-
efforts of the developing countries by: (l)'providing trade infor-
mation, trade promotion advisory services, and training in export
promotion; (2) undertaking studies to improve trade promotion and
marketing; and (3) supporting related projects financed uﬁder United
Nations technical cooperation programs. The Director General recom-
mended that the Joint Center would be headed by a director appointed
by agreement between the Secretary General of UNCTAD and the Director
General of the GATT. The functions of the new Center would be sim-
ilar to those of the existing GATT International Trade Center, which
it would replace; UNCTAD, however, would provide personnel and funds‘
for export promotion projects financed under U.N. technical coopera.-
tion programs. The Center's operational activities would be
financed primarily through technical c00peratioh projects spoﬁsored
under the United Nations, technical assistance programs.

Several contracting parties welcomed the preliminary agreement
between the two Secretariats to create a joint GATT/UNCT@D Trade
Center. They felt that combining the resources and experience of
the two organizations should prove to be very advantégeous and in-
dicated that simiiar collaboration in other fields of interest to
developing countries should be explored. Accordingly, a working

party was appointed to study the proposal of the Director General .
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respecting the formation of a joint GATT/UNCTAD International Trade
Center.  The Qorking party reported that its members were in gen-
eral agreement that a strong, dynamic, and flexibly functioning Trade
" Center be established. The Contracting Parties adopted the‘report

.of the ﬁorking party without any further action.

| GATT FEliowship Program and Technical Assistance

At the 2hth Session of the Contracting Parties., the Director
 General submitted his report on the progress of the GATT fellowship
and technical assistance prOgramszduring the intersessional period.
The fellowshlp program provides training in commercial policy to offi-
ciais.of less-déveloped countries who have, or may have in the
future,” responsibilities for formulating and conducting the foreign
trade policy of thelr countries. The program, which is administered
with financial assistance from the United Nations, conslsts of two
half-year courseslgiveﬁ in Geneva annually--one in English and the
other in French. By November 1967, a total of 215 officials from
68 countries had attended 24 courses that had been sponsored after
1955. Others were scheduled to attend the 25th course 1n February
11968. ﬁuring 1966, GATT had also sponsored courses in forelgn trade
and commercisl policy that were held in Africa--at Tananarive,
' _Madagascar-andiLagos, Nigeria,.respectively.

During‘l967, as in previous years, the GATT continued its
activities in affording technlcal assistance to less developed

countries and in undertaking development-plan studies; these and
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other speclal projects were undertaken in cooperationrwith otﬁer
international ofgani?ations. Thus, for example, the GATT Secre-
tariat participated with the International Bank for Reconstruction
and Development in a study of the export goals and policies.adopted
by the Republic of Korea for its second five-year developmenf plan.
Research work was continued on a long-term study of means to expand
intraregional trade in West Africa.and serve as a basis for,infer-
governmental negotiations concerning trade arrangemenfs t0 be
followed by the Economic Commission for Africa. In April 1967, the
Eéonomic Community of West Africa was established, during a ﬁinis-
terial conference of the West African countries. At that time, the
GATT Secretariat,_UNCTAD, and the Economic Commission for Africa
agreed to expand and jointly complete the aforementioned study.
Finally, the Secretariat agreed to assist Algeria in the field of
export promotion and commercial policy.

A number of contracting parties stressed the great importance
of GATT's fellowship and technical assistance programs in helping
developing countrieg to overcome some of their difficulties and ei-
pressed the hope that the programs might be expanded in the future.

The Contracting Parties took no action on this report.
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REGIONAL ECONOMIC ARRANGEMENTS

Many members of the GATT are also members of reglonal econcmic
arrangements, such as customs unions or free-trade areas; under the
General Agreemen.ta they are required to report annually to the Con-
tracting Parties on thelr activities in these organizations. E/
During 1967, therefore, the Contracting Parties received reports from
GATT coﬁntries participating in the following arrangements: The Euro-
pean Economic Community (EEC); the European Free Trade Association;
the Latln American Free Trade Association; the Arab Common Market; the
Central African Economic ana Customs Union; the West African Economic
Commugity; and the United-Kingdom Ireland Eree Trade Area Agreement.

This section, which relates primarily to the activities of the
GATT during 1967, swmarizes the principal features of these reports,
as well as the actions taken with respect thereto by the Contracting
Parties. Thé major developments in commercial policy in the various

regional groups in 1967, however, are discussed more fully in chapter 3.

}/ Article XXIV of the General Agreement permits the formation of a
customs unlon or a free-trade area embracing the territorles of two or
more contracting parties, provided that the trade barriers imposed by
the new trading entity on commerce with third countries are not gener-
ally more restrictive than those previously applicable, Both customs
unions and free-trade areas aim to abolish import duties and other re-
strictions on substantially all trade between the participating coun-
triles. Countries participating in a customs union, however, also
maintain, or plan eventually to maintain, a common tariff and other re-
strictions on trade with third countriles, whereas the participants in
a free-trade area continue to malntaln thelr own external tariffs and
other restrictions on commerce with nonmember countries,




b7

Of necessity the reports discussed below relate frequently to actions

taken before 1967. 1/

European Economic Community
The representative of the European Economic Community (EEC) re-
ported to the Contracting Parties at their 2lth Session on the bommu—
nity's progress toward attaining a common market in industrial and
agricultural products, as well as its further alignment ef national
duties with the Community's commen external tariff. These and other
.developments in EEC policy are discussed below. 2/

The projected common market for
industrial products

By July 1, 1967, the level of duties on infernally traded indus-
trial products had been reduced to 15 percent of the base rates rhet
had been in force on January 1, 1957. On July 1, 1967, following a
series of consecutive reductions in duty during the Community's 10-
year transitional period, an additional reductioﬁ of 5 percent became
effective. The remaining duties on such intraregional trade were to

.

be abolished by July 1, 1968.

Common agricultural policy -

The elimination of duties on intraregionally traded agricultural

products was also scheduled to be completed by July 1, 1968; this

}[ Many of the details alluded to in these 1967 reports were covered
more extensively in the 18th Report on the Operation of the Trade
Agreements Program in the chapter dealing with major commerecial policy
developments.

g/ See Operation of the Trade Agreements Program, 18th report (proc-
essed), pp. 147-59.
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goal was to be approached in stages, as provided for by-regulations
under the EEC common agricultural policy. On July 1, 1967, intra-
Community duties on unmanufactured tobacco were reduced, in the second
of two stages, to 20 percent of the basic duties; those on fruits and
vegetables were eliminated on January 1, 1967. In addition, duties
were suspended until 1968 on a number of primary products imported
from third countries and of particular interest to developing coun-

[y

triés,
During the intersessional period, the EEC made additional head-
way in deﬁeloping its common agricultural policy. It completed com-
‘mon markéting regulations for vegetable oils and fats and for sugar,
and substituted common (Community) price-support levels for national
support levels for cereals, pork, eggs, poultry, rice, and olive oil.
Moreover,-it had established an agency--the European Aéricultural .
Guidance and Guarantee Fund (EAGGF)--to help finance the Community's
programs.‘ The EAGGF was provided resources with which to reimburse
member states for eligible éxpenditures incurred in implementing the

Community's common agricultural policy. 1/

Common external tariff

The Community's common external tariff (CXT) for industrial prod-
ucts was scheduled to go into effect on July 1, 1968. By that date,

the first two stages of duty reductions resulting from the Kennedy

1/ See the section on the common agricultural policy of the EEC,
ch, 3.
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Round negotiations were also to be implemented. Meanwhlle, the mem-
bers had cqmpieted.GO percent of the cumulative adjustments necessary
to achieve the projected aliénment of the duties in their,nationai'
tariffs with those in the common external tariff. As already noted,
the common external tariff also became applicable to those agricul-
tural products for which the common marketing regulations were puf in

effect during the year.

Status of the Community's trade

The Community had continued to experience a substantial deficit
in the trade account of its balance of pﬁyments. Th;s deficit,
which resulted largely from increased imports from developing coun~
tries and the United States, amounted to $1.3 billion in 1966. During
that year, imports from third countries increased by about 7.5 pér-
cent, which was higher than the increase in 1965. Both exports to,
and imports from, the United States had increased between 1965 and
1966, although the rate of growth in fhe imports ﬁas the greater.
Imports from state-trading countries rose substantially, while those
from western industrialized countries grew only moderately. In
spite of its high degree of self-sufficiency in agricultural products,
the Community continued to be the world's leadingﬂgmporter of such
products, In 1966, the Community's imports of égricultural products
from developing countries had increased at a more rapid rate than did
vthose from other industrialized countries. The share supplied by

the Associated African and Malagasy States in the total EEC imports
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continued to be sm=ll~-about 2.5 percent--compared'with the shares of
other groups of developing countries, such as Latin American and other

African countries.

Associate menbers

The représentatife of Greece reported on developments that had
occurred during 1967 as a result of the implementation of the Agree-
ment of Associatian between his country and the Community. He stated
that the elimination of customs duties and other trade barriers be-
tween Gréece aﬁd its EEC partners had proceeded as scheduled in the
Agreement of Association. On July 1, 1967, duties on industrial
products exported to the Community were reduced to 15 percent of the
basic rates in effect in July 1957. The corresponding duties on
agricultural products of special interest to Greece (raisins, tobacco,
wines ) were reduced.to within 30 percent of the basic rates, More-
over, quantitative resérictions on industrial products had been elimi-
nated on November 1, 1962, and those on agricultural products were
being reduced gradually.

The representative of Greece sald that its duties on products
imported from the Community had been reduced by amounts ranginé fram
25 to 40 percent of the bgsic rates for agricultural products and by
15 percent for all other cammodities. He noted that the progressive
implementation of the Agreement of Association had not hinderéd the
development of trade between Greece and third‘countries. Between

1963 and 1966, the value of Greece's imports from those countries had
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increased by 49 percent compared with 58 percent for the value of im-

ports from the Community.

Review by the Contracting Parties

At the discussion that followed the presentation of the EEC re-
port, a number of countries, including the United States, eipreésed
concern about: (1) the protectionist character of the Community;s
common agricultural policy and the adverse effect it was>likely to
have, especially on the trade of traditional EEC suppliers; and (2)
the number of preferentlal arrangements that wefe being developed
under association agreements--particularly those set up ﬁnder the
Yaounde Convention, which did not provide for the creatipn of free~

trade areas of a type permissible under article>XXIV of the General
Agreement. Some develobing countries complained that both tﬁe ﬁﬁc
and the Associated African States continued to discriminate agalnst
the trade of nonassoclated developing countries. They also held’
that, when preferences were granted to developiné countries, such
favors should be extended to all developing countries, which, in turn,
should not be expected to reciprocate by according preferential treat-
ment to products of developed countries,

The representatives of both the Community and of the Associated
African and Malagasy States took the position that: (1) the prefer-
ential arrangements establishea under the Yaounde Convention had nbt
injured the trade of other developing countries; (2) the share of

EEC's imports accounted for by the trade with these member countries
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was.quite small; and (3) the preferential treatment accorded their
products by the Community was a form of developmental aid, which they
had negotiated with the EEC. With regard‘to‘the possibility that the
Community's common agricultural policy might have adverse effect on
the trade of @hird countries, the EEC fepresentative sald that such
concern was not justified in view of the Community's ingreased im-
ports of agricultural products and the persistent deflcit in its
trade account.

The- reports by the representative of the Community and Greece
were accebted by the Contracting Parties without any further action.
No reporfs were submitted in 1967 by either Turkey or the Assoclated

African and Malagasy States.

European Free Trade Assoclation
In NOVember_l967, the countries of the European Free Trade Asso-
clation (EFTA) l/ reported on measures that they had undertaken, after
reporting at the 234 Session of the Contracting Parties, to implement
the Stockholm Convention. g/ They reported that the principal ob-
Jective of the EFTA continued to be the creation of a large European
market and the expansion of world trade. 3/ In pursuit of these

objectives, the member countries had participated actively 1n, and

1/ Austria, Denmark, Norway, Portugal, Switzerland, Sweden, and the
United Kingdom. Finland became an assoclate member in 1961.

2/ See Operation of the Trade Agreements Program, 18th report (proc-
essed), Pp. 12-715; also 1/th report, pp. 34%-35; 16th report; p. - 15;
15th report, p. 29,

_/ See chapter 3 of this report.
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contributed to thé successful conclusion of, the Kennedy Round of
tariff negotiétions.

The EFTA report indicated that on December 31, 1966, the coun-
tries of the Association had achieved their basic objective--a fully
operative free-trade area for most industrial products traded between
members.  On that date, the member countries removed the remaining
20 percent of the rates of duties that had been in effect in the base
year 1960. On January 1, 1967, moreover, the member countries elimi-
nated, with a few exceptions, the remaining quantitative import re-
strictions on industrial products.

The E¥TA report further stated that its‘objective in the agricul-
tural sector is "to facilitate an expansion of trade which will pro-
vide reasonable reciprocity to member states whose economies Qre-
largely dependent on exports of those products."” _/ During 1966, the
report said, intra-EFTA trade in agricultural productslincreased at
approximately the same rate as did that in manufactureﬁ_products.

In addition, members of the Associatlion concluded one new agreement,
signed between Dermmark and Norway in December 1966, and two ‘supple-

mentary agreements--one between Dermark and Finland in November 1966
and another between Demmark and Sweden'in March 1967.

The EFTA countries reported that on December 31, 1966, Finland
in implementing 1ts Agreement of Associatioﬁ had furéher reduced by

10 percent 1ts import duties on a large number of industrial products

1/ GATT L/286L, p. 2.
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of EFTA origin; moreover, it planned to eliminate the remaining 10 per-
cent of the duties on these products on December 31, 1967. l/

Finland had alsoc effected a comparable reduction in duties on most of
the remainihg indusfrial products; duties on these products were
scheduled to be abolished by December 1969, through three additional
annual reductions of 10 percent. Despite a difficult balance-of-
payments situation, Finland had also liberali§ed, effective Janmuary 1,
1967, its import quotas of a number of products; it planned to com-
plete similar action by December 1967 for other products remaining
under quofa.

In fhe discussion that followed the presentation of EFTA's
report a number of GATT members volced concern that the bilateral
agreements on agricultural trade concluded between individual EFTA
menbers might)limit the development of such trade with third coun-
tries and that the accelerated reduction of intraregional duties on
cotton textiles might adversely affect EFTA imports of such products
from third coﬁntries. The.representative Qf Switzerland, speaking
for'fhe EFTA countries, replied that the bilateral agreements con-
formed with the provisions of both the Stockholm Convention and the
GATT and that they provided reasonable reciprocity. He further
stated that, in developing these agreements, the member countries had
kept in mind particularly the interests of traditional exporters to
their markets and that the effect of the agreements on internal.and.

third-country interests would be reviewed annually.

1/ See Operation of the Trade Agreements Program, 18th report (proc-
essed), p. Tk,
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The Contracting Parties acknowledged the EFTA report and took no

further action.

Latin American Free Trade Association

The annual report of the Latin American Free Trade Association
(LAFTA) 1/ on its activities during 1966/67 was also submitted to the
Contracting Parties at their 24th Session. The most significant
development there during the year had been the meeting of Heads of
State of the member countries of the inter-American system at Punta
del Este, Uruguay, in April 1967. Most of the decisions at thst
meeting concerned economic integration and international trade in
Latin America. More specifically, the Heads of Staté had agreed to
establish, during a l5-year transitional period beginning in 1970, a
Latin American Common Market based on an improved version of the
LAFTA and CACM integration arrangements. The LAFTA report embodied

the following information:

Council of Foreign Ministers

The Council of Foreign Ministers g/ met in December 1966 and in
August-September 1967 and acted on the following matters:

Relations with the CACM.--Established a Joint LAFTA/
CACM Commission to coordinate the policies of the
two groups and speed up the process of Latin Ameri-
can integration.

;/’Argentina, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay,
Peru, Uruguay, and Venezuela.

g/ The Council of Foreign Ministers was created at the fifth annual
conference of the IAFTA countries in November 1965.
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Settlement of disputes.--Developed procedures for
settling disputes between members, pending comple-
tion of parliamentary formalities by member gov-
ernments.

Movement of LAFTA natlonals.--Signed a protocol
permitting nationals of member countries to move
freely within the LAFTA territory upon presenta-
tion of valid identity, but without first obtain-
ing a visa or permit.

Sub-regional agreements.--Approved the provisions
of a sub-regional agreement presented by Chile,
Colombia, Ecuador, Peru, and Venezuela.

Preferential tarlff treatment.--Adopted resolu-
tions indicating that Uruguay and Bolivia were
eligible to the preferential tariff treatment to
be accorded less-developed member countries, as
provided under chapter VIII of the Treaty of
Montevideo.

Activities of the Standing Executive Committee

During 1966 and 1967, the Committee acted on the following impor-
" tant items:
Commercial policy.~-Set up a group of experts to

draft a common external tariff by December 31,

1970.

Customs procedures and administration.--Appointed
experts to prepare preliminary drafts of: pro-
cedures to be followed by members in determining
customs value; information to be required on
customs documents;.and a uniform customs tariff,

Industrial matters.--Adopted guidelines for
established study groups on iron and steel,
.petrochemicals, paper and cellulose, and prob-
lems of the less developed member countries;
studied the possibillity of integrating the manu-
facture of certain products of the chemical in-
dustry.

Agricultural matters.--Recelved recommendations
from the Advisory Committee on Agricultural
Matters, respecting: plant health, tobacco,
frult, coordination of agricultural policies,
and the marketing of agricultural products.
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Conference of the LAFTA Contracting Parties

The LAFTA countries held their eighth regular tariff negotiating
conference from October 2l to December 20, 1966. There they negoti-
ated about 500 concessions; three-fou;ths of these were on products
not previously subject to concessions. About 1L0 of these repre-
sented renegotiated concessions; they concerned primarily p;oducts of
the chemical and pharmaceutical industry and electrical machinery and
appliances. More than 9,000 concessions had been exchanged by the
member countries during all the conferences. |

At the 2Lth Session of the Contracting Parties of the GATT, the
‘representative of Argentina, speaking in beﬁalf of the LAFTA coun-
tries, said that three-fourths of the growth in the value of trade
that had occurred in LAFTA between 1962 and 1966 represented trade
wifh third countries. He also lndicated that quantitative restric-
tions had largely been eliminated on negotiated products, 80 pefcent
of which consisted of chemicals, steel products,.machinerj, electri-
cal equipment, and agricultural commodities. The representative of
Argentina further’noted ﬁhe important decision of the LatiniAmerican
Heads of State to establish, begimning in 1970, a Latin American
Common Market.

Representatives of two contracting parties of the GATT commended
ﬁhe members of the LAFTA for the progress they had made in dis-
mantling trade barriers within the area and for the projected change’

from a free-trade area into a common market.
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The Contracting Parties took note of the LAFTA report without any

further discussion.

Central American Common Market
Nicaragua--the only contracting party to the GATT that was also
é member of the Cemtral American Common Market (CACM) 1/--submitted
no report on developments in that Market following its last report to
the -Contracting Parties. g/ It had done so In previous years, but

was not represented at the 2hth Session of the Contracting Parties.

Arab Common Market
In November 1967, the countries of the Arab Ccommon Market ;/ sub-
"mitted their first report to the Contracting Parties, describing the
headway that the new regional arrangement had made during the inter-
session period. 4/

The aecision to establish an Arab Common Market, formally
announced-in August 196L, followed the adoption of an Agreement for
Arab Economic Unity, which Became effective January 1, 1965, At
their 23d Session, the Contracting Parties épproved a report by a
Working Party indicating that the Agregment vas compatible with the

relevant provisions of the GATT.

1/ Guatemala, El Salvador, Honduras, Nicaragua, and Costa Rica.

g/ See Operatlon of the Trade Agreements Program, 18th report (proc-
essed), pp. 77-80; also 17th report, pp. 35-36; 16th report, P. 163
and 15th report, pp. 29-30.

3/ Iraq, Jordan, Syria, and the United Arab Republic.

For additional information on the Arab Common Market, see Qperé-
tion of the Trade Agreements Program, 18th report (processed), pp.
80-82, and 1T7th report, pp. 36-37.
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The report by the Arab Common Market listed the following princi-
pal accomplishments of the regional arrangement by November 1967:

Import duties on many industrial products origlnating

within the region had been reduced by a total of 80 per-

cent, 55 percent on others, and 30 percent on the rest.

Import duties on many agricultural products and on raw

materials originating within the region had been elimi-

nated and duties on most others reduced by a total of

60 percent.

- To safeguard its revenue position, however, Jordan had
retalned its import duties on several important products.

A plan to establish an Arab Payments Union for member

states was scheduled to be put in effect within a few

months.

Freedom of movement of nationals of the Arab Common Mar-

ket within the region was scheduled to begin by

January 1, 1968.

The value of products traded among member states was

higher in the first half of 1967 than in the correspond-

ing period of 1966.

The report of the Arab Common Market also noted that a number of
permanent committees and subcommittees--a Customs Committee, a Mone-
tary and Financial Committee, an Economic Committee--would be created
shortly to deal with specific problems of the reglon. Both the
representative of the United Arab Republic¢ and the chalrman of .the
Council of Arab Economic Unity commented orally on most of the devel-
opments described in the aforeméntioned report, In response to a
question from the representative of Australia, the chairman of the

CAEU replied that a common external tariff of the Arab Common Market

would be implemented in five stages, starting in 1970. Several

GATT members expressed their gratification with the progress the
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Arab Common Market had made during the period between the two sessions
of the Contracting Parties.

The Contracting Parties took note of the report without any fur-

ther action,

‘Central Africen Economic and Customs Union

At the 2h4th Session of the Contracting Parties, the representa-~
tive of Chad reviewed developments during 1967 in the Central African
Economic and Customs Union, l/ even though he had not previously con-
sulted iﬁ,this.regara with the other govermments concerned. He
stated thgt the Union had heen established within the framework of the
Organization éf African and Malagasy States. Various achievementé,
particularly the adoption of a common customs tariff, he said, would
lead to broader cooperation in the future, including the integration
of economic policies of the member governments. This the CAECU
would strive to achleve without adversely affecting the interests of
third countries.

The representative of the United States stated that, although
his_delegatién sympathlzed with the economic goals of the CAECU, it
regretted that the Union had granted preferential tariff treatﬁent to
imports from the EEC, while the menbers of the Yaounde Convention had

not. He said that such discrimination was undesirable in that it

1/ The Central African Republic, Chad, Congo (Brazzaville), Gabon,
and Cameroon--all formerly under French administration. These coun=~
tries are also signatories of the Yaounde Convention between the EEC
and 18 African and Malagasy States. For additional information, see
Operation of the Trade Agreements Program, 18th report (processed),
Pp. 03-Ob4; also 17th report, p. 36; 1bth report,.pp. 1h-15.°
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did not promote economic development and prevented products from being
imported from the cheapest sources of supply.
The Contracting PartiesAtook note of the statement by the repre-

sentative of Chad and expressed hope that the CAECU would submit a

written report at the next session.

West African EFconomic Community

On May 4, 1967, in the city of Accra, Ghana, fourteen states in
West Africa (including both English-and French-speaking countries)
drew up Articles of Association for.establishing a West African Econ-
omic Community (WAEC). 1/ In August, the Interlm Council of Ministers
of the new Community requested that the GATT grant observer status to
the new Community. At their 2hth Session, the Contracting Parties
agreed to this request.

The Articles of Association of the}WAEC declared that the Commu-
nity aimed to: (1) pfomote economlc development in the member étates;
(2) maximize the interchange of goods and services among its members;
(3) further the expansion of trade, not only between the member states,
but also between them and the rest of the world; and, (4) cqntribute

to the economic development of the continent of Africa on the whole.

United Kingdom-Ireland Free Trade Area Agreement
In November 1967, the Government of the United Kingdom submitted
its first report to the Contracting Parties on the implementation of

its agreement with Ireland. The agreement, which had been concluded

L/ The Articles of Association were open for acceptance by the fol-
lowing Governments: Dahomey, Gambia, Ghana, Guinea, Ivory Coast,
Liberia, Mali, Mauritania, Niger, Nigeria, Senegal, Sierra Leone,
Togo, and Upper Volta.
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between the two countries in.December 1965 had provided for the estab-
lishment of a free-trade area by July 1, 1975. 1/

Both countries had participated in the Kennedy Round negotiatioms,
where the Contracting Parties had authorized Ireland's accession to |
the GATT, subject to terms delineated in a protocol. Meanvhile, on
July 1, 1966, the United Kingdom had eliminated virtually all protec-
tive import duties on Irish products. On July 1, 1966 and July 1,
1967, Ireland had effected the first two of a ‘series of projected
feductions, of 10 percent each, in its duties on most imports from the
United Kingdam. Moreover, by July 1, 1966, Ireland had abolished all
quantitative restrictions on imports of most goods to which the
Agreement épplied; nevertheless, because of difficulties that had
. developed in the Irish motor industry, it had found it necessary to
reimpose its restrictions on imports of automobile tires from the
United Kiﬁgdom during the period July 1 to December 31, 1967.

At the 2hth Session of the Contracting Parties, the representa-

tive of the United Kingdom commented on developments that had occurred
in the free-trade area during 1966/67, as described in the aforemen-

tioned report. Meanwhile, Ireland had obtained the necessary two-
thirds ﬁaj0r1ty approving its accession to the GATT. The reprgsenﬁa-
| tive of Ireland informed the Contracting Parties that his country,
haviﬁg completed the necessary parliamentary formalities, would
shortly sign the Protocol of Accession, The Contracting Parties took

note of the informstion submitted.

1/ See Operation of the Trade Agreements Program, 18th report (proc-
essed), pp. 85-86.
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ACTIONS REIATING TO GATT OBLIGATIONS

During 1967, several éontracting parties initiated actions im-
pinging on their obligations under the General Agreement. Neverthéless,'
when so doing they conformed with special provisions of therAgreement
envisaging thé occasional need for such action. Under designéted_cif-
cumstances, the Agreement permits contracting parties to act in a man-
nerlinconsistent with the broader objectives of the GATT to reduce
customs duties, lower other trade barriers, and elimiﬁate discrimina-
tory practices in international commerce.

Article XII of the Agreement, authorizes a contracting party to
impose restrictions on imports when necessary to:prevent 8 serious de-
cline in its foreign-exchange reserves and maintain equilibrium in ité
balance of payments. Article XVIII authorizes a contracting party,
whose economy 1is in an early stage of development, to adopt protecﬁive
duties and other measures to facilitate its development ﬁrogram,‘as
well as to protect its external financial position._ Articles XIX and‘
XXVIII, authorize a contracting party, under designated cénditions, to
modify or withdraw tariff concessions. Under article XXV, moreover,
the Contracting Parties may, in "exceptional circumstances not else-

where provided for," grant, by two~thirds vote, a temporary waiver of

any obligation imposed on a member country by the Agreement.

Members imposing restrictions for balance-of-payments purposes
under the authority of articles XII or XVIII, however, are required

to consult with the'Contracting Parties periodically:l/; those

1/ A Committee on Balance-of-Payments Restrictions represents the
GATT in these consultations, in accordance with procedures established
at the 17th Session of the Contracting Parties.
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utilizing article XII'must consult annually, and those utilizing ar-
ticle XVIII, biennially. Waivers granted under the authority of arti-
cle XXV, or authorizations granted under article XXVIITI, generally
have fixed terminal dates, which may be extended.
Import Restrictions Applied Contrary to Obligations Under
the GATT and Not Authorized by Waivers

Early_in 1967,“the Secretariat of the GATT requested all contract-
ing paftiés to report-all quantitative import réétrictions currently
being employed withoutfhaving obtained authorization by the Contracting
Parties. The Secretariat also requested newly independent countries
that were applying import‘restrictions without authorization under
article XVIII to submit reports describing their import control systems.
They‘wére.informed that they could fully comply with this request with-
out prejudicing their current status in the GATT.

By the élose of the year, 18 countries that were maintaining re-
strictions of a "residual" 1/ character and 8 countries in the newly
independent category had respohded to the request by the Secretariat.
Five other countries reported either that the& maintained no import re-
strictions that were contrary to the provisions of the GATT or that
those employed had been authorized by walvers. Some 20 countries.
either (1) failed to respond to the request by the Secretariat, (2)
had previously stated that.they applied no "residual" restrictions,

or (3) had submitted reports that were out-of-date or incomplete,

. 1/ Under the GATT rules, residual import restrictions are quantita-

tive restrictions imposed originally for balance-of-payments purposes
and maintained in force after the balance-of-payments difficulties
have passed.
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During the year, 13 additional countries responded to a similar re-
quest by the Director General in 1966. 1/ The Secretariat'urged all
members to respond regularly by reporting fully‘on all import restric~
tlions being maintained. Because of the qut-of—date or fragmentary
character of the information available, the Secretary had been unable
to answer satisfactorily many inquiries received from contracting par-

ties seeking information for trade promotion purposes.

Import Restrictions‘for Balance-of-Payments Purposes

During 1967, ten contracting parties that were currently maintain-
ing quantitative import restrictions for balance-bf—paymgnts purposes
held consultations with the Committee on Balance-of—Payments Restric-
tions. ©Nine of these were applying such restfictions under_provisipns
of either article XII:k(b) or article XVIII:12(b); the tenth faiied to
identify the authority for such action.

Under the provisions of the General Agreement, an individusl con-
tracting party resorting to quantitative restrictioﬁs for Balance-of—
payments purposes must consult with the Contracting Parties, as a body,
regarding the nature, extent, and-justgfication of such restrictions.

A contracting party is also required to so consult, Yhenever it either
applies new restrictions or intensifies those already existing; more-
over, all contracting parties that continue to apply import restrictions
already authorized under article XII or article XVIII:B must consult

regularly with the Contracting Parties and establish that there is a

1/ Operation of the Trade Agreements Program, 15th report (processed),
pp. 87-89.
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continued need for such measures. Because of the interrelationship of
quahtitative restrictions and exchange control, the Contracting Parties
are also required, pursuant to the provisions of article XV of the Gen~
eral Agreement, to consult with the International Monetary Fund respect-
ing the appropriateness of such restrictions by any member of the GATT.
Accordingly, an examination by the Fund is held in conjunction with
that by the GATT. .

Between May and October 1967, ten contracting parties consulted
with the Cémmittée on Balance-of-Payments Restrictions respecting im-
port restrictions currently being mailntained. In all instances, they
had previousiy obtained temporary authorization to impose such restric-
‘tions under the provlisions of either article XII or article XVIII:B.
Earlier during the year each of these countries had held similar con-
sultations with the International Monetary Fund.

At its consultations, the Committee received reports, not only from
each of the contracting parties concerned, but also from the Interna-
tional Monetary Fund respecting the nature of the balance-of paymenfs
difficulties confronted by these countries. The Commlittee gave par-
ticulér attention to the considerations deemed to warrant continﬁa-
tion of such restrictlons. In effect, both the International Mone-
tary Fund and the Committee‘took cognizance of whether the individual
countries were conforming to thelr obligations under the two agree-
ments and made appropriate recommendations directed uwltimately to the
| complete removal of the restrictions regquiring sanctlon. The member

countries involved in the consultations, the dates on which the
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consultations were held, and the authority under ﬁhich the consulta- .
tions were conducted are as follows:

Date consultation was

Country GATT authority held or completed
(ArticIe No. )

Chile===-cecau-- XVIII:12(b) October 18, 1967
Finland-=====n-= XII:4(p) October 16, 1967
Indig-=c-m=caeu= XVIII:12(Db) July 25, 1967
Indonesia-==mew- XVIII:12(Db) October 20, 1967
New Zealand----- XII:l(Db) July 18, 1967
Pakistan-------- XVIII:12(b) July 24, 1967

South Africa---- XII:¥(Db)
‘ 1

Tunisig~==w==--- XVIIT:12(b)

October 30, 1967
May 12, 1967
October 23, 1967

Turkey===-====-- XVIII:12(Db) July 20, 1967
l/‘Authority not clear
At the 2hth Session of the Contracting Parties, the Committee
recommended that the aforementioned member cbuntries be permitted to
continue to apply the idenfified import restrictions for balancé-of;
payments purposes. The Contracting Part;es approved the recommenda-~

tion of the Committee.

Chile

Chile had informed the Committee that it intended to continue
to apply its Import restrictions. The Government had concluded
that maintenance of these restrictions had bgen made necessary by
the fact that world market prices for copper had declined appreci-
ably--exports of this product have constituted Chile's principal
source of foreign exchange. Hence, the authorities deeﬁed that

continuation of the restrictions would permit the Government to
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regulate the flow of imparts according.to the availability of foreign
exchange.

The representative of Chile repo;tﬁd that his Government had
introduced a new custams tariff based on the Brussels Tariff Nomen-
clature and had. simplified various impoft procedures and requirements.
He added that these: changes, which had led é;“; ;ﬁbstantial increase
in imports, coupled: with tax reform initiated earlier, had put pres-
sure on the country's bmlance of payments and produced a condition
of austerity. _

He repérted that: his Government's policy regarding the national
eéohomy waé'to achieve & higher rate of growth and a more equitable
_distribution of income.  To this end, he said that the Government
had initiated measures designed to: (1) double the production and
exportation pf'copper~in the short run and increase the diversifica-
tion of exports.inAthé;long run; and (2) through a system of priori-
ties regulating the flow and type of imports, ensure the optimum use
of the country's foreign exchange earnings.

The consultatioms with the Monetary Fund confirmed that Chile's
balance of payments had heen adversely affected by three develop-
ments: a decline in the prices of copper, a net increase in foreign
‘borrowing of about $95 million by the Govermment, and an increase in

imports. - These developments were expected to result in a deficit

of about $20 million in the country's foreign-exchange balance in
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1967, whereas there had been a surplus of $140 million in 1966,
The Fund reported that the general level of Chlle's restrictions was
no higher than necessary to prevent a serious decline in its mone-

tary reserves.

Finland

Finland also requested consultations with the Committee; it re-
ported that, desplte stringent economic measures that it had been.
administering, pressure on Finland's balance of payments had con-
tinued unasbated since its last consultation.l/ The representative
of Finland reported that the crisis in his country's ba}ance of pay-
ments, which had been described at a meeting with the Committee in '
December 1966, had persisted; hence, his Govermnment had taken addi-
tlonal control measures. Most imporfant among these were: (1) upon
the recommendation of the International Monetary Fund, a .devaluation
of the Finnish markka; (2) the application of a more selective credit
policy by the Bank of Finland; and (3) the requireﬁent of increased
cash deposits, before exchange would be granted for designated imports.

To combat the inflationary effect of such devaluation, moreover,
the Government indicated that it would impose a temgprary export
levy, abolish dutles applied on certain items traded with members of
the EFTA, and "freeze" the prices of commodities impoftant to the

cost-of-1iving index. The representative of Finland stated that the

1/ Operation of the Trade Agreements Program, ltth report (processed),
pP » 93- 9);1 )
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revenue, which his Govermment expected to earn by Imposing the export
levy, was to be used primarily to: (1) improve production in Government-
controlled enterprises; (2) develop facilities for the production of
energy; and (3) finanée export credits and forest improvement proj-
ects. He also said that, since his Govermment did not plan to estab-
lish any new restrictions, import quotas were expected to remain at
about the current level, and, hence, further relaxation of import
restrictions would soon be forthcoming. He added, moreover, that
Finland's remaining bilateral payments agreement with a Fund member,
Colombia, fguld be terminated at the end of 1967.

" The Fund reported that during 1966 the rate at which Finland's
. economy was expanding had continued to slow down; neither fixed in-
vestment nor exports had increased sufficiently. Moreover, the
‘country had suffered a reduction of $101 million in its gross claims
against foreign cufreﬁcies, following a reduction of $95 million
during 1965. The Fund also reported that during 1966, the Finnish
Government had initiated several measures--such as raising taxes and
other charges, curtalling government spending, and limiting central
bank credits--in an effort to restore equilibrium in its balance of
payments. The Fund deemed these measures to be warranted under the
" clrcumstances. It noted_ﬁith approval that, in spite of Finland's
balance-of-payments difficulties, that country had continued to re-
duce import restrictions and discriminations. By the end of 1967,

Finland also expected to termlnate its only remaining bilateral pay-

ments agreement with a member of the Fund.
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India

Consultatién with India concerned that country's desire to con-
tinue its restrictive policy réspecting both external trade énd pay-
ments. The representative of India stated that his country's econ-
omy had been undermined by two successive droughts; hence, Indis had
been forced to deplete its foreign-exchange reserves in order to im-
port large quantities of food grains. He added that, despite the
stimilus provided to exportation by the devaluation of the rupee in
June 1966, India's earnings from exports had declined. Two factors
had contributed to this end--unfavorable demand conditions abroad and
the reduced domestic supply of agricultural pfodﬁcts available for
export. The representative also attributed the depliné in India's
foreign~exchange reserves to ilncreased charges for debt-serviciﬁg.j-

To cope with these conditions, India had been exploring whether
friendly countries would extend additional assistance in the form'of
food or cash, The representative reported that meanwhile his
Government's Fourth Plan would endeavor quickly to raise agricultural
production, combat inflation, increase foreigh-exchange earnings
through exports, intensify the family planning program, and provide
a more competitive climate for industry through the-relaxation of
administrative controls.

Meanwhile, the Fund reported that the devaluation of the rupee
and India's import liberalization progrgm-—both of which measures

were introduced in 1966--together with its efforts under the Fourth
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Plan, should stimulate the country's economlc growth. The Fund
recormended that India reduce its govermment deficit, curréntly being
financed through bank credit, and expand‘export earﬁings. Spokesmen
for the Fund saild thai'these measures, together with adequate foreign
assistance, would enable India to progress further toward the removal

of restrictions on imports and payments.

Indonesia

Indonesia's economic condition, both internal and external, had
been critical for several years; moreover, its situation was not ex-
 pected to improve until the Government could implement a broad pro-
gram of economic structural reforms.  Accordingly, the hoped-for
feléxatidn of Indonesia's import restricfions, if achieved, would have
to be effected grédually, over a period of several years.

The reﬁresentative of Indonesia stated that, primarily as a re-
sult of a serious decline in exports, his country's balance of pay-
ments had continued to deteriorate after 1963, when Indonesia had
last consulted with the Committee. He said fhat, despite reforms
implemenfed by the Government, the country's economy had been badly
affected by continuous budget deficits and serious inflationéry pres-
‘ sgres. ﬂ_The representati&émfu;tgéfhindicated that_éll reforms under-
taken had been designedrfd assure that the rehgbilitation and growth

of the country's economy would be accomplished through the free play
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of the market forces. Accordingly, starting in Qctober 1966, the
Government had initlated measures:

Converting many state enterprises into private
undertakings and depriving the remaining state
enterprises of thelr special privileges in ob-
taining capital and of fixing prices, thereby
placing them on an equal competitive footing
with private enterprises;

Returning the management of foreign enterprises
from the state to thelr owners;

Ceasing to require import iicenses for raw mater-
lals and designated essential commodities;

Enacting legislation providing both tex incentives
and investment guarantees to forelgn companies
operating in Indonesia;

Adopting a single exchange-rate system.

Expanding the list of products that could he im-
ported under open import licensing to cover nearly
half of the items in the Indonesian tariff sched-
ule;

Increasing to nearly 90 percent the share of ex-
port proceeds made available for free, nongovern-
mental imports;

Instituting measures to limit credit expansion and
maintain a balanced budget.

These reforms were further strengthened in July 1967.

The consultations with the Fund revealed that Indonesia's bal-
ance-of -payments position in 1967 had benefited f£§m agreements
rescheduling its debt payments, and_from the receipt of additional
foreign aid amounting to about $200 million. The Fund warned, how-
ever, thet the country's balance-of-payments situation continued to

be critical and that substantial foreign assistance was needed. It

commended Indonesia on the progress achieved: 1in simplifying its
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exchange system, in relaxing import restrictions, and in increasing
its reliance on market forces to stimulate further growth of its

economy.

New Zealand

New Zealaﬂd reported that it continued to face serious balance-
of-payments difficulties and that, as a result, the Government did
not plan to relax its quantitative import restrictions. A sudden
decline in world prices of wool at the end of 1966 had reduced sub-
stantially- New Zealand's export earnings during late 1966 and early
1967; by May 1967, the country's foreign exchange reserves had de-
clined to $104% million--from $127 million in May 1965. Moreover,
‘New Zesland was encountering considerable difficulty in obtaining
funds abroad.

New Zealand had. initlated a series of measures to reduce the
demand for foreign exchange,to increase earnings from exports, and
to reduce internal demand. In May 1967, additional fiscal measures
had been put 1lnto effect designed to increase the national revenue
by $NZ 50 million.

" The Fund confirmed that although the New Zealand Government had
tightened 1ts exchange controls on current payments, it had decided
not to increase, during 1967-68, quentitative import restrictions.
The Fund recognlzed that New Zealand's balance-~of-payments and for-
elgn-exchange positions did not permit 1t to relax immedistely its

import restrictions; nevertheless, 1t urged that the Government
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initiate additional measures to provide an ultimate basis for such
relaxation. The Fund concluded that the general level of restric-
tions maintained by New Zealand did not exceed that necessary to

prevent a serious decline in its foreign-exchange reserves.

Pakistan

' The representative of Pakistan reported that during 1966 his
country had been compelled to introduce administrativé restrictions
to curtail imports and thereby prevent further deterioration of its
exchange position. He said that although Pakistan had achleved a
satisfactory rate of growth during the period of its second Five-
Year Plan (which had ended in June 1965), such progress had been
interrupted during the first 2 years of the third Five-Year Plan.
He added that after 1960 Pakistan had pursued a liberal import
policy on the expectation that continued.financial assistance from
abroad would be forthcoming. Such assistance, however, had de-
clined substantially during 1965-66 and was serioﬁsly deleyed 1n
1966-67.  Moreover, he said that, because of drought conditions;
the country had experienced a severe decline in food pfoduction»
and had received reduced food supplies under U.S. Public Law L80.
As a result of these developments, the Govermment had incurred
short-term liabilities totaling $115 million in its foreign-
exchange account, particularly in financing the importation of

food products.
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In reviewing these developments, the Fund noted that Pekistan's
import-control system and its multiple-exchange structure continued
to be both complex and restrictive. Althouéh the Fund did not ob-
Jject to Pakistan's retaining these arrangements temporarily, it did
emphasize the ngpd for an early re-establishment of a unitary ex-
change rate at a realistic level, It also urged that Pakistan ter-
minate its bilateral-payments arrangements with Fund members and keep

under review similar arrangements with nonmembers.

South Africa

In 1967? South Africa’s balance-of-payments position toock a
serious turn for the worse, thereby precluding the Government from
'cénsidering immediate relaxation of its import restrictions. The
representative of South Africa reported that, following the relaxa-
tion of restrictions in 1966 end in May 1967, his country had exper-
ienced a considerable increase in lmports. These developments, he
added, had contributed to increased pressure on the country's re-
serves of gold and foreign exchange, especially as exports in 1967
failed to increase by a percentage as great as that in 1966. As a
result, the country's reserves of foreign exchange had declined tg
RUBB million, which was sufficient to finance less than 3-months'
imports.

The representative indicated that various disinflationary
measures had been initiated by his Govermment to: (1) increase the

receipts from various direct and indirect taxes; (2) impose tighter
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credit requirements; (3) induce increased public investment in tax-
free savings bon&s; (1) reduce the national budget for 1967/68;
(5) sterilize a budget surplus from the 1966/67 account; and (6) re-
duce Govermment lndebtedness to banks. Under the gircumstances, he
concluded that, although his Government Qas planning to simplify some
import procedures, no further substantial relaxation of import con-
trols was possible, |

In its report, the Fund stated that during the first half of
1967, demand had continued to exert considerable pressure on the South
African economy and had caused a rapid rise in imports. = As a result,
by mid-1967, the country's gold and foreign exéhaﬁge reserves had de-
creased by $155 million., The report confirmed the statement that
the South African Government had instituted appropriate measures to-
improve its exchange position. The report concluded that these
measures were sufficient to restore a better balance in fhe econom&
and to stem further decline in the coﬁntry's foreign-exchange re-
serves; nevertheless, it indicated that the country's balance-of-

payments situation would be kept in constant review.

Spalin

The representative of Spain reported that, unless Spanish prod-
ucts were accorded easier access to foreign markets, his country

might find it necessary to further curtzil imports through the use of
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selective import restrictions. He stated that during 1966, the terms
of trade for Spain's principal exports--agricultural products-~had
failed to improve appreciably, primarily because of import restric-
tions applied by coumiries that have been traditional outlets for
these products. As a result, Spain's trade deficit in 1966 totaled
$2,338 million, which was about 1k percent higher than in 1965. 1/
He further stated that his country would c0ntinge to'apply severe
measures to curtall domestic demand and would forego the expansion of
certain éectors of the economy, particularly agricultﬁre, whose prod-
ucts could éontribute to.;estored equilibrium in the trade balance.
In noting that Spain had made no further progress in reducing
_its-import restrictions, the Fund concluded that the general level of
such restrictions did not go beyond the extent necessary to stop a
serious decline in i%ts foreign exchange reserves. It called atten-
tion to the potentialvdange; in the country's current balance-qf-
payments position and suggeéted that Spaln adopt appropriate fiscal
pdlicies to increase domestic‘savings, thereby making funds avail-

able for greater investment at home.

Tunisia

Tunisia notified the Cpntracting Parties that it would continue
to apply import restrictions. It felt compelled to do so because
chronic trade deficits had served to deplete its foreign-exchange
reserves and because Qf the urgent need to implément its economic

development plan. Tunisia's preliminary Three-Year Plan (1962-6L),

1/ Operation of the Trade Agreements Program, 18th report.(processed),
Pp '] 102" 103 .
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which was designed to pave the way for the first development plan,
had cost the couhtry $550 million, a third of which had been obtalned
from external sources. Implementation of the first Four~-Year Devel-
opment Plan (1964-68) had cost an additional $225 million, $130 mil-

lion of which had been financed abroad.

These expenditures, he sald, coupled with deficits incurred in
‘thé trade account of the balance of payments had depleted the coun-
try's limited foreign exchange reserves. Accordingly, Tunisia had
undertaken measures to: (1) review all fiscal charges applied to im-
ports and especlally to reduce duties imposed on raw materials and
capital equipment; (2) review existing import fesfrictions, with g |
view to malntaining only those required to protect infant industries
and designated economic sectors; (3) replace gradually bilateral
quotas by a global quota system; and (4) reform its customs tariff
by adopting a more detailed nomenclature +to permit greafer individ-
ualization of products than in the past.

The Fund confirmed that Tunisia had experienced successive
balance-of -payments deficits,which had depleted its foreign exchangé
reserves and had sharply increased its short-term indebtedness. Its
report further stated thet Tunisia's system of trade.and payments con-
trols continued to be restrictive and it noted with satisfaétion thﬁt
the Tunisian suthorities intended to liberalize its practices. The
‘Fund pointed out that Tunisia's reliance on bilateralism had resulted

in undesirable discriminatory practices and urged the Government to

decrease its reliance on such arrangements.
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Turkey

The Committee's consultation with Turkey was necessitated by
increasing balance-of-payments difficulties in that country. The
Committee was particularly concerned with the fact that'Turkey had
increased,from 5 to 10 percent ad valorem, a stamp tax (stamp duty)
that it had been 1lmposing on all imports. Turkey had not deemed
this action to be in contraventlion of its commitments under the
GATT. It regarded the tax as a measure to prevent further deteri-
oration of its reserve position, rather than as a device to restrict
Imports. |
. The representative of Turkey reported that 1n 1966 his country's
.balance-qf-payments position had further deteriorated, primarily as
a result of a large trade deficit and heavy external debt services.
Between 1965 and 1966, the value of Turkey's imports had risen by
nearly 34 percent ﬁhiie that of exports had increased by only 19 per-
éent; meanwhile, external debt payments had required more than 4l per-
cent of Turkey's export earninés. Thé representative of Turkey
noted, moreover, that his country was completing its first Five-Year
Develbpment Plan and intended to 1mplement a second Flve-Year Plan
during 1968-72. The investment targets of the first plan, oriented
towards import substitution; had been substantially achieved. The
second plan would be oriented toward exports, but would seek to
liberalize quantitative lmport restrictions and reduce customs duties.

The Fund report indicated that Turkey's deficit in the goods and
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services account had increased from $80 million in 1965 to $175 mil-
lion in 1966 and thaf, by the end of 1966, its reserves of gold and
net foreign exchange had declined, by $33 million, to a low level of
$20 million. Although the Fund did npt object to Turkey's use, tem—l
porarily, of multiple-currency practices, it urged the country to ter-

minate its bilateral payments arrangements with three Fund members.

Ceylon's Temporary Duty Increases

Meanwhile other contracting parties gave an accounting of various
actions taken under individual waivers that had been granted. At the
2lth Session of the Contracting Parties Ceylon-reportgd on certain
duty increases that it had continued to maintain under authorization
of a waiver originally granted in 1961. Later, the walver had been
not only amended to authorize additional duty increases, but élso ex-
tended to the end of 1968. 1/

The report described Ceylon's mounting difficulties in its bal-
ance-of -payments position dating back to the laté 1950'5. It noted
that this serious'situation had been caused primarily by a deterior-
ation in the country's commodity terms of trade; moreover, recourse
to strict import controls, increased and diversified exports, wnd
substantial foreign aid had not reversed the trend. Inasmuch as
new declines had occurred in the prices of Ceylon's principal ex-

ports, the Government did not expect its balance-of-payments position

to improve in 1967. Accordingly, it saw no possibility of relaxing

1/ Operation of the Trade Agreements Program, 18th report (processed),

pp. 103~105; also loth report, . 19; 15th report, p. 39.



82

the existing impert comtrols and deemed that, if the current pressure

persisted, 1t might evem have to resort to more rigid controls.

Turkish Stamp Tax

In a communication dated April 1k, 1967, the Turkish Government
informed the Contracting Parties that on February 13, 1967, it had
increased, from 5 to 10 percent, a stamp tax then being imposed on
all imports {in effect, an import surcharge). .This action was
undertaken in order ta: (l) finance the country's economic develop-
ment plan;-(z) maimtain internel price stability; and (3) prevent a
further deterioration in the country's balance of payments. The
>new tax, which the Gavernment was authorized to raise up to 15 per-
'éénf, was to remain im effect until the end of the Second Flve-Year
Development Plan in 1972.
| In April 1963,‘the Contracting Parties had granted Turkey a
wvaiver, under artiecle XXV:5 of the Geﬁeral Agreement, permitting it
to apply the initial stamp tax of 5 percent on all imports, irre-
spective of whether Turkey had granted tariff concessions thereon.
This levy was one of a series of fiscal measures introduced in March
1963 in commection with Turkey's first S-year development plan. '

At the 2hth Session, the Contracting Parties approved the
action of the Turkish Govefnment and expressed the hope that the
rate WOﬁld not be raised to 15 percent. . The Contracting Parties

approved unanimously Turkey's request for the walver.
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United Kingdom Steel Loyalty Rebate

In the fall of 1967, the British Steel Corporation, which had
been established by the British Govermment in April of that‘yeaf,
when the steel industry was nationalized; announced that purchasers
of wide strip mill products, particularly.sheet and medium plate,
would be granted a rebate of 30 shillings per ton--about 5 pegcent--
if they certified that they had not used imported sheet or medium
plate.

At the 2hth Session of the Contracting Parties, the U.S. dele-
gate stated that, in the opinion of hls Govermment, the aforemen-
tioned rebate was not consistent with the obliéafions of the United‘
Kingdom under the GATT and that the rebate would have adverse effects
‘on international trade. He sald that his Government desired to
hold consultations with the United Kingdom on this mattgr under arti-
cle XXII of the General Agreement. | | |

The representatives of Canada and of Japan supporteﬁ_the U.S.:
position and indicated that they would like to participate 1In the
consultations. = Thed representative of the United Kiﬁgdom repiied
that the "loyalty" rebate was a temporary measure and that his
Government, after having carefully considered the ccmpatibility of
the rebate with the provisions of the GATT, had concluded that no
conflict was involved. He also sald that the United Kingdom was
prepared to hold consultations and supply additional information

concerning this matter.
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The Contracting Parties egreed that‘the GATT Council should

appoint a working perty to conduct the consultations.
Finlend's AdJjustment of Specific-type Duties
Pollowlng Currency Develuation

In November 1967, the Finnish Govermment advised the Contract-
ing Parties that it imtended to adjust all speclfle-type duties in
its schedule of concessions, in accordance with proeedures author-
1zed by the Genergl Agreement. Paragreph 6(a) of article IT of the.
‘agreement permits a comtracting party that has revalued its currency
by more thaﬁ 20 percent tq mgke appropriate adjustments to 1ts
sﬁééific-tyﬁe duties smd charges. The action taken, however, must
.be in accord with the provisions of the International Monetary Fund.
Such adjustments, morecver, were not to impair the value of the
bonceséionslpriginally granted by the contracting party. On
October '12, 1967, with the concurrence of the IMF, Finland devalued
its currency by ébout 31 percent. The Finnish Government assured
the contracting parties that tﬁe envisaged ingrease in specific
.duties would not exceed that percentage.

Uruguay Adjusts Its Customs Duties and Seeks Authorizatién
to Continue Existing Surcharges

On September 19, 1967, the Government of Uruguay increased its
customs duties by 100 percent and notified the GATT Secretariat
accordingly. Uruguay's customs duties, though levied nominally on
- an ad valorem basis, are, in effect, specific'dutieé, since they are

collected on the basls of fixed official values (aforos). The
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increase in duties, therefore, was effected through an adjustment of
the aforos, rather than of the rates stipulated in the tariff; it was
undertaken in order to adjust the official valuation of imported.goods
for depreciation that had occurred in the value of the national cur-
rency, and thereby to protect the country's fiscal, exchange, and gen-
eral economic position. The Government had announced a similar in-
crease in the aforos in August 1964. 1/ Under the General Agreement,
"the Contracting Parties may authorize a country to increase specific-
type duties when a change in the value of its currency warrants such
an adjustment (erticle II:6). At the request of the Govermment of
Uruguay, discussion of the increase in the éfofés was deferred;unﬁil
after the 24th Session of the Contracting Parties.

Later, in November 1967, the Govermment of Uruguay requested-the'
Contracting Partieé to extend for an additional 6 months a waiver that
had authorized it to impose various import surcharges. The waiver,
approved at the 23d Session, was due to expire shortl&, The Govern-
ment of Uruguay stated that the circumstances that had prompted the
original request for a waiver in Méy 1961 had worsened. As a re-
sult, the Govermment had been obliged to take severe ﬁeasures to pre-
vent further deterioration in the country's balance of vpayments and
to meet the substantial commitments arising from its external debt.

Uruguay’s surcharges were examined by the Contracting Parties at their

1/ Operation of the Trade Agreements Program, 17th report, p. 50.
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2Uth Session. The Uruguayan representative stated that the afore-
mentioned difficulties in his country's balance of payments were the
principal reason for requesting that the waiver be extended. He
said that his Government needed to implement several new measures be-
fore it could undertake consultatiqns with interested contracting
parties.  The répresentative of the four Nordic countries--Denmark,
Finland, Sweden, and Norway--indicated that they opposed further
extension of the walver, because of the discrimiﬂatory manner in
which surcharges were being applied. Ultimately,the Contracting
Parties decided that early in 1968 both Uruguay's surcharges and its
balance-of-payments positién be reexamined.
U.S. Import Restrictions on Agricultural
Products

Shortly before the opening of the 2Wth Session of the Contract-
ing Partiles, fhe.United States submitted its 12th annual report on
import restrictions affecting agricultural products. In March 1955,
the Contraeting Parties had granted the United States a waiver from
1ts obligations under articles IT and XI of the Generel Agreement to
the extent necessary to permlt certain actlons taken by the U.S. Gov-
ernment under section 22 of the Agricultural Adjustment Act, as
ameﬁded.

The report indicated that during 1967, import regulations under
section 22 were in effect for the following products:; wheat and

wheat products, cotton of certaln plcker lap, peanuts, and various

mamafactured dairy products. Moreover, on June 30, 1967, by
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proclamation of the President, quotas had been imposed on American-
type cheeses, frozen cream, and designated articles containing 5.5
to 45 percent butterfat. Meanwhile, the quota in effect on Cheddar
‘cheese was enlarged to permit increased entries. The report de=-
scribed the various actions (acreage alldtments, marketing quotas,
acreage diversion) taken by the U.S. Govermment during the year to
briﬁg about a better balance between the supply and demand of fhe
products subject to section 22 regulation. It also gave an account
of the efforts of the Government fo increase the consumption of these
commodities through various food assistance programs, both at home

and abroad.

U.S. actions respecting individual products subject to import con-
- trol under the provisions of section 22 were described as follows:

Cotton and cotton waste:--During the 1967-68 marketing
year, import quotas were in effect for upland-type cotton,
long staple cotton, and designated cotton waste; these
quotas were identical to those employed during the previous
year. During the 1966 and 1967 crop seasons, the U.S.
Government continued its efforts to alleviate the cotton
surplus problem, through production adjustment and related
surplus disposal programs. It continued to market stocks
of cotton in a manner designed to avoid disrupting domes- -
tic and foreign markets.

Dairy products.--During 1966-67, import controls
were continued on certain dairy products to prevent im-
ports from materially interfering with U.S. Government
programs in behalf of the dairy industry. These pro-
grams were designed to bring supplies of dairy products
into better balance with requirements, as well as to
stabilize their prices and the incomes received by domes-
tic producers. Primarily as a result of increased im-
ports, the Commodity Credit Corporation, which conducts
various support operations, was compelled to acquire, be-
tween Jamuary and the end of September 1967, dairy prod-
ucts having a milk-equivalent of about 7 billion pounds.
Notwithstanding this action, prices of dairy products
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after August 1967 were lower than a year earlier and, in
the absence of import restrictions, would have declined
even more. -

Peanuts:~--During 1966-67, the import quota estab-
lished for peanuts under section 22 remained unchanged.
It was to be continued during 1967-68. During the 1967
crop season, therefore, the U.S. Government had recourse
to acreage allotments, a marketing quota program, as well
as price-supports for peanuts. Despite efforts to limit
production and dispose of surplus stocks, the supply of
peanuts in 1967-68 was expected to exceed domestic use.

. Wheat:~-No change was made in 1966, and none was
contemplated in 1967, in the import quotas that had been
established under section 22 for wheat (wheat classified
as fit for human consumption, together with flour, semo-
lina, crushed and cracked wheat, and similar products).

No quantitative import restrictions of any kind were being

imposed on feed wheat. The U.S. Government continued to

-utilize.several programs designed to stabilize production

and prices--e.g., such operations as acreage allotments,

marketing allocations, and price-~support. Participation

in the price-support program is conditional on participa-

tion in the acreage allotment program.

Upon recelpt of the U.S. report, the GATT Councll appointed a
working party to examine the report and submit recommendations to the
Contraéting Parties before the close of the 24th Session. The work-
' ing party took note of the U.S. difficulties in agriculture, particu-
larly in the sector of dalry products. It also took cognizahce of
the efforts made by the U.S. Government to renedy the situation and
the modicum of success it had attalned in this respect. The members
of the working party emphasized, however, that imports were not the
sole cause of these difficulties, especially since imports were small
relative to the U.S. total production and consumption. They ex-
_pressed regret that, 12 years after the walver had been granted, the

United States not only continued to malntain restrictions on



“agriculturel products, but also intensified its restrictions on im-
ported dairy proaucts. Nevertheless, most members agreed that the
difficulties encountered by the‘United Sfates in the dailry sector re-
flected the troublesome world situation in that area. To remedy this
situation, therefore, the working party ﬁrged the Contracting Parties
to geek multilateral solutions, mutually acceptable to producers, ex-
porters, and consumers, that would aécord increased acceés to ﬁ.S. and
other markets, and promote order and price stability in the interna-

tional market.

Some members of the working party reqﬁested that the United
States re-examine its programs for dairy produéts‘with a' view to re-
dﬁcing or eliminating the exlsting import restrictions. Others felt
that the walver should either be discontinued or iimited tp a definite
time period. Finally, one member suggested that the Contracting Par-

' :
ties ask the United States to present at the next annual review of 1its
walver, proposals for a progressive relaxation of restriétions on
products subject to the walver. »

The Contracting.Parties adopted the report of the working'p;rty,
following an extensive discussion during which several GATT meﬁbers
relterated much of the éforementioned criticism of U.S. import restric-

tions on agricultural products.
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U.S. Export Subsidy on Unmanufactured Tobacco
In November 1966, Malawi had requested consultations under article

XXII of the General Agreement with the United States concerning an ex-
port subsidy on ummanufactured tobacco that the United States had intro-
duced in July 1966. later, Canada, India, and Turkey indicated that
they wished to participate in the discussions. Representatives of the
respective countries held two rounds of consultations--the first in
February 1967 and the other in November 1967. The second round was held
with the members of a working party, which the GATT Council had estab-
lished earlier to examine the matter.

| The subétance of Mzlawi's complaint was as follows: (1) The Con-
tracting Parties were not formally notified that the subsidy had been
imposed until after it had been put in effect, so that GATT members,
- whose interests were adversely affected, were in no position to make
' representations; (2) the subsidy should be removed because the United
States had neither adeguately Jjustified its use, as required by article
XVI of the General Agreement, nor indicated the effects of the subsidy
on the trade of less-developed contracting parties, as reguired by
Part IV of the Agreement; (3) since more than 90 percent of the tdbacco
grown in Malawi was exported and such exports accounted for a third
of its foreign exchange earnings, the subszidy constituted a threat to
the country's economy; (4) the United States did.not provide quantita-
tive estimates of the effects of the subsidy on U.S. exports of tobacco;
and (5) the subsidy adversely affected thé well-being of thousands of
small farmers in Malawi, who depended on this industry as their principal

source of income.
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The representative of Canada said that his country, which was a
. major producer of flue-cured tobacco—-the type that accounted for 80
percent of U.S. tobacco exports~-was particularly vulnerable to the
export subsidy; that of Turkéy expressed concern that a reduction in
prices of tobacco types subsidized by the United States, might lead
manufacturers to use less Oriental leaf tobacco, which was the type
primarily produced in his country. The representative of Tndia described
the importance of tobacco in his country's economy, particularly as a
source of foreign exchange earnings. He feared that increased U.S. ex-
ports of subsidized tobacco might reduce the market for tﬁe types of
tobacco supplied by other countries. He said, ﬁoreover,‘that the sub-
sidy would have unfortunate repercussions on his country's development
efforts. Certain members of the working party added that they saw lit-
tle economic necessity for the U.S. action in introducing the subsidy
on unmanufactured tobacco,

The representative of the United States responded to the principal
issues raised by the other GATT members by: (1) describing in detail the
measures that had been introduced to subsidize U.S. exports of unmanu-
factured tobacco; (2) indicating that the U.S. Government considered
the subsidy to be consistent with its obligations under article XVI and
Part IV of the General Agreement; (3) explaining that his Government's
aim in introducing the subsidy was, not to obtain a disproportionate
share of the market, but to arrest a persistent decline in the U.S.
share of world tobacco exports; (4) indicating that 1966 data on U.S.

exports of the major types of tobacco demonstrate that the subsidy had not
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adversely affected the trade of other tobacco-exporting countries; (5)
explaining that the purpese of the U.S. price-support program for tobacco
was to provide growers with a reasonable income and, at the same time,
achieve a modicum of equilibrium between supplies and requirements, in-
cluding exports.

The working party concluded that on the basis of the available evi-
dence, it was not possible to demonstrate conclus}vely that the applica-
tion of the U.S. export subsidy on ummanufactured tobacco had adversely
affected the trade interests of Malawi and the other participating coun-
tries. It indicated that the United States should hold consultations
with interested contracting parties before it decided to increase the
amount of the subsidy, in the event such action were considered in the
future. At their 2bth Session, the Contracting Parties adopted the re-

port of the working party without further action.

Preferential Tariff Treatment

At their 2uth Session, the Contracting Parties considered three
requests for extensions of waivers of most-favored-nation obligations
they had assumed under article I, These waivers, which had been grantéd
under the authority of article XXV: 5, permitted the recipient countries
to accord preferential tariff treatment to imports from designated coun-
tries. The Contracting Parties also examined reports by France and the
Federal Republic of Germany regarding their trade relations with the
Saar, and one by the United States on the implementation of its agree-

ment with Canada involving trade in automotive products.
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Australian Tariff Preferences for
Less Developed Countries

In August 1967, Australia submitted its first report on a system
of preferential rates of duty, which it accorded imports of manufactured
and semimanufactured commodities produced.in less developed countries.
The report was made pursuant to a waiver that had been granted by the
Contracting Parties in March 1966 permitting Australia to accord such
preferential rates. 1/

The report indicatéd that, during the year, the number of products
under quota subject to preferential treatment had been in;reased,‘and
that the variety of handicraft products of IDC origin accorded duty-
free treatment had also been expanded. During the short period that
the system of preferences had been in effect (since mid-1966), imports
from less developed countrieé had increased considerably. The Austra-
lian Government, moreover, intended to continue its efforts to bring
more products of LDC origin under the cover of the waiver.

At the discussion that followed, several GATT mémbersvexpressed
support for the Australian preferential system, but favored a more
generalized system of-tariff preferences for less developed countries.
None of the Contracting Parties, except Cuba, objected to having the
name of the Republic of China added to the list of countries and terri-
tories benefiting from the system of tariff preferencés established

by Australia. The Contracting Parties took note of the report without

any further action.

1/ Operation of the Trade Agreements Program, 18th report {proceased),
pp. 1lll-112.
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Ttalian: Special Customs Treatment for Certain
Products of Libya

In November 1967, both Italy and Libya submitted to the Contract-
ing Parties their 1lhth annual reports under & waiver that permitted
Italy to accord special customs treatment to cerfain products imported
from Libya--a country with which Italy had had special relations before
World War II. The waiver, which had been extended for the fourth time
in January 1965, was due to expire at the end of 1967. 1/

In the statement submitted to the Contracting Parties, Italy de-
scribed the development of its trade with Libya during 1964-66, par-
ticularly of imported products accorded preferential customs treatment.
Between 1965 énd 1966, Italy's imports of Libyan products accorded pref-
erential treatment had declined by more than 60 percent, whereas imports

. from all other countries had increased by about 40 percent. Imports of
Libyan products accordgd such preference accounted for only about a
fourth of one percent of Italy's imports of these products from all
sources and for less than a fifth of one percent of Italy's total im-
ports from Libya. Duty-free imports into Italy from Libya, other than
the produﬁts subject to duty-free treatment under the preferential sys-
tem ha& increased substantially between 1965 and 1966, but the increase
was accounted for almost entirely by increased imports of crude petro-
ieum oils, Conversely, duti;ble imports from Libya declined greatly
during the same period. Accordingly, the report concluded that the

preferential treatment that Italy accorded the products of Libya had

- 1/ Operation of the Trade Agreements Program, 17th report, pp. L6-L7,"
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not adversely affected exports of similar products from other countries
to Italy. |
| The Italian Govérnment emphasized that Libya's large exéorts of
crude petroleum olls to all countries were likely to stimilate its
economic development, It expressed the bellef that maintainence
of the preferential customs treatment for other products might also
confribute effectively toward that goal. . It, therefore, agreed with
-the Government of Libya that a further extension of the speclal customs
treatment for 3 years to December 31, 1970, would assist that country
to develop its industry and agriculture and to dlversify its exports.
At the 2Wth Session, the Contracting Parties ‘established a working
party to examine Italy's request. Tt recommended that the waiver be
extended to December 31, 1969, and that certain items--oilseeds, vege-
table olls, fish other than tunny, and casings--be deleted from fhe‘.
list of products enjoylng preferential tregtment. The working party
further recommended that the arrangement be again reviewed before the
end of 1968. The report was adopted by the Contra.c‘ting parties with-

out any further action.

Italian Preferences for Products of Somalia
In November 1967, Italy also submitted a request for extension
of a waiver that had authorized it to grant preferential customs and
fiscal treatment to certain products of Somalie--znother country with
which Ttaly had special relations before World War II. The original

waiver had been granted to Italy in 1960 and its latest 2-year
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extension was due to ex@ire at the end of 1967. The new request was
for an additional extension of 6 months to mid-1968.

In submitting its request, the Italian Government stated that, by
the middle of 1967, Somalia had improved substantially the techniques
for producing and marketing its principal export product--baﬁanas--and
had improved its ;ompetifive position in the world markets. As a re-
sult, the Ttalian Government had initially believed that the special
customs'and fiscal support for Somali products wo;ld not be required
beyond the end of 1967. The crisis that had occurred in the.Middle
Eést in mid-1967, however, follcwed by the closing of the Suez Canal
and the ensuing transportation difficulties, had serious repercussions
on exports of bananas from Somalia. In the light of this new situa-
t'ic‘)n, therefor;e , the Ttalian Government felt that a 2-year extension
to December 31, 1969, of the special customs treatment would mitigate
some of the difficulties that Somalia had encountered in selling
‘abroad its principal export products. The request stipulated that
the preferential treatment accorded by Italy to imports of Somali
bananas be limited to imports amounting to 1 miilion quintals &a year.

The working party established to examine Italy's request for )
extension of the walver recommended that the Govermment of Italy be
perﬁitted to: (1) grant until June 30, 1968, duty-free treatment to
imports of prepared or preserved meat and fish originating in Somalia;
and (2) impose, until December 31, 1969, a lower consumption tax on a
limited quantity of Somall bananas (not more than 1 million quintals

annmually) than on bananas from other sources, The report of the
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Working Party was adopted by the Contracting Parties without further

action.

Franco-German Treaty on the Saar

At the 2hth Session of the Contracting Parties, both France and
the Federal Republic of Germany submitted their tenth annual reports
on actions under a 1957 waiver involving their trade relations with
the Sear, i/ In 1959, pursuant to a treaty, signed in 1956, between
France and the Federal Republic of Germany, the Saar had become part
of the West German customs and currency area; thereupon, duty-free
trade between France and theVSaar became subject to anmual guotas.
In their reports, the two GATT members indicated that in 1966 French
exports to the Saar approximated 61 percent of the value of the quota
provided for in the Treaty, while French imports from the Saar were
valued at about 59 percent of the quota. The Contracting Parties
took note of the exports without discussion.

Agreement on Automotive Products Between Canada'
and the United States

On December 20, 1965, the Contracting Parties had granted the
United States a walver, from its obligations under article I:l of the
General Agreement, that permitted it to accord duty-free treatment to
certain automotive products imported from Canade under the U.S.-
Canadian Agreement on Automotive Products. In accordance with the

provisions of the waiver, in June 1967, the United States submitted

}/ Operation of the Trade Agreements Program, 17th report, p. 47;
also 16th report, p. 24; 15th report, p. 40; and l4th report, p. 35.
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to the Contracting Parties its first report on the operation of the
Agreement during the perioa January 18, 1965 to December 31, 1966.

The United States reported that during the period 196L4-1966,
motor vehicle production in both the United States and Canada, as well
as automotive trade between the two counfries, had expanded éignifi-
cantly. This expansion was attributed primafily to greater special-
iz;tion of production in the automotive industries of the two.coun-
tries. The Canadian industry, for example, had achieved larger pro-
duction runs of fewer models of vehicles while it had discontinued
production of models that could be imported more cheaply from.the

United sStates.

Tmplementation of the Automotive Products Trade Act of 1965

In giving account of its activities under the waiver, the United
States explained that implementation of the Automotive Products Trade
Act of 1965 had required it to take two iﬁportant actions: (1) to
‘modify the Tariff Schedules of the United States (TSUS), and (2) to
establish an Adjustment Assistance Board. The U.S. tariff schedules
had been modified b& Presidential proclamaﬁion on Qctober 21,-1965,
to extend duty-free treatment to certain automotive products imported
from Canada. This treatment applied retroactively'to January 18,
1965~~the date on which the Canadian Govermment's Order in Council
establishing duty-free treatment on similar products imported from
the United States became effective.

The President had also established an Adjustment Assistance

Board. The Act provided that, under special procedures that were
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to remain in force until June 30, 1968, firms or groups of workers
might petition the President for certification of eligibility to abply
for adjustment assistance. Thereafter, the procedures provided for
in the Trade Expansion Act of 1962 were to become applicéble. By the
end of 1966, the Board had received (but not acted upon) five peti-
tions from groups of workers for determinations of eligibility to
épply for adjustment assistance. No petitions had been submitted by
firms.

U.S.~Canadlian trade in motor vehicles
and motor vehlcle parts

The United States reported to the Contracting Parties that U.S.-
Canadian trade in automotive produéts had inéreased materially sihce
the two countries had signed the automotive agreement. In_l96h--the
Yyear before the agreement became.effective--trade in automotive prod-
ucts (exports plus imports) between the two countries was valued ét
$730 million, of which $654 million were exports from-the United
States; in 1965, the corresponding figures were $1.1 billion énd
$860 million; and, in 1966, $2.1 billion and $1.3 billion. = This
marked lncrease in the flow of automotive products in both directions
resulted largely from the agreement and also from'the increased pros-
perity and business expansion in both cpuntries. |

The report concluded that (1) during the short period that the
U.S. -Canadian Automotive Products Agreement had been in effect, U.S.

imports of automotive producﬁs from countries other than Canada
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continued to grow at a substantial rate; and (2) experience through
1966 appeared to bear:nut“tﬁe:expectation of the United States that
the Agreement would induce a more rationsl development of the automo-
tive industries in theftmp countries.

No requests for consultations were submitted by any members of
the GATT as s re;ult of the operation of the U.S.-Canadian Agreemenf.

The Contracting Parties tock no action on this report.

Renepotiation of Tariff Schedules
During 1967, Chile and Malawi continued to renegotiate their GATT
tariff conceésions with interested contracting parties under the pro-
viéions of article XXVIII of the GATT. These countries had been
granted waivers from their cbligations uhder article IT, that had
permitted them to apply revised tariff schedules, which altered

duties that had been bound in the GATT.

Chile

In a communication dated November 1k, 1967, the Government of
Chile requested that a weiver from its obligaﬁions under article iI
of the General Agreement, which it had been granted in December 1966,
be extended until the 25th Session of the Contracting Parties. 1/
The waiver had permitted Chile to introduce on Jamuary 1, 1967, a
new customs tariff, which incorporated Increases in the rates of

duty of a number of items. The Chllean Govermnment stated in its

1/ Operation of the Trade Agreements Program, 18th report {proc-
essed), pp. 118-119,
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note that the extension of the wailver beyond the current expiration
date of December 31, 196%, was required to permit Chile to complete
renegotiation of its schedule VII with interested contracting par-
tles to the GATT.

At their 2lhth Session, the Contraéting Parties granted the re-

quested extension of its waiver.

Malewi

On November 6, 1967, the GATT Council appointed a working party
to examline a request by the Government of Malawi that it be author-
ized to maintain in effect certain increased rates of duty on items
that had been bound iIn its schedule of concessions tp.the contract-
ing parties, pending renegotiation of such increases aﬁd examination
of 1ts new customs tariff.

The report of the working party was submitted to the Contract-
ing Parties on November 17, 1967. It sfated that the_customs tar-
iff that Malawl, upon galning its independence, had inherited in
July 1964 from the deer;tion of Rhodesia and Nyasaland, had not been
adapted to the neehs of that country then in the early stage.of its
development, Accordingly Malawil had introduced a new schedule of
import duties and adopted the Brusgels Tariff Nomenclature. Hence,
the Government desired to defer renegotiatiops of its schédule with
interested contracting partles until the second half of 1968.
Meanwhile, it expected to gain experience from the application of
its new customs tariff and incorporate in it all necessary adjust-

ments.
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The working party recommended that the Contracting Parties grant
Malawl the requested waivér from the provisions of articles I and IT
of the General Agreement. The Contracting Parties approved this
recommendation at their 2hth Session.
Other Developments Relating to the
General Agreement

During 1967, the contracting parties continued other efforts to
reduce obstacles to international trade. To this end, they initi-
ated a variety of actions designed to: expand trade in primary prod-
ucts; facilitaté the disposal of surplus commodities; implement the
-cottoﬁ.textiles agreement} extend more fully the application of all
provisions of the Generel Agreement among members; and simplify con-

sular formalities.

'Efforts to expand trade in primary products

The search fdf ﬁeans, acceptable to both importing and export-
ing countries, to expand the trade in primary products, was given
high priority by the Contracting Parties at their 23d Session.
Moreover, because of its importance, they decided that the issue
be reexamined at the following Session. |

At the 2hth Session, the Director-General of the GATT presented
a report summarizing the méjor developments during the interses-
slonal period, in the production, trade, consumption, and pricés of

a score of primary commodities. The Director-General classified
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these commodities in three groups, as follows: (i) temperate agri-
cultural producfs (grains, dairy products, and beef and veal);‘(E)
tropical products (cocoa, coffee, sugar,.oilseeds, and vegetable
olls); and (3) products (fibres, cotton, jute, kenaf, rubber, non-
ferrous ores, and metals). He deemed £hat developments during the
intersessional period involving the trade in these important commodi-
ties required the attenti&n of the contracting parties. 4

The report described extenéively the problems of major impor-
tance within each product group. In the case of temperate agricul-
tural products, the report evaluated the policies and price-support
programs of both major industrial countries and fegional organiza-
tions. For the tropical products, the reporf eppraised current
production and trade policies and, for the remaining products, ana-
lyzed the effect of recent price-fluctuations in international mar-
kets upon fhe respective producers. Accordingly,‘for.each commod -
ity examined, the impact of its "problem" on the volume of “rade and
prices was identified,

Representatives of less developed countries generally praised
the Director-Ceneral's report. They emphasized that falling prices
and declining exports of their primary products and, particularly,
restrictive import policies administered by industrial countries had
adversely affected the economies of their respeétive countries. The
representative of Ceylon called on the GATT to engage in intensive

studies of commodities causing special concern--tea, rubber, and
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' coco§ut products. Meanwhile, i1t developed that the Food and Agri-
léulture Organization (FAO) had already been conducting such studies

for all major agricultural commodities, with a view to assessing the
desirablility of initiating multilateral action for these products.

The representative of Canada noted that both industrial and less
developed countfies were affected by the commodity problems described
in the Director-General's report; moreover, since the economlc develop-
ment and living standards of the producing count}ies depend heavily on
their export earnings from those commodities, there was urgent need

to stabilize the trade involved. The Contracting Partles agreed to

continue their discussion 6f these problems at their 25th Session.

.Disposal of commodity surpluses

During 1967, four countries--Australia, Canada, the United King-
dom, and the United States--reported, as required, on their activi-
ties in disposing of Qommodity surpluses, liquidating stocks of stra-
teglc materials} or in disposing of stocks otherwise held by govern-
ment agencles.

Australla reported that it did not meintaein & regular program
for the disposal of surplus commodities, although the Govermment had,
occasionally, made gifts of commodities under 1ts Colombo Plan.
Gilfts, consisting primarily'of equipment for development projects,
had been made by the Government of Austrelis in response to requests
by varlous less-developed countries, | Undef certain clrcumstances,

" glfts of wheat, flour, and skimmed milk had also been made, and the
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funds obtalned from the sale of the products were used by the recip-
ient countries to defray the costs of local development projecté.
During the period Jamuery 1, 1966 to June 30, 1967, Australia partici-
pated in an international emergency famine relief program tb ald
India, by making a contribution in the férm of wheat. Smallér gifté,
primarily in the form of flour, had been made to a few countries in
Southeast Asia.

Canade reported that 1ts Agricultural Stabilization Board had
no formal plan for the disposal of commodities and that its holdings
of surplus stocks consisted of commodities that had been acquired as
a result of its price-support operations. During the year ending
March 31, 1967, the Board disposed of its remaining stocks of canned
- pork it had acquired in 1959; 1.2 million pounds of these stocks had
been sold domestically, while 300,000 pounds had been destroyed be;
cause of spoilage. 1In addition, the Board had sold abroad 96,006
pounds of butter oil. *

The United Kingdom reported on its holdings of stratégic mater-
ials. During the period January 1, 1966 to June 30, 1967, the
Government disposed of, almost entirely through commercial sales,
9,833 tons of pyrites, 613 tons of tungsten ore, and 153 tons of
mica. Although the United Kingdom continue to mailntain strategic
stockpiles of several essentisl foodstuffs, i1t reported that it had
no intention of liquidating them.

The report submitted by the United States described the govern- .

ment's disposal operations of commodity surpluses of both
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agricultural commodities and strategic materials; The repor£ stated
that, during the calendar years 1965 and 1966, commodities valued at
$3 billion had been disposed of under all titles of the Agricultural
Trade Development and Assistance Act (Public Law 480)., The 1966
value of commoditles disposed of under each program ($1.3 billion)
was as follows:

Title I agreements (sales for local currencies)----$820 million;

Title IT agreements (donations and grants} --------- 80 million;

Title ITIT agreements (donations to private and

intergovernmental agencies assisting needy
persons abroad )e=---c-mremmemmcccmcmaccccccaaaaan 131 million;

Title IV agreementsl(sales for long-term credit )«-- 226 million.
Agricultural commodities worth $260 million had also been exchanged
for strategic stockplle and other materials for use by U.S. Govern-
ment agencies,

The U:S. report stated that during fiscal years ending June 30,
1966 and 1967, strategic materials having a value of $1.5 billion had
been disposed of. The U.S. Government had continued its policy of
disposing of stockpile surpluses in accordaﬁce with long-term plans,
preparéd after careful investigation of market conditions and consul-
tatiqns with friendly countries having a substantial interest in the
éommodities involved. The report indicated that the U,S. programs
for these materials were under continuous review. Thus, for
example, the rate of disposal had increased substantially in 1965 and

early 1966, but declined sharply thereafter. Some of the most impor-

tant strategic materials, among some 30 involved in these disposal
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programs, were aluminum, columbium ore, copper, cordage fibre (abaca
and sisal), lead, manganese, molybdenum, nickel, platinum, rubber,
tungsten, and zinec.

The U.S. repbrt also gave a brief account of the revised Public
Law 480 (Food for Peace Act), which became effective on January 1,
1967. Under 1t, the Government was authorized to: (1) sell farm
préducts for local currencies or dollar credits (Title I); (2) make
outright donations of food, especially for famine relief (Title II);
(3) barter U.S. farm products for materials and services from abroad
(Title III); and (4) use the program to help friendly countries cope
with their own problems of food and population. The new law differed
significantly from its predecessor in that it placed greater emphasis
ont making sales in dollars and on credit; providing aid in the fppm of
food from stocks of commodities that are "available" rather thaﬁ
"surplus"; making food available to children, especially by donation,
to meet their requirements for proteins, minerals, and vitamins; pro-
viding technical assistance to the recipient countfies to‘help them
improve their production of food; and making foreign currencies from
export sales avallable to support programs of family planning in the
recipient countries. )

At the 24th Session, the Contracting Parties devoted their
attention largely to the U.S. report. One GATT member, with obvi-
ous reference to the EEC however, expressed hope that, in disposing
of their surplus commodities, other countries_would follow the rules
and procedures of the GATT. Several contracting parties expressed

their appreciation for the manner in 1*ich the United States had
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consulted with preduding countries before liquidating stockpiles. A
few contracting ;parties, in commenting about specific products, said
that U.S. disposal eoperations, having been conducted at a time when
world prices of the wrespective products were declining, had aggra-
vated the siltuation. The representative of'Pakiétan sald that even
& minimal re&ué;ionl(less than 1 cent) in the support-price of cotton
in the United Stabes affected world prices generally and, thereby,
had serious economic :repercussions on the econoﬁies of those develop-
ing countries $h§¢'ﬁ£pended heavily on cotton for thelr earnings

from exports. [Indonesla felt that no releases of rubber should be
~effected at. priees less than 20 cents a pound._ The representative
of India sald that “the whole problem of surplﬁs disposal must be
viewed in the light of the need to satisfy consumer requirements in
~developing countries, which could not otherwise be met because of the
nonavailabiiity of foreign exchange." 1/

The representative of the United States suggested that the
exlsting procedures for consulting on the disposal of commodities be
enlarged to includg, not only disposal of sufplus products, but also
the disposal, via ald programs, of food in the ferm of aid and com-
modities acqulred through domestic price-support operations. The

Contracting Partles agreed.with this suggestion.

Trade 1n cotton textiles

The Director Generel of the GATT, as chalrman of the Cotton

Pextiles Committee (CTC), reported at the 2hth Session of the

1/ GATT SR. 24711, p. 131.
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Contracting Parties on developments respecting the Long-Term
Arrangement Regarding Internationul Trade in Cotton Textiles (LTA).
The Committee had held the fourth annual review of the LTA in Sep-
tember 1966; at that time it had considered whether the LTA should
be extended, modified, or discontinued.  Negotiations between the
participating countries were conducted to determine the conditions
under which the LTA would operate, if it were extended. These
negotiations, which continued into the Spring of 1967, culminated in
a decision to extend the Arrangement for 3 more years (to Septem-
ber 30, 1970).1/ The Director Ceneral added that it had been his
hope that the renewal of the LTA would assurevmore.liberal access
to the markets of the importing countries and that substantial duty
reductions on cotton textiles would be effeéted at ‘the Kennedy Round,
but that his expectation had not been fulfilled. A protocol pro-
viding for the extension of the LTA had been accepted By all former
adherents to the LTA and had entered in effect on October 1, 1967.
The Director General suggested that the next annuél review of the
LTA be held in the latter part of 1968,

Several cotton exporting countries commented on the operations
and objectives of the LTA. The representative of Japan said that
the LTA was lnconsistent with objectives of the GATT and urged the
importing countries to liberalize access %o their markets for cot-
ton textiles. He also urged that the restrictive measures main-

tained under the LTA be limited strictly to cotton textiles, The

1/ The negotiations are also discussed in chapter 4 of this re-
port. '
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representative of Brazil said that his Government continued to oppose
the LTA because it violated basic principles of the GATT and inter-
national commitments taken in UNCTAD. He added that a set of ob-
jective criteria should be developed to assess whether "market dis-
ruption" had occurred. The representative of the United Arab Repub-
lic said that the LTA should be looked upon as "a transitional meas~
ure designed to achieve liberalization through such structural ad- |
justments as might be required." 1/ He appealéd to importing coun-
tries to administer the LTA more liberally. The representative of
Pakistan said that the trade policies pursued by the developed coun-
tries, as they related to cotton textiles, had seriously impaired -
his country's balance of payments and delayed the implementation of
its development plan. He urged the developed countries to show
greater understanding of the problems of developing countries and
suggested fhat the Secretariat ascertain what adjustments the devel-
oped countries had initiated to ensure thét the objectives of the
LTA had been met. The representative of India felt that the con-
tracting parties had beéome increasingly aware of the difficulties
encountered by developed countries importing textiles, as well as

of the urgent needs facing the exporting developing countries,

He suggested that the preferential tariff treatment granted by
developed countries to imports of cotton textiles from developing

countries be extended.

1/ GATT SR.2h/2, p. 21.
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The Contracting Parties adopted the Committee's report on the

fourth annual review of the LTA without any further discussion.

Nonapplication of the agreement between
particular contracting parties

During 1967, several contracting pérties continued‘to invoke
the provisions of article XXXV against other members of the GATT,
pa?ticularly Japan. Article XXXV provides that the Agreement or,
alternatively, article II thereof, shall not apply between any two
contracting parties if elther, at the time that it accedes to the
General Agreement, does not consent to such application. Arti-
cle II incorporates into the General Agreement the tariff and
other concessions that apply to GATT members.

During the intersessional period, Guyana, Barbados, and Trini-
ded and Tobago had ceased to invoke the provisions of article XXXV
of the General Agreement against Japan. Moreover, on November'3,
1967, the Government of thé United Kingdom notified the GATT Secre-
tariat that, in behalf of ten Dependent Territories, 1/ it would
no longer so invoke the article. Accordingly, the provisions of
- the GATT would apply between these Territories and Japan.

At a meeting of the Council on November 6, 1967 and,at the 2ith
Session of the Contracting Parties, the representative of Japan com-

plained that, despite these actions, a large number of contracting

;/’British Virgin Islands; Brunei; Cayman Islands; Dominica;
Figi; Mauritius; Qatar; St. Kitts, Nevis, and Anguilla; St. Lucia;
and the Trucial States (Abu Dhabi, Dubai, Sharjah, Ajman, Ras al
Khaimah, Umm al Quaiwan, and Fujairah).
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parties comtinued to invoke article XXXV, thereby preventing Japan
from developing better trade relationships. Canada, Denmark, India,
and the United States supported his eappeal. The representative of
Nigeria said that his country applied fully the provisions of the
GATT to Japan on a de facto basis and that legislation had been
introduced in the Nigerian legislature that would permit the Govern-
ment to assume GATT obligations with respect to Japan. The Contrac?

ting Parties took no further action on this matter.

The Simplification of Consular Formalities

In September 1967, pursuant to a decision of the Contracting
Parties at ﬁheir 23d Session, the Secretariat requested a number of
countries 1/ believed to be still maintaining consular formalities
as a regular requirement (for the importation of products and for
other purposes) to report on any progress they had made toward their
eliminsation. By fhe time of the 25th Session in November-December
1967, the Secretariat had received reports from five of those coun-
tries. One country--Peru--responded orally.. Spain submitted a re-
port even though it was not one of the countries requested to do so.

Brazil and Portugal indicated that they had made significant
strides toward the simplification of their foreign trade regula-
tions. Under certain speéified conditions, the payment of consular
fees, the submission of consular invoices, and the procurement of
consular clearance were no longer required. The reports of the

Dominican Republic and of Uruguay stated that the matter of consular

1/ Brazil, Dominican Republic, Haitl, Nicaragua, Peru, Portugal,
Turkey, and Uruguay.
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formalities was receiving serious consideration by their respective
gbvernmenﬁs. vBoth countries indicated that since consular formali-
ties constituted important sources of revenue, other sources would
have to be found before the formalities could be eliminated. Turkey
reported that the Government had a bill'pénding that would simplify
the country's current consular formalities. Spain's report'said
thét in March 1967, the Government had abolished all consular re-
guirements involving foreign and domestic navigation.

At the 2lth Session of the Contracting Parties, the representa-
tive of Peru reported that a special commlssion, appointed to study
the matter of consular formalities, had not yet completed its work.
Several contracting parties expressed their appreciation of the
progress made toward eliminating consular formalities. The Con-
tracting Parties agreed to have the Secretariat require reports in
1968 and that they would reexamine the status of such formalities at

their 25th Session.







Chapter 3

Major Commercial Policy Developments in Countries with
which the United States has Trade Agreements

The commercial policies pursued by U.S. trading partners during the
year are discussed in this chapter 1argely'in terms of developments in
four major regional economic organizations: the European -Economic Com-
muniéy (EEC), the European Free Trade Association (EFTA), the Iatin Amer-
ican Free Trade Area (IAFTA), and the Central American Common Market
(cACM). 1/ Most of the principal U.S. trading partners participate in
these regional organizations. Such collaboration was in evidence at the
sixth (Kennedy) round of trade negotiations 2/ conducted within the
framework of the General Agreement on Tariffs and Trade (GATT). The com-
mercial policies pursued by members of these regional groups, therefore,
are of major interest to those concerned with the U.S. trade agreements

program, because they affect materially the foreign trade, the balance of

payments, and the commercial objectives of the United States.

17_Four other regional commercial arrangements--the Arab Common Market,
the Central African Economic and Customs Union, the West African Economlc
Community, and the United Kingdom-Ireland Free Trade Area Agreement--are
reviewed in chapter 2, The (British) Commonwealth of Nations, a far
older trade arrangement of different character, also granted extensive
preferential tariff treatment to trade among its members. Since no major
commercial policy developments affecting U.S. foreign trade occurred dur-
ing this period in these areas, they are not reviewed in this chapter.

2/ The conclusion of the Kennedy Round, the most important development
in. international commercial policy in 1967, is discussed in chapter k4
of this report.
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In 1967, each of these regional groups succeeded in further advanc-
ing free trade among the countries in their respective areas. The EEC
members further redumced their rates of duty on industrial commodities
imported from one another. TFor a number of important agricultural prod-
ucts, moreover, they achieved free trade and applied a common policy re-
specting production and trade. During the year, the EFTA extended the
free trade treatment of industrial goods that hed already been accorded
full meﬁbers, to Finland, an assoclate member. Meanwhile, the CACM in-
creased the number of commodities that were to be traded freely within
the area. Some IAFTA members, moreover, granted additional bilateral
duty concessions to partners. Most of these regional economic organiza-
tions went beyond the objective of trade liberalization, by instituting
other measures to achieve economic integration. The EEC, for example,
agreed upon a common value-~added tax to substitute for the various dis-
parate nation;l taxes of a similar character. The EFTA moved to elimi-
nate numerous technical barriers to intraregional trade and implement
rules of "fair competition"; the LAFTA promoted subregional arrangements
designed; not only to free trade within the subregion but also to promote
industrial development therein,

Proposals were made during the year that would alter the membership
of the four regional organizations. Four European countries--three of
them EFTA members--requested membership in the European Economic Com-
munity. Although the EEC did not enter into negotiations respecting
these applications, it appeared likely that eventually various EFTA

countries, and others, might merge with the EEC.
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In Latin America, changes in existing regional arrangements were -
taking even more definite shape than in Europe. During the year, the
American Chiefs of State agreed to establish a Iatin American Common
Market that would include the LAFTA, the CACM, and other ILatin American
countries. Meanwhile, the accession of Panama to the CACM was being

seriously considered.

EUROPEAN ECONOMIC COMMUNITY

In 1967, the ﬁuropean Economic Community (EEC) ;/ approached the
end of its transitional period, during which it would fully implement
its projected customs union. ﬁuring the year, EEC membefs reduced their
respective customs duties on industrial products in intefmember trade to
15 percent of the (base) rates in force on January 1, 1957. They also
completed the projected transition to a single market for grains end a
number of other important agricultural products.

Meanwhile, EEC members progressed, beyond the immediate goal of
establishing a customs union in 1968, toward the creation of a more com-
prehensive economic union. To this end, measures were adopted to coor-
dinate various aspects of social and economic policy. During fhe year,
the EEC Commission and the EEC Council merged with the executive branches
and Coﬁncils of both the European Coal and Steel Community (ECSC) aﬁd the
European Atomic Energy Community (EURATOM). This action constituted an
important step toward the eventual establishment of a comprehensive eco-

nomic union of the six members of the Community. Such consolidation ofl

1/ Henceforth the EEC will also be referred to as "the Community."
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the respective governing bodies gave them sufficient authority to under-
take the complex tasks required by this objective,

In 1967, the Community continued to implement arrangements with
associate members and to negotiate commercial agreements with third
countries. The reciprocal trade concessions negotiated at the Kennedy
Round facilitated trade between the Community and the rest of Western
Furope (including the European Free Trade Association), The trade con-
cessione exchanged by the EEC with third countries in Western Europe were
insufficient, however, either to eliminate completely the existing econo-
mic division within Western Furcope or to provide the necessary conditions
for economic integration of the area as a whole. Hence, in 1967, a num-
ber of countries outside the EEC took direct initiative toward such
integration and requested that they be admitted as members or assoclates.
Implicit in these requests was the abandonment by some applicants of
thelr prefereece for a rival Furopean group (i.e., the European Free Trade
Association), and the judgment that Western Furopean integration should
be achieved primarily within the framework of the EEC. Although the EEC
showed no interest during the year in undertaking negotlations on the
entry of third countries, the aforementioned applications for membership
made in 1967 promised to be of historic importance to the further develop-
ment, no£ only of the Community itself, but also of Western Europe as a

whole.

Reduction of Intra-Community Customs Duties
On July 1, 1967, the EEC members reduced their customs duties on

imports of industrial commodities originating within the Community by
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an additional 5 percent of the (base) rates in force on January 1, 1957.
This constituted the ninth cut to have been made in intra-Community cué-
toms duties; individual rates of duty on such products had now been re-
duced to 15 percent of‘the base rates. The contemplated elimination of
this remaining 15 percent, and of the remiining quotas in intra-Community
trade, scheduled for mid-1968, would soon establish fully the customs
unioﬁ of the EEC for industrial products. Meanwhile, the dismantling of
duties in intermember trade in agricultural products subject to the com-
mon agricultural policy (C;A.P.) continued at a pace stipulated when
common marketing organizations were created for them. Duties on agri-
cultural products other than those products already under common market-
ing organizations (listed in Annex II of the Rome Treaty) were reduced
to 25 percent of their January 1957 levels. Completely free intra-
area movement of these farm products was projected to be achieved by
mid-1968.

In November 1967, the European Communities' Commission made propos-
als, which if adopted, would ensure that the Community would operate as
a single customs area through the harmonization of customs procedures

affecting the storage of goods, payment of charges, and inspections.

Common External Tariff
During 1967, the_-fofty percent difference, which had existed in
1966, between the rates in the members' national tariff schedules of
1957 and those provided for in the common external tariff continued to
prevail, The complete alinement of the national tariff schedules for

industrial products with the common external tariff was to be completed
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on July 1, 1968. With this last alinement, the rates of duty on im-
ports of industrial products from third countries would be identical
for 8ll menbers of the Community. }/

In the case of agricultqral products subject to the Community's
common agricultural policy, the common external tariff was to enter
into force at various dates befare July 1968; g/ for other agricul=-
tural products, the final alinement of.the national tariffs to thé

cqmmoh external tariff was scheduled to be completed by July 1968.

Harmonization of the Indirect Tax System
In 1967, the Community continued to develop a single tax policy
in the EEC érea. In April, the Council of Ministers decided to sub-
stitute a common turhover tax system for the nonuniform national
turnover taxes then being imposed; the latter were deemed to lay
unequal burdens on intra-area competition. The Council agreed that

the new turnover tax should be levied on the basis of '"value added," 3/

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

g/ Imports from third countries of most agricultural products sub-
ject to a variable import levy were not to be subject to the common
external tariff rates. The marketing regulations for some products,
however, provided for the use of both a common external tariff rate
and a variable levy on imports from third countries,

3/ At the end of 1967, only France among the members of the Commu-
nity employed a "tax on the value added" (TVA); the other EEC members
employed a cumulative turnover tax {frequently termed a "cascade"
tax). Both the TVA and the cascade tax are ad valorem, multistage
taxes which are collected on products whenever they are sold. The
TVA, however, is levied on the "value added" by the seller of the
product, while the cascade tax is levied on the full value of the .
product. The aggregate tax load imposed on a product by the cascadex/‘
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and that it would become operative on January 1, 1970. The sﬁbstitu-
tion of value added as the basis for assessing the turnover tax was to
constitute but the first phase of a program to harmonize turnover
taxes in the Community. In this phase, member countries were to main-
tain their own tax rates while using a.common tax structure; the ef-
fective tax burden imposed on comparable commodities would therefore
v;ry from member to member. During the projected second-phase of
harmonization, the tax rates themselves would be made uniform to as-
sure equitable competitive conditions between comparable products of
members. By the end of 1967, however, no time limit had been speci-
fied for the completion of this stage. Meanwhile other plans for

harmonizing EEC financial policy were ‘under consideration.

Common Agricultural Policy

During the year, the Community made significant strides in imple-
menting its common agricultural policy (CAP). It established a single
intraregional market for a number of agricultural products suéh as
grains, rice, pork, eggs, and poultry. Restrictions on intermember
trade in these proéucts were eliminated and a common price s&stem
applicable to certain of these products was established. During the
year, moreover, common marketing rules were applied for other products
(fats and oils), existing CAP provisions for some others were supple-

mented (fruits and vegetables), and transitional arrangements to

tax depends, among other factors, on the number of changes in owner-
ship before it reaches the consumer; such tax thereby favors the in-
tegrated firm. Unlike the cascade tax, the aggregate tax load imposed
on a product by the TVA is not affected by the number of changes in

ownership (since only the "value added" by the seller is taxed at each
sale); such tax favors neither the in ~crated nor nonintegraged firm.
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create a single market were put into operation for still others
(sugar ). By the close of 1967, sbout 90 percent of the Community's
agricultural products had become subject to controls administered
under the CAP. The Treaty of Rome stipulated that a single,
Community-wide sgricultural market should be fully established by

. 1970, Later decisioms by the Council advanced the prospect of this
objective by programming individual common markets for the most impor-
tant‘agricultural products on or before July 1, 1968.

In giming at a unified agricultural market, it was necessary for
the Community to substitute & common policy for the multitude of
price-support operatioﬁs and protective controls that had existed in
the member countries. A fundamental objective of this policy was to
gusrentee a "fair" imcome to its farmers, while maintaining regular
supplies at "equitsable prices” to consumers. The EEC planned to
achieve thése somevhat conflicting objectives by supporting farm
prices throughout the area and by granting producers significant pro-
tection against imports. Farm income was to be guaranteed by stabil-
izing the prices of the strategic agricultural commodities within the
Community and by subsidizingvagricultural exports. In the framework
of the CAP, Community-wide marketing organizations were to be set up
for each important product category, and common prices were to be ege-
tablished for products of prime importance to farm income. The basic
means of protection against imports from third countries was the use
of a varieble levy system designed to isolate EEC markets for key farm

commodities from foreign competition. Nevertheless, imports of other
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farm products were permitted to enter in response to demand and there-
by influence prices in the Community.

July 1, 1967--~when the common prices for grains became effective~w
marked a turning point in the development of the common agricultural
market. Gralns are widely produced in the Community and their prices
influence the prices of many other farm products; hence, the harmon-
£zing of such prices constituted the key to the ggricultural trade
program of the EEC. Accordingly, the development of a common price
policy for pork and the establishment of a common market for eggs and
poultry (also on July 1, 1967), was facilitated by the standardization
of feed prices, which, in turn, resulted from the simultaneous appli-
cation of common grain prices.

The price, market, and foreign trade policies described above
were all components of a shortrun common agricultural policy. Iﬁ the
long run, the Community aimed to promote structural changes in its
agriculture (such as a shift to large- and medium-sized farms; with-
drawal of unsuitable land from farm uses; regional development of |
farming ) and thereby to increase productivity. Earlier, the Com-
mnity had established the Guidance Section of the European Agricul-
tural Guidance and Guarantee Fund (EAGGF) to further its long-range
agriculturgl policy projects aiming at a structural adjustment of
farming qualified for assistance from this section of the Fund. By
the close of 1967, however, structural reform had received much less
study and financial support than had the manifold programs to imple-

ment the common agricultural market and price policies.
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Regulations respecting selected agricultural products.

The regulations thet entered into force during 1967 respecting the
establishment of single markets for agricultural products differed ma-
terially from one another in the principles and mechanisms employed.
These regulations had the following common features: +they (1) reduced
or eliminated intermember trade restrictions; (2) provided either direct
support to domestic production or price-support in domestic and export
markets that wefe finanneﬂ'by the European,Agricuitural Gﬁid#nce ;ﬁd
Guarantee Fund (EAGEF); and (3) determined what protection should be
afforded domestic producers against imports from third countries.

As indicated, the sxtent and the form of market support and protec-
tion varied substantimlly with the individual products involved. Pro-
ducers of certain farm products (such as érains and rice) were accorded
strong price support, via intervention prices, to assure minimum prices
fo farmers irfespective'of supply condifions. Producers of products in
this category were also proteéted.from price competition by levies on
jmports from outside the Community. These levies were designed to off-
set any price advantage that imported products had over domestic
products.

Regulations relating té other products (such as pork, fruits and
vegetables), however, allowed the aggregate supply of such commodities
to be at least partly responsive to market conditions, Less extensive
price support (withdrawal of the product from the market at interven-

tion prices) was provided for most of such products; suech support,

however, was not intended to assure a "fair" income to the respective
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farmers; it was designed only to prevent a drastic deterioration of
prices. For products in this category, the import policy was generally
more liberal than that employed for the key agricultural products. Ei-
ther a common external duty or import levy was applied; the incidence of
the latter, however, was altered from time to time with changes in supply
and Qemanda Protection was accorded only when import prices fell below
a designated minimal level (sluicegate price). Price guarantees and ex-
port subsidies for another category of products (sugar) were tied to
quantitative restrictions. No price supports (e.g., market intervention)
were provided for some products (such as, eggs and poultry) though thesé
"products were afforded some protection from outéidé competition by a

levy system,

The European Agricultural Guidance and Guarantee Fund

On July 1, 1967, the Guarantee Section of the European Agricultural
Guidance and Guarantee Fund 1/ (EAGGF) assumed responsibility for financ-
ing the common marketing organizations concerned with CAP operations
(including those still in the transition stage). The Guarantee Section
of EAGGF was created éo finance Community price-support operations for
various products and the subsidies on exports to third countries. The
Guidance Section was established to finance structural reforms in farm-
ing {consolidation of holdings, land drainage, reforestation, etc.)
and projects to improve production and marketing (construction of silos,

refrigeration plants, etc.).

i7 Henceforth, the European Agricultural Guidance and Guarantee Fund
(established in 1962) will be referred to also as "the Fund."
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After mid-1967, member states discontinued direct contributions to
finance product- and price-support operations; all their contributions
were direéteé<through the Fund. The members agreed that, between mid-
1967 and January 1970 (the end of the transition period for the agricul-
tural commoﬁ market), nearly half of the EAGGF revenues were to be de-
rived from member contributions. The rest was to be obtained fro$ the
levies on the agricultural imports from nonmember states;\90 percent of
such levies was to go to the EAGGF. After 1969, all levies on agricul-
tural imports were to go to the Fund. The source of the additional
revenﬁes to cover expenditures of the Fund was to be decided upon at
a later date.

In June 1967, the Commission proposeq that the Council undertake
ten Community-wide programs i to be financed by the EAGGF (Guidance:
Section) at an estimated cost of $672 million. The Fund would finance
about 25 percént of the cost of each project; the femainde: would be
jointly covered by the respective member countries and concerns béne-
‘fitting therefrom. The expenditures of the Guidance Section were re-
étriéted to a provisional annual ceiling of $28§ million. By the close
of 1967, no decision had been reached on how expenditures by the Guid-
ance Section would be funded after 1969.

‘When established, the Fund was not initially called upon to take
over the full financing of the common agricultural policy; it was then

expected to contribute increasing annual amounts to assist the CAP

v }/ Such as projects to develop depressed and backward farming areas;
structural improvements in milk, meat, vineyard, and wine industries;
investments relating to land reform, irrigation, drainage, and forestry.
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operations of member states. As soon as a common marketing organiza-
tion could be completed for a given product, however, it was to be fi-
nanced entirely by the Fund. After 1969, the end of the transition

period, the full cost of the common agricultural policy was to be borne

by the EAGGF.

Projected Merger of the Three European Communities

On July 1, 1967, both the Council and the Commission of the Euro-
pean Economic Community merged with their counterparts in the European
Coal and Steel Community (ECSC) and‘the European Atomic Energy Community
 (EURATOM). 1/ The newly created Furopean Communities Council appointed
the 14 members of the new European Communities Commissionl This Commis-
sion was to serve for a maximum of three years and thereafter its size
was to be reduced to nine members, wh§ would serve four-year terms.

The establishment of a single Council and a single Commission con-
stituted only a preliminary step to the contemplated merger of the fhree
Communities themselves. Such merger would ultimately require the con-
solidation of the respective administrations and budgets, and most im-
portant, the unification of the three treaties that had established the
ECSC, the EEC, and EURATOM. By the end of 1967, no deadline had been

scheduled for meeting these requirements.

Possible Expansion of the European_Econbmic Community

In 1967, the EEC was challenged by a number of countries to live

}/WA‘treaty signed by the six governmenté in April 1965 provided the
basis of this institutional change.
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up to the invitation incorporated in the preamble of the Treaty of Rome
"calling upon the other peopies of Europe who share their ideal" to join
in their efforts. In May, the United Kingdom, Ireland, and Demmark ap-
plied for membership in the European Economic Community ;/; in July,
Norway did so. Sweden, however, sought a type of participation in the
Community that would be compatible with its traditional policy of neu-
trality. All five of these countries were concerned over the prospect
of remaining outside the mainstream of European integration. Some of
the applicants were also motivated by special considerations. Denmark
and Ireland, for example, were anxious to find outlets for their agficul—
tural exports in the Community. The United Kingdom deemed that its par-
ticipation in a coordinated research and development program within the
Community and the increased competitiveness generated by a common Com-
munity market would stimulate its technological development, g/

In Septeﬁber 1967, the Commission of the Communities expressed its -
views on these applications for membership. In a report to the Council
of the Communities, the Commission emphasized that the applicants would
have to accept unconditionally both the provisions of the Treaty of Rome,
which had created the European Community, and subsequent decisions.there-
under; it clarified the implications of such unconditional acceptance and

enumerated further conditions- that would have to be fulfilled, if these

}/'Article 237 of the Treaty of Rome stipulates that any European
state may apply to become a member of the European Economic Community.
Countries interested in membership may apply to the Council of Minis-
ters which, after obtaining the opinion of the Commlssion, makes its
decision. Unanimous approval is required for the entry of a new member.

2/ See p. 139.
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countries were to accede to the Community. For example, the reestablish-
ment of economic and financial stability in the United Kingdom was deemed
to be a prerequisite for that country's membership in the Community. The
report indicated also that procedures should be developed to agsure eqnit-
able relationships between the applicants %hat were members of the Euro-
pean Free Trade Association and EFTA members not wishing to join the
Community.

The report analyzed the problems that accession might generate not
only for the applicants, but also for the Community; it foresaw that the
internal development of the Community would be complicated.by the in-

" evitable institutional revisions. The Commission concluded that, de-
spite such difficulties, negotiations should be initiated with the four
countries (Demmark, Ireland, Norway, and the United Kingdom) that had
applied for membership, to examine these problems in detail and to saek
their solutions. 1In the Council of the Communities, five.members -
(France excepted) agreed with the Commission's view that an early open-
ing of negotiations was desirable, and that such negotiations could pro-
ceed parallel with the reestablishment of economic stability in- the
United Kingdom. France, however, maintained that entry of the four
countries would not only profoundly alter the character and administra-
tion of the Communities, but also create grave substantive and proce-.
dural problems. The French Government insisted, moredver}~that stabili-
zation of the British economy would have to be achieved before acceséion
by the United Kingdom could be considered. Hence, in the absence of the

required unanimous consent to begin negotiations, the Council of the
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Communities informed the Governments concerned in December 1967 that,

for the time being, no action would be taken on their requests.

Other External Relations

The aforementioned request by the five European states to join the
Community, and the conclusion of the Kennedy Round }/ constituted the
two most significant developments during the year involving EEC rela-
tions with nomnmember countries. The Community concluded no new agree-
ments of association or preferential trade agreements with third coun-
tries in 1967. Nevertheless, it continﬁed to implement agreements of
association already operative and either negotiated new cbmmercial
agreements wifh some third countries or extended the duration of simi-
lar agreements with some others. These activities involved the follow-
ing countries:

Greece.--In view of the unsettled political situation in
Greece, the Community, in April 1967, limited its operations
under the agreement of assoclation with that country to imple-
menting existing commitments. Greece implemented various sched-
uled tariff reductions on imports originating in the Community;’
the latter, in turn, removed customs duties on imports of Greek
tobacco. The EEC took no further action, however, to harmonize
Greece's farm policies with those of the Community; neither did
it extend new financilal aid to that country, nor make addition-
al loans under the previously negotiated financial agreement,

Malta.--In September 1967, Malta, which became an inde-
pendent state in 1967, asked for negotiations to establish
some form of relationship with the Community. The time elapsed
by the close of the year was too short for any action to be
taken,

l/ The Kennedy Round is discussed in chapter 4 of this report.



131

Turkey.--In December 1967, when the fourth year of Turkey's
association with the EEC began, the Community increased substan-
tially its trade preferences extended to imports originating in
that country.

Spain.~-In July 1967, the Council of the European Commu-
nities gave the Commission a mandate to negotiate a preferen-
tial agreement with Spain. Toward this end, two negotiating
sessions had been held by the end of the year.

- African and Malagasy stages.--During the year, the European
‘Development Fund (EDF) 1/ undertook to finance 44 additional
development projects designed to benefit the economies of the
African and Malagasy states associated with the EEC., Between
1958 and the close of 1967, the EDF had made total commitments
in excess of a billion dollars; most of which had been in the
form of grants to finance more than 600 projects.

Maghreb countries.--In November 1967, the Community resumed
negotiations with both Morocco and Tunisia to.develop preferen-
tial arrangements with them that could be replaced later by over-
all association agreements, 2/

Israel.--The Community extended for one year its commercial
agreement with Israel, which was to expire on June 30, 1967.
Meanwhile, the Community continued its discussions on an agree-
ment of association that Israel had requested earlier.

Iran.--In December 1967, the EEC extended for one year *ts
commercial agreement with Iran, signed in 1963.

Other.--During the year, the Commission submitted proposals
to the Council not only to negotiate a commercial agreement with
Yugoslavia, but also to continue negotiations with the three Egst
African countries (Kenya, Uganda, and Tanzania) that had requested
association with the Community.

l/fThe European Economic Community established the first European
Development Fund for 1959-64, the second one for 1964-69, to promote
economic growth overseas. Countries benefiting from the EDF grants
and loans were the 18 African and Malagasy states associated with the
EEC under the Yaounde Convention, and the French and Dutch overseas
territories.

2/ Initial negotiations began in 1965.
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EUROPEAN FREE TRADE ASSOCIATION

In 1967, EFTA's 1/ position and commercial relations with its trad-
ing partners were materially affected by three events that occurred
during that year--namely, (a) the application by some of ﬁhe Associa-
tion's 2/ members to join the European Economic Community; (b) the
completion of the Kennedy Round of trade negotiations under the GATT;
and (c¢) the devaluation of their currencies by some Association mem-
bers. As regards the Association's internal deveiopment, however, the
year 1967 was without major developments. On the last day of 1966,
EFTA fully realized its basic objective--that of attaining virtually
free trade among its members.

Gaining admittance into the European Economic Community constituted
a major preoccupation of the EFTA members in 1967. Activities devoted
to this objective overshadowed other events relating to the Associa-
tion's work dﬁring that year. Applications to join the EEC were sub-
mitted by the United Kingdom and three other members of the Assocla-
“tion, but the Community failed even to hold preliminary discussions of
the matter. Nevertheless, it advised that the applications would re-
main under consideration., Accession of the EFTA countries to the EEC
would have brought virtual dissolution of thé Association; the reluc-
tance of the Community, on the other hand, undoubtedly prolonged the
life of the EFTA for an undetermined period of time.

Multilateral tariff concessions, negotiated at the Kennedy Round

under the GATT, provided a significant measure of relief from the

;/ EFTA included the following countries as members: Austria, Den-
mark, Norway, Portugal, Switzerland, Sweden, and the United Kingdom.
Finland became an associate member in 1961.

2/ Henceforth EFTA may also be referred to as "the Association."
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effects of trade restrictions between EFTA and its trading partners,
particularly the EEC and the United States. These concessions, howevér,
stopped short of complete elimination of trade restrictions; meanwhile,
the EFTA regional commercial arrangement served to liberalize trade
within the limited area of the respective‘member states. Hence, at the‘
end of 1967, and despite the successful completion of the Kennedy Round
of trade negotiations, EFTA had no more reason for liquidation; in fact,‘
it could look forward to continued existence as an independent trading

bloc in a divided European and world economy.

During the year under review, three EFTA meﬁbers--Denmark, Finland,
and the United Kingdom--devalued their currencies. These devaluations,
especially that of the pound sterling, changed the terms of trade of
these EFTA countries, thereby making their exports more competitive in
third countries. Accordingly, the devaluations were expected to help

reduce the traditional deficit in EFTA's balance of commodity tra&e.'

Elimination of Intra-EFTA Customs Duties
On the last day of 1967, Finland abolished its duties on imports
of industrial goods originating in EFTA countries, thereby making the en-
tire EFTA area & free-trade area for such commodities. A year earlier
the other members of EFTA had completely fulfilled their obligations in
this regard. At that time, they had permitited Finland to retain, through

1967, 10 percent of the basic duties ;/ it had imposed on industrial

1/ Basic rates of import duties were those in effect in the member
countries of EFTA on Jan. 1, 1960.
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products imported from EFTA members and 30 percent'of the basic rates
that had been applied to certain "sensitive" products, 1/ such as tex-
tiles, footwear, iron aﬁd steel products. The duties on the latter
products, however, were to be eliminated by 1970. Similarly, the mem-
bers permitted Portugal to retain, until sometime before 1980, 60 per-
cent of its basic rates of duty imposed on a wide range-of industrial
imports from EFTA members. 2/ In addition, the EFTA members had agreed
that ali EFTA countries could retain their revenue duties on intra-
regional imports. ;/

During the year under review, however, both Portugal and Finland
exceeded their contractual obligations. In March 1967, at a meeting of
EFTA ministefs, the Portuguese Government amnounced that, as a contribu-
tion to EFTA solidarity, it would accelerate duty reductions applicable
to intréregional trade on about 70 products. Concurrently, the Finnish
representativé reported that his Government would reduce its duties oﬁ
passenger cars imported from EFTA countries, a promise that was ful-
filled shortly thereafter.

At the October 1967 meeting of the EFTA ministers, Finland an-

nounced that it would renounce its privilege of continuing to charge

1/ Listed in Annex I of the Finland-EFTA Agreement (see: Convention
Establishing the European Free Trade Association, Geneva, 1967, p. 87).
g/ Annex G of the Stockholm Convention described the specific condi-
tions under which certain products imported to Portugel were exempt
from the EFTA timetable of tariff reductions. The Appendix contained
also special arrangements for the elimination of duties on imports of
such products.

;/ The revenue duties of each EFTA country, except Denmark that had

none, were published in Nos. 2, 3, and 7 of the EFTA Bulletin, Vol.
VIII.
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duties, until 1970, on the aforementioned "sensitive" products 1/in
intermember trade.  Accordingly, on December 31, 1967, Finland vir-
tually eliminated all of the remaining customs dutlies affecting trade
within the area. Thus, by the end of 1967, the free-trade relation-
ship attained by the other EFTA members a year earlier was broadened

to include the territory of Finland.

Nontariff Barriers

In 1967 EFTA concentrated its attention on the removal of non-
tariff and nonquota trade barriers, to further promote freedom of
trade and competition within the area. EFTAVmembers had employed a
variety of laws, regulations, and practices that interfered with the
free movement of commodities; these included provisions for drawback,
various fiscal charges on foreign products, marking regulations, and
import licensing systems. Some of these measures and practices had
been adopted by the respective member governments principally to pro-
tect domestic industries. Various administrative and technical re-
quirements governing industrial imports, although designed to safe-
guard public health and safety, also served to protect domestic indus-
tries.

Because of their diversity from one member country to another,
other laws, regulations, and practices, while not used designedly to
protect domestic industries, nonetheless, impeded intermémber trade.

Such "technical barriers" resulted, for example, from the diversity of

1/ Listed in Annex I of the Finland-EFTA agreement.
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patent laws and imdustrial standards within EFTA. Such diversity was
found to constitute‘significanf obstacles to intermember trade--the
first, because of the time-consuming process involved in obtaining
separate patents from.individgal member countries before the products
could be afforded patent protection there and the second, bécause of
the added production costs involved in satisfying divergent industrial
standards within the EFTA market.

'In 1967, EFTA committees and working parties continued to study
the incidence of nontariff and nonquota trade barriers on EFTA trade
and seek means for their early removal. They gave high priority to

implementation of certain "rules of competition," and to removal of
the so-called technical barriers to trade to be achieved through stand-
ardization of national legislation and brocedures.

Among the "rules of competition," the one dealing with restric-
tive business practices received the greatest attention. This_rule_g/
considers agreements between enterprises that prevent or restrict com-
petition in the EFTA area, and actions by enterprises that take unfair
advantage of their dominant position, to be incompatible with the ob-
jectives of EFTA; such agreements and actions operate to negate the
beneflts to be gained from the removal of customs duties and quotas in
intermember trade. In April 1967, Switzerland and Portugal com-

plained to the EFTA authorities that in one of the member countries

an assoclation of producers, in violation of this rule, had offered

1/ EFTA Convention, Article XV. (See Convention, op. cit. p. 22.)
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clients a "loyalty" premium of 3 percent if they refrained from import-
ing certain cemmodities. The complaint was referred to the authorities
of the importing country, which promptly settled the matter with the
producers' association. The case was thus resolved in accordance with
the provisions of the EFTA Convention through bilateral governmental
contacts. Meanwhile, an EFTA working party had been active inrexplor—
ing how member states could implement the rule dealing with restric— |
tive business practices. l/

Meanwhile an EFTA Committee of Trade Experts reviewed the actions
undertaken by member states to implement the rule on "public undertak-
ings." 2/ This rule requires that, in theif pfocurement and trading
practices in the EFTA area, governmental bodies and pﬁblic enterprises
accord non-discriminatory treatment to non-national EFTA suppliers- (or
purchasers ). The Committee also agreed that lists of pending public
-purchases by members be circulated in tlhie other EFTA countries in order
to expand campetitive bidding to the whole EFTA regioﬁ.'

The‘EFTA Committee of Trade Experts also continued in 1967 to in-
vestigate the restrictive effect on intra-EFTA trade of compulsory tech-
nical regulations applied by member countries on certain products. ;/
The Committee studied procedures employed by the EEC in this regard

and concluded that the need for coordinating such regulations was the

}/ This was the second working party established by EFTA with a man-
date to deal with restrictive business practices. The earlier one re-
viewed pertinent legislation and practices in member countries.

2/ EFTA Convention, Article XIV. (See Convention, op. cit. p. 21).

3/ In 1965 this Committee had been given the mandate to deal with the
problem of the compulsory technical regulations that restricted intra-
EFTA trade.
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greatest in such commedity groups as electrical equipment, motor ve-
hicles, and agricultural machinery. A special working party that had
been established in 1966 to explore the trade-hampering effects of com-
pulsory regulations on pharmaceutical products continued its work in
1967; in doing sé, it prepared a catalogue of differences between EFTA

and EEC regulations pertaining to pharmaceuticals.

Relationship with the European Economic Community

In 1967, half of the EFTA countries made a second attempt to join
the European Economic Community. }/ One of the major objébtives of the
EFTA, when it was originally established, was that it should serve as a
transitional érrangement that would assist its members in attaining some
form of economic cooperation with the EEC., In May 1967, the United King-
dom and Denmark applied for membership in the Community and requested
" that negotiations tq tﬁat end be undertaken; in July, Norway and Sweden
followed with their applications. 2/ For a number of years, Austria had
_béen'aétively engaged in talks aimed at concluding a special treaty with
the EEC. Thus, by the end of 1967, five EFTA countries had initiated
or requested negotiations for some form of participation in the EEC

‘activities.

1/ The first such attempt was made in 1961-63, when all EFTA coun-
tries, except Finland, applied to join the EEC. In January, 1963 France
vetoed the United Kingdom's application, thereby suspending negotiations
between the EFTA countries (except Austria) and the EEC.

2/ In contrast to the United Kingdom, Demmark, and Norway, Sweden did
not ask for negotiations with a view to gaining membership but ‘'with a
view to enabling Sweden to participate in the extension of the EEC in a
form which is compatible with a continued Swedish policy of neutrality."
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The United Kingdom and the other EFTA applicants wished to partici-
pate 1in and reap the benefits of economlc, and possibly political, inte-
gration of Furope. 1/ Three EFTA countries--Finland, Portugal, and
Switzerland--took no action in 1967 g/ in pursuit of closér relations
with the European Community. Spokesmeh of these countries expressed
concern that EFTA's achievements might be endangered by the overtures
éf some of its members toward the EEC; they pointed out also that the
EEC's attitude toward potential membership by EFTA countries continued
. to be as unreceptive ag in 1963. Finland and Switzerland further were
concerned about their status of neutrality and the confliect it would
create were affiliation with the EEC realized.

Although EFTA did not enter into direct negotiations with the Com-
munity during 1967, it supported the efforts of individuel members to
"open up new prospects for a solution of the guestion of European eco-
nomic integration.” 3/ At the April and October meetings, the EFTA
ministers reaffirmed their intention E/ of keeping each other informed
of any contacts made with the European Community and of remaining in
close consultation at all stages; thé Governments concerned adhered to
this pledge during 1967. The ministers also reaffirmed that, in any new

relationships that might evolve from their negotiations with the EEC,

1/ See also section on the EEC, in this chapter.

2/ In 1961-62, Portugal and Switzerland had requested negotiations
with the EEC with a view to obtalning associate memberships in the Com-
munity. Their applications, however, had not been acted upon, follow-

. ing France's veto of the United Kingdom's application for entry in 1963.
3/ Communique, European Free Trade Association, EFTA Bulletin, Vol.
VIII, No. 4, June 1967, p. 13.

4/ Agreed to at the EFTA ministerial meeting of December 1966.
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their respective governments would undertake to preserve the free market
that had been established by EFTA. 1/

In December 1967, the Council of Ministers of the Community in-
formed the EFTA Governments concerned that the EEC had been unable, for
the time being, fo act on their applications for membership. Five men-
bers of the Community had supported the applications strongly, but France
had insisted that no negotiations be started on the application of the

United Kingdom. 2/

Currency Devaluation

During the year under review, three EFTA members sought through
currency devaiuation to narrow the deficit in the trade accounts of
their balance of payments. In October 1967, Finland devalued its cur-
rency from Fmk 3.20 to Fmk 4.20 to the dollar. The Finnish action was
followed in November by the devaluation of the pound sterling from $2.80
to a par value of $2.40, and, shortly thereafter, by the devaluation of
the Danish Kroner from a par value of DKr 6.91 to DKr 7.50 to the dollar.
The devaluation of the Danish Kroner was effected because the devalua-
tion of the pound sterling had adversely affected Demmark's ability to
export agricultural products to the United Kingdom. 3/ The other EFTA
countries reassured their partners that they would keep their currencies

firm in order to prevent a chain reaction of devaluation that would

1/ The free market established in EFTA would be safeguarded only if
the EFTA countries that joined the EEC were prepared not to re-erect
customs duties against the EFTA partners not doing so.

2/ See also the section on the EEC, in this chapter.

3/ In 1966, nearly half of Denmark's exports of agricultural products
had been so0ld on the British market.
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nullify the effect of the British action. The EFTA Council approved
these devaluations at a specially convened meeting following the an-

nouncement of the devaluation of the pound sterling.
LATIN AMERICAN FREE TRADE ASSOCIATION

In 1967 the members of the Latin American Free Trade Association
(LAFTA) ;/ expanded materially the number of products that they had
been listing to achieve their projected free-trade relationship. A
substantial number of items were added to their respective "national:
lists," which identified the tariff concessions that they had negoti-
ated bilaterally with one another. Although negotiated bilaterally,
the concessions were generalized to all other members. No further

"ecommon list," identi-

expansion was achieved, however, in the LAFTA
fying the commodities traded within the LAFTA area that would ulti-
mately be accorded duty-free treatment. Meanwhile, tﬁe LAFTA members
continued their program for promoting industrial specialization, by
encouraging the expansion of industrial facilities in designated
countries and assuring an area-wide ﬁarket for the products-of the
industries concerned,

Other important developments in the LAFTA during the year were:
(1) an agreement by the American Chiefs of State to establish, during

1970-85, g8 Latin American Common Market that would encompass all

countries of Latin America; and (2) three preliminary agreements to

1/ By the end of 1907, the membership of LAFTA comprised Argentina,
Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Peru,
Uruguay and Venezuela. Bolivia had joined in February 1967.
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achieve subregional economic integration--the Andean Development Corpo-
ration to assist six member countries, the River Plate Basin economic

arrangement to assist five others, and a special arrangement between
Argentina énd Brazil. ZEarly in the year, Bolivia became the eleventh

member of the IAFTA,
Exchange of Trade Concessions

At their Seventh Annual Conference, held during October-December
1967, the LAFTA members exchanged concessions bilaterally with one
another involving nearly a thousand tariff items. These concessions
were embodied in their respective "national lists." 1/ Some of these
concessions expanded the list of commodities iﬁvolved--i.e., they ap-

plied to products for which no intraregional duty reductions had

"1/ The LAFTA seeks, over a twelve-year transitional period (1962~
73) to eliminate tariff and other barriers to intraregional trade.
Three principal approaches to this objective were provided for by the
Treaty of Montevideo:

(1) National lists: Each member of the LAFTA agreed to negoti-
ate a "national list" of import-duty concessions to be accorded to
other member countries. Such concessions were to be negotiated at
the Annual Conferences of the Association., Each member of the LAFTA
agreed to adjust its duties annually to assure that the ratio of the
weighted average of duties and charges on intraregional imports to
the duties imposed on imports from third countries would decline by
at least 8 percent annually. It was anticipated that all intrare-
gional dutiles and charges were to be completely eliminated by the end
of the twelve-year transitional period, The concessions on the na-
tional lists could be withdrawn on 90-days notice, but adequate com-
pensation in the form of other concessions had to be granted.

(2) The Common List: The Common List, which was to be drawn up
at four triennial meetings between 1962 and 1973, was designed to
identify the products on which all intraregional import duties and
charges were to be eliminated by 1973, At each meeting, commodities
accounting for at least 25 percent of the total value of all products
traded intraregionally were to be added to the Common List. Once a
product had been placed on the List it could not be withdrawn. By
the close of 1967, however, no timetable had been established under
which the LAFTA members had agreed to reduce duties on the enumerated
products except, of course, that by 1973 all intraregional trade
would be freed.

(3) "Complementation" agreements: Under the arrangement, two or
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breviously been granted; the remainder accorded deeper reductions in
duty on products that had appeared earlier on some national lists. By
the end of 1967, more than ten thousand concessions had been granted by
members. More than half of these concessions had been granted by three
LAFTA members--Argentina, Brazil, and Ecuédor.

No progress was made during 1967, on the other hand, respecting
the'ﬁermanent"trade concessions incorporated in IAFTA's "Common List."
The second triennial meeting at which the members were to complete the
second stage of negotiations, which would assure that, in terms of valué,
half of the items traded within the area would ultimately be accorded
duty-free treatment, was held in July 1967. ;/ ‘At that meeting, items
that accounted for a second fourth of the total value of intraregional
trade (i.e., bringing the total to one-half) were to be placed on the
Common List, but the negotiators failed to reach agreement. The members
agreed, however, to hold further negotiations toward thislend in July
1968. The failure of the members to achieve agreement at the second
triennial meeting reflected primarily a conflict of interest among ILAFTA
countries regarding the addition to the Common List of such important

products as wheat and petroleum. 2/

more IAFTA members may conclude complementation’ agreements establishing
a free trade (or a common market with harmonized external duties on im-
ports from nonmembers) for a designated product or group of products.
Such agreements, which were designed to facilitate area-wide development
of designated sectors of industry, may also involve commitments respecting
plant locations. Complementation agreements may be initiated either by
the industrialists concerned or by the respective member governments.

1/ The first triennial meeting occurred in 196L; see Operation of the
Trade Agreements Program, 17th report, p. 83.

g/'Wheat and petroleum are largely state-traded items in the LAFTA area.
Their importance to intraregional trade, about 30 percent of the total an~
nual value, makes their eventual inclusion in the Common List almost in-
evitable.
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Complementation agreements

In 1967, the IAFTA members made further efforts to conclude "com-
plementation agfeements," whereby they sought to encourage regional
specializatioﬁ in designated industries. l/ Such agreements, ordinarily
negotiated betweeh two or more members, provided for the free movement
of trade in specified products, between the respective member countries.
In some instances the signatories also agreed on where the newly projec-
ted plant facilities were to be located. During éhe year, eight LAFTA
members signed an important new complementation agreement that provided

for free intraregional trade in approximately 300 chemical products. g/

Industrial séctor meetings

During 1967, LAFTA convened representatives of its industrial com-
munity to develop additional approaches to free trade and other aspects
of economic integrétion. Separate meetings were convened for each of
twenty industrisl séctérs. §/ As in the past, the primary purpose of
these meetings was to recommend products on which tariff concessions

could be granted at LAFTA's Annual Conferences, as well as those that

. l/ For additional information, see Operation of the Trade Agreements
 Program, 18th report (processed), p. 16L and 1Tth report, p. 83.

2/ Argentina, Brazil, Colombia, Chile, Mexico, Peru, Uruguay, and
Venezuela. The other 3 LAFTA members--Bolivia, Ecuador, and Paraguay--
that had not signed the agreement by the end of 1967, were to benefit
from it, by virtue of their status in the LAFTA as countries of lesser
development.

;/ The industrial sectors involved at these meetings were as follows:
chemicals, drugs (pharmaceuticals), abrasives, refractories, plastics,
glass, office machines, household electrical appliances, the generation
and transmission of electricity, electronic and communication equipment,
automobile parts, motorcycles and motor scooters, iron and steel, toys,
textiles, canned meat, poultry, fish and shellfish, citrus products, and
canned fruits and vegetables.
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would be appropriate subjects of complementation-agreements negotiations.
The 1967 industrial sector meetings yielded a large number of rec;
ommendations. Those proposing tariff concessions related primarily to
the products of four industries--chemicals, electric appliances, drugs,
and office machines; about a third of the'pfoposed concessions were
actually implemented by the members at their Seventh Annual Confergnce
in Oétober-December, 1967. Recommendations were offered proposing the
inclusion of more than a thousand items in future complementation agree-
ments; nearly 300 of these items were later included in the agreement
on chemicals signed late in 1967. Other recommendations proposed that

the members negotiate seven new complementation agreements.

Projected Participation in a Latin American Common Market

A project for economic integration of all countries in lLatin Amer-
ica gained substantial support during the year under review. At Punta
del Este in Uruguay, in April 1967, the American Chiefs of State agreed
on a program designed to establish a common market that would incorpo-
‘rate the countries of the IAFTA and those of the Central American Com-
mon Market (CACM), anﬁ other ILatin American countries. .They aléo agreed
that this new afrangement would become active in 1970 and be fully opera-
tive by 1985. The United States offered its sﬁpport for and pledged
financial assistance to the projected arrangement.

The American Chiefs of State further recommended that the ILAFTA
Council of Foreign Ministers adopt measures, not only to implement LAFTA}S
economic integration, but also to assure the establishment of the pro-

Jected Latin American Common Market., Io August-September 1967, however,
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when the foreign ministers met in Asuncion, Paraguay, to discuss these
measures, they failed to agree on a proposal for a programmed reduction
of import duties on commodities listed on the Common List and on the
preparation of a common external tariff. They agreed, nevertheless,

to establish a IAFTA-CACM Joint Coordinating Commission and to develop
standards for the formation of subregional arrangements within the

IAFTA.

Subregional Agreements

During 1967, the South American members of the LAFTA 1/ agreed to
create three "subregional arrangements” within the framework of the
parent brganization. The principal goal of the proposed subregional
arrangements was to accelerate the economic development and integration
of their members. The most noteworthy of the three arrangements was
the Andean Development Corporation, which was created in the interest
of Bolivia, Chile, Colémbia, Ecuador, Peru, and Venezuela. The second
arrangement, created by the countries of the River Plate Basin--Argen-
ltina, Bolivia, Brazil, Paraguay, and Uruguay, served a similar purpose.
A third agreement was designed to foster integrated development of
designated industries in Argentina and Brazil.

The Andean subregional arrangement began to take shape during the
year under review. Represenfatives of the member countries formed a
Mixed Commission to draft an agreement determining the organization
and.functions of its projected Development Corporation. The Commission

considered such matters as the liberalization of trade among the

l/ I.e., all TAFTA members except Mexico.
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members of the subgroup, the establishment of a common external tariff,
and the promotion of complementation agreements }/ ag prerequisites for
the projected economic integration. Moreover, the Commission defined
the functions of the Corporation and its relationship with the LAFTA
and the proposed Latin American Common Mafket. The Corporation would
function primarily as a coordinator of economic integration and indus-
triai development within the subregion; it would promote’industrial
projects and provide the necessary financial and technical assistance.
In December 1967 a group of financial and legal experts drew up the
final draft of the agreement (scheduled to be signed in February 1968)
establishing the Andean Development Corporation.

In November 1967, the five countriés of the River Plate Basin in-
itiated another subregional arrangement to promote economic development
in their area. During the same month, representatives of Argentina and
Brazil drafted a subregional arrangement laying the basislfor complemen-
tation agreements between the two countries to foster regionally inte-
grated industries to produce iron and steel products, automotive prod-

ucts, chemicals, and office equipment.

Currency Problems
In 1967, most of the IAFTA countries continued to experience a
serious deterioration in the purchasing power of their respective cur-

rencies. Between 1962 and 1957, many of the member nations had devalued

l/ During the year, the Andean group signed a protocol effecting a
complementation agreement in petrochemicals--the first such agreement
concluded on a subregional basis.
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their currencies to improve their competitive positions in export mar-
kets. In spite of this action, the currencies of Peru, Brazil, and to
a lesser extent, those of Uruguay, Argentina, and Colombia, were still
deemed to be overvalued E/; only the currency of Chile hadlbeen de-
valued by an amount more than that indicated by increase in the cost-

of-living.

New Member

Bolivia formally acceded to the IAFTA on February 8, 1967, thereby
becoming the eleventh contracting party to the Association. The new
menber was accorded the status of a "relatively less developed" coun-
try; as such; it was to he eligible for special concessions and privi-
leges in the IAFTA enjoyed theretofore by only Ecuador and Paraguay.
Such privileges consisted of being accorded: (1) duty concessions over
~and above thoge in the national lists to encourage productive activities
in these countries;.(zj the right to effect the required reductions of
trade restrictions at a less rapid rate than that required of other
members; (3) wider latitude than generally required in taking steps to
correct an unfavorable balance of payments; and (4) permission to sus-
pend temporarily obligations to accord duty concessions to other LAFTA

members, 1f necessary to their economic development.

;/ Based on the ratio of the exchange-rate index to the cost- of—11v1ng
index for each country.
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CENTRAL AMERICAN COMMON MARKET

By 1967 the members of tlie Central American Common Market
(CACM) l/ had achieved substantial freedom in their intraregional
- trade through the gradual abolition of trade restrictions among
one another. As a result, intraregionél trade had expanded fap-
idly between 1961, when the CACM was established, and 1967. In
1967, the growth of such trade continued, although at a lesser
rate than in the preceding years. On the other hand, trade be-
tween the United States and the CACM countries, which alsc had
expanded annually from 1961 through 1966, did not increase further
in 1967; in fact, U.S. exports to and imports from the .CACM were
slightly lower in that year than in 1966.

The CACM moved into a new phase of its-development during the
year under review. The member countries decided to intensify
thelr cooperation with other countries in Iatin America.and to
work toward eventual integration in a ILatin American Common Market;
meanwhile, they pursued their efforts toward economic integration
within the CACM. At a conference of the American Chiefs of State
in April 1967, the five CACM members adopted an action program
incorporating boti internal and external measures to be implemented
by them preparatory to their merger into a larger Latin American
Common Market. During 1967, the members also continued to con-

sider the possible accession of Panama to the Common Market.

1/ The Central American Common Market, composed of Guatemala, EL
Salvador, Honduras, Nicaragua, and Costa Rica, became operative in

1961.
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BElimination of Intraregional Trade Restrictions

By the end of 1967, the menmbers of the CACM had eliminated
intraregional trade restrictions on about 95 percent of the items
listed in the Central American Customs Nomenclature (NAUCA). This
trade liberalization gpplied only to commodities originating in
+he member countries. The CACM members expected to remove the
existing trade restrictions on the remaining 5 perdent of the items
in the NAUCA by 1970, when all intraregional trade was scheduled
. to be freed. These latter items, which included important products
such as wheat, corn, petroleum products, textiles, cigars, alcoholic
beverages,. and cosmetics, had been the subject of special negotia-
tions or internationsl commodity agreements. They accounted for
approximately a fourth of the value of the CACM intraregional trade -
as well as an equal share of the customs revenues collected in that

region,

Common External Teriff 1/
During 1967 the members of the CACM further implemented
their common external tariff. By the close of the year, they had
agreed on common tariff rates for about 87 percent of the items

listed in the NAUCA; they expected, moreover, to raise the total

1/ The external duties and charges of the CACM are governed by
the Central American Agreement on Equalization of Import Tariffs

and Charges of 1959. The agreement was ratified by all five member
countries in 1960.
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to at least 95 percent by April 1969. The members made no deci-
sion about including in the common external tariff the remaining
5 percént of the import classifications, which comprised 79 items.
During the year, the member countries continued to study pro-
posals to permit commodities of extrareéional origin to move freely
within the CACM, after payment of import duties had been made on
tﬁem upon their entry in any one of the five countries. The mem-
bers made no further progress on this subject by the end of the

year.

Total Foreign Trade and Intraregional Trade

Both the total foreign trade and fhe intraregionai trade of
the CACM member countries continued to grow during the year under
review. The value of aggregate imports into the five member coun-
tries (including intraregional trade) exceeded one billion dollers,
which was about 12 percent greater than in 1966. Total exports by
the five countries (including intraregional trade), on the other
hand, were valued at approximately $850 million, which was only
2 percent more then in 1966. As & result, the trade deficif of
the CACM countries with the rest of the world increased to nearly
$200 million in 1967 from $100 million in 1966.

During the year, intraregional trade of the CACM continued to
grow more rapidly than did 1ts total forelgn trade, although in 1967
the divergence between the two growth rates was smaller than in

earlier years. Intraregional trade was estimated at $200 million,
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which was abéut 14 percemt greater than in 1966 and L0OO percent
greater than in 1961. Whereas intraregional trade accounted for
about 7 percent of total CACM trade in 1961, 1/ it comprised

18 percent in 1966 and 19 percent in 196T7.

The expansion of intrareglonal trade is attributable, in
large part, to the substantial reduction of restrictions on such
trade, and to the CACM's policy of industrial development to facil-
itate the substitution,where practicable, of pfoducts of regional
origin for imports fram nonmember countries. This policy, to-
gether with the protection afforded by the common external tariff,
led to a rapid growth of light industry in the area. Growth in
some lines of production--especially the newly established ones--
wag so significant that imports of comparable products from out-
side the region were somewhat curtailed. The net effect of this
process of'import.substitution on the total imports into the area
was not very significant, however, since the new industries in-
creased the region's requirements for raw materials, capltal equip-
ment, and parts. Imports of such products 1ncreased both in

value and as a share of the region's total imports.

Trade With the United States
Between 1961 and 1966, U.S. exports to the CACM. countries had
increased annually from about $210 million to $360 million, respec-

tively. In 1967, they declined to $357 million. Throughout these

1/ Total imports of the five CACM countries.
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years, U.S. exports supplied nearly half of the aggregate imports
by the five members from outside their area, despite growing compe-'
tition from Germany and Japan. Such commodities as machinery,
agricultural and transportation equipment, paper and paperboard,
plastics, insecticides, fungicides, fertilizers supplied an in-
creased share of U.S. total exports to the CACM region, whereas
textile yarns and thread, pharmaceutical products, and petroleunm
products accounted for a smaller share. The change in the com-
modity pattern of this trade with the United States reflected the
gradual industrialization of the region.

U.S. annual imports from the CACM countries incregseq in value
from about $200 million in 1961 to about $300 million in 1967.
Throughout these years, coffee, bananas, and beef collectively ac-
counted for about three-fourths of the value of U.S. imports from
the Central American countries. Imports of coffee, alone, accounted
for more than half of U.S. imports from the five countries in 196i
compared with only ebout a third in 1967. In contrast, during the
seme period, imports of bananas, shriﬁp, beef, and sugar accounted
for an increasing share.

Projected Participation in a ILatin American
Common Market

In April 1967, at Punta del Este in Uruguay, the American

Chiefs of State agreed to establish a Latin American Cémmon Market

that would include the countries of the CACM, 1/ The new regional

1/ See also section on LAFTA,
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arrangement was to be established, progressively beginning in 1970.
‘This agreement gave the five Central American countries the long-
range prospect that, after they had accomplished their own economic
integration, they would collectively participate in an integration
movement of a much broader scale. The agreement was welcomed by
leading represeutatives of the CACM who recognized that the economic
development and prosperity of their respective countries would be
enhanced by greater economic cooperation and e;entual integration
with other countries in Latin America. These leaders felt that

the smallness of the area covered by the CACM and the similarity of
the economies of the five members (l.e., the lack of sufficlent com-
plementarity among them) placéd serious limits on the advantages
that could be gained from the integration of thelr respective econ-
omles. Hence, they agreed that the best potential for economic
growth of the CACM countries lay in their forming & broader cooper-
ative arrangement with third countries. Before that could be
undertaken, however, they also agreed that the economic integration
within the CACM should be completed. Accordingly, the chiefs of
the five member states adopted an actlon program dlrected to the
following objectives:

Improvement of the customs union and establishment of
a Central American monetary union; -

Promotion of a common forelgn-trade policy;
Development of a uniform policy for marketing agri-

cultural products and implementation of a Jjoint,
coordinated industrial policy;



159
Development of an infra-structure on a regional
basis;

Acceleration of the process of free movement of man-
power and capital within the area;

Harmonization of the basic legislation required for
economic integration.

At the meeting at Punta del Este, the American Chiefs of State
further agreed that CACM countries and countries 1n the proximity
of the CACM, whether members of LAFTA (such as Mexico, Colombia,
and Venezuela) or not (such as Panama, and the insular countries of
‘the Caribbean) could enter into "subregional' agreements involving
preferential trade and some other aspects of economic integration.
The Chiefs of State also established a committee, compbsed of the
executive organs of the LAFTA and the CACM, to promote cooperation
between the two organizations and to initiate the drafting of a

treaty creating a Latin American Common Market.

Cooperation With Panama
In September 1967 the CACM declared that the most desirable
form of cooperation between its members and Panamz could be
achleved if that country gradually assumed all rights and obliga-
tions of the CACM members, and eventually acquired full membership
in the regional arrangement. Earlier the Panamanian Government
had informed the TACM that it was prepared to resume negotiations

regarding Panama's accession to the CACM. 1/

1/ See Operation of the Trade Asreements Procram, 1Sth report
(processed ), pp. 175-6.
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The Kennedy Round

Earlier reports on the Operation of the Trade Agreements Program
have provided an account of the Kennedy Round, 1964-67, but by annual
installments only. In this 19th report, covering developments for
the year January-December 1967, the year in which the Kennedy Round
was completed, the Tariff Commission takes this opportunity to present
an overall view of this sixth round of tariff negotiations under the
General Agreement on Tariffs and Trade (GATT).

This chapter outlines the circumstances leading to the sixth
round, sketches the format of the Geneva negotiations, and describes
the outcome of the bargaining sessions. Such bargaining was con--
cérned principally with four major areas: industrial products, agri-
cultural products, special problems attaching to the trade of LDC's,
and nontariff barriers. Provided also 1s a brief account of the
International Grains Arrengement, the Antidumping Code, and the
Agreement Relating Principally to Chemicals Supplemental to the
Geneva (1967) Protocol (the American Selling Price "package"). The
fourth and final section of this chapter assesses the results of the
Kennedy Round, The scale of the tariff reductions negotiated at
this round are shown for the Blg Four--the United States, the European

Economic Community, the United Kingdom, and Japan.

157




158

CIRCUMSTANCES LEADING TO THE SIXTH ROUND

Prior to expiration in June 1962 of the authority of the
President to enter into tariff negotiations under the trade agree-
ments program, President Kennedy requested the Congress to extend
that authority. The trade agreements program had been the core of
UtS.'foréign trade policy since 1934 and the Kennedy Administration _
wlshed to see the program continued, Under the program, changes in‘
‘tariff rates had, in large measure, been negotiated rather than legis-
lated. The emergence of the European Economle Community and Britain's
application to Jjoln therein provided added inducement to the President
t0 request an extension of authority to negotiate tariff agreements.
Moreover, Britaln's anticipated admission to the EEC was construed as
the first step in the admission of all EFTA members. l/ President
Kennedy expected that the Common Market would be expanded to the point
where 1t would constitute an outlet for 30 percent of U.S. export§ 2f ==
i.e., to the close to 18 percent accounted for by the original six |

would be added approximately 12 percent by the "outer seven." g/

}/ For background, cf, Operation of the Trade Agreements Program,
18th report (processed), p. 137.

g/ The President used the 30 percent figure in his message to the
Congress accompanying submission of the trade expansion bill, c.f. U.S.
Congress, House of Representatives, Committee on Ways and Means,
Hearings on the Trade Expansion Act of 1962, p. 3.

3/ U.S. exports to the EEC and to the EFTA countries in 1960 and
1961, as a percentage of U.S. total exports, were as follows:

1960 1261
(Percent ) (Percent )
EECmmmmmmmmmmmmm - 17 17
EFTA=m=mmmmmmnmmm—— 11 10

Cf. recurring table in Statistical Abstract entitled "Exports and Gen-
eral Imports of Merchandise by Country of Destination and Origin."
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While the United States had strongly supported the Common Market
in its original form end fully endorsed its anticipated expansion, it
was apparent that a customs union of such size would pose specilal
trade problems for outsiders. The el}mination of internal tariffs
and the creation of a common external tariff (CXT), irrespective of
yvhether the Community was of original size or of expanded dimensions
would have a differential impact on U.S. exports. In the case of
products for which the United States enjoys a sizeable trade advantage,
its exports might be able to surmount the CXT in competition with
intra-Community goods, which "enter™ duty-free. For products where
the U.S. competitive advantage is smaller, ﬁ.s. trade probably would
be adversely affected. 1/

Economists frequently discuss the effects of a customs union in
terms of its "trade creating” and "trade diverting" effects. 2/ 1f
in consequence of a union, supply is shifted to a lower-cost source,
the effect is "trade-creating"; by contrast, if supply is shifted to
a higher-cost source, the effect is "trade diverting." If, as a re-

sult of lowering internal EEC tariffs and the erection of the common

l/ On the basis of T5 percent coverage of 1955 exports, Howard S.
Piquet concluded that with the complete establishment of the -common
external tariff for the Community, in its original form, 41 percent of
U.S. exports to those countries would be unaffected, 27 percent might
be affected, and 32 percent would be substantially affected. cf.
Howard S. Piguet, "The Impact of Changing Tariffs on U.S. Exports,”
in American Management Association, The European Common Market, p. 132.

g/ Cf. Jacob Viner, The Customs Union Issue, New York, 1950, espe-
cially ch. IV, "The Economics of Customs Unions"; Charles P.
Kindleberger, International Economics, Homewood, Illinois, 1968, pp.
183-201; and Jaroslav Vanek, International Trade: Theory and Economic
Policy, Homewood, Illinois, 1962, pp. 345-306.
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external tariff, a German producer, for example, formerly using domes-
tic sources now buys from a lower cost French source, the effect is
"trade creating." Where, however, a Gérman producer, who formerly
bought from a U.S. source, now turns to a higher cost French supplier,
because of the more favorable tariff treatment afforded that country,
the effect is "trade diverting." While being favorably disposed to
the EEC on the one hand, U.S. officlals were, on the other hand, cén-
cerned with the "trade diverting” effects that full implementation of
the CXT might induce, particularly with the anticipated admission of-
Britain and other EFTA members.

Customs unions need to be analyzed, however, in both dymamic and
static terms. To the extent that a customs union, through expansion
of the market, facllitates economies of scale, increased specializa-
tion, and increased competitiveness, i1t is likely to result in higher
GNP and increased foreign trade. 1/ Whereas 13 percent of U.S. exports
went to the EEC countries in 1958 and 1959, 17 percent did so during
the 1960's. It is accordingly apparent that trade is the product of
more than tariff treatment. Among the "micro" factors affecting
trade are relative costs, product differentiation, marketing, serv-
icing, technological superiority, and innovation. On the "macro"
slde, increases or decreases in the GNP growth rates affect not only

domestic demand but demand for foreign products as well,

1/ This same point of view will be found in GATT, Trends in TInter-
netional Trade. Report by a Panel of Experts (informaslly referred to
as the "Habeler Report"), Geneva, 1958, p. 11,
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Even while the Dillon Round of tariff negotiations was still in
progress, ;/ U.S. officials began to plan for another round that would
further lower the common external tariff and other tariffs and thus

minimize the disadvantage to those outside the customs union.

ENACTMENT OF THE TRADE EXPANSION ACT OF 1962

Rather than continue, as his predecessors had done, to ask the
Congress for renewal of the Trade Agreeménts Act of 1934, President
Kennedy proposed a new act, the Trade Expansion Act of 1962. 2/ The
proposed act was not only a reflection of the President's strong pe-
lief in the advantage of freer international trade, but also a response
to the challenge of aﬁ expanded EEC. The Congress granted the Adminis-
tration authority to negotiate a S50-percent reduction in existing rates
of duty phased over 5 years. In addition, the Act provided ﬁuthérity
to eliminate rates of duty (1) on products where existing rates were
equivalent tQ 5 percent ad valorem or less; (2) on industrial products
for which the EEC and the United States together accounted for 80 per-
cent of world trade [fhis figure was predicated on Britain's entrx7,

if such seemed beneficial to U.S. trade interests; (3) on agricultural

1/ The Dillon Round, 1960-62, had been organized to provide, in phase
one, renegotiation of the GATT schedules of the EEC member states into
a consolidated GATT schedule for the Community, and in phase two a re-
duction of tariff barriers before the common external tarlff came into
being so as to minimize handicap to third countriles.

2/ For a discussion of this legislation in earlier reports, cf. QOper-
ation of the Trade Agreements Program, 15th report, pp. 1-19.
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products, if such concessions, made in negotlation with the EEC, would
assure the maintenance and expansion of trade in such commodities; and
(4) on tropical agricultural and forestry products, if (a) the EEC
would provide access to its market comparable to that in the United

. States and substantially without discrimination as to country of
origin and (b) U.S. production was insignificant.

Much has been made of the "linear" or "across-the-board" tariff-
éutting authority of the Trade Expansion Act, though neithér the term
"linearity" nor "across-the-board" was used in the language of the act.
Under full linear cutting all rates in the tariff schedules would be
reduced a specified, proportion. In his message accompanying submis-
sion of the bill, the President stated that it was his intention that
the 50-percent negotiating authority be used in a variety of ways in-
cluding concessions on "broad categories or subcategories of products."
Clearly, more than the traditional item-by-item approach was implied
by this phraseclogy, though not what most would describe in the first
instance as "linear." 1/

In securing previous trade agreements acts the Administratibn had

made clear that bargaining would be done on an item-by-item basis, g/

E/ U.S. Congress, Committee on Ways and Means, Hearings on the Trade
Expansion Act, p. 6. For a discussion of this authority cf. John B.
Rehm, general counsel of the Special Representative for Trade Negotia-.
tions, "The Kennedy Round of Trade Negotiations," American Journal of
Tnternational Law, April 1968, p. 410.

2/ Representative Thomas B. Curtis cbserved that although the EEC
sought linear bargaining in the Dillon Round: "The United States could
not then accept this plan because its legislative authority would not
allow it." Congressional Record, May 1, 1967, p. 11321. Cf. "How a
Trade Agreement is Made,  House Report on the 1955 extenslon of the
Trade Agreements Act (H. Rept. 50, 84th Cong. lst Sess., Appendix D,
pp. 81-86) end House Report on the 1958 extension of the Trade Agree-

ments Act (H. Rept. I0p6l; 85th Cong. 2d :‘Sess., Appendix C,pp. 129-135).
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even though the language of the Trade Agreements Act of l93h'together
with 1ts various extensions had not specifically so limited the
authority to enter into trade agreements.

“Linear" tariff cutting, if fully implemented, is a "bolder™
approach to tariff reduction than the £raditional item-by-item method,
for it takes agreed-upon percentage reductions"for granted" as it were,
réserving item-by-item negotiation for exceptions. U.S. preparatory
procedures for the Kennedy Round reflected the difference in the
characte; of antiecipated bargaining. For a linear session, virtually
all items in the country's tariff schedule, with a minimum of speci-
fied exceptions, are offered for negotiatioﬁ aﬁd hence, examined.
Under the traditional item-by-item approach, concessions are generally
offered on items for which the respective trading partner is a prin-
cipal sﬁpplier; accordingly, only such items“are studied preparatory

to the negotliations.

THE NEGOTIATIONS AT GENEVA
Preparations for an undertaking as ambitious as a multilateral
tariff negotiating session require substantial time. A formal reso-
lution calling for a sixth round was adopted by the GATT Council of
Ministers in May 1963; ;/ Reaffirming the basic GATT principles of
MFN and reciprocity, the resolution stated that all classes of products
would be subject to negotiation--industrial products, agricultural

commodities, and primary materials. The Ministers pledged that the

1/ The text of this resolution may be found in GATT, Basic Instru-
ments and Selected Documents, 12th Supp., 1964, pp. 47-LG.
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round would address itself, not only to the reductioﬁ of tariff bar-
riers, but also to the reduction or elimination of non-tariff bar-
riers. The Ministers further resolved that "in view of the limited
results obtained in recent years from item-by-item negotiations, the
tariff negotiations . . .. shall be based upon a plan of substantial
linear tariff reductions with a bare minimum of exceptions. . . .,"

In addition, the Ministers pledged that "every effort shall be made

to reduce barriers to exports of less-developed countries' and agreed
that "developed countries cannot expect to receive reciprocity from the
less developed countries." 1/

To preﬁare for ghe negotiation as well as to supervise it after
thé start, the Ministers in May 1963 established a Trade ﬁegotiatidns
Committee, composed of representatives of virtually all participating
countries, g/ to develop guidelines for: §/ Determining the depth of
tariff reductions and rules for exceptions; establishing criteria for
determining tariff disparities and special rules for tariff reduc-

tions in such situations; achieving reciprocity under linear

;/ It will be observed that a freeing of capital movements 1is not
included in this enumeration. Unlike the charter of the stillborn
International Trade Organization and the OECD with its Code of Capi-
tal Liberalization {June 1965), the General Agreement does not con-
tain provisions on capital movements.

g/ While some 50 countries participated in the sixth round of nego-
tiations, virtually all of which held membership on the Trade Nego-
tetions Committee, the outcome of the negotiations largely reflected
the actions of the so-called Big Four--the United States, the EEC,
the United Kingdom and Japan--and Canada.

g/ The text of these guidelines may be found in GATT, Basic Instru-
~ments and Selected Documents, 12th Supp., 1964, pp. L8-k9,
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bargalning for countries having low tariff levels or speclal~-structure
economies; liberalizing world trade in agricultural products; estab-
lishing procedures for reducing nontariff barriers. The Trade Negoti;
ations Committee, in turn, established subcommittees and relied as |
well on certain standing committees. -The Committee structure for.

Fhe sixth round is shown in figure 1.

At the opening of the negotiations in May 1964, most of the issués
assigned to the Trade Negotiations Committee were unresolved. The
Committee, meeting "at ministerial level in May 1964, indicated that
vnegotiations to obtain 50 percent linear cuts would be used as its
"working hypothesis,"” but it observed: 1/ That the application of
this hypothesis was linked with the solution of other problems arising
" in the negotiations, for example, tariff disparities, agricultural
problemé, exceptions and nontariff problems, and the achievement of -
reciprocity; that it had not yet been possible to forﬁulate rules to
govern the agricultural negotiations; that the trade negotiations
must relate not only to tariffs but also to nontarlff barriers; that
in this connection, the Committee would, at an early date, draw up
the necessary procedures; that in the trade negotiations every effort
should be made to reduce the barriers 1o exports of less developed
countries; that it was appropriate for countries having a very low
average_level of duties to reserve the right to submit proposals at

a later date; that Canada, Australia, New Zealand, and South Africa .

1/ The text of these observations may be found in GATT, Basic In-
struments and Selected Documents, 13th Supp., 1965, pp. 109-112.




Figure 1. Kennedy Round Format
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fell in the category of countries having a special economic structure
and, accordingly, that equal linear tariff reductions would not pro-

vide an‘adequate balance of advantages.

Problems Attaching to Linear Bargaining
‘At the Kennedy Round the Contractlng Parties were pledged to
effect a major reduction in tariff barriers as well as reduction or
elimination of nontariff barriers. They hoped that linear bargaining
would greatly facilitate achievement of the first objective. However,
the new (to the GATT) technique of linear bargaining, which had been
so earnestly sought and so widely espoused, raised a host of problems,
There is a great difference between employing linear reductions when
the duties are moving toward a zero position, as was the case with
EEC or EFTA internal tariffs, and employing them when the intention
is to effect partial reduction only, as in the case of a GATT round,
Transitional distortions are acceptable in a
Customs Union or Free Trade Area as they will
disappear once all parties reach the zero
stage, but must be safeguarded against when 1t
is intended to limit the linear method to a
50-percent reduction. 1/

Having agreed to rely on linear reductions, negotiators at once
" became concerned with differences in national tariff levels, and "dis-
parities" between national rates of duty on key commodities. Accord-

ingly, they sought criteria for applying linear bargaining to indi-

vidual contracting parties having significantly different tariff

1/ Gerard Curzon, Multilateral Commercial Diplomacy, New York, 1965,
p. TT.
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levels. Notwithstanding such difficulties, countries accounting for

a major portion of GATT trade (though numbering only 15 out of 46 nego-
tiating countries) bargained frqm a linear position on most industrial
products.

With respect to the depth of linear cuts, the EEC asserted that

ifs common external tariff (CXT) had a lower general incidence than

the Tariff Schedules of the United States (Tsus) }/ and that, accord-
ingly, reciprocity would not be achieved by equal percentage reductions.
In certain product categories.the CXT had lower rates than those found
in the TSUS. Determining the size of linear cuts to be made by the
respective trﬁding partners from such differences, however, would
reqﬁire an ability to measure the height of broad sectors of national
tariffs énd the ability to develop a formula to adjust for the dif-

ferences thus measured. Neither of these steps is easy.

The statistical problems inherent in measuring national tariffs
are discussed in the last section of this chapter, Accordihgly, only
brief mention is made here of the type of problems that arise. In
comparing national tariffs, regardless of whether one seeks a single
percentage figure to represent the "height" of the whole tariff, or
a percentage figure to represent the height of duties in broad com-
modity categories, an averaging process is involved. If one treats

all rates of duty in a tariff schedule as of equal importance, (the

1/ Charts on pre- and post-Kennedy Round tariff rates for the Big
"Four will be found at the end of this chapter.
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arithmetic average), one equates duty rates on minor imports--mustard,
for example, with those on major imports, automobilles., If, to avold
this probleﬁ, one weights the respective rates by the value of imports
lentering thereunder, one succumbs to "own-trade-weight" bias. Such
procedure overweights low-duty items, underweights high-duty items and
ignores the impact of duty rates so high as to be prohibitive. ;/
Measuring the height of national tariffs is an extremely'difficult
statistical process. Its becoming the subject of "adversary proceed-

"

ings"” among the contracting parties was but one of many impediments tdv
progress in the negotiations. Inasmuch as the negotiators at the
sixth round were uneble to agree on an overall formula for comparing
the heights of tariffs, they turned their attention from aggregative
differences to differences in specific rates--i.e.,, to tariff "dispari=-
ties.,"

It likewise prﬁved impossible to achieﬁe consensus on how to deal
with disparities. After b years of argument, the issue was detoured
1n.the closing period of the round. Among the formulations put for-
ward was the proposal that if tariff rates (e.g., the rates in the
TSUS and the CXT) differed by a ratio of at least 2 to 1, with a 10-

percentage-point spread between, a lower cut by the country having the

- lower rate would be indicated. Thus, 1if the rates in question were .

l/ Among the numerous discussions of this problem, cf. Staff Papers
presented to the Commission on Foreign Economic Policy (the "Randall _
Commission"), Washington, D.C., 195k, ch. VI, Tariffs and Trade Policy,
sec. 6, "How Far Have United States Tariffs Been Reduced Under the Trade
Agreements Program?" and sec. 9, "How Restrictive are United States
Tariffs?" pp. 277 and 293-297.
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30 percent and 15 percent, there would be a 2-to-l ratio with more
than 10 percentage points differénce. If, on the other hand, the
retes were 10 and 5 percent, the c~cond condition would not be met.
However, the qualification that the amount of trade involved should be
"significent" was added and this, of course, led to efforts to define
"significant." To repeat, after U4 years of effort to reconcile the

1ssue, in the closing weeks it was detoured. 1/

Negotiating Status of GATT Members
Countries participating in the sixth rbund were grouped in three
categories--"1linear" countries, "special structure" countriec, and
LDG's, as shown in table 1. Those identified as "linear" countries
were expected to negotiate on the basils of 50-percent "linear" or
"across the board" reductions in duty; "speciel structure" countries--
i.e., those whose exports consisted heavily of agricultural and pri;

mary commidities--were authorized to negotiate on the baslis of

1/ Implicit in the Kennedy Round discussion of general level of na-
tional tariffs and in the discussion of disparities, as well as in
gll of the item-by-item bargaining, was the assumption that "nominal"
rates measure the protection afforded. Increasingly, experts have
sought some better measure. Proponents of "effective rate of tarlff
protection" analysis point out that protectiveness relates to the
difference in duty rates applicable to raw materials and semimanufac-
tured components on the one hand and the duty rates applicable to the
finished products on the other, and thus is measured by "value
added," See, for example,

Glorgio Basevi, "The United States Tariff Structure: Estimates
of Effective Rates of Protection of United States Industries
and Industrial Labor," Review of Economics and Statistics,
May 1966, pp. 147-160.

W. M. Corden, "“The Structure of a Tariff System and the Effec-
tive Protective Rate,’ Journal of Political Economy, June 1966,
Pp. 221-37.
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Table 1.~--Participation of GATT countries y in the Kennedy Round

: "special ! :
"Linear" 2/ . arrﬁgm“t n . "Less developed" Non-negotisting
countries : countries 1/ : countries y . countries
EEC: : Australis t Argentina s Algeria
Belgium ¢ Canade : Brazil ¢+ Barbados
Netherlands ¢+ Czechoslovekia + Ceylon ¢+ Botswana
Luxembourg t Greece t Chlle 1+ Burma
France t Iceland ¢ Dominican Repu‘blic + Burundl
Germany ¢ Ireland : India « Cambodia
Italy + Israel + Indonesisa : Cameroon
“EBFTA: 5/ : New Zealsnd : Jemaica : Central Africs Republic
Augtrie + Poland : Korea : Chad
Denpark : Portugal 8/ + Malawi : Congo (Brazzaville)
Finland : Bouth Africa ¢+ Nicaragua : Congo, Democratic Republic of
Norway : Bpain T/ : Nigeria : Cuba
Sweden + Turkey + Pakistan :+ Cyprus
Switzerland : Yugoslavia T/ + Peru ¢+ Dahomey
United Kingdom.6/: : Blerra Leone . Cabon
Japan ¢ Total------<1h : Trinidad and Tobago :; Gambla
Unlted States : : Uruguay + Ghann
s H : Guyena
Total«wemee==als : +  Totalee-=a-==aa ==1T7 : Haitd
Co : :+ Ivory Coast
1 : : Kenya
: : ( : Kuwalt
: : + Lesotho
e : -t Melagasy
: H : Malaysia
. : : Maldive Islands
H : 1 Mali
: : : Malta
H : ¢ Mauritania
H H : Niger
H : : Rwanda
: : + Rhodesia
: : : Senegal
' : : Singapore
H H t Tenzenia
: ' : Togo
H : : Tunisia
H s ¢ Uganda
H : : United Arab Republic 2/
: H : Upper Volta
: H : Zanmbla
: : Tota.l -------------- -------lll

.. a8

f Countries which are contracting parties to the GATT, countr:l.es which have acceded prov:l.-
8lonally to the GATT, and countries which apply the GATT on a de facto basis.
g/ Countries negotliating on the basis of linear offers in the industrial sector.’
3/ Countries negotiating on an ltem-by-item basls in view of their speclal economic or
trade structure or other economic consideration.
1_4/ Courtries negotiating under the arrangements for lees developed countries.
Portugal was the only EFTA country not negotiating on a linear basis.
The United Kingdom also participated on behalf of those dependent territories in respect
of vhom 1t had provisionelly accepted the General Agreement.
]j Israel, Spain, and Yugoslavia elected also to regard themselves as participating under
the arrangements for less developed countries.
_/ Portugal likewise negotiated on behalf of its overseas'territories.
2/ During the Kennedy Round, the United Araeb Republic negotiated for full accession to the
GATT, but these negotlations were not completed.
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item-by~item offers. It was argued that if they bargained from a
linear position, they would be offering reductions in duty on many
‘high duty items and gaining concessions on reductions of already low
rates. This approach was not deemed to meet the-reciprOcity standard.
The LDC's were simllarly ekpected to bargain on the basis of item-by-
item offers, but reciprocity would not be expected. The action pro-
gram, adopted in behalf of the LDC's, by the Council of Ministers in
Méy 1963, had formally recognized that reciprocity was not to be ex-
pected in the case of the LDC's.

The Trade Negotiations Committee did not establish criteria for
determining ﬁhich countries would be accepted as "special structure™
' couhtries; it merely voted when the issue -arose. The listing in
table 1 makes it difficult to determine what criteris guided the Com-
mittee. Neither differences in per capita income nor in the ratio of
agricultural and btﬁér primary materials to total exports provides an
-answer, Canada, which has a somewhat higher per capita income than
Denmark, and whose exports of agricultural goods and raw materials
‘supply a somewhat lower proportion of total exports, qualifiéd as 8
"special structure" country whereas Denmark was a "linear country."

As to which countries were to negotiate as LDC's, the Trade Negoti-
ations Commttee did not even vote.  While in the large majority of
cases, LDC status was self-gvident, in the case of certaln marginal
countries it was not. An LDC 1s, of course, a country having low

‘per capite income, but when administrative determinations are made,
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no clear-cut line separates LDC's from "middle range" countries. Al-
though the Trade Negotiations Committee had voted "special structure"
status to Yugoslavia, Israel, and Spain, these countries took member-
ship in the LDC group as well. Becausg the Trade Negotlations Commit-
tee did not wish to make the determination, 1t was left to linear and
special structure countries individually to determine how they would
treat certain countries claiming LDC status.

thwithstanding the exception to reciprocity granted the LDC's,
and desplte the action program developed on their behalf at the May
1963 ministerial meeting, it was evident that the LDC members of GATT,

" taken as a group, had mixed feelings respecfiné the benefits to be de-
rived from participating in the sixth round. Of the 58 LDC members,
only 17 signed fhe final protocol. Thirty-two LDC's chose not to par-
ticipate at all and nine, while expressing an intention to negotiate,
did not carry thelr negot;ations through to completion. Non-negoti~
eting countries were solely LDC's., Further it is evident that a sub-
stantial number of LDC's apparently have seen little advantage in ac;
ceding to the General Agreement. Among LDC's in the Western Hemi-
sphere which afe not GATT members are Mexlco, Guatemala, Honduras,
Panema, Venezuela, Colombia, Ecuador, Bolivia, and Earaguay;

A word of explanation is indicated on the partiéipation of the
Furopean communities in the Kennedy Round. Two of the three Eu;opean
communities directly participated at the Kennedy Round--the European’
Economic Community (EEC), and the European Coal and Steel Community

(ECSC). 1/ In fact the EEC was itself a signatory to the Final

1/ The EEC negotiated on behalf of the European Atcmic Energy Commis-
sion (Euratom) on items in the CXT “~r which Euratom has jurisdiction.
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Act. Depending upon thenéubject of negotiations, the EEC members spoke
with a single voice or with_six (individual cbuntry) #oices. On tariff'
';matters, in consequence of the Treaty of Rome, they spoke with one voice.
On nontariff barriers, a matter of individual governmental procedures,
they spoke with six voices (though negotiations were handled by an EEC
négotiator). At the end of the round the Furopean Coal and Steel Commu-
nity, made up of the same six countries; agreed to concessions which
would result in a common tariff for the steel products under itg Juris-
diction (cf. steel section which follows ). Therefore, even in tariff
negotiétions it spoke with four voices representing its four customs
areas--France, Germany, Italy, and the Benelux (though again a single

negotiator was used).

Format of the Negotiations

The negotiating procedure at the Kennedy Round varied, ndt only
with the status of thé pafticipants, but also with the subject of'
negotiation--i.e., whether industrial or agricultural products were in-
volved. Industrial products were subject to both linear negotiation
by linear cbuntries’and item-by-item negotiations by others. Agricul-
tural products were subject to item~-by-item hegotiation by all coun-
tries., On industrial products, linear countries negotiated largely on
the basis of exceptions to liéearify, that is those items being re-
served from linear duty reductions (exceptions lists), which, in accord-
ance with the May 1963 ministerial meeting, were to be kept to a "bare
minimum." By contrast, special structure countries négotiated on the

basis of item-by-item offers.  For both linear and special structure
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countries, offers and exceptions respecting industrial commodities
were subject to multilateral review, as were the item-by-item offers
by both groups on agricultural trade.

Offers and exceptions on industrial products were, in the lang-
uage of the GATT, to be "tabled" (i.e., submitted) by November 196,
with reviews--multilateral and bilateral--occurring in early 1965.

This schedule was adhered to. The timetable for agricultural offers
and offers by the IDC's was different. Originally, it was expected
that agricultural offers (item-by-item offers by both linear and spe-
cial structure countriés) would be "tabled" August 1965, and that LDC
offers would be "tabled" by September 1965, or Qitﬁin 30 days of the
agricultural tabling if the timetable was changed. Owing primarily to
idelays within the EEC in achieving consensus on their common agricul-
tural policy (CAP), agricultural offers were not fully ma@e until
August 1966--a year later than scheduled. Inasmuch as the IDC's trﬁde
was primarily agricultural, the IDC's were caught in this major delay
over agricultural products.

Negotiations necessarily proceed in terms of specific offers. But
vhile offers must be identified, national tariffs frequently employ.unr
like tariff '"nomenclatures." The nomenclature is the means by which
articles are identified and defined in a tariff, l/ Inasmuch as the
tariff schedules of most nations today employ the Brussels Tariff Nomen-

clature (BTN), it became the working vehicle of the round.

1/ A discussion of teriff nomenclature will be found in U.S. Tariff
Commission, The Development of a Uniform International Tariff Nomen-
clature, April 1968.
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Reciprocity, the Hallmark of GATT Negotiations

The hallmark of a GATT negotiation is reciprocity. As noted,
however, the GATT formally excepted the IDC's from the requirement of
equal offers. }/ Negotiationg--regardless of topic--proceeded 'in terms
of offers and counteroffers designed in the end "to match." Ceﬁtral
to all negotiations was the question: "Is my country obtaining con-
cessions equal to what it is offering?"

In-GATT reports, reciprocity is typically summarized in terms of
"concessions" extended and received. A concession is a commitmen£ not
- to impose a rate of duty on a given product higher than that agreed
upon in the negotiations., An individual concession may effect a reduc-

tion of an existing rate of duty, a binding of an existing rate of duty,

l/fThroughout the negotiations, the U.S, representatives held that the
U.S. Trade Expansion Act precluded the granting of such exception by the
United States. Although taking special note of the LDC problem, the
Trade Expansion Act was the first reciprocal trade act--as interpreted
by U.S. negotiators--to deny authority to forego reciprocity. American
negotiators took their position from the wording of the preamble of the
Act: "The purposes of this Act are, through trade agreements affording
mitual trade benefits. . ." funderlining added/

However, inasmuch as trade is generally correlated with size of a
country's GNP and, inasmuch as trade facilitates growth, it might with
equal logic have been assumed that the "mutual" stipulation could have
been met by promoting ILDC exports, hence IDC growth, and hence enlarged
trade and mutual benefits.

The remarks of the general counsel of the Office of the Special
Trade Representative indicate that negotiators took a narrow interpre-
tation:

It is probably fair to say that the broad statutory

standard /of mutual trade benefit§7 was applied . . .

more rigorously than was legally--though perhaps not

politically--necessary. For a number of reasons, includ-

ing practice in prior negotiations, public and Congres-

sional expectations, and the normal competitiveness of a

negotiation, a notion of equlvalency of tariff reductions

was applied.

Cf. Rehm, "The Kennedy Round of Trade Negotiations," American Journal
of International law, April, 1968, p. Ll2,
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or a binding of duty-free treatment. l/ A summary of the statistics

on concessions extended and received at the sixth round, as well as at
‘earlier rounds, suggests, notwithstanding the equivalency of different
types of concessions, g/vthat duty reductions tend to be matched against
duty reductions, bindings against bindings;

_ Reciprocity is calculated in different ways. In a wholly linear
negotiation, the measure of reciprocity is‘the depth of the tariff cut.
It might be thought that. equal percentage reductions would be regarded
as full reciprocity, but this issue, of course, was the crux of the
disagreement.over national tariff levels and disparities. Even under
the most optimistic assumptions, it was not assumed that the Kennedy
Round negotiation would be wholly linear. Provision was made for ex-
ceptions from linearity in cases of "over-ridipg national interest."
Here, recipfocity called for comparability of éxceptions, measured sy
the volume of excepted trade. Further, of course, not ali partici-
pating countries bargained on a'linear basis. Thus, the more tradi-
tional concepts of reciprocity were also part of the Kennedy Round.

Customarily, negotiators in striving for reciprocity have given
attenfion to: (1) the volume of trade, with particular attention to
the role of "principal-supplier" trade; (2) such volume of trade ad-.
justed by the depth of the'duty reductions; (3) the volume of trade
that a given duty reduction is likely to generate; and (4) occasionally,

timing. No consensus has been achieved on the means of weighing the

1/ On rare occasions concessions negotiated by GATT members have
effected increases in rates of duty.

2/ Article 28 bis paragraph 2(a) states: ". . . The binding against
increase of low duties or of duty-free treatment shall, in principle,
be recognized as a concession equivaler. in value to the reduction of
high duties."
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aggregate worth of the offers to assure that the fespective negoti-
ators havelétruck a "balance, "

The reciprocity calculation of duty reductlons comes in different-
sized "packages." Reciprocity may be calculated in a single exchange,
on a "bundle" of exchanges, on all trade in industrial products or all
trade in agricultural products, or on all trade, industrial and asgri-
‘cultural combined. At the Kennedy Round the United States lnsisted
'that, although agriculture and industry were negotiated separately,
the final reciprocity calculation should be in terms of the trade of:
all products combined. In fact, the U.S. negotlators said they
would not signm an agreement that liberalized industrial trade only.

It is noteworthy that negotiators do not give attention in these
reciprocity calculations to changes in exchange rates except QS they
occur shortly before or during a negotiation. Under the GATT‘rules
(article XXIII),ttHe failure to honor a concession calls for compen=-
sation. | Although changes in rates of exchange have clear trading
consequences, typlcally no compensation is'asked when rates are
changed following ; negotiation. Thus, after the devalﬁation of the
pound sterling and the currenciés of a number of the other Efmm coun-

tries in the fall of 1967 no compensatory action was asked.




179

AREAS OF NEGOTTIATION
The Kennedy Round negotiations were directed primarily to four:
obJectives. The Contracting Parties sought: (1) to achieve a sub=-
stantial liberalization of world trade in industrial products; (2) to \
provide for acceptable conditions of access to world markets for agri=-
cultural products; (3) to make an effective contribution to the ecdn-

omic growth of the LDC's; and (4) to reduce nontariff barriers.

Industrial Products

The first stage of the Kennedy Round negotiations involving in-
dustriel products began with a multilateral review of the initial
offers of tariff concessions submitted by the participating countries.
These offers, it will be recalled, consisted largely of two types: 1/
(1) across-the-board (lineaf) offers by countries agreeing to negoti-
ate on a linear basis, (2) and item-by-item offers tendered by the
special-structure countries. Multilateral review of the offers
"tabled" by the "linear" countries related to exceptions: those on
which duty reductions of less than 50 percent had been offered
(partial exceptions); and those belng withheld from negotiation alto-
gether (full exceptions)., Multilateral review of the initial offers
by the special-structure countries likewlise related to exceptions--
items omitted from their positive offers or items included but on
which cuts were not deemed sufficient. The purpose of the initial
miltilateral review was to make a broad assessment of the total "indus-

trial packages" being offered, with a view to the achievement ultimately

: ¢
1/ See the section on Negotiating S*+atus of GATT Members.
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of reciprocity among the negotiating partners. The review was com-
pleted quickly in the beginning months of 1965.

Stage two of the negotiations on industrial items consisted of
detailed bilateral bargaining among major trading partners, exploring
areas of particular interest to one another, both in terms of items on
which no offers and those on which partial offers had been made.

Such reviews focused largely on products of ﬁrincipal-supplier inter-
est to the two parties. Inasmuch as the negotiations were conducted
by sophisticated negotiators, pressures for improvements in the respec-
tive offer lists had their origlns in considerable knowledge.r A round
profides the stimulation of outslde Judgments on domestic commercial
policy in a framework of reciprocity. These bilateral negotiations,
which began in the spring of 1965, continued over the next two years.
On a sizeable range of products, progress was substantlial, though the
discussions on cerfaiﬁ pafticular commodities stalemated. In an
effort to encourage forward movement, the Director-General of the GATIT,
in late 1965 and early 1966, suggested isolating particularly difficult
areas in "sectors." Accordingly, five "sector" groups were established--
to deal with products of the steel, chemical, textile, pulp and phper,
and aluminum industries,

The achievements at these sector negotiations, where the bar=-
galning was difficult and at times intense, wéfe outwelghted by the
substantial scale of accomplishment through the generél-linear and
- 1tem-by-item bargaining. Without the latter achievements, which in-

volved the large range of products belng "generally" negotiated, the
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sector negotietions, which tended £o be more newsworthy, would never
have brought the Kennedy Round to the achievement that it attained.
Because the major trading netions were negotiating on a linear
basls and because 50 percept reductions had been set as the goal of
linear reductions, the linear nations were the pace setters at the
Kennedy Round., Although the Trade NEgotiations Cormittee had égreed-
to permit certain nations to participete as special-structure coun-
tries, bargeining item-by-item, it did not follow that less would be.
expected of them, only that their concessions would be negotiated in
a different fashion. While linear countries offered to reduce, by a
slzeable percentage, rates of duty on the lérgé proportion of their
semimanufactured and manufactured trade (duties on raw materials were,
for the mﬁst part, already low or free), "reciprocity demanded that
the speclal-structure countries, negotiating bilaterally, make com-
parable offers. Among themselves, the linear countries bargained on
exceptions-~full and partial. Initially, exceptions lists wvaried
greatly in size, but in the end, all were shortened and sgreement was

achieved.

Steel

Products of the steel industry were reserved for sector negoti-
ation largely in consequence of dissatisfaction on the part of the
United Kingdom and the United States with the offers on steel products
made by the European Coal and Steel Community (ECSC). The ECSC pro-

posed to negotiate from the rates that were in effect 1n 1951, when it
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obtained its GATT waiver, its "legal" rates, except as these had been
negotiated or bound in previous GATT rounds. The United Kingdom,
the United States, and others argued. however, thgt the ECSC should
use the rates that were actually in effect, the "effective" (actual)
rates 1/ rather than its "egal" rates. 2/
The ECSC, the first of the European Communities, was established
in 1951 under the Treaty of Paris and was the fruition of the
Schuman Plan. The steel products coming under its jurisdiction
were identified in Annex I of the Treaty. Not all steel products
were so covered, but broadly speaking, only the less highly menufac-
tured steel.items--hot-formed products by contrast to cold-formed
prbducts. When the European Economic Community was established in
| 1957, its jurisdictlion on steel products covered those not specified
in the ECSC Treaty, which were the more highly manufactured steel
items. 1In the stéél'negotiatiqns at the Kennedy Round the six
‘nations of the two communities were represented by a single spokesman,
The ECSC,. although established considerably ahead of the EEC,
had developed, not a cammon tariff fér:the products under its juris-

diction, but only “"harmonized" rates.3/  Hence, for products under

1/ As used in thils context, "effective" 1s not to be confused with
its usege in the analysis of "effective rate” of tariff protection,
cf. footnote 1, p. 170. ‘

g/ While this position was taken by certain members, it did not
fully accord with positions in past rounds, when such countries pro-
posed at times to bargaln from legal rather than "effective" rates.

3/ Art. 72 of the Treaty of Paris provided machinery for establish-
" 1ng minimum and maxlmum rates, within which national rates were to be

confined. '
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ECSC Jurisdiction, four rates of duty prevailed--those of the Benelux
customs union, France, Germany, and Italy. The EEC, of course, ber-
gained from its common external tariff, which had been established for
products within its Jurisdiction.

The issue over the "legal" and "e%fective“ rates of the ECSC
arose as a result of a bilateral negotiation between the ECSC and the
United Kingdom in 1958, whereby both sides had cut rates of duty on
various steel products by 50 percent. }/ In consequence of this
action, United Kingdom duties had been lowered fram their 15-33 peré
cent range to roughly 10 percent g/and the average of the Community's
rates (an average of the duties imposed by fbur.customs areas ) had
been reduced from 1Lk to 7 percent. g/&/ Although this negotiation
had occurred outside the GATT, in consequence of MFN commitments, ben-
efits were extended to others--except as other types of restrictions‘
negated them. In January 196h, the ECSC raised many of its effec-
tive rates resulting in an overall average of 9 percent.

As indicated, the ECSC proposed at the Kennedy Round to nego-

tiate from its higher "legel" rates which, in view of the 1958

;] In accordance with the Council of Association established be-
tween the United Kingdom and the States of the European Coal ard
Steel Community (signed Dec. 21, 1G954; ratified Sept. 23, 1955), a
tariff agreement was negotiated (signed Nov. 25, 1957; ratified
Oct. 22, 1958). TFor the text of the Council of Association, cf.,
United Nations, Treaty Series, vol. 258, 1957, pp. 324-340; for the
text of the tariff agreement, cf., ibid., vol. L03, 1961, pp. 170-176.

2/ Buropean Coal and Steel Community, The High Authority, Sixth
General Report on the Activities of the Community, vol. 1, Apr. 13,
1558, p. Gk,

3/ The ECSC described its own reduction from a "12-28%" range to
"approximately 6%," ibid., p. 82.

E/ For the specific tariff rates negotiated under the agreement,
cf. United Nations Treaty Series, vol. 403, 1961, pp. 178-203.
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reductions, were approximately double the rates in effect prior to the
January 1964 increase. The ECSC claimed that inasmuch as it had
already cut its rates 50 percent it had, in effect, already accom-
plished the objectives 6f the Kennedy Round. 1/ The United Kingdom,
however, opposed this position; it contended that it had already paid
once for the 50-percent reduction and, hence, it was manifestly un-
fair to ask it to‘pay a second time. Apﬁarently, the situation was
more complicated, for while the United Kingdom had "paid" for the

ECSC duty reductions, United Kingdom duties on certaln steel items

had been suspended, with the result that on some items the duty reduc-
tions accorded in 1958 did not constitufe reductions in rates actually
‘being used. g/

Steel sector discussions were undertaken in mid-1965 by the
following participants: the two communities (thé EEC and ECSC), the
United States, the United Kingdom, Japan, Sweden, snd Austria. It
was not until May 1966, however, that the first negotiating sessions
started. ‘In addition to the issue of the_base retes of duty from
which the ECSC would negotiate, a second matter was in question; the
other.major powers desired that the ECSC develop a common external
tariff on steel during the Kennedy Round, not after.

As the sector meetilngs went on, it became increasingly apparent

that the goal of the negotiation was to be "harmonization" rather

1/ European Coal and Steel Community, High Authority, General Re-
port on the Activities of the Community (Feb. 1, 196L-Jan., 31, 1965)
Luxembourg, 1965, p. 53.

2/ Economist, Oct. 26, 1957, p. 299.
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than 50 percent cuts. If measured on an absclute basis, the rates

as shown below moved toward harmonization. l/ If comparison is rela-
tive, however, the spread between lowest and highest rates is the same
after the round as 1t was before the rgund. With the exception of
Japan, whose reductions were considerably greater, the major partici-
pants in the steel sector negotiations reduced the dutlies on steel
products by varying amounts under 30 percent of the rates previously-

in effect. Further, the ECSC did develop a common external tarlff

on steel.,
Pre-Kennedy  Post-Kennedy Percent
Round rates Round rates reduction
Composite a/-----~ 8.9 6.4 o7
EEC “““““““““““““ 8'8 60 3 28
USA (est. c.i.f.)— 7.0 5.2 25
UKemmmmmm——mm s mmm e - 13.5 10.8 20
Japa.n ------------- 1"".5 8-1 ,"'LI'

a/ "Composite" refers to a welghted average of the rates used by
the Big Four. : ‘

1/ The figures are taken from UNCTAD, "The Kennedy Round: Prelim- ~
inary Evaluation of Results, with Special Reference to Developlng
Countries," T.D./6/Supp. 4, tables 1, 2, L, 5, and 8, pp. 33-L0,
passim, That the figures released by the U.S. Tariff Commission on
reductions in steel from the Kennedy Round negotiations are different
from those given above 1llustrates primarily the manner in which
weights influence one's findings. The Tariff Commission has.reported
that pre-Kennedy Rouad U.S. rates on products handled by the steel
sector at the Kennedy Round averaged 7.4 percent, and that when reduc-
tions will have come fully into effect, such rates will average 6.5
percent, a reduction of about 12 percent. The Tariff Commission's
statistics were developed on 1966 trade using U.S. imports as weights--
"own trade weights." Further, the Commission used actual f.o.b.
values. The UNCTAD figures are based on 1964 trade using imports into
all OECD countries as weights. The UNCTAD data have been developed
from sampling and, in the figures here cited, U.S. trade has been cal-
culated on a c.,i.f. basis. For a discussion of the methodology em-
ployed in the UNCTAD findings, cf. pp. 90-9T7.
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Chemicals 1/

No aspect of the Kennedy Round negotiations proved to be as éom-
plex as did that relating to chemicals. The crux of the difficulty
was (and is) the use by the United States of the American Selling
Price (ASP) basis of valuation for assessing ad valorem duties on
certain benzenoid chemicals. Spokesmen for the EEC and the United
Kingdom were adamant that the United States give up this system of
valuation. Article VII of the GATT provides that customs valuation
be on the basis of "actual value of the imported merchandise . . .
and should not be based on the value of merchandise of national origin
. « ."; under the Protocol of Provisional Application by which the
‘GATT was brought into being, however, members pledged to observe
Part II of the General Agreement--articles III to XXIII--fto the
fullest extent not inconsistent with existing legislation." Under
this proviso, the United States has continued to use the ASP basis of

valuation for some of its imports, quite as other countries have con-

tinued certain practices not in keeplng with the General Agreement.

ASP method of valuation.--ASP is applied to a few other products
than éhemicals, but its major use is with benzenoid chemicals.: The
application of ASP to imports of chemicals dates from the Tariff Act

of 1922, As a means of ‘protecting the then infant dyestuff _

1/ The chemlical sector in the Kemnnedy Round covered products de-
scribed in chs, 28-39 of the Brussels Tariff Nomenclature, which is
the classification system used by all of the major participants in
the negotiations except the United States and Canada. For the United

States, TSUS ltems principally concorded to these BTN chapters were
used. '
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industry, the special provisions of the Dye and Chemical Control Act
of 1921 were replaced by ASP in the 1922 sct. At the time that the
Tariff Act of 1930 was adopted the ASP provisions in the 1922 act
were incorporated. 1/

In assessing duty under the ASP provisions, the ad valorem rates
(or-.in the case of compound duties, the ad valorem portion of the
rates) are applied not to the export, or foreign, value of the ime
ports being assessed, but to the value of competitive, or like or
similar, merchandise produced in the United States. Thus, for A
example, an import subject to ASP may have cost the importer $100,
which under normal valuation practice would be the value used to
calculate the duty. If, however, the item is competitive with a
U.S. product, duty will be collected on the price of the U.S. prod=-
uct, which may‘be either higher or lower than the price qctualiy paid
by the importer.

Criticism of ASP by foreign spokesmen has centered principally
on three points. First, our trading paftners have charged that the
ASP system usually results in collection of a significantly gréater

amount of duty than would result from the same nominal rates applied

1/ The application of ASP to rubber-soled footwear, clams, and
wool=knit gloves has a different origin. Sec. 336 of the Tariff Act
of 1930, which provides for the equalization of foreign and domestic
costs of production, permits the use of ASP under certain circumstan-
ces. Pursuant to the sec. 336 procedure the President brought rubber-
soled footwear in 1933 -under ASP, clems in 1934, and wool-knit gloves
in 1936.

The pertinent provisions in the TSUS providing ASP methods of valu-
ation for these articles are: Benzenoid chemicals, sched. k4, pt. 1,
headnotes L and 5; rubber-soled footwear, sched. 7, pt. 1A, headnote

3(b); canned clams, sched. 1, pt. 3E, headnote (1); and wool-knit
gloves, sched. 7, pt. 1C, headnote k.
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in accordance with normal valuation précedures. Secondly, they con-
tend that, unlike the situation under normal valuation practices, a
foreign exporter {or U.S. importer) frequently cannot determine
within the necessary degree of predictability the amount of duty which
will be assessed on his merchandise until it actually arrives in the
United States and duty has been levied; that therefore an essential
element of information required for pricing his merchandise under
usuél commercial procedures is not known; and at the time the amount
of duty does become known, it can be so high as effectively to price
the import (already shipped to the United States) out of the market.
In addition, it has been contended fhat the foreign exporter's (or
.U.S. importer's) competitor (i.e., the U.S, producer) can ultimately
determine through the pricing of his own product the amount of duty
which is collected on the import.

In addition to the foregoing, it has been charged that the com-
plex customs administratioﬁ procedures required for the ASP system
result in abnormal delays in clearing goodé through customs, and that,-
particularly when the domestlc product is not sold in an open competi-
tive market, the operation of the system unavoidably provides pppor-
tunities for manipulation 1ln domestic prices, as reported to custams
officials for use in determining the amount of duty,_ for the specific
pﬁrpose of disadvantaging or preventing competition from imports.
Finally, foreign critics have contended that dutles determined in this

manner, coupled with other aspects of the system, have much the same
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effects as absolute quotas 1n that they greatly circumscribe or fore=-
close a foreign industry's ability to improve its competitive position
in the U.S. market through efforts to achieve lower production costs
and lower prices or improved quality. i/

Inasmuch as it had been decided that the U.S. negotiators 414 not
have legislative authority to change the ASP method of valuation at
the Kennedy Round, and FEEC offers on chemicals were conditioned upon
removal of ASP by the United States, a deadlock was reached which
threatened the entire negotiations. This was resolved when the nego-
tiators ultimately agreed upon a two-package arrangement. Part of the
chemical concessions were incorporated in the “Kehnedy Round package"
which would take effect upon conclusion of the round, and part in a
separate supplemental agreement, where concessions were contingent
upon the legislative action by the U.S. Congress remov1ng ASP.

The chemical package.--In the "Kennedy Round package " the

United States, the European Economic Community, and the United Kingdom
granted duty reductiaons on most chemical items in their respective
tariff schedules., @ The United States granted 50 percent reductions

in duty on most of its chemicals that had previously been subject

to rates of duty higher than 8 percent,‘and 20 percent reductions

on most chemicals having rates of 8 percent or less, with the ASP

valuation methods remaining in effect,

1/ For a discussion of both sides of the ASP issue, cf. Earl V.
Anderson, "ASP: The Little Giant, ' Chemical and Engineering News,
Jan, 6, 1969, pp. 66-81.
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In return for these concessions, the EEC granted concessions on
items accounting for 97 percent of its dutiable chemical imports from
the United States. Most dutles were reduced by 20 percent. Certein
chemicals subject to duties of 25 percent ad valofem or more, which
had been sﬁpplied principally by the Unlited States, were reduced by
30 percent, and certaln chemicals which had been supplied principally
' bj Switzerland were reduced by 35 percent. The United Kingdom re-
duced duties on items accounting for almost all of its chemical imports
from the United States, although it did not grant duty concessions on
most of the plastics in its tariff schedule. Chemicals subject to
rates of 25 percent ad valorem and ebove were reduced by 30 percent
and most of those dutiable at less than 25 percent, by 20 percent.
Japan and Switzerland granted their entire chemical concessions in the
"Kennedy Round packsage."

In the Suppleﬁenial Agreement (the "ASP package"), the United
States agreed promptly to seek legiélation which would enable thé
President (1) to eliminate the ASP system of valuation, (2) to re=-
place the concessions on benzenoid chemicals contalned in the Kennedy
Round package 1/ with a new schedule of significantly different con-
cessions on these products; (3) to make additional reductions beyond
the 50 percent cut contain€éd in the Kennedy Round package on nine
chemicals which would bring the rates on these items down to an

approximate equivalent of 20 percent ad valorem. The new schedule

}7 The Kennedy Round packaege concessions consisted of 50 percent
reductions in all rates for benzenoids, except TNT, with the retention
of the ASP system.




191

of concessions on benzenoids was derived from the rates which were
calculated by the Tariff Commission to provide an approximately
equivalent amount of duty under normal valuation procedures, based

on the values and product-mix of imports of 1964. These "converted"
rates would generally be reduced in the ASP package by 50 percent or
to an equivalent of 20 percent ad valorem, whichever would he lower.
Major exceptions to this formula were the rates on dyes, whiéh would
be reduced to 30 percent ad valorem, and those on sulfa drugs, which
would go to 25 percent ad valorem. In addition to the above, upon
implementation of the EEC and United Kingdom concessions in the sepa-
rate package, the United States would reduce thé 8-percent-and-below
rates which were cut only 20 percent in the Kennedy Round package by
a further 30 percent.

In return for these United States concessions, the EEC and the
United Kingdom offered, in the ASP package, additional chemical con-
cessions in their respective tariff schedules, With these additional
reductions, the EEC rates of duty on almost all of its chemicals would
be 12% percent ad valorem or less. The United Kingdom agreed to re-
duce its duties on plastics (most of which were excluded from the
Kennedy Round package) which had duties higher than the EEC rate oﬁ
the same item and, in general, to adopt the lower EEC ratés. The
United Kingdom also agreed further to reduce, by various percentages,
the rates on other chemicals, so that after these additional cuts

virtually all of its rates would be 12% percent ad valorem or less.
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As a further inducement for the United States to eliminate ASP,
France, Belgium, and Italy pledged to adjust their road taxes, which
are appllied on a "fiscal horsepower" basis, so as to eliminate dis-
crimination against U.S.-made automobiles, The United Kingdom agreed
to a 25 pefcent reduction in the Commonwealth margin of preference. on
iﬁports of unmanufactured tobacco, and Switzerland agreed to remove its
limitetions on imports of fruit canned in corn sirup. The applica-
tion of the ASP system to other products was separately negotiated. l/
In this way the negotiaﬁors finglly arrived at an agreed-upon solution

to the chemical 1ssue.

Cotton Textiles

At the Kennedy Round, cotton textilés were also handled in a sec-
tor negotiation, largely in consequence of earlier American leader-
ship in treating textiles separately from other industrial goods. As
has been done for agricultural commodities, separate commercial poli-
cies have been developed for cotton fextiles.

In 1956 the United States requested Japen to enter into a "volun-

tary" S-year "restraint” to reduce exports of cotton textiles to the

1/ As earlier observed, ASP, through Presidential proclamation, has
been applied to low=-valued wool-knit gloves, clams, and rubber-scled
footwear, 1In a note exchanged between the United States and Japan,
an sgreement, also subject to congressional approval, was reached to
eliminate the use of ASP valuations on clams and gloves. Elimlnation
of ASP on low-valued gloves 1s not meaningful because only wool-knit
gloves valued not over $1.75 per dozen pairs are subject to ASP and
such priced gloves are no longer traded. With regard to rubber-soled
footwear, no agreement was reached with Japan, the prineipal supplier
of this footwear.
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. United States. l/ Beginning in 1961, restraint of cotton textile ex-
ports was handled multilaterally first under the Short-Term Cotton
Textile Agreement and then during 1962-67 under the Long-Term Arrange-
ment, both of which provided systems of quantitative controls, g/;/
Although constituting a conslderable departure from the General Agree=-
ment, both the Short-Term and the Long-Term Arrangements were negoti-
ated under GATT auspices. The General Agreement does not in prin--
ciple permit the use of quotas for industrial products but the LTA
authorizes them for cotton textile products. The Arrangement repre-.
sents a particularly restrictive use of the quotéldevice since i£
divides textile imports into 64 categories witﬁ sepérate quotas for

each category.

1/ Because this action was formally treated by the U.S. Government
as a unilateral action on the part of Japan and not an agreement be-
tween Japan and the United States, no U.S. negotiating authority for
this step was deemed to be required.

2/ Sec. 204 of the Agricultural Adjustment Act of 1956 provides the
pertlnent authority. Although seemingly written as a special case to
apply to agriculture, the section provides authority not only to re-
strict imports of agricultural products but also to restrict products
manufactured from agricultural products. Sec. 204 provides that:
"The President may . . . negotiate with representatives of foreign
governments in an effort to obtain agreements limiting the export of
any agricultural commodity or product manufactured therefrom or tex-
tiles or textile products . . . ." A 1962 amendment to sec. 20L
(Public Law 87-488) provides that ". . . if a multilateral agreement
has heen or shall be concluded under the authority of this section
among countries accounting for a significant part of world trade in
the articles with respect to which the agreement was -concluded, the
President may also issue . . . regulations governing the entry or
withdrawal from warehouse of the same articles which are the products
of countries not party to the agreement." Much as in the case of a
nonsigners' clause of a cartel agreement, the terms of the agreement
can be extended to those who have refused to join the agreement.

3/ The text of the Short-Term Agreement may be found in U.S. Depart-
ment of State, Treaties and Other International Act Series, No. 488k,
pp. 1675-81; for text of the Long-Term Agreement, cf. Contracting
- Parties to the General Agreement on Tariffs and Trade, Long-Term
Arraggement Regarding International Tr. "= in Cotton Textiles, Geneva
1963.

a
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At the Kennedy Réund3 the Uniteﬁastatesgléﬁe EEC, and certain
other major importing nations, sought and obtained renewal of the
Long~Term Arrangement. In opposing renewal, a number of exporting
nations_(ambhé_which LDC's were conspicuous) insisted that 5 years
was sufficient to take care of a '"temporary" l/ problem and argued
that it was time to treat textiles the same way as othef industrial
imports. |

Iﬁasmuch as the cotton-textile problem involves industries in -
both developed and underdeveloped economies, tﬁe negotiations in this
sector were particularly sensitive; the credibility of the GATT com-
nitment to assist the LDCfs seemed at stake. Although exporis of
cotfon textiles are not a major source of‘foreign exchange to the
developed countries, they are for some of the LDC's. In 1963, measured
by value, Lli percent of Hong Kong's exports were textile products; 3k
percent of India's; and 21 percent of Pakistan's. 2/ For some
countries the implication of festriction of textile exports to foreign
'.exchange eérnings is accordingly evident.

The Long-Term Arrangement, concerning which there were such dif-
ferences of view at the Kennedy Round, attempts to liberalize trading

opportunities for LDC's and at the same time avoid disrupting markets

1/ Article 1 of the Long-Term Arrangement stotes, 'In order to
assist in the solution of the problems referred to in the preamble
to this Arrangement, the participating countries are of the opinion
that it may be desirable to apply during the next few years special
practical measures . . . ." (underlining added).

2/ Organization for Economic Cooperation and Development, Modern
. Cotton Industry, Paris, 1965, pp. 62-63.
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among importing nations--objeétives not easy to reconcile. For pur-
poses of the Arrangement, cotton textile products are divided into
6li categories, 1/ Under article 3 of the LTA a participant whose
market 1s experiencing, or is threatened with, disruption by im-
ports of cotton textiles in any categéry may request another participant
to restrict its exports of such products to a designated level; if the
exporting country does not comply with the request within 60 days, the
importing country may then restrict entry of the products concerned to
the level requested; Such controls, either by the exporting country or
by the importing country are a "restraint." The "evel reqﬁested" may
not be lower than actual imports in the first lé of the ‘prior 15 monthé.
Artiéle 6C of the Arrangement provides than ﬁonparticipants should not
be permitted to take advantage of the "restraints" of participants.
Under terms of the LTA, a country may find its market "disrupted"
if (a) imports of cotton textiles from a particular source have iﬁcreased
sharply and substantially, (b) the imported textiles are sold at prices
substantially below those of similar domestic goods, and (c) domestic
producers are seriously damaged or threatened therewith. g/ Fach im-

pdrting nation determines for itself what it considers disruption.

1/ Categories 1 to 4 cover cotton yarns ('"cotton yarn, carded, singles,
not ornamented, etc.," "cotton yarn, piled, combed, not ornamented,
etc."; categories 5 to 27, cotton fabries ("ginghams, carded yarn,"
"ginghams, combed yarn," "lawns," "voiles"); categories 28 to 38, cotton
made-up goods ('"pillowcases, plain, combed yarn," "dishtowels,” "fishing
nets"); and categories 39-63 cotton apparel ("men's and boys' all white
T shirts, krit or crocheted"; "other T shirts," "raincoats 3/4th length
or over').

g/ These terms spelled out in Annex C of the Agreement.
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Under article 4 of the LTA members and nonmembers are authorized
to enter into "mutually aéceﬁtable arrangements on other terms not
"inconsistent with the basicrdbjectives of this Arrangement." Today
the United.statés oﬁerwhelmingly relies on bilatergl agreenents con-
cluded under article 4 to restrict imports of cotton textiles. As of
December 1, 1967, the United States reétrained imporfs from three

countries under article 3 and from 22 countries under article L.

An exporting country that "voluntarily” accepts limitations on
its exports to a particulér market doubtless considers this the more
desirable choice of alternatives. Faced with the potential applica-
tion of article 3 restraints, most exporting nations have found the
vcertainty of article l preferable to the uncertainty of article 3.

In the United States, the LTA is administered by the Inter-agency
Textile Adviéory Committee under the President's Cabinet Textile Ad-
visory Committee'(éonsisting of the Secretaries of Commerce, Labor,
Agriculture, State, Treasury and the Special Representative from the
Office of the Special Representative for Trade Negotiations). Both
committees are advised by a735-member Management~Labor Advisory Com~
mittee appointedbby the Secrétary of Commerqe (on the recommendation
of the four textile‘trade associations and the seven labor unions in
the field).

Under the proviso of "market disruption," and pursuvant to the
negotiation of "mutually acceptable arrangements on other terms not
inconsistent with" the objectives of the Arrangement, numerous actions

have been taken under which exports from certain textile-producing
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countries have been restricted; l/ Such limitations have been taken
primarily on products of the ILDC's and various "intermediate” coun-
tries such as, Spain, Israel, and Yugoslavia.

The LDC's héve criticized these restrictions of imports, cate-
gory by category, holding that they unduly rigidify their production.
The United States requires restrictions on all 64 categories; other
developed countries use broader groupings of their own meking. Hence,
IDC's exporting to developed economies have to operate under a differ-
ent category-system for virtually each market.

In view of the foregoing, it is scarcely surprising that a dif-
ference of view developed at the Kennedy Roﬁnd.respecting the desira-
bility-of renewing the LTA. Representatives of a number of LDC's
recalled that the wording of article I of the LTA virtually limited,
the time during which the "special measures" could be used; accord-
ingly, they held that'the 5 years that had elapsed had afforded suf-
ficient time for the textile industries in developed economies to
adjust to the textile capacity of the world. On the other hand,
representatives of developed countries were adamant that the LTA be
renewed. The Director General, attempting to steer a middle course
between cdﬁflicting views, urged that, in return for renewal, suﬁ-
stantial duty reductions on commodities in this sector be made,
that quotas be liberalized, and that they bé adminiétered more flex-

ibly. So adamant was the EEC on renewal of the LTA that it made

1/ A record of U.S. actions under the LTA may be found in Textiles
and Apparel, Tariff Commission Publication No. 226, January 1938,
table 8, p. C-10.
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certain of its duty reductions cqnditional on renewal, This action
by the EEC, in turn, led the United States and Japan to make certain
of their concessions conditional on EEC actlons,
The textile sector negotiation resulted in a 3-year renewal of
the ITA (expiring September 30, 1970) and in duty reductions on tex-
tiles by the contracting parties averaging considerably less than

the 50-percent goal of the round. 1/

Agricultural Products

While the negotiations involving industrial products may have at
‘times been difficult, even more serious problems were encountéred
in negotiations respecting agricultural products. As will be recalled,
the ministerial objective in agriculture was "acceptable conditionas
of access toward world m@rkets" in furtherance of a significant de-
velopment and éxpénsion of trade in such products.

The problems in agricultural-negotiations-differed greatly from
those in the industrial negotiations, principally because nation
after nation operates agricultural support pfograms.“ Governments
of free-enterprise economies around the world maintain such programs
largely for the same reasons. g/ The farm sector of the economy

typically affords lower and more unstable incomes to workers than do

l/’Inasmuch as the other two sector negotiations, pulp and paper
and aluminum, were not of key interest to the United States, they
are not detailed here.

2/ For one of many discussions of the farm "problem,"” ¢f., Clair
Wilcox, Public Policies Toward Business, Homewood, Illinois, 1966
edition, ch. 31, 'Controlling Agriculture," pp. 769-798.
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other parts of the economy. Apart from the hazards of weather, the
unfavorable position of the farm population stems largely from the
fact that the demand for a wide range of farm products is inelastic,
whereas supply is elastic in expansion but inelastic in contraction.
The inelasticity of supply in contraction arises out of the unusual
cost structure in agriculture where fixed costs (which, in this case,
inciude labor, i.e., family 1abor), constitute an unusually high pro-
portion of total costs. Because of these and other problems, govern-
ments around the world maintain price-support operations for bvasic,
storable crops and income-support systems.

Government price-support programs complicate international trade
in agricultural products in two ways. They result in subsidized ex-
ports and exceptional restrgints on imports. Governmental support
programs, frequently cause surpluses to be produced, because priceé
regarded as high enough to assure farmers a “"fair living" encourage
a sizeable expansion of output. Such expansion often occurs evea when
attempts are made to limit production, and not all programs include
such attempts. Frequently programs result in output over and beyond
demand at the support price levels, thus creating a "surplus."

Since domestic-support prices typically exceed world priceé, the
only feasible way that surpluses can be disbosed of abroad is through
subsidization of exports. The size of the subsidies generally v;ries
with the difference between the level of domestic support prices ahd
the level of world prices. Although the eipression, "variable export

subsidy" has not customarily been employed to describe these payments,
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this is what they are. Accordingly, world prices for commodities that
are under price-support by numerous éovernments may have little rela-
tibn to average costs of production. Rather, prices may reflect pri-
marily the effect of competitive subsidization.

Inasmuch as the operétion of government price-support or income-
meintenance programs may be impeded by imports of such commodities,
governments typically erect exceptional trade barriers against such
imports. Since ordinary tariffs can be surmounted, governments usually
resort to more effective rest}aiﬁfs-;élg.; quotas and variable import
levies. Thus, out of efforts to bring a desired return to their agri-
cultural seétors, govermments have often sacrificed the édvantages of
trﬁde—-the gains occurring to each nation from specializing in that
which it can most economically produce.

As observed earl;er, quantitative restrictions on trade are dis-
approved in principal under the General Agreement, But because of the
widespread use of quantitative restrictions on agricultural products
when the Agreement was drafﬁéd, it was so written to permit the use of
import quotas when governmehts were restricting domestic supplies and
in situstlons of temporary surpluses. The fact that the General.Agree-
ment did not deal specifically with the use of the variable levy proba-

bly reflects the minor use of this device when the General Agreement was
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writtep._}/ The varisble import levy can be quite &s restrictive, if
not more restrictive, than quotas.

As used by the EEC the variable levy is an arrangement for taxing
imports by an amount that will bring their EEC selling priée'up tc the
"target price"” for such commodities--the farget price being set above
the "intervention" or support price. In the lexicon of American agri-
culture, one speaks of "pﬁrity" and of "support prices" at a given per-
centage of "parity"; similarly, in the EEC lexicon, "target prices" set
the goal and "intervention prices" represent the prices at which the
gévernment will support'the commodity. g/ The variable levy represents
the difference between the aggregate of "cost,‘inéurance, and freight"
of imports and the "threshold price." The threshold price is the
target price less internal transportation .costs. The levy 1ls vari-
able because the c.i.f. costs of the imported goods constantly change.
The target price is calculated on the greatest deficit afea. Fruquehtly,
this is an extreme interior point so that transportation costs are at

maximum. Inasmuch as target prices exceed support prices, imports

1/ D. Gale Johnson in "Agriculture and Foreign Economic Policy,"
Journal of Farm Economics, December 196k, p. 915, points out that the
variable import levy is an ancient institution, that it was introduced
into the English Corn Laws in 1670,

Although attention at the Kennedy Round focused on EEC reliance on -
the variable levy, the EEC is not the only customs area using it. Swe-
den uses a variable levy on agricultural imports. Cf. '"Preliminary
Inventory of Non-Tariff Barriers Affecting United States Trade in Agri-
cultural Products” prepared by the Office of the Special Trade Repre-
sentative and published in U.S. Congress, Committee on Ways and Means,
Hearings on Foreign Trade and Tariff Proposals, 90th Congress, 2d Sess.,
pt. 1, June 1968, pp. 201-9.

g/ While the two systems are -parallel in this respect, European sup-
port prices typically are a higher proportion of target prices than is
the case in the U.S. support system.
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subject torthé varlable 1evy are obliged to compete over d price handl-
~ cap when market price 1s below the target price.

In agricultural trade, quotas and variable levies are often ap-
plied by a country to prdtecf its important agricultural commodities;
imports of other commoditles when restricted, are restricted by dutiles.
It 1s accordingly evident that tariff reductions offer only one part--
the»les%er part--of liberallizing agricultural trade.

‘ In the format of the Kennedy Round, most nonbasic commodities were
negétiated in the Agriculture Committee; for the most part, major com-
modities were dealt with in separately established "groups"--a "cereals

' o "meat group," a "dairy products group." Even before the

~ group, '
:start of the round the negotiators realized that the linear negoti-
a&iﬁg technique would nof provide a workable approach to trade liber-
alizaéion in the agricultural sectors. It was agreed that negotia-
tions would be héndléd 6n the basis of specific offers. No consensus
had been reached, however,'on the type of offers that would be made.

The EEC proposed to negotlate on the structure of agricultural supports;
the United States on "access guarantees,"

The ﬁEC'proposal on agricultural supports became ldentified as the
"margin of support" ("montant de soutien") plan, 1/ It was not a new
proposal; it had been before fﬁé'standing coomlttee on agriculture ih
the GATT (Committee II) for some years. The EEC proposed that, in the

case of" support systems that were restrictive of agricultural trade,

1/ A discussion of the evolution of this concept will be found in
J. H. Richter, Agricultural Protection and Trade, New York, 196k,
Ppo 73"83, 90-98, 138-ll+50
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"bindings" or pledges not to increase "margins" of support should be
the first step tdward improvement. Under the proposal, a gystem of
world "reference" prices would be established for each basic commodity.
Existiﬁg levels of support would be determined, and governmeﬁts would
pledge no increases thereof, except in ci}cumstances of inflation or
"political necessity." That the proposal did not carry was attribut-
ablé at least in part to the difficulty in measuring support levels,
although the wide latitude inherent in the two stated reservations
doubtless would also have resulted in serious administrative problems.
Agricultural suﬁports are both particular and general. In the
United States, for example, there is a price sdppért for wheat and
this is clear and specific. Wheat growers, however, receilve support
beyond the price-support prqgram for their commodity. Additional bene-
fits are often accorded agriculturalists in many countries by diverse
legislation. Inasmuch as these should properly be pert 6f 8 calctla—
tion of agricultural supﬁort, they create difficult problems of meas-
urement and allocation. In the United States, agriculturasl labor 1s not
guaranteed the legal protection of self-organization and collective bar=-
gaining. In part it 1s outside minimum wage legislation as it is out-
side most other protective labor legislation. What is the scale of the
advantage accruing from these exceptions? Other countries afford a.
variety of comparable benefits to producers of‘designatéd agricultural
products--benefits difficult to identify and more difficult to measﬁre.'
-Government funds are also allocafed in numerous countries for export
promotion. The United States, for example, allocates 30 percent of

the customs revenues each year to the . cretary of Agriculture for usé,
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amohg other purposes, for éncouraging agricultural exports.. How much
do such measures add to the "margin of support" for wheat? The answer
is not easy. Yet, unless supports can be identified and measured,
"pindings" of support are not likely to be meaningful. In the end,
efforts to negotiate the "montant de soutien” were abandoned.

A foreshortened negotiating period was a further complication in
the agricﬁltural negotiations., Under the original timetable, grain
offers were to be tabled by May 17, 1965, and all other offers by
September-17, 1965. The grains date was met and offers thereon accord-
iﬁgly tabled. Shortly thereafter, however, a crisis develobed within
the FEC over its internal agricultural policy; the dispute required
agout'a year to resolve, While some agricultural offers were tabled
in September 1965, the U.S; did not table items which were of major

"interest to the EEC.,  Since the EEC, a major market for agricultural
products, made no offers other than on wheat, only a partial tabling
had beeq achieved. Hence, most substantive work in the agricultural
field was suspended while the EEC sought consensus on its internal
agricultural policy. It wés not until August 1966 that the EEC tabled
its offers and full negotiations were resumed in the agriculturai

sector,

Cereals
Grains~-food and feed grains--constitute the most important group
of agricultural commodities in international trade. In recent years

they have accounted for some 40 percent of U.S, agricultural exports
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(commercial and subsidized exports cbmbined). 1/ The EEC has usually
been the major market for U.S. grains, having taken close to one-fifth
of U.S. grain exports, though of dollar sales, a far higher percent-~
age. g/ In the EEC the production of grains,after dairy products and
cattle, is the most important agricultural activity measured by value.
The importance of grains is emphasized by the fact that the EEC coun-
tries have been through two world wars when domestlc supplies of food‘
became of vital significance. For a number of countries, grains aré
literally a national security issue. The key participants, there-
fore, had exceptional interest in negotiations affecting "cereals" and,
hence, the negotiations in grains took on key iﬁportance to the success
"of the round.

As part of its common agricultural policy (CAP),the EEC-haq in-‘
creased its price support for wheat. To protect the program, it made
imports subject to a variable levy. Thereafter, imports competed with
domestic grains only with the payment of very substantial variable
levies. Earlier in this chapter, the "trade creating" and "trade
diverting" aspects of customs unions were discussed. To the United
States, the EEC policy with respect to wheat cbnstituted a definite

case of '"trade diversion."

Through the variasble levy,low-cost commodi-
ties from the outside were to be displaced by more expensive cdmmodi-

ties from within. The CAP for grains was thus "inward looking" and

}/ U.S8. Department of Agriculture, Foreign Agricultural Trade of the
United States, January 1969, table 19, p. 46, The calculation is in
value terms, .

g/ Ibid., together with supplement, U.S. Foreign Agricultural Trade
by Commodities, January 1969, table 3, p. 4. The calculation is in
value terms.
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trade restrictive. To the great concern of the ﬁnited States and
other exporting countries, moreover, it seemed inescapable that the
higher support prices would result in greater output of wheat within.
the EEC than the EEC could use. Unless the surpluses could be kept
out of commercial channels, they would be likely to heighten competi-
tion among govermments in subsidizing exports.

In the negotiations, U.S. representatives reminded ﬁhe EEC spokes~
men of the assurance at the Dillon Round that the variable levy would
not be operated in a manner that would damage U. S exports. 1/ Not-
withstanding such assurance, it 1s clear from the very character of
the variable levy that 1ts purpose was in conflict with the pledge.
The r;riable levy is designed to restrict imports--to the amounts
needed at the.target price level to supplement domestic output.' The
United States, therefore, was obliged to seek "access guarantees".at
the Kennedy Round, The details of the grains agreement negotiated at

the round are presented at the close of this section.

Dalry products

Dalry products constitute a major agricultural commodity in inter-
national trade. For such countries as Denmark, Holland, New Zealand,
and Australis they are a prime source of foreign exchange. While the

foregolng countries are the principal exporting countries, the dairy

industry is an important agricultural-activity in most temperate zone

;/ Referred to by Representative Curtls, Congressional Record,
Apr. 10, 1967, p. 8803.
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countries, The large number of farmers involved in delrying in many
countries enables them to exert strong political pressures, and dalry-
ing has been declared a major agrié;itural acti&ity deserving price
support. As previously observéd, the seemingly inevitable concomi-
tants of price support are expénded output, surplus dispoéal problems,
subsidized exports, and severe restraints on imports. In such circum-
stances, establishment of "acceptable conditions of access" in further=
ance of expanded trade 1s a goal extrasordinarily difficult of achleve-
ment. |
Members of the dairy products négotiating.group'were: Afgentiha;
Australis, Austria,vCanada, Denmark, EEC, Fiﬁiéﬁd, Ireland, Japan, New
Zealand, Norvay, Poland, Sweden, switzerland, the United Kingdom, end
_the Unlted States. For New Zealand in parﬁicular thé dalry products
talks were of exceptionél significance. However, differences were
not able to be reconclled and no agreement was acﬁieved as a-résuit of

~ the dalry products negotiation.

Meat products

Meat products proved ﬁo be as difficult 6f negotiation.at the
Kennedy Round as were dalry products: Members of the méat negdtiating-
group were: Argentina, Australla, Austrie, Canada, Denmark;'EEC,
Ireland, Japan, New Zealgnd, Norway, Poland, Sweden, Switzerland,

United Kingdom, and the United States. Argentina, the world's’
largest exporter of beef, is followed in that position by Ahstralia,

the Netherlands, New Zealand, Uruguey, and Yugoslavia. Members
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importing the largest amount of beef annually are the EEC, United -
Kingdom, and the United States.

A number of countries provide price supports for meat, which they
brdtect against imports with nen-tariff,devices.r Although the EEC does
not expect to achleve self-sufficiency in meats in the foreseeable
future, it has developed substantial price supports for meat, which
are reinforced with a modified variable import levy. | |

“While the discussions started broadly they narro%ed largely to
efforts to negotiate "more acceptable conditions of access with a view
toward expending trade" in frozen beef. The EEC proposed the "montant
de soutien" approach to the negotiations, but this was not accepfed by.
the majorify; hence, no progress was made in cutting through the extra-

tariff barriers.

In view of the problems that confronted the negotiatofs iﬁrthe
agricultural sector, it is scarcely surprisiné that the accomplishments
were modest at best for some items and virtuslly nil for others. While
a "round" offers a negotiating forum for reducing barriers, which ﬁoetr
agreed.ehould be reduced, it does not afford a good settiﬁg for explor-
ing and developing new commercial policy. In a "rouhd" the athosphere
1s essentially "adversary," where the representative of each contract-
ing party is on the-alert.to strike the best bargain possible, While
this facilitates commercial negotiations within established lines,.it
is not conducive to the exploration of new approaches. Agricultural
trade 1is ﬁot satisfactorily handled by the rules governing industrial

trade, as continuing recourse to numerocus waivers and exceptions shows,
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In the case of agriculture apparently a new approach will be required

if & major reduction of barriers is to be achieved.

International Gralns Arrangement
At the Kennedy Round the Contracting Parties outlined an Interna-
tional Grains Arrangement to provide, among other things, both maximum
"and minimum prices for the-mejor varieties of wheat traded in interna-
tional markets. The new Arrangement }/ was achieved in two stages--its
principal provisions‘were negotiated at the Kennedy Roundvand its final
text was developed at the International Wheat Conference in Rome. |
The negotiations at the Kennedy.Round leading to the international
Grains Arrangement were conducted in the cereals group and culminated.
June 30, 1967, with 16 principal wheat importing and exporting coun-
~ tries 2/ signing a "Memorandum of World Grains Arrangement." 3/ By
signing this memorandum, each of these sixteen countries, including
those comprising the EEC as well as the Cdmmunity itself, agfeed_to:
negotiate a world grains arrangement, on as wide
a basis as possible, . . . to work diligently for
the early conclusion of the negotiation, and . . .
to seek acceptance of the arrangement in accord-

ance with its constitutional procedures as rapidly
as possible. 4/

1/ The text of the International Grains Arrangement may be found in
U.S. Congress, House, Committee on Ways and Means, Foreign Trade and
Tariff Proposals, Hearings, 1968, pt. 1, pp. 39L4- ﬁ3

2/ The 16 countries were: Argentina, Australia, Canada, Denmark,
Finlend, Japan, Norwey, Sweden, Switzerland, United Kingdom, United
States and the European Economic Community and its members: Belgium-
Luxembourg, Germany, Italy, Netherlands and France.

3/ The text of the Memorandum of Agreement on Basic Elements for the
Negotiation of a World Grains Arrangement may be found in GATT, Legal
Instruments Embodying the Results of the 1964-1967 Trade Conference,
vol. V, pp. 3671-91.

L/ Tbid., p. 3678.
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The memorandum delineated the prineipal items upon which the major
ﬁheat trading countries later agreed in the Arrangement. These re-
lated to: the establishment of minimum and maximum prices for vari-
ous types of wheat; regulations to govern commercial purchases and
supply commitments, and provisions for extending aid in the form of
food. The content of the International Grains Arrangement for the
most part was agreed upon at the Kennedy Round. |

_From July 12 to August 18, 1967, representatives of 52 countries,
including countries comprising the EEC and the Community itself, met .
in Rome at the International Wheat Conference primarily to implement
the Memorandum, }/ The International Grains Arrangement combined the
provisions of the Kennedy Round Memoragdum with the administrative
and institutional structure of the International Wheat Agreement, the
substantive provisions of which expired on July 31, 1967.

The Grains Arrangement establishes higher minimum and maximum
prices for wheat than in thé préceding International Wheat Agreement.
The new Arrangement does this for various types and grades of wheat
and sets up procedures to be followed when world market prices ap-
:proagh'these ievels, Wheat exporting nations are generally con-

fronted with supplies that are greater than the quantity thﬁt

1/ For a fuller discussion of Ihe International Grains Arrangement,
cf, Fred H. Sanderson, "The International Grains Arrangement," U.S.
Department of State Bulletin, May 6, 1968, pp. 590-59h.
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commercial channels can absorb at prices regardeg as sufficient to

| provide acceptable levels of income for the existing number of
farmers. 1/ The participating countries, therefore, deemed it im-
portant to develop means to remove part of the supply from the com-
mercial channels. | The Arrangément, aécordingly, consists of two
parts--one dealing with price, the Wheat Trade Convention, and the
other dealing with surplus disposal, the Food Aid Conventibn. Both
of these Conventions are to run for an initial period of 3 years;
provision 1s made for their renewal or replacement;

In the Wheat Trade Convention, the projected price goalsQ—minimum
and maximum--are defined in terms of 1k majof iﬁternationally traded
types and grades of wheat. The new minimum levels for the wvarlous
types and grades of wheat are roughly 20 cents per bushel (lE,percént)
higher than the prices used in the International Wheat Agreement which‘
calculated prices frbm one type and grade of wheat. Iﬁ fact, the new

minimm prices do not differ significantly from the average export

prices for the various types of wheat during the S5-year period
1962/67. 2/ The maximum prices are set at 40 cents above the vari-

ous minima. Although this higher price range is wider than the

}/ For a discussion of this point cf. Statement by D. Gale Johnson
submitted to the U.S. Congress, Senate, Subcommittee of the Committee
on Foreign Relations, International Gralns Arrangement of 1967, Hear-
ings, 1968, p. 1h3.

2/ Testimony of Helen C. Farnsworth before U.S. Congress, Senate,
Subconmittee of the Committee on Forelgn Relations, International
Grains Arrangement of 1967, Hearings, 1968, pp. T4, IE5, and 1G7.
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usual market-price fluctuations, it was deemed to be sufficiently nar-
row to prevent the wide price fluctuations that the negotlators sought
to avoid.

The Convention obligates the signatory importing countries to
purchase specified minimum percentages of their commercial import
re@uirements from signatory exporting countries. These exporting
countries must sell to the signatory importing nations their "normél
commércial requirements" at prices consistent with the Arrangement.
Signatory exporting countries mey sell at prices above the maxima to
nonsignatory countries at any time as well as to signatory countries
oﬁce their "normal commercisl requirements" have been met. Minimum
prices must be met on sales‘to, and purchases from, nonsignatory
countries. 1/

When world market prices approach the agreed-upon minima, pro-
cedures may be_iﬁVoked under the Arrangement to adjust the minimm
prices and the differentials between the prices for the various types
and grades of wheat. If the various count:ies cannot negotiate
appropriatg adjustments of the minimum prices, however, an exporfing
countr& may sell wheat at competitive prices, even 1f these prices
ere lower than the published minima. 2/ One eminent agricultural

economist observed that even if prices are subject to continued

1/ Fred H. Sanderson, 'International Grains Arrangement,” U.S,
Department of State Bulletin, May 6, 1968, p. 591.

2/ "Summary of Statements on Adjustments in Minimum Prices™ prepared
by GATT in Hearings before the U.S. Congress, Senate, Subcommittee of
the Committee on Foreign Relations, International Grains Arrangement of

1967, Hearings, 1968, p. 11k,
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negotiations, the higher minimum levels are likely to create "an
unwarranted optimism with respect to the prospective prices of whest
and induce inappropriate actions on the part of governments and
farmers." 1/ When the Grains Arrangement was ratified by the U.S.
Senate, the U.S. Department of Agriculture issued the following
statement concerning the minimum prices:

+ « » heavy current U.S. supplies have been redubing

U.S. domestic market prices, and the levels of ex-~

port prices for several wheat classes are below the

IGA minimums. The action tsken today to implement

the price provisions will bring U.S. export prices

up to the IGA minimums. Over the long run, the

effect of this will be felt in U.S. domestie prices,

as the Arrangement's minimum prices provides a defi-

nite goal for U.S. prices to move toward. 2/

In the Food Aid Convention, as in the Memorandum signed at the
Kennedy Round, the developed countries agree to supply the develop-
ing countries annually with 4.5 million metric tons of elther wheat,
coarse grains sultable for human consumption, or the cash equiva-
lent thereof. Four point two million metric tons were subscribed
in the Memorandum. The food aid provided for in this Memorandum
is to be supplied either as grants or for payment in local currency,
which will not as a rule be available for use by the contributing
country. 3/ To the extent that the member countries direct their

excess domestic production to the food aid program, the pressure

1/ D. Gele Johnson in U.S. Congress, Senate, Subcammittee of the
Committee on Foreign Relations, International Grains Arrangement of
1967 Hearings, 1968, p. 1hl.

2/ TForeign Agriculture," July 1, 1968, p. 5.

3/ GATT, Legal Instruments Embodylng the Results of the 1961;-1967
Trade Conference, vol. V, pp. 3682-83.
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on commercial markets will be lessened. The following minimum annual

contributions by each party were stipulated in the Memorandum:

Percent of
1,000 metric tons total donation
United States---==cec-=w- 1,890 k2.0
Canada--~===~-=cmemmceuae ' L9s 11.0
Australig-e-ccevmecccnaaa 225 5.0
Argenting---==cemcccacuan - 23 0.5
FECromccmmmm i mc e c e 1,035 23.0
United Kingdom~=-=caww=w= 225 5.0
Switzerland--~=-ee-eecee-- 32 0.7
Sweden---=--=~=--- o —————— 54 1.2
Denmarke-==-==cscwommcau—- 27 0.6
NOTWaY ==mm===—m—mmm—————e ' 1L 0.3
Finland=eee-=c=c=cmeme—aa— 1k 0.3
Japan--=-ummeemncn e ———— 225 5.0

Disposal of surplus food grains can benefit the less developed
“countries by: (1) providing additional food resources for their
domestic consumption, (2) reducing the pressure on their domestic
(food) price levels, and (3) freeing scarce foreign exchange for
+the importétion of other neéded items. If such surplus disposal
impedes technological improvement in agricultural production in the
less developed countries, however, it could-damage their long-run

economic development. 1/

1/ Boris Swerling, Current Issues in Commodity Pollicy, Princeton
University Economics Department, International Finance Section, Essays
in International Finance, No. 38, 1962, pp. 5-6.
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The Less Developed Countries

Although at previous GATT rounds the'problems of the less devel-
oped countries (LDC's) had been the subject of discussion and some
aetion, at the sixth round these problems were placed center on the
GATT stage. Midway during the round,.Director General E. Wyndham
White, addressing the 23d Session of the GATT, observed that the
Kennedy Round had two broad objectives: to secure a degree of trade
liberalization both deeper and more camprehensive than had been
achieved in the‘past, and to undertake a series of actions "to meeﬁ'
the urgedt trade and economic development problems of the less devel=-
oped countries.™ 1/

Although the poverty of the world is an ancient phenomenon, it
awalted the post-World War II period to be "discovered." The accom-
panying chart (figure 2) portrays graphlcally the stark differences in
levels of living that characterize the peoples of the world. ,The
"discovery" of this poverty has added new nomenclature to the lan-
guage--e.g., “less developed countries," "underdeveloped-countries,"

n

"emerging countries," and "developing countries."” The goal of those
attempting to overcome poverty in Asia, Africa, and Latlin America 1s
not only to raise the levels of living in those areas,but also to
narrow the gap separating developed from'underdeveloped countries.

One is an absolute objective; the other relative. Any improvement

in the output of the LDC's contributes to the first objective; only

1/ GATT Press Release 957, Apr. 22, 1966, p. L.
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more rapid economic growth in the less developed countries than in fhe
developed countries contributes to the second. In recent years the
gross domestic product of the developed economies has grown at a rate
of nearly 5 percent a year, and their per capita income has ihcreased
at nearly 4 percent a year. If the disparity between the developed
and the underdeveloped countrles 1s to be lessened, therefore, the
LDC's must sustain higher rates of grOyth than those achiéveq by the
ere advanced countries. Such, however, has not been the case, as
seen in ﬁhe tabulation below. Inasmuch as population increases méy
negate the growﬁh of national output, it is pertinent to make compar-

ison in terms of per capita income as well. 1/

: Ammusal rates of growth,

: percent compounded

: P : : 1966 -

* 1955-60 ° 1960-65 ; 1965 . (Preliminary)

i Real gross domestic product
LDC'S====mmmcmammnc s mme e 4.6 : Lh.5 3.8 : k.5
Developed countries---=wme- : 3.2 5.1 :+ 5.2 : 5.0

| " Per capita real gross domestic product

LDC's==~mecmemrmmc e —ean : 2.2 : 2.0 : 0.9 : 2.0
Developed countries~===w==-- : 2.0 : 3.6 : 4.0 : 3.8

The concern at the Kennedy Round with the importance of trade to

development reflects a shift of emphasis on how best to meet the

;/ Calculations by the UNCTAD Secretariat based on data obtained
from the United Nations, Organization for FBuropean Cooperation and
Development (OECD), and the U.S. Agency for International Development
(AID), UNCTAD, Review of International Trade and Development, 1967,
TD/5 Rev. 1, 1968, p. 1,
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growth problems of the LDC's. 1/ In the fiftles attention initially
focused on problems of capital formation as a means of breaking the
"vicious circle of poverty'--the view being that low capital invest-
ment makes for low output, which in turn makes for low savings, there-
by perpetuating the cycle of low investment. Later in the decade,
attention turned to the importance of literacy, entrepreneurship, and
the other human skills required for sophisticated economies, In the
sixtiés, however, trade came to be emphasized as the "engine of
growth, ' or more modestly as "fuel for growth." 2/

A series of actions underscored the growing awareness by the
GATT membership of the role of trade in development. In 1958 the
"Haberler Report" directed attention to the importance of trade for

the growth process. §/ In 1961 the Contracting Parties adopted a

}]AIt would be inappropriate to convey the impression that atten-
tion of GATT was first turned to the problem of the LDC's in the
sixties. Article 18 of the originel agreement dealt with develop-
~mental trade and, by subsequent amendment, it became increasingly
~ focused to LDC issues. Some of the actions permitted under this ar-
- ticle, however, require annual review by the Contracting Parties,

others blennial review, and over the years only limited use has been
made of it.

2/ Isaiah Frank, "The Role of Trade in Economic Development,"
International Organization, Winter, 1968, pp. hh-T1. Professor Frank
observes: 'The concept of foreign trade as an engine of growth Trests
not only on specific technical linkages of the Hirschman type but
also on the more generasl multiplier effects of expanding exports on
income, employment, and investment . . . But, by and large, developing
countries would be satisfied if exports performed efficiently the
lesser and more passive role of providing the fuel for continuing
growth in the form of steadily increasing supplies of foreign ex-
change." p. 56.

§/ GATT, Trends in International Trade, A Report by a Panel of
Experts, Geneva, Oct. 1958.
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"Deeclaration on Promotion of the Trade of the Less-Developed Coun-
tries"; l/ in 1963, they agreed upon a "Programme of Action," on
"Measures for the Expansibn of Trade of Developing Countries as a
Means of Furthering Their Economic Development;" g/ In 1964, they
proposed the addition of--and in 1966 £hey adopted--Part IV to the
ngeral Agreement itself (articles XXXVI-XXXVIII), dealing specifi-
cally with trade problems of the LDC's. §/ Thus, recognifion of
the "urgent trade and economic development problems" of the LDC's at
the Kennedy Round was the product of these earlier measures.

The U.S. Congress took special cognizance of the LDC's when
enacting the Trade Expansion Act, the enablihg iegislation for U.S.
participation in the round. Under section 213 the President was
given special authority to remove duties on tropical agricultural
and forestry products. Congress authorized duty reductions in ex-
cess of 50 percent for products in these categories if.U.S. produc=-
tion was not "significant," provided that the EEC would assure com-
parable access to thelr markets substantially without differential
treatment as among free world countries of origin. Further, the
Congress authorized such reductions to be made all at one time, not
phased as other reductions were required to be.

Even though the Kennedy Round was pledged to give barticular

attention to the trade problems of the LDC's, anticipation that

1/ The text may be found in GATT, Programme for Expansion of Inter-
national Trade. Trade of Less-Developed Countries, Development Plan:
Study of the Third Five-Year Plan of India, Geneva, 1962, pp. 21-2L,

g/ The text may be found in GATT, Basic Instruments and Selected
Documents, 12th Supp., pp. 36-4T.

3/ iIbid., 13th Supp., pp. 2-T.
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benefits from the round would be sligh£ induced the LDC's to estab-
1lish a separate trade organization, the United Nations Conference on
Trade and Development (UNCTAD), to deal with their trade problems. }/
UNCTAD held its first meeting from March to June 196k--a period that
overlapped the early months of the Kennedy Round. A dilemma facing
the LDC's was that while the UNCTAD could easily adopt resolutions
supporting the commercial policies they sought, it is the developed
ecoﬁomies which have the capaclty to implement such resolutions. In
the GATT, where representation of thg developed economies is centéred,
and where machinery exists for such implementation, the LDC's are not
&trong.

Close to three-quarters of the LDC members of the GATT chose not
to participate in the sixth round. This decision was mede even
though the round was committed to an action program for the LDC's and
notwithstanding that the requirement of reciprocity on the part of
the LDC's had been waived.‘

Reference has already been made to the special section (sec. 213)
in the Trade Expansion Act providing exceptional Presidential author-
ity in the case of tropical agricultural and forestry products, but
this provision was not translated into significant results. Very
few products of interest to the LDC's turned out to geet the test of
no "significant" U.S. domestic production, and when the EEé chose
to Join with the United States in offering nonpreferential reductions

on only certain of these tropical products, even fewer items qualified.

1/ A report of the first conference may be found in UNCTAD Pro-
ceedings, 8 vols., United Nations, New York, 196L.
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The background to the preferential arrangement by the-EEC grew .
out of the Treaty éf Rome esteblishing the Community. The treaty
provided for the association of the non-European territories of France,
Belgium, the Netherlands, and Italy. In 1963 the former African
colonies thus ihvolved, now 18 indepenéent countries, asked for an
grrangement taking note of thelr new status. In the Yaounde Conven-
tion of July 20, 1963, the EEC accorded duty-free entry to the exports
of these nations. While such an arrangement accorded dilstinct advan-
teges to the new govermments concerned, it discriminated against the
producfs of the LDC's not included. Thus, whereas bananas from
"associated overseas states" (AOC) enter the EEC duty-free, those from
Central and South America are subject to duty as provided for in the
CXT. ‘

By making the cooperation of the EEC a prerequisite to the exer-
cise of the U.S. authority to grant special reductioné in duty on
tropical products, the American Government had hoped that pressure by
the LDC's exéluded from preferential EEC treatment would induce the
EEC to‘adopt a nonpreferentlal approach. l/ However, since the
U.S. Tariff Commisslon found that few tropical products met the test
of no "significant" domestic production, and since the EEC was

willing to join the Unlted States on only certain products, little

1/ John B, Retm, 'The Kennedy Round of Irade Negotiations,"
American Journal of International Law, April 1968, p. LO7. The EEC,
however, faced the reluctance of the AOC's to forego their preferen-
tial treatment in the EEC.
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hiappened under section 213. 1/

To enable the contracting parties at the Kennedy Round to appraise
the trade needs of the LDC's, the latter were asked to indicate prod-
ucts of special interest to them. 2/ |

Other than agricultural products, the major primary export of the
LDC's is petroleum. Petroleum was on the U.S. exceptions list be-
chuse, under the provisions in the Trade Expansion Act, the United
Statés could not_grant‘concessions on products the import of whicﬁ
was deemed to impair the national security. 3/ Accordingly, the
United States, a major importer of petroleum, was unable to negotiate
on this product. Other countries did negotiate, however. The EEC
reduced 1ts CXT rates from 3.7 percent to 1.9 percent; the United

Kingdom its MFN rates from 0.2 percent to 0.1l percent; and Japan

l/ Under its tropical-products authority, sec. 213, the United
‘States granted concessions on 24 tariff items. (There are some 5,200
tariff items in the TSUS.) The value of imports under these 24 items
'in 196L amounted to $75 million, out of total imports of $18.6 billion.
Two of the items, shredded dried coconut and shelled cashews, consti-
tuted two-thirds of the value of such imports. In 1964 imports of
coconut amounted to $16.6 million and imports of shelled cashews,
$33.% million. ‘

é/ A 1966 form of this list may be found in GATT Com. TD/23, June 29,
1966.

‘ §/ At this round, the United States sought to make a distinction of
exceptlions which were not of "principal-supplier” interest to GATT
members calling these "exclusions." Thus, the United States proposed
that its own exceptions list should not be debited with petroleum,
which it was obliged to withhold because earlier it had been made a
product of national-security interest. The United States argued
that the cmlssion from exceptions lists of "exclusions'" would be an
inducement to accession., Other participants did not accept this view
and treated petroleum like any other commodity on the U.S. exceptions
list, Of greater effect on petroleum imports into the United States
than duty rates are, of course, the quantitative controls which govern
the amount which shall enter.
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reduced its rates from 12,8 percent to 12.6 percent. l/ Among these
three countries, low rates were made lower, a substantial rate was
little cut. Thus one would not expect a substantial liberalizing of
petroleﬁm trade from the action of these governments.

Among the 20 percent of the LDC trade that is not in agricultural
gnd primary products, are various manufactures, one of the most impor-
tant of which 1s cotton textlles. But, as already noted; exports of
cotton textiles were subject to control under the Long-Term Textile
Arrengement, vhich vas extended until 1970. 2/

The preponderance of agricultural and primary products in the
LDC export trade (table 2) largely explains ﬁh& so little was accom-
‘plished on their behalf at the Kennedy Round. The national agricul-
tural programs, which nations have devised for thelr agricultural sec-
tors, obstruct efforts toward trade liberalization. Quotas, vari-
able levies, and variations of the variable levy effectively restrict
Imports, regardless of source. Often a corollary of domestic sup-~ |
port is expor£ subsidization. On occasion, therefore, subsidized
exports from developed countrieé coﬁpege in third markets with the
exports of LDC's.

The prices of primary products are often subject to sharp fluctu-
ations on the world market. Such pricelfluctuations arise out of the
fact that the demand for such commodities is frequent%y inelastic;
these commodities, moreover, are sold in competitively organized

markets, wherein msrket adjustments occur through price, rather than

1/ UNCTAD, "The Kennedy Round: Preliminary Evaluation of Results, "
TD/6/Supp. 4, tables A-IT, A-V, and A-VIIT.
2/ cf. discussion sbove under textiles.
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Table 2 .~-~Exports from developing countries, _/ by major commodity
groups, 1960-65

f Share of E Share of
‘ ' iota> : Yorkforce
Commodity group * exports : izycoggzd-
- . 1960-1965 1 T &Ry
, , : Percent : Percent
Competing foodstuff§~---=-=~c-mommmmmmmeaa: 21.7 20.L
Rice and sugar------=-=--meeccommaoccomano—o : L.2 : 3.0
0il seeds and vegetable Oilsweeec-rececanaaa- : 2.5 .7
Other tropical/temperate zone products-----=- : 3.8 : L4
Diversified competing food stuffe--e-eemca-s : liL.2 : 8.3
Non-competing tropical food stuff------c-vewe-- : 13.6 13.4
COffeEmmmmmmm e e e e e e e : 9.6 11.0
Other tropical food stuff-----cecccmeccmncaan : Yo : 2.4
Agricultural raw materials---m—cecccancnaana ~— 9.2 13.2
~ Rubber and textile fibres, ete---=---=c--v-- : 8.9 : 13.2
- Hides, skins, wood, lumber and other-------- : 0.3 : 0.0
Y R e L L L L : 26.9 4.1
Coal, crude petroleum, petroleum products, : :
oY e e L LR P P : 26.9 4,1
Fertilizers and crude minerals, precious : :
. : 0.3 : 0.2
StONESwem e e e e r e —— e ————— . )
Metalliferous ores and metals---—--=---=—c==u--- : 7.5 : 3.3
Tron ore and bauxXite----ccommoccmmommaaaoaoa: 1.2 0.5
Copper, tin and other non~ferrous metals~---: 6.3 2.8
Manufactured goods-----w-- R ik : 0.2 : 34,5
Diversified eXpOrtS--==-mcecmmcmccccmcmocncanan : 10.6 10.9
100.0 : 100.0

1/ "Ieveloping countries' is taken to include Greece, Spain, Turkey, and
Yugoslavia.

g/ The original table uses the expression "'share of population' in
commodity group.'

Source: UNCTAD, Handbook of International Trade and Development
Statistics, (mimeographed) 1967. Table 5.1, p. 128.
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through price gnd quantity. The agricultural support programs em-;
ployed by developed economies serve to temper domestic price fluctu-~-
ations, but for the LDC's which frequently put a large part of their
output on the world market there is no such tempering influenceQ At
times, however, commodity agreements h;ve been used in attempts to
Qchieve international price stability. l/ Notwithstanding the con-
cern at the Kennedy Round for the LDC's, the only commodify agreement
to emerge from the sixth round was the International Grains Arrange-
nment. As has been noted, with but one exception, maﬁorvwheat export-
ing countries have developed economies. The 1968 coffee agreement
was negotiated outside the GATT, and earlier'efforts to negotiate the

cocoa and sugar agreements occurred outside the GATT.

v Nontariff Barriers

Nontariff barriers were the subject of the fourth major area of
negotiation at the Kennedy Round. The.l963 ministerial resolution
had specifically stated that the round would "deal not only with
tariffs but also with nontariff barriers." Nontariff barriers refer
to restrictive trade practices that do not rest on duties and that are
employed both by governments and private businesses. The negotiators
regarded governmentally imposed barrierS‘aé including import quotaé,
"voluntary restraints,"” variable levies, administrétion of antidumping

regulations, exceptional procedures in customs valuation, border

1/ Cf. Gerda Blau, International Commodity Arrangements and Policies,
Food and Agricultural Organization, Rome 1964.
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taxes, ;/ road-use taxes, state trading, mixing regulations, govern-
mental procurement practices, and health and sanitary regulations. g/
Frequently, private business arrangements alsc impede trade. For
example, an international cartel may restrict trade in a number of
ways such as éontrol over brices, allocation of markets, restriction
of supply, and contrdl over technology. At times patent-licensing
arrangements are highly restrictive of trade. Further, multinational
comﬁanies occupying dominant market positions in two or more countries
have the ability to restrict as well as to promote. trade.

The foregoing enumeration indicates the wide range of nontariff
berriers that can restriet cammerce. At the Kennedy Round, the
principal restrictions that were singlgd out for action were the ad-
ministration of antidumping procggureé/and use by the United States

of the American Selling Price (ASP) system of customs valuation. 3/

}/ While not conspicuous during the round, the subject of border
taxes has drawn increasing attention since the negotiastions were con-
cluded. For a discussion of border taxes and the effect of tax sys-
tems on international trade cf., OECD, Border Tax Adjustments and Tax
Structures in OECD Members, Paris, 1968. (‘Iwo titles have been used
on this publication. The foregolng one 1s on the cover; the title
given on the title page is Report on Tax Adjustments Applied to Exports
and Imports in OECD Member Countries. ) .

2/ A general discussion of nontariff” barriers will be found in
William B. Kelly, Jr., "Nontariff Barriers" in Bela Balassa, et al.,
Studies in Trade Liberalization, Baltimore, 1967, pp. 265-31k. See
also: Robert Baldwin, 'Toward the Seventh Round of GATT Trade Negoti-
ations," in U.S. Congress, Joint Economic Committee, Issues and Objec-
tives of U.S. Forelgn Trade Policy, 1967, pp. 21-30; Mark Massel,
Nontariff Barrlers as an Obstacle to World Trade, Washington, 1965.

3/ Action was also taken on road-use taxes and limitations on im-
ports of cammed frult preserved with corn sirup in a supplemental
agreement which would become effective upon implementation by the
United States of certain commitments on ASP requiring legislation.
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Antidumping practices

The term "dumping" is not ordinarily applied to domestic goods
sold at less than normal value; in such a situation, one speaks of
price discrimination. Dumping, as a }egal concept under U.Ss. law,
refers to imports at less than falr value which cause injury to a
domestic industry.

Under article VI of the GATT,baslc standards are setlforth which
should be met by contracting members to the agreement before dumping
actions shall be taken against imports from enother member country. }/
Although the articie was designed to promote uniformity of antidumping
practices between member countries in substahti#e matters, its success
was limited for two major reasons: (1) same of the major trading
countries (including the United States) had undertaeken to ebide by its
provisions only to the extent that.they were consistén# with the
antidumping laws of such countries at the time of thelr accession to
the agreement, and (2) the various member countries were not harmonious

in thelr interpretation of the rather general terms of article VI.

The differences of views regarding antidumping practices were
highlighted by criticisms of the various govermments of other member
practices. Article VI stipulates that two criteria must be met before

a dumping duty 1s appropriate: the product must be introduced into the

1/ The inclusion of the antidumping provisions in the GATT was based
upon & U.S. proposal. Cf. GATT, Antidumping and Countervailing Duties,
Geneva, July 1958, p. 7. The GATT article is derived in part from
concepts embodied in the U.S. statute.
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' and

commerce of an importing country st less than its 'normal velue,’
imports of such product ‘must cause or thresten 'material injury” to a
domestic industry. The United Kingdom, the EEC, and a number of other
governments were critical of the United States for not meking such
determinations simultaneously. Under U.S. law these determinations
are sequential. Criticism was also made of the‘eitent to which
Special dumping duiies might be assessed retroactively in the United |
Staﬁes. |

U.S. negotiators expressed the view that the problems in anti-
dumping practices were far broader than the issues belng raised with
respect to U.S. practices. They pointed to the lack of specificiﬁy
in many antidumping laws regarding the criteria for assessing dumping
duties and the procedural rights of interested'parties. Particular
concern was expressed over the Canadian practice of assessing dumping
duties withogt regafd to whether the imported article causes injury
to a domestic industry.

To deal with these complaints and differences of view, a group
on antidumping policies was set up under the subcommittee on nontariff
barriers. Members included the United States, the United Kingfom,
the EEC, Canada, Japen, the Scandinavian countries, and Switzerland.
The group undertook to establish more specific meanings for certain
of the key terms in article VI--such as "material injury" and
"{ndustry" end the degree of causation between sales at less than

"normal value" and injury.
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U.S. procedures about which complaint was made at the Kennedy .

Round. --U.S. dumping procedures call for the Secretary of the Treasury,
who determines whether there are "sales at less than fair value" under
the U.S. antidumping statute (the U.S. Tariff Commlssion determines
whether there is injury), to withhold appraisement when he has reason
to believe or to suspect that export sales to U.S. purchasers are
occurring at a price less than the foreign market value. i/ In such
circumstances, he is authorized to withhold the appraisement of '"such
merchandise enﬁered, or withdrawn from warehouse, for consumption on
any date after the 120th day before the question of dumping was raised
by or presented to the Secretary of the Treaéur& or his deiegate." g/
Witholding of appralsement is a temporary action. The Secretary
must determine whether sales are occurring at less than fair value.
If his determination is negative, he directs customs qfficers to re-
sume appraisement. If, however, there -are found to be seles at less
than fair value, the case goes to the Tariff Commission which must
determine whether an industry is being or is likely to be injured by
such imports. If the Tariff Commission determines that an industry is
being, or is likely po be, injured, the Treasury Department issues a
finding of dumping under which dumping duties are imposed.

In the calendar years 1957 to 196k, inclusive, the U.S. Treasury

acted upon 248 complaints of alleged dumping. Thirty-seven cases

&/ The administrative procedures in use gt the time of the Kennedy -
Round were detailed in Title 19 of the Code of Federal Regulation,
sections 1L4.6-14.13, inclusive. For the present regulations, cf.
footnote 1, p. 231.

g/ As a rule, most imports made prior to the Secretary's issuance
of an order to withhold appraisement have already been appraised and
are not subject to dumping duties.
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were referred to the Tariff Cbmmission of which eight resulted in a
finding of injury or likelihood of injury by the Tariff Commission and
the resultant imposition of dumping duties. 0f the remalning 211
cases, 62 investigations werc terminated as a result of the foreign
suppliers adjusting the price of the product and 1L9 cases were found
not to involve sales at less than fair value. Of the 248 cases,
appraisement was withheld 1n 101 cases. l/ Appraisement'was withheld
in very few of the cases that were found not to involve sales at less
than fair value.

U.S. criticism of foreign dumping procedures.--The United States

criticized the lack of published regulations governing the conduct of
dumping cases by a number of foreign govermments. Specifically, the
United States criticized the lack of publicatién of notices of pending
formal dumping investigations, the exporters' lack of_access to the
information upon which the dumping complaint was based, the absence of
confrontation between U.S. exporters and the domestlic complainants--
in short, the lack of open procedures. Further, the United States
expressed: concern that its largest trading partner, Canada,"did not
use the dual criteria of sales at less than normal value and material
injury in determining dumping cases. AMthough Canada is a contract-
ing party to the GAIT its antidumping 1egislaﬁion has not required
that imported products sold at less than normal value cause or

threaten to cause injury to a domestic industry as a condition for

1/ Conpressional Record, June 1, 1965, p. 12076.
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imposing dumping duties. This practice is inconsistent with article
VI of the GATT, but is permitted under the Protocol of Provisional
Application. Caneda's adoption of the code would necessitate a deter-

mination of material injury.

The Antidumping Code

In response to these differences and complaints, the negotiators
developed an antidumping code amplifying articlé VI of tﬁe General
Agreement. The negotiation of more definitive rules to govern the
implementation of existing antidumping provisions offered a means of
achleving greater international uniformity. - The new code is intended
to standardize the manner in which article VI is interpreted uhder
national legislation by supplying more specific meanings to the termi-
nology of article VI. B& the close of 1968, i.e., a year after thé‘
close of the period covered by this report, some 20 countries, includ-
ing the United States and Canada, had aéceded to the code and thereby
agreed to conduct their antidumping procedures in accordance with its
provisions. 1/

Divided into five parts, the substantive portion of the code con-
sists of 12 articles (article 1 affirms that antidumping duties will

be imposed only in accordance with article VI of the General Agreement):

l/ The U.S. Treasury Department amended Title 19 by deleting para-
graphs 14,6 through 14,13, 16.21, 16.22 and 17.9 and adding a new
"Part 53 Antidumping.'" The text of these regulations may be found in
33 Federal Register (June 1, 1968) 824k, The U.S. Tariff Commission
is continuing to administer the injury provisions in accordance with
the Antidumping Act, 1921, as amended, taking into account the provi-
sions of the Code, as prescribed by statute. Cf. "Renegotiation
Amendments Act of 1968" (Public Law 90-634) and the reports thereon.
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A. Determination of Dumping

Article 2: Articulates relevant prices and likeness
of products

B. Determination of Material Injury, Threat of Material
Injury and Material Retardation

Article 3: Determination of injury
Article 4: Identification of the industry

C. Investigation and Administration Procedures
Article 5: Initiation and subsequent investigation
Article 6: Evidence
Article T: Price undertakings
D, Antidumping Duties and Provisional Measures
Article 8: Imposition and collection of antidumping duties
Article 9: Duration of antidumping duties
Article 10: Provisional measures
Article 11: Retroactivity
E., Antidumping Action on Behalf of a Third Country

Article 12: Specified procedures on behalf of a third
country.

In response to complaints that the United States failed to pro-
'vide for simultaneous consideration of whether sales had been made
"at less than normal value" and whether "material injury" had occurred,
the code (article 5) provides that the two are to be considered to-
gether, Further, with respect to the camplained-of retroactiéity in
U.S. procedures, the code (articles 11, 10, and 8) stipulates that,
with minor exception, action taken under antidumping statutes shall
not apply retroactively.

The United States had been concerned with the lack of open pro-

cedures by forelgn countries in the initiation and conduct of
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antidumping proceedings; as a result, various guidelines governing
procedures were included in article 6 of the code. The first requires
that affected exporters and importers shall be notified that there is
sufficient evidence to justify initiating an antidumping investigation.
Secondly, such exporters and importers.are to be accorded the right to |
review all nonconfidential information that is relevant to the presen-
téxion of fheir cases, as well as the opportunity to submit in writing
all evidence that they consider felevaﬁt. Thirdly, the exporter and
importer are to be accorded full opportunity to defend their interests,
including confrontation with those parties having adverse intereéts.
Fbﬁrthly, the exporters and importers shall be notified of the govern-
ments' declsions concerning the imposition or nonimposition of anti-
dumping duties, and shall be informed what criteria the authorities
employed in reaching their decisions. Such decisions, moreover, are
to be.made public. With reference to the U.8S. complaint of the ab-
sence of dual criteria for making dumping determinations elsevhere,

the code reaffirms the dual criteria of article VI of the General

Agreement.

The code deals with numerous other issues. Such troublesome
terms as "like products," sales at "less than normal value," "mater-
igl injury," and a domestic "industry" are elaborated or redefined.
The code stipulates that there must be an important causal link be-
tween imports sold at less than normal value and the material injury;

if found, imports are to be demonstrably the principal causal factor.
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The code provides guidance for determining what shall be deemed
to constitute the "industry" that could be materlially injured in con-
sequence of dumped imports; article 4 of the code states that the term
"industry" shall refer:

to the domestic producers as a whole of the like

products /Mike products” is defined in article 2,

par. 97 or to those of them whose collective output

of the products constitutes a major proportion of

the total domestic production of those products.
Two.exceptions to this guldeline are permitted, however. The more
importent of the two permits, in exceptlonal clircumstances, a country
to take cognlizance of the fact that different groups of domestic pro-
ducers of -the affected products supply two or more distinct markets.
" The producers supplying each market may be regarded as a separate
mindustry if: (1) transportation costs are such as to force the pro-
ducers to sell all or a;most_all of thelr product in that market; or
(2) special regional marketing conditlons cause the producers in such
& market to be similarly isolated from the rest of the industry. In
either of the two cases, however, injury determinations are permissible
only if there 1s injury to all or almost all of the prodﬁction as de=-
fined.

Thus, the code provides additional guidelines for the determina-
tion of dumping. The negotiators hoped that the code wopld eliminate

"unjustifiable"” barriers to international trade arising out of the

administration of antidumping statutes. 1/

1/ For the text of the U.S. Tariff Commission report on the code,
cf. U.S, Senate, Committee on Finance, International Antidumping Code,
pp. 321-380.
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American Selling Price

The importance attached by the various contracting parties to the
use by the United States of the American Seliing Price (ASP) method of
appralsing some imports has already been discussed in an earlier sec-
tion. l/ Moreover, the manner in whicﬁ the overall issue was resolved
was explained in detail. Brief mention of these proceedings will be
made here because at the Kennedy Round'ASP was treated as a nontariff
barrier.

At the Kennedy Round, ASP was cast into the role of a "cause
celebre.” The EEC was adamant that it be given up. The Unitea
Kingdom and Switzerland likewise believed that the time had come for
the United States to abandon this practice. But inasmuch as the |
United States had determined that the TEA did not provide authority‘
to eliminate the ASP method of valuation, the U.S. negotiaﬁors Qere
not in a position to effectuate its abandomment. As.explained
earlier, the most that they could plédge was that the Administration
would use its'best efforts to persuade the Congress to repeal this
provision. The issue at the Kennedy.Round was deemed to be so im-
portant by the EEC and the United Kingdom that they made a large por-

tion of their chemical concessions dependent upon U.S. repeal. g/

1/ See the sections on the American Selling Price and the Chemical
Package.

g/ As will be seen in the following section, EEC duty reductions in
chemicals with ASP repealed average 46 percenmt, without repeal 20 per-
cent.
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ACCOMPLISHMENTS OF THE KENNEDY ROUND

In the foregoing pages the setbacks and achievements of the
Kénnedy Round have been viewed topically. Now the round needs to
be considered as a whole, Whether the basls for comparison is world
trade today or the past five GATT negotiations, the Kennedy Round
represents a notable achievement. A significant volume of world
trade.was under negotiation; a major reduction in rates of duty on
such trade was attalned.

In terms of 1964 imports of the Contracting Pafties, concessions
at the Kennedy Round were'grantéd on trade valued at close to $40
billion. ;/. OECD imports--dutiable and free--in 1964 were valued
af $113 billion; world imports, at some $180 billion. 2/ The salient
achievement of the round was in duty reductions oﬁ trade in semimanu-
factured and manufactured items (ef. charts and tables, which follow).
Not nearly as much was accomplished in agriculture, where nontafiff
, tfade restrictions are rigid and effective. Neither was much
accamplished in liberalizing trade in raw materlals, but, here, there
was less to accomplish, since rates of duty on raw materials are
typically low., Notwithstanding the achlevements at the‘Kennedy.
Round, some pesk duties, as wlll be seen in the subsequent charts,
remain. Desplte a round tﬁat endeavored to facllitate the trade of

LDC's, certaln of these peak dutlies are applicable to products of

%/ Office of the Special Representative for Trade Negotiations,
1964-1967 Trade Conference, vol., 1, pt. 1, p. i.

2/ OECD imports, OECD, Commodity Trade: Imports, 196k, table 1,
p. 22; world imports, United Nations, Yearbook of International Trade
Statistics, 1964, table A, p. 12,
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major export interest to the IDC's--e.g., tobacco, textiles, and
clothing-~and some of these products are, in addition, subﬁect ta
quantitative controls. |

Table 3, which presents the results of the Kennedy Round in per-
spective, summarizes the trade coverediby U.S. concessions at each of
?he six rounds of GATT negotiations. In comparing one round with
another, one needs to keep a number of factors in mind: (1) the vol-
ume of total imports at the time of the various rounds, (2) the divi-
sion of such imports between duty-free and dutiable, (3) the relaﬁion-
ship between concessions extended and total imports, and (h) the :
relationship between duty-reductionbconcessioné and total dutiable
imports.

Frombthe perspective of U.S. concessions, it is clear that the
first and the sixth rounds were the most outstanding. At the first
round, the United States granted concessions on TT pefcent of its
imports; at the sixth round on L6 percent. 1/ At the first round, 65
percent of U.S. concessions consisted of duty-free bindings; g/ at the
sixth round, 93 percent were duty reductions. 3/ At the first round,
duty reductions were granted on 56 percent of U.S. dutiable imports,
but dutiable imports comprised only 40 percent of U.S. imports. E/ At

the sixth round, duty reductions were granted on 64 percent of U.S.

1/ Cf table 3.

2/ Calculated from U.S. Dept. of State, Analysis of General Agree--
ment on Tariffs and Trade, 1947, p. 134, on the basis of the value of
concession items from all sources. The calculations which follow are
on this same basis.

3/ Calculated from Office of Special Representative for Trade Nego-
tiations, 1964-67 Trade Conference, p. iii.

L/ Calculated from footnote 2 source, p. 13h.
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Table 3.-~Value of U.8. trade benefiting from concessiona granted and recelved at each of
the six rounds of megotiations under the GATT 1./

{value in millions of dollars)

U.8. concessions 5/

Hound U.8. importe 3/

: B : "Irade [ : :+  U.8. :  Gramted ‘Recelved on

Famber | PL C oy : year” 2/ ¢ Free : Dutighle ' motar expg/rtl : on imports : Percent :exports to

er , ace , TYear : s . . T : 1 : from :  of ;negotiatl
: : i 3 Value : Pert.:ent : Value : Fercent : : : aource:l%/ :_importe :countrieang/
Flrst : Gemeva : 94T : 1939 : 1,397 : 6.h: 8B : 38.6: 2,216: 3,177 : 1,766 1 TS5 : 1,192
Second : Annecy . : 19h9 : 1948 : LaTh: S8.9: 2,917 : M. T,092: 12,653 : 250 W3 ‘483
Third : Torquay : 1951 : 19¥9 : 3,883 : 58.9: 2,708 : M.l : 6,591 : 12,05 : L7 - Tt 1,100
Fourth : gemeva : 1956 : 195h : 5,667 : 55.4 : L,57T1: W6 : 10,239 : 15,110 : I/ 753 : o7k 395
Fifth : Gemeve : 1960-62 ; 1960 : 6,1k2 : 4.9 : 8,871 : 9.1 : 15,013 : 20,578 : 1,755 11.6 : 1,564
8ixth : Ceneva : 196L-67 : 1964 : T,045 : 37.8 + 11,568 : 62.2 : 18,613 : K : 8,500 45,6 : 8,100

g The data presented in this table are from the indicated sources. No attempt has been made to r ile diffey
3/ "Irade year" represents the year of the trade statistics used for the reciprocity calculus.
U.S. Tariff Coomission, "value of U,S. Imports for Consumption . . ., 1930-67," February 1968.
4/ with the exception of the entries for 1939 and 196L, the figures are taken from U.S, Department of Commerce, Foreign Commerce and
Nevigation of the United States, 1946-1963, table 1. The 1939 figure ie teken from the ennual publication of the same source for 1930.

The 196G figure is taken from the U.S. Statistical Abstract, 1965, teble 1238,

5/ There 1s a lack of parallelness in the presentation of concessions graumted and received. The former are cited in terms of the value
of trade in the product from all sources; the latter in trede vith negotiating countries only.

6/ Sources are listed by round.

Flrst:

Second:

Third:

- Fourth:

Fifth:

Sixth:

U.S. Depertment of State, Analysis of General Agreement on Tariffs and Trade, 1947, concessions granted, p, 134; concessions

received, p. b,

U.3. Terlff Commission, Operation of the Trade Agreements Program, 3d report, concessions granted, p. T; concessions recelved,
Pe 9. -

U.S. Tariff Commission, OE. ration of the Trade Agreements Program, Lth report, concessions granted, p. 8; conceseions re-
ceived, p. 8, i

U.8. Tariff Commission, Operstion of the Trade Agreement ram, 9th report, concesesions granted, p. 61 (by contrest, U.S.
Department of State, General Agreement on Tariffs and Trade, 8is of United States Negotiations, 1956, refers to $811 con-
cessions grented, pp. 1-2, the difference from the USTC figure belng explained by the difference in tbe size of concessions

directly pegotisted, State using $5TT and the Tariff Commlesion $519). For concessions received, the previcus sources, U.S.
Tariff Commission, p. 63 and Department of State, p. 5.

U.8. Department of State, General ement on Tariffs and Trade, Analysis of United States Negotiations, 1960-1961 Teriff Con-
.ference, concesaions granted, val. 1, p. 198, U.B5. Tariff Commisslon, Operation Of the Trade Agreewents ram, 1Lth report,
the figure §I Eé

concessions received, p. 22. (By contrast, the sbove cited Department of State publication uses 2896 for conces-
sions received, p, 106.)

Office of the Special Representative for Trade Begotiations, Gemeral A;gte?mnt on Tarifrs end Trade, 1964-67 Trade Conference,
Report on United States Negotiatioms, vol. 1, pt. 1, conceesions granted, p. iii; conceesions obtalned, p. iv.

I/ The concession on copper has been excluded from these flgures. If copper is included the figure becomes $311. Cf. U.5. Tarlff
Comnission, Operstion of the Trade Agreemerts Program, 9th report, p. 60. .
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dutiable imports ;/ at a time when dutiable imports accounted for 62
percent of total imports. g/ The depth of U.S. duty reductions in

the two rounds was equally large, averaging 35 percent. 3/ At the
time of the sixth round dutiable trade had a much greater role than
at the time of the first round (which is testimony both to the "liber-
ating"” consequences of earlier trade negotiations and the effect of
price increases on specific duties).

When observing the rise of dutiable trade over the past 20 years,
it is important to bear in mind the effect of price changes on duties
expressed in specific terms. Nominally, of course, a specific rate
of duty, in the absence of legislation or négoéiation, remains con-
stant, but in fact it decreases in the face of the secular tendency
of prices--in all economies--to rise. An example will servé to’illqs-
trate the point. A rate of duty of 10 cents on an article which at the
time it was imposed customarily sold for $1.00 is not in fact the same
as a rate of duty of 10 cents on such an article when the price for
which it customarily sells has risen to $1.50. Expressed in ad Qalorem

terms, the original duty was 10 percent; subsequently, it has become

1/ Calculated from Office of Special Representative for Trade Nego-
tiations, 1964-67 Trade Conference, p. iii.

2/ U.S. Tariff Commission, "Value and Imports for Consumption, Duties
Collected . . .," 1968. ' o

3/ At the first round, U.S. duty reductions on trade from all sources
in millions of dollars was as follows:

reductions - total $507.5 100%
less than 25% 60.3
25 to 35% 17h4.5 34
36 to 50% - 272.7 54

U.S. Dept. of State, Analysis of General Agreement, 1947, p. 134,

At the sixth round, duty reductions on nonagricultural products
[ﬁbre precisely, SITC 5-§7 averaged 35%., Cf. Office of the Special
Representative for Trade Negotiations, 1964-67 Trade Conference, p. V.
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6.6 percent. Thus, the rise in dutiable U.S. trade as seen in table
3 is attributeble, among other factors, both to duty reductions which
‘have resulted from prior trade negotiations and price increases which
have resulted in lowering the significance of specific duties.

It has been observed that the depth of duty reductions in the
first and sixth rounds was equally large, both averaging 35 percent.
Some observers may question whether equai duty reductions in the |
fir;t and sixth rounds may be.regarded as comparable achievement, for
the 35 percent duty reduction in the sixth round obviously followed
duty reductions in the five preceding rounds as well as occurring at
a time when the meaning of specific dquties had been changed.in conse-
quence of price increaseé. In the absence of detailed, specific
studies, however, 1t is not possible to make a comparison of the
effect of 35-percent duty reductions on trade in 19h7 and 35-percent
duty reductiops on trade in 1967. A 35-percent reduction in a duty
which still might well exceed the brohibitive level may have no effect
on trade; a 35-percent reduétion in a duty which already 1s so low as
not to inhibit trade will have insignificant trade consequence;land
repreéent oniy very limited liberalization. On the other hand, =
35-percent reduction in a duty which 1s moderately restrictive will
have a liberating effect ‘on trade.

It has been dbserved that the two most outstanding rounds were
the first and the sixth. Although not necessarily an index of

potential accomplishment, the bargaining authority of any of the



ol

major trading partners serves as a ceiling on accomplishment since
the negotiating session rests on reciprocity. Inasmuch as the
mejor trading partners, other than the United States; operate under .
parliamentary governments, such authorizatlion actually relates to
the U.S. negotiators. In effect, therefore, the U.S. Congress sets
the potential celling for the rounds. For the first round the
Congress authorized duty reductions up to 50 percent of exiéting
rates. Not until the sixth round did the Congress repeat such a
bold authorization, though this time it required that the negoti-
ated reductions in duty be staged over a S-year perlod, with the
exception of séction 213 ,tropical products,whefeAcuts could be made
in their entirety at oﬁce.
In appraising the accomplishments of a round one needs both

detailed and general information for measurement. The many conces-
sions negotiated at the Kennedy Round ére-listed on a tériff-item by

tariff-item basis in the five-volume GATT document, Legal Insffumént

Embodying the Results of the Trade Conference, 196L4-67. Material on

U.S. concessions is set forth, with additional information, ih a
document published by the Office of the Special Representatife for
Trade Negotiations, General Agreement on Tariffs and Trade, 1964-67

Trade Conference, Report on United States Negotiations. The duty-rate

information in this report is likewise on a tariff-item by tariff-item
basis,

To supplement the information available in these documents, stu-
dents of commercial policy seek means of summarizing the many duty

reductions in order to appraise them in the aggregate. To do this,
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individual rates of duty must be averaged; yet, the very process of
averaging poses a host of statistical problems. These problems
arise regardless of whether a single average is camputed for an entire
tariff schedule or whether separate averages are computed for broad
categories of trade. These inherent difficultlies are compounded if
one seeks to make intercountry comparisons. If, in averaging, one
treats all the items of the tariff schedule equally--the arithmetic
average-~one incongruously treats trivial imports and majof imports
as of equal importance. If, on the other hand, one weights indi-
vidual rates of duty by the value of the country's import‘trade in-
volved, one is immédiately confronted with the problem of "own-trade
weight" blas. In such computations, low duties that are nonrestric-
tive of trade are overemphasized in the averagé and high duties that
effectively restrict imports are not adequately reflected.

Ideally, it wouid.be desirable to weight imports by what their im-
portance would have been under free-trade conditions, but this is not
known. World-trade welghts would be the next most desirable system
of weights, but world trade statistics are incomplete and therefore
not reii&ble. OECD trade data are deemed to afford the best basis for
the purpose at hand. The OECD group comprises 21 countries, which
currently account for two;thirds of world trade. The trade statistics

of these govermnments are among the most reliable trade figures avallable,
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The manner in which the weights employed blas averages is re-
vealed in a study prepared by the Committee on Economic Development:
(CED), in which comparison is made between the U.S. and EEC pre- °
Dillon rates of duty. Depending on the weights used, the results
varied by close to 200 percent for the United States and 235 percent
for.the EEC. The figures follow: 1/

Pre-Dillon Round rates,

BTN 25-99
U.S. EEC
(Percent) (Percent)
(1) Weighted by own imports===------- 7.8 5.6
(2) Weighted by combined U.S. and
EEC imports==e=esmececcccccncana 8.5 6.5
(3) Weighted by other country's
imports=-eemaccccmcac . 8.8 T.T
(4) Unweightede=mmmmocamc—cncmuaanax 15.2 13.2
(5) (L) ¢ (1)ewemmmmmmmmccccaeem 194,0 235.0

When domestic imports are used as weights, the computed average (ﬁ.S.
or EEC) is lowest. The average is higher with partial outside
welghts, and still higher with full outside weights. Presumably,

it would be higher still if appropriate "neutral" weights were em-
ployed. This illustration underscores how crucial weighting is in
the computation of tariff "levels" and demonstrates why the issue of
tariff levels and disparities at the Kennedy Round was so difficult
to resolve. Notwithstanding the statistical difficulties inherenf,
weighting is nevertheless essential if_a summary view of a round is

to be cobtained.

1/ Quoted from CED, Trade Negotiations for a Better Free World
Economy, Appendix B, May 1964, in UNCTAD, Research Memorandum No.
13/L, pt. III, "Methodological and Technical Notes on Unctad Tariff
Profiles," p. 19 of the Technical Appendix thereto.
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Because of the masgnitude of the statistical task involved in’sum-
'marizing_the accomplishments at the Kennedy Round, 1t was not possible
| iﬁ-this study to undertake'independent appralsement. We utilize in-
+ stead the findings by the Secretariat of the UﬁCTAD, which prepared
"pefore and after" tariff profiles for the United States, the European
Economlic Community, the United Kingdom, and Japan, individually and
compositeiy, as well as "before and after” rates of duty on products
of inté?est to the LDC's. The profiles provide a plcture of the
rates of duty across the entire gamut of imports end indicate the
changes in levels of tarif?s that Qere effected at the Kennedy Round.
The UNCTAD study made use of a sampling process to develop the
 ;respective tariff profiles. Because of‘their high variance, rates of
duty are not particularly suited to sampling, but given the séalé of
the task involved in handling changes in thousands of rates of duty
and the difficplties'drising from lack of uniformity in nomenclatures,
sampling was the only feasiblé vay of making the comparisons. * For
.a description of the detailled statistical procgdures used in pre-
paring figures 3 to 8, which follow, the readér will wish to consult

the several Research Memoranda published by the UNCTAD Secretariat. 1/

1/ The research memoranda in the original series from the UNCTAD,
Research Division are:
Illustrative Tariff Profiles of Selected Developed Countries -
the Kennedy Round, No. 13/1/Rev. 1, July 13, 1907;
Part I11: Tariff Averages for Products of Interest to Develop-
ing Countries as Compared With Other Products, No. 13/2/Rev. 1;
Part II1I: Methodological and Technical Notes on UNCTAD Tarlff
Profiles, No. 13/L, Dec. 18, 1967;
Part IV: Tariff Profiles Faclng Selected Individual Developing
Regions and Countries, No. 13/5, Jan. 19, 1968;
Part V: Listing of Tariff Sample Items, No. 13/6, Mar, 4, 1968.
A sizable portion of these findings are reproduced in a "Trade and
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Briefly expressed, the method employed was as follows:

Because of the number of years spent in developing
the sample, two systems of trade welghts are employed--
OECD 1961 imports and OECD 1965 imports. The items in
the sample were drawn on the basis of 1961 trade weights;
the significance of the Kennedy Round reductions are
shown in terms of 1965 trade weights.

The sample was drawn in two stages. In the first

. stage, a random sample of 420 out of a total of 625 lW-digit
items was drawn with probability proportional to 1961 OECD
trade welghts and with replacement. . Because of the much
greater detaill of the U.S. tarlff schedules, the second
stage was begun by matching a L4-diglt SITC drawing with an
item from the U.S. tariff schedules. When this study was
begun the TSUS was not yet in force. Accordingly, an
item was selected from the U.S. "Schedule A." The item
was selected from Schedule A on the basis of random selec-
tion but with probability proportional to the square root
of U.S. imports. The square root was employed to damp
"own trade welght" bias. The item selected from Sched-
ule A was then matched with an item from the tarlff sched-
ules of the other three countries. It was matched in
such a way that the item selected, and only the item,
could serve as the corresponding entry. With the coming
into force of the Tariff Schedules of the United States,
the TSUS, in 1963, 1t was necessary to match the previ-
ously selected Schedule A items with TSUS items. Be-~
cause typlcally there were two or more TSUS items from

Development” ("T.D.") document series for the second UNCTAD Conference.
In this form the citations are as follows: -
UNCTAD, "The Kennedy Round: Preliminary Evaluation of Results,
with Special Reference to Developing Countries," "Summary,"
TD/6, Sept. b4, 1967; .
Part One, "Background," TD/6/Supp. 1, Sept. L, 1967;
Part Two, "Effects on Tariff Profiles of Selected Devel-
oped Countries,” TD/6/Supp. 2, Sept. 4, 196T;
Part Three, "Effects on Access for Selected Products of
Exgort Interest to Developing Countries," TD/6/Supp. 3, Sept. k4,
1967; : :
Annex 1, "Tariff Averages," TD/6/Supp. 4, Dec. 27, 1967;
Annex 2, "Statistical Tables and Appendices," TD/6/Supp. 5,
Oct. L, 1967.
Where the same data is found in both series, reference will be made
to the "TD" series only.
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which to choose, selectlion was generally done on.a ran-

dom basis ("although in cases where there was very consid-

erable disparity in the U.S. imports applicable to the

relative tariff ltems, very rough, damped, trade-welghted

probabilities were assigned." 1/)

Employing the foregoing procedures, the Unlted States,

Unlted Kingdom, and EEC entries were experimentally arrayed

by 1- and 2edigit headings of the SITC, A study of these

listings revealed scme U.S., trade-welght bias to the U.,S.

averages, and further that some 2-digit items were too thin.

Accordingly, some 80 h-digit items were added on the besis

of 1965 QECD trade welghts, For these 80 items the origi-

nal procedure ves reversed, These were selected from the

CXT and matched with numbers by random selection.

The tariff profiles developed by the UNCTAD for the Big Four,
individually and compositely, appear in figures 3-T. The charts de-
plct "before and after" rates of duty in terms of the broad categories
of trade. The categories thus employed are the l- and 2-digit cate-
gories of the Standard International Trade Classification (SITC).
Accordingly, the profile portrays the changes made in rates of duty
on "food and live animals," "beverages and tobacco," "ecrude mater-
ials," "inedible oils," “chemicals," ete, The breadth of each bar
is proportional to the value of OECD imports; the heilght of each bar
represents a welghted average of the ad valorem rates of duty.

The charts have been drawn to a common horizontal scale--the
velue of 1965 aggregate Imports into OECD countrles, In this way,
"own trade weight blas" 1s minimized., 2/ On the horizontsl scale,

each dollar of import 1s glven equal representation, ‘Thus, the

1/ UNCTAD, Research Memorandum, pt. III, p. 17, note 1,
2/ To the extent that national tariffs have similar rates, "own
trade welght blas" is not eliminated by using a number of countries.

=5
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width of the bar representing petroleum 1s approximately twice that
of the bar representing iron and steel, indicating that the value of-
petroleum imports into OECD countries in 1965 was approximately twice
that of iron and steel imports.

Rates of duty are shown on the vertical scale. Since most govern-
ments employ a "c.i.f." base to their rates of duty, this base is used
in the charts. National tariff schedules are frequently compbsed of
rates cited in different forms--ad valorem, specific, and "mixed." 1In
these charts all reference is in terms of ad valorem rates. Where
duties are prescribed in other forms, they have been converted to an
ad valorem basis. The height of the bar represénté the height of the
duty. The full bar shows the height of the duty before the Kennedy
Round; the unshaded portion, the height of the duty after the round. i/_

The composite chart (figure 3) representing the pattgrn of rates
of duty among the Big Four serves as a summary of the achievements at
the Kennedy Round. In this profile, the rates of duty prevailing in
the tariff schedules of the Big Four have not been given equal weight
nor have they been weighted in accordance with total imports into the

four areas. Instead, the respective duties are weighted on the

l/ It will be recalled that phased reductions were the character-
istic pattern of Kennedy Round reductions. The "after" rates of duty
shown in these charts represent the rates of duty that will prevail
when the full Kennedy Round reductions have taken effect. When full
reductions were conditional on other actions, as in textiles and
chemicals, the conditional rates are shown as well, Inasmuch as the
Long~Term Cotton Textile Arrangement was extended, the conditional
rates on these items are of only historical interest. On chemicals,
however, since the U.S. Congress has not acted on repeal of the ASP,
the conditional rates have great pertinency.
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Figure 3.--Big four tariff profile, pre- and post-Kennedy Round

Profiles of Selected Developed Countries,” ™/6/Supp. 2, Sept. 4, 1967, pp. 9-10.
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basis of MFN imports of semimanufactured and manufactured goods by
each of the Big Four from non—Communist countries. Under this
weighting, preferential imports were disregarded, as were imports

from Communist countries and imports of agricultural commodities'and
raw materials. Under the foregoing criteria, the U.S. rates of duty
turn out to have a weight of 45 percent, those of the EEC 37 percent,
the United Kingdom 12 percent, and Japan 6 percent. |

Figure 3, the summarizing profile, makes it evident that accom-

plishment at the Kennedy Round centered in semimanufacturéd and manu-
factured trade--SITC numbers 5 through 8.  The reductions in duty on
- chemicals, if ASP is repealed, will approximate.the 50 percent linear
goal of the Kennedy Round. Without the repeal of ASP, reductions aver-
age 38 percent. The broad category, "manufactures classified chiefly .
by material," which accounts for a fifth of total OECD imports, was
| subject to reductions averaging more than 30 percent. Within this-
category, textiles show the lowest reduction, 21 percent; iron and
stgel, 27 percent, nonferrous metals, 34 percent, and the remaining
articles, nearly 4O percent. In the next category, "machinery'énd‘

transport equipment,” almost as important in value of trade, reduc-

tions averaged nearly LS5 percent. Within this category duties on non-
‘electrical machinery were reduced by Li4 percent; those on electrical
machinery, 42 percent; and on transport equipment, 44 percent. In the

' reductions

R

remaining category, "miscellaneous manufactured items,’
amounted to somewhat more than 30 percent. The reduction on clothing

was small, about 15 percent, but reductions on the remaining items
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were large, 4O percent. If the foregoing categories, SITC 5 through 8,
are combined they show a 38 percent reduction if ASP is repealed and a
36 percent reduction without such repeal.

In the product range SITC O through 4, cuts were typically smaller.
Duty reductions on foodstuffs not subject to price supports apbroximated
nearly 20 percent; those on beverages and tobacco, where rates of duty
were extremely high, were less than 15 percent; on raw materials, where
rates-were low, they were nearly 30 percent; the reductions in duty on
fuels averaged roughly 20 percent; and those on animal oils and fats
were smali, ﬁetween 10 and 15 percent.

Figure I, the U.S. Tariff Profile, reveals that the major accom-
plishment lay in SITC categories 5 through 8. Duties on "chemicals"
were reduced by an average of 49 percent; those on "manufactured goods
classified chiefly by material," were reduced by 33 percent. Among the
broad subcategories of this grouping, duties on textiles were reduced
least, by 23 percent; those oﬁ iron and steel, 25 percent; on nonfer-

vrous metals, L&t percent; and the remaining preducts in this entry, by
4 percent., Reductions in duty on "machinery and transport equipment"
approxiﬁated the 50 percent Kennedy Round goal, 47 percent.- Within
this grouping, duties on nonelectrical machinery were reduced by the K
full 50 percent; those on electrical machinery, by 45 percent; and on
transport equipment, by 46 percent. Duty reductions on "miscellaneous
manufactures" approximated 27 percent; only small reductions were

. granted on clothing (7 percent). Duties on instruments were reduced

by 38 percent and those on other items, by 39 percent.

T
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U.S. reductions in the categories O through 4 were much smaller.
Duties on "nonsuppdrted" foodstuffs were reduced by 17 percent; those
on beverages and tobacco,lby onl& 8 percent; and those on crude mater-
ials, by 28 percent. Duties on ores and scf&p were reduced by 32 per-
cent. No reductions were made in the case of mineral fuels. Even be-
fore the Kennédy Round, no duty was imposed on coal and gas and under
the national security provisions of the TEA, negptiators were precluded
from-offering reductions on petroleum. The restrictive feiture of im-
ports of petroleum into the United States is not the rate f duty but
the quotas that are imposed.

The tariff profilé of the United States indicates that rates of
duty on agricultural products, raw materials, and fuels were not high
before the start of the Kennedy Round. Quotas constitute the ﬁrincipal

restrictive feature on a number of key products of these categories.

Even”though the three textile entries--textile fibers, textile
cloth, and clothing=~-are subjéct to the highest rates of duty in their
respective categories ("raw materials," "manufactures classified chiefly
by,matérial,“ and "miscellaneous manufactureé"), those textile lmports
whi;h are of cotton are even more effectively controlled by quotas--on
cotton Fiber by quotas established under section 22 of the Agricultural
Adjustment Act of 1933, as’ amended, and on cotton cloth and cotton
clothing by quotas estaflished under terms_of the Long=Term Arrange-

menﬁwon Cotton Textiles.




Figure 5.--EEC tariff profile, pre- and post-Kennedy Round
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EEC pressed its view that reciprocity called for reducing the common
external tariff (CXT) by a lesser percentage than the Tariff Sched-
ules of the United States (TSUS). It will be observed in the CXT

‘at the start of the round that duties on "unsupported" foodstuffs
were much above the rates in the TSUS, and that duties on beverages
énd tobacco were much gbove those of the TSUS. On the other hand,
rates on textile fibers were much lower in the CXT than the TSUS. 1In
‘both ﬁariffs, rates on other raw materials were either low or nonexist-
ent. Rates on fﬁels-were much the same, as were.those on animal and
vegetable oils, On the other hand, CXT rates on chemicals were much
lower than those in the TSUS as were the rates on textiles. ‘On iron
and steel products, however, the CXT duties were above those of the
TSUS, on nonferrous metals, by contrast, below. Rates on the rémain—
.ing products in the category "manufactured goods classified chiefly
by material" were roughly the same. In the category of "machinery
énd transport equipment" the.CXT duties were well above those in the
ITSUS. On the other hand, in the clothing subdivision of the final

, categor&, "miscellaneous manufactures" the CXT duties were far below
the TSUS rates.

When percentage redugtions in the CXT are observed, it will be
seen in table 4 that the EEC reduced duties on "unsupported" foodstuffs
by 17 percent; those on beverages and tobacco were reduced by 25 per-
cent; crude materlals by 42 percent; mineral fuels, by the full 50-.
. percent goal of the round; and olls and fats, not at all. If ASP is

repealed, the EEC will reduce the duties on chemicals by close to the
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fﬁll 50-percent goal, by 46 percent; if ASP is not repealed, the rates
of duty will be reduced by only 20 percent. In the broad category,
"manufactures clessified chiefly by materiel," CXT rates were reduced

by 26 peréent; those on machinery and equipment, by 4O percent. Rates
in the "miscellaneous manufactures" were reduced by 38 percent.

Figures 6 and 7 present the tariff profiles of the United Kingdom
and Japan. These profiles reveal distinct national differenceg, but it
was in the fange of articles covered by SITC categories 5 throﬁgh 8, on
which rates of duty were initially substantial, where principal accomp-
lishment lay. In these categories, U.K. rates of duty wére reduced by
38 percent (34 percent if ASP is not repealed) and Japanese rates by
4O percent.

Since it is difficult to keep diverse rates of duty in mind when
the different charts are compared, two tables have been prepared which
bring.these together. Table 4 shows the actual percentage reductions |
made in rates of duty on each category by the Big Four, individually
and compositely. Table 5 puts such reductions on a common basis; inas-
much as there is a distinct differeﬁce between reducing a 25 peréent
duty by 50 percent and reducing a 5 percent duty by 50 percent, table

5 presents these reductions on a common basis through the device of
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"implicit price relatives.” 1/

The statistical work of the UNCTAD is not as revealing in assess-
ing the effect of the Kennedy Round on exports of IDC's aé in the case
of developed economies. Basic ﬁo the problem of presenting summary
statistics is the diversity of economies going under the IDC label--
ﬂianging from the simple economies in central Africa to the sophisticated

" in certain South American and Mediterranean countries. Given the range
of expoft interests which result from the disparity of economic develop-
" ment as-well as the geographic locatibn and endbwment, it is difficult
indeed to make generalizations.
~ Not only is great diversity covered by the LDC label, but diversity
‘_;also stems from the fact that no definition of IDC's was agreed upon at

the Kennedy Round or by the parties to the UNCTAD. Accordingly, coun-

tries choosing to describe themselves as IDC's, together with those readily

identifiable as IDC's, made known their export interests to the GATT and

UNCTAD for compilation into a listing of LDC "products of interest." The

1/ As in the construction of a price index, all values are expressed
in terms of a base of 100, only in this case 100 1s taken to represent
the c.1.f. price of the commodity. A rate of duty of 25 percent thus
becomes 125 percent; a rate of duty of 5 percent, 105. The reduction
in rates of duty is calculated by dividing the percentage points of
the reduction by the original rate of duty plus 100. Thus, in the pre-
vious examples of a 50-percent reduction of a 25-percent rate and a
5~percent rate, the calculation is as follows:.

125 £2;12-5 = 10 percent
105 - 102.5 _
105 2.3 percent

By this means, equal percentage cuts in dutlies of quite different
height are put on a common basis. Under this arrangement, a reduc-
tion of L percent may be regarded as a sizeable duty reduction.



Table 4,--Actual percent reductions in rates of duty effected at the Kennedy Round

Composite

European

: Percent of

SITC categories : of : gglted : Economic : U?lted ! Japan : OECD 1965
. ates . Kingdom N
s Big Four : Community ? : : imports 1/
Unsupported foodstuffg---e-e--- : 17 s 17 : 17 : 9 : 16 : -
Beverages and tobacco--------—-= : 14 : 8 : 25 : 2/ 3 : 1: 1.8
Crude materialg—v--c-mccecae—o: 31 : 28 : 42 : 37 : 22 16.1
Mineral fuels----==--cmo-mceua- : 20 I : 50 : 2/ 50 : 2 @ 11.1
Oilsg end fatse-re-mcarmamaaeaea : 13 : 20 H - H - H 11 : .9
Chemicals 3/-=mmmmmmmammaaaeaa- : L/ Lo(38) : 51(50) : L6(20) : 55(29) : Lo 6.1
Semimanufactured and manu- : : : : : H
factured==cocecomuamcmcaa e : 31 : 33 : 26 : 27 : 38 : 21.0
Machinery and equipment-~------ : Ly e b7 : 40 . 43 : 43 : 19.4
Miscellaneous manufactures----- : 32 : 27 : 38 : 33 : 38 : 6.9
SITC, 5-8 3/==-=mmmmemcmmacacaa : 38(36) : 38 : 36(32) : 38(34) Lo 53.3
1/ Calculated from source tables.
g/ Excluding revenue duties.
3/ The bracketed figure is the reduction if ASP is not removed.
L/ Calculated from source table, table A-1.
Source: UNCTAD, Source cited p. 248, TD/6/Supp. 4, Tables A-1, A-2, A-4, A-5, ahd A-8, pp. 33-LO

passim,

652



Table 5.--Percent reduction in rates of duty effected at the Kennedy
price relatives”

Round on the basis of

"implicit

Composite

: United : European : : : Percent of
SITC categories : of * gtates ° Economic : : : OECD 1965

: Blg Four : + Community : : : imports L

Unsupported foodstuffs---cee~-- : 2.0 : 1.3 : 2.7 : : 3.0 : -

Beverages and tobaccO===-=-ee-a- : 4,6 : 1.8 : 9.6 2 : .5 : 1.8

Crude materials~-=-~eeeccccncuao : 1.0 : 1.2 : .7 : : .5 16.1

Mineral fuelS--~--ceccccccaccuna- : i : - : 1.9 : : .2 2 11.1

0ils and fats---=——---cccmmanoa : 1.5 : 3.1 : - : :  Ll.h: .9

Chemicals 3/-=--m=ammmeeaaaaaax ¢ 6.9(5.3) : 7.7(7.6) : 5.3(2.4) : : 6.8: 6.1
Semimenufactured and manufac- : : : : :

factured---ceeemeommmmcccanan : 3,3 : 3.6 : 2.6 : : 5:2 3 21.0

Machinery and equipment-~------ : 5.0 s b.h : 5.0 : : T7.0: 19.4

Miscellaneous manufactures----- : 5.4 : 5.0 : 5.4 : : 6.6 6.9

SITC, 5-8 3/~wmmcmmmccacccacaa- : L.6(4.3) ¢ L.6(k.5) : L.1(3.7) : : 6.2 53.3

1/ Calculated from source tables.
2/ Excluding revenue duties.
3/ The bracketed figure is the reduction if ASP is not removed.

Source: UNCTAD Research Division, Research Memorandum No. 13/1/Rev. 1, July 13, 1967, "Illustrative
Tariff Profiles of Selected Developed Countries - Kennedy Round”" (Provisional Draft), tables 1, 2, 4,

5, and 8,

092
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UNCTAD applied a trade criterion to its listing so that products not
currently exported by the LDC's--"desired exports"--were excluded.
Nevertheless, the criteria emplcyed was sufficiently broad‘to afford
a generous listing of products of export interest to IDC's.

The findings by the UNCTAD Secretarict of the effect of the Kennedy
Roupd on the exports of IDC's are shown in figure 8, which is a composite
of the Big Four. 1/2/ This chart reveals that the LDC's were‘significcnc
gainers from reductions in rates of duty on coffee, tea, cocoa, and
spices; that the gcins were smaller in the case of crude materials and
mineral fuels. Duties on textiles (No. 65) were significantly reduced,
but by no means by the 50-percent linear cut; fhoce oniother semimanu-
factures and manufactures were substantially reduced; those on machinery
and transport equipment were Significantly reduced (but there are few N
IDC exports here) and those on miscellaneous manufactures (including

clothing) were modestly reduced. The IDC gains from the duty reductions

on cotton textiles and on cotton ¢lothing have, of course, to be weighed

:7'The tariff sample on which’ the entire UNCTAD study rests
was drawn from the trade data of developed economies. It, therefore,
has inherent shortcomings as a measure of the benefits whlch the round
accorded ILDC exports. In addition, the difficulty that the UNCTAD
Secretariat experienced in handling agriculture made for a greater omis-
sion of items of interest to the IDC's, whose economies devote a pro-
portionately greater share of their resources in this area than do the
economies of the developed countries.

_/ The weighting pattern in figure 8 will be seen to be different from
that employed in figures 3-7. In the first portion of figure 8 the com-
ponent 2-digit items making up the 1-digit entries have been weighted in
accordance with total OECD imports including preferential imports. In
the second half of the chart the component 2-digit items making up the -
1-digit entries have been weighted in accordance with OECD imports from
developing countries. Country weights among the Big Four remain the
same as in the previous charts. Country weights are in accordance w1th
SITC 5-8 imports, MFN, from non-Communist countries.




Figure 8.--Big Four tariff profile facing OECD end developing countries

Countries weighted in proportion to estimated MFN imports of semimanufactuz;es a.nd panufactures from non-

Communist countries in 1965,

Developed Countries
Component items in product categories 0-8 weighted in
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against quantitative limitations imposed under the terms of the LTA,
Given the statistical problems outlined above, no attempt is made to
present tables for the LDC's showing actual and relative pergent re-
ductions in duty rates on "products of interest," comparable to those
for the Big Four.

_In view of the foregoing observations, only general statements
can be made on the comparative gains from the Kennedy Round for the
;underddeveloped economies. Inasmuch as the major benefits acéruing
from the Kennedy Round involved expofts of manufactures and semimanu-
factures (product categories covered by SITC 5 through 8) and inasmuch
as these categories account for only a small prﬁpoition of LDC exports,
as is clear in figure 8, it is evident that developed economies bene-

fited relatively more than ILDC's from the sixth round of tariff nego-

tiations under the GATT.








