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Preface

This report, the 18th issued by the United States Tariff Commis-
sion on the operation of the trade agreements program, relates to the
period from January 1, 1966,. through Decémber 31, 1966.- The report
is made pursuant to section 402(b) of the Trade Expansion Act of 1962
(76 stat. 902), which requires the dommission to submit to the
Congress, at least once a year, a factual report on the operation of
the trade agreements prbgram. 1/

During the year covered by this report, the sixth (Kennedy) round
of muiltilateral trade-agreement negotiations continued to be the prin-
cipal concern of the Contracting Parties to the General Agreement on
Tariffs and Trade (GATT). The Contracting Parties held their 23rd
Session in the spring of 1966. Also during the year, the members of
the Euroﬁean Free Trade Association (EFTA), after having completed a
6%-year transition period, achieved their basic objective of establish-
ing a free trade area for industrial commodities. In recognition of
that achievement, the 18th report presents a comprehensive account of
the development of the EFTA, as well as an analysis of the efféct of

this regional arrangement on the trade between its members and third

countries (including the United States).

l/ The first report in this series was U.S. Teriff Commission, Qper-
ation of the Trade Agreements Program, June 1934 to April 1948, Rept.
No. 160, 2d ser.,. 1949. Hereafter that report will be cited as Opera-
tion of the Trade Agreements Program, lst report. The 2d, 3d, and suc-
ceeding reports of the Tariff Commission on the operation of the trade
agreements program will be cited in similar short form.
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The 18th report also covers other important developments during
1966 respecting the trade agreements program. These include the
actions of the United States relating to its trade agreements program;
the major developments relating to the general"provisions and adminis-
tration of the GATT; and the major commercial policy developments in
countries with which the United States has trade agreements.

The Trade Expansion Act of 1962 provided the legal framework for
conducf of the trade agreements program during the year under review.

This feport was prepared principally by john ¥. Hennessey, Jr;,

Magdolna Kornis, and George C. Nichols.
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Chapter I

U,S, ITmplementation of the
Tradc Agreements Program

In 1966)the United States had trade-agreement obligations in
force with most countries of the world. Most of these obligations had
been contracted as a result of U,S. participation in thé General Agree-
ment on Tariffs and Trade (GATT). Some had been contracted through
bilateral agreements between the United States and certain individual
countries,

This chapter discusses the implementation of the U.S. trade-~
agreement obligations during 1966. The major topics are treated in 5
separate sections, as follows: Status of U.S. trade-agreement obli-
gations; trade-agreement negotiations during the year; implementation
of the U.S.~Canadian automotive agreement; participation in the Long-
Term Arrangement Concerning Trade in Cotton Textiles; and U.S. Govern-

ment actions affecting trade-agreement items.

Status of U.S. Trade Agreement Obligations

U.S. trade-agreement obligations have been incurred through 2
basic types of agreements: Multilateral, resulting through U.S. par-
ticipation as a contracting party to the General Agreement on Tariffs
and Trade,.and bilateral, resulting from various bilateral negotiations
with individual countries. In recent years, commitments negotiated
under multilateral arrangements have predominated; the once-numerous
U.S. bilateral agreements have declined in number to a comparative few,
owing principally to the accession to the GATT of former bilateral

partners of the United States,



At the close of 1966, the United States had trade-agreement com-
mitments in force with 76 countries. Trade-agreement obligations with
68 of these countries were the result of their common membership with
the United States as full contracting parties to the GATT. Similar
obligati&ns were in effect with U provisional contracting parties to
the GATT ;/ and with 4 non-members of the GATT through bilateral trade
agreements. During 1966, L4 countries acceded to full membership in
the GATT; the United States already had trade-agreement obligations
in force with 2 of these countries. 2/

The countries with which the United States had trade-agreement
commitments in force on December 31, 1966, were as follows:

GATT - Full Contracting Parties 3/

Australia Central African Cyprus Germany, Fed.
Austria Republic Dahomey Rep. of
Belgium Ceylon Denmark Ghana

Brazil Chad Dominican Republic Greece

Burma Chile Finland Guyana 5/
Burundi Congo (Brazza- France Haiti
Cameroon ville) Gabon India

Canada Cuba L4/ Gambia Indonesia

1/ Obligations with 2 of these countries (Argentins and lceland) Te-
sulted from both provisional GATT membership and bilateral trade agree-
ments.

2/ Yugoslavia and Switzerland had been provisional contracting parties
to the GATT; Switzerland also had a bilateral trade agreement in force
with the United States.

3/ Czechoslovakia was also a full contracting party to the General
Agreement; however, with the permission of the Contracting Parties, the
ggéied States had suspended its obligations to that country in November

4/ 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 govemment or foreign organization controlling the world
Communist movement.

5/ Acceded during 1966.



Israel Mauritania Senegal Upper Volta
Italy Netherlands Sierra Leone Uruguay
Lvory Coast New Zealand South Africa Yugoslavia 1/
Jamaica Nicaragua Spain
Japan Niger Sweden
Kenya Nigeria Switzerland 1/
Kuwait " Norway Tanzania,
Luxembourg Pakistan Togo
Madagascar Peru Trinidad and Tobago
Malawi Portugal Turkey
Malaysia Rhodesia Uganda,
Malta Rwanda 1/ United Kingdom
GATT - Provisional Contracting Parties
Argentina Tunisia
Iceland ‘ United Arab Republic
Bilateral Trade Agreements

Argentina 2/ Iceland

El Salvador 3/ Paraguay 3/

Honduras g/ Venezuela

The accgssions by the 4 countries to full membership in the Gen-
eral Agreement during 1966 did not result in a material increase in
U.S. trade-agreement obligations. Two of the 4 countries that became
full members of the GATT in 1966--Switzerland and Yugoslavia--acceded
under Article XXXIITI of the General Agreement, which provides for the

customary procedure of becoming a contracting party. The 2 other new

1/ Acceded during 1966.

g/ By an exchange of notes, the governments of the United States and
Argentina in August 1966 recognized that the trade agreement negotiated
in 1941 had been rendered inoperative by the entry into force of new
tariff schedules by both the United States and Argentina and provided
for the termination of the agreement and related understandings upon
the accession of Argentina to full membership in the GATT.

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



full members--Guyana and Rwanda--acceded under Article XXVI of the Gen-
eral Agreement, which permits a contracting party to sponsor the ac-
cession of a former territory on behalf of which it had previously
accepted the rights.and obligations of the General Agreement. l/

w The accession by Switzerland to full membership in the GATT did
not result in any change in U.S. or Swiss import duties on commodities
‘traded between the United States and that country. Switzerland had
been ﬁ provisional member of the GATT for several years before 1966,
and it had had a bilateral trade agreement in force with the United
States since 1936:. As a result, each ¢ountry had been according most-
favored-nation treatment to the other. The bilateral agreement was
not terminated on Switzerland's accession to full membership, but sus-
pended as long as both countries remain members of the GATT.

The United States had had no trade agreement commitments in
force with Yugoslavia before that country acceded fully to the General
Agreement in 1966, 2/ The United States, however, had applied trade-
agreement rates of duty to goods imported from that country under its
traditional policy of "generalizing" its trade-agreement concessions
to all countries. The accessionlby Yugoslavia to full membership in:
the GATT did not, therefore, result in any change in the prevailaing

U.S. duties on commodities imported from that country.

1/ Before achieving its independence in 1966, Cuyana had been a
Crown Colony of the United Kingdom. Rwanda had been a United Nations
trusteeship territory, administered by Belgium, before achieving its
independence in 1962.

g/ Although Yugoslavia became a provisional member of the General
Agreement in 1963, the United States did not accept the declaration
of provisional accession for it.



During 1966, several countries participated in the activitieé
sponsored under the General Agreement, either on a de facto basis ;/
or under speciél arrangements, thereby establishing limited trade-
agreement relations with the United Stetes. On December 31, 1966,

8 countries--Algeria, Botswana, Congo (Kinshasa), Lesotho, the Maldive
Islands, Mali, Singapore, and Zambia--were applying the Generai Agree-
ment on a de facto basis, while 2 countries--Cambodia and Poland-;did

so under special arrangements. 2/

Trade-Agreement Negotiations
During 1966, the United States continued to participate in the
sixth (Kennedy) round of trade agreement negotiations sf;nsored under
the General Agreement on Tariffs and Trade. The United States also ne-
gotlated with several countries concerning claims for compensation

arising from its adoption in 1963 of revised tariff schedules.

The sixth round of tariff negotiations under the GATT

The sixth round of GATT tariff negotiations, which had begun in

May 1964, was still in process at Geneva, Switzerland, throughout 1966.

1/ In November 1960, the Contracting Parties had established a policy
whereby the provisions of the General Agreement could be applied for a
" period of 2 years, subject to reciprocity, to a newly independent coun-
try to which, as a territory, the General Agreement had previously been
applied. During this 2-year transition period, such a country could ne-
gotiate its future relations with the contracting parties to the Gen-
eral Agreement. In some instances, the Contracting Parties extended
the de facto status beyond 2 years. :

_/ Cambodia had been participating in the work of the Contracting Par-
ties since November 1958 under a special arrangement similar to a pro-
visional accession; Poland had been participating since November 1959
on a more limited basis.



These negotiations were expected to términatg by June 1967. ;/

During 1966, the Contracting Parties to the GATT continued to
negotiate on the many problems involved in the Kennedy round. They
discussed extensively various problems of mutual interest, including:
Tariff disparities; nontariff barriers; the "American Selling Price"
method of valuation for duty purposes; the establishment by the Euro-
pean Economic Community (EEC) of acceptable minimum prices for specific
produét groups, especially for grains and certain chemicals; and aid
in the form of food (mainly grains) to the less-developed countries.

By the end of the year under consideration, the participants report-
edly had made considerable progress, but the major issues had yet to
be resolved,

During 1966 the negotiatora continued their discussions on the
problems of teriff disparities and nontariff barriers. Tariff dis-
paritiés were deemed to exist when the respettive rates of duty with-
in one country's tariff schedule differed more widely from one another
than did those in the tariff schedules of other countries--even though
the average rate of duty for all commodities might be approximately
the same. As linear duty reductions would not eliminate such dispari-
ties, 1t was argued that speciai duty-reduction rules should be applied
to them, Nontariff barriers to trade, on the other hand, were held to

consist.of a variety of direct quantitative restrictions, legal de-

vices, and administrative regulations that discriminate against

l/'For a more detailed account of the procedures involved in the
preparation for trade-agreement negotiations, as provided in the Trade
Expansion Act of 1962, consult the Appendix to Operation of the Trade
Agreements Program, 17th report, pp. 85-97, See also chapter 2 of

this report.




imported commodities. The countries participating in these discussions
made some progress toward mutual agreement during 1966; it appeared at
the close of the year that some reconciliation of differences on the
problem of tariff disparities might be achieved early in 1967, but

that the prospec£s for the significant removal of nontariff barriers
by the negotiating countries were slight.

At the negotiations, the Contracting Parties spent considerable
time during 1966 discussing the "American Selling Price" system of val-
uation. Under this valuation system, the dutiable value of some U.S.
imports of benzenoid chemicals and certain other products has been
based on the "American Selling Price" (ASP) of similar domestic prod-
ucts rather than the export value or foreign value of the imported
products. l/ The European Economic Community and the United Kingdom
sought the elimination of the ASP valuation system in return for reduc-
tions in their own tariff rates on imports of chemicals. The United

States offered to eliminate the ASP system where applicable(ad refer-

endum, since elimination would require approval by Congress), in

1/ The term "American Selling Price” (ASP) refers to the wholesale
price in the United States of a domestically produced article like or
similar to, or competitive with, an imported product. In the case of
benzenoid chemicals, if no competitive domestic product is marketed
in the United States, an imported chemical is dutiable on the basis of
- U.S, value, i.e.,, the wholesale market price in the United States of
identical or similar imported merchandise, less the import duty, inter-
country freight and insurance, related costs, and profits; if U.S.
value cannot be established, the imported article is appraised on the
basis of its export value in the country of origin or its constructed
value.



return for significant tariff concessions from other countries, as
well as substantial reductions of certain nontariff barriers. 1/

Only limited progress was made by the negotiators in 1966 in
reaching agreement to reduce their respective import duties in various
categories of products. The GATT members achieved some progress during
the year toward agreement on the reduction of customs duties applica-
ble to such products as steel, aluminum, and pulp and paper. Never-
theléss, the final reductions of such duties were expected to be mod-
erate, owing to the réluctance of the major producer-countries to elimi-
nate protective barriers. The Contracting Parties made little progress
during 1966 toward agreement to reduce duties on textiies. Textile
interests in both the United States and other countries continued to
be highly concerned about imports of competing.textile products from
foreign sources. The United States, on its part, favored an extension
of the Long-ferm Arrangement Concerning Trade in Cotton Textiles for
more than the usual l-year period. 2/

During 1966 the negotiators sought to establish acceptable maximum
and minimum prices for wheat and other grainé, through the International
Wheat Agreement. The participants in the Agreement included the major
world producers and exporters of grain, The United States, on its part,

wanted a level of prices that would permit greater access to European

l/ The Tariff Commission held public hearings and prepared a list of
foreign-value "equivalents" of the rates levied under the ASP valuation
system. These "equivalent rates" were calculated on the assumption that
they generally wouldyield the same amount of duty as did the prevailing
rates levied on ASP valuations. . '

2/ For a detailed description of the U,S. participation in the LTA on
cotton textiles, see p. 17.



markets for its grain. It also proposed that tPe major grain-producing
and exporting countries set aside substantial quantities of grains to
be distributed as food aid to undernourished people in developing coun-
tries. The quantities to be thus allocated were to be determined by
the Contracting farties and the necessary financing 1/ was to be pro-
videa jouintly by the leading graln-éxporting and- grain-importing coun-
tries. By December 1966, the Contracting Parties had examined the U.S.
food-aid proposal and appeared to be close to agreement on grain prices.
As indicated above, the Kennedy-round negotiations had yielded
only a few substantive a?hievements by the end of 1966. Most partici-
pants in the negotiations, however, believed that the principal issues
involved had been thoroughly explored and that most of them could bé

resolved before the conclusion of the Kennedy round scheduled for

June 30, 1967.

Negotiations regarding the revised U.S: tariff schedules

During 1966, the United States continued to negotiate with its GATT

trading partners with a view to bringing its schedule of concessions - .

1/ The cost of providing grains to relieve urgent needs in develop-
ing countries was to be shared in varying proportions by the leading
world exporters and importers of grains; these included the United
States, Canada, Australis, the European Economic Community, the United
.Kingdom and other countries of the European Free Trade Association,
and Japan. The exporting countries were to donate quantities of grain
primarily, whereas the importing countries were to contribute monetary
aid to finance added quantities of grain and to help defray the ship-
ping costs. All participating nations having merchant fleets were to
make shipping space available for transporting the food to its destina-
tions. .
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uhder the GATT into conformity with the newly-adopted Tariff Schedules
of the United States (TSUS). 1/ By the end of the year, these renego-
tiations were largely completed. During the year the United States
successfully renegotiated its concessions with 2 GATT members--the
United Kingdom and Japan; earlier, it had reached agreement with 25
other contracting parties g/ and with one that was only provisionally
so, Iceland.

The entry of the @SUS into force in 1963, and its amendment later
by the Tariff Schedules Technical Amendments Act of.1965, had resulted
in numerous incidental changes in U.S. rates of duty on imports. On
the whole, reductions in duty had offset increases. Nevertheless,
some countfies claimed that such duty changes adversely affécted the
trade-agreement commitments that had been made by the United States to
them. Accordingly, the United States undertook the aforementioned nego-
tiations, and granted some of the countries rew tariff concessions to
compensate them for the impairment of previous U.S. concessions.

On April 5, 1966, the United States and the United Kingdom signed
an interim agreement relating to the renegotiétion of Schedule XX

(United States) to the GATT. 3/ The United States agreed to: (a) reduce

1/ The TSUS became effective on August 31, 1963. The revised sched-
ules replaced those originally set forth in the Tariff Act of 1930, as
amended. For more background on the TSUS, see Operation of the Trade
Agreements Program, 16th and 17th reports.

2/ Australia, Austria, Brazil, Canada, Ceylon, Chile, Denmark, Domini-
can Republic, Finland, Greece, Haiti, India, Indonesia, Israel, New Zea-
land, Nicaragua, Norway, Pakistan, Peru, Portugal, Rhodesia, Spain,
Switzerland, Turkey, and Uruguay.

;/ The interim agreement also pertained to Hong Kong, for which the
United Kingdom had accepted the GATT.
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the rates of duty on 3 categories of imports of interest to the United
Kingdom, in order to compensate for increases of duty on other commod-
"~ jities of U.Ksiofigin; and (b) bind the duty on aircraft parts at the
level that had been extended to Canada tﬁrough a similar renegotiation
agreement that had become effective on January 1, 1966, These duty re-
ductions were to become effective in 5 annual steps, during the period
1966-70. The products, and both the former and reduced rates of duty
(in parenthesis) affected by this agreement, were as follows: Bamboo,
rattan, willow or chip articles (from 25 to 20 percent); porcelain
articles (from 45 to 22.5 percent); and ivory articles (from 12 to 8
percent).

On September 6, 1966, the United States and Japan signed an in;
terim agreement, also relating to the renegotiation of Schedule XX to
the GATT; Under this agreement, the United States granted new tariff
concessions to Japan in lieu of previous concessions that had been im-
paired by the implementation of the TSUS. These reductions in duty
were to enter into force in 5 annual stages, during the period 1966-70.'
Specifically, the U.S. granted Japan concessions on 21 U.S, tariff
items; it also bound to Japan duty reductions already provided for in

similar U.S. agreements with Canada and the United Kingdom. The new
U.S. concessions to Japan involved reduction in duties on such prod;
ucts as plastic articles,!blinds and shutters, ceramic plumbing fix-
tures, therapeutic appliances, optical microscopes, slide projectors,
imitation pearls, slide'fasteners,.pocket lighters, toys, and mechan-

ical pencils.,
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On December 31, 1966, the remaining: renegotiations between the
United States and other GATT members concerning the new Tariff Sched-
ules of the United States were in various stages of progress. The re-
spective contracting parties involved were the European Economic Com-
munity, Sweden, and South Africa.

In other negotiations during 1966, the United States and Argen-
tina mutually recognized that the entry into force of new tariff sched-
ules Sy both countries had rendered inoperative their bilateral trade
agreement that had been in force between them since 1941, Accordingly,
the 2 countries agreed to terminate that agreement and related under-
standings between the 2 nations, upon the accession of Argentina to

full membership in the GATT. 1/

Implementation of the U.S.-Canadian Automotive Agreement

By the end of 1966, the U.S.-Canadian automotive agreement had
been in effect for 2 years. The limited free trade in motor vehicles
and original equipment parts therefor provided by the Agreement had
been ihaugurated by Canads in January 1965 and by the United States
in December 1965 (retroactive to January). In 1966,U.S.-Canadian
trade in automotive products was substantially larger than in the
immediately preceding years. The value of U.S. exports of automotive
products to Canada in 1966 was nearly 50 percent larger than in 1965,
and the Qalue of U,S. imports of Canadian automotive products in 1966

was L4 times as large as that in 1965, The U.S, export balance of trade

. 1/ As of December 31, 1966, Argentina still had the status of a pro-
visional contracting party to ithe GATT.
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in automotive products with Canada was about 30 percent smaller in 1966
than in 1965.

In enacting the Automotive Products Trade Act of 1965 (which granted
the President the authority needed to cafry out the Agfeement), the Con- -
‘gress had established procedures whereby firms or groups of workers
could apply for adjustment assistanée to offset dislocations resulting
from the implementation of the Act. Five petitions for such adjustment
assistance were filed in 1966--all by groups of workers. In-the 4 in-
stances in which decisions were feached before the close of the year,
the groups of workers concerned were found to be eligible for assistance.

At the request of the United States,the Contracting Parties to the
General Agreement on Tariffs and Trade granted the United States a waiver
of its most-favored-nation obligation; such waiver permitted the Unitea
States to accord duty-free entry of automotive products only to Canada

without violating its GATT obligations.

U.S. and Canadian production and trade in automotive products

In both Canada and the United States, the production of motor ve-
hicles, and employment in the automotive industr& as a whole, continued
at high levels in 1966, stimulated largely by the prosperity that pre-
vailed in both countries. In Canada, the production of motor vehicles
reached record levels in 1966. In the United States, the output of
motor vehicles in 1966 was surpassed only by the record level in 1965.

During 1966 the annual U.S. production of motor vehicles totaled

10.4 million units; the output in that year was below that in 1965
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(11.1 million) but larger than that in 196u.(9.3 million). The annual
Canadian production of motor vehicles in 1966 rose to 907,000 units,
from 855,000 units in 1965 and 671,000 in 1964, Thus, Canada's share
in the aggregate number of motor vehicles assembled in the two coun-
tries increased féom.6.7 percent in 1964 to 7.1l percent in 1965 and to
8 percent’in 1966. }/ Canada's increased share in the combined output
‘of motor vehicles in the 2 countries is attributable in considerable
part fq the implementation of the U.S.-Canadian automotive agreement,
Another factor was the more rapid rate of growth of the consumer market
for automotive products in Canada than in the United States.

Betﬁeen June 1§6h and June 1966, the average monthly employment
in the U.S. motor vehicle and equipment industry increased from 766,000
to 894,000 workers, or by 17 percent. During fhe same 2-year period,
the average monthly employment in the Canadian automotive industry

“rose from 72,000 to nearly 88,000 workers, or by 22 percent.

The total two-way trade in automotive products between the United
States and Canada was valued at $2.1 billion in 1966. The value of
such trade totaled $1.1 billion in 1965, the year in which the U,S,-
Canadian automotive agreement became effective, and $730 million in

196Lk. Both U.S. exports to Canada and Canadian exports to the United

1/ Canada's share of the value of the combined 2-nation output of
motor vehicles was materially less than the percentages shown in the
text, as Canadian-assembled vehicles incorporated a considerable pro--
portion of parts made in the United States and U,S.-assembled vehicles
only a negligible proportion of parts made in Canada. Canada's share
of such aggregate annual value undoubtedly increased in 1964-66, but
the Tariff Commission does not have data by wvhich to qualify such
increase,
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States rose materially. In 1966, U.S. exports of automotive products
to Canada were valued at $1.3 billion, which was almost twice the value
of such exports in 196L4. Canadian exports to the United States were
valued at US$800 million in 1966, which was more than 10 times the
value of such trade in 1964. The U.S. export balance in its automotive
trade with Canada was $486 million in 1966, compared with $692 million
in 1965 and $578 million in 1964,

In 1966, Canada was the majof foreign market for U.S. exports of
automotive products and the chief supplier of U.S8. imports of such prod-
ucts. Canada took 66 percent of U.S. exports of such products in 1966,
compared with 42 percenﬁ in 1965 and 37 percent in 1964, Canada sup-
plied 45 percent of U.S. imports of automotive products in 1966 (re-
placing West Germany as the principal supplier), compared with 23 per-.

cent in 1965 and 11 percent in 196k,

Action on petitions filed

In 1966, 1/ 5 groups of workers filed petitions under the Auto-
motive Products Trade Act, requeéting determination of the eligibility
of the workers involved to apply for adjustment assistance. Né firms
filed petitions for assistance during the year.

The petitions filed in 1966 were as follows:

(1) The United Automobile Workers' (UAW) International Union,

on behalf of Local 918, for workers at the Ford Motor

Company's Pennsauken, New Jersey, parts depot, in Febru-

ary 1966.

1/ Although the Automotive Products Trade Act of 1965 was enacted in
October 1965, petitions for adjustment assistance could not under that
law be filed until mid-January 1966.
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(2) The UAW International Union, on behalf of Local No.
1231, for workers at General Motors' soft-trim plant
(Fisher Body plant No, 2), Grand Rapids, Michigan,
in April 1966.

(3) Shopmen's Local No. 539 of the International Associa-
tion of Bridge, Structural and Ornamental Iron Workers
for workers at the Fram Corporation's plant, Birmingham,
Alabama, in June 1966.

(4) Mr. Lawrence Weber, on behalf of workers formerly em-
ployed by the Maremont Corporation's Gabriel Division
Plant, Cleveland, Ohio, in October 1G66.

(5) The UAW International Union, on behalf of Local No. 237,
for workers at the Borg-Warner Corporation, Mechanics
Universal Joint Division, Memphis, Tennessee, in Decem-
ber 1966.

These petitions were filed with thle Automotive Agreement Adjust-
ment Assistance Board; the Board, comprised of the Secretaries of Com-
merce, Labor, and Treasury, had been delegated by the President the
function of determining the eligibility of petitioners for adjustment
assistance. In accordance with the procedurés established in the Act,
the Board requested the Tariff Commission to conduct an investigation
of the facts related to each petition and prepare & report to assist
the Board in making its determination. By the end of 1966, the Board
had made its determinations with respect to the first 4 petitions
listed above; the Board determined in each case that the operation of
the Agreement had been the primary factor causing the actual or threat-
ened unemployment or underemployment of the petitioning workers.
Accordingly, the Board certified that certain workers were eligible

to apply for adjustment assistance; it was estimated that the workers

covered by such certifications totaled 200 at the Ford depot, 400 at
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the General Motors plant, 125 at the Fram plant, and 450 at the Mare-
mont Corporation. By the end of 1966, therefore, the Board had de-
termined that almost 1,200 workers were eligible for adjustment |
benefits.

Under the AfTA, assistance to workers could consist of unemploy-
ment (trade readjustment) compensation, training, and relocation allow-
ances. 1/ By December 31, 1966, nearly one million dollars had been
paid by the Federal Govermment either directly to claimants under the
APTA or to the States to cover the unemployment insurance drawn by

workers determined to be eligible for adjustment assistance.

Participation in the Long-Term Cotton Textile
Arrangement

During 1966, the United States continued to participate in the
Long-Term Arrangement (LTA) Concerning Trade in Cotton Textiles. 2/
In connection therewith, it also continued to maintain bilateral agree-
ments concerning cotton textlles with a number of countries that in-
cluded both participants and non-participants in the LTA. Meénwhile,
U.S. imports of cotton, yarn, and fabrics, primarily from LTA-
participating countries, increased substantially.

By the.end of the year, it was apparent that the developing coun-
tries, whose exports of cotton goods had expanded substantially in pre-

vious years, would be confronted with greater difficulty in attempting

;/ Adjustment assistance to firms could consist of technical, finan-
cilal, 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, and 17th Reports.
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to increase these exports because of (a) the increasing share gained
by textiles produced from manmade fibers in the textile consumption of
industrialized countries, and (b) the expansion of domestic textile
production in developing countries that had previously imported tex-
tiles from other developing countries. The consumption of cotton
goods was expected to increase more noticeably in the developing coun-
tries than in the developed countries.

The Long-Term Arrangement was negotiated under the sponsorship of
the GATT; it entered into force for a period of 5 years, beginning
October 1, 1962. l/ It was designed to prevent market disruption in
countries that import substantial quantities of cotton textiles and,
at thé same time, to facilitate economic expansion in the less-
developed countries that produce cotton textiles.

On December 31, 1966, 30 countries were participating in the LTA.
These countries are grouped below, as follows:

Group I - Industrialized countries

Australia Finland Netherlands

Austria France ‘ Norway

Belgium Germany, Federal Sweden

Canada Republic of United Kingdom

Denmark Italy United States
Luxembourg

Group II - Developing countries .

Colombia Jamaica Republic of Korea
Greece Mexico Spain

Hong Kong Pakistan Turkey

India Portugal United Arab Republic
Israel Rep. of China (Taiwan)

l/ in early 1967, the Arrangement was exténded for 3 additional yeérs.
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Group III - Industrialized - Exporter country
Japan
Greece acceded to the LTA during 1966, Colombia, South Korea, Mexico,
and the Republic of China, though participants in the LTA, were not
contracting part&es to the GATT.

Under Article 3 of the LTA, a participant whose market is experienc-
ing, or is threatened with, disruption by imports of cotton textiles |
may request another participant to restrict its exports of such prod-
ucts to a, designated level. l/ If the exporting country does not com-
ply with the request within 60 days, the importing counfry is author-
ized to restrict entry of the-products concerned to the level requestéd--
such action being termed a "restraint." 2/ At the close of 1966, the
United States was imposing 17 restraints under Article 3, involving
imports from 3 countries (Brazil, Malaysia and Poland 3/). At the be-
ginnihg of the year, 45 such restraints were being imposed, involving
imports from 4 countries; the bulk of these were continued under
Article 4 when the United States concluded a formal bilateral agree-
ment with Hong Kong in August 1966. No restraints were imposed against

U.S. exports of cotton textiles during 1966 under Article 3...

l/'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.

g/ A restreint is a restriction on imports of a specified category
(or group of categories) from a single country. U.S. imports of cotton
textiles have been subdivided into 6l categories for administrative
purposes.

3/ Poland was not a participant in the LTA, as of December 31, 1966;
Article 3 restraints, however, may be imposed against both participat-
ing and non-participating countries.
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On several occasions during 1966, the United States made use of
Article 4 of the LTA, which permitted LTA members to enter into bi-
lateral asgreements concerning cotton textiles. These agreements céuld
be concluded either'between LTA participants or between participants'
and non—participanfs, provided thgt the terms of the agreements were -
compatible with the basic aims of the multilateral arrangement. During
1966, the United States entered into bilateral agreements with Hong Kong,
Pakisfan, Poland, and Singapore; agreements with 17 other countries,
negotiated in earlier years, were continued through the year. Such
bilateral agreements were responsible for most of the restrictions im-
~ posed on‘U.S. imports of cotton textiles pursuant to the LTA during
the year. At the close of 1966, the United States had bilaferél agree-

ments concerning cotton textiles in effect with the following countries:

Colombia 1/ Japan . Republic of China 1
Greece " Korea 1/ Ryukyu Islands 1/4
Hong Kong 2/3/ Mexico 1/ Singapore 2/L

India Pakistan 2/ Spain

Israel Philippines 1/4/ Turkey

Italy Poland 2/4/ United Arab Republic
Jamaica Portugal 5/ Yugoslavia 4/

Most of these bilateral agreements provided for overall limita-

tions affecting total U.S. imports of 64 categories of cotton textiles 6/

1/ Not a contracting party to the GATT.

2/ Agreement entered into force during 1966.

;/,Before‘August 1966, the Agreement with Hong Korig was not formally -
recognized as a bilateral agreement (although it was similar to bilat-
eral agreements concluded with other countries). In August 1966, the
United States and Hong Kong concluded a formal bilateral agreement con-
cerning trade in cotton textiles, retroactive to October 1, 1965,

L4/ Not & participant in the LTA,

5/ Expiration date of December 31, 1966, extended to March 31, 1967,
in exchange of notes signed in Lisbon on December 19, 1966.

§/ The agreements with India, Italy, Mexico, Pakistan, and Poland
limited only certain categories.
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and established specific cellings on U.S. imports of certain cotton
textiles from the country concerned. The agreements generally author-
ized annual increases (usually 5 percent) in both the overall.limits
and the specific ceilings for certain categories; they were to be ef-
fective for perioﬁs ranging from 1 to L yearé.

In 1966, U.S, imports of cotton textiles of the type covered by

the LTA were equivalent ;/ to 1.8 billion square yards of cloth, com-

pared with 1.3 billion in 1965. The most noteworthy gain was in the
imports of cotton yarn; these imports rose from an equivalent of about
100 million square yards in 1965 to more than 40O million square yards
in 1966. U.S. imports of cotton fabrics increased to nearly 700 mil-
lion square yards (equivalent basis) in 1966 from almost 600 million
square yards in 1965. Imports of cotton apparel were only slightly
greater in 1966 than in 1965, amounting to about 485 million square
yards (equivalent basisg).

Since 1962, when the LTA came into force, about 90 percent of
U.S. imports of cotton textiles have come from participating nations.
In 196h:65, about 60 percent of total U.é..imports of cotton texﬁiles
came from the developing counﬁries and more than 30 percent from Japan. g/

In 1966, approximately 50 percent of U.S. imports of cotton tex-

tiles were concentrated in 9 of 64 categories 3/; 6 of the 9 categories

1/ Many statistics on U.S. general imports of cotton textiles are not
reported in square yards but in other quantity units, such as number or
pounds, or in metric measures. For comparative purposes, the U.S. De-
vartment of Commerce has converted such statistics into their square-
yard equivalents, using a uniform set of conversion factors for those
items not reported in square yards.

2/ U.S. Department of Commerce.

3/ To assist in administering the LTA, a total of 64 categories of
cotton textiles was specified in that agreement.
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were in the apparel group. Apparel has been an attractive export item
for foreign producers, because its manufacture requires considerab;y
less initial capital investment than does the manufacture of fabric or
yarn, and because its comparatively high unit value results in high
dollar earnings.
Government Actions Affecfing Trade-Agreement
Items

Several U,S. legislative provisions authorized the imposition of
import restrictions (1) to protect domestic industries that have been
injured by increased imporfs resulting from trade agreement concessions,
(2) to prevent interference with governmental agricultural programs, or
(3) to prevent impairment of the national security. Other provisions
permitted governmental assistance of various types to be extended to
firms or groups of workers who established that they have been injured
by increasediimports resulting from trade—agreément concessions,

Although procedures varied wlth the relevant statute, an investi-
gation by an agency of the Federal Government generallylwas necessary
before imports could be restricted or assisténce could be granted. A
few such investigations were conducted during 1966, 1/ The circum-
stances relating to those investigations are discussed briefly in the

following section of this chapter.

1/ During 1966, no firm or group of workers petitioned the Tariff
Commission to determine whether it was eligible for adjustment assist-
ance under the provision of the Trade Expansion Act of 1962. Also
during the year, the Tariff Commission was not requested to undertake
any investigation under section 22 of the Agricultural Adjustment Act.
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The escape clause 1/

During 1966, no petitions were filed that would have required
the Tariff Commission to conduct an investigation under the escape-

clause provisions of trade-agreement legiélation, In the course of

its regular responsibilities, however, the Commission submitted 3 re-
ports to the President in which it reviewed the economic status of |
domestic industries in whose interest escape-clause action had pre-
viously been taken. Formal procedure for the review of escapé-clause
actions, involving Tariff Commission investigations, had been estab-
lished by the Trade Expansion Act (TEA) of 1962. Section 351(d)(1) of
that Act requires the Commission to review annuelly developments re-
lating to such escape actions and to report thereon to the President.
Sections 351(a)(2) and (3) require the Commission, under specified cir-
cumstances, to advise the President of the probable economic effect on
the industry concerned of a reduction or a termination of an escape
action by him. g/

During 1966, the Tariff Commission submitted to the Pressident 3-

annual reports under the provisions of section 351(d)(1), ard one

l/ 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 increased
imports resulting from the concessions caused or threatened injury to
the domestic industry producing like or directly competitive articles.
Escape-clause investigations are conducted under the provisions of
section 301(b) of the Trade Expansion Act (TEA), a detailed account of

which is contained in the Appendix to Operation of the Trade Agreements

Program, 17th report, pp. 85-97.

25 Most of the investigations which have been completed under the
provisions of section 351(d)(2) had been initiated at the request of
the President.
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report under section 351(d)(2). The articles on which reports were
submitted under section 351(d)(1) and the dates of submission were

as follows:

Section 351(d)(1):

Wilton and velvet carpet and rugs-~--------- Sept. 13, 1966
Stainless-steel table flatware-~------wcw--- Nov. 1, 1966
Cotton typewriter-ribbon cloth-----me--ueuu- Dec. 5, 1966 1/

Section 351(d)(2): :
~ Cotton typewriter-ribbon cloth-------------- Dec. 5, 1966 1/

ﬁy»December 31, 1966, the President had taken no action on thése
i reports by the Tariff Commission. Early in the year, however, he -
.took action to ease restrictions that had been imposed under the
escape-ciause provision on imports of_3 classes of commodities; these
actions took the form of Presidential proclamations, issued‘as follows: g/
(a) Proclamation 3696, issued January 7, 1966, terminated the in-
creased rate of duty that had been in effect continuously
after 1958 on clinical thermometers and reinstated the con-
cession rate of 42.5 percent ad valorem, effective immediately.
(b) Proclamation 3697, also issued January 7, 1966, enlarged the
quota that had been.in effect continuously after 1959 on stain-
less steel flatware and decreased the rates of dutyion imports
in excess of the quota, effective with respect to articles

entered on or before November 1, 1965.

i/ The Commission submitted one report which contained the informa-
tion required under both sections 351(d)(1) and 351(da)(2).

g/ On January 11, 1967, the President proclaimed the termination of
escape-clause rates of duty on imports of watch movements and parts.
thereof, and proclaimed the modification of the escape-clause action
on cylinder, crown, and sheet glass which had been in effect since

1962,



25

(c) Proclamation 3703, issued January 28, 1966, terminated the in-
creased rate of duty that had been in effect continuously after
1957 on safety pins and reinstated the concession rate of 22.5
percent ad valorem, effective immediately.

National security investigations

During the year under consideration,-the Office of Emergency
'Planning (OEP) terminated one investigation it had been conducting
under the national security prpvisions of the Trade Expansion Act of
1962. l/ It continued work on 3 others that had been initiated be-
fore 19663 two were still in progress at the end of that year. g/ Dur-
ing 1966, the OEP received no requests or motions to iﬁitiate new in-
vestigations. \

At the request of the petitioners, the OEP in November 1966 ter-
minated an investigation initiated in October 1964 to determine whether

imports of anti-friction bearings and parts were threatening to impair

the national security. 3/

;/*Under section 232 of the TEA, the Director of the OEP, upon the
request of the head of any department or agency, upon the application
of an interested party, or upon his own motion, is required to conduct -
an investigation to determine the effects of imports of an article upon
the national security. .If he is of the opinion that imports of such an
article is threatening to impair the national security, he is to advise
the President accordingly; if the President is in agreement, he is re-
quired to take whatever action that may be necessary to control the en-
~try of such article.

g/ One investigation on watches, movements and parts was actually con-
cluded in November 1966, but the formal announcement was withheld until
‘January 11, 1967, in deference to the Pres1dent1al Proclamation of that
date concerning these products.

_/ Application made by the Anti-Friction Bearing Association, on be—
half of 39 member companies. The petitioners informed the OEP that fa-
cilities which had been shut down were reactivated and the industry was
prosvering., Moreover, Japan, the principal foreign supplier, had im-
posed voluntary restrictions on exports of certain bearings to the
United States.
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The investigation to determine whether imports of watches, move-
ments and parts were threatening to impair the national security was
concluded in November 1966. The formal announcement of its termina-
tion, however, was not made until early 1967, at which time the Presi-
dent also took action in the escape-clause restrictions that had been
imposed on imports of such products. l/ The investigation had been ini-
tiated by the OEP in April 1965, at the request of the President. |

One of 2 investigations that were still in progress at the end
of 1966 concerned the quotas imposed by the United States on imports
of crude petroleum, unfinished oils, and finished petroleum products.,
These Quétas were the only restrictions that had ever been imposed
under the national security provisions of trade agreements legislation.
The OEP was required to keep the President informed of circumstances’
that might necessitate further action. g/ Under this requirement, at
the request of the Secretary of the Interior, the OEP had initiated in
April 1965 an investigation to determine whether the restrictions on
imports of residual fuel o0il intended for use as fuel should be contin-
ued or eliminated.

An investigation concerning the effect of imports of textiles on
the national security also was still in progress at the close of 1966.
This investigation had been initiated in 1962 by the Director of Civil
Defense Mobilization under the national security provisions of the

Trade Agreements Extension Act of 1958..

l/fDetails of the public announcement will be reported in the Commis-
sion's next (19th) report on the Operation of the Trade Agreements
Program, '

2/ 24 F.R. 1781,




Chapter 2

Operation of the General Agreement on Tariffs and Trade

INTRODUCTION

Developments relating to the General Agreement on Tariffs and
Trade (GATT) during the 12-month period énding December 31, 1966, are
sunmarized in this chapter under the following headings: (1) The
Kennedy round of tariff negotiations; (2) activities in the interest
of less-developed countries; (3) regional economic arrangements; (L)
actions relating to GATT obligations; and (5) other developments re-
lating to the General Agreement.

The Kennedy (sixth) round of tariff negotiations continued to be
the principal concern of the Contracting Parties }/ to the General
Agreement in 1966. The pace of the negotiations was slowed consider-
ably during the year by the inability of certain GATT members to par-
ticipate actively in the deliberations. During the yeér, however, all
of the major trading countries involved submitted to the Cohtracting
Parties their 'tlose-to-final" lists of proposed concessions on imports
of agricultural products. Thus, by the close of the year, there were
strong indications that agreement providing for significant-reductions
in import duties and the removal of other trade barriers would be forth-

coming early in 1967.
The Contracting Parties continued during 1966 their efforts to

cope with the trade problems of less-developed countries (LDC's).

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.

27
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“In June, the Contracting Parties introducedlnew provisions into the
General Agreement (Part IV) designed to improve the foreign trade
potential and foreign exchange earnings of the LDC's. Throughout
- the year, acting through various Committees, the Contracting Parties
considered several proposals calling for the adoption of additional
measures to accelerate the exports from, and foster the economic
development of, the less-developed countries.

‘In March 1966, the Contracting Parties held their 23d Session.
The Contracting Parties usually meet in full session once a year, to
review the many facets of the operation of the agreement and to take
joint action on various problems. Between these annual sessions, the
work of the Contracting Parties 1s carried on by a Council of Répre-
sentatives and by several working parties, committees, and groups
especially assigned to study and report on specific subjects related
to the overall objectives of the General Agreement. At the 23d
Session the Contracting Parties took the following major actions:

Reviewed the quantitative restrictions maintained by GATT
members;

Considered proposals to expand international trade in
primary products;

Appraised actions by members to dispose of strategic
materials and commodity surpluses;

Surveyed the status of subsldies and state-trading meas-
ures maintained by members;

Approved Indonesia's request for a walver of 1ts obliga-
tions under the Speclal Exchange Agreement adopted by the
Contracting Parties in 1949;

Examined reports on consultations held with members im-
posing import restrictions for balance-of-payments purposes;
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Reviewed annual reports submitted by members of established
and proposed regilonal arrangements;

Approved wailvers permitting members to continue their prefer-
ential tariff treatment of certain designated imports.

The General Agreement 1is probably the most comprehensive commer-
cial agreement e&er concluded among sovereign nations. It embodies
a set of rules of conduct to be observed by the contracting parties in
their trade relations with one another. The rules embody a general
prohibition of fhe use of quantitative restrictions and proscribe the
use of discriminatory trade practices by the contracting parties.
Acting under the auspices of the GATT, the Contracting Parties have
sponsored a series of multilateral tariff negotiations with & view to
achieving greater freedom of world trade by lowering the general level
of import duties imposed by member countries. Thus, the Agreement
consists of (a) a series of articles delineating the aforementioned
set of rules for conducting trade between contracting parties and
(v) schedules of tariff concessions granted by each member country as
a result of the negotiations between contracting parties.

The General Agreement also provides the contracting parties with
a forum wherein they review the actions of individual members and
appraise whether their respective obligations have been met. Al-
'though founded on the principle of nondiscriminatory multilateralism,
the Agreement provides that individual member countries, under speci-

fied conditions, may be granted temporary waivers of rules to permit

them to apply discriminatory trade restrictions.
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On January 1, 1966, the full membership of the GATT consisted of
66 contracting parties; by the end of the year, four additional coun-
tries--Guyana, Rwanda, Switzerland, and Yugosiavia—-had acceded to the
agreement. Thus, on December 31, 1966, the following 70 countries

were full contracting parties to the General Agreement:

Australia Greece Peru
Austria Guyana, Portugal
Belgium Haiti Rhodesia
Brazil- India Rwanda
Burma Indonesia Senegal
Burundi Israel Sierra Leone
Cameroon Italy South Africa
Canada Ivory Coast ‘Spain
Central African Jamaica Sweden
Republic Japan Switzerland
Ceylon Kenya, Tanzanig
Chad Kuwait Togo
Chile Tuxemburg Trinidad and
Congo (Brazzaville) Madagascar Tobago
Cuba Malawi Turkey
Cyprus Malaysia Uganda
Czechoslovakia Malta United Kingdom
Dahomey Mauritania United States
Denmark Netherlands Upper Volta
Dominican Republic New Zealand Uruguay
Finland Nicaragua Yugoslavia
France Niger
Gabon Nigeria,
Gambia Norway
Germany, Federal Republic Pakistan

Republic of
Ghana

At the close of 1966, four other countries--Argentina, Iceland,
Tunisia, and the United Arab Republic--were provisignal GATT members.
Moreover, two countries--Cambodia and Poland--participated in the work
of the éontracting parties under special arrangements. Eight others--
Algeria, Botswana, Congo (Leopoidville), Lesotho, Maldive Islands, Mali,

Singapore, and Zambia--to which the GATT had previously epplied when



they had been dependent areas of member states, now benefitted, as in-
dependent states, from a de facto application of the agreement pending

the formulation of their future commercial policies,

THE KENNEDY ROUND OF TARIFF NEGOTIATIONS

During the year, the contracting parties continued their efforts
to reduce barriers to world trade. At trade-agreement negotiations,
widely known as the Kennedy round, l/ they collaborated in a variety of
endeavors to promote thé foreign trade of both industrialized and less
developed countries. The negotiations were oriented principally to
the following obJjectives:

The exchange of linear tariff reductions, particularly on

chemicals, textiles, pulp and paper, iron and steel, and

aluminum;

The minimization of disparities between the tariff struc-
tures of the negotiating contracting parties;

The exchange of tariff concessions on a number of agricul-
tural products, particularly grains, meat, and dairy products;

The reduction of nontariff trade barriers and the conclusion
of an international agreement on anti-dumping practices;

The extension of the long-term cotton-textile arrangement; g/
The negotiation of a world agreement on grains, guaranteeing

higher minimum trading prices and establishing a multilateral
food aid program; and

l/ The Kennedy round--so called because it was made possible by the
U.S. Trade Expansion Act of 1962--was the sixth major round of tariff
negotiations conducted under the auspices of the GATT. The previous
tariff negotiations were held at Geneva, Switzerland, in 19LT; at
Annecy, France, in 1949; at Torquay, England, in 1950-51; at Geneva
in 1956; and again at Geneva in 1960-62. -

g/ For more detail on this subject, see pp. 17-22 and pp. 136-40 of
this report; also Operation of the Trade Agreements Program, 17th

Report, pp. 53-5k.
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The adoption of procedures to expand exports and export

earnings by the less-developed countries. 1/
The long discussions held by the contracting parties during 1966 did
not appear to have resolved any of the issues basic to meeting the
aforementioned objectives. Agreement on proposed solutions was greatly
hampered throughout the year by the inability of the EEC Commission té
negotiate on behalf of its six members, because of an intérnal dispute
in the Common Market about its common agricultural policy. g/ The
settlement of this dispute in July 1966 paved the way for a resumption
of the multilateral negotiations in September. During the closing months
of the year, the contracting parties narrowed their differences on the
basic issues, and the major trading countries submitted their "close-to-
final" lists of proposed concessions on agricultural products. At the
end of the year, moreover, there was general optimism among the GATT
members that the Kennedy round would be successfully concluded by the
spring of 1967.

The Kennedy round of tarliff negotiaetions, officially opened on
Mey L4, 1964, was still in progress at the end of the year under review.
This conference called for negotiations of much greater magnitude than
any of the previous five rounds of negotiations conducted under the

auspices of the General Agreement. To accompllsh the broad objectives

1/ The several aspects of this item are discussed separately in a
later section entitled "Activities in the Interest of Less-Developed
Countries;" pp. 48-62; see also Operation of the Trade Agreements Pro-
gram, 1T7th report, pp. 27-32.
2/ The EEC bargained as a unit at the Kennedy round, but each deci-
sion required the approval of all six member-countries.
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of the Kennedy round, several committess of the participating contract-
ing parties held many meetings at which they discussed a large variety
of problems. Of principal concern was the problem of deriving a for-
mula for balancing the concessions to be exchanged by the principal par-
ticipants. Maﬁ& issues related to the international trade in desig-

nated categories of products.

Exceptions Lists

During 1966, the principal trading countries continued their bi-
lateral talks at the Kennedy round aimed at providing justification for
tariff items on which they were not.offering concessions at the negoti-
ations. The EEC countries, for example, decided to retain the exist-
ing cuétoms duties on & large number of items imported from third coun-
tries. These items, consequently, had been placed on the EEC's
"exceptions list" and were not the subject of linear negotiations. The
EEC's negotiating partners continued to regard the EEC's exceptions
list as being too large in relation to the lists submitted by the other
principal negotiating countries. As the participating countries did
not expeqt the EEC to modify 1ts exceptions list significantly, they
feared that several major trading countries might withdraw important
segments of their original offers of concessions.

Originally the GATT Ministers had called for a linear tariff re-
duction at the Kennedy round negotiations equal to 50 percent of the
existing duties with a minimum of exceptions. The "exceptions lists"

were lists of designated articles for which the contracting parties
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wished to withhold the stipulated perczntage reduction in duty; articles
were to be excepted from the linear reduction on the basis of over-
riding national interests. Several countries, however, particularly
the EEC, had submitted exceptions lists which the negotiating coun-
tries deemed excessive.

On November 16, 1964, 15 GATT members had indicated that they were
prepared to negotiate on a linear tariff-reduction basis. Ten of the
15 countries--the United States, the United Kingdom, the members of the
European Economic Community, Japan, and Finland--had exchanged excep-
tions lists on industrial products; five countries--Austria, Denmark,
Norway, Sweden, and Switzerland--had stated that they would claim no
exceptions provided they were accorded full reciprocity by their negoti-
ating partners. Four other countries--Canada, Australia, New Zealand,
and South Africa--and the less-developed GATT members had been author-
ized to participate in the negotiations under special conditions. The
four countries enumerated were not required to adhere to the linear re-
duction commitment, because of their special economic or trade struc-
tures; the LDC's were npt required to accord full reciprocal conces-
sions for those accorded them by developed countries. ;/

The "confrontation and justification" of the exceptions lists,
i.e., the exchange of views among the ten "linear" countries that were
excepting certain items from a linear reduction, began in January 1965,
and continued throughout 1966 in the form of bilateral talks. Each

participating country identified the respective ltems excepted from the

l/ﬁFor more detall on this subject, see the Operation of the Trade
Agreements Program, 17th report, pp. 22-23.
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negotiations and set forth the overriding national interests that it
deemed to warrant such exceptions.

The decision by the EEC countries to retain the existing duties on
a large number of items identified in ité exceptions list reflected a
compromise Solut&on of a controversy that had continued within the Com-
munity through most of 1965 and early 1966. Several years earlier, the
EEC Ministers, in anticipation of the Kennedy round negotiations, had -
decided that by December 1965, ﬁhe EEC countries would adjust their
duties on the above items to the respective duties in the common exter-
nal tariff (CXT) less 20'percent. ;/ The failure of the principal negoti-
ating countries at the Kennedy rbund to agree to any duty reductions
by the end of 1965 1led the EEC Ministers to consent to a compromise
solution, whereby thg import duties on those items would be.held tem-

porarily at the existing level and eventually adjusted to the CXT rates.

Nontariff Trade Barriers and the Anti-Dumping Code
As mentioned eariier, the reduction or elimination of nonﬁariff
barriers to trade was one of the major objectives of the Kenneay round
negotiations. g/ During the year under review, a number of working
- groups continued their discussions of complaints concerning the use of
such barriers. By the end of 1966, the discussions had not produced
tangible results, but agreement aﬁong the participants appeared to be

imminent on two important items: the drafting of an international code

.l/’See]nxh—6 of this report; also Operation of the Trade Agreements
Program, 16th and 17th reports, pp. 55-55 and pp. 62-63, respectively.
2/ See Operation of Trade Agreements Program, 17th report, pp. 2L-25.
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on anti-dumping practices, and the elimination of the American selling
price (ASP) 1/ system of customs valuation by the United States in re-
turn for certain concessions in chemicals; primarily by the United
Kingdom and the EEC; Negotiations respecting the ASP system of valua-
tion during 1966 are discussed later in this chapter.

Nontariff barriers consist of a variety of direct quahtitative re-
strictions as well as legal and administrative regulations that dis;
criminate against imported products. The General Agreement prohibits
the use of such restrictions, since their application could impair or
nullify tariff concessions granted by contracting parties. Under cer-
tain circumstances, however, the Agreement provides that individual
contracting parties may be granted waivers of the GATT ruleé permitting
them to apply nontariff barriers only as long as they were warranted.

The Contracting Parties had established working groups in July
196H to examine the problems arising from the application of non-
tariff barriers in the following fields: Customs valuation (in-
cluding the American selling price system); tgchnical and adminis-
trative regulations; government procurement practices; quantitative
restrictioné; internal taxation; and antidumping measures. Dis-
cussions on the nonta;iff barriers being employed by individual
contracting parties began immediately and were contihued through

1966, but no concrete results had been announced by the end of

1/ Inasmuch as the ASP system was characterized as a "nontariff bar-
rier" at the Kemnedy-Round negotiations, it is discussed in that con-
cept in this report; the appropriateness of such characterization, how-
ever, is in question. For definition of ASP and further details, see
pp. 46-48 of this chapter. "
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the year.

In one important field, however--anti-dumping measures--the par-
ticipants had made significant progress. At the Kennedy round, anti-
dumping procedures were a matter of negotiation primarily between the
major trading countries-~the United States, the United Kingdom, the mem-
bers of the EEC, Japan, and Canada. Other countries had indicated that
they would abide by any rules that the principal participants might
adopt. After exchanging viewpoints in the spring of 1966, the negoti-
ating countries considered specific questions of substance and procedure.
They included the following: Should a uniform anti-dumping duty be ap-
plied to all products subject to a given anti-dumping action? How gréat
should the "price differential be before anti-dumping action is war-
ranted? Should the relevant price comparison be made against the expor-
ter's home market price, the price of comparable goods exported from
third -countries, or the price of goods produced in fhe importing country?
Should anti-dumping action be initiated automatically by Government agen-
cies or should action begin only after formal complaint of injury has
been filed? These and other important questions were still being con-
sidered by the participants at the close of the year under review.
Nevertheless, there were strong indications that a formal agreement
" establishing an international code on enti-dumping praectices and pro-
cedure would be concluded early in 1967. Agreement on such a code was
dgemed essential in some quarters to prevent contracting parties from
using anti-dumping actions to offset the effect of concessions made at

the Kennedy round.
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Tafiff Disparities '

The issue of tariff digparities remained dormant throughout mgst
of 1966. Most of the contracting parties, moreover, expected the issue
to be greatly minimized by the time that the Kennedy round negotiations
ended. Earlier the issue had loomed large in the discussions at Genéva,
particularly those between the United States and the EEC.  Representa-
tives of the Community argued that most of the rates in its common exter-
nal tariff ranged between 10 and 20 percent ad valorem, while many "peak"
rates in the U.S. tariff exceeded S50 percent. Accordingly, the EEC
maintained that, inasmuch as linear duty reductions would not eliminate
such disparities, special duty-reduction rules should be applied to them,
In effect, thls position would require that the United States would have
to reduce many of its'import rates by larger percentages than the EEC.

The EEC proposal delayed the Kennedy round negotiations, since
there was little harmony among the tariffs of GATT members.  If one or
moré countries were required to reduce their "peak" rates by a greater
vthan average percentage, moreover, the overall balancing of concessions
between countries could be affected and some éontracting parties might
be induced to withdraw some of their original offers of concessions in
order to achieve a new multilateral balance of concessions. Most of
the contracting parties, however, believed that the dispute over dis-
parities would be dropped once the participants had agreed on reduc-

tions and other concessions for the principal categorlies of products.
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Offers of Concessions for Agricultural Products
During the last half of 1966, the contracting parties approached
' agreement on concessions respecting agricultural products. = -Progress
had been delayed'until the EEC had settléd its internal differences
concerning the financing of its common agricultural policy. ;/ Before
the EEC submitted its offers of concessions to the contracting par-:
ties, the EEC Council had established market regulations and common
prices for several agriéultural products and had agreed, within the
framework of the GATT, on world prices for grains. g/

The difficulties concerning the financing of the EEC's common
agricultural policy were resolved by the EEC Council by July 1966.
In August, the EEC submitted to the contracting parties its initial
offers of concessions respecting agricultural products, other than
those it hight be prepared to make on sugar, tobacco, fruits and vege-
tables, and poultry. Soon thereafter, the other participants sub-
mitted thelr offers of concessions on agricultural products of interest
primarily to the EEC countries; they had submitted their lists of con-
cessions on other agricultural products earlier, in September 1965.

Multilateral negotiations on farm products began in September

1966; these were followed by discussions on both a bilateral and

1/ See Operation of the Trade Agreements Program, lTth report, p. 26
and p. 75.

g/ Ultimately, the EEC formulated its proposal for an international
grains agreement--one of the key issues at the Kennedy round; see
Operation of the Trade Agreements Program, 16th and 17th reports, pp.
57-58, and pp. 72-73, respectively.
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commodity-group basis. The United States and various other countries
deemed that EEC's initial offers of concessions were inadequate;
accordingly, they indicated that they might be compelled to withdraw
concessions initially offered on imports of industrial products.

On November 30, 1966, all major countries participating in the
discussions, except those of the EEC, exchanged "evaluatién lists";
such lists identified their "close-to-final" offers of concessions,
each countzy indicating the agricultural commodities on which it was
prepared.to.reduce duties as well as the offers that it intended to
withdraw if other participants, notably the EEC, failed to improve
théir offers. Just before the close of the year, the EEC spbmitted
a supplemental list of offers composed of reductions in duties that
the Common Market countries were prepared to make on imports of sugar,
tobacco, fruits and vegetables, and poultry. The EEC offered no
concessions on imports of vegetable oils; it indicated that it
would announce in January its offers on impofts of fish, which were
of primary interest to Norway and Denmark.

The final bargaining respecting concessions on agricultural
products was scheduled to take place around mid-January 1967. It
was expected that consideration would again be given to an interna-
tional agreement on grains--a matter on which little.progress was

made during 1966. Such an agreement was expected to settle in part
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complaints that had been made by the United States, Canada, Australia,
and Argentina when the EEC adopted its common agricultural policy on
grains. At that time, the EEC was seeking to become highly self-
sufficient in grains by: (a) establishing prices that would encourage
increased production of grains within the Community; and (b) control-
ling the importation of grain through a system of variable import
levies to assure that imports would not sell within the EEC at prices
below the established internal prices. The United States and other
grain-exporting countries realized that if the EEC should succeed in
this endeavor, they would become residual suppliers. Accordingly,
the United States urged the principal grain-importing and exporting
countries to agree to a world grains arrangement that would:

Guarantee gréater access by third countries to the

markets of the Community than would be provided by

FEC's common agricultural policy;

establish higher minimum export prices for grains

than the prices provided for under the existing

International Wheat Agreement; and

establish a food aid program under which all indus-

trial nations, whether importers or exporters of
\ _ grains, would share in the burden of supplying food

aid to the undernourished people of the less-developed

countries.
By the close of 1966, the prospects appeared to be favorable that the
issues would be resolved satisfactorily by the spring of 1967--i.e.,

a world grains arrangement would be concluded and agreement would be

reached on concessions for agricultural products.
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Textile Sector

The discussions in the textiles sector involved principally the
prospects of negotiating concessions on cotton, man-made, and wool
textiles. During 1966, these discussions were materially delayed by
the failure of the EEC to submit its offer of concessions on textiles‘
to the contracting parties. As a result, the contracting parties had
made little progress by the end of the year toward an agreement to re-
duce import duties on such products. Both the industrialized and the
less-developed countries participating in the discussions, however, were
highly interested in the world cotton textile situation; they continued
ﬁheir efforts to extend the Long-Term Cotton Textile Arrangement (LTA)
for another three years. 1/

The LTA had been scheduled to expire in October 1967; the cotton-
textile importing countries (chiefly industrialized countries) were in-
terested in having it extended because, under its provisions, imports of

indicated
cotton textiles were limited to specified quantities. These countﬁies had/
that they would not consider reducing import duties on cotton textiles
unless the‘exporting countries (mostly less-developed countries) agreed
to an extension of the LTA. The cotton-producing countries, on the other
hand, wanted materially increased access to the markets of the indus-
trialized countries. By the end of the year, the pafticipants agfeed
to a compromise agreement which provided for: (a) an extension of the
the LTA for another 5 years; (b)'a 50-percent reduction of import duties

imposed by industrialized countries on cotton textiles; and (¢) a

l/ For more detail on the LTA see chapter 1 of this report, pp.17-22;
also Operation of the Trade Agreements Program, 17th report, pp. 53-5i,
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commitment by the industrialized countries to discuss.bilaterally with
cotton-exporting countries the possibility of the former increasing

thelr import quotas of cotton textiles.

Iron and Steel Sector

No appreciable progress appeared to be made during 1966 in the .
negotiations 1nvolving concessions on imports of iron and steel prod-
ucts. At about the middle of the year, the EEC submitted its list
of concessions for these products, but the concessions were unaccept-
able to the other participants in the discussions. ‘Acqordingly, the
discussions remained at a stahdstill until the end of the year.

The EEC's proposal to reduce its rates of duty on iron and steel
imports to an average of 7 percent ad valorem was rejected by the
. other participants as inadequate. The EEC indicated that the pro-
posed average rate of duty represented a 50-percent reduction from
the lh-percent average rate of duty maintained in 1952, when the |
European Coal and Steel Community was established. This offer was
contingent upon the EEC being accorded a reduction of similar magni-
tude in the corresponding rates of duty of the other countfies par-
ticipating in the discussions. The other participants, however,
" held that the EEC offer actually effected only a 22 percent reduc-
tion from the average rate of 9 percent ad valorem that had been in
force since 196L.

In spite of this impasse, most of the participants felt that the

EEC would ultimately improve its proffered concessions on iron and
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steel products. An agreement that would include reductions in U.s.
rates of duty on such products would provide the EEC with greater
access to the U.S. market, which had become important to European pro-

ducers of steel. No further developments occurred by the end of 1966.

Aluminum Sector

Discussions respecting concessions on aluminum products got under-
way in mid-June 1966, after the EEC submitted a new list of offers.
Although the new lisf fell short of the expectations of the other par-
ticipants, it formed the basis for further discussions. The partici;
pants failed to reach an accord by the end of the year,

Little progress was made in the negotiations during the first half
of 1966, largely because the EEC was unwilling to alter its current quota
and duty on imports of aluminum ingot. In June, the EEC offered to ré;
duce its import duty from 9 percent to 5 percent ad valorem. The new
rate, however, was to apply to an annual aggregate fixed quota for im-
ports into the six EEC countries of 100,000 tons of aluminum. Other coun-
tries participating in the discussions held that the proposed quota was
so small that it virtually excepted aluminum from the EEC offer list; the -
proposed consolidated quota was lower than the sum of the individual quota
that the EEC members had previously imposed. Final agreement on this mat-
ter awaited agreement on the size of the individual (unconsolidated) quota
that the'respective EEC members would allocate to imports from third coun-
tries over and above the 100,000 ton consolidated quota. Such imports
would also be permitted entry at 5 percent ad valorem. No further de-

velopments on this matter took place by the end of 1966.
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Paper and Pulp Sector

During the year, the EEC continued discussions with the Scan-
dinavian countries }/ on concessions for pulp and paper imports. In
June 1966, the EEC offered to reduce its import duties on pulp and paper
and establish a auty—free quota on imports of newsprint., The Scandi-
navian countries considered these offers to be inadequate and threat-
ened to withdraw certain concessions they had offered on products im-
ported primarily from the EEC countries. No significant changes
occurred in their respective positions between June and the close of
the year.

The EEC offers announced in June 1966 embraced proposals to (a)
reduce EEC import duties on pulp and paper from 6 percent to 3 per-
centlad valorem, and possibly eliminate the duties entirely in.the
future; and (b) establish a consolidated, duty-free import quota of
420,000 metric tons in newsprint, with the possibility of additional
quotas established by each of the EEC members. The United States and
Canada were pleased that the EEC proposal would pave the way for fur-
ther negotiations in the pulp and paper sector. The Scandinavian coun-
tries, on the other hand, expressed disappointment. They held that the
EEC proposal meant "a continuation of the status quo," 2/ and indicated
that they might be compelled to withdraw the offers.of concessions they

had made on various products of interest primarily to t he Common Market.

1/ Denmark, Finland, Norway, and Sweden. On November 21, 1966, these
countries announced that, henceforth, they would negotiate as a single

unit.
2/ Journal of Commerce, June 21, 1966.
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Earlier, in their bilateral negotiations, the two groups of coun-
tries had failed to reach an understanding on prices and other deliv-
ery terms concerning pulp and paper imporfs. This difficulty and the
EEC Commissionfs lack of authority to make binding commitments on be-
half of the EEC meﬁber countries contributed to the impasse between the

Common Market and the four Scandinavian countries. The impasse had not

been resolved by the end of the year under review.

Chemicals Sector and the Amerlcan Selling Price System
of Customs Valuation

During 1966, discussions to reduce import duties on chemicals
proved to be more critical than those involving any other group of in-
dustrial products. A key consideration in the discussions involved
the American Selling Price (ASP) system of customs valuation used by
the U.S. in assessing the import duties on certain chemicals. }/ The
countries participating in the discussions (especially the members of
the EEC'and the United Kingdom) and Japan objected strongly to the use
of the ASP and indicated that they would offer no significant conces-
sions on chemicals unless the ASP were removea.

The American selling price system of customs valuation applied to
¢.S. imports of benzenoid chemicals, rubber-soled footwear having can-
vas uppers, canned clams, and knit woolen gloves. Under the ASP system,
' the dutiable value of an imbortwascalculated on the basis of the whole-

sale price of a like or similar competitive American product, rather

l/ See the Operation of the Trade Agreements Program, 17th report,
p. 25.
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than the foreign price 6f the imported product. As a result, the duti-
able value was often substantially higher than it would have been if
the more customary basis of determining dutiable value (equrt value )
were employed.

Early in 1966, the United States agreed to negotiate the ASP on
an ad referendum basis. 1/ In May and June 1966, the United States
suggesfed that it might agree to substitute ad valorem rates for the
ASP in assessing customs duties on chemicals and then reduce those rates
by 50 percent, provided the EEC and Japan made meaningful counter offers
that included provisions‘to modify certain nontariff barriers. The ASP
system was adopted by the United States after World War I in order to
protect the chemical industry from the widely fiuctuating prices of
German chemicals. Several countries, including the members of the EEC,
- Switzerland, the United Kingdom, and Japan, complained that the ASP
system placed a heavy burden on their exports of the respective prod-
ucts to the United States. These countries contended that the use of
fhe ASP system thwarted their extensive potential of expanding sales
of chemicals in the U.S. market. The U.S. proposal was made on the
basis of the findings published in a report that had Jjust been com-
pleted by the Tariff Commission. The report contained a list of sug-

' gested ad valorem rates to be substituted for the ASP for some 60
organic (benzenoid) chemical tariff items. In chober, the Tariff'Com;

mission completed a second, confidential report in which it analyzed

1/ Any changes in the ASP negotiated by the U.S. representatives were
not binding until approved by the U.S. Congress.



L8

what it considered would be the effect of abolishing the ASP and then
reducing the duty rates by up to 50 percént; In exchange for dropping
the ASP, the United States expected to obtain both significant con;es- |
sions in chemicaIS'and substantial modification of some nontariff bar-
riers, such as thé EEC's restrictions on imports of American coal.

The countries participating in the GATT discussions, particularly the
.European countries, however, continued to insist that they could not
make any counter offers on chemicals until the United States converted
its ASP system to an ad valorem basis. As a result, no further progress

was reported in these discussions by the close of the year under review.

ACTIVITIES IN THE INTEREST OF LESS-DEVELOPED COUNTRIES

During 1966, the Contracting Parties continued their efforts to
develop programs that would enhance the world-trade position of the
less-developed countries (LDC's). In June 1966, the Contracting Parties
formally incorporated a Part IV--"Trade and Development"--into the
Generai Agreement, They also examined sevefal proposals for increasing
the trade potential and export earnings of LDC's, gave special atten-
tion to the LDC's trade problems during the Kennedy round, and expanded
the functions of the international trade center operated under the

auspices of the GATT.

Introduction of ‘Part IV into the General Agreement
In mid-1966, a new major section--Part IV, Trade and Development--
was formally added to the general provisions of the General Agreement

on Tariffs and Trade. The new Part IV comprised three new articles--
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Articles XXXVI, XXXVII, and XXXVIII. These articles provided a con-
tractual and legal basis for action by the contracting parties to ex-
. pand the foreign trade and stimulate the economic development of less-
developed member countries. 1/ |
Tn May 1963, at a Ministerial Meeting, the Contracting Parties to
the General Agreement had adopted an eight-point Action Program designed
to accelerate the expansion of exports from the less-developed GATT coun;

tries to the more developed members. In February 1965, as one of the

steps taken to implement this program, a Protocol to add Part IV to the
text of the General Agreement was opened for signature. On January 17,
1966, the Contracting Parties agreed to extend the closing date for
acceptance of the Protocol until the end of the 24th Session of the
Contracting Parties, which was expected to be held in the spring of
1967. g/' By June 27, 1966, however, two thirds of the GATT members had
accepted the Protocol; five additional members did so by the close of
the year. Accordingly, on December 31, 1966, the amendments set forth

in the Protocol became effective for the 50 countries that had accepted

it:

Australia Central African Cyprus

Brazil ' Republic Czechoslovakia
Burundi Ceylon Dahomey
Cameroon Chad Denmark
Canada Congo (Brazzaville) Finland

Cuba

;/ For a description of the three new articles in Part IV, see_Opera-
tion of the Trade Agreements Program, 17tn report, pp. 29-32.
g/ Initially, the Protocol was opened for signature until the end of
1965. '
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Gambia New Zealand Turkey

GHama Niger Uganda

Guyana Nigeria United Kingdom
India Norway United States
Indonesia Pakistan Yugoslavia
Israel Peru

Ivory Coast Rhodesia

Jamaica Rwanda

Japan Sierra Leone

Kenya Spain

Kuwait Sweden

Madagascar Switzerland

Malawi Tanzania

Maltae Togo

Mauritania- Trinidad and Tobago

Meanwhile, eleven other contracting parties had declared their in-

tention to implement the amendments on a de facto basis: 1/

Argentina Germany, Federal Luxemburg
Austria Republic of Netherlands
Belgium Greece Portugal
Chile Italy Uruguay

For the remaining contracting parties, the new Part IV of the Gen-
eral Agreement was to become effective for each on the date it ac-
cepted the Protocol. For five countries, which at that time were pro-
visional members of the GATT and had accepted. the Protocol (Iceland,
Switzerland, Tunisia, UAR, and Yugoslavia), Part IV became effective be-
tween such a country and any contracting party that had accepted both

the Protocol and the relevant Declaration on provisional accession.

1/ On Pebruary 8, 1965, the Contracting Parties adopted a Declara-
tion which provided for the de facto implementation of the new articles
pending their de jure entry into force. The Declaration was to be bind-
ing only for those contracting parties that signed it after it had been
adopted by the Contracting Parties. Signature was to be construed as
evidence of intent to implement the new Part IV on a de facto basis but
only to the extent not inconsistent with the laws of the signatory and
only until December 31, 1965 (later extended to the.close of the 2hth
Session), or until the new Part IV entered into force de jure, which-

ever date was the earlier. See Basic Instruments and Selected Docu-
ments, 13th supp., 1965, pp. 10-TT.
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Trade of less-Developed Countries
In March 1966, the Committee on Trade and Development submitted

its first report to the Contracting Parties for consideration at the
23d Session. The report described the Committee's work and recommenda-
tions on: the removal of trade barriers; adjustment‘assistance measures;
expangion of trade among less-developed countries; preferences by devel-
"oped countries to less-developed countries; international commodity
trade; legal amendments; and trade and aid. The Committee on Trade and
Development had been created by the Contracting Parties in February

1965 to administer the pfovisions of Part IV. It took over the func-
tions of Committee III 1/ and the Action Committee, 2/ which had earlier
been concerned with the trade problems of the less-developed countries.
The Committee on Trade and Development was directed to review periodic-
‘ally the progreés attained by the contracting parties in removing bar-
riers to the trade of the less-developed GATT members, and to examine
proposals for new procedures to alleviate the trade problems of those
countries. To meet these responsibilities, the Committee establ?shed

several subsidiary committees (generally termed groups), 3/ each of

}/ Committee III was established by the Contracting Parties in 1958
for the express purpose of dealing with the trade problems of the IDC's.
Tts work was thereafter expanded materially, particularly in December
1961, when the Contracting Parties adopted the Declaration on Promotion
"of the Trade of Less-Developed Countries and.designated Committee III as
the appropriate -subsidiary body to make recommendations for specific pro-
grams. For information on the activities of Committee from 1958 to 1965,
see Operations of the Trade Agreements Program, 16th report, pp. 6-9, and
17th report, p. 28. B :

2/ For information on the activities of the Action Committee, which was
established in 1963, see Operation of the Trade Agreements Program, 16th
report, pp. 9-11, and 17th report, pp. 27-28.

;/ Operation of the Trade Agreements Program, 17th report, pp. 31-32.
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which was assigned a specific set of problems or issues to examine.
The Committee's major conclusions and recommendations in its first
report were as follows:

Removal of trade barriers.--In accordance with reporting proce- -

dures that had been adopted by the Contracting Parties at their 224
Session, twenty-five contracting parties, a group which included almost
all of the developed GATT members and a number of the less-developed
members, submitted to the Committee on Trade and Development written
or oral notifications of actions they had recently taken that would
éffect the trade of the less-developed countries. On the basis of
these notifications, the Committee concluded that a number of developed
countries had reduced or removed some trade barriers affecting the ex-
ports of the ILDC's; it noted that some of the developed countries had
increased significantly their imports of cocoa, tropical fruits, and
certain manufactured and semi-manufactured products from developing
countries, The Committee alsc reported that many of the developed
countries had indicated that they intended té initiate measures within
the context of agreements reached in the Kennedy round to enlarge the
access to thelr markets for the products of developing countries.
Notwithstanding these developments, the Committee concluded that the
progress made in the implementation of Part IV of the General Agreement
had fallen short of expectations.

The Committee reported that the contracting parties had made only

moderate progress in the removal of quantitative restrictions affect-

ing the trade of less-developed countries. In their notifications to
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the Committee, a number of contracting parties had indicated that they
would be unable to eliminate by the end of 1965 quantitative restric-
tions imposed by them on certain products of interest to LDC's. Accord-
ingly, the Committee recommended that the Contracting Parties consider
what further steﬁs ought to be taken on this matter. The Committee
also reported that the Group on Residual Restrictions 1/ had discussed
with twelve developed countries the reasons they continued to maintain
import restrictions on products of interest to IDC's. All of these im-
port restriciions applied to products that had been included in a list
of about 250 items submitted earlier to Committee III by developiné |
countriés as being of export interest to them. The Group found that a
considerable number of thesg products were still subject to quéntitative
restrictions in one or more developed countries and that these countries
had set no targe¥ dates for the removal of the restrictions. The Com-
mittee recommended that the Contracting Parties, at their 23d Session,
should consider how to eliminate the quantitative restrictions main-
tained by developed countries that affected the trade of the LDC's and
that were contrary to the provisions of the General Agreement.

Adjustment assistance measures.--During the year under review, the

Committee oﬁ Trade and Development continued to study the use of govern-
mental adjustment assistance by the developed countries to help estab-
lish liberal trade policies toward imports from the less-developed coun-

tries. The Committee concluded that adjustment assistance could be used

l/ Residual import restrictions were quantitative restrictions that
had been originally imposed for balance-of-payments purposes and kept
in force after the balance-of-payments difficulties had passed.
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effectively to ease the probléms_of individual firms and groups of
workers that resulted from exports from developing countries. The Com-
mittee noted, however, that the developed countries had used adjustment
assistance in only a few minor cases to deal with difficulties that had
arisen from increased imports from less-developed countries. It recom-
mended that developed countries be requested to submit information on
the character and use of their adjustment assistance measures.

Expansion of trade among less-developed countries.--In its report,

the Committee expressed the view that trade preferences exchanged be-
tween two or more less-developed countries could appropriately be used
to encourage the expansion of trade among such countries, provided the
preferences were subject to certain safeguards and were properly ad-
ministered. The Committee noted that such preferences should be
applied on a non-discriminatory basis, i.e., that they should not be ex-
tended by a developing country only to other LDC's that were joint
members of a regional arrangement. Moreover, the Committee felt, that,
in negotiating an exchange of preferences, the developing céuntries
should consider (1) the different stages of economic development of
the participating countries; (2) the extent to which the exchange of
those preferences among the LDC's involved would be likely to increase
productivity and enlarge the markets for the producté concerned; and
(3) the possible effects th;t the extension of these preferences might
have on the trade of other contracting parties. The Committee sug-
gested that before the LDC's begin negotiating among themselves for

the exchange of mutual concessions, they should identify the products
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that seemed to have the greatest potential for exportation to other
developing countries.

Preferences by developed countries to less-developed countriesg--

During the year, a Working Group on Prefefences, which had been ap-
pointed by the Coﬁmittee on Trade and Development, continued to examine
proposals that developed countries should grant preferential treatment
to products of the LDC's. Pending completion of the study by the Work;
ing Group, the Committee did not undertake a detailed discussion of the
proposals. During the year under review, however, the Contracting
Parties actively considered a request by Australia to be permitted to
accord preferential treatment to imports of selected goods from less-
developed countries. 1/

International commodity trade.--The Committee on Trade and Devel-

opment, during the year under review, continued to examine the problems
affecting international trade in products of interest to the less-
developed countries, particularly cocoa, cotton, and tropical products.
After study, the Committee urged a GATT Special Group on Trade in Tropi-
cal Products to seek to accelerate the removal of barriers affecting
worid trade in, and consumption of, cocoa. The Committee submitted its
views on meaéures to expand world trade in cotton to the International
Cotton Advisory Committee; it noted that many GATT members had not
eased their restrictions on imports of tropical products from the less-
developed countries. Finally, a working group established by the Com-

mittee prepared detailed studigs of international trade flows and trade

1/ See the section of this chapter on pp. 111-15.
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control measures respecting some 80 commodities that had been selected
by the less-developed GATT members. The Committee agreed to undertake
similar studies of other products of interest to LDC's if requested to
do so.

Legal amendments to the Genefal Agreement.--The Committee on Trade

and Development reported on the status of two proposels for the amend-
ment of articles of the General Agreement to meet the special trade and
development needs of the LDC's. One proposal, submitted by the delega-
tions of Brazil and Uruguay, would amend article XXIII to take account
of alleged difficulties experienced by the IDC's in making use of the
provisions of that article. Article XXIII deals with the procedures

for settling disputes between contracting parties. A member of the
less-developed countries claimed that the LDC's had an inherently un-
equal bargaining position vis-a-vis the developed countries in proceed-
ings under that article. On the basis of discussions, a draft decision
was submitted to the Contracting Parties by the Committee, to modify the
complaint procedure under article XXIII. The decision was approved by
the Contracting Parties on April 5, 1966. 1/ ‘Under the new procedures,
the Director-General of GATT was formally involved in seeking settlement
of complaints, and deadlines for action were established. The Committee
also indicated, however, that the delegations of b&th the-developed and
the less-developed countries involved in preparing the draft Decision
agreed that the provisions of article XXIII needed‘further»study to

establish complaint procedures acceptable to all concerned.

l/fBasic Instruments and Selected Documents, 14th supp., pp. 18-20.
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The second proposal would amend article XVIII to permit an IDC to
use an import surcharge for balance-of-payments reasons. The repre-
sentatives of the contracting parties involved agreed that this pro-
posal had proved to be more complex than 6rigina11y envisaged. The Ad
Hoc Group studyigg it decided to retain the item on its agenda and re-
consider it after specific proposals had been submi%ted to it by inter-
ested contracting parties.

Trade and aid studies.--During the year, the Committees's Expert

Group on Trade and Aid Studies completed its discussions of the devel-
opment plans of Nigeria and Uganda and reported its findings and recom-
mendations to the Committee. The Committee noted that the Group had
paid special attention to specific problems affecting economic diversi-
fication and egporf marketing in the two countries and that some of the
recommendations made were equally important to other less-developed
countries., The Committee recommended that the Contracting Parties con-
sider the reduction or abolition of import duties and other trade bar-
~riers during the KennedyAround on a number of commodities of special .:
interest to Nigeria and Uganda agd support those two countries in their
‘efférts to develop their regional trade.

Trade Relationships Bétween Developed and Less-Developed

Countries ‘

During 1966, issues involved in achieving increased trade betweeﬁi
the developed and less-developed countries occupied an important place
in the deliberations of the Contracting Parties at the Kennedy round of

GATT trade-agreement negotiations. These issues were discussed



58

extensively during the year at the meetings of the Subcommittee on Par-
ticipation of Less-Developed Countries of the GATT Trade Negotiations
Committee as well as in bilateral negotiations between less-developed
and developed countries. Late in the year the Subcommittee proposed
speciai negotiating'procedures intended to expedite agreements between
the develéﬁed and less-developed countries at the Kennedy.round.

At a -meeting held by the aforementioned Subcommittee in December
1965, the participants identified five objectives which, if achieved
during the Kennedy round, would be of major importance to the further
development of the foreign trade of the less~developed countries. The
objectives were as follows:

(1) The implementation of duty reductions by the developed coun-
tries on products of particular export interest to the less-developed
countries earlier than those on other products;

(2) the maximization of reductions of tariff and nontariff bar-
riers to trade in tropical products;

(3) the reduction of duties on products of interest to IDC's by

a greater proportion than the reductions provided for under the agreed-
upon linear rule (i.e., by more than 50 percent);

(4) the formulation of specific procedures for granting compensa-
tion to less-developed countries for the loss of preferential treatment
of their_exports; and

(5) the eiimination from the exceptions lists l/ of developed coun-

tries of products of special interest to the LDC's.

1/ Lists of articles on which countries would not grant concessions in
the Kennedy round.
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At their meeting in July 1966, the members of the Subcommittee re-
viewed the progress of the Kennedy-round negotiators towards the above
objectives. The participants agreed to intensify their bilateral nego-
tiations preparatory to any multilateral action that the Subcommittee
might propose to.achieve these goals. They also agreed that, during
the course of these negotiations, the LDC's should indicate.clearly the
priority they attached to both of the five objectives mentioned above,
and should submit their requests for specific concessions in writing
to the developed countries. Representatives of developed countries
sald they would consider any concrete requests made to them by the
IDC's. The Subcommittee agreed to consider the formulation of ground
rules to assure the esrly inmplementation of duty reductions; the Com-
mittee postponed to later meetings, however, discussion of the pro-

" posals relating to tropical products and to rules for compensation for
the loss of preferential trade treatment.

At both its July and October meetings, the Subcommittee discussed
a proposal made by India relating to the probiem of excluding items of
interest to the IDC’s from the exceptions lists of the developed coun-
tries. Earlier the delegation from India had claimed that the struc-
ture of existing tariff classifications and duties in the developed
countries was such that any benefits that might accrue from duty reduc-
tions at the Kennedy round would go primarily to developed countries.
In essence, India claimed that the customs tariffs of most developed
countries separately identified thé unprocessed primary products ex-

ported by the developing countries, and that these items were generally
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subject to low or no import duties. India alleged, however, that such
tariff schedules did not list separately numerous manufactured products
offering good possibilities for expanding the foreign trade of the de-
veloping countries, and that these articles were génerally subject to
duties higher than those on raw materials. According to India, devel-
oped countries, for example, generally imposed no duty on'tea imported
"in bulk, but did so on tea in consumer packets; coir fiber and yafn
were génerally admitted duty free, but simple coir mattings and manu-
 factures were not. Generally, handmade products, such as handloomed
fabrics and handmadé footwear, were not separately classified; hence,
the IDC's found it difficult to obtain concessions on these special
products., The Indian representative held, therefore, that the tariff
' structures of the highly-developed countries should be modified to per-
mit (a) the identification of semi-processed and processed products
that were of export interest to ILDC's and (b) the elimination or sub-
stantial reduction of duties on products of especial interest to less-
developed countries (including the elimination or reduction of ﬁny dif-
ferential between the duties on these products in their primary and
semiprocessed or processed forms). |

- At its October meeting the Subcommittee reviewed the progress of
the bilateral negotiations at the Kennedy round that involvéd the less-
developed countries, and conéidered actions that it might take to expe-
dite such negotiations, During the discussions, representatives of less-
developed countries said that thelr needs should receive priority in the

trade negotiations. They also urged that products of actual or
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potential interest to IDC's should be removed from the exceptions -lists
of developed countries or should not be included in the withdrawal lists
of those countries. l/ A number of IDC's suggested that items of spe-
cial-interest to them should be accorded duty-free treatment as soon

as possible and Qithout staging. Representatives of several industrial-
ized countries said that their Governments were giviig serious consider-
ation to the trade interests of the less-developed couatries and de-
scribed the specific actions that their countries were prepared to in-
itiate in this respect.

The Subcommittee agreed that: (a) all requests from either devel-
oped or less-developed countries for concessions on products of interest
to IDC's should be subnitted to the GATT Secretariat; and (b) the char-
acter of these requests should determine the type of multilateral action
that the Subcommittee would recommend to the Trade Negotiations Committee

for the contracting parties to undertake.

GATT International Trade Cenber
The Expert Group on Trade Information and Trade Promotion Advisory
Services in the GATT held its meeting in March 1966 to review the work
of the International Trade Center. The Group reviewed the activities
of the Center during the past year and discussed the manner in which
the services of the Center could be better adapted to the needs of ex-

porters of developing countries.-

_]_./ The withdrawal lists included the products that each developed coun-
try said it would withdraw from its original offer of concessions if it
failed to obtain satisfactory concessions from the other major exporting
countries.
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The report of the Expert Group indicated that 4O developing coun-
tries, including 11 that were not members of the GATT, had availed them-

selves of the services of the Center during the preceding year. .The
latter had provided three main types of services--market information,
publications, an& training. The Group proposed the creation of a new
service--Trade Promotion Advisory Service--to provide advice on the -
. setting up of national export promotion bureaus and on marketing tech-
niques for specific products.

The Group made the following major recommendations:

(a) The market information service, should be expanded, undertak-
ihg more market surveys in developing countries;

(b) abstracts of market surveys and special studies should be pubéz
lished by the Center's Market Research Staff;

(c) the training program should be expanded, adding to the number
of courses offered and the number of students attending, enlarging the
facilities of trade promotion agencies of member countries offering
training, and planning export promotion training to conform better to'

the needs of developing countries;
(d) a Trade Promotion Advisory Service should be established to
provide assistance in the setting up or improvement of export promo-

tion services in member countries.

The report of the Expert Group was d18cussed by the Contracting
Parties at their 23d Session. There was unanimous agreement that the
Center had made a valuable contribution in promoting the exports of

developing countries and the report of the Expert Group was adopted.



63

REGIONAL ECONOMIC ARRANGEMENTS

GATT members participating in a customs union or a free-frade
area are required to report annually to the Contracting Parties on
pertinent developments related thereto."l/ During 1966, tﬁe Contrack-
ing Parties received reports from GATT countries that were members of
the following regional economic arrangements: The Eﬁropean Economic
Community (EEC) and its associate members--Greece, Turkey, and the
African and Malagasy States; the European Free Trade Association and
its associate member--Finland; the Latin American Free Trade Associa-
tion; the Central American Common Market; the Arab Common Market; and
the Central African Economic and Customs Union. The Contracting
- Parties also received reports submitted by two of their working parties
on the New Zéaland-Australia Free Trade Agreement and the United King-
dom-Ireland Free Trade Area Agreement, This section summarizes the
principal features of the reports and fhe actions taken by fhe Contract-
ing Parties. Details of the major developments concerning commercial
policy in the various regional economic groups are discussed in

Chapter 3.

;/ Article XIV:Lk of the General Agreement permits the formation of
a customs union or a free-trade area embracing the territories of
two or more contracting parties, provided that the trade barriers im-
posed by the new trading entity on commerce with third countries are
not generally more restrictive than those of the former trading areas.
Both customs unions and free-trade areas aim to abolish import duties
and other restrictions on substantially all trade between the partici-
pating countries. Countries participating in a customs union, however,
also maintain, or plan eventually to maintain, a common tariff and
other restrictions on trade with third countries, whereas the partici-
pants in a free-trade area continue to maintain their own external
tariffs and other restrictions on commerce with nonmember countries.
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European Economic Community

The representative of the European Economic Community (EEC) re-
ported to the Contracting Parties at their 23d Session on the recent
progress made by the Community toward its goal of economic integration
of its members.

The EEC representative said that the time schedule for establish-
ing a customs union among the EEC Members had been maintained despite
difficulties that had prevented the Community from making formal de-
cisions during the latter half of 1965. l/ In accordance with the pro-
visions of the Treaty of Rome, which had established the European Eco-
nomic Community, the EEC on January 1, 1966, entered the final stage
of its transition period. On that date customs duties on commodities
traded between member states were lowered by an additional 10 percent.
This'actioh reduced the rates on most industrial products to 20 percent
and on agricultural products to either 35 or 4O percent of the rates
that had been in force on the base date--January 1, 1957. g/

No further alinement of the tariff schedules of the EEC members
with the Community's common external tariff kCXT) had been effected dur-

ing the period covered by the report, ;/ New items, i.e., items in ad-
dition to those that had been so designated in 1965, were accorded tem-

porary duty-free status in the common external tariff. A total of more

1/ Because of the absence of French representation at Community meet-
ings during the period from July 1, 1965, to January 31, 1966, the EEC
Council was unsble to take action on any proposals,

g/ For certain agricultural products including beef and veal, the new
10 percent reduction was effective April 1, 1966,

3/ Developments that occurred during 1966 are reported in Chapter 3.
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than 60 tariff items were thus affected, including various chemical
products, spirits of turpentine, rosin, tea, and tropicel woods.

The EEC reported that the Community had made steady progress
since the last Session of the Contractiﬁg Parties in harmonizing the
national ﬁbliciés of its members on legal, financial, fiscal, and eco-
nomic matters and in developing common policies respecting competition,‘
transportation, various social and regional problems, qommercia}
practices, and trade with third countries.

Turning to major developments in the Community's common agricul-
tural policy (CAP), the EEC representative reported that the members
had set July 1, 1967, as the target date for complete elimination pf :
customs duties on inﬁra—Community trade in both industrial and agri-
cultural products. Moreover, the Community had pursued its work to-
ward improving agriculture in the member states and achieving parity
between incomes in agriculture and in the other sectors of the
econonmy.

In evaluating its trade, the EEC representative emphasized that
the Community was becoming increasingly open to trade with the rest
of.the world and that this trend would continue. The substantial in-
crease in intra—Community trade had generated an increased demand for
products from third countries--i.e.,, from the countries of the European
Free Trade Association\(EFTA), the United States, the non-associated
African countries, and the Central and Latin American countries,

The Community continued to be the principal customer in the world for

the products of developing countries. Its imports from those countries were
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greater in 1965 than in 1964. The EEC associated countries accounted
for a smaller percentage of EEC trade with developing countries in
1965 than in 1958 when the Common Market was established. Contrary
to expectations in some quarters, the African and Malagasy countries,
which are associate members of the EEC, had not been the principal
beneficiaries among developing countries in the expansion of EEC .
imports.

As the EEC report was being discussed by the Contracting Parties,
representatives of the developing countries expressed concern about
the effect on their respective economies of certain developments within
the Community. These developments and the problems they posed for de-
veloping countries were identified as follows:

(a) The preferences that the Community had accorded to

imports from its associated states were beginning to
affect adversely the trade of non-associated develop-
ing countries.

(b) The application by the Community of the common ex-
ternal tariff threatened to make certain products of
the developing countries non-competitive in EEC
markets.

(c) The implementation of the common external tariff was
likely to cause a diversion of trade from established
to new channels that would be detrimental to non-
associated developing countries.

(d) It appeared likely that the target prices 1/ and
other measures adopted by the EEC in the imple-

mentation of its common agricultural policy on
bovine meat would likely require the Community to

1/ A target (or guide) price is a goal which the CAP endeavors 1o
achieve by the end of the transition period within the EEC for the
respective agricultural product. The target price established for bo-
vine meat was designed to assure adequate returns to producers and en-
courage increased meat production in the Community.
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maintain variable import levies 1/ on this product
on a permanent basis, and thereby weaken the access
to its markets by exporters in third countries.

(e) Contrary to the spirit of Part IV of the General
Agreement, 2/ EEC imports, particularly those of
processed and semi-processed products, from devel-
oping countries had been increasing at a slower
rate than those from developed countries.

(f) Inasmuch as EEC's progress in achieving economic in-
tegration in the agricultural sector had been some-
what erratic, exporters in third countries encountered
problems in forecasting conditions of trade with the
Community. The Community's agricultural price and
production policies, moreover, served to close its
markets to efficient competitors in third countries.

The Contracting Parties took note of the report submitted by the

European Economic Community, but did not indicate that formal action

thereon was required.

The Agreement of Association with Greece

The representative of Greece reported that during 1965 his country
had fully complied with its obligations as an Associate member of the
EEC and a member of the GATT. The elimination of customs duties and
other trade barriers between Greece and its EEC partners had Proceeded -
in accordance with a schedule that had béen laid down in the Agreement

of Association. 3/ Trade between Greece and the Commﬁnity, as wellAas

;/ The EEC regulation on beef and veal provided that import levies
would be used to supplement customs duties whenever the price of beef
and veal imported from outside the Community together with the customs
duty was lower than the target price of the importing member state.

g/ According to the provisions of Part IV of the General Agreement,
importing (mostly developed) countries were expected to accord prefer-
ence to the products of developing countries as a means of bolstering
the export earnings of these countries. For more detail on the various
provisions of Part IV, see Operation of the Trade Agreements Program,
17th report, pp. 29-32.

g/ Operation of the Trade Agreements Program, 17th report, p.v3h,
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between Greece and third countries, had increased substantially. Ex-
ports of industrial and agricultural products from Greece to the EEC
had benefited from the duty reductions that had been granted on prod-
ucts traded among Community members.,

Industrial products imported into the EEC from Greece had become
free from quantitative restrictions after the Agreement of Association
entered into force in November 1962; moreover, Greece's principal agri-
culth}al exports--raisins, tobacco, and wines--had enjoyed preferen-
tial treatment in the Community. By the time that the report was sub-
mitted, customs duties on industrial goods imported into Greece from
EEC countries had been reduced preferentially by 30 percent (only 10
percent for articles that were competitive with products manufactured
in Greece); duties on agricultural products had been reduced by margins
ranging frdm 10 to 30 percent. In addition, Greece and the Community
had agreed on a program to harmonize their respective agricultural
policies.

The first step in a series of acfions to aline the Greek customs
tariff with the'common external tariff of thé Community was effected
in November 1965. Before that date, in compliance with a?ticle XXIV:6
of the General Agreement, Greece had notified the Contracting Parties
that it implemented the first stage of such alinement wifﬁ the common
external tariff, and was prepared to enter into negotiations with re-
spect thereto with interested governments. The negotiations with in-
terested countries began in October 1965 but had not been completed

when the EEC report was made. The first stage of the alinement
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effected a general reduction in the level of Greek customs duties.
Duties on about 1,850 items in the Greek tariff schedule were reduced
and those on nearly 850 increased. The second stage of alinement,
which was scheduled to become effective in May 1970, was expected to
bring about a fur£her substantial reduction of Greece's customs duties;
special provisions would require the reduction of duties on industrial

products of a type manufactured in Greece that were accorded high pro-

tective duties.

The Agreement of Association with Turkey

The representative of Turkey reported that during 1965 the imple-
mentation of the Agreement of Association between the EEC and his coun-
try (Ankara Agreement) had proceeded smoothly and in conformity with
the provisions of the General Agreement. l/ By the close of 1965, the
Agreement had been in force for only about a year.. The 1965 import
quotas that the EEC had accorded Turkey on four of its principal prod-
ucts had been largely filled. New quotas for 1966--assuring Turkey a
market in the EEC for various tobacco products, dried raisins, and dried
figs--were fixed at levels some 10 percent higher than those for 1965,
In addition, the EEC customs duties on tobacco products and dried raisins
imported under the aforementioned quotas were reduced further by 10 per-
cent. By the close of 1965, the EEC duties on imports of tobacco prod-
ucts from Turkey were 70 percent lower, and those on imports of dried

raisins were 90 percent lower, than the rates in existence in January'1991'

.l/ Operation of the Trade Agreements Program, 17th report, p. 3kL.
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EEC-Association of African and Malagasy States

At their 22d Session, the Contracting Parties of GATT had estab-
lished a Working Party to examine the Yaounde Convention, which provided
for the association of the African and Maiagasy states with the EEC. l/
At the 23d Session, the report of the Working Party was inconclusive.
The Working Party did not recommend that the Contracting Parties take
any action, because the members held divergent opinions respecting the
merits of the Association and its compatibility with the GATT. A dis-
cussion of the pertinent views that were expressed follows.

The representative of Togo (one of the 18 associated states) said
that the Convention both strengthened the economic position of the
associated states and contributed to the expansion of world trade. He
called attention to the fact that the creation of free-trade areas was
consistent with the provisions of the GATT. The Convention provided
for the elimination of customs duties and other restrictive regulations
on products traded within the associated area and refrained from impos-
ing higher Auties or more restrictive regulations on trade with third
countries. The associated states would, of course, benefit from the
progressive elimination of customs duties within the Community itself.
EEC membefs, in turn, would benefit from the non-discriminatory policy
and the global quotas maintained by the associated states. The states
utilizing global quotas had, agreed not only to increase them annually
but also to eliminate them completely by May 31, 1968. He pointed out,

moreover, that the Convention allowed the associated states to conduct

1/ For a listing of the 18 African and Malagasy states, see footnote
1 on p. 157 of this report.
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their commercial policy with third countries in accordance with their
internaticnal obligations, and that the trade of third countries had
not been adversely affected by the Convention.

The representative of Belgium, speaking on behalf of the Community,
concurred with tﬁose observations and pointed out that the association
of the Community and the overseas territories had established a free-
trade area in which restrictions were eliminated on trade both between
the Community and those countries and territories and among the associ-
ated countries and territories.

The representative of Ghana observed that the report of the Work-
ing Party had failed to examine important issues, such as the effect of
the Convention on trade of other developing countries. He held that
the Convention was a preferential arrangement that was contrary to the '
spirit of the GATT since it did not promote multilateral trade that
would benefit all countries. Whereas the contracting parties uﬁder
the GATT had worked to dismantle preferential arrangements, especially
those that discriminated against the developing countries, the Conven-
tion allowed the associated countries to grant preferential treatment
to products from developed countries at the expense of products from
the other deVeloping countries. Hence, the advantages of the Conven-
tion did not accrue equally to the associated and other developing
states. This position was supported by the representative of Brazil,
wno pointed out that his country had supported the policy of regiopal
economic integration as a means of enhancing the economic position

of developing countries. Brazil also recognized that developing |
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countries, because of the nature of their economies, might have to
adopt less "orthodox models" of economic integration. He held, however,
that the provisions of the Yaounde Convention were inconsistent with
GATT's principle of non-discriminatory preferences for developiﬁg
countries.

The representative of the United States also felt that the Conven-
tion did not meet fully the requirements of article XXIV of the GATT,
since.it dia not contain "a plan and a schedule" for terminating the
special privileges granted the associated states, Furthermore, the
convention permitted the associated states, under certain circumstances,
to impose customs duties on imports from EEC members. While the United
States favored non-discriminatory access to world markets for all de-
veloping countries, it recognized that existing preferences could not
be abolished abruptly. It was, therefore, hoped that the Convention
would be of limited duration; it was also hoped that the five countries
of the Central African Economic and Customs Union (all associate mem-
bers of the EEC) would continue to accord nondiscriminatory treatment
and refrain frbm their plan to introduce a diécriminatory common ex-
ternael tariff,

The Contracting Parties adopted the report of the Working Party

and agreed to place the item on the agenda for the 2hth Session.

European Free Trade Association
The countries of the European Free Trade Association (EFTA)

reported that shortly they would attain their original objectives--

the creation of a large European market and the expansion
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of world trade. ;/ Meanwhile, the EFTA countries gave.an accounting
of their progress during 1965 toward the establishment of a free-trade
area among the seven member states and Finland (an assbciatefmémber).

They reported that on December 31, 1965, EFTA had reduced import
duties on almost‘all industrial products traded between its members to
20 percent of the rates that prevailed in the bage year, 1960, More-
over, EFTA expected to éliminate these import duties completely within
the year. As in previous years, the EFTA countries during 1965 had
abolished a number of quantitative restrictions.on industrial products
imported from third countries; they had also increased by at least 20
percent the import quqtas on the remaining products.

The EFTA representative stated that a number of other developments
had occurred since the Association had submitted its report to the 22d
Session of the Contracting Parties. Among these were: (a) the conclu-
sion in February 1965 of a bilateral agreement between Denmark and
Portugal concerning trade in certain agriéﬁltﬁral products; (b) the
addition in July 1965 of a third codicil to the Portuguese;Swiss Proto-
col of February 1962 designed to increase Swiss imports of red wines |
and certain horticultural and fish products from Portugal and Portuguese
imports of frocessed cheese from Switzerland; (c) the announcement by
the United Kingdom of its decision to reduce on April 26,-i965, by 5
percent (from 15 to 10 percent) the import surcharge .that it had im-

posed temporarily for balance-of-payments reasons in October 196k,

1/ See chapter 3 of this report, p. 160.
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The EFTA countries reported that the implementation of their
Agreement of Association with Finland had moved according to schedule. }/
In March and again in December 1965, Finland had reduced its import
duties by a total of 20 percent on a large number of industrial prod-
ucts of EFTA origin. These reductions brought Finland's tariff into
line with the tariffs of the other EFTA countries. Finland planned to
elimiﬂate the duties on these products by December 1967. Finland ef-
fected comparable reductions in duties on many of the remaining indus-
trial products of EFTA origin; duties on these products, however, were
scheduled to be abolished between 1966 and 1969 through four additional

-annual reductions of 10 percent. In August 1965 and January 1966,
Finland eliminated the import quotas on a number of products and
increased by at least 20 percent those on all other products subject
to qgotas.

In the discussion that followed the presentation of the EFTA re-
ports, the representative of Argentina noted that the expansion in the
Association's trade with third countries had éccurred primarily with
the developed countries and that EFTA imports from such countries had
increased much more than those from the developing countries, particu-
larly the Latin American countries. He urged: (a) that EFTA's next
report to the Contracting Parties include more detailed data on its
trade in agricultural products; (b) that the Working Party assigned to

study the export subsidies maintained by EFTA countries analyze their

h__:g/'See Operation of the Trade Agreements Program, 17th report, pp.
34-35.
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effect on the trade of both tﬁe Association members and third countries,
especially the developing countries; and (c) that the Secretariat of
GATT appoint a Working Party to examine EFTA's bilateral agreements on
agricultural products with a view to asseésing their impact on the trade
of both member aﬁd third countries. It was agreed that the Secretariat
would prepare such a study and that the question of procedures would be

discussed at the 24th Session of the Contracting Parties.

Latin American Free Trade Association ‘

The members of the Latin American Free Trade Association (LAFTA)
reported that the first meetiné of the Ministers of Foreign Affairs of
the Contracting Parties to the Association had been held at Montevideo
on November 3-6, 1965.l There the members agreed that the process of
regional integration would continue to receive the support of the.re—'
spective governments. Several resolutions were approved including
those authorizing: (a) the creation of a Council of Ministers to meet
at least once a year during the term of the annual conference of LAFTA
members; (b) the establishment of a Technical Committee to speed up the
process of regional integration; (c) the harmonization of domestic
legislation in member states on matters concerning ILAFTA; (d) the estab-
lishment of procedures for settling disputes arising between the Con-
tracting Parties in the implementation of the Treaty; (e) the estab-
lishment of a regional fund to finance studies on investment projects

proposed by the Association; and (f) an agreement for action in the

international field.

l/ For a listing of the members of the IAFTA, see footnote 1 on p.161
of this report. :
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IAFTA's report to the GATT also indicated that the Fifth Annual
Session of LAFTA members had been held in Montevideo during November-
Décember 1965. Bilateral tariff negotiations among the Contracting
Parties yiélded more than 750 concessions; nearly 600 of them were en-
tirely new concessions and the remainder consisted of renegotiated con-
cessions. More than 70 percent of the new concessions were either on
cﬁemical and related products or on electrical machinery, apparatus,

#nd eqﬁipment. The total number of concessions exchanged by the member
countries after the Treaty of Montevideo went into effect in 1961 noﬁ
exceeded 9,000. These concessions had contributed materially to a
steady increase in intra-IAFTA trade.

. The LAFTA report contained information on the work of its advisory
committees. The Committee on Commercial Policy had recommended, and the
IAFTA countries had adopted, the Brussels definition of value as a means
of standardizing the customs valuation practices of the member countries.
Moreover, it had initiated & program to standardize the definitions of
customs terms and the documents used in foreign trade transactions. It
had also drafted a uniform customs tariff for.Latin America. During 1966,
the Committee expected to complete a study of the various changes and
restrictions imposed on imports by member countries. This study would
enable the Committee to make recommendations for the harmonization of
import policy among the member countries.

The Committee on Industrial Development had (a) examined the pro-
posals by the study groups for the iron and steel, petro-chemical, and

paper and cellulose industries; (b) recommended the establishment of a
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new study group for the chemical industries; and, (c) prepared reports
on the possibility of establishing new industries in the relatively
less-developed member countries--Paraguay and Ecuador. The Committee
on Agriculture, which was responsible for coordinating the policies of
the member countfies on trade in agricultural products, drew up a work
program for 1966. The Committee on Transport continued its work on
problems involving road, rail, and air transport.

During the Fifth Annual Session of LAFTA members, the representa-
tive of Venezuela had announced that his country had decided to accede
to the Treaty of Montevideo. The Contracting Parties agreed to assist
Venezuela in coping with any problems that its membérship in LAFTA might

entail.

Central American Common Market

The annual report of the Central American Common Market (CACM) was
submitted to the Contracting Parties of GATT by Nicaragua--the only mem-
bers of CACM that was also a member of the General Agreement. The re-
port covered the principal activities of the CACM during 1965.

According to the report, the Central American Economic Council had
held its fourth and fifth regular sessions at San Salvador in Febru#ry
and November 1965, respectively. A special agreement was signed at the
fourth session providing for the equalizatipn of import duties and charges
on imported fabrics made of rayon and other.synthetic fibers. At the
fifth session the Council approved: (a) a Protocol identifying the plate
and sheet glass industry as an "integration industry" and euthorizing

the establishment of a glass plant in Honduras; (b) a Protocol providing

for equalizing import duties and charges on. intra-CACM trade; and (c)
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regulations implementing the Central American Uniform Customs Code.
During the same session, the Council developed further plans for the
operations of the Central American Institute of Industrial Research

and Technology; it also agreed to establish committees to study means of
increasing trade between Mexico and the CACM and to draw up an agreement
on technical assistance. The Council decided to hold a special meet-
iﬁg in January 1966 to explore means of providing incentives to indus-
trial development within the region.,

CACM reported that in March 1965, the governors of the Central
American Bank had met in Antigua, Guatemala, to further the establish-
ment of an Economic Integration Fund. An initial fund of $42 million,
contributed to by the CACM members and the United States, was created;
it was to be administered by the Central American Bank. The proceeds
of the Fund were to be used on projects designed to develop the general
economy of the region.

The CACM Ministers of Economy and Finance also met in March 1965
at Antigua, Guatemala, where they dealt primarily with the policies of
member countries concerning industrial and agficultural development.

In October 1965, these Ministers met jointly with the CACM Ministers
of Agriculture at Puerto Limon, Costa Rica, where they: (a) recommended
measures respecting food policy, farm workers' wages,; the financing of
agricultural activities, the production of essential grains, cattle-
raising, and the promotion of exports; (b) signed the Limon Protocol--
under which the CACM countries agreed to regulate intra-regional

‘trade in corn, rice, beans, and millet and to coordinate
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their production policies in respect to these products.
Nicaragua also reported to the GATT members on the activities
of the Executive Council of the General Treaty and the Permangnt
Secretariat (SIECA). The council had héld nine meetings during 1965
at which it (a) eﬁdeavored to develop increased trade between Honduras
and Nicaragua, by eliminating trade restrictions on certain products;
(b) fixed prices for tires to ensure adequate supply for the CACM
market; (c) adopted measures providing for free trade in grains within
CACM; (d) set up schedules and quotas for the importation of powdered
milk; and (e) examined the possibility of Panama's joining the CACM.
Nicaragua reported on various other developments within the Market
during 1965, including the following:

(a) In February, the Uniform Central American Customs Code
went into effect in Costa Rica, Guatemala, and Nica-
ragua,

(b) In the same month Nicaragua ratified the Agreement
on Fiscal Incentives for Industrial Development.
Guatemala, Costa Rica, and El Salvador had pre-
viously ratified the Agreement.

(¢) In March, Nicaragua ratified the Protocol to the Agree-
ment on the Equalization of Import Duties and Charges,
signed at San Jose in July 1962. The Protocol had been
ratified previously by the other 4 members of the CACM.

(d) In August, Honduras ratified the two Protocols to the
Agreement on the Equalization of Import Duties and
Charges, signed in Managua in December 1960, and in
San Salvador in January 1963.

(e) In August, Nicaragua ratified the Protocol to the Agree-
ment on the Regime of Central American Integration Indus-
tries and the Protocol to the Agreement on the Equaliza-
tion of Import Duties and Charges, signed in San Salvador
in January 1963. With this ratification, the San Salva-
dor Protocol became effective in all the countries of the
CACL,
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(£) In October, Nicaragua ratified the Protocol to the
Agreement on the Equalization of Import Duties and
Charges, signed in Guatemala in August 196L4.

(g) In November, Guatemala ratified the Special Agree-
ment on Equalization of Import Duties and Charges
on Fabrics of Rayon and Other Artificial and Syn-
thetic Fibres.

Arab Common Market 1/

In July 1965 the Council of the GATT had established a Working
Party to examine the compatibility of the Agreement for Economic Unity
among Arab League States with the relevant provisions of the General
.Agreement. The report of'the Working Party was presented to the Con-

» £racting Parties at their 234 Session. It noted that the Agreement for
Economic Unity among the Arab League States provided for the establish-
ment of a customs union having a unified customs administration and a
common tariff for the entire region. The contracfing parties, however,
decided to defer discussion on this item since arrangements for a com-
mon external tariff and common trade regulations had not yet been de-
veloped by the member states.

The Working Party generally supported thé aspirations of the Arab
nations to establish an Arag Common Market and shared their interest
in fostering the economic development of the area through regional in-
tegration. The Working Party, however, inquired about the measures

that the countries of the ppbposed_COmmon Market intended to use to

achieve their goals. Spokesmen for the new Common Market indicated

1/ For additional information on the Arab Common Market, see Opera-
tion of the Trade Agreements Program, 17th report, pp. 36-37.
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that the decisions of its Council were binding on all members and that
the conclusion of any trade and payments agreements by member siates
would require the approval by the Council. Consideration of the fact
that some of the parties to the agreement” were not contracting parties
to the GATT was deferred to a later date.

The members of the Working Party next examined the sched-
ule proposed for abolishing barriers to trade within the Arab Common
Market as stipulated in the Decision of the Council of Arab Economic
Unity of August 1964. They sought information respecting the extent
of intra-area trade covered by the Decision and the items to be excluded
from duty reductions and the removal of other restrictions. In response,
the Secretary-General of the Council said that a limited number of ex-
ceptions to intra-area free trade would be maintained during a transi- '
tion period in order to protect selected domestic industries or impor-
tant sources of foreign exchange. He also reportei that these excep-
tions would be reduced prégressifely‘as greater coordination among the
economies of the member nations was achieved and that they were sched-
uled to be eliminated by January 1969 for agricultural products and in
January 1974 for industrial products.
| Responding to other questions raised by the Working Part&, the
Secretary-General said that foreign exchange would be made available
to importers to facilitate trade between third countries and the member
countries, as trade restrictions were béing reduced. The representative
of the United Arab Kevublic pointed out that the 1964 Decision of the

Council had provided for the addition of new items to the list of
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products subject to accelerated duty reductions. The UAR representa-
tive also-indicated that his Government would submit to the Contracting
Parties regular progress reports on developments in the Arab Common
Market.

The various texts establishing the Arab Common Market were fur-
ther discussed at the 23d Session of the Contracting,Parfies. At this
ﬁeeting, spokesmen for the Arab Common Market called attention to the
'folloﬁing developments that had occurred after the report of the Working
Party had been issued:

(a) On January 1, 1966, the second stage of duty reduc-
tions on trade between member countries had been im-
plemented. Customs duties on agricultural and animal
products and on raw materials were generally lowered
by an additional 20 percent (i.e., a total of LO per-
cent) and those on industrial products by an additional
10 percent (i.e., a total of 20 percent) from the rates
in force in April 1964, 1In addition, a number of taxes
and other restrictive measures affecting intra-area
trade had been removed in accordance with the provisions
of the Agreement and the number of items excepted from
such treatment had been reduced to only 16.

(b) A plan was under study to harmonize customs and economic
legislation among the member countries as well as to co-
ordinate their policies respecting trade, transportation,
agriculture, industry, and finance.

(e) A regional economic planning study had been initiated to
coordinate the development plans of the member countries.
In connection therewith, special studies were being con-
ducted respecting the coordination of important indus-
tries, such as textiles, fertilizers, sugar, paper, and
petro-chemicals. It was expected that the coordination
.of development plans would lead to a reduction of trade
barriers and further expansion of trade, particularly
that with other developing countries.

After hearing the report, the Contracting Parties expressed their

support for the aim of the Arab League to establish a free-trade area
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consistent with article XXIV of the GATIT to be followed by the forma-
tion of a customs union. They also adopted the report of the Wdrking
Party, but deferred consideration of the proposed customs union until
after the Arab League nations completed the drafting of a comﬁon ex-

ternal tariff and common trade regulations.

Central African Economic and Customs Union

The Contracting Parties also reviewed the activities of the Central
African Economic and Cusfoms Union (CAECU) at the 23d GATT Session. The
Union, established in October 1964, consisted of the four members of the
former Equatorial ‘Customs Union l/ and Cameroon. The Treaty establishing
the Union, which had been submitted to the Contracting Parties at their
224 Session, was ratified by the CAECU members during 1965. 2/ It did
not provide for any change in the common external tariff that had been |
adopted by the five member states in 1962. The main provisions of the
- Treaty, which provided for the creation of a single customs territory
applying a common tariff and common trade regulations to trade with third
countries, became effective in January 1, 1966. Other provisions respect-
ing economic cooperation among the member countries were to becéme effec-
tive later. _Plans were under way to allocate industrial projects in.a
manner that would lead to an integrated development of the member states.

One GATT member suggested that future reports of the Union might

include data on imports by its members of temperate agricultural

1/ The Central African Republic, Congo (Brazzaville), Gabon, and Chad.

2/ See Operation of Trade Agreements Program, 16th report, pp. 1k-15,
for a discussion of the Customs Union. All members of the CAECU were
Associate members of the EEC, being among the 18 states that had signed
the Yaounde Convention in July 1963, as well as full members of the GATT.
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products that were accorded preferential (discriminatory) tariff treat-
ment. The representative of the Union agreed to this request.
The Contracting Parties took note of the information furnished

without further discﬁssion.

New Zealand-Australia Free Trade Agreement

In the fall of 1965, the Council of GATT had appointed a Working
Party to examine the New Zealand-Australia Free Trade Agreement in the
light of the provisions of the General Agreement. The Working Party
presented its report to the Contracting Parties at théir 234 Session.
The Free Trade Agreement had been concluded in August 1965 and became
effective in January 1966. It was regarded as an interim arrangement
..fhat‘applied to a list of commodities (schedule A) accounting for some
50 percent of the trade between thé two countries; nevertheless, it con-
tained provisions to expand this list progressively until substantially
all the trade between the two couﬁtries was included. The two countries
gave assurances that in developing the free-trade area they would comply
with the provisions of the GATT.

Responding to several questions by members of the Working Party,
the representative of New Zealand and Australia indicated that: (a) the
schedule for the elimination of duties or other barriers to intra-
regional trade, including quantitative restrictions, would apply equally
to all coﬁmodities in schedule A and other items added thereto; (b)
duties on products added to schedule A would be increased only in

exceptional circumstances; (c) the parties to the Agreement would adopt
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procedures to expand schedule A by January 1, 1968--when the first re-
view of the schedule would be made by the Contracting Parties; and (d)
the interim agreement would be judged on the basis of its performance
(i.e., its consigtency with the objectiveé of the General Agreement
and, in particular, its effect on the development of world trade)
rather than on preconceived theoretical considerations.

In its report the Working Party invited the countries to develop,
as soon as possibie, a comprehensive plan for the development of the
free-trade area and report such to the Contracting Parties.

The Contracting Parties adopted the report of the Working Party

‘without change.

United Kingdom-Ireland Ffee Trade Area Agreement

In December 1965 the United Kingdom and Ireland had concluded the
United Kingdom-Ireland Free Trade Area Agreement, pfoviding for the
‘formation of a free-trade area between the two countries by July 1,
1975. The GATT Council was notified of the Agreement ih January 1966,
whereupon it appointed a Working Party to examine the Agreement in the
light of the relevant provisions of the General Agreement. The Work;
ing Party presented its findings at the 234 SesSian of the Contracting
Parties.

The report of the Working Party pointed out that: (a) trade arrange-
ments between the two countries required special conéideration since the

United Kingdom supplied a market for nearly three-fourths of the total
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value of Irish exports; (b) the Agreement updated and extended trade
arrangemenés that had long éxisted between the two countries; (c) A
major portiop of Ireland's exports entered the United Kingdom duty-
free and that the reverse was true for a substantial portiog of the
exports of the United Kingdom; (d) the Agreement would help expand the
Irish economy and improve opportunities for imports into Ireland; (e)
Ifeland had already applied for accession to the GATT; and (f) in
draftihg the Agreement, both countries had adhered to the provisions of
" the General Agreement regarding the establishment of free-trade areas.
At their 23d Session, the Contracting Parties adopted the report
of the Working Party, following a brief discussion in which a number of
.gontracting parties expressed their suppoft for the Agreement. ‘The
principal reservation was that contracting parties might wish to re-
examine the Agreement in the light 6f pending negotiations regarding

ireland's accession to the GATT.

ACTIONS REILATING TO GATT OBLIGATIONS

During 1966, several contracting parties invoked certain provi-
sions of the General Agreement as they coped with individual trade prob-
lems. Actions were undertaken primarily: (a) to impose import restric-
tions, either to alleviate balance-of-payments difficylties or to afford
protectioh to domestic producers; (b) to effect changes in their tariff
scheduleé;'and (¢) to grant preferential tariff treatment to imports
from designated countries,

The basic objectives of the GATT have been identified as the re-

duction .of customs duties, the lowering of other trade barriers, and
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the elimination of discriminatory practices in international trade.
Under certain circumstances, however, the General Agreement permits
contracting parties to act in a manner inconsistent with these objec-
tives. Article XII, for example, allows é contracting-party to impose
quantitative impart restrictions in order to safeguard its external
financial position and its balance of payments. A contracting party
that has imposed such restrictions is required to consult annually
with the Contracting Parties. Article XVIII includes several provi-
sions that permit developing countries to adopt protective dquties and
other measures to facilitate their development programs. Such coun-
tries are required to consult with the Contracting Parties every two
years. Articles XIX and XXVIII authorize the withdrawal or modifica-
tion of tariff concessions under certain conditions, while article XXV ’
permits the Contracting Parties "in exceptional circumstances not
elsewhere provided for" in the Agreement to grant, by two-thirds vote,
a walver to any obligation imposed on a member country by the Agree-
ment. Such waivers and authorizations have generally been granted for
a limited period of time, but have been extended frequently, if re-
quested by the recipient country.
Import Restrictions Applied Contrary to GATT
and Not Covered by Wailvers

In January 1966, in response to a recommendation made by the Con-

tracting Parties at thelr 224 Session, ﬁhe Director-General of the GATT

requested all member countries to submit reports on quantitative import
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restrictions they maintained that were contrary to the provisions of
the General Agreement and without authorization of the Contracting‘
Parties. The request suggested that newly independent countries that
haq not determined whether to invoke the provisions of article XVIII
as justification for some or all the restrictions they applied might
wish to submit reports describing their entire import control system,
without prejudice to the consistency of measures maintained with their
obligations under the GATT.

At the 234 Session of the Contracting Parties the Director-General
reported that 55 countries had responded to his request. Those respond-
ing were grouped in 3 categories as follows:

I. Countries that maintained restrictions inconsistent with the

.General Agreement and not authorized by the Contracting Parties:

Australia Germany, Fed. Republic Portugal
Austria Italy Sweden

Belgium Japan United Kingdom.
Canada Luxembourg United States
Denmark Netherlands

France Norway

II. Countries that maintained no restrictions inconsistent with

the General Agreement and not authorized by the Contracting Parties:

Brazil Ghana New Zealand Switzerland
Burma Greece Nicaragua Turkey
Ceylon India Nigeria Uruguay
Chile Indonesia Pakistan " Yugoslavia
Cuba Israel Peru

Czechoslovakia Kuwait ' South Africa

Finland Malaysia Spain

IIT. Newly independent countries that reported their entire system

of quantitative restrictions without reference to the question of
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consistency:
Burundi Gabon Sierra Leone
Cambodia Madagascar Tanzania
Chad Malawi Togo
Congo (Brazzaville) Malta Uganda
Cyprus Niger

The Director-General indicated that fewer countries in category I
than expected had responded, whereas,most from the newly-independent
6ountries (category III) had reported. He indicated that some of the
newly-independent countries had previously identified their entire
system of quantitative réstrictions as "residual import restrictions"
but this term did not seem to be appropriate. Under the GATT rules,
residual import restrictions were quantitative restrictions that had
been originally imposed for balance-of-payments purposes and kept in
force after the balance-of-payments difficulties had passed.

Most of the countries that had not submitted reports in response
to the request of the Director-General were less developed memﬁers of
GATT. The Director-General expressed hope that these countries would
comply with his request promptly. Complete documentation of the import
restrictions maintained by the contracting parties would contribute sigf
nificantly to the success of numerous GATT activities, including the ef-

fort to expand trade among the less-developed countries, the functioning

of the trade center, and the conduct of the Kennedy round negotiations.

Import Restrictions for Balance-qf-Payments Purposes
During 1966 the Committee on Balance-éf-Payments Restrictions held
consultations with 10 contrécting parties (including a provisional mem-
bef of the GATT) that maintalned restrictions on imports under either

article XIT: 4(b) or article XVIII: 12(b) of the General Agreement. The
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confracting parties thus involved, the dates of consultations, and the
authority under which the consultations were conducted are given below.
The Committee's reports on the consultations were submitted to and ap-

proved by the Contracting Parties at their 23d Session.

Country GATT Authority Date Consultation was
(article No.) held or completed

Brazil XVIII:12(b) March 26, 1966
Ceylon XVIII:12(b) November 29, 1966
Finland - XIT:k(b) November 30, 1966
' Ghana XVIII:12(b) December 7, 1966
Greece XVIII:12(b) December 5, 1966
Iceland 1/ XII:4(b) November 28, 1966
Israel 2/ December 6, 1966
New Zealand XII:L4(b) July 19, 1966

South Africa XII:4(b) December 13, 1966
Spain 2/ March 28, 1966

1/ Provisional member.
- 2/ Authority not clear.

'Reports on consultations

The reports on the consultations with the 10 contracting parties
afe summarized below,

Brazil.--The Commiftee's consultation with Brazil concerned its sys-
tem of multiple exchange rates and related restrictions on payments for
current international transactions. During 1965 Brazil's balance-of-
payments position improved significantly; it reported a net surplus of
" exchange earnings of $137 million for the year. This improvement was
attributable primarily to the ;ombined effect of a record level of ex-
ports and a low level of imports;' During the same year, Brazil obtained
$450 million in credits, which, together with the aforementioned net sur-

plus in the balance-of-payments accounts, enabled the country to increase
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its net foreign-exchange reserves by $300 million, after repaying part
of its commerclal obligations then in arrears. During 1965, Brazil
had also adopted several policles designed to increase 1its exporté,
neutralize inflationary pressures at homé, and stimulate domestic
economic developﬁent. These measures had contributed to the ilmprove-
ment of Brazil's balance-ofépayments position in that year. In addi-
tion, Brazil had liberalized 1ts import policy; by the end of 1965
nearly 600 items had been transferred from the special to the general
category of commodities, with the result that they were no longer sub-
Ject to quantitative restrictions. This action was expected to in-
crease imports sufficiently to eliminate the prospect of'ending the
year with a net earnings surplus in the 1966 balance-of-payments.

During the year, Brazil's import restrictions were also examined
" by the International Monetary Fund, as required by the provisions of
Article XV of the General Agreement. 1In its report, the IMF welcomed -
Brazil's efforts to simplify its éxchange-contfol system and reduce
restrictions and discrimination 1n foreign payments. The Fund urged
further simplification of exchange practices. It thought that Brazil'é
policies to reduce trade restrictions would benefit 1ts economy and did
not object to Brazil's malntenance, on a temporary basis, of multiple-
currency pfactices and restrictions on payments for current interna-
tional transactions.

Ceylon.--The representative of Ceylon reported that a series of
corrective measures undertaken by his government to stem the drain in

0

the country's foreign exchange reserves had been only partially
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successful. Accordingly, his government had decided to continue
applying témporary import and exchange restrictions. The Committee's
-report indicated that deficits in Ceylon's balance of payments had
}been a continuing feature after 1957. By March 1965 the foreign-
exchange reéerves of the country were almost exhausted. By the end
of 1965, however, its balance-of-payments position had been reversed
as a result of three developments: (a) a reduction in the country's
imports; (b) an increase in its exports of tea, rubber, and coconut;
and (c) the adoption of various measures to curtail doméstic monetary
expansion. Pressure on Ceylon's foreign exchange reserves developed
during the last quarter of 1965. Adverse weather conditidns during
1965 had limited the production of paddy rice; the exchange control
autﬁorities were forced to increase the number of import licenses
granted for foodstuffs and reduce'those for other consumer goods,
Shortages of consumer goods became more acute during the first half of
1966; prices of Ceylon's exports, particularly tea, declined substan-
tially and began to cause further depletion of Ceylon's foreign-
exhange reserves.

In addition to adopting various measures to curtail domestic mone-
tary expension, the Ceylonese government reduced its 1965/66 and 1966/67
budgets. The 1965/66 budget provided for capital expenditures only on
projects that were already under way. The budget for 1966/67 reflected
the.Goverﬁment's new policles, which emphasized investments in the more

productive sectors in industry and agriculture and restraint on
C



93

velfare expenditures. Because of these conditions, Ceylon did not
anticipate that it would be able to relax its import and exchange
restrictions unless there was a significent improvement in its terms
of trade.

The IMF repért indicated that Ceylon's foreign-exchange reserves
had declined sharply after 1965 and that the general level of its
import restrictions and the temporary increases in its import dutiles
had been limited to measures necessary to stop a serious decline in
its monetary reserves.

Finland.--Consultation with Finland ;as necessitated by that
country's decision not to reduce the general level of its trade
restrictions. The Committee reported that during 1966 Finland con-
tinued to face the serious balance-of-payments crisis it had en-
countered during the previous two years. Between January 1965 and
the end of October 1966 Finland_lost more than half of its net re-
serves of foreign exchange. To stem this drain on its reserves, the
Government planned to put into effect during 1967 an austerity program
to be implemented by a restricted but balanced budget,Asevere tax in-
creases, and a tight monetary policy. The Government had decided to
follow this course of action rather than increase import restrictions.

Despite its balance-of-payments difficulties, Finland made con-
tinued progress in the reduction and elimination of import restric-
tions. At the beginning of 1966, Finland removed 15 quotas embracing
17h tariff items and planned to remove, at the beginning of l967, 13

more quotas covering 1h4 tariff items. In addition, Finland had -
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incrgased the quotas on products under the global quota system 1/ and
expected to have only a few residusl quotas in force after the begin-
ning of 1968. Meanwhile, in a further move toward multilateral
trading, Finiand terminated its bilateral payments agreements with
Greece and Turkey and planned to tefﬁinate, within a year's time, a
similar agreement with Colombia--the last remaining agreement of that
type between Finland and another country outside those with state-
trading nations.

The IMF confirmed the content of the Committee's report on its
consultation with Finland and indicated that‘the country's general
level of restrictions did not go beyond the extent necessary to stop
& serious decline in its monetary reserves.

Ghana.--During 1966, Ghana initiated a long-term program designed‘
to lmprove the country's economy. 'The new program called for the con-
tinuation of trade and exchange confrols to avert a further deteriora-
tion in the country's balance-of-payments position. The Committee re-
ported that during 1965 Ghana's balance-of-payments position had de-
teriorated even more than it had in 1964. By the end of the year,
Ghana's deficit on the current account increased to a totai of $222
million--more than twice as high as‘in 1964, . Its net foreign-exchange
assets had dwindled to $14 million and its foreign debt had risen to

$678 million. The country was on the verge of econcmic collapse.

1/ Under this system, licenses are issued, up to certain value
quotas, for specified commodity groups. The products may be Iimported
from almost any country with which Finland does not have a bilateral
payments agreement,
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In the spring of 1966, Ghana embarked on a three-phase, comprehen-
sive program designed to put the economy on a sound basis. During the
first phase of the program, which was completed in July 1966, Ghana con-
sulted with the IMF, concluded a number of loan agreements, and re-
ceived assistance from abroad in the form of food and other items.

The second phase of the program, which was scheduled to be com-
pleted by June 1968, called for a reduction in Government expenditures,
full support to productive activities in the private sector, emphasis
on labor-intensive investments in the public sector, an increase in
agricultural production, improvement in methods of food distribution,
and relinquishing to the private sector all enterprises deemed unsuit-
able for Government operation. This phase also called for rescheduling
the funding of the foreign debt to alleviate the heavy servicing burden,
a vigorous campaign to stimulate exports, a review of all bilateral
agreements, and encouragement of foreign private investment. 'As soon
as the situation permitted, Ghana expected to add new items to the list
of commodities that could be imported under an open genéral import 1li-
cense. Licenses to import such articles are freely issued regardless
of country of origin. Ghana also hoped that an international agreement
on cocoa would be negotiated soon, to help stabilize the country's‘
earnings from exports.

The third phase of the program was to cover the period June 1968
to June 1970 during which a new developmenf plan would be introduced.

The IMF approved Ghana's program désigned to stréngthen its ecen-

omy, improve its government finances, reconsider its bilateral payménts
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agreements, and eventually eliminate its trade.and exchange controls,
Successful implementation of the appropriate measures would make it
more likely that Ghana could obtain more external assistance for the

development of its productive capacity.

Greece.--The Committee consulted with Greece because that coun-
try continued to apply a number of import restrictions after 1965.
The Committee's report indicated that during 1965 and the early
monthé of 1966 the trade deficit of Greece continued to increase
rapidly. Meanwhile, net earnings from services and the capital
account of the balance of payments did not rise sufficiently to off-
set the larger trade deficit; hence, the country's foreign-exchange
reserves declined to a dangerously low level. Invisible earnings,
which for Greece were highly unstgble and sensitive elements, had
made & greater contribution to the balance of payments of Greece
than had exports.

Greece continued 1ts efforts to diversify production and increase
its exports, particularly of manufactures. The limited number of im-
port restrictions that Greece still maintainea were utilized to assure
that forelgn exchange would be available to purchase essential capital
goods--1.e., goods necessary to achleve the objectives of a five-year
economic development plan (1966-1970) that aimed at Increasing the
country's_gross national proﬁuct by 7.5 percent annually.

The IMF urged Greece (a) to reduce its heavy reliance on bi-
lateral payments agreements because they affected adversely the expan-

sion of 1ts exports to more competitive markets; and (b) to expand its
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current account earnings by concentrating on items likely to yield an
early return.

Iceland.~-Iceland advised the contracting parties that its for-
elgn-exchange reserves were critically low and that it plannea to .con~-
tinue to apply ce}tain import restrictions. The Commlittee reported
that the S-year period 1961-1965 had been one of rapid economic growth'
for Iceland. During that period the national income increased by
more than 8 percent annually; such growth had been stimulated by an
exceptionally favorable change in the country's terms of trade, which
waé brought about by a sharp rise in the prices of its principal ex-
ports. The value of Iceland's annual exports had risen by 81 percent
and that of its imports by 83 percent. The strong growth of the
'econdmy was accompanied by a strengthening of the country's balancg-i
‘of-payments position as manifested by a sizable inflow of‘investmént
capital; gold, and foreign-exchapge holdings.

By 1966, the rapid economic expansion of 1961-65 had aléo cr;atea
a number of problems that were becoming increasingly difficult to re-
solve, During the period of expansion, excessive ilncreases in- wages
and priées had been absorbed by the economy; stimulated by the growth
in exports,'production and prices also rose sharply. Wage and price
increases continued during the first 9 months of 1966, even as the
favorable conditions of 1961-65 changed abruptly. During 1966, the :
prices of fish and fish products, which geherally account for more
than 50 percent of the,cquntry's total income from exports, droppea

sharpiy, thus reversing Iceland's favorable terms of trade.
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Méanwhile, imports continued to enter at a rapid rate, spurred by the
expansion during the previous 5 years and‘the additional relaxation
:in Import restrictions thqf became effective in January 1966. It is
estimated that aftef that‘aate only_aboutjls percent of the country's
imports (in terms of value) was subject to import restrictions.

These restrictions were retained not to protect domestic industries,
but as a means of limiting the sources of supply to certain countries.
In splte of the strong fiscal and monetary measures that the govern-
ment had~taken to restrain the inflationary pressures, Iceland's for-
- elgn-exchange reserves during 1966 were rapidly approaching a critical
- point. In view of growing discrimination on the part of the
"European marketing organizations, the deterioration in the countryis

' balance-of-payments position was expected to continue.

The IMF report noted the substantial progress made by Iceland's
economy by the end of 1965, It stressed the country's need to re-
strain the rise of wages to a level commensurate with the increases
in productivity and urged that the remalning import restrictions be
further relaxed. |

Israel, -~-The representative of Israel reported that during 1965,
the foreign-exchange reserves of his counfry had been seriously def
pleted, while its forelgn indebtedness had increased‘substantially.
As a result his government had decided to retain its existing import

restrictions, notwithstanding that in the previous consultation with
the Committee, Israel had indicated that it planned to free from

quantitative restrictions more than 80 percent of its imports of
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industrial products by November 1965. In 1962, in preparation

for its accession to the GATT, Israel had agreed to relax its trade
restrictions and reduce discrimination. ;/ The Committee reported
that during 1965, the value of Israel's exports had increased by
nearly 16 percent, while that of its imports had remained almost un-
changed. Despite this improvement in its trade balance, the country
continued to be coﬁfronted with a substantial deficit in the current
account of its balance of payments, primarily because of a deteriora-
tion 1n its services account. This deficit had been met, in

large part, by further long- and medium-term borrowing that increased
Israel's indebtedness by an additional $200 million during the year,

to a total of $1,226 million.

Toward the end of 1965, Israel undertook several measures designed
to (a) curb inflationary pressures by curtailing public spending, and
(b) induce a shift of internal investment from projects largely serv-
ing the domestic economy to expoft-oriented industries. These meas-
ures, however, led to a general slow-down in economic activity during
1966. They raised the level of domestic unemployment to 5 percent of
the labor force and further depleted the country's foreign exchange .
reserves, notwithstanding that the value of Israel's exports continued
to grow at an annual rate of 15 percent and that of imports remained

virtually the same as in 1965. Structural economic changes of the

1/ See Operation of the Trade Agreements Program, 15th, 16th, and
17th reports, p. 49, p. 21, and p. LI, respectively.
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type undertaken by Israel required considerable time to have a signifi-
cant effect on a country's balance of payments. |

Israel anticipated that increased export opportunities would be
"afforded by the general reduction in tariff rates and trade barriers
being negotiated at the Kennedy round. On its part, Israel
in November 1966, reduced its tariff rates by amounts ranging from 5 to
10 percent on more than 300 items and reported that in May 1967 it
would take similar action on about 60 additional products.

In the statement submitted to the Contracting Parties, the IMF
welcomed Israel's efforts to improve the productivity of its industry
and its decision to make staged reductions of its customs duties. It

~urged Israel.to reduce its reliance on bilateral payments agreements
.'andJStressed the beneficial effects that competition from abroad could

have on its domestic industry.

New Zealand.—-Neﬁ Zealand's newly adopted import licensing sched-
ule had provided for a small reduction in imports during the fiscal
year 1966/67. This action had been initiated because the country's
reserves of foreign exchange had declined seriously and because the
country was experiencing difficulty in obtaining funds abroad. The
Committee's report indicated that New Zegland's balance-of-payments
position, already unfavorable when that country repo?ted to the Com-
mittee at the last consultation in October 1965, deteriorated even
further auring the first half of 1966. During the year ending in March
1966, receipts from exports began to level off while import payments,

which continued to rise, were 14 percent higher than in the previous
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year. This deterioration in the trade balance, together with an in-
crease in the deficit in the "invisibles" account, resulted in a def-
icit in the current account of INZ 59 million--an amount nearly 6 times
as high as the payments deficit in the prévious year. New Zealand made
up this deficit £hrough external borrowing--i.e., by obtaining a loan
from the World Bank and by exercising its drawipg rights on the IMF--
and by drawing on its overseas reserves.

New Zealand wished to avoid reducing the level of essential imports
or disrupting the implementation of its development plans. The danger-
ously low level of its foreign reserves, howeyer, and the increasing
difficulty of acquiring additional foreign exéhange, compelled it to
reduce somewhat the amount of imports authorized in the 1966/67 Import
- Licensing Schedule. New Zealand also adopted several internal measures
designed to restrain both consumer and development demand,

The report of the IMF said that the general level of New Zealand's
import restrictions were sufficient to prevent a serious decline in its
monetary reserves.

South Africa.--The South African representative reported the coun-

try's foreign-exchange reserves had dropped to such a low level, that
further relaxation of its import restrictions in 1966 were precluded.
In its report, the Committee indicated that during the period'following
its last consultation with South Africa in May 1964, the country contin-
ued to enjoy the benefits of rapid economic growth that had begun about
the middle of 1961. This upswing in economic activity was reflected in

significant increases in the country's gross national product, employment,
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exports, inflow of private capital, and a consequent improvement of
its balance of payments on current account.

The rise in economic activity began to level off during the latter
half of 1966, primarily because of a decline .in private and public in-
vestmenﬁ in the first two quarters of the year and the application of
" more restrictiye credit and import policies. The monetary and fiscal
céntrols were further tightened in July 1966, while the import controls,
affecting primarily raw materials and capital equipment, were relaxed
in August and again in December. The country's gold and foreign ex-
change reserveé began to decline; by November they had dropped to a
level sufficient to cover the value of only L4 months' imports. South
Africa felt that this level of reserves did not warrant further relaxa-
tion of import restrictions. The IMF report had not yet been submitted
'to the Contracting Parties by the time that their consultation with
South Africa wés completed.

Spain.--Spain reported that it expected its balance-ofjpayments
position to detefiofate materially in 1966; it had experienced increas-
ing deficits in its trade account between 1961 and 1965. The Committee
reported that during the 18-month period between Spain's consultations
with the Committee, the world conditions for its exports of agricultural
products did not materially improve. Spain relied héavily on such ex-
ports. During 1964 and 1965‘the value of its imports continued to rise
Whilé that of its exports remained unchanged or declined. The country's
trade deficit increased significantly; in 1965 it amountedito about $2

billion compared with $294 million in 1961. In previous years the
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deficit was counter-balanced by earnings from tourism, remittances from
emigrants, and long-term investments of foreign capital; but in 1965,
Spain did not expect the income from these sources to be sufficiently
high to cover the imbalance in its trade hccbunt, so it anticipated a
payments deficit of about $145 million.

The IMF stated in its report that it welcomed the progress that
Spain had made in reducing import restrictions and trade discrimination,
as well as its determination not to ircrease its restrictive measures
in order to reduce the deficit in its balance of payments. The Fund
encouraged Spain to continue its efforts toward complete elimination

of import restrictions and reliance on bilateralism.

Ceylon's Temporary Duty Increases

In November 1966, Ceylon requested the contracting parties to:
(a) extend a waiver permitting it to apply temporarily certain increases
in its customs duties,.and (b) authorize two additional increases in du-
ties that it had ordered in the meantime., The Committee on Balance of
Payments recommended that Ceylon's request be granted. In March 1966
Ceylon had submitted its first report under a waiver that had been .
granted in April 1961. It had been permi%ted to maintain, as an emer-
gency measure until December 31, 1966, temporary increases in customs
duties on a number of items. The increased customs duties were expected -
to help alleviate the country's balance-of-payments difficulties. 1In
August 1965, faced by continueq difficulties in its balance of payments,

Ceylon had increased a number of these duties beyond the rates author-

ized by the waiver.
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Ceyloh's report stated ihat, in its Qiew, circumstances Jjustified
the continuation of the higher rates. Accordingly,‘it requested a
waiver authorizing the increases until the Contracting Parties could
examine its balance-of-payments situation, or at least until the end
of 1966. During 1965 Ceylon had recourse to drastic monetary, fiscal,
and other measures to ease the pressure on its balance of payments.

The improvement in its foreign-exchange position that followed the ap-
plication of these measures, however, had been accomplished at a cost
of lowér émployment, and reduced industrial investment and activity.
The general curtailment of economic activity héd been reflected in
lower living standards.

’ At their 23q Session, the Contracting Parties agreed to refer
Ceylon's request to the Committee on Balance-of-Payments Restrictions,
. which would submit its recommendations to the GATT Council. Meanwhile,
on April 6, 1966, the Contracting Parties authorized Ceylon to maintain
until December 31, 1966 the duty increasgs made in August 1965, pending
their action on any recommendation made by the Council.

In November l966,_before the consultation with the Committee on
Balance-of-Payments Restrictions had occurred, Ceylon notified the Con-
tracting Parties that its balance-of-payments position had deteriorated
even more than anticipated during the first half of 1966 and had forced
it again td increase, effective July 29, 1966, the import duties on

several items, some of which were bound in the GATT. Ceylon, therefore,
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found itself compelled to request that its waiver be extended to Decem-
ber 31, 1968 and amended to cover the latest duty increases. Toward
the end of November 1966, the Committee on Balance-of-Péyments Restric-
tions consulted with Ceylon. Its report indicated that the balance-of-
payments sitﬁatign of Ceylon justified the restrictive measures taken,
but qpeétioned the necessity of mainteining the temporary duty increases
in addition to quantitative restrictions; it expressed the hope'thaﬁ tﬁe‘
latter would be removed soon, The Committee recommended amendment of
the waiver to_include the duty increases.
Indonesia's Request for Waiver
from Special Exchange Agreement

On August 30, 1965, Indonesia; having withdrawn its membership in
. the International Monetary Fund, had requested the Contracting Parties .
to grant it a waiver from article XV:6 of the General Agreement, whiFh
requires that parties withdrawing from the IMF must sign a Special.‘}
Exchange Agreement. This requirement is designed to assure that the
Agreement will not be frustrated by exchange-control actions initiated
- by a contracting party. Indonesia held that application of these pro-
visions would impose legal and préctical difficulties on the country.
It also assﬁred the Contracting Parties that any exchange measure it
might adopt would be compatible with both the principles of the Special
Exchange Agfeement and the objectives of the GNE?Q

In February 1966 Indonesia was granted a waiver of indefinite dura-
tion, with the proviéo, however, that the country would (a) satisfy the

Contracting Parties that its actions in exchange matters were consistent
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with the principles of the Special Exchange Agreement and in accord-
ance with the intent of the General Agreement; (b) notify the Contract-
ing Parties of any action taken that woulﬁ have required Indonesia to
report it to the Cohtracting Parties had the c;untry signed the Special
Exchange Agreement; and (¢) consult with the Contracting Parties within
30 days following a request- submitted by any contracting party that con-
sidered any action in exchange matters taken by Indonesia to be incon-

sistent with the provisions of the GATT or the principles of the Special

Exchange Agreement.

Import Restrictions on Agricultural Products

Member countries that maintain import restrictions on agricultural
products are expected to submit annual reports to the Contracting Par-
ties. During 1966, Luxembourg and the United States submitted such re-
ports in which they explained the need for continuing to impose such
restrictions. Details of those two reports and the actions of the
Contracting Parties are given below:

Luxembourg.--In 1955 the Contracting Parties had granted Luxembourg
a waiver from article XI of the General Agreement. The waiver, which
permitted that country to continue applying its import restrictions on
agricultural and forestry products, was extended in }960 for 5
years and was scheduled to be reviewed again by the Contracting Parties
by the end of 1965. u

In October 1965 Luxembourg reported to the Comtracting Parties on,

the implementation of the waiver; it requested that the review of the

waiver be delayed until the 234 Session of the Comtreeting Parties .and
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that the validity of the waiver be extended until 1970, Luxembourg
said it needed the additional time to complete the adjustment of its
agriculture; it reported that its difficulties arose chiefly from the
new economic conditions created by the adoption of EEC's common agri-~
cultural policy and the integration of the markets of EEC member coun-
tries. Luxembourg's agriculture was undergoing structural rationali-
zation and transformation that only gradually would permit it to face
competition from foreign products. Luxembourg also said that (a)'it
was prepared to withdraw one more product--apples--from the list of
products covered by the waiver, and (b) it had been granted a waiver
.within the EEC similar to and covering the same products as that granted
under the GATT.

| In December 1965, the GATT Council agreed to defer the review of -
the waiver until the 234 Session of the Contracting Parties. In .
March 1966 it appointed a Working Party to review the waiver and re-
port to the Contracting Parties at that Session. . In its report, the
Working Party recognized the fundamental nature of the problems faced
by Luxembourg's agriculture and the need for additional gdjustment
period; it expressed hope that by 1970 Luxembourg would have abolished
all trade festrictions permitted by the waiver. Members of the Work-.
ing Party were critical of the fact that since 1955 Luxemboufg had re-
moved only 3 items from the list covered by the waiver. These members
said that Luxembourg's report did not indicate the progress made in
agriculture as a result of the Govermnment's reforms in that sector and

that the maintenance of the waiver raised problems of principle rather

than of  material damage to world trade.
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The Working Party recommended that the waiver be extended to 1970.
- It expressed its disappointment af Luxembourg's inability to indicate
which of the restrictions under the waiver might be removed before the
time of the next review, but hoped that by that time all remaining re-
strictions would have been either eliminated or relaxed.

At their 234 Session, the Contractiné Parties adopted the report
of the Working Party. |

The United States.--The United States submitted its 1lth annual

report to the Contracting Parties under a waiver granted in March 1955.
The waiver had released the United States from the obligations of
article II and article XI of the General Agreement, thereby permitting
it to continue its import restrictions on certain agricultural products l/
" under Section 22 of the Agricultural Adjustment Act, as amended.

The U.S. report indicated that during the period under review the
United States continued to: (a) apply the import regulations under Sec-
tion 22 without any major change, and (b) take actions designed to
bring about a better balance between the demand and supply conditions
of the commodities concerned. These actions, ﬁhich the report described
in detail, included acreage allotments and marketing quotas, operations
under the soil bank conservatioh reserve program, several food assist-
ance programs at bome and abroad designed to increase'the consumption
of these Qommodities, and market research and development for farm

products. A ¢

;/'The import restrictions applied to the following four groups of
commodities: wheat and wheat products; cotton of certain specified
staple lengths, cotton waste and cotton picker lap; peanuts; and cer-
tain processed dairy products.
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The report of the Working Party indicated that a number of members
were concerned about the open-end character of the waiver and the fact
that the United States had been unable after 11 yearssto relinquish the
waiver entirely. Other members expressed'their appreciation of the
efforts made by the United States to remedy the marketing conditions
of the commodities under consideration, but were disappointed that no
further relaxation in the import restrictions had been made for some
time and none was contemplated for.the near future. Some members said
that "import restrictions covered by the waiver had had serious effects
on world trade in temperate agricultural products and had contributed
to the imbalance that had been devéloping in the benefits derived from
the General Agreement between exporters of agricultural prbducts and the
-industrializea'couhtries." 1/ A number of members requested that'the -
" restrictions on dairy products be removed or relaxed in view of the
improved market situation for these products. -Another member of the
Working Party made a similar request regarding the U.S. import restric=
tions on peanuts; it was argued that such action would improve the ex-
port opportunities and increase the foreign—exchange earnings of.devel-
opiné countries producing this product. Other members raised similaf
questions regpecting wheat, cotton, and other commodities covered by the
waiver.

The U.S. representative responded that the United States was ready
to negotiate on all relevant aspects of its agricultural support policy.

He reported that the possibility of mbdifying or relaxing the import

1/ GATT L/2631, p. 1.
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restrictions on dairy products under Section 22 of the Agricultural
u'Adjustment Act were under intensi?e study by the Government. He indi-
cated, also, that the various disposal programs, production controls,'
and acreage restrictions undertaken by the U.S. government were amelio-
4rating the conditions tgat had necessitated import restrictions on
wheat and dairy producgé. The U.S. Government had also announcea a
néw program for cotton, under which the national acreage was expected
tq bg reduced by at least 4.6 million acres. The United States re-
ported'that it did not intend to expand the pro&ﬁcﬁion.of eithér wheat
or the other commodities under discussion, but would follow a flexi-
ble policy that would permit it to call diverted acreage béck into
'proqugtion if required to meet the objectives of its new Food for Free-
dom Act, then under consideration by the Congress. The United States
also announced its intention to terﬁinate or modify promptly any of

the restrictions imposed whenever the circumstances warranted such
action,

Subsequent to the meeting of the Working Party, the U.S; represént—
ative informed the Contracting Parties that effective April 1, 1966, the
Unitéd States had (a) initiated action to increase indefinifely its
Cheddar cheese quota by 1-1/4 million pounds, and (b) raised the price
support leQel for manufacturing milk by 26¢ per cwt. ‘to aséﬁre that sup?
plies of dried milk that might be needed for the Foeod for Freedom Pro-
gram would be available, The U;S. representative said that these two
actions indicated the desire of the United States ta relax its import

restrictions "to the extent consistent with its production control and
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marketing programs.” 1/
The Contracting Parties adopted the report of the Working Party

without any change.

i Preferential Tariff Treatment .

At their 234 Session, the Contracting Parties considered 4 re-
quests for extensions of waivers of most-favored-nation obligations
under artiéle I that permitted the recipient countries to accord pref-
erential tariff treatment to imports fram designated countries.

These waivers had been granted under the authority of article XXV:5.

Australian request respecting imports from less-developed coun-

tries.--In January 1966, the Working Party that had examined the Aus-
. tralian request for a waiver under article XXV:5 of the General Agree- .
‘.ment submitted its report to the GATTACouncil, together with a draft |
waiver. The Working Party had been appointed several months eérlier
after Australia had reqﬁested a waiver that wbuld permit it to intro-
duce preferentiél rates of duty on imports of manufactured and semi-
manufactured commodities produced in less-developed countries.

| -During 1965 the Working Party had held three meetings during which
the significance and effects of the Australian request Qere discussed
at length, The views expressed at those meetings by the members of the
Working Party were reflected in tﬂe report and the draft waiver sub-
mitted to the Council. The draft waiver was later amended at the re-

quest of Australia before it was submitted to the Contracting Parties '

1/ GATT L/2631, addendum 1, p. 1.
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for their consideration.
The report of the Working Pa?ty and the draft waiver were again
discussed extensively at the 23d Session of the Contracting Parties.

A number of countries supported the Australian application for the
walver by pointing out that the request was a pioneer step in alleviat-
ing the trade problems of the developing countries. - They'urged that it

fﬁe emulated by other developed countries and expressed the hope that it
marked'the beginning of a general system of preferences to be formulated
by the Contracting Parties for developing countries. Several countries,
including the United States, however, were critical of the request.

They said that the preferences to be granted to the develaping countries

,,undef the Australian scheme were not part of a multilateral system of
 preferences extended by the industrialized countries as a whole; to the
contrary, tﬁe scheme had been tailored to Australia's particular eco-
nomic situation and should be abolished, along with all other existing
preferential systems, as soon as the Contracting Parties could work out
a general, non-discriminatory preferential scheme., They heid that the
Australian scheme applied to a small range of’products and would there-
fore lead to a .negligible expansion of exports by the developing coun-

" tries. They noted, moreover, that the proposed preferences would be
limited by quotas, most of which were quite small. In addition, they
criticized the proposal becguse the draft waiver had no time limit, had
no provision for compensation to third countries suffering injury from
the implementation of the scheme, and permitted Ausfralia to change, at

any time, the products listed, rates of duty, and size of quotas.
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The Contracting Parties adopted the report of the Working Party
and granted Australia the requested waiver. They indicated that their de-

cision was not to prejudice the formulation of a general, non-discrimina-
tory solution to the problem of preferenées for developing countries.

Australian preferences for products of Papua and New Guinea.--At

their 23d Session, the Contracting Parties accepted without discussion
Australia's 12th Annual Report respecting its preferential treatment of
products imported from Papua and New Guinea., The report indicated that
no new measures had been introduced under the waiver since the previous
annual report and described the products from the two countries that en-
joyed free entry into Australia.

Italian preferences for products of Libya.--In Novenber 1965 and in

. March 1966, Italy and Libya, respectively, submitted their 13th annual
reports under a waiver that had been granted in October 1952 permitting
Italy to apply preferential customs treatment to certain products 1/ im-
ported from Libya--a country with which Italy had had special relations
before World War II, The validity of this waiver had been renewed, with
amendments, in November of 1955, 1958, and 1961 and again in Jahuéry
1965--the last extension to apply through December 1967.

Italy's report described the development of its imports from Libya--'

as well as those from other countries--not only of products accorded
preferential customs treatment but also those admitted duty free with
no distinction as to origin. The report indicated that Italy's imports

of Libyan products under special customs treatment constituted a small

1/ Peanuts, hides and skins, castor oil, wool and other animal hair.
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peicentage_(a little more than 2 percent) of its imports of such prod-
ucts from all sources. Theée products continued to be important in
~Libya's export trade with Italy. Italy had also been importing con-
siderable quantities of crude oil from Libya--a fact that had contrib-
uted favorably to the country's economic development. The report con-
cluded that maintenance of the special treatment accorded'by Italy to-
‘tﬁe Libyan products was essential to that country's program of strength-
eniﬁg its general export position and enhancing the economic develop-
ment of the country, and that thg special customs treatment accorded the
Libyan products had not affected Italy's trade with other countries.

Ttalian preferences for products of Somalia.--In January 1966 the

GATT'Council granted Italy an extension to a 1960 waiver that had au- .
thorized the country to accord preferential treatment to imports of
;ertain products from Somalia.” The extension was to be valid until the
end of the 234 Session of the Contracting Parties. The Council also
appointed a Working Party to examine Italy's request for a two-year ex-
tension of the waiver to the end of December 1967.

- A Working Party to which the matter had ﬁeen referred submitted
its report to the Contracting Parties at their 23d Session. It indi-
cated that Italy planned to: (a) reduce the number of products covered
by the waiver from the original nine to only three-;ﬁiz., bananas, pre-
pared or-preserved meat, and prepared or preserved fish; (b) reduce the
height of its consumption tax on Somali bananas froﬁ 90 to 60 lire per
kilogram; the reduced rate was to apply to a maximum volume of 1 million

quintals annually and be effective throughout 1966 and 1967; and (c)
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replace the previous separate import quotas for bananas from third coun-
tries by a single global quota of 3 million quintals--thus imports of
bananas from all sources were to be put on a non-discriminatory basis.

The report of the Working Party also‘pointed out that granting
Italy's request for an extension and an amendment of the waiver would
contribute materially to Somalia's economic dévelopment. Several
members of the Working Party said that while Somalia merited such sup-
port, discrimination between less developed countries was not in the
spirit of the General Agreement. The Working Party recommended that
the validity of the waiver be extended to the end of December 1967
since the proposed speéial customs treatment of the designated Somali
products was not likely to result in a substantial injury to the trade
. of the contracting parties.

At their 23d Session, the Contracting Parties adopted the réport
of the Working Party. A number of the contracting parties expressed
the hope that there would be no need for a further extension of the
waiver after 1967.

United Kingdom Preferences for Products of Dependent Overseas

Territories.--The United Kingdom submitted to the Contracting Partiés:
its 1lth anﬁual report on actions taken during 1965 under a waiver that
had been granted in 1955. }/ The: waiver had permitted preferential
treatment of imports from dependent overseas territories of the United
Kingdom. The report indicated that the waiver had not been invoked

since the submission of the tenth report.’

1/ Operation of the Trade Agreements Program, 17th report, p. 4C.
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Escape-Clause Actions by Various Countries

Duriﬁg 1966, three confracting parties used article XIX to with-
dréw or medify tariff concessions in their GATT schedules. Under the
provisions of article XIX, the so-called escape clause, a contracting
party may suspend an obligation in whole or in part, or withdraw or
modify a concession, if as a result of unforeseen developments and of
. the effect of obligations incurred by a contracting party under the
Generél Agreement, any product is being imported in such increased quan-
tities and under such conditions as to cause or threaten serious injury
to domestic producers of like or directly competitive products. Action
under the escape clause may remain in effect for such time and to the
extent that they are necessary to prevent or remedy such injury. When'
a contracting party takes action under article XIX, it is requiredAto
notify the Contracting Parties. and to consult with any adversely af-
fected contracting party with a view to granting compensatory conces-
sions for those withdrawn or modified, or to permit the adversely af-
fected party to withdraw concessions of interest to the party that took
action under article XIX,

In a communication dated June 30, 1966, Spain notified the Con-
tracting Parties that it had decided to discontinue further imports of
certain types of cheese. The Government had taken tliis action in order
to alleviate the serious situation then confronting the domestic cheese
industry. By the end of March 1966, Spanish manufacturers were holding
large stocks of unsold cheese, primarily as a result of heavy imports,

The Government intended to abolish the restrictions on the importation
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of cheese as soon as it could adopt a system of subsidies and other
aids designed to safeguard the interests of its cheese industry. 1In
the meantime, Spain was prepared to consult with other contracting
parties having an interest in this trade;

The High Authority of the European Coal and Steel Community (ECSC)
notified the GATT members that on November 30, 1966, it had: (a) ex-
tended to December 31, 1968, the specific duty on imports of foundry
pig iron into the Community; and (b) reduced the duty from $7 to $5
per ton. The specific duty on foundry pig iron had first been imposed
in February 196k; it was levied in addition to the regular import duty
of 5 percent applied by all the members of the Community. The High
Authority indicated that it was prepared to enter into consultation

"~ with contracting parties principally concerned about this action.’

Modifications of Tariff Concessions
During the year, nine contracting parties either negotiated or con-

tinued to negotiate with other interested parties respecting changes in
their tariff schedules that involved concessions granted under -the Gen-
- eral Agreement. In addition, a number of contracting parties initiated

action that'affecfed rates in their tariff schedules that had been

bound in the -GATT. Article XXVIII of the General Agreemeht provides

that a contracting party may enter into negotiations with other inter-
_ested contracting parties to modify or withdraw certain concessions in

its tariff schedule.

Renegotiation of tariff schedules.--During 1966, Peru and Turkey

continued to renegotiate their GATT tariff concessions with interested
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contracting parties under the provisions of article XXVIII of the GATT.
- These countries had been granted waivers from their obligations under
article IT that had permitted them to apply revised tariff schedules
incorporating changes in duties that had been bound in the GATT before
the renegotiations were completed. Both countries requested and re-
ceived further extensions of thelr waivers, which were to expire on
December 31, 1966, for Peru and on September 30, 1966, for Turkey.

The new extension permitted Peru to continue in force the higher
retes of duty provided in its new tariff, pending completion of nego-
tiations for the modification or withdrawal of concessions that it had
granted earlier to other GATT members.

‘The extension of Turkey's walver enabled the country to pursue its

- negotlations concerning the modification or withdrewal of concessions |
that it had granted in GATT negotiations (Schedule XXXV). 1In September,
Turkey and Sweden agreed to continue their negotiations and meanwhile
to substitute, under specified conditions, designated concessions in the
new Turkish tariff for thoée previously granted by Turkey.

In March 1965 the Contracting Parties fufther extended Chile's
authorization, originally granted in May 1959, to continue applying a
numbef of surcharges on imports. The extension was to be valid either
until the new customs tariff entered into force or until the end of
1966, whichever was earlier. During 1966 Chile informed the Contract-
ing farties that'it was 1lmplementing a tariff reform that involved: (a)

the adoption of the Brussels Tariff Nomenclature, and (b) the incorpora-

tion into its customs duties of all charges and surcharges theretofore
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imposed on imports. The new tariff, which was to be iptroduced on Jan-
vary 1, 1967, might involve increases of a number of rates of duty on
which Chile had granted concessions in GATT (Schedule VII). Chile re-
quested the Contracting Parties £o walve its obligations undér article
II, thus perﬁitting it to put the new tariff into effect and complete
its negotiations which were expected to continue beyond the end of 1966.
The Working Party that examined Chile's request recommended that the
waiver be granted and that the negotiations be completed before Decem-
ber 31, 1967. The Contracting Parties had not acted on this recommenda-
tion by the end of the year under review.

Negotiations to modify designated concessions.--During 1966, six

GATT members notified the Contracting Parties that they had initiated,
.or-proposed to iﬁitiate, new tariff schedules or modifications of their.
current schedules of concessions. In March 1966, Rwanda notified the
Contracting Parties that it would be prepared to engage in tariff nego-
tiations with interested members of the GATT toward the end of 1966.
These negotiations were necessitated by the fact that Rwanda during the
period following its de facto accession to the General Agreement had, on
several occasions, modified its schedule of concessions. Moreover, it
was believed that a program of currency reform undertaken by the Govern-
ment might require additional changes in the schedule of concessions.

In May 1966, Israel submitted to the Contracting Parties a consoli-
_dafed schedule of duty concessions to replace those that had been nego-
tiated by Israel at the time of its accession to the GATT (Sehedule XLiI).

The new Israel tariff used the Brussels Tariff Nomenclature as a basis

of its import classification.
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‘In June 1966 the United Kingdom submitted to the Contracting Part-
‘ies a list of alterations of its concessions (Schedule XIX), providing
for various mixtures of fruit. The alterations had become necessary be-
cause of the recent.growth of trade in such products. The United King-
dom had consulted with the United States and certain. other contracting
pgrties deemed to have a significant interest in the new headings and
.had obtained their approval to the proposed changes.

In July 1966 Japan informed the Contracting Parties that on April 1,
1966, it had introduced a new customs tariff in anticipation of its
adoption of the Brussels Tariff Nomenclature in October of the same
. year. Japan's new consolidated schedﬁle of duty concessions (Sched-
ule.XXXVIII) incorporated a number of revisions in its concessions
4 under the GATT. |

Switzerland acceded to full membership in the General Agreement in
August 1966. 1In reports dated October and December of that year, Swit-
zerland informed the Contracting Parties that all schedules of tariff
concessions previously annexed to the Declaration of the Provisional
Accession of the Swiss Confederation, except the schedule of concessions
to Spain, had become GATT schedules.

In December 1966 Australia notified the Contracting Parties that
following its adoption of the Brussels Tariff Nomenciature\in July 1965;
it wished to reserve thé riéht during the 3-year period beginning Jan-
uary 1, 1967 to modify its schedule of céncessions s0 that the commit-
ments described therein might be expressed in terms of the new nomencla-

ture., Australia assured the Contracting Parties that it intended to
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maintain & general level of concessions that was not less favorable to
trade than that included in its schedule (Schedule I) on December 31,
1966,

Other actions related to tariff schedules

During the year, five contracting parties initiated various meas-
ﬁres that affected their import trade policies. In March 1966 Ireland
informed the Contracting Parties of its decision to extend to June 30,
1966, the temporary levy it had imposed in November 1965 on imports of
finished consumer goods. The levy,‘which had been initiated to relieve
the pressure on the country's balance-of-payments, was scheduled to ex-
pire on March 31, 1966. 1In July 1966, Ireland notified the Contracting
Parties that it had decided to continue the levy until September 30,
| 1966. Although Ireland was not a member of the GATT, it had applied
for accession to the General Agreement.

In April 1966, Rwahda simultaneously revalued its currency and
eased its import restrictions. Under new import regulations, which
were worked out in collaboration with the International Monetary Fund,
all quantitative restrictions on imports were abolished and import 1i-
censes were .to be required much less frequently than formerly. The new
regulations, however, imposéd increased rates of duty on several im-
ported products, including meafs, fish, confectionery items, woven fab-
rics, knitted goods, footwear, glassware, and musical instruments.
Nevertheless, duties on certain other products were reduced, such as
the rates on tobacco, pléstic raw materials, pipe fittings, certain:

metal articles, weighing instruments, miscellaneous electrical machines,
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insulators, and electric bulbs.

Also in April 1966, New Zealand tightened the import restrictions
provided for under its Import Licensing Schedule. The new Licensing
Schedule effected reductions, from the 1965/66 schedule, in the quan-
tities that would be licensed for importation during 1966/67. These
reductions, which varied in amount from lS_to 33-1/3 percent, affecﬁed
a Qide variety of products, including raw materials, iron and steel,
woolen.piece goods, plastic molding powders, motor vehicles, and major
industrial plant equipment and machinery. New Zealand deemed that the
new lmport allocations would be sufficient to sustain production and

_commercial activity in 1966/67 at a level somewhat below that of
1965/66, but higher than that of any other year.

In May 1966, the representative of the United Kingdom announced
‘that on November 30, 1966, his Government would abolish the temporary
surcharge it had imposed on all imports in October 196L4. The surcharge
had initially amounted to %5 percent ad valorem; it had been put in ef-
fect in order to safeguard the foreilgn exchange position of the coun-
try. In April 1965 it had been reduced to lO'percent ad valorem. The
decision to remove the surcharge entirely was taken in view of the con-
stant improvement made by the United Kingdom in its balance-of-payments
situation.

In August 1966, the Uni£ed States advised the Contracting Parties

* that, effective July 13, 1966, it had placed limitations on imports of

mixtures containing sugar and butterfat or flour. 1/ During 1966,

1/ Actlion on this item was initiated by the United States under sec,
206 of the Sugar Act of 1962, as modified in 1965.
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imports of these items became successively higher each month. During
the first 5 months of 1966 they exceeded the total imported in the six
years preceding 1966. Imports during the year were to be limited
either to the quantity imported (includiﬁg the quantity in transit) be-
fore the effective date, or the quantity of mixture containing 100
short tons raw value of sugar from each country, whichever larger,
except such imports from Australia and Denmark for which the limitation
was 2,2&9,000 and 350,000 pounds, respectively. Limitations were to be
rlaced on imports of butterfat-sugar mixtures in future years.,

In December 1966, Brazil submitted to the Contracting Parties de-
tails of a tariff reform that it intended to put into effect on March 1,
1967, as part of its continuing effort to assure that its foreign trade:
© would be governed largely by the mafket mechanism. The tariff rgform '
would eliminate various high rates of duty that had been in effect after
1957 and provide lower duties for a considerable number of products in
order to benefit consumers and importers of raw materials. Neverthe-
less, the new tariff extended protection to certain new production activi—
ties that had developed after 1957. The tariff reform, moreovér, callea
for dismantling, effective March 1, 1967, of all restrictions imposédA
on imports éf products classified in the "Special Category," and
for abolishing the Customs Clearance Tax, beginning January 1,

1968. 1/ Brazil, therefore, requested the Contracting Parties to grant

1/ The "Special Category included all commodities, except raw mater-
ials, spare parts, and some essential goods not produced in sufficient
gquantities in Brazil. Commodities included in the Special Category are
subject to overall quotas that apply to imports from all countrles..
These commodities accounted for a small share of the total imports in

1966.
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it a waiver from its obligations under article II to enable it to apply
:the new tariff without previous renegotiation of its concessions under
the GATT (Schedule III). Brazil also indicated its readiness to enter

into negotiations with interested contracting parties and to complete

such negotiations by March 1, 1968.

Reduction of import duties and other trade restrictions

Dﬁring thé year eleven contracting parties adopted measures de-
signed to.reduCe import duties and other restrictions imposed on spe-

- cific commodities. Among those taking such action were the Uhited
'States, France, the Netherlands, and Denmark.

The Government of Finland announced that beginning January 1, 1966,
' the global import quotas applicable to certain products had been expanded
and the trade restrictions on certain others eliminated. These measures
applied to imports originating in countries belonging to Finland's
"multilateral" area. 1/

During January 1966, éhe United States announced that it had taken
three separate actions under article XIX of the GATT that liberalized
its restrictions on imports of stainless steel flatware, clinical ther-
mometers and safety pins. All thfee actions altered U.S, import re-
strictions that had been taken under the "escape-clause" and thereby
brought U.S. policy more in accord with commitments that had been nego-

tlated earlier with the Contracting Parties. The first action, which

1/ The multilateral area includes nearly all countries with which
Finland does not have bilateral payments agreements, No import 1i-
censes are required for goods imported from that area.
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was retroactive to November 1, 1965, increased the annual tariff quota
on U.S. imports of stainless steel flatware from 69 million to 84 mil-
lion pieces and reduced the overquota rates by an average of 50 percent.
The second action, which became effective January 7, 1966, lowered the
rate of duty on imports of clinical thermometers from 85 percent ad valo-
rem to 42.5 percent--the rate initially bound in Schedule XX. The third .
action, which became effective on January 28, 1966, replaced the rate of
duty of 35 pércent ad valorem on imports of safety pins by the rate of
duty of 22.5 percent--the rate initially béund in Schedule XX.

Iceland, a provisional contracting party, advised that on Jénu—
ary 21, 1966, a number of products had been added to its list of com-
modities that could be imported without license. Thege commodities
"accounted for 87 percent of Iceland's imports in 1966. ;/ The remain-
ing commodities g/ were being admitted under overall quotas that appliéd
to imports from countries with which Iceland did not maintain bilateral-
payments agreements. The global quotas for imports in 1966 had been in-
creased to IKr. 133 million compared with IKr. 8.3 million in 1965.

In a communication dated February 10, 1966, the Government of Den-

mark notified the Contracting Parties that, effective January 1, 1966,

}/ Exchange Restrictions; International Monetary Fund, 18th Annual
Report, p. 286.

g/ Gasoline, gas oil, and fuel oil, which were imported mainly from
Rumania and the U.S.S.R. '
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the item "food and feeding stuffs" had been added to the Danish "Free
List Area" commodities. }/ Most nonindustrial commodities may be im-
ported from countries in that area license-free, Other commodities may-
be imported from the Free List Area under licenses issued on the basis
of global quotas applicable to imports from all countries.

In March 1966 Spain notified the Contracting Parties of its elev-
eﬁth liberalization list,‘which identified several commecdities that
were té be allowed duty-free entry. For a number of these commodities
duty-free entry had been in effect from January 1966.

Also in March 1966, Turkey submitted, to the Contracting Parties,
two 'liberalizetion" lists g/ that were to be in effect during 1966. Com-
moditieé included on List I required a 7O percent guarantee deposit be-
fore exchange for their importation would be granted, whereas those on
List II required a 100 percent .deposit. 3/

In two separate communications dated May and July 1966, South
Africﬁ informed the Contracting Parties of its decision to increase its

import quotas for several groups of products. The new quotas,

1/ The "Free List Area" comprises most countries outside the Soviet
bloc, Countries not included in this area are: Albania, Brazil, Bul-
garia, Mainland China, Republic of China, Colombia, Czechoslovakia,
East Germany, Hungary, Japan, North Korea, Republic of Korea, Mongolia,
Paraguay, Poland, Rhodesia, Rumania, Syria, U.S.S.R., United Arab Re-
public, and North Vietnam.

g/ All commodities imported into Turkey required licenses, which were
valid for six months. Imports were classified in two categories: (1)
"liberalized" goods (1lists I and II), for which import licenses were
issued freely; and (2) goods subject to global quotas. Both categories
of commodities applied to imports from countries with which Turkey had
no bilateral-payments agreements.

3/ The Central Bank allocated an overall amount of foreign exchange
for imports of goods on the "liberalization" list.
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originall§ announced before the close of 1965, were expressed as per-
centages of an importer's 1964 entries and embraced the following
éroups of products:

Percent of an Importer's 1964 Imports
May Decision July Decision

‘ (Group A-=---e--aea- -- 50 55
Consumer goods(

: (Group Be---w-omvooc-- 75 100
Capital equipment------- e e 75 l/
Office equipment--=~--—--cmccmaenaa-= 75 75
Textile piece goodS~==m-mecmucmuean= 100 2 .. 100 2/
Raw materialg=---=-mmm=m-cmmmacaooac 75 100 .

1/ Applications were to be reviewed on an end-user basis.
2/ 100 percent of an importer's 1965.level of imports.

*In November 1966 South Africa submitted to the Contracting Parties a -
statement describing the extent to which imports probably could be au-
thorized during 1967. The statement said that South Africa's foreignl
exchange reserves had increased substantially but not sufficiently to
warrant a general relaxation of import restrictions. Reserves of for-
eign exchange were to be used for the most essential import reqﬁirements,
which were expected to be considerably larger than in 1966. Because of
these considerations, the initial 1967 allocations of exchange for raw
materials, téxtile goods, rice, agricultural implements, office equip- -
ment, and both of the above categories of cgnsumef goods would be iden-
‘tical to those made available by the initial 1966 permits. No initial
allocations were to be made for imports of timber and'fertilizer, which

were to.be subject to special applicatiéns for exchange. Allocations
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for imports of capital equipment were to be made after discussions with
_representatives of the trade.

During the year, France submitted to the Contracting Parties two'
lists of products, for which import restrictions had been eliminated
if originating in GATT countries. Such removal of restrictions be-
came effective on June 26, 1966, for a substantial list of products,
including: olives and capers, tomatoes, peas and beans, dates, figs,
dried fruit, flour, sausages, offals of horses, macaroni, mushrooms,
orange juice, and various extracts. On November 8, 1966, restrictions
applying to a second list of products were eliminated, including those
on onions, cucumbers, polymerization and copolymerization products,
terry toweling, stockings, statuettes, sewing machines and parts, pri-

mary cells and batteries, fishing rods and reels, and cigaret lighters.

The Netherlands advised the Contracting Parties that on July 1, 1966,
it had removed quantitative restrictions on imports of edible offals of
horses from member countries; it reported also that the government in-
tended to take similar action with regard to imports of shrimps other
than those of the variety "penacidae," effective January 1, 1967.

In November 1966 Indonesia advised the Contracting Parties that,
on December 21, 1965, it had effected a widespread reduction of
import duties for the purpose of encouraging imports of the following:
raw materials, transportation and communication equipment, pharmaceuti-
cals, health and sanitation equipment, medical supplies, and semi-
finished goods and equipment for industries whose products would earn

or save foreign exchange., The new rates of duty on many items were
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lower than those bound in the GATT. The Secretariat of the GATT had
not been previously informed of this tariff reform.

In December 1966 Nigeria submitted to the GATT a list of prod-
ucts on which substantial reductions in iﬁport duties had been effected,
beginning with Névember 2, 1966. The list included: pharmaceuticals;
cushion mattresses and pillows, tires and tubes of motor vehicles, crude
sugar, passenger cars, woven fabrics, meat and fish, cameras, wood manu-
factures, vegetables and fruits, machinery spare parts, plastic tiles,

and steel bars.

Representations and Complaints

During 1966 two contracting parties requested that consultations

be held with GATT members under the provisions of article XXII for -
the purpose of resolving specific trade problems. Article XXII,
which provides the basic consultation procedure of the General Agree-
ment, requires a contraéting party to enter into consultations when-
ever requested by another respecting any matter affecting the opera-
tion of the Agreement.

In July 1966 the United States requested that consultations be held
between it and Norway, under article XXITI, concerning Norway's main-
tenance of quantitative import restrictions on certain food products.
In August, Australia informed Norway that it wished to join the United
States in the consultations, which by then were scheduled to begin in
September 1966. As a result of these consultations, Norway announced
that on January 1, 1967 it would abolish the import réstrictions it

had imposed on seven products.
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OTHER DEVELOPMENTS RELATING TO THE GENERAL AGREEMENT
During 1966, GATT members initiated a variety of actions designed
to reduce certain obstacles to international trade. Such actions |
related to: efforts to expand trade in primary products; the
disposal of surplus commodities; the implementation of the cotton tex-
tiles agreement; changes in subsidies and state-trading measures; the
nén—application,of the provisions of the General Agreement between cer-

tain members; and simplification of consular formalities.

Commodity Problems
During 1966 various commodity problems engrossed the attention of
" the Contracting Parties, particularly problems relating to efforts to
expaﬁd trade in primary products, to dispose of surplus commodities,
and to implement the cotton textiles agreement. A solution of commod-
ity problems acceptable to both importing and exporting countries would -

contribute significantly to the expansion of world trade by enhancing

the prospects of further reductions or eliminations of trade

restrictions,

Efforts to expand trade in primary products

At the 23d Session of the Contracting Parties, the GATT Secretar-
iat submitted its report on intergovernmental activities respecting

the international trade in ﬁrimary products. }j In the report, the

' ljfsimilar reports in previous years had been submitted by the In-
terim Coordinating Committee for International Commodity Arrangements
(ICCICA), which had been replaced in 1965 by the Advisory Committee to
the Trade and Development Board of the United Nations Conference on
Trade and Development (UNCTAD).
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Secretariat reviewed: (a) trends in production, consumption, prices,
and trade, as well as market outlook for these products; (b) efforts

by principal intergovernmental organizations to promote international-
trade in these commodities; (c) developments in existing international
agreements ©n priﬁary products; and (d) proposals for establishing inter-
national arrangéménts for other commodities. 1/

During the discussion of the report, a number of developing coun-
tries expressed disappointment in the lack of progress in exﬁanding the
international trade of primary products. They were particularly con-
cerned that: fluctuations in the prices of primary products in world
markets had disrupted the development programs of several LDC's; the
prices of the primary products exported by developing countries had de-
clined more than had prices of products exported by the developed coun-’
tries; and exports of primary products by the developed countrieé had -
increased faster than those by developing countries. Various members
voiced their continuing support to the study of international commodity
problems. The Contracting Parties agreed to discuss the item again at

their 24th Session.

Disposal of commodity surpluses

In 1966, five countries reported to the Contracting Parties on
their activities regarding the disposal of commodity surpluses, the

liquidation of strategic stocks, and the disposal of stocks otherwise

}/*The Secretariat reported on the following primary products: cocoa;
coffee; olive oil; sugar; tin; wheat; citrus fruit; jute, kenaf, and
allied fibers; oilseeds, oils, and fats; rice; tea; and cotton.
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held by government agencies. Two other countries--the Netherlands and
-Switzerland--advised that they had nothing to report on this item. ;/

Australia reported that, although it did not maintain a regular
program for the disposél of surplus commodities, occasionally, the Gov-
ernment had made gifts of commodities under its Colombo Plan. Under
this plan, the Government of Australia provided assiStancé to less de-
velope@ countries, primarily in the form of technical aid and equipment;'
nevertheless, gifts of wheat, flour, and skimmed milk had also been made
under certain circumstances. Australia had participated in the 1965
international program of aid to India by making a contribution in the
form of wheat. Another substantial gift of wheat to India was planned
for 1966.

Canada's report noted that its Agricultural Stabilization Board
had no formal plan for the disposal of commodities. It reported that
its surplus stocks consited of commodities that it had acquired as
a result of its price support operations. During the fiscal year

- ending March 31, 1965, the Board sold commodities valued at $79 mil-
lion. The commodities thus disposed of included 133 million pounds
of butter and 56 million pounds of butter oil., Most of these stocks
had been sold at competitive market prices. The Board also had sold
abroad about 530,000 pounds of canned hams. |

.The 'United Kingdom reported that through commercial sales it had

- disposed of the following industrial raw materials from its strategic

_i17’After reviewing these issues at their 22d Session, the Contracting
Parties had agreed to renew their discussions of the disposal of com-
modity surpluses at their 23d Session.
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stockpiles: lead, 200 tons; pyrites, 2,300 tons; quartz crystals, 24
tons; tungsfen ore, 2,700 tons; and mica, 66 tons. The report indi-
cated that the United Kingdom maintained strategic stockpiles of sev-
eral essential foodstuffs but had no intention of liquidating them.

The report submitted by the United States described various U.S.
disposal programs and the respective quantities that had been liquidated
thereunder during the reporting year. Commodities thus disposed of in-
cluded both agricultural products and strategic materials. The value
of U.S. surplus strategic and industrial materials liquidated during
1965 totaled nearly $700 million. The disposal of such materialsAhad

been accelerated during the year by both the increased industrial ac-
tivity at home and the demands imposed by military operations. The
‘liquidation of these stocks did not appear to have unduly depressed do-
mestic market prices. To the contrary, their disposal had afforded a
means of avoiding a severe shortage in scme commodities, e.g., tin. and
mercury.

The strategic and industrial materials and the quantities liquidated
were as follows:

Rubber: During 1965 commercial sales and releases of rubber

for government uses approximated 122,000 tons. In September

1965, Congress authorized a further release of 620,000 long

tons of rubber that had been declared surplus.

Tin: A total of approximately 21,000 tons was released dur-

ing 1965. The U.S. Government had consulted with the Inter-

national Tin Council and interested governments concerning

the disposal of this material.

Copper} VIn November- 1965, the U,S. Government announced

that it would release at least 200,000 tons of copper from

its stockpile, as part of  a program designed to ease short-
ages and price pressures on the market.
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Lead: Between April 1965 and March 1966, nearly 47,000 tons
of lead were sold from-a total of 200,000 tons authorized
for disposal. In March 1966, 90,000 more tons were offered
for sale. The U.S. Government had consulted with interested
governments both bilaterally and through the International
Lead and Zinc Study Group on the disposal plans for this
product.

Zinc: During 1965, 219,175 tons of zinc were sold. In Febru-
ary 1965, the U.S. General Services Administration resumed
sales of the 129,000 tons remaining from the quantity origin-
ally authorized for sale by the Congress.

Tungsten: Between January and March 1956, a total of 6% mil-
lion pounds of tungsten were offered for sale. The disposal
program for this material was under discussion between the
U.S. Government and the United Nations Tungsten Committee.

Columbium: In January 1966, the Government made its first
offer for the sale of 200,000 pounds of columbium. This
offer was greatly oversubscribed and led to a second offer
of 400,000 pounds in February for sale to domestic users
only.

Sisal: A program, initiated in October 1964, to dispose of
9.5 million pounds of surplus sisal was completed in January
1966. In March 1966, Congress was requested to approve the
release of an additional 100 million pounds. In initiating
both programs, the U.S. Government had consulted with in-
terested governments.

Extra-long-staple cotton: Between August 1, 1955, and the
end of February 1966, a total of 8,200 bales 1/ of extra-
long-staple cotton in surplus was sold at competitive inter-

national prices. By the latter date, nearly three-tourths
of the original stockpile quantity had been sold.

The agricultural commodities disposed ol by the United States dur-
ing fiscal year 1965 under the Agricultural Trade Development and

Assistance Act (Public Law No. 480) had a value of $1,163 million.

The disposal of surplus agricultural commodities under the

1/ "Equivalent" basis--one balc = 500 pounds.
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various titlés of Public Law 480 were as follows: }/

Title I (sales for local currencies): Commodities dis-
posed of under this title had an export market value of
approximately $580 million, excluding ocean transporta-
tion costs.

Title II (foreign donations and grants of commodities
held in stock by the Comnodity Credit Corporation):
commodities thus disposed of were valued at $226 million,

including $52 million for ocean freight costs for over-
seas shipments by voluntary agencies.

Title III (surplus foodstuffs distributed abroad to needy

persons through U.S. voluntary relief agencies and inter-

governmental organizations, such as the U,N, Children's

Fund): Commodities disposed of under this title were-

valued at $268 million.

Title IV (long-term dollar credit sales to assist in the

economic development of recipient countries): the value

of such commodities totaled $186 million, excluding ocean

transportation costs.

The U.S. report also included a detailed description of the new
Food for Freedom Act that the President had recommended to the Congress
in February 1966 as a substitute for Public Iaw 480. The report de-
scrived the principal features of the proppsed legislation and emphasized
that the U.S., Government intended to ensure that food shipments would
neither disrupt world prices of agricultural commodities nor interfere
with normal patterns of commercial trade. Moreover, the Government
plénned to continue the practice of consulting before the release of

the surplus commodities with exporting countries whose normal commer-

cial sales might be affected by food aid programs.

;/ The amounts given in the report under éach of the individuél titles
do not add up to the total of $1,463 million, probably because the ocean
freight costs were not included in some of these amounts.
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The U.S, report was discussed extensively at the 234 Session.

A number of GATT members noted that the disposal of agricultural sur-

ﬁluées was in the interest of human welfare; others held that food aid
programs should not be dependent on the temporary availability of sur-
pluses., Séveral contracting parties were concerned about the tendency
to include "tied sales" provisions in U.S. agreements. ;/ Such provi-

, éions were contrary to the policy of free access to comﬁercial markets.
Other GATT members urged the United States to continue to consult with
interested third countries, whenever it contemplated the disposal of
significant quantities of agricultural and other products. The Contract-

ing Parties placed this item on the agenda for the 2hth Session.

Implementation of the cotton textiles agreement

During 1966 the Cotton Textiles Committee of the GATT conducted
its fourth.annual review of the operation of the Long-Term,Arrangément
on Cotton Textiles (LTA); it also initiated a discussion of the future
of that arrangement. Ey Article 8(c) of the Long-Term Arrangement re-
quires the Cotton Textiles Committee to review annually the operation

. of the Arrangement and report to the Contracting Parties. Article 8(d)
requires the Committee to consider the desirability of extending, modi-
fying, or discontinuing the application of the LTA,

At the discussion concerning the operation of the Arrangement, the

representative of Japan complained that the manner in which it had been

;]'These provisions required the recipient country to purchase on com-
mercial terms & quantity of the same or other commodities from the Uni-
ted States. -

_/ Chapter 1 of this report presents a more complete account of the
Long-Term Arrangement and of the actions taken thereunder by the United
States.
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administered by the principal importing countries had not been satis-
factory to his country. The relaxation of restrictions effected by
some of the EEC members, for example, covered only a limited.number of
products of interest to Japean. He expreésed hope that the United King-
dom would soon aﬁolish its system governing imports of cotton textiles
and that the United States would open its market fully in the near
‘future.

The representative of the United Arad Republic said that his coun-
try's exports of cotton to the participating countries had declined dur-
ing the fourth year of operation of the Arrangement. He reported, ﬁever-
theless, that most of the importing countries continued to maintain
import quotas on cotton that were unduly restrictive, because they were
. computed on the basis of 1962 trade.

The delegate of India complained that the 1965 and 1966 import
quotas designated for cotton textiles by some of the EEC members did
not permit a progfessive improvement of the trading opportunities for
the less developed countries and that the import procedures of'devel-
oped countries continued to be restrictive. He gdded that the United
Kingdom had invoked the special provisions of the LTA l/ to impose fe;

strictions on nearly all of its cotton textile imports.

encing or threatened by market disruption caused by imports of cotton
textiles may request another participating country to curtail its ex-
ports of the particular products to a specified level. If the export-
"ing country fails within 60 days to agree tothe request, the importing
country may then limit entry of the specified products to the level
requested. ' ' ‘ S
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The spokesman for Hong Kong said that importing countries should
not implement the LTA in a rigid manner and should refrain from impos-
ing restrictions by invoking the special provisions of article 3 of thé
Arrangement whenever these countries fail to reach agreement with their
trading partners.

The delegate of Canada said that his Government had used the pro-
visions of article 3 .in only a few cases. He felt that, contrary to
expectétions,‘the Arrangement had failed to reduce the disruptive im-

" pact of imports on the few markets that were relatively open to cotton
textiles; he held, moreover, that the situatiop in those markets that
‘were restricted had not.improved. He urged the importing coun%fies to
dismantle their import quotas on cotton textiles and replace them by

k negotiated export restraints on the part of exporting countries.

Ihe spokesman for the European Economic Community said that de-
spite the decline in the consumption of cotton textiles in the Community
and the increased difficulties encountered by the EEC textile industries
during the year, the members of the Community had impleﬁented the LTA
quite liberally. They had increased their quétas for cotton textiles

.coming from four exporting countries, while France and West Germany héd
méintained open quotas for such products from three other exporting
countries. In addition, France had relaxed its restrictions on two
items, He added that only the Benelux countries had invoked article 3,
and then only to introduce oné restraint, while Italy had removed the
restricfions it had previously imposed on gray and bleached fabrics

and West Germany had renewed an existing restraint.
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The representative of the United States said that during the
fourth year of its operation, the LTA had permitted a substantial in-
crease in the exports of cotton textiles to the United States, par-
ticularly from developing countries. The United States had imposed
restraints under.article 3 of the arrangement with respect to U coun-
tries, only one of which was a participant. Moreover, the United
States had concluded several new bilateral agreements involving its
imports of cotton textiles and had modified existing agreements.

The discussion concerning the future of the LTA was confined to a
preiiminary exchange of views among the participants. The discussion
was to be followed by bilateral consultations between govermments for
the purpose of ascertaining the conditions under which the Arrangement
would be continued. The discussion indicated that all participants
favored a continuvation of the LTA for another three to five years.
Only a few members, however, wanted the Arrangement to continue.to.be
applied withoﬁt change. Most of the délegates proposed specific modi-
fications, which, in their view, would render the administration of
the LTA more effective. :

A representative of one developing country said that an extensidnl
of the Arrangément‘for a further period would not be in the interests of

the less developed countries unless they could have a formal guarantee

that the objectives set forth in the preamble 1/ would be observed and

1/ The objectives of the LTA, as stated in its preamble are: (a) to de-
velop the world trade of cotton textiles through cooperative action; (b?)
to facilitate the economic development of less-developed countries possess-
ing the necessary resources for the production of cotton textiles by pro-
viding greater opportunities for the sale of their products in world mar-
kets; and (c) to avoid disruptive effects in individual markets and on

individual. lines of production in both importing and exporting countries
of cotton textiles.
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~that the LTA would be administered much more liberally. He suggested
that restraints imposed under article 3 be limited to fully justified
cases. Another IDC participant said that his country would support an
extension of the LTA if assured that it would be applied in a reason-
ably liberal manner and that the existing restrictions imposed by im-
porting countries could be progressively reduced.

Most of the representatives of developed countries said that the
LiA pfovided an excellent opportunity for expanding world trade in cot-
ton textiles in an orderly manner. They suggested that bilateral dis-
cussions be undertaken between importing and gxporting countries to
resolve mutual difficulties and to clarify the nature of amendments or
adjustments that should be made.to the existing Arrangement. The dis-
~cussion on the future of the LTA was to be continued af a later meeting

of the Cotton Textiles Committee.

. Changes in Subsidies and State Trading Measures

During the year, 13 countries submitted to the Contracting Parties
reports on the nature and extent of export subsidies that they maintained,
and twelve countries submitted reports on the status of their state-
trading enterprises. Article XVI of the General Agreement requires
members to report to the Contracting Parties on the pypes-of subsidies
they maintain, while article XVII contains comparable provisions re-
lating tb state-trading enterprises. New reporting procedures had been
adopted at the 20th Session of the Contracting Parties in 1963; there-

after, members were required to submit a full veport on the status of
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these‘operations every three years and to report every year any changes
that had occurred therein. The GATT Secretariat did not indicafe how
many countries that maintained subsidies or state-trading enterprises
had failed to report. The aforementioned reports were accepted by the
Contractiné”Parties without discussion. The countries that submitted

reports were as follows:

Reports on types of Reports on state-trading
subsidies enterprises

Australia South Africa Australia Norway
Austria = Spain Austria South Africa
Canada Sweden Canada Spain .
Czechoslovakia Switzerland Czechoslovekia Sweden
Denmark United Kingdom Finland United Kingdom
Finland United States - Japan
Japan Kenya

" Nonapplication of the Agreement between
Particular Contracting Parties

During 1966 several contracting parties contlnued to invoke the
provisions of article XXXV against other members of the GATT, partlcu-
larly Japan. Article XXXV provides that the agreement or, alternatively,
article 1I of fhe agreement, shall not apply between any two contracting

'parties if either of them, at the time that it accedes to the General
Agreement, does not consent to such application. Article II incorporates
into the General Agreement the tariff and other concessions that apply to
GATT members.,

At the 234 Session of the Contracting Parties the represéntative
of Japan noted regretfully that more than 30 contracting parties, mosf
of them developing countfies, were still invoking article XXXV against

his country. He indicated that if such discrimination continued, Japan
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might find it difficult to extend to such contracting parties the con-
:cessiohs tﬁat Japan had offered at the Kennedy round as well as those
that could be derived from Japan's implementation of Part IV of the
,éeneral Agreement.

The delegates of several GATT member countries'expresséd their re-
gret that so many countries continued to apply article XXXV against
Jépan and urged such. countries to take "disinvocation" action as soon
as poséible. One delegate suggested that the countries still invoking
article XXXV should enter into tariff negotiations with Japan. Another ‘
delegate said that his country, which had been among the first GATT
members to accord full GATT treatment to impofts from Japan, had ﬂot
expgrienced,as a result of that action, any difficulties in the trade
of its domestic industries, or any serious disruption of its economy. |
He further noted that, since developing countries confronted with
balance-of-payments difficulties were permittea by the General Agreement
to maintain quantitative restrictions on a non-discriminatory basis,
there was no need to apply‘such restrictions against any particular
contracting party.

In June 1966, Trinidad and Tobago and in July 1966, Guyana ad-

/
vised the contracting parties that they had ceased to invoke the provi-
slons of article XXXV agalnst Japan. )

In January 1966 the representative of fﬁg United Arab Rebublic
informed the contracting parties that his Government's initial offer

of concessions at the Kennedy round, during which the UAR would nego-~

tiate for accession to the General Agreement, was not being transmitted
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to South Africa.

The Simplification of Consular Formalities

A decision by the Contracting Parties at their 224 Session re-
quired that members still maintaining consular formalities as & requisite
to the clearance of lmports and exports must report annually on the
frogress made toward rémOQing them. Such formalities frequently involve °
burdensome procedures such as unnecessary documentation and fees in con-
nection with the importation and exportatiop of commodities. In March
1966, the Secretariat requested ten countries, which were believed to
require consular formalities regularly, to subpit reports in time to
be considered at the 234 Session of the Contracting Parties. Seven of
these countries either submitted formal repor%s or ;eported orally at
.the Session. Three countries--Haiti, Nicaragua, and the Dominié&ﬁ |
Republic--did not submit reports.

Both Argentina and.Spain reported that the formalities théy mﬁin-
tainéd were of minor character and did not constitute barrieré to trade.
Turkey reported that it had introduced legislation designed to eliminaﬁe'
the requirement of fees for issuing certificates of ofigin and to simpf
plify certaln provisions pertaining to impbrt procedures. Peru reported
that it was preparing a new customs code that would simplify the consular
documeﬁts required and eliminate certain coﬁsular-formalities. Uruguay
reported that its Government was continuing to study the possibility of

further simplification of consular formalities. Brazil reported that

the progressive elimination of its consular formalities was being
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reviewed as part of the Government's llberalization policy. Portugal
also indicated that its Government was examining its consular formali-
ties and thaf it would inform the Contracting Parties as soon as the
new legislation on this matter became effective.

The Contracting Parties agreed to discuss the problem again at
the 24th Session; they urged members that still maintained consular
formalities to take steps toward their elimination and report at the

next Session. -



Chapﬂer 3

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

INTRODUCTION

Most of the significant de&éiééménéé that occurred during 1966 in
the commercial policies of the principal U.S. trading partners were
associated with their participation in regional economic groups-~the
European Economic Community, the European Free Trade Association, the
Latin American Free Trade Association, and the Central American Common
Market. 1/ The commercial policy actions taken by the members of
these regional organizations during the year are reviewed in the sec-
tions that follow. Such actions are of interest in this report on the
U.S. trade agreements program because they affect U.S. commercial pol-.
icy objectives, as well as U,S. foreign trade, balance of paymeﬁts,
and trade commitments.

The Kennedy round of trade-agreement negotiations that were being
conducted in Geneva, Switzerland, within the framework of the General
Agreement on Tariffs and Trade (GATT) was one of the most important
developments in international commercial policy in 1966, as it had been
in 1965. Many of the major trading countries negotiating at the Kennedy

round were members of regional economic groups; -their roles in the

_—i/rFour other commercial regional arrangements--the Arab Common Mar-
ket, the Central African Economic and Customs Union, the New Zealand-
Australian Free Trade Agreement, and the United Kingdom-Ireland Free
Trade Area Agreement--are reviewed in Chapter 2. The (British) Common-
wealth of Nations, a far older trade arrangement of different charac-
ter, also granted extensive preferential tariff treatment to trade
among its members. Since no major commercial policy developments af-
fecting U.S. foreign trade occurred during this period in these areas,
they are not reviewed in this chapter.
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regional organizations had an important bearing on the trade-agreement
obligations they were prepared to assume in the negotiations. The nego-
tiations at the Kennedy round during 1966 were reviewed in chapter 2.
The principal accomplishments of the European Economic Community
during 1966 included a further reduction in customs duties applicable
to intra-Community trade in industrial commodities; agreement on the
pfice support and marketing mechanisms needed to implement its common
agricultural policy; and signature of an agreement of association with
Nigeria. The members of the European Free Trade Association took the
final step establishing a free-trade area for industrial commodities;
they also agreed to reduce certain nontariff Sarriers, expand intra-
regional trade in agricultural products, and achieve closer cooperation

with the countries of the EEC,

During the year under review, the countries of the Latin American
Free Trade Association took further steps to establish free trade by
the éxchange of tariff concessions with each other; they also continued
their efforts to harmonize.the tariff treatment accorded imports from
third countries, and established a multilatefal clearing system among
the central banks of the region. The countries of the Central American
Common Market advanced further toward achieving their mein objectives--
the creation of a common market and a common industrial policy. They

strengthened their economic ties with Mexico and Panama and granted

preferential customs and tax treatment to Honduras,
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EUROPEAN ECONOMIC COMMUNITY
In February 1966, the European Economic Community (EEC) resolved

a seven-month crisis that had been precipitated by France's withdrawal

from Community affairs in July 1965. Thrbughout most of the year
under review, thérefore, the EEC conducted its operations largely in
accordance with its regular administrative procedures. ;/ The EEC's
principal achievements during 1966 were as follows: (a) intfg-Community
customs duties appliceble to industrial products were further reduced;
(b) the common agricultural policy, which was intended to establish an
intraregional market in agricultural products, was largely implemented;
(¢) an agreement of association with Nigeria was signed; (d) an agree-
ment of association with 18 African and Malagasy states was continued;
‘and (e) negotiations for association with a number of countries were

conducted.

Reduction éf Intre-Community Customs Duties
'On January 1, 1966, the EEC countries effected their eighth
reduction of customs duties on imports of commodities origin-
ating within the Community. This action lowered such rates by 10 per-
cent of the base rates (i.e., those in force on January 1, 1957); to-

gether with similar actions taken earlier, this eighth reduction brought:

l/ The disagreement between France and its EEC partners appeared to
concern the means of financing the common agricultural policy of the
Community. Subsequent statements by French leaders revealed, however,

"that the withdrawal of France from Community affairs was also for )
reasons of a political nature. At a special session of the EEC Council
in January 1966, the ministers adopted certain French proposals pertain-
ing to the Council's voting procedure and to its relations with the EEC
Commission; France then agreed to participate again in Community affairs.
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the duties on most industrial commodities to 20 percent of the base
'rates. Concurrently, the duties on certain liberalized l/ agricul-
tural products were reduced to 4O percent of their base rates, and
those on all other agricultural products to 35 percent.

In July 1966, the EEC Council decided to reduce the duties on in-
dustrial commodities by an additional 5 percent of the base rates on
July 1, 1967, instead of the full 20 percent that the EEC Commission
héd recommended earlier. g/ The Council also agreed that all customs
duties applicable to intra-Community trade in industrial products.were
to be completely abolished on July 1, 1968. Such action would estab-
lish intra-area free trade in industrial products one and a half years
ahead,of the date initially provided for in the Treaty of Rome, The
reduction of all customs duties applicable to intraregional trade in

agriculturai products was scheduled to be completed by December 31,

1969.

Common External Tariff
In May 1966, the EEC Council agreed that the third and final aline-
ment of the tariff schedules of the respective EEC members with the
Community's common external tariff would be completed on July 1, 1968,

to coincide with the establishment of free-trade in industrial products

1/ "Liberalized" products are those for which a systematic program
is in effect among the EEC countries to free the imports of the respec-
tive product from quantitative restrictions. The farm products subject
to the LO-percent rate included some covered by the common agricultural
policy regulations, as well as certain others; they all were excluded
from a May 15, 1962, decision to accelerate reductions in duties.

g/ The Commission's proposal of January 1965, See Operation of the
Trede Agresements Program, 17th Report, p. 62,
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within the EEC. Earlier alinements had eliminated 60 percent of the
difference (for industrial products only) between the rates of duty in
the EEC members' individual tariff schedules that were in force in 1957
and those provided in the common external tariff. Thus, the third
alinement in Juiy 1968 would involve the elimination of the remaining
LO-percent difference, and would place into effect the same rates of
duty thfbughout the Community on imports of industrial products from
third countries. 1/ For most agricultural products subject to EEC's
common agricultural policy, 2/ the common.external tariff was to be-
come applicable at various dates from November 1966 to July 1968, de-
pending on the product; 3/ for non-CAP agricultural products, the date
of the final alinemen£ of the national tariffs to the common external
tariff had not been determined by the end of 1966.

For the most part, the rates of duty in the common external tariff
were based on a modified arithmetic average of the national duties in
existence on January 1, 1957. In the process of alining their tariff
rates, some member countries, therefore, had to reduce their duties,
while others had to raise theirs. In preparation for the trade negotia;

tions under the GATT in 1960-62 (Dillon Round), the Community had

l/’According to the Treaty of Rome, the projected alinement of duties
was to be effected in three steps as follows: A 30-percent adjustment
of the basic rates on January 1, 1962; another 30-percent adjustment on
January 1, 1965; and a LO-percent adjustment on January 1, 1970.

g/ Imports from third countries of most agricultural products subject
to a variable import levy were not to be made subject to common external
tariff rates. The marketing regulations for beef and veal, fats and oils,
and fruits and vegetables, however, provided for the use of both a com-
mon external tariff rate and a variable levy on imports from third
countries. .

;/ See next section in this chapter on common agricultural policy.
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.unilaterally reduced the common external tariff on industrial products
py 20 percent, pending the outcome of the Dillon Round negotiations. l/
Although the EEC did not commit itself in the Dillon Round to reduce

by 20-percent all its ccmmén rates of dgty on industrial products, it
nevertheless chose ﬁo continue the 20-percent reductions in effect.

The formal authority for this reduction héd expired on December 1, 1965;
iﬁlApril 1966, the EEC Council decided that the 20-percent reduction in

the common external tariff would remain in force.

Common Agricultural Policy

The implementation of the EEC's common agricultural policy proceeded
in 1966. During the year, the EEC agreed to common marketing regula-
tions for virtually all of the remaining agricultural products that were
to be subject to its common agricultural policy. These regulations
specified the price and marketing mechanisms, customs duties, and other
protective measures under which the production, importation, and market-
ing of agricultural products subject to the CAP would take place within
the Community. g/ The EEC also adopted a timetable indicating the date--
between November 1966 and July 1968--on which the marketing regulations
for each of the designated groups of agricultural products were to be-
come operative,

The development of a common agricultural policy within the EEC was
deemed nécessary for the establishment of a single, community-wide mar-

o

ket for agricultural products. Unlike industrial products, agricultural

l/ See Operation of the Trade Agreements Program, lith report, pp.
84-85; 15th report, p. 79, footnote 6; and 16th report, p. 56.

3/ See Tperativn o the Trade Agreements Program, 17th report pp. g4-
Th. '
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commodities were subject to various price support and protective con-
trols in the six-member 09untries, 80 that the elimination of customs
duties and quotas on such products would not have accomplished the
desired end.

The implementation of the EEC's common agricultural policy was
scheduled t6 be completed by January 1, 1970. The marketing regula-
tions pertaining to each category of agricultural products were to be
developed in the intervening or transition period. The regulations
generally followed a common pattern: First, they provided a common
"target price," which was essentially a price "goal" which the member
states agreed to try to attain. The target price was intended to as-
sure an adequate standard of living and employment to EEC producers of .
* the product involved. If the member states had individual target-pricés_ 
in effect for the product concerned, such prices were to be alined with
the common target price by the end of the transition period. Second,
the regulations sought to support the market prices for these products
through a combination of price support mechanisms-~-intervention prices,_
variable import levies, and direct subsidies. The intervention prices
were prices which the governments of the member states stood ready to
pay to assufe that the domestic prices for the products involved re-
mained near the target level. The variable import levies were employed
to assure that imported products did not enter.at prices that inter-
fered with the attainment of the target prices.

By the end of 1965,  the EEC Council had dgveloped and put into

force market regulations for cereals, pork, eggs, poultry, fruits,
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and vegetables, wine, rice, dairy products, and beef and veal. l/ It
had also agreed on target prices for grains, to become applicable on
© July 1, 1967. 2/

In May 1966, the Council adopted the following timetable for put-
ting into effect target prices and marketing regulations for most of
the remaining prodﬁcts that were to come under the EEC's common agri-
cultural policy:

Date Type of action planned

November 1, 1966 Marketing regulations and target price
for olive oil.

January 1, 1967 Completion of marketing regulations for
fruits and vegetables; application of
quality standards for fruits and vege-
tables sold within the producing coun-
try.

July 1, 1967 Target prices for grains and oll seeds.
Free intra-EEC movement of poultry,
pork, and eggs. Marketing regula-~
tions for sugar, fats, and oils.

September 1, 1967 Target price for rice.

April 1, 1968 Target prices for milk, dairy products,
beef and veal.

July 1, 1968 Target price for sugar.
The marketing regulations for tobacco, wines, and certain other prod-
ucts, although not indicated in the timeteble, were also to be effected
by the end of 1969, but the'Council had not yet full& agreed on their

terms,

1/ For a detailed description of the EEC's marketing regulations for
milk and dairy products, beef and veal, and rice, see Operation of the
Trade Agreements Program, 17th Report, pp. 67-72.

g/ See Operation of the Trade Agreements Program, 17th Report, pp.
72-'73.




In July 1966, the EEC Council took steps to complete the estab-
lishment of the Community's common agricultpral policy. It adopted
marketing regulations for vegetable oils and fats, and supplementary
provisions in the marketing regulations for fruits and vegetables. l/
The Council also'adopted market regulations and established a target
price for sugar. Further, it established target prices for milk and

dairy products, beef and veal, rice, oil seeds, and olive oil.

Regulations respecting olive oil

In November 1966, adhering to the timetable adopted in May, the
EEC abolished the customs duties and quotas applicable to intra-area
trade in olive oil and established marketing regulations respecting
that product. The marketing regulations were substantially the same
"as those developed for the other products that were subject to the EEC's
common agricultural policy. The EEC Council was to establish a produc-
tion target price, a market target price, an intervention price, and
a threshold pfice for olive oil. The production targetlprice was the
price that EEC producers were expected to obtain; it was set at a level
intended to assure a volume of production that was deemed desirable for
the Community. The market target price was to be established at a level
that ensured the sale of thelEEC output of olive 0il during the market-
ing year. In setting this priée, the Council was to take into account
the prices of competitive prqducts. If the m@rket target price was set

below the production target price, a subsidy equal to the difference .

l/’See Operation of the‘Trade Agreements Program, 17th Report, pp.
73-7h.




154

between the two prices was to be paid to the.proaucers of olive o0il.
The in?ervention price was to be established at a level somewhat below
the market target price; designated inter&ention agencies in the EEC
member states were to pu?cﬁase all quantities of olive oil offered to'
them at the intervention price, thus supporting the domeétic prices

for olive oil. The threshold price was to be fixed at the level of the
market target price, but with adjustments for transportation costs from
the wholesale maiket to the point of entry of the member state. The
threshold price, together with a variable import levy,‘was to provide
protection against competition from lower-pricgd imports of olive oil
from third countries. Thus, for example, if the c.i.f., price of im-
ported olive oil at a members' port of entry was lower than the estab-
" lished threshold price, the EEC was to impose a levy equal to the dif-
ference between these two prices.

Finally, the regulations included provisions designed to encourage
exports of olive‘oil. Whenever the world price of the product was low-
er than its domestic price, the difference was to be offset by a subsidy
in order to make the exportation possible. Suéh subsidies were to be

paid from the European Agricultural Guidance and Guarantee Fund.

The European Agricultural Guidance and Guarantee Fund

In May 1966, °the EEC Council adopted a new plan for financing price-
support operations under the Community's common agricultural policy to .
the end of the transition périod for agricultural products; i.e., through

December 31, 1969. ;/ This decigion by the Council had been delayed by

;/ See Operation of the Trade Agreements Program, 17th Report, pp.
Th-T5.
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almost a &ear, following the withdrawal of French representation from
Community meetings from June 1965 to the end of January 1966.

The European Agricultural Guidance and Guarantee Fund had been
established for a three-year period in Juiy 1962, toefinance the Com-
munity's price-sﬁpport operations, encourage the sale of farm products
to third countries, and improve agricultural productivity in all member
states. It had obtained its working capital from the EEC members
through contributions (80 percent) and assessments (20 percent)--the
former according to a scale provided for in the Treaty of Rome and the
latter in proportion to the net value of the member's agricultural im-
ports'from third countries. During the marketing years 1962-63, 1963-6lk,
and 1964-65, the Fund had paid one-sixth, two sixths, and one-half, re-

. spectively, of the costs incurred by the Community in price-support
operatiéns under its common agricultural policy. The member states had
contributed the remaining amount directly.

The new plan adopted by the Council in May 1966, provided for the
financing of the EEC's common agricultural policy from July 1, 1965, to
December 31, 1969, }/ During the period from July 1, 1965, to June 30,
1967, the Fund was to continue to pay only part (although a larger pﬁrt
than that paid in previous years) of the eligible expenditures incurred
by the member‘states. The mgmber states themselves were to reimburse
the other part directly. On‘July 1, 1967, the financing of the EEC's com~

. b
mon agricultural policy was to become entirely a Community responsibility

l/:The Fund makes payments retroactively, since it reimburses for '
expenditures under the common agricultural policy incurred in a pre-
vious year.
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for those products for which marketing regulations were in effect, and
for other products on the date that their respective marketing regula-
tions were put in force. During the peribd from July 1, 1967, to De-
cember 31, 1969, the Fund was to obtain its working capital from monies
to be collected from the imposition of the EEC's variable import levies
on agricultural products and contributioné to be made by the member
sfates directly to the Fund. Member states were to turn over to the
Fund 96 percent of their proceeds from levies on imports of agricul-
tural products. These were estimated to cover about 45 percent of the
Fund's expenditures. The rest of the expenditpres were to be shared by
the member states according to the following scale (in percent): Bel-
gium, 8.1; France, 32.0; Germany, 31.2; Italy, 20.3; Luxembourg, 0.2;
and the Netherlands 8.2. After the end of the transition period, i.e.,
beginning with January 1970, all proceeds from levies on agricultural
products were to go to the Fund.

The new plan agreed upon in 1966 also provided that the Fund would
continue to cover the costs of market intervention (i.e., price-support
operations), export subsidies, and agriculturél modernization programs.
Expenditures on modernization programs were expected to equal about One-
third of the combined expenditures on market intervention and export
subsidies. The amount to be allocated to modernization, however, was

[

not to exceed $285 million annually.
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Association Agreements and Related Activities

In 1966, the EEC continued to develop closer economic ties with
its associate members and with a number of third countries that sought
some form of formal association with the éommunity. °It held two meet-
ings with its associate members--the 18 African and Malagasy States--
during which a number of issues of importance to the economic develop-
ment of those states were resolved. In July, the EEC signed an agree-
ment of association with Nigeria--the first English-speaking country
to join the Community.

The EEC and the 18 African and Malagasy States ;/ took steps to
implement their second Convention of Association that had gone into
operation in June 196L. g/ Representatives of the Community and the
" 18 countries met in May and again in October 1966 to consider various
problems related to their association. Most of the discussion at the
May meeting concerned the type of projects for which $730 million in
economic development aid should be allocated. The EEC had pledged thisv
aid to its associated members for the period 196L4-69. Some of the
associate members~-those least developed--wanted to use these fﬁnds for
projects that would improve the basic structure of their economies, i.e.,

the construction of roads, schools, hospitals, water installations, and

l/'The 18 African and Malagasy States, formerly colonial and trust
dependencies of France, Belgium, and Italy, were: Burundi, Cameroon,
the Central African Republic, Chad, Congo (Brazzaville); Congo (Leopold-
ville), Dahomey, Gabon, the Ivory Coast, Malagasy, Mali, Mauritania,
Niger, Rwanda, Senegal, Somalia, Togo, and Upper Volta.

2/ At a convention held in Yaounde, Cameroon, in July :963, the EEC
and the African and Malagasy states had agreed to renew an earlier agree-
ment for five years.
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others. Other members wished to use the funds for projects that would
directly further the industrial diversification of their economies.
After deliberation, the associates agreed to allocate financial aid on
the basis of a pattern that would ensure "the harmonious and balanced
development of the associated states.”

In July 1966, the EEC and Nigeria signed a separate agreement of
association. The agreement was to become operative sometime in 1967
and reﬁain in force until May 31, 1969--the day the Convention of Asso-
ciation with the African and Malagasy states was due. to expire. The
principal provisions of the agreement were that: (a) Nigeria was per-
mitted to maintain its membership in the British Commonwealth; (b) all
Nigerian exports to the Community, except cocoa beans, peanut oil, palm
0il, and plywood, were to be subject to the same rates of duty that
were applicable to similar commodities traded within the EEC; (c) the
four excepted commodities were to enter the Community duty-free, but
continue to be subject to import quotas that were to be increased in
size annually 1/; (d4) Nigeria was to grant customs preference to 26
products imported from the Community, but was‘to remain free to impose
quantitative restrictions on these products should they be required as
& result of balance-of-payments difficulties, economic development con-
siderations, or revenue needs; and (e) Nigeria was not to discriminate

against EEC companies or nationals in Nigeria in the establishment of

companies or in capital movements.

l/ These products were excepted in order to protect: the interests of
the African and Malagasy states that also were major -exporters of these
products.
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In November 1966, the EEC and three East African members of the
British Commonwealth--Kenya, Tanzania, and Uganda--resumed their nego-
tiations for an agreement of association. Like Nigeria, the three East
 African countries wanted to conclude separate agreements with the EEC,
rather than accede to the Yaounde Convention of Association between the
EEC and 18 African and Malagasy States. Like Nigeria, moveover, the
three East African countries were seeking trade preferences for their
exports (among which coffee and cloves were the most important), but
were not requesting financial aid for economic development,

Negotiations to establish some form of association between the EEC-
and Aﬁstria were continued in 1966. 1/ Among the items discussed were
(a) the institutional links between Austria and the Community; (b) the
. elimination of customs duties on industrial products traded between the
two areés; (¢) the harmonization of their respective agricultural poli-
cies; and (d) Austria's trade with East European countries. Agreement
between the EEC and Austria had not been reached by the end of. 1966.

In October 1966, Israel indicated its wish to begin exploratory
talks with the EEC with a Qiew of concluding an agreement of associa-
tion with the Community. The EEC Council authorized the Commission to

initiate suéh talks.

'

17 Austria was the only member of the EFTA that had continued its
negotiations with the EEC for some form of membership in the Community
after the United Kingdom had been refused such membership in 1963. See
Operation of the Trade Agreements Program, 17th Report, p. 76,
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EUROPEAN FREE TRADE ASSOCIATION

During 1966, the members of the European Free Trade Association
(EFTA) achieved one of their basic objectives--creation of a free-trade
area for industrial commodities. They took the final step to eliminate
their remaining customs duties and quantitative import restrictions on
such commodities traded within the EFTA region. The members also (a)
agreed to implement two so-called rules of competition among EFTA mem-
bers; (b) took steps to expand intraregioﬁal trade in certain agricul-
tural products; and (c) reaffirmed their interest in achieving closer
cooperation with the members of the European Eponomic Community.

The developments in the EFTA in 1966, as well as in earlier years,
are reviewed in chapter 4 of this report. They are not, therefore,

discussed here.

LATIN AMERICAN FﬁEE TRADE ASSOCIATION

During 1966 the member countries of the Latin American Free Trade
Association (LAFTA) continued their progress toward the establishment
of a free-trade area within their region. The ILAFTA members held their
Sixth Anﬁual Conference to exchange concessions on commodities traded
within the LAFTA, and continued action to harmonize the treatment ac-
corded imports from third countries by the individual members. The LAFTA
countries also signed an agreement respecting the water transportation
of cpmmodities traded between LAFTA countries; established a multilat-
eral clearing system among.the central banks of the member countries;

approved Venezuela as the 10th member of ILAFTA and agreed to accord
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Bolivia the status of a "less-developed" member country when it accedes
to the Treéty of Montevideo; and took steps to establish a mechanism
to resolve tariff disputes arising between members.
Intraregional trade among the membefs l/ of the IAFTA
rose in value from $1,403 million in 1965 to $1,441 million in 1966,
. or by only 2.5 percent~--the smallest.- annual increase in intraregional
trade during the first'S years of the LAFTA. . By contrast, the value of
IAFTA's trade with the rest of the world was almost 10 percent higher
in 1966 than in 1965. The stagnation of intraregional trade in 1966
resulted principally from a decline in trade between Argentina and
Brazil, which together had accounﬁed during LAFTA's existence for about
60 percent of the annual value of the intraregional commerce. Intra-
LAFTA trade in 1966 accounted for about 10 percent of the value of the
region's total world trade--about the same percentage as in 1965.
In 1956, as in the years from 1962 on, nearly all of the intra-
LAFTA trade was in items on which the LAFTA members had g?anted recipro-
cal concessions in the negotiations looking toward the establishment of
’the'free-trade area. Concession items, however, consisted almoét en-
tirely of commodities--agricultural prbducts, foodstuffs, and raw ma-
terials--that had been regularly traded among the LAFTA countries be-
fore the Association had come into being. The amount of manufactured
and processed goods, such as transport equipmgnt, accounting and

calculating machines, agricultural machinery, electric generators,

1/ Totals are for the following nine countries: Argentina, Brazil,
Chile, Colombia, Ecuador, Mexico, Paraguay, Peru, and Uruguay. Vene-
zuela, the only other LAFTA member, acceded -to the Treaty of Montevideo
in September 1966.



162

household appliances, and pharmaceuticals, that entered into intra-
LAFTA trade appeared to be graduvually increasing. This trend reflected
the progress that the LAFTA countries were making toward diversifica-

tion of production and exportation.

Exchange of Tariff Concessions

During October-December 1966, at their Sixth Annual Conference,
the LAFTA countries exchanged more than 500 tariff concessions. About
three-fourths of the concessions represented commitments on products
for which no concessions had been granted theretofore; the remainder,
héwever, represented renegotiated concessions, i.e., a withdrawal of
part or all of commitments made earlier. Under the Montivedeo treaty,
the LAFTA countries were committed to effect an annual reduction of 8
percent in the weighted average of their import duties and charges
applicable to intra-regional trade; the reductions were to be achieved
through annual tariff negotilations at which the LAFTA members exchanged

concessions. }/ By the end of 1966, the total number of concessions

l/fThe TAFTA seeks, during a transitional period, 1962-73, to gradu-
ally eliminate tariff and other barricrs to intraregional trade. Three
principal approaches to this objective were provided for by the Treaty
of Montevideo:

(1) National lists: Each member ol the LAFTA has a "national list"
of import-duty concessions which have been granted to other member coun-
tries. The concessions to be incorporuled in each national list are
negotiated at the Annual Conferences of the Association. For each mem-
ber of the IATTA, the annual weighted average of duties and charges on
intraregional imports must be at least 8 percent less than the annual
welghted average of duties and charges on imports from third countries,
multiplied by the number of years during which the Treaty of Montevideo
‘has been in force. All intraregional duties and charges are to be com-
pletely eliminated by the end of the 1l2-year transitional period. The
concessions on the national lists may be withdrawn on 90-days notice,
but adequate compensation in the form of other concessions must be
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granted by the member countries exceeded 9,400; about 5,000 of this
total consisted of concessions granted by 3 of the 9 participating coun-
tries--Argentina, Brazil, and Ecuador. By the end of the yea; under
review, the LAFTA members appeared to be a little ahead of the schedule
they had set for éhemselves to eliminate import duties applicable to
intrg-regional trade.

In earlier years, most of the duty reductions granted on intra-
area trade’by LAFTA members had been on items not produced by the coun-
try granting the concession. By 1966, however, an increasing number of
concessions were being granted on: (1) products produced in the grantor
nation; (2) products of growing importance in the intraregional trade;
(3) finished products, either manufactured or processed, as opposed to

' raw materials; (4) products dutiable at comparatively high rates. . The = .

IAFTA countries reported that important concessions granted at the 1966

granted. ' :

(2) The Common List: The Common List is to be drawn up at four tri-
"ennial meetings during the 1962-73 period; none was scheduled for 1966.
Intraregional duties on commodities placed on this list are completely
abolished. At each of the meetings, commodities accounting for at least.
25 percent of the total value of all products traded within LAFTA dur-
ing the preceding three-year period were to be added to the Common IList
so that, by the end of the twelve-year period, all duties and other bar-
riers to intraregional trade would be eliminated. Commodities that have
remained on a national list for three consecutive years are added auto-
matically to the Common List. Once a product has been placed on the
Common List, it may not be withdrawn from it. _

(3) "Complementation" agreements: Two or more LAFTA members may
conclude "complementation”" agreements establishing free trade (or a com-
mon market with harmonized external duties on imports from non-members)
for a specific product or a group of products. Such agreements, which
are designed to facilitate area-wide development of designated sectors of
industry, may also involve commitments respecting plant locations. Com-
plementation agreements may be initiated either by the industrialists
concerned or by the respective member governments. ‘
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Conference included those on drugs, household machinery and apparatus,
and electronic and communication equipment.

In granting concessions, LAFTA members have adhered to the prin-
' ciple of reciprocity. The larger countries have been reluctant to
make tariff concessions to fellow members not in a position to recipro-
cate with concessiohs of approximately equal value. The smaller mem-
bérs, on the other hand, have been reluctant to make concessions‘that
would open their limited markets to commodities produced by their lar-

ger and more industrialized neighbors.

Complementation agreements

During 1966, 2 new "complementation agreements" were concluded
within the TAFTA, both of them between Brazil and Uruguay. One of thg
. agreements concerned certain types of equipment of the electronics and
communications industries; the other dealt with certain types of heat-
ing equipment and household electrical appliances. Only 2 other com-

plementation agreements had been concluded earlier. }/

Industrial sector meetings
In 1966, the LAFTA sponsored a series of meetings to obtain from
the business community recommendations respecting future action that

would affect 21 different industrial sectors; 2/ the meeétings were

l/ See Operation of the Trade Agreements Program, 17th Report, p. 83,

2/ Meetings related to thé following industrial sectors: Machine
tools; agricultural machinery; road-building, mining, and petroleum-
drilling equipment; industrial transport equipment; tractors; industrial
valves; industrial chemicals; abrasives; refractory materials; plastic
molders; building materials; copper; heavy electrical equipment; elec-
tronics and electrical communications equipment; sewing machines; jewelry
silverware, and mechanical pens and pencils; household appliances; drugs
and pharmaceuticals; canned foods; preserved fruits and. vegetables; and
seafood. '
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attended by representatives of firms, trade associations, and govern-
ments, The participants recommended more than.hOO items to be con-
sidered in future negotiations for "complementation" agreements,.and
more than 550 items to be considered for tariff concessions at LAFTA's
next annual'coni:erence° Most of the concessions negotiated at the
8ixth and earlier IAFTA conferences had been made on items that had
been recommended at similar meetings held previously.

Resolutions of the Permanent Executive Committee

Concerning Commercial Policy

During 1966, IAFTA's Permanent Executive Committee (PEC) continued
its efforts to harmonize the treatment accorded by the member states to
imports from third countries. The Committee was responsible for the .
preparation of a projected common external tariff; ILAFTA was scheduled’
to put such a tariff into effect at the end of the transition period in
1973.

During the year, the Committee examined the import regulations in
effect in the member countries, inciuding provisions imposing internal
taxes on imported commodities, commercial-policy instruments utilized
to promote industrial development, and measures designed to safeguard
balance of bayments. The PEC also contiﬂued to study the customs sys-
tems of the member countries, in part to establish a glossary of Latin

American customs terminology and a uniform’ import control procedure.

Establishment of a Multilateral Clearing System

Effective July 1, 1966, the TAFTA countries, by agreement among

the central banks of the member nations, established a multilateral
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clearing system for the region. The clearing system was to operate
through (a) reciprocal credit agreements between the participating
bank, and (b) a multilatefal balancing of their foreign exchange ac-
counts in dollars. |

The Ceﬁtral Reserve Bank of Peru was designated as banking agent
for the LAFTA. It was to settle balances multilaterally, 'i,e., deter-
mine the net balance for each central bank and ciear such balances by
arranging for transfers between the dollar holdings of such central
banks in the Federal Reserve Bank of New York.

During the last half of 1966, six of the LAFTA members (Argentina,
Chile, Colombia, Mexico, Paraguay, and Peru) p;rticipated in this clear-
ing arrangement; only a small pdrtion of the respective claims of these

countries, however, was presented for settlement through the clearing

system. }/

Water Transport Agreement

‘During 1966, the IAFTA members concluded an agreement concerning
the transportation by water of commodities traded within the region.
By the end of the year all LAFTA countries had signed the agreement
but none had yet ratified it. The agreement was to become effective
60 days after it was ratified by the last of five LAFTA members.

Under the agreement, cargo resulting from intra;LAFTA trade was
to be reéerved chiefly to flag vessels of the IAFTA nations; vessels

of non-IAFTA countries would be permitted to carry such cargo if

1/ In 1965, the central banks of these six countries had entered
into a series of bilateral agreements among themselves which arranged
for reciprocal credits in decllars,
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needed to supplement IAFTA vessels. The provisions of the agreement
.were to apply to all LAFTA trade, not just to the government-sponsored
portion thereof as had been provided for in earlier agreements. The
agreement also called for the creation of a IAFTA shipping conference
with broad powers to establish freight rates. Membership in the con-
ference was to be mandatory for all carriers engaged in intra-ILAFTA

trade.

Escape Clause Actions

During 1966, Argentina, Colombia, Ecuador, and Uruguay invoked
article 25 of the Treaty of Montevideo, which permits a member tq escape
from its commitments, either to protect its balance-of-payments position
or to prevent serious repercussions on industries deemed important to‘
its economy. In such circumstances, the member was permitted to with-
draw its concessions on products on its national list; it must give
90-day notice and furniéh adequate compensation (i.e., concessions, or
other commodities). Argentina's escape clause action applied to only
one product--watermarked paper; it was terminated on December 31,-1966.
The actions taken by the other three countries involved the imp03ition
of a vériety of nontariff restrictions such as exchange controls, pre-
payment requirements for imports, and partial or total prohibition of
imports of products on the country's national list, rather than changes
in the rates of import duties. These restricfions were applicable to

imports from all countries on a nondiscriminatory basis.
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Miscellaneous Developments
During 1966, the countries of the LAFTA cooperated on a number of

projects related to the ultimate establishment of a common market.

Development of rules of origin

At their Sixth Annual Conference in May 1966, the LAFTA members
agreed on certain '"rules of origin"; only commodities which were deter-
mined %o be of LAFTA origin were to benefit from concessions and other
privileges granted by LAFTA countries to each other's products. The
following products were to be considered of LAFTA origin:

(a) Products that were produced in a IAFTA country and
made exclusively of materials originating in LAFTA
countries;

"(b) Products that were manufactured in a LAFTA country
and made in whole or in part of materials imported
from third countries, provided the manufacturing
process in the LAFTA country increased their "value
added" by at least 50 percent and changed their
character so that they would be included under a
different category in the ILAFTA uniform tariff
classification 1/ from the one that applied upon
their entry into the region.

(¢) Products that were assembled in a LAFTA country, pro-
vided the c.i.f. value of components imported from
third countries was equivalent to no more than 50
percent of the value of the finished product.

The IAFTA countries agreed to reexamine periodically the rules of origin;
they anticipated that the LAFTA-content requirements might be made more

rigorous as intra-IAFTA trade developed.

1/ See bp. 169 of this report.
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Proposed mechanism to resolve tariff disputes

At their Conference in December 1966, the IAFTA Foreign Ministers
signed a Protocol which would provide for the arbitration of disputes
arising between members. The terms of the Protocol had been.negotiated
by the legal advisers of the ILAFTA governments at a meeting held at
Montevideo in May 1966. Under thé Protocol, which was to become effec-
tive on ratification by the member-countries, an arbitration board
would be established, consisting of three members appointed by a two-
thirds vote of the LAFTA countries. Each member of the board was to
have veto power. The Treaty of Montevideo had not provided for either
voluntapy or compulsory arbitration of disputes arising between LAFTA

members.

’Uniform tariff nomenclature

During 1966, a uniform tariff nomenclature based on the Brusselé
model but adapted to tﬁe requirements of the LAFTA became effective
throughout the area. ;/ The new nomenclature was to be used as both
a tariff schedule and a statistical classification. The adoption of a .
common tariff nomenclature was an essential part of the develoﬁment of

TAFTA's common external tariff.

Cooperation with the Central American Common Market

In December 1966, the IAFTA Council of Foreign Ministers directed
the Permanent Executive Committee to establish regular channels of com-

munication with the Central American Common Market. The Foreign Ministers

1/ Resolution 88 of the Executive Committee of the IAFTA, May 26, 1966.
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suggested that information on developments within the 2 regional organi-
zations, as well as views respecting measures to attain eventually the
economic integration of all Latin America, should be exchanged. The
Executive Committee was directed to report on the progress made in this

respect at the Council meeting in 1967.

New Members

On September 1, 1966, Venezuela became the tenth member of the
IAFTA, following its ratification of the Treaty of Montevideo. 1/ Vene-
zuela attended LAFTA's Sixth Annual Conference during October-December
1966, but was unable to participate with the other members in the tariff
negotiations. Accordingly, LAFTA scheduled a special session to be held
in mid-1967, at which time Venezuela was expected to present its list of
‘tariff concessions to be exchanged for the concessions already made by
the other LAFTA members. 2/

At the Conference of LAFTA Foreign Ministers held in December 1966,
Bolivia formally indicated its intention to become the eleventh member
of the IAFTA. At their Sixth Annual Conference in 1966, the IAFTA
members had agreed to accord Bolivia the status of a "less-developed"

member country as they had done for Paraguay and Ecuador.

l/7Venezuela assumed all obligations of ILAFTA membership one month
after this ratification.

g/ Venezuela could not avail itself of the existing IAFTA concessions
until its concessions had been accepted and put into effect.
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CENTRAL AMERICAN COMMON MARKET

During 1966, the Central American Common Market (CACM) 1/ moved
closer to the attainment of its basic goals: virtual free trade within
the region, a common external tariff, and a common industrial policy.
Trade restrictiohs on a number of important products, however, were
still being maintained at the end of the year. Both intra- and extra-
regional trade was substantially larger in 1966 than in 1965. During
the year, the CACM countries took steps to improve their eéonomic ties
with Mexico and Panama and agreed to grant preferential treatment to a

fellow-member--Honduras.

Elimination of Restrictions on Intraregional Trade

Restrictions on intraregional trade among the five countries of
the Central American Common Market (CACM) were further reduced during
1966. At the end of the year, nearly 95 percent of the products in the
common tariff schedule‘were free of intra-area trade restrictions; it
was expected, moreover, that the restrictions on nearly half of the
remaining products would be removed shortly.

On June 4, 1966, the treaty that established the Central American
Common Market had been in force for five years. That date also marked
the end of CACM's transition period during which the members had
achieved a substantial degree of freedom in intra-regional trade. The
CACM members had abolished trade restrictioné on intra-area trade in

more than 1,200 of some 1,300 items in the Uniform Central American

l/’The Central American Common Market is composed of Guatemala, El
Salvador, Honduras, Nicarague, and Costa Rica. It became operative in

June 1961.
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Customs N0menclatufe (MAUCA) l/; they plagned to remove shortly the
trade restrictions applicable to about haif of the remaining items. g/
In spite of CACM's marked achievemengs, intraregional trade in
- 1tems on which restrictiéné were yet to-be removed accounted for about
20 percent of aggregate intra-area import; in 1966; duty collections on
such trade provided about 25 percent of tﬁe members' total customs rev-
enues. The articles still subject to duty included several important
products suchvas sugar, coffee, cheese, alcoholic beverages, matches,
ﬁheat flour, cotton, tobacco products, live animals, paper goods, and
rubber tires and tubes. By the end of 1966, moreover, it appeared that
thé elimination of intraregional trade festrictions on a few of these
brodﬁcts (e.g., coffee, sugar, rum, and ethyl alcohol) could not be ex-

pected to occur before 1970, when all intraregional trade was to be

free of restrictions.

Common External Tariff

By the end of 1966, ne;rly 85 percent of the items listed in the
NAUCA were subject to CACM's common external tariff, i.e., the'members
applied uniform duties on imports of such items from third countries.
The CACM countries, moreover, had agreed on common rates of duty for a
large number of the remaining items; all articles were to be subject to
uniform duties by 1970, The tariff items to which the common external tar
1ff did ﬂot abply at the close of 1966 accounted for more than a fourth

of the value of CACM's imports and customs revenues; articles remaining

_hl/*Nomenclatura Arancelaria Uniforme Centro America.
g/ The trade restrictions removed included customs duties, import
quatas, and export controls.
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subject to duty included transportation equipment, electrical appliances,

crude and refined petroleum, and certain agricultural products.

Common Industrial Policy
During 1966, the CACM countries made little progress in regional
industrial integration. Although they had adopted a Convention on>Fiscal L
incentives for Industrial Development, they had made little'use of its
provisions. In September 1966, however, they granted preferential
treatment to Honduras under the terms of the Convention.

The protocol benefiting Honduras permitted special financial and
technical assistance to be made available to new industfies established
in that country. New Hondﬁran industries were to be exempt from duties
on imports of essential raw materials and manufacturing equipment;
they also were to be exempt from taxation on income for a longer period
than similar industrigs in other CACM countries. This preferential
treatment was approved as a means of helping to raise the level of in-
dustrial development in Honduras to that of the other CACM countries.

Expansion of Intraregional Trade and Trade with the
United States

The elimination of intraregional trade restrictions by the CACM
countries during the transition period contributed materially to the
expansion of trade between its member countries. This growth in intra-
erea trade continued through 1966. During the period 1961-66, annual
intraregional trade increased nearly 4 times in value, while exports

to the United States rose by a half.
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Annual trade among the 5 CACM countries rose in value from $37 mil-
lion in 1961 to $176 million in 1966. 1/ 1In 1966, the value of intra-
régional trade exceeded that of 1965 by $h0 million. The share of
CACM's total trade accounted for by intraregional trade increased from
sbout 7 percent in 1961 to 18 percent in 1966.

Expofts from the CACM countries to the United States increased in
value during each year of the transition period. The same was true of
importé from the United States. Exports to the United States were
valued at $300 million in 1966 compared with approximately $200 million
in 1961. 2/ Imports from the United States increased from about $200
million in 1961 to $350 million in 1966.

In 1966, the CACM countries incurred a trade deficit in their
extraregional trade, as they had done in several previous years. The
deficit resulted primarily from the heavy importation of raw materials
and capital goods required for -implementation of the region's programs
of industrial diversification and economic development. The CACM cbun—
tries planned to continue these programs; they expected the trade defi-
cit to persist after 1966.

Central American-Mexican Economic Cooperation
During 1966, proposals were made to strengthen CACM's economic ties
with Mexigo—-a leading member of the IAFTA. Early in the year, CACM and

Mexico established two joint commissions to study ways to increase

1/ Total imports of the five countries.
_/ Principal CACM exports to the United States are coffee, cotton,
bananas, and sugar.
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economic cooperation between the two areas, but particﬁlarly to assist
the governments of the respective countries in drawing up trade and
investment agreements.
The joint commissions recommended closer collaboration between
both the private ﬁnd the public sectors of the two areas. They urged
Mexico to participate with the CACM countries in making joint invest-
ments in industries to be established within the CACM. Commodities pro-
duced by such industries were to be admitted into Mexico either duty-
free or at preferential duty rates. The commissions further .recommended
that (a) Mexico should establish industries that would utilize CACM raw
materials or semi-processed products; (b) Mexico should permit the duty-
free entry of such products, while CACM should grant preferential rates
. of duty to the finished products exported from Mexico; and (c) Mexico
should reduce its import duties on most CACM products, while CACM should
continue to apply to most Mexican products the same duties levied on im-

ports from all third countries.

Participation of Panama in Central American Councils
On June 17, 1966, the Foreign Ministers of the CACM signed a spe-
cial Protocol approving Panama's participation in the work of three sub-
gsidiary agencies of the Organization of American States (ODECA)--the
Central American Councils for: ILabor and Social Welfare; Public Health;
and Tourism. By the end of the year two CACM countries had ratified

the special Protocol and the other 3 were expected to do so in 1967.
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* In September 1966, Panama established a special commission to
study whether Panama should seek accession to the CACM. Later in the
month the commission recommended that Panama join the Central American
Common Market and participate fully in its program of economic integra-

tion. Panama did not initiate further action by the close of the year,
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Chapter 4

The European Free Trade Assoclation

INTRODUCTION

On January 1, 1967, the members of the European Free Trade Assoc-
iation (EFTA) 1/ achieved virtually complete freedom of trade among
themselves in iqdustrial products. The éttainment of such free trade
marked the completion of a transitional period which had been initi-
‘ated in May 1960. The Tariff Commission's reports on the Operation
of the Trade Agreements Program published in the 1960's g/ provide a
record of the deliberations and actions by the EFTA members during the
transitional period. The reports also describe the continuing,‘but un-
successful, efforts by these countries to attain an even broader
measdre.of European economic integration through affiliation with the
European Economic Community (EEC). Inasmuch as the Commission's re-
ports have been annual in character, they each provide an account of -
only part of the Association's operations and achievements. Since
EFTA virtually attained itg objectives on January 1, 1967, the follow-
ing chapter in this report presents an integrated review of its
development.

* One of the most significant develpments in internétional érade
since World War II has been the establishment of regional economic
arrangements, first in Eurobe and, soon thereafter, elsewhere. The
European ECOAOmic Community (1958), the European.Free Trade Associa-
Ation (1960), the latin American Free Trade Association (1960), and

the Central American Common Market (1961) have materially influenced

1/ Henceforth EFTA may also be referred to as '"the Association.”
g/ Operation of the Trade Agreements Program, 13th through 17th
reports.
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the commercial policies and foreign trade of their member countries.
The movement toward such gconomic cooperation and integration con-
tinues to be strong. Thg participants generally expect that a substan-
tial relaxation (or the complete elimination) of restrictions on trade
within the regional area will not only foster a wider exchange of com-
modities among the member countries, but also enhance their ability to
tréde competitively with the rest of the world.

Mdst countries with which the United States has trade agreements--
either through their membership in the General Agreement on Tariffs and
Trade (GATT) or on a bilateral basis--are members of a regional eco-
nomic arrangement. The U,S. foreign trade has become increasingly
‘affected by the commercial policies adopted by these regional groups
. and by the impact of these policies on international trade.

On January 1, 1967, one of these regional groups--the European
Free Trade Association--reached a milestone in its development. On
that date the seven full members of the Association--Austria, Denmark,
Norway, Portugal, Sweden, Switzerland, and the United Kingdom--took '
the final step to abolish their remaining duties and quantitative re-
étrictions on trade among.themselves in industrial goods. l/ The
EFTA thus became the first free-trade area, g/ formally organized as

such, to have achieved its goal.

l/'Finland, the eighth and only member in associate status, was
scheduled to abolish most of its industrial duties one year later.

g/ A free-trade area comprises two or more customs territories
which eliminate import duties and other trade restrictions on sub-
stantially all trade between themselves in products originating
within the territories. Each participant, however, retains its
own tariff on imports originating in nonparticipating territories.
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During a transitional period, 1960-66, EFTA functioned as a pref-
erential trading system. Intra-area trade grew steadily during those
interim years; the trade of the EFTA members with third countries, in-
cluding the United States, as indicated later, was materially altered.
The changes in ihternational trade resulting from EFTA's establishment
were expected to become more extensive with the emergence of the free
trade area,

The Assocliation is discussed herein in three main sections as
follows: EFTA in broad international context; the elimination of
intra-EFTA trade restrictions; and changes in the trade patterns of
EFTA countries. The discussion that follows covers the activities of
EFTA during 1960-66, generally referred to as the "transitional period,"

. which ended with the creation of the free trade area.

EFTA IN BROAD INTERNATIONAL CONTEXT

EFTA has been a pﬁrt of the postwar movement in Western Europe
toward political and economic integration. After World War II, the
first major step toward the economic integration of Western Europe was
the establishment of the Organization for European Economic Coopera-
tion (OEEC). The OEEC was created in 1948 to implement the Marshall
Plan, which was designed to promote the economic recovery of Europe
after the War. Through cooperative effort, the 18 OEEC members ;/

removed two major barriers to Western European trade--the lack of a

;/ Austria, Belgium, Denmark, France, the Federal Republic of Ger-
many, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway,
Portugal, Sweden, Switzerland, Turkey, the United Kingdom, and the -
Anglo-American Zone of the Free Territory of Trieste.
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muitilatergl payments system, l/ and the prevalence of quantitative
trade restrictions.

Import duties constituted a third important obstacle to the post-
_war expansion of European trade. To cope with this obstacle, the Euro-
pean Customs Union Study Group had been established in 1947, even be-
fore the OEEC was organized. g/ The Study Group and latef the OEEC
undertook to study the possibility of creating one or more European
customé unions. The OEEC countries, however, were unable to agree on
the scope and purpose of European integration. Six OEEC countries
adjacent to one another--Belgium, France, the Federal Republic of Ger-
many, Italy, Luxembourg, and the Netherlands (the Six)--sought a de-
gree of economic cooperation surpassing that acceptable to the other
OEEC members. 1In 1951, these countries joined together to form the
European Coal and Steel Community--é customs union confined to trade
in iron ore, scrap, coal, and steel, within their combined territories. g/
Four years later (1955), the same participants agreed to remove grad-
ually all barriers on trade among themselves and to establish a common
external tariff on all imports from third countries. Their ultimate

goal, however, was to integrate the six countries into a full economic

l/ In 1950, the OEEC resolved this problem by creating the European
Payments Union (EPU).

_/ A noteworthy achievement of this group was the Brussels Nomencla-
ture, which currently is used as a basis of the customs tariffs of
more than 115 countries.

%/ A customs union comprises two or more customs territories which
(1) eliminate import duties and other trade restrictions on substan-
tially all trade between themselves in products originating in the
territories, and (2) apply a common external tariff on imports from
nonparticipating territories.
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union l/ in which labor and capital, in addition to commodities, would
move freely. The economic, financial and social policies of the mem-
ber countries, moreover, would be coordinated by supra-national insti-
tutions; these common undertakings were intended eventually to result
in political as Qell as economic integration.

The rest of the OEEC countries did not wish to go as far as the
Six in integrating their economies. They were concerned, however,
about the possible emergence of a "little Europe"; they feared that
the Community would become an "inward-looking" organization seeking to
achieve economic self-sufficiency. The OEEC countries for which the
markets of the Six were significant were particularly concerned that
the prospective tariff discrimination by the customs union would ad-

. versely affect their exports to the six countries. They sought, there-’
fore, to participate in that part of EEC's program which would result
in the removal of restrictions on trade among the participants.

At a meeting of the OEEC Council in 1956, the United Kingdom ad-
vocated that a European free-trade area be created to embrace all OEEC
countries, The proposal envisaged the gradual abolition of all tariff
and other restrictions to trade (at least in industrial goods) among
the member étates; each state, however, would retain the authority to
determine its tariff levels and trade policies applicable to imports

from third countries. In the view of several OEEC members, this

l/ An economic union not only incorporates the attributes of a cus-
toms union, but it also provides for the elimination of restrictions
on the movement of labor and capital between the participating cus-
toms territories and for the harmonization of designated national
economic policies and institutions (e.g., common labor laws, common
agricultural policies, common banking institutions, etc.)
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prdposal did not conflict with the plans of the Six for a more ambi-
tious form of integration. The proposal by the United Kingdom was
discussed by an inter-governmental commitfee sponsored by the OEEC
(the so-called Maudling Coﬁmittee), but it soon became apparent that
the Six (particularly France) did not wish to participaté in the sug-
gested free-trade area. 1In-part, the Six apparently feared that the
mére extensive form of integration, which they favored, might be weak-
ened-if their Community participated in a broader free-trade
association.

The European Economic Community (EEC) ;/ was formally established
on January 1, 1958, while the negotiations on the United Kingdom's
proposal were still in progress; eventually, in December 1958, the
negotiations regarding the establishment of an OEEC-wide free-trade

area were discontinued.

The Eétablishment and Consolidation of EFTA
Soon after the establishment of the European Economic Community, a

group of seven countries--Austria, Denmark, Norway, Portugal, Sweden,
Switzerland, and the United Kingdom (often referred to as the "Seven")
-~decided to.explore the possibility of forming a free-trade area
among themselves, Their discussions, concluded in Jgnuary 1960, re-
sulted in the signing of the Stockholm Convention--the constitutional
document.of the new organization., The Convention provided for the

establlishment among the Seven of a free-trade area for industrial

1/ Henceforth the EEC will also be referred to as "the Community."
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products to be known as the European Free Trade Association (EFTA).
The Association came into being in May 1960, about 2-1/2 years after
the EEC had begun its operations. In June 1961, Finland Joined the |
Seven as an associate member. }/

The eétabl¥shment of EFTA signified the appearance of a second
major trade bloc on the Western European scene. The characteristics
of the two blocs, however, differed materially from one ﬁnother. The
EEC was created by adjoining countries that had had extensive commer-
cial ties with one another before their association, The EFTA coun~
tries, on the other hand, were geographically scattered; only the four
Scandinavian countries formed a physical region. Moreover, before the
establishment of their association, the EFTA countries had materially
weaker commercial ties with one another than did the EEC countries;
in fact, they had closer ties with the EEC members than with one
another. 2/

One of the principal cohésive factors among the EFTA countries
was the ménner in which their foreign trade was likely to be affected
by the creation of the EEC. In varying dégree, they each feared that
their trade was threatened by fhe EEC's existence, but they had dif-
fering reaéons for not wishing to participate in the Community on

terms acceptable to the latter. The United Kingdom was determined to

1/ Finland enjoyed the same rights as the full members. By July
1964, it had assumed most of the obligations of the Association. It
was allowed, however, to follow a slower timetable for removing its
import barriers against the products of other EFTA members.

2/ As late as 1965, EFTA's trade with the EEC exceeded intra-EFTA
trade both in value and percentage; see pPpP. 209,
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rétain its system Qf preferences with the countries of the Commonwealth
an& was reluctant to adjust its agricultural policy to the common agri-
cultural policy envisaged by the EEC. Switzerland and Swe@en, tradi-
tionally neutral countries, were apprehensive of the supra-national
character of the EEC's iﬂstitutions and the projected economic and po-
litical integration of its members. Austria's commitment with the
U.S.8.R. in 1955 to maintain a status of neutrality precluded it from
joining the EEC. 1/ Norway and Denmark, while less opposed to EEC mem-
bership than most other EFTA members, were heavily influenced by the po-
gsition of Sweden with which they were intermiftently discussing the pos-
sibility of establishing a "Nordic Customs Union." Moreover, the flexi-
bility afforded by‘a free-trade arrangement, eépecially in trade with
third countries, appealed to all the EFTA countries; the system would
: not require the members of the Association to adjust their schedules
of import duties to & tariff schedule common to all. Each member would
be free to retain its own level of tariff protection.

An important motivating factor in the creation of EFTA was that

of enhancing the bargaining power of its members in negotiations for
the establishment of a European trading system that would include both
the EEC and EFTA. In all likelihood, EFTA members hoped to exert pres-

sure on the EEC by confronting it with the possibility‘of trade dis-
crimination by another European regional group. With Western Europe
divided into two such blocs,‘the trade advantages tha£ an EEC
member expected to enjoy in the markets of its partners might be

offset, at least partly, by,disadvantages in the markets of EFTA

- 1/ The State Treaty of Austria prohibited both direct and indirect
political or economic union with Germany and, therefore, stood in the
way of full membership for Austria in the European Economic Community.
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countries. EFTA thus hoped to influence the EEC to give favorable con-
sideration to the creation of an association encompassing all Western
European countries.

EFTA did not hold out much promise, therefore, of enduring in its
original form. Various of 1ts proclamations revealed that the Associ-
ation considered its duration to be temporary--that it was.'designed
specifically to further the establishment of an overall European trad-
ing system. Moreover, during 1961 and 1962, with the full approval of
EFTA, each member country (except Finland), despite an initial reluc-
tance respecting affiliation with the EEC, applied for either full or
associate membership. Only limited work was devoted to intra-EFTA
matters during this phase of the Association'é existence, especially
. after October 1961, when the negotiations for British entry into the
EEC began in Brussels.

The breakdown of the British-EEC negotiations in January 1963,

. stemming from the French veto of the British petition, marked a turn-
ing point in EFTA's development. The United Kingdom's failure to en-
ter the EEC caused the other EFTA countries to suspend their negotia-
tions to join the Community. l/ There followed a period of internal
consolidatidn, which made EFTA assume its permanent character. In

May 1963, the EFTA Council g/ met in Lisbon, to review the major

l/ Austris was the only EFTA country that continued its negotiations
with the EEC; it 4id so apparently because of its close links with the
Community. , :

2/ The Council is the only institution of EFTA that was formally es-
tablished by the Stockholm Convention. It is essentially a forum in
which the representatives of the member states, each having one vote,
consult and act together. The Council created a Secretariat, several
standing committees, and ad hoc working groups to provide assistance
in its work.
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provisions of the Stockholm Convehtion. During that meeting, the min-
isters of the member countries agreed on a nuﬁber of important issues
regarding the implementation of the Convention; they agreed, among
other matters,to acceleréte the timetable for the elimination of trade
restrictions. Although the imposition of a British surcharge on im-
ports of industrial goods in October 196k 1/ was a setback in EFTA's
deﬁeiopment, the member countries proceeded toward their objective
according to plan and became a free-trade area on January 1, 1967.

In 1965 the EFTA ministers decided to take the initiative again
to "build a bridge" between the two organizations. At a ministerial
meeting held in Copenhagen, EFTA invited the EEC to discuss various
matters concerning their mutual tradej; this effort, however, produced
" no tangible results. By the end of 1966, the United Kingdom had decided
to make another attempt at joining the EEC. At the close of 1967
(January 1968) the renewed bids of the United Kingdom, Denmark, Norway
and Sweden were being considered by the EEC, The desire of EFTA coun-
tries to establish links with the EEC, however, varied considerably
from member to member. Finland, Portugal, and‘Switzerland showed dis-

tinctly less .interest than the rest of the EFTA members.

EFTA and the GATT
All of the EFTA countries are markedly dependent on foreign
trade. g/ This dependence was one of the chief factors prompting the

establishment of the Association, and encouraging the EFTA countries

1/ See pp. I94-95.
2/ See pp., 206-07.
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to try to expand their trade system to encompass the countries of the
European Economic Community. The formation of a broader, regional
arrangement that would incorporate all countries of Western Europe
appeared to be the most effective way to safeguard EF&A'S trade with
these countries. The EFTA countries, however, were also greatly in-
terested in developing their trade with other potential trading part-
ners. They tried to accomplish this by participating actively in the
trade-development programs sponsored under the General Agreement on
Tariffs and Trade (GATT).

The commercial policies inherent in regional economic arrangements,
such as the EFTA, were not altogether consistent with those on which the
General.Agreement on Tariffs and Trade (GATT) was based. GATT's
approach to trade expansion was based on principles of multilateralism
and non-discrimination, whereas that.of regional arrangements was dis-
criminatory toward third (extra-regional) countries. Nonetheless, the
GATT permitted the formation of regional systems--customs unions and
free-trade areas--on the premise that the operation of such systems
would be beneficial to world trade. The Contracting Parties to the
GATT believed that, in addition to the significant expansion in intra-
area trade, commerce with third countries would also increase by vir-
tue of properly organized free-trade arrangements; such regional
arrangements were expected to generate additional demand for commodi-
ties as a result of the improved economic performance of the member
countries. It was believed that this new demand for the products of

countries outside the region would more than offset the effect of the
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newly authorized diécrimination. To prevent this discrimination from
becoming excessive, the GATT provided, in effect, that the discrimina-
tory customs treatment applied by a regional arrangemenf must be the
result of either a reduction or elimination of import duties in intra-
area trade, rather than the imposition of higher duties on products
imported from outside the region. 1/

| To receive formal recognition by the GATT, EFTA had to satisfy
the Confracting Parties that its objectives and program were compati-
ble with the provisions of the General Agreement. For this purpose,
the Association had been required to meet the criteria specified above,
which were set forth in article XXIV of the General Agreement. -The
Contracting Parties appointed a working party to examine and report
'back on the provisions of the EFTA Convention. Thereupon, the Con-
tracting Parties at their 17th Session, in November 1960, adopted
draft conclusions which, in essence, endorsed the intention of the
signatories of the Stockholm Convention to form a free-trade area with-
in the meaning of article XXIV, At the same time the Contracting
Parties resgfved their right to take whatever action was permitted by
designated procedures of the General Agreement against the trade of the
EFTA countries, if measures taken by the EFTA should conflict with the‘
Agreement. BSince the adoption of the draft conclusiods, EFTA has kept

the Contracting Parties informed on its activities by submitting annual
; : .

_reports.

l/'More specifically, the import duties and other trade controls im-
posed by the regional system on imports from third countries were not
to be higher or more restrictive than the import duties and trade con-
trols that had prevailed before the formation of the group.
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Because of its dependence on foreign trade, the EFTA was anxious to
reconcile its regional activities with the provisions of the GATIT and
to cooperate with the members of that organization in efforts to ex-
pand world trade. Among the major objectives provided in the Stockholm
Convention was that the EFTA should "contribute to the harmonious devel-
opment and expansion of world trade and to the progressive removal of
barriers to it." 1/ During the course of numerous negotiations under
the GATT, EFTA members had individually acted in accordance with their
declared objective. They participated in the Kennedy round, and sup-
ported its main objective--a SO percent across-the-board (linear) re-
duction in import duties, with a minimum of exceptions thereto. g/
Early during the Kennedy-round negotiations, five EFTA members--Austria,
. Denmark, Norway, Sweden, and Switzerland--announced that they would ask’
for no exceptions from the stipulated tariff reductions, provided they
were accorded reciprocal treatment. Finland and the United Kingdom,

moreover, submitted only short lists of exceptions. §/ In general,

during the course of the Kennedy round, the EFTA countries were more
willing than most GATT members to reduce their tariff barriers to im-

ported goods.

_ ;/'The European Free Trade Association, Convention Establishing the
European Free Trade Association, December 1963, Article 2.

g/ The EFTA countries participated in the Kennedy round of negotia-
tions individually, since each of them had a separate tariff system.
The four Nordic countries, however, chose to be represented by a com-
mon delegation in the last months of the negotiations.

;/ Portugal was in a special category and was not required to sub-
mit a list.
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ELIMINATION OF INTRA-EFTA TRADE RESTRICTIONS

The Stockholm Convention laid down, among others, two general
goals for the European Free Trade Association: 1/

To promote in the areé of the Associétion and in each

member state a sustained expansion of economic activity,

full employment, increased productivity and the rational

use of resources, financial stability and continuous im-~

provement in living standards;

To assure that trade between the member states takes

place under conditions of fair competition on terms as

nearly equal as possible.

To attain these objectives, the EFTA chose to establish a free-trade
area, rather than a customs union, The EFTA members did not envisage
the formation of a common external tariff schedule--one of the main
features of a customs union and, thereby, of the EEC. Thus, the basic .

feature of the Association was its plan for the progressive elimina-

tion of obstacles to the free flow of commodities within its territory.

Industrial Commodities
For various reasons that are explalned later, the EFTA countries
declided to exclude agricultural and marine products from the broad
range of commodities for which the free trade area was to be created.
Accordingly,'the application of the envisaged free-trade provisions
was to be limited to products which were considered "industrial." 2/
The EFTA members concerned themselves with the elimination of

both import duties and nontariff restrictions on trade in industrial

1/ Convention, op. cit., Article 2,

g/ By EFTA definition, all goods are consldered to be industrial,
except those specifically designated in annexes D and E, respectively,
of the Stockholm Convention as "agricultural" or "fish and other
marine" products.
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Products among themselves. In this report, the nontariff barriers
are discussed in terms of (1) quotas, (2) administrative and technical
requirements (3) rules of competition--a group of provisions designed

to assure "conditions of fair competition."

‘Import duties

EFTA was founded by countries having differing levels of tariff
protection, ;/ To attaln a free-trade area, the EFTA members agreed
to remove gradually all import duties on industrial products traded
within the region. They decided to achieve this goal by means of suc-
cessive, across-the-board reductions in import duties £o be éffeéted
on given dates. The_Stockholm Convention established a timetable by
scheduling the dates after which import duties were not to exceed a
. stated percentage of the "basic duties.” 2/ The original timetéb;ev
paralleled that of the EEC, thus making it easier for the two organiza-
tions to negotiate an égreement any time later. It called for complete
removal of import duties on products of EFTA origin by 1970, i{e.,'
within a decade. At an EFTA ministerial meeting in Lisbon in May 1963, -
however, the member countries agreed to shorten the schédule to‘accgrd
with action taken by the EEC earlier. The new EFTA timetable advanced
the date by which customs duties on intra-EFTA trade would be elimi-

nated to January 1, 1967, 3 yéars ahead of jthe original target date

1/ The tariffs of Austria, Finland, Portugal and the United Kingdom
were generally considered to be relatively high, while those of Norway,
Denmark, Sweden and Switzerland relatively low.

g/ Basic import duties were those in effect in member countries on
January 1, 1960.
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and 1-1/2 years ahead of thefﬁEC objective. 'The EFTA largely achieved
its goal on that date ;_1/ it thereby hecame the first regional economic
group to have succeeded in establishing a free-trade area for most in-
dustrial products.

Because EFTA members retained their own customs duties on imports
from third countries, appropriate safeguards were adopted to prevent
the entry of merchandise from third countries into a "low-duty" member
countr& and then the reshipment of it free of duty to a "higher-duty"
member country. The Stockholm Convention set forth "rules of origin" to
ensure that the priviledge of free entry would apply only to goods
originating in EFTA countries. Under those rules, the "EFTA origin"
of imported goods could be established on the basis of either of two
criteria, PFirst, under a so-called percentage criterion, a commodity
is considered to be of EFTA origin if the value of materials contained

therein which originated outside the area is equivalent to less than

y _/ The free-trade commitments did not yet apply completely to some
EFTA countries and to certain industrial products. Portugal, for ex-
ample, still maintained import duties on specific industrial commodi-
ties accounting for over 50 percent of its imports from other EFTA
countries. Duties on these items amounted to 60 percent of their
basic rates and were scheduled to be removed by 1980. Finland's du-
ties on intra-EFTA trade generally were 10 percent of the basic rates;
for certain specific products, such as textiles, footwear and certain
iron and steel products, its duties were 30 percent of the basic rates,
Norway was given permission to proceed more slowly than required by
the timetable with the reduction of its duties on a Selected list of
products; these articles accounted for about 3 percent of its total im-
ports from EFTA countries. Austrla and Switzerland were authorized to
maintain customs duties on a few processed foodstuffs for a limited perio
of time. The above exceptions did not, however, significantly affect
the scope of the free trade arrangement that came into being on Jan, 1,
1967; the trade involved amounted altogether to not more than a few
percent of total intra-EFTA trade. EFTA had also permitted the reten-
tion of a number of "revenue duties."
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50 percent of the export price of such commodities, l/ Second, under

a so-called process criterion, a commodity is considered to be of EFTA
origin, ilrrespective of the sources of the materials contained tﬁerein,
1f produced in one of the EFTA countries'by one of a specified group of
processes g/such'as "alloying" or "manufacture by chemical transforma-
tion." EFTA's "rules of origin" appear to have worked effectively.
Although member states were permitted to petition the EFTA Council for
relief if they deemed that injury had resulted from the operation of the

origin system, no member state had done so by the end of 1967.

In October 196k, EFTA's program of eliminating intra-area customs
. dutlies suffered a serious setback when the United Kingdom, confronted
with balance-of-payment difficulties, unilaterally imposed a customs

" surcharge of 15 percent ad valorem on all imports, except entries of
basic raw materialé, foodstuffs, and unmanufactured tobacco. The sur-
charge applied to such U.K. imports regardless of their origin;

it applied to about a third of the imports in the United Kingdom from
the other EFTA members. The EFTA countries were particularly concerned
because (a) the surcharge in many instances more than offset ﬁll duty
reductions that had been implemented by the United Kingdom pursuant.to
the EFTA program and (b) it affected most items covered by the tariff-

dismantling provisions of the Stockholm Convention. EFTA members were

;7 Certain basic materials, even if the latter are imported from third
countries, are regarded as being of EFTA origin. The materials concerned
are those listed in the basic materials list of the Stockholm Convention,
Annex B, Schedule III. :

g/ The processes concerned are those listed in the list of qualifying
processes of the Stockholm Convention, Annex B, Schedules I and II.
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sharply critical of the United Kingdom for not having consulted with

them before the surcharge was introduced. At their meeting of Novem-

~ ber 196&, in an attempt to prevent similar actions by a member in the
future, the EFTA memberg established a permanent Economic Committee,

_which they charged with the task of considering balance-of—payments
difficulties of member states and proposing means of dealing with
these difficulties.

In response to criticism from the EFTA countries, the British
Government explained that the import surcharge had been imposed as an
emergency meaéure and that it would be removed as soon as circumstances
warranted. In April 1965, the surcharge was reduced from 15 to 10 pér-
cent and in November 1966, it was removed altogether. Hence, the im- .
position of the surcharge by the United Kingdom did not delay the vir-
tual establishment of free trade throughout the EFTA area by January

1967.

Quotas
Before EFTA was established, every state that subsequently became

a member maintained some import quotas on industrial goods; such quotas,
however, affected only a small part of the aggregate trade in indus-~
trial products between such states. As in the case of import duties,
thé Stockholm Convention proyided for the progressivé elimination by
1970 of all quotas on imports of industrial products from the member
states. At their meeting in Lisbon in May 1963 the EFTA members agreed

to advance the date for the attainment of this objective to January 1967
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to coincide with that of the abolition of customs duties in intra--
member trade.

The Convention provided that the member states would increase the
"initial quotas? 1/ vy a minimum of 20 ﬁercent annually. By so enlarg-
ing them, it was expected that, by the time of the target date, thé
quotas would no longer be restrictive and could be abolished. The
change of the original target date from 1970 to 1957 did not require
the formal rescheduling of the original timetable; the EFTA members
had already expanded their initial quotas by more than the required
minimum and had abolished many of their quotas applying to intrg-EFTA
trade. In fact, by the middle of 1965, quotas no longer significantly‘l
restricted intra-EFTA trade in industrial products, and by 1967 nearly.

all of the quotas on intra-EFTA trade had been removed.

Administrative and technical requirements

Import restrictions other than tariffs and quotas‘caused the EFTA
members growing concern during the transitional period. This miscel-
laneous category of trade barriers included a number of nationel prac-
tices, which by their very diversity within the EFTA area, materiaily
hindered intra-EFTA trade in many types of commodities. The multi-
plicity of patent laws and industriél standards within EFTA, for exam-
ple, hampered trade in some products; the expensive and time-consuming -
process of filing separate applications for patents in each country, |

-and of obtaining separate approval from the approp}iate authorities to

1/ Initial qﬁotas were those applied by member states in July 1960.
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market the products in the respective countrigs constituted signifi-
cant obstacles to intra-EFTA trade. The EFTA members sought, therefore,
.to develop uniform patent regulations ahd uniform industrial standards
in the EFTA area. The Association preferred, however, to pursue this
objective in cooperation with third countries--i.e., to seek uniform
patent regulations and uniform industrial standards through the media
of broad international agreements that would encompass more than the
EFTA'mémbership. EFTA working parties, therefore, undertoock to in-
vestigate the possibility of EFTA's participation in an EFTA-EEC (or
an even broadef international) system of patents, and of an EFTA-EEC
collaboration in developing uniform industrial standards, in addition
to the possibility of purely intra-member cooperation in these two
fields. The working parties identified the possible forms of such

~cooperation. A more detailed survey of these is presently under way. -

Rules of competition

The Stockholm Convention recognized fhat the atfainment of a
free-trade area would require not only the removal of intra-area
customs duties and other restrictions, but also the establishment of
"conditions of fair coﬁpetition;" 1/ In £he Convention, the members
agreed to a series of principles--the so-called "rules of competi-
tion" 2/; they left the specific provisions for their implementation,
however, to be worked out later in the light of EFTA experience. Con-

sistent with the general concept of a free-trade area, the "rules of

1/ Convention, op. cit., article 2(b).
- 2/ Ibig, articles 13-17.
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competition" did not aim at harmonizing the conditions under which the
production and marketing of products occurred in the member states.
The rules endeavored to abolish the distortions of competition that
had resulted from the use of protective or discriminatory measures by
member governmen£s and privéte organizations,

The "rules of competition" specified in the Convention were the
following:

Government aid to exporters.--The Convention forbade the

granting to exporters of certain types of government aid, such as di-
rect subsidies and the remission of direct taxes. Such aid was deemed
to be incompatible with fair competition within the EFTA area.

Discriminatory procurement by government enterprises.--The

- Convention prohibited the use of discriminatory procurement and trad-
ing practices by government bodies and state-owned enterprises that
accorded nationals preference over producers in other EFTA countries;
they too were regarded as significant barriers to trade and incompat-
ible with fair competition. Instead, the Convention required that all .
products of EFTA origin be accorded equal treatment by all pubiic
organizations 1/ in the EFTA area. Public organizations accounted
for a significant part of the value of intra-EFTA trade.

Restrictive business practices.--Restrictive business prac-

tices were defined in the Convention as agreements between enterprises

that serve to prevent or restrict competition within the EFTA area, as

l/ Central, regional, or local government authorities and public -
enterprises. '
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well as actions by enterprises which took unfair advantaée of their
dominant position in the commerce of the area. 1/ The EFTA members
agreed to forbid such practices to the extent that they frustrated the
benefits that could be gained from the removal of customs duties and
guantitative restrictions. At the time that the Convention was being
drafted, all EFTA countries except Portugal were administering some
kind of national antitrust legislation.

Establishment rights.--The Convention provided that member

countries would assure non-discriminatory treatment to nationals of
EFTA countries that established or operated enterprises.in another mem-
ber country. The guarantee of non-discriminatory treatment applied
only to enterprises engaged directly in intra-EFTA trade; it did not

' apply to enterprises providing services, such as banks insurance com-
panies, and transportation concerns.

Dumping.~-Under the terms of the Convention, member states
are assured the right to protect themselves against dumped or subsi-
dized exports from other EFTA countries by applying appropriate
measures. 2/

During the EFTA's transitional period, the importance of the
"rules of competition" increased concurrently with the increasing
freedom of movement of commodities between the EFTA members. Mean-
while, the Association established working parties with mandates to

work out the proper interpretation of the rules of competition, as

}/'For the definition of restrictive business practices see: Con-
vention, op. cit., article 15, 1(a) and 1(b). -

27 This provision applies to non-industrini as well as industrial
products.



201

well as to examine the means available to member states for implement-
ing these rules. The reports of the working parties, submitted to the
Association during 1965-66, described the pertinent legislation and
practices in member countries and recommended steps to be takén by

the respective gdvernments to make such legislation and practices com-
patible with the EFTA's rules. By the end of 1967, the EFTA countries .
had completed the groundwork for action that woﬁld ultimately result

in the elimination of unfair competitive practices. Continuation of
this project was regarded by the EFTA members as one of the Associa-

tion's principal tasks.

Agricultural and Marine Products
The provisions of the EFTA Convention discussed thus far applied
.only to industrial commodities. A number of special provisions applied-
to agricultural and marine products and to the promotion of intra-area
trade therein. 1/

EFTA made a fundamental distinction between agriculfural and in-
dustrial products respecting the extent to which free area-widé_compe-
tition in such trade was desirable. In the case of industrial products,
free trade and competition was expected to channel the resources of mem-
ber countries to the most effective uses. It was deemed that the free
play of prices and income incentives would benefit the EFTA economy as
a whole as well as that of each member. The EFTA countries anticipated,

however, that area-wide free trade in agricultural products would

l/’The products considered by EFTA as agricultural or marine products
are identified in annexes D and E of the Stockholm Convention, re-
spectively.
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present grave problems to the Association. The EFTA countries, like
the EEC members, had followed differing national agricultural policies
that placed varying emphasis on a number of objectives, including:
fair living standards for farmers, l/ adequate supplies to consumers
at reasonable prices, and, in the traditionally "neutral" countries
(Switzerland and Sweden), a high degree of self-sufficiency. The in-
clusion of agricultural products among the items subject to the free-
trade brovisions would haveé required the replacement of the national
agricultural schemes by a common agricultural policy for the entire
EFTA region. Such integration was considered to be beyond the scope
of a free-trade area. By contrast, the EEC had extended its free-
trade provisions to agricultural goods and undertaken the task of for-
" mulating a common agricultural policy as part of developing an economic
union within its area.

Certain characteristics of EFTA's agriculture differed materially
from that of the EEC. The agricultural resources in the EFTA coun--
tries, unlike those in the EEC, did not add up to a fairly balanced
whole. In the EEC, the development of a commdn agricultural policy
afforded reciprocal advantages to all participants and ensured the
attaimment of a certain degree of regional self-sufficiency. In con-
trast, for most EFTA countries, the removal of intra-area trade bar-
riers on agricultural products would not have afforded sufficient bene-

fits to compensate for relinquishing their national agricultural

1/ The term "fair" generally meant that the incomes of efficient

farmers were reasonably comparable with those prevailing in the indus-
trial sector.
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schemes. Only Denmark and Portugal of the EFTA countries had been
heavily dependent on agricultural exports. Furthermore, even with
greatly increased efficiency in production, EFTA as a whole would
have remained heavily dependent on agricuitural supplies from third
countries.

It was apparent, therefore, that most EFTA countries were not in-
terested in giving up their national agricultural policies. Nonethe-
less, EFTA had obligations toward those of its members that depended
hegvily on agricultural exports; ;/ EFTA exporters of agricultural
products demanded that, in exchange for opening up their o&n markets
to industrial products of EFTA origin, they receive reciprocal advan-
tages in the form of improved access to EFTA markets for their prod-
-ucts. The predominantly industrial members of EFTA, howe#er, desired
to meet these obligations by methods other than by extending the freé-
trade‘piivileges to all agricultural products. They desired to grant
trade concessions to agricultural imports from their EFTA partners,
but to retain authority over their national agricultural policies.

EFTA, therefore, adopted two methods to achieve wider markéts for
its members that were important exporters of agricultural products:'
(1) certain products were removed from the reserved list of agricul-
tural commodities, g/ thus becoming subject ultimately to the free-

trade privileges accorded industrial products; and (2) bilateral

l/ In Article 22, paragraph 2, the Conventlon states that an objec-
tive of the As5001at10n is "to fac111tate an expansion of trade which
will provide reasonable reciprocity to Member States whose economles
depend to a great extent on exports of agricultural goods."

2/ Listed as such in Annex D of the Convention.
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agreements to expand trade in agricultural products were promoted be-
tween the EITA members. |
Under the provisions‘of the Stockholm Convention, the EFTA Coun-
cil could, by‘unanimous decision of the members, remove items from the
list of agricultural products, thus making them subject to intra-EFTA
-préferential treatment. During the 1960's, Demmark and Portugal made
numerous proposéls that designated products be deleted, but the re-
quired unanimous agreement fo; such action was rarely obtained. By
1967, only about a dozen agricultural products’ had been transferred
from the agricultural to the industrial sector. In view of these dif-
ficuities, a new approach was tried. In 1966,'the EFTA countries
agreed that they individually shoﬁld abolish customs duties wherever
;possible on intrg-regional imports of certain agriculturél commodi-
ties. }/ Such action would enable EFTA members that were important
exportersvof agricultural products to enjoy preferential treatment for
their products in some EFTA countries, even if it was impossible to
free the trade of the respective commodities in the entire EFTA area.
The conclusion between EFTA members of bilateral trade agreements
that covered agricultural products proved to be a more succéssful way
of opening EFTA markets to the products of Denmark and Portugal. Nine
agreements involving agricultural products had been concluded among
- EFTA countries. Seven of these were between Denmark and other EFTA

cpuntfies; the two others were negotiated by Portugal with Sweden and

l/ The commodities here concerned were specified for each EFTA mem-
ber separately in an 1966 decision of the EFTA Council, (See: EFTA
Bulletin, June 1967, Vol. VIII, No. 4, pp. 15-16,)



205

Switzerland. -Most of these agreements provided for either a one-step
or a gradual elimination of customs duties for selected agricultural
products. A number of them also provided for the establishmgnt of in-
creased import quotas. In terms of the volume of agricultural products
affected, the ag£eement between the United Kingdom and Denmark was the
most important. Under that agreement, the United Kingdom abolished
its duties on imports of bacon, canned cream; and other products from
EFTA members. Most important, it suspended its duties on imports of
butter from the same countries.

The épproaches adopted by the EFTA members to promote trade among
themselves in agricultural products did not meet the expectations of
Denmark and Portugal. The expansion of intra-EFTA trgde in agricul-
~ tural commodities did not keep pace with the growth of intra-EFTA
trade as a whole. l/ Denmark and Portugal continued to press for fur-
ther import concessions on the part of their partners. At the EFTA
meeting in May 1966, the members recognized the need for new negotia-
tions to achieve further reductions of barriers to intra-EFTA agricul-
tural trade. Most of the members also agreed that intra-EFTA coopera-
tion in the agricultural field would have to be increased if the Asso-
ciation remﬁined an independent orgenization during the next few years.

EFTA's objective respecting trade in fish and other marine prod-

ucts was the same as that for agricultural commodities--i.e., to

s

l/>Between 1961 and 1965, EFTA annual trade in agricultural goods in--
creased by 37 percent compared with 53 percent in non-agricultural
trade. The increase in Denmark's agricultural exports during this
period was only 33 percent. (Source: European Free Trade Association,
Annual Review of Trade in Agricultural Goods, 1966, p. 39.)
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facilitate its expansion within the area by providing import concess
sions for member states whoée economies depended significantly on ex-
ports of such products, Nerway, Portugal, and to a lesser extent,
Denmark had an interest in this trade,

By the end of 1967, EFTA, however, had initiated few measures to
promote trade in these products. Only a few items had been deleted
frbm the list of fish and other marine products }/ not being accorded
free mdvement in intra-EFTA trade. This lack of progress reflected in
part the fact that the countries concerned did not press as strongly
for intra~-EFTA import concessions for these itgms as they did for agri-
cultural products. Unlike the situation with the latter, additional
import concessions on fish and other marine products were not expected_
to lead to a material expansion of intra-EFTA trade in these items;

only limited possibilities existed for increasing their production. g/

CHANGES IN THE FOREIGN TRADE PATTERNS OF EFTA COUNTRIES

The establishment of regional economic arrangements after World
War II was encouraged primarily by the belief that such arrangements,
in the long run, would greatly benefit their members. The creation
of a free trade area or customs union was expected to stimulate intra-
area trade, Greater competition, specialization, and economies of
scale were expected to follow the removal of intra-area trade restric-
tions--leéding to a more productive allocation of the area's resources.

Accelerated economic development and increased prosperity were expected

1/ Listed in Annex E of the Convention. ,
g/ The scarcity of fish in the North Sea and the northeastern Atlan-
tic restricted the sea-fishing in Western Europe.
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to result.

Although‘the changes in the volume and direction of the foreign
trade of counpries associated in a regional economic arrangement may
be measured, the causes of those changes generally cannot be precisely
assessed. An inérease in intra-area trade and the consequent enhance-
ment of economic development and prosperity in the member countries of

a regional arrangement may be, and usually are, induced by a combina-

tion of factors, only one of which is the elimination of trade restric
tions. Moreover, the economic expansion that might have occurred in
the member countries had the economic union not been in operation can-
not be fully appraised. Further, the evaluation of the effects of a
regional economic arrangement upon the economies of its members should
. cover a period sufficiently long to permit all the economic forces to .
work themselves out; consequently, the time span covered by the tran—
sition years of an economic arrangement may be too short to permit
satisfactory evaluation.

In the rest of this chapter, changes in the foreign trade of the

EFTA members during the transitional period will be examined.

The Foreign Trade Patterns of EFTA
The EFTA countries are heavily dependent on foreign trade, 1In
1966 the aggregate value of EFTA's exports of goods and services was
equal to about 25 percent .of EFTA's gross national product; the corre-
sponding share was 22 percent for the EEC and 6 percent for the United.

States. l/ While EFTA's population represented only 3 percent of the

1/ European Free Trade Association, EFTA Trade 1959-66, Geneva, 1968.
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world's population and EFTA's national income only 7 percent of the
world's income, EFTA countries combined accounted for 15 percent of
total world trade. Taken as a region, the EFTA constituted the
largest market in the world for imported food. The EFTA countries were
a}so highly depeﬁdent on imports for most basic industrial raw materi-
als }/; they had few naturel resources, except for the coal supplies of
the United Kingdom and the abundant timber resources of the Nordic
countries.

To compensate for inadequate domestic sources of food and raw
materials, various EFTA countries had de§e10ped industries which con-
verted imported commodities into manufactured products, adding substan-
tial value to them. One EFTA country--Demnmark-~-had developed a highly
. specialized agriculture that was competitive on the world market. The
EFTA countries, therefore, both as importers of food and raw materials

and as exporters of food and manufactured products, depend heavily on
foreign trade. Hence, these countries are strong advocates of freer
world trade.

Although intra-area trade increased following the creation of
EFTA's preferential trade system, g/ the dependence of the EFTA mem-
bers on trade with third countries was not materially reduced. In
1966, for example, trade with non-EFTA countries accounted for about
three~fourths of the aggregéte value of fofeign trade by EFTA members,v

compared with about four-fifths in 1959. In 1966, moreover, the per

}/'In 1965, food and raw materials accounted for 45 percent of the
value of all imports by EFTA countries (table 1).
2/ See the next section.
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capita value of the EFTA's trade with the rest of the world exceeded
significantly the per capita value of the foreign trade of either the
EEC or the United States: 1/

Exports Imports

EFTA=-—==-=mansomacmeeaan- $ 223 $ 277
EECemmmmmm e e e 161 168
United States---=---cncuaa- 152 129

The distribution of EFTA's foreign trade by major trade areas

in 1959 and 1966 is shown in the tabulation below: 2/

Million dollars : Percent of total
1959 : 1966 : 1959 : 1966

Area
Exports (f.o.b.)
Intra-EFTA---«==<-== 3,521 ¢ 7,411 19.7 25.2
EEC-~==m=memmnem——ae 4,180 : 7,523 : 23.h ¢ 25.6
United States~---=-- 1,767 : 2,885 : 9.8 : 9.8
Eastern Europe------ 772 + 1,382 h.3 L7
Rest of the world--- 7,604 : 10,176 : 42,8 . 34,7
EFTA total-------- 17,844+ 29,377 100.0 ¢  100.0
Imports (c.i.f.)
Intra-EFTA--~====~-= 3,661 + T,812 : 17.6 22.3
EEC--mmmmmmmmmmmmam 5,861 : 10,9k2 : 28.1 : 3l.2
United States------- 1,886 : 3,h492 : 9.0 : 10.0
Eastern Europe---~-- 931 : 1,684 : Lh.s s 4.8
Rest of the world--- 8,515 : 11,11k : 40.8 31.7
EFTA total-------- 20,054 : 35,044 100.0 :  100.0

In 1966, total exports from EFTA countries, including intra-area ex-
ports, were valued at $30 billion, and total imports into EFTA coun-

tries including intra-area imports, at $35 billion. EFTA trade with

B/ European Free Trade Assoc1at10n, EFTA Trade 1959-66, Geneva,
19 8, p. 8.

Ibidh Statistical Appendix, tables 3, 5, 12, 16, 51, 57, 67,
T0, 13, 7
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the EEC ranked first--followed by intra-EFTA trade. The Community ac=
counted for 26 percent of the value of EFTA's exports and 31 percent
of the value of its imports. The corresponding figures for 1959--the
year before the creation of EFTA--were 23 and 28 percent, respectively.
Trade with the EEC, therefore, became slightly more important to the
EFTA conntries after the establishment of the Association. Trade with
. the United States accounted for around 10 percent of the total value of
both EFTA's exports and imports. The shares of other trade areas, such
as East Burope, were much smaller. A large part of EFTA's trade with
the area identified in the tabulation as the "rest of the world" was
with developing countries, predominantly the non-European territories

of the United Kingdom and, to a much smaller extent, of Portugal.

Intra-EFTA Trade

During EFTA's transitional period, trade among the eight member
countries expanded at a'faster rate than that of the eight countries
with the rest of the world. Between 1959 and 1966, the value of annual
intra-EFTA trade more than doubled, whereas the total annual foreign
trade of the EFTA countries with nonmembers increased in value by .
about 56 percent. The trade of each EFTA member with its EFTA part-
ners increased more rapidlylthan its trade with third countries.

The value of intra-EFTA trade and its share of EFTA's total ex-

ports and imports in selected years of the period 1953-66 are indicated
below: &/ -

1/ European Free Trade Assoclation, EFTA Trade 1959-1966, Geneva,
1968, Statistical Appendix, tables 3, 5, 8, and 10.
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Intra-area : Intra-area

: _exports (f.o.b.) : imports (c.i.f.)
Year : ¢ Percent : : Percent
¢ Million : of total : Million : of total

: dollars @ EFTA ¢ dollars :  EFTA
: exports : :  imports
1953--=c-cmcmmmmm e : 2,54 : 19.7 ¢+ 2,681 : 174}
1959-=-nmscmmmmmm e : 3,521 ¢ 19.7 ¢ 3,661 : 17.6
1965-====mmmmmmmmem e : 6,781 ¢ 2h.7 ¢ 7,133 : 21.L.
1966mmmmmmc e m et 7,411 : 25.2 +  T,812: 22.3

In 1966 intra-area.exports accounted for 25 percent of the total
exports of the EFTA countries, compared with 20 percent in 1959.
Correspondingly, intra-area imports accounted for 22 percent of the
total imports of the EFTA countries in 1966, compared with 17 percent
in 1959.

During the period immediately preceding the formation of the Asso-
ciation (1953—59), the share of the total trade of the EFTA countries
accounted for by trade ﬁetween themselves had been stable. The expec-
tation of those advocating regional trade systems that the removal of
barriers on trade among the partners would lead to a rapid expapsion
in intra-regional trade appears to have been borne out by the experi-
ence of the EFTA countries.

Although a significant'change in the commodity composition of
EFTA's intra-area trade occurred dur{ng the transitional periéd (1959- -
66), it appears to have resulted from factérs other than the elimina- °
tion of tariffs and other b;rriers to such trade. In terms of value,
the share of food and raw materials in annual intra-area imports de-

creased from 38 percent to 30 percent between 1959 and 1965 (table 1).



Table l.--Value of EFTA imports: from all countries, from intra-area countries; and from the United States--by principal commodity
' groups, 1959 and 1965 1/

Imports in millions of dollars Percent of total

s ®s oo e

1959 1965 countrics . aren  : From U.S.

oty Oroe TT LEm | e Mp RW e o
| fetes s i Ul telesioreR

Food, beverages, and tobacco----------- Z 5,578 ; 542 : 634 : 6,816 : 855 ; 620 : 27.9 : -21.1 ; 17.3 ; 4.0 : 3h.L : 19.5
Raw materialg---e-=eemommmmecoomeaoooo : 5,845 : 663 : 366 : 7,771 : 993 : 439 ; 29.2 : 2h.1 : 21.1 : 16.3 : 19.9 : 13.8
Subtotalen-n-mmmonmmomcomoaona- P 11,423 § 1,205 (1,000 | 14,587 § 1,848 1 1,050 1 57.1 0 bs5.2 ) 38k 0 30.3 7 5437 33.3
Chemicalse-n=cm-crmmmmamemcmamamacnmaan : 1,08k P 206 : 177 2,156 469 k2 5.4 6.7 7.2 7.7 9.6 : 10.8
Semi-manufactures------ e emm—me———— ————— 3,582 740 213 6,719 1,562 443 17.9 20.8 23.6 25.6 11.6 13.9
Machinery and traasport equipment------ 2,990 785 362 6,320 1,655 990 iL.9 19.6 25.0 27.1 19.7 31.2
Misc. manufactured articles------------ ; 899 E 181 ; 86 : 2,191 ; 524 : 257 i 4,5 : 6.8 ; 5.8 : 8.6 : L,7 : 8.1
Subtotal 2/---mmme-mmesmmeocmini 8,601 | 1,935 i 842 | 17,641 | L,2k9 ;2,117 | 143.0 ; S4B . 61.6. 69.7 : L5.7T . 66.7
Total Trade---=--m---=mmmmm=-= 20,024 3,140 | 1,842 32,228 : 6,097 : 3,176 | 100.0 ] 100.0 } 100.0 ] 100.0 S 100.0 { 100.0

_337 For technical reasons, the trade data of Finland were not included in this table. Inclusion of the data would have raised the total
value of AUTA imports by h 2 and 3.5 percent in 1959 and 1965, respectively.

_/ Includes the data for "Commodities and Transactions not classified according to kind" in addition to those in the four c0mmodity
groups shown above.

Source; OECD Ssries B, Analytical Abstracts, Jan.-Dec. 1960, Book 6;
OECD Saries C, Commodity Trade: Imports Jan.-Dec., 1965.

c1e
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Conversely, other commodities, predominantly manufactured products,
accounted for 70 percent of the value of intra-area imports in 1965,
compared with 62 percent in 1959. As noted earlier, manufactured com-
modities had benefited most from the duty reductions effected on intra-'
area trade. Amohg the various manufactured commodities, the growth of
intra-area trade was greatest in the case of "miscellaneous manufac-
tured products,”" i.e., the commodities on which intra-EFTA import
duties had been highest (table 2). 1/ Similar changes, however, oc-
curred in the commodity structure of EFTA imports from third countries;
the share of EFTA's imports from third countries accounted for by man-
ufactured products increased, even though the import duties on such

products had remained substantially the same (table 2).

EFTA Trade with the United States

Trade between the United States and the countries that later
formed the European Frée Trade Association had been substantial pefore
1960. When the Stockholm Convention was signed in that year, some in-
terests in the United States feared that the gradual removal of import
duties on intra-EFTA trade and the consegent expansion of intra-
regional trade would affect adversely trade between the two areas.,
During the EFTA's transitioﬁal period (1960-66), however, the annual
trade between the United States and the EFTA countries expandéd mater- .

ially; the United States, moreover, accounted for about the same share

1/ EFTA found a positive correlation between the initial level of
customs duties levied on specific commodities and the increase in
intra-EFTA trade of the same commodities. (See: EFTA Trade, 1959-65,
Geneva, 1967, pp. 62, 86, 87.
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Table 2. --Changes'in EFTA imports: From all countries, from intra-area
countries, and the United States--by principal commodity groups, be-

tween 1959 and 1965 1/

: Ratio of EFTA imports in 1965

s : to those in 1959

Food, bevérages and tobacco----Q;---; 122 ; 158 ; 98
RAW MALETi8LS--nommmmmmommmmmmmmmmee : 133 150 120
Subtdtal--------—----—~---;----; 128 . 121=: 106_

A Chemicals-; ------------------------- : 199 ; 208 : 193
Semi-manufactures-~~-=-meeecmdemaua- : 188 ; 211 : 208
Madhinery and transport equipment---g 211 ; 211 :. 27k -
._Misc. manufactured articles--—------; oL ; 289 ; 300
Subtotal 2/---c-mcmemcmomamneee : 205 i 220 : 251

Total trade --------------- : 161 : 194 : 172

1/ Trade data of Finland excluded.

2/ Includes the data for "Commodities and Transactions not classified
according to kind" in gddition to those in the four commodity groups
shown above.

' Source: OECD Series B, Analytical Abstracts, Jan.~Dec. 1960, Book 6;
OECD Series C, Commodity Trade: Imports Jan.-Dec. 1965,
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Table 3.--Area shares of EFTA imports by principal commodity groups,
1959 and 1965 1/

Percent of total EFTA imports -
supplied by-- ,
EFTA countries : United States

Commodity Group

oe oo f[oo o0 se oo s e

l959 : 1965 1959 : - 1965
Food, beveragés and tobacco------ 9.7 ; 12.5 ; 11.4 9.1
Raw materials-—-—---ececcmmooaaaoa : 11;3'; 12.8 : 6.3 : 5.6
Subtotale-=-=n=-=cemmammmunn foo10.57 12,70 8.8 7.3
Chemicals----ocmmmmme-cmmmmioeeeei  20.8 : 21.8 1 16.3 : °15.9
Semi-manufactures----=-=---ee---o ; 20.7 ; 23.2 ; 5.9 ; 6.6
Machinery and transport equip- ; ; ; ; :
B 1= 3 St : 26,3 : 26,2 12,1 : 15.7
Misc. manufactured articleg------ ¢ 20.1: 23.9: 9.5 ¢ _11.7
- Subtotal 2f----mn-mm=mm-mmn- Poeest okt 98! 120
Total trade------------ o1t 1897 g.2i 9.9

1/ Trade data of Finland excluded.

g/ Includes the data«for "Commodities and Transactions not classi-
fied according to kind" in addition to those in the four commodity
groups shown above.

Source: OECD Series B, Analytical Abstracts, Jan.-Dec. 1960, Book 6}
OECD Series C, Commodity Trade: Imports Jan.-Dec. 1965.
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of EFTA's imports and exports in 1966 as in‘l959.

Between 1959 énd 1966, the value of EFTA's exports to the United
States increased from $1.8 billion to $2.9 billion, or by 61 percent
(table 4); meanwhile the value of EFTA's imports from the United States
increased from $1.9 billion to $3.5 billion,‘or by 84 percent. Both
EFTA's exports to, and its imports from, the United States were larger
in value in 1966 than in any previous year. In 1966, trade with the
‘United States accounted for about 10 percent of-the total value both
of fhe area's exports and of its imports. Between 1959 and 1966, the
relative importance of the United States as a market for the exports
of the EFTA countries (i.e., the ratio of the'value of EFTA's annual
;exports to the United States to the value of its total exports) ranged
vfrbm about 7 percent to 1O percent. Meanwhile, the ratio of the value'
of EFTA's annuel imports from the United States to the value of EFTA's
total imports was between 9 percent and 10 percent in most yéars of
the transitional period; in no year between 1959 and 1966 did the
percentage drop below that for 1959. On the whole, therefore, the -
gradual removal of intra-area import duties during EFTA's transitional
period does not appear to hdve affected adversely the trade between
the EFTA . countries end the United States.

Throughowut EFTA's transitional period, the trends of the aggregate
trade between the EFTA countries and the United States was dominated by
‘trade between the United States and the United Kingdom. In 1966, for

example, the United Kingdom accounted for 58 percent of the value of
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Table 4,--EFTA trade with the United States and the U,S. share in total
EFTA trade, 1959-1966

: Trade
Exports (f.o.b.) . Imports (c.i.f.)
to the United ‘  from the United : dgficit with
: : the United
States . States
Year : : : States
: s+ Percent of : . s Percent of :
1 :
: giiiig: : total EFTA : gili;gg : total EFTA : giiiigg
: : exports ¢ imports :
1959---~-- : 1,767.4 : 9.9 1,885.6(; : 9.0 : 118.2
1960===u-- ; 1,614.1 ; 8.3 ; 2,709,5 : 11.2 ; 1,095.4
1961~mmn-n- : 1,492.4 7.3 1 2,435.6 : 9.9 : 9u3.2
1962------ : 1,740.6 : 8.1 : 2,u52.4 : 9.5 : . T11.8
1963------ : 1,805.7 @ 7.8 2,5&?.6': 9.2 : 736.9
196k - : 1,948.9 : 7.7+ 3,134.7 9.9 : 1,185.8
1965------2 2,343.1 : 8.5 : 3,262.1 : 9.8 : 918.7
1966----~- :2,885.0 * 9.8 ¢ 3,k91.7 10.0 ® 606:T7

s

Source: EFTA Trade, 1963, op. cit., tables 3, 5, 73, and. Th.
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EFTA's eprrts to the United States (table 5); the United Kingdom was
primarily responsible for the significant rise in the area's exports
to the United States.in that yvear. In 1966, the United Kingdom also
accounted for 58 percent of EFTA's imports'frgm the United States.
EFTA's balance of trade with the United States, therefore, reflected
in substﬁntial measure the United Kingdom-United States trade balance.
EFTA's marked iﬁport trade balances with the United States in 1960 and
1964 are attributable primarily to the large deficits that the United |
Kingdom incurred in its trade with the United States. EFTA had an
import balance of trade with the United States every year from 1960 to
1966; the balance was smallest in 1966, however, because of a sharp in-

crease in EFTA's exports to the United States during that year.

The EFTA Market for U.S. Products

Since 1959 the trade between the United States and the EFTA coun-
tries has unde;gone significant changes in composition. Although the
value of EFTA's annual imports of food and raw materials from the
United States has remained about the same as in the year preceding the
establishment of the Association, its annual imports of mahufactuped
commodities from the United States have increased materially.
In 1965, for exaﬁple, the value of EFTA's imports of semi-manufactured
and manufactufed products from the United States was two and a half
times thét in 1959; the value of EFTA's imports of food and raw mater-
ials from the United States was only 6 percent larger in 1965 than in

1959 (table 2).
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Table 5.--Exports and imports of EFTA countries with
the United States, 1966

: Exports : Imports
EFTA member : :

+ Million : : Million :

+ dollars s Percept + dollars Percent
Austrig---~c—cad~a- : T7 2.7 ¢ 101 : 2.9
Denmark-=--=-=cea-a : 195 6.8 : 237 6.8
Finland----==vea-=- : 96 3.3 : 97 : 2.8
Norway-=-==c=eeaca- : 139 : 4.8 : 180 : 5.1
Portugal-~==w==ce=- : T 2.5 9 2.3
Sweden-----eaceeeea" : 294 10.2 : ot o 12,2
Switzerland----==-- - 355 : 12.3 355 10.2
United Kingdom===-= : 1,658 : 5T.5 ¢ 2,016 : - 57.7

Total EFTA¥=--w 3 2,885 100.0 : 3,492 ¢ 100.0

Source: EFTA Trade, 1968, op. cit., tables 12, 16.

* Figures for individual countries do not necessarily add up to the
total because of rounding.
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The rapid expansion of the EFTA countries as a market for the U.S.
manufactured products was contrary to general expectations. EFTA was
established as a prgferential trading area iargely in manufactured prod-
ucts; as such, the member countries necessérily discriminated against im-
ports of manufactured products from third countries. Nevertheless, dur-
ing the transitional period; the annual imports of semimanufactured and
manufactured goods into the EFTA countries from the United States in-
creased by a greater proportion (150 percent) than intra-EFTA trade did
in these goods (120 percent)(table 2). Significantly, the annual im-
ports of manufactured goods in the EFTA countries from all sources in-
creased markedly between 1959 and 1965.

During EFTA's transitional period, annual imports of machinery and

~

"miscellaneous" manufactured products into the EFTA countries from the

United States increased more than imports of other manufactured prod-
ucts (table 2). The percentage growth in imports from the United -
States of commodities in these two groups exceeded the growth in the
intra-regional trade in these products. EFTA imports of semi-
manufactures and chemical products from the United States, on the
other hand, increased less, proportionately, than did intra-EFTA trade
in these products.

Table 6 lists four commodity groups in which the U.S. share of
EFTA's tétal impbrts increased considerably between 1959 and 1965,
whereas the corresponding share accounted for by intra-EFTA trade re-
malned substantially the same or decreased. It also lists four come-

modity. groups for which the reverse was true. These groups were



Table 6.--EFTA imports from intra-region countries and from the United States, as a percent of total EFTA 1mports,
by selected commodity groups, 1952 and 1965 1/

(=

Percent of total EFTA imports

EFTA imports from the supplied by--

United States, 1965 : -
Commodity group EFTA countries United States

Percent of .

* Milljon ° : : : :
: : manufactured im- : 1959 : 1965 : 1959 : 1965
: dollars ?-/ : ports form U.S, _3_/ : : : :
U.S. trade position improved H : : H H H
Machinery, other than electrical, of : : ; ; ; ;

Wwhich: : 581.0 1 27.b ¢ .27.5: 25.3: 18.5: 20.0
Aircraft incl. jet propulsion engines---: 36.7 : 1.7 : 10.2 : 8.5: 33.9: 36.0
Office machinery-----eeccemccccccccccnaaae 105.8 : 50: 20.1: 15,1 : 19.8 : 35.1
Textile machinery-—------———------—f-—-—: 2L.6 : l.2: 28.0: 26.0: 5.6 : . 13.0

Electric machinery, apparatus and : : : ; H ;
appliances--=-~=-cecmmmmdeemmaoceecaeoo- : 222.5 : 10.5: 21.9: 22.8: 13.2: 17.1

Professional, scientific, measuring and @ . : : ; ; ;
controlling instruments and apparatus---: 73.8 : 3.5 : 19.7: 18.5: 14.1: 22.5

Photographic and cinematographic L8 : : ; ; ‘;
SUPPlieS-rmemmmmmmmmemmmm oo : 26.k : 1.2 ¢ 18,9 : 19,2 : 20.6: 29.6
Total-=-===-=-emcomoaomommcmomennoee : 903.7 : + L27: 254 : 2k0: 16,9: 19,5

U.S. trade position deteriorated : H : : ; ;
Organic chemic@lSe-ccocccomemocccccncnaaaas 89.4 : h2: 15.8 : 15.9 : 19.2 : 18.6
Medicinal and pharmaceutical products----- H 21.5 : 1,0: 36.9: 37.7: 17.b: 12.2
Plastic materials----------coccccooocenon- : 98.6 : ho7: 21.7: 22,1 : 28.5: 22,1
AlUminume=-=m=mmem=-memmmemcmemmccceccem—= : 27.8 : 1.3 325,52 798 T TIS6 T 9B
TS PR X 237.3 | 11.2 f Poe3s i o19.9% 171

22.9

1/ Trade with Finland excluded.
_/ The total value of EFTA imports of thefburprincipal manufactured commodity groups from the United States was

$2,117.0 millions (table 1).
_/ $2,117.06 millions 100 percent.

Source: OECD Series B, Analytical Abstracts, Jan.-Dec. 1960, Book 6;
: "OECD Series C, Commodity Trade: Imports, Jan.-Dec. 1965..

1ece
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selected by observation to represent the disparate trends of EFTA
trade with the United States. |

The articles encompassed in the first four commodity groups con-
sist largely of machinery and scientific instruments. Some observers
believe that the technical superiority of certain U.S. products in
these groups explains the increasing deménd for them in the EFTA coun-
tries, despite the growing discrimination directed against U.,S. imports.
The growth of American subsidiaries in EFTA countries may also have
caused an increase in imports of machinery from the United States.

For these reasons thé increasing tariff preferences given to intra-EFTA
trade during the transitional period did not héve a marked effect on the
imports of these products from the United States.

Commodities included in the second four groups shown in table 6
were imported increasingly from other EFTA countries, probably in part
as a result of the gradual removal of import duties on intra-regional
trade. The increased.infra-regional trade probably contributed to the
decreased U.S. share of EFTA's imports of these products. The four com-
modity groups shown here, for which the U.S. trade position improved,
accounted for 43 percent of the value of EFTA's imports of manufactured
products from the United States in 1955, compared with only 11 percent

for the groups for which the U,S. trade deteriorated..
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PROSPECTS

The future development of the economic and trade relationships of
the EFTA members to one another and to the rest of the world cannot be
easily predicted. EFTA was created in the hope that eventually its
members would beéome integrated into a larger Western European trade
area that would include the EEC. In 1967, the United Kingdom and other
EFfA members made a new attempt to join the EEC; hence, the orientation
of the EFTA members hés'remained largely unchanged since 1960.

Much of EFTA's future development, therefore, will be determined
by the success or failure of its members to achieve association with
the EEC. EFTA will continue its separate existence only if its members
fail in this endeavor. But even if the Assoqiation succeeds in causing
- its own liquidation, the required negotiations and ensuing ratification
‘of the agreements that would be involved will require a long time.
Meanwhile, EFTA will continue to function as a separate unit. The
longer the waiting period, however, the more difficult will be the re-
quired adjustment, because of the cumulative effect that trade discrim-
ination will have on the commerce not only between the two areas but
also between them and third countries. The successful conclusion of
the Kennedy.round, of course, can be expected to reduce the impact of
the two systems of prefereqtial trading upon the commerce of the member
countries.

Comparably it would ﬁe difficult to predict the structure and
. character of a new and more comprehensive European trade system, if

such should eventuate. It now appears that the EFTA countries would
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have to apply individually for membership in the EEC. As a price for
their entry, the Community might well insist 6n complete adherence to
the provisions of the Treéty of Rome. This requirement might keep out
of the new trade organization some of the EFTA members that strongly
favor the looser arrangement of a free-trade éssociation. Acceptance
by the EFTA countries of the Treaty of Rome would require a radical
change in the character of intra-member relationships now maintained
under the EFTA. In the more remote event the EFTA countries should
join their EEC counterparts in some form of a free-trade association,
the new arrangement might provide a basis for a broader system of trade
collaboration that conceivably could include tﬂe East European coun-
tries, the United States, Canada; Australia, New Zealand, or Japan,

| It appears, therefore, that EFTA will continue to function as an
independent organization, while at the same time the members continue_
their efforts to join the EEC. As such, EFTA's main internal objective
will be to make intra-grea trade completely free of any restrictions.
Efforts in the.future will most likely seek to complement the goals
already éttained by the removal of intra-regional nontariff and non-
quota barriers to trade; these might include stringent safefy amd
health provisions, complicated registration procedures for products,
differing industrial standards and patents. The EFTA countries may
also seeK to establish uniform rules of competition. A num£er of re-
siduél import duties and quotas no doubt will be reexamined and possibly
eliminated; measures will be sought to expand intra-EFTA trade in agri-

cultural and fisheries products. EFTA might even choose to broaden
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its scope of activities; a number of authorities in the EFTA couptries
have recently urged that the Association should consider undertaking

area-wide economic activities not provided for in the Stockbolm Conven-
tion but similar to some undertaken by the EEC--e.g., the org@niiation
of integrated caﬁital and labor markets and the harmonization of fiscal

policies.






