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1. Schedule ofMeetings

The CHAIRMAN regretted that the TechnicalSub-Committee had

been unable owing to misunderstanding, to hold its meeting as

arranged: but it wouldmeet that afternoon, the 25 October 1946.

The Joint Committee on Industrial Development would meeton

Saturday. 26October 1946, and the meeting of Committee II, which

was to have takenplaceon Saturday, 26 October 1946, had been

cancelled.

2. Discussion of Third Stage of Proposed Outline of Work of the
Committee

The CHAIRMAN stated that the third stage of the proposed

outline of work dealt with Items -1andBof the proposed Agenda

and provided for discussions on "Host-Favoured-Nation Treatment".

Mr. VIDELA (Chile) referring to item 5 of the proposed outline

ofwork, thought that a DraftingCommittee of four members would

not be large enough to dealwith the many item referred to it.

Mr. TUNG (China) agreed with the Chilean Representative and

suggested that seven members beappointed.

The CHAIRMAN thought it would be preferable to leave the

question of the composition of the Drafting Committee until after

the general discussion had taken place.
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Mr. HAWKINS (United States) stated that, in his opinion,

substantial reductions of tariffs ware necessary to the

expansion of trade: but he considered that as much weight should

be given to the binding of low rates as to the reduction of high

tariffs. The United States, he said, agreed with the principle

of tariff preferences and proposed to deal with them on a

selective basis, i.e., by process of negotiations.

He felt that existing contractual committeeshould not be

pormitted to stand in the way of action with respect to tariff

preferences. Also that all negetiated reductions in most-

favoured-nation import tariffs should not operate automatically

to reduce or eliminate margins of preferences. He further

suggested that the Procedure Sub-Committee be given wider terms

cf reference, to include the question of tariffs and preferences.

In addition, he proposed that the Cuban Representative be

appointed to this Sub-Committee.

The CHAIRMAN proferred to postponc decisions on questions

of procodure until the end of the day's discussions.

Mr. TUNG (China) stated that his country had always adhered

to unconditional most-faveured-nation treatment. Her future

adherence to this, however, would depend on the position taken

by other nations and the number of exceptions made. In the

meantime China might wish to enterinto same mutually advan-

tageous preferential arrangements.

Referring to Section B, Article 8 of the Charter, he felt

that the last sentence of paragraph 1 was unnecessary and

proposed its deletion.

Mr. KUNOSI (Czechoslovakia) asked whether there would be an

opportunity for the revision of the result of the proposed

tariff negotiations, in the case of a change in economic

conditions.
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Mr. HAWKINS (United States) agreed in principle that tariff

rates established as a result of negotiations to take place next

spring should not be rigid,and suggested that they could be

revised after, say, three years' time. In addition, the agreement

might contain a provision giving consideration to the need for

revision prior to that time. He felt that a Sub-Committee could

use ully consider this problem.

Mr. McKINNON (Canada) asked that the following two points

be elucidated, before reference to the Drafiting Committee:

(a) Was it the intention that the provisions of Article 8

shuld be narrwer than those of Article 9? In Article 8

the phrase "governmental contracts for public works" was

used and in Article 9 "the procurement by governmental

agencies of supplies for public use other than by or for the

military establishment". In the latter phrase he suggested

the deletion of the words "by or".

(b) There existed the inference that any preference

greater than in July 1939 was not subject to the exception

provided for in paragraph 2 of Article 8, but must be

eliminated.

He had many points to make, which would not be necessary if

the Sub-Committee's terms of reference were widened. as suggested

by the American Delegate.

The CHAIRMAN invited the Meeting to expose their views on

details which affected principle, so that the Drafting Sub-

Committee might be kept small.

Mr. VIDELA (Chile) statedthat he had circulated the paper

proposing that further exceptions be included in Article 8,

paragraph 2, to cover the establishment of a preference in the

future. Such establishing of preferences was usually a stage on

the way to customs union.
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Referring to Article 19, paragraph2, it was necessary for

agricultural countries to knew the regulations about quantitative

restrictions beforeagreeing unconditionally to most-favoured-

nation treatment. Also the Committee must eventually decide on

what constituted the representative period,on which to base the

previsions.

He also enquired what effect Article 8:1 wouldhave in regard

to tied leans.

Mr. NEHRU (India) stated that enormous difficulties arose in

connection with the last sentence of Article 8, paragraph 1,

especially in regard to national defence projects. Therefore he

proposed the delection of this sentence.

Mr. SPEEKENBRINK(Netherlands) asked how it was proposed to

deal with the issues invelved in connection with Article 8, para-

graph 1, i.e. the problems of:

(a) fair and effective, treatment in cases of tied leans;

(b) agreementss on shipping under the flag of the exporting

country;

(c) preferences for national torritories overseas.

He also asked forclarification of paragraph 2 of Article 8.

Mr. FREQUET (Cuba) thought that Article 8 meant that, if any

member offered a contract for public works, he shouldgive equal

opportunity to all members.

Mr. SHACKLE, (United Kingdom) thought that there were many

points to be clarified. Firstly, wouldthe word "governmental"

apply to central governmentsonly and net state provincial or

municipal governments? Secondly, what goods were covered by the

phrase "contracts for public works"? Articles 8 and 9,on the

one hand, and Articles 26 and 27 on the other,provided rather

different sets of rules on the same subjects. He drew attention

to the difficulties connected with ties leans and. the shipment of

goods.
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Mr. McCARTEY(Australia) stated that in all agreements made by

the Australian Government some form of wording had been used to

safeguard States' rights.

Some clarification would have to be made in Article 8, para-

graph 1, to conform with other principles included in the Draft

Charter.

Mr. AUGENTHALER(Czecheslevakia) agreed to the last sentence

of Article 8, paragraph 1, which quite clearly dealt with public

works.

Mr. BRUMAES (Norway) could not agree with the last sentence of

Article 8, paragraph 1, until it was clarified.

Mr. JOHNSEN (New Zealand)asked whether the principle of

"fair and equal treatment" implied, for instance,,that the exchange

value of currencies could be taken int consideration.

Mr. HAWKINS(United States) answered that Article 8 dealt with

the fair and equitabletreatment of foreign countries, and did nt

preclude prefererencebeing given by a country to its own nationals.

The last sentence laid down a general principle. The precise

implementation of that principle might have to be defined. The

phrase "fair and equitable treatment" did nt mean division of

contracts, but free competitive bidding for these contracts.

He agreed with the Canadian Delegate that Articles 8 and 9

should be drafted to cover the same ground. He also agreed to the

deletion of the words "by or" as proposed by the Canadian Delegate.

In response to the Netherlands Delegate as to the intent of

paragraph 2 of Article 8, he replied that the exception contained in

that paragraph applied only to tariff preference and net to other

forms of preference which were covered by the provisions of Article

1. As the difficulties referred to in connection with tied loans

and shipping were net provided for in the charter, he suggested that

the Delegates should submit written proposals on these subjects.

The meeting rose at 12.45 p.m.
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COMMITTEE II

Third Meeting (continued)
held on Friday, 25 October 1946

at 5 p.m

The CHARMAN enquired whether it was the pleasure of the

Committee to consider immediately two points with reference to

preferences on which the United States delegate had asked for

clarification or to continue with the general statements on the

Most-favoured-nation principle.

The Committee decided tocontinue with the general statements.

1. Continuation of Discussion of General. Most-Favoured-Nation
Treatment and TariffPreferences.

Mr.FRESQUET (Cuba) said that Cuba favoured agreement among

nations, for the reduction of triffs and trade barriers. Cuba

had suffered greatly from trade restrict; ons in its efforts to find

foreign markets while foreign products hadentered the Cuban market

freely. He stated that in spite of Cuba's present low tariff men

limited possibilities for tariff? reductions it would be prepared to

make some reductions in tariffsprimarily of a fiscal character.

However, Cuba might have to create certain new tariffs and modify

certain tariffs in order to protect infant industries.

The most favoured nation clause provided fair treatment for

all; but samee modification might be necessary in qases where

unsatisfactory labour conditions prevailed.

On the question of preference he stated that Cuba' s only

existing Treaty providing for preferentialtreatment was thatbetween
Cuba and the United States of 1902. It was the basis upon which

Cuba had built its entire economic structure. It had developed out

of the highly intergrated nature of Cuba' s relations with the United

States

The Cuban-United States preferences constituted no real
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discrimination against any other country.

Cuba did not consider that relationship unchangeable. Without

committing his delegation he said thereCuba admitted that in the

future some changemight be made, but was not prepared to take any

action immediately which would lead to a fundamental change in

that relationship. Cuba could not subscribe to the removal of

preferences without special study and direct negetiation between

the two countries concerned.

DR. SPEEKENBKINK (Netherlands) referred to the difficult

position in which his country found itself and said that, in the

negotiations to be undertaken in the future, it would be unable to

give much in return for tariff reductions by othercountries. The

Netherlands had made use of quantitative restrictions rather than

tariffs for protection. In his opinion anoffer to consolidate

tariffs should be considered a concession.

He referred to the contemplated Customs Union between the

Nertherlands and Belgium. The rates of duty of the two countries

were not on the same level, and a middle point would have to be found,

necessitating the raising of some Netherlands' rates. He

expressed the hope that this situation would be in line with the

provisions of paragraph 2 ofArticle 3, since the Customs Union

was decided in l945.

Another difficulty whigh wouldhave to be taken into account

was that most products ofthe Belgian Congo entered Belgium free of

duty, whereas products of the Netherlands East Indies did not have

duty-free sta us upon impertation into the Netherlands. He hopped
somesolution would be found to the question of Colonial products.

He referred to difficulties which might arise in connection with

the application of the most-favoured-nation clause in view of certain

obligations and treaties with other countries which could not be

readily denounced.
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He brought up thequestion of the relation with non-members,

and said that same declaration on this point should be made at the

Present Meeting or at the next Conference.

He queried whether special problems with which several

countries were faced could beselved by an open convention, and

wondered whether by endeavouring to cover too much less would be

attained.

MR. SHACKLE (United Kingdom) agreed generally with the

suggestionof the United States Delegate for the use of selective

methods of tariff and tariff-preference negotiation, on the

understanding that the resuIts of such negotiations would be part

of the mutually advantageousarrangements which it was hoped

would be reached as a result of the present discussions.

Referring to paragraph 1(a) of Article 18, hesaid that the

United Kingdom would agree to the paragraph asexplained by the

United States Delegate,on the assumption that the word "action"

menat "agreedaction" - i.e., in so foras modification of

preferences was agreedupon by the parties concerned in negotiations,

prior international commitments would be modified to that extent.

The assumption implied ageneralwillingness to modify such

preferences to theextent.

As heunderstood the position just as reductions in tariffs

would be negotiated in accordance with Article18, paragraph 1,

so reductionsofthe margins of protection afforded by state

trading (Article 27) would be negotiated.

He felt that the proposal for the "double deadling"of

1 July 1939 and 1 July 1946 made in paragraph2ofArticle 8 was

unrealistic in its use of both a pre-war and a post-war date He

considered both dates arbitrary and suggested thatthe date selected

be a date related to the actual negotiations, such as the signature

date of the tariffagrement. He feIt that any preferences
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arranged in the period upto that date would not require additional

concessions for their removal.

He pointed out that paragraph 2of Article 8 referred to

preferences covering ordinary import customs duties, whereas

pparagraph 1, providing for unconditional most-favoured-nation

treatment, related to customs duties and charges of any kind

imposed on or in connection with importation or expertation" and

expressed the view thatthe wordingof paragraph 2 should be changed

to include "other charges imposed on or in connection with

importation."

With reference to paragraph 2 (a) of article 8 regarding

"preferences in force exclusively between territories in respect of

which there existed on 1 July 1939common sovereignty", he felt

that the formula did not cover the constitutionalcomplexities of

the British Commonwealth, and suggested that perhaps a schedule of

countries would have to be drawn up. He hoped shortly to suggest an

amended version of Article 8:2.

Mr. KUNOSI (CÇecho2lovckiu.) askedwhy the suggested charter

submitted by the American Delegation did not deal with the question

of unification of customsnomenclature, andwhether the United

States Delegationwould a rae to include some such prevision in the

draft charter.

Mr. dILsJYLS (United. States) replied that it was a proper

subject for consideration, and that he would agree to its inclusion

in the suggested charter.

Mr. DIMECHKIE (Lebanon) stated that some countries had too

small a market to guarantee the development of their industry, and

suggested that they might find it convenient to grantpreferences

looking towards the formation of a customs union. Such preferences

he considered to be essential, and suggested that a paragraph must

be added to the charter in that sense. He felt that preferences
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should be judged on merit and asked whether the United States would

consider adding to its draft a provision for the formation of customs

unions or the establishment of preferences considered to be an

essential step towards thatgoal.

Mr. NEHRU (India) referred to the phrase substantial reduction

of tariffs" in paragraph 1 of Article 18, and suggested that it be

carefully defined.

He said that India would not be in a position to grant

substantial reductions in tariffs,since at the moment it had the

minimum of protection for its industries. He added that undeveloped

countries with industrial ambitions wanted freedom to develop their

industries under-tariff protection, and suggested that the inclusion

of penalty clausesin Article 18 would makethem hesitate to enter

an internationaltrade organization.

He said his country was reluctant to enter into tariff

negotiations but that, if the general feeling was that such

negotiations should be undertaken, India would do its best to) co-

operate by making whatever concessions it could in its present state

of development.

India fully favoured the elimination of preferences. It had

everything to gain by the removal of discriminations, and would there-

fore do everything possible to eliminate preferences. But that

must be done on a mutually advantageous basis, through negotiation.

Referring to paragraph 2 of Article 8, he said that the use of
dates seemed unnecessary, and suggested that, if any date were

used, it should be that onwhich the agreement come into force.

All forms of exempted preferences were not included in the

sub-paragraphs of pragraph 2. He felt that regionalarrangements

should be permitted. They would contribute to the general

expansion of trade, net on the basis of political, but of economic

and geographical, factors.
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Mr. McCAKTHY (Australia) pointed out with respect to the last

sentence of Article 8 paragraph (1) on the subject of contracts for

public works, and Article 9 concerning internal taxation, that a

large part of Australian Law on these generalsubjects was State or

Local Law rather than National.

He felt that preferencesto, be negotiated pursuantto provisions

of Article 18 should be those existing at the time of the negotiations.

With respect to sub-paragraph (b) under paragraph (1) of

Article 18 concerningreduction of margins of preference,he felt that

it might be desirable to negotiate reductions of the preferential

rate as well as of the most-favoured-nation rate. Reduction of

both rates would not necessarily mean that there would not be an

accompanying reduction in the preferentialar margin.

He felt that preferences based on quotas should be negotiated

in the same manner as tariff preferences. A country consenting

to the reduction or elimination of a quota-based preference should

receive same benefit in return for that action.

He pointed to the difficulties which would be involved when

once Deminion within the Dritish Commonwealth, which had not been

granted preferential treatment by another, negotiated with

Dominions which had been recipients of such preferential arrange-

ments.

He asked another tariff reduction would be negotiated in the

case of a product, the principal supplier of which was not one of

the eighteen countries taking part in the Spring negotiations.

Just as there was an escape clause in the charter making

pc `%le remedial action in cases where tariff reductions brought

about substantial harm t1 an industry, there should be a similar

clause making, possiblespecial action when the reduction of a

preference caused extreme damage to an industry;
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Mr. RJ LG .Gl(Brazil) c'rr.ri'.:.~. that the most-favoured-nation clausedidnotcompletelycoverthecaseoftreaties between members

of the internationaltrade organization of bilateral agreementsbetween particular members of the organisation or of agreementsbetweenmembersandnn;-members.Heproposedthefollowingrevision of Article.. of thesuggested charter submitted by the
"Article 8.Recipracity and Equality of Treatment

amongMember Countries

Themember countries shall apply the principle of equality
of cr'r. .,i ir..s; of commerce and thereciprocity of advantages in
their foreign trade.In order to improvecommercial relations,
theyshall enter into reciprocal and nutually advantageous
negotiationsdirectedtothe conclusion of multilateral trade
:;rew; nt. .sx

_:cllof the _:ntinc.parties of such multilateral tradeagreementsshallbe itclsi 1 to the someadvantages, favours,privilegesorimmunities in allmattersconcerningcustoms
duties and chargesof any kind imposed on, or in connectionwith, importationor expartation, or imposed on the international
transferof payments forimports orexports, and with respect
tothe methodc` - leavying suchduties and charges, and with
respect to all rules o -` in connection with import-ation orexportation, : .with respect to all matters relating
to internal texationor regulationreferred to in Article 9.The member countries whichare net conntracting parties of
a multilateral trade agreement, andthereforeare not entitled
to the reciprocaladvantages grantedto one another by the
contracting parties,mayat anytimeask for theprivilege of
becoming a partyto thismultilateral tradeagreement, providedtheyenterinto negotiationsin,order to grantequivalent
advantages to the membercountries which are contracting parties
of the multilateral tradeagreement, in return for the advantages
received when they contractingparties.

Two or more member countriesmay enter into negotiations
directed to the conclusion of a trade agreement, provided
they c.k.ulc the other members of the International Trade
Organization is to whether they desire to take part in the
negotiations. If the members consulted were not parties in
the negotiations, and a trade agreement is concluded amongthe counctires takingthe initiative of theproposal,this
trade agreement will stay open and other member countries may
adhere to the agreement on the conditions referred to in the
above paragraph.Theprovisions of paragraph 2 of Article
31 relatingto the treatment of trade of non-members shall
be appliedto bilateral agreements between members and non-members.

The principle ofreciprocity and counlity of treatment of
this Article shall also extend to theawardingby members of
governmental centracts for public works.
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He suggested that this revision would have the same effect as

the most-favoured-nation clause includedin the United States

proposals, but would reach that result in a different way.

He also preposed the following addition to paragraph 2 of

Article 8:

"(c) * Restrictions to the equality of treatment already
adopted in commercial conventions, which were admitted by
reason of special geographical,political and ethnical
conditions."

He suggested that this addition covered a wide field, and

remarked that many preferencesalready in existence by virtue of

their inclusion in commercial agreements were not actually put into

practice, such as the favours granted by Portugal to Brazil or the

advantages raserved to each other by the Republics of Central

America.

Mr. FRESQUET (Cûba) requested that, when delegates referred to

the preferences mentionedin paragraph 2 (b) of Article 8, they

would refer to them as "preferences between the United States and

Cuba" and not as "O.ban preferences".

Mr. JOHNSEN (New Zealand)was fully in accord with the statements

made by the Australian Delegate regardingArticles 8 and 18.

He said that preferences based on quotas were just as important to

the countries obtaining them as were tariff preferences, and

countries should net be asked to give them up except by negotiation.

He believed that technical difficulties would arise if 1 July

1939 was taken as the establisheddate for preferences, and he fully

concurred in the statement by the Australian Delegate regarding the

difficulties which would arise because of the varied Commonwealth

preferences.

Mr. KUNOSI (Czechoslovakia) asked whether his country would be

free to accord most-favoured-nation treatment to any country, if it

became a party to multilateral agreement.
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Mr. PARNAGUA (Brazil) replied that, if Czechoslovakia was

willing to enter into a customs union with other Danubian countries,

the situation would be nodifferentfrom theBelge-Luxembourg and

other customs unions.

Mr. ALPHAND (France) stated that France was in accord with the

most-favoured-nation principle, but oile reservations for the

transitional period. He suggested that thequestion of the

application of the principle to non-members was most important.

He requested clarification of the last sentence of paragraph 1

of Article 8 relating to governmental contractsfor public works.

He said it was not possible for Franceto take any other date

than 1 July 1939 as the basis for deteraining preferences.

Mr. TUNG (China) indicated that China was prepared to enter

tariff reduction negotiations in spite of its present under-

developed state. Its tariff reductions would be selective, not

general. It was prepared to reduce, or even eliminate, import
duties on a number of products, such as machinery; but reasonable

protection would be required for its industries, particularly during

the transition period. He restated a previous sùggestion as to the

completion of the transition period.

With regard to preferences, he stated that China did not want

to maintain there, but reserved the right to do so if it should: become

necessary.

Mr. McKINNON (Canada) pointed out that a detailedand technical

discussion of articles 8 and 18 was necessary, and asked whether a

sub-committee should be instructed to draft the Articles or whether

they should be considered by the whole Committee. It washis

opinion that further discussion would be unrewarding, pending the

redraft of Article 8: 2 which would be supplied by the United Kingdom

and the redrafts which might be suggested by other countries.
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With a view to guiding the work of the Sub-Committee, the

Chairman summarized the basic points of the discussion on the

provisions of the charter fer most-favoured-nation treatment

(Article 8) and for reduction of tariffs and climination of

preferences (Article 18).

With respect to the last sentence of paragraph 1 of Article 8,
he folt there was reason to hope for agreement in principle on the

subject of according fair and equitable treatment to the commerce

of other nations in the awarding of centracts for public works;

but in this connection he suggested that the Sub-Committee should

give particular attention to, and work out solutions for, the

following problems:

(a) the scape of the contracts (relating to "works" or also

to goods);

(b) the scope ofgovernment organizations involved(central,

state and local governments, nationalized industries and

Crown companies);

(c) classification of purposes ((e.g.,contracts for military

or administrative purposes), consideration being given to the

"test ofre-sale" suggested by the Delegate of the United

Kingdom; and

(d) the practicability of covering ina general statement a

matter involving so many possiblequalifications and

exceptions.

Concerning the general most-favoured-nation previsions, the

basic questions for further study were;

(a) possible modification of the previsions in order to cope

with problems raised by unsatisfactory labour conditions in

certain countries;

(b) the relationship of these provisions with treaty or other

contractual obligations already in existence, particularly

with countries outside of the proposed Organization; and
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(c) the adequancy of,and need for, such provisions in the

light of the fact that there will be three main types of

undertakings by members of the Organization, namely:

(i) multilateral arrangements among members of the

Organization;

(ii) bilateral agreements among members;

(iii) treaties or agreements between members and non-

members.

There secured to be general agreementthat reduction or

elimination of preferences should be a matter for negotiation.

Basic points needing further consideration by the Sub-Committee

included:

(a) whether the negotiated reduction to be required would

differ according to (i) the stage of economicdevelopment of

the country concerned, (ii) the level of its tariff in

operation;

(b) whether proferences subject to negotiation should be

these existing at the time of negotiations or those existing

at a prior date 1 July 1939 or 1 July 1946;

(c) whether, in order to reduce margins preferences, only

the most-favoured-nation rate, cr both the most-favoured-

nation and the preferential rates, might be reduced;

(d) whether preferencessubject to negotiation should be

limited to tariffs cr include thosebased on price arrange-

ments in granting of contracts and quota arrangements;

(e) whether preferential arrangements, which had already

been agreed upon but had not actually been effected, might be

implemented or extended;

(f) whether prevision should be made for the establishment

of new preferencesas a step in the direction of the

formation of a Customs Union; and
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(C) whether an escapeclause should be included, so as to

possible remedial action in cases where industries were

scricusly injured because of reduction eimination of

preferences.

The meeting accepted the Chairman'ssummary of the basic

issues requiring detailed consideration by the Sub-Committee.

Mr. HAWKINS (UnitedStates) said that he was propared to

answer many of the questions raised during the day's discussion,

and asked whether such answers should be given tothe full

Committee or to the Sub-Committee.

Dr. SPEEKENBRINK (Netherlands) felt that the views of the

American Delegate should be given to the full Committee since

onlya few of its members were represented an the Sub-Committee.

It was agreed that Mr. HAWKINS should give his viewsan

issues raised during the discussions at the next meeting of the

full Committee.

The CHAIRMAN suggestedthat the questions which had been

raised with respect to the principal supplier rule should be

referred. to the Sub-Committee on Procedure The suggestions of

the United. States Delegatethat the terms of reference of the

Sub-Committee on Procedure should be broadened so as to include

the question of tariffs, and that Cuba should be added to its

membership were agreed to by the Committee.

Mr. KUNOSI (Czecheslovakia) reminded the Committee that the

United States Délegate had agreed that previsions concerning

customs ,2ature might be added to the charter. The

CHAIRMAN suggestedthat this latter bright be referred to the

technical Sub-Committee.

Mr. FRESQUET (Cuba) thanked the Committee on behalf of his

country for including Cuba on the Sub-Committee. He con-

gratulated the Chairmanon his summary of the basic issues

requiring study by the Sub-Committee.
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It was agreed that the Committee should meet on Tuesday, 29

October, at 11 a.m.

In response to a question by Mr. ALPHAND (France), the

CHAIRMAN indicated that at its next meeting the Committee, besides

concluding the discussionon tariffs etc., would discuss

quantitative restrictins. This would be in accordance with the

outline of work agreed to at the previous meeting.

Mr. VIDELA (Chile) indicated that members of the Sub-Committee

on Procedure hoped that meetings could be so arranged that members

would be able to participate in the work of both the full

Committee and the Sub-Committee.

The meeting rose at 6.15 p.m.


