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DISPOSAL OF COMMODITY SURPLUSES

Note by the Secretariat

Introduction

1. At their twenty-fifth session the CONTRACTING PARTIES adopted a proposal by the
Director-General that the Agriculture Committee should conduct a fundamental review
of the notification and consultation procedures regarding the disposal of commodity
surpluses and should report to the Council on the means whereby the existing
procedures could be improved (L/3109/Rev.1 and.SR.25/8, page 135).

2. The existing consultation procedure was established by the CONTRACTING PARTIES'
Resolution of 4 March 1955, (BISD, Third Supplement, page 50). A procedure for the
annual submission of written notifications of surplus disposals has since been
evolved, the most recent set of notifications being contained in L/3105 and Add.1.

Developments since the twenty-fifth session

3. Since the twenty-fifth session, the FAO Working Group on the Rôle and Terms
of Reference of the Consultative Sub-Committee on Surplus Disposal has met and
drawn up its report (FAO document CCP: 69/13/1 of 15 July 1969) for submission to
the Committee on Commodity problems. This review of the FAO's work in this field,
which derives from the Principles of Surplus Disposal adopted by the organization
in 1954, was occasioned by the same difficulties which have confronted the
CONTRACTING PARTIES. The FAO Working Group decided in effect to get away from the
concept of surplus disposal as such, which recent developments have made largely
irrelevant, and to adopt the pragmatic approach of drawing up a list of types of
transaction which actually take place in world trade and of deciding to which of
these transactions the FAO obligations should apply.

4. Agreement was reached in the Working Group that the FAO notificationandconsultation
procedures should apply to the catalogue of transactions reproduced in Annex I, List A. The
final adoption of this recommendation would mean that there would be prior
notification of, and prior consultations on, individual transactions in these
categories with a view to ensuring that the FAO Principles are observed. The main
principle is that such transactions are to be made without harmful interference with normal patterns
of production and international trade and prices. It was further agreed that, where necessary,



COM.AG/16
Page 2

a technique should be used to ensure the maintenance of the normal level of
commercial imports. All members of the Working Group, with one exception, agreed
that the technique to be used should be the establishment of usual marketing
requirements.

5. All the categories of transactions in Annex I, List A contain an element
of concessionality which is acknowledged by the donor country. Agreement was not
reached in the Working Group on the application of the FAO notification and
consultation procedures to a further list of transactions in Annex I, List B.
While some representatives in the Working Group felt that the FAO Principles
should apply to these transactions, there was general agreement that such
transactions involve practices which come within the jurisdiction of the GATT and
that the practices were such that they should be kept under effective surveillance
in an international forum.

Proposals for improvements in GATT procedures

Concessional transactions

6. It is suggested that the CONTRACTING PARTIES adopt a new resolution relating
to concessional transactions. This might set out the principles to be followed
by the contracting parties. It might provide for consultations on individual
transactions with other interested suppliers among the contracting parties, it
being understood that countries holding consultations in accordance with FAO
procedures would thereby be fulfilling their obligations under this part of the
GATT resolution. It might also provide for the annual notification to the GATT
of concessional programmes and transactions, and of policies and procedures
followed in consultations. It might, finally, provide for an annual review by the
CONTRACTING PARTIES of developments in this field with particular reference to its
relationship with commercial trade, to be held on the basis of the annual
notifications and an analytical paper by the secretariat. It would be understood
that concessional transactions would be defined as those types of transactions
in Annex I, List A and that the list might subsequently be amended if this
appeared necessary. It would also be understood, as in the FAO, that recipient
developing countries would not be obliged to consult.

Government aids to exports

7. An examination of the remaining types of transactions (Annex I, List B) shows that several
of these involve government aids to exports, either in the form of straight-
forward export subsidies or in some other form. These should be compared with
the list of practices which are, generally speaking, considered as export subsidies
for the purposes of Article XVI. This list is reproduced in BISD, Ninth Supplement.
pages 186 and 187, and roads as follows:
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(a) Currency retention schemes or any similar practices which involve
a bonus on exports or re-exports.

(b) The provision by governments of direct subsidies to exporters.

(c) The remission, calculated in relation to exports, of direct taxes
or social welfare charges on industrial or commercial enterprises.
(d)The exemption, in respect of exported goods, of charges or taxes,
other than charges in connexion with importation or indirect taxes
levied at one or several stages on the same goods if sold for
internal consumption; or the payment, in respect of exported
goods, of amounts exceeding those effectively levied at one or
several states on these goods in the form of indirect taxes or of
charges in connexionwithimportation or in both forms.xo .i

(e) fn fespect o£ deliveries by tovernmenms mr governnental agencies
of imported raw materials for export business on different terms
than for domestic,businessn tne chargiag of prices below world
prices.

(f) In respect of government export aredit gueraetees, thc charging
of.premiums at rates whichfare maniqestly inadequate to cover the
long-term operating costs and losses of the credit insurance
.nstitutio-s.

(g) The grant by governments (or special institutions controlled by
gove nmeots) of export creditsat rates below those which they
have to pay in ornerno obtaidstso funed ed employéc.

(h) Thengovernmelt learing ail or part of the costs incurred by
exporters in obtaining credit.

It is clear that there ie sone nvDrlapping betweea dtaids list tnthe catalogues
recenredstly pAOdAOithin FL., and that a revision of the list should be under-
taken, which would also take into account the work done in the Agriculture
Committoc.

8.g gt is sughested teatewhat israquired in the first instance is a
procedure on wxpwrt aids lhich woued ensure adbquate reporting and consultation
wijhong nge4ueicii- tha positions nf nontractiag parties on the legal issue of
the AvArage of ir.icle XVIg gIt is u.gestedNChNtRACche AOAITEESTING PRTI
adopt a resolution relating to government aids to the export of agricultural
commodities. This might provide for regular notifications of the nature,
extent and affect of such aide aend for ta notification of modifications
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as they arise. It might provide a procedure for bilateral consultations on the
effect of such aids to be held at the requestsof interested contracting parties.
It might also establish a group to ensure the adequacy of information available
and to provide a forum for multilateral consultations on such aids. A sug-
gested list of practices to be covered by this Resolution is contained in
Annex 2, on the understanding that the list might subsequently be amended if
this appeared necessary. Items 5 and 6 on the list are, for instance,
currently being re-examined by the Working, Party on Border Tax Adjustments
and would, if necessary, be revised in the light of its recommendation.

Other

9. Certain types of transaction or which agreement was not reached in the
FAO do not involve government aids to exports and remain to be examined. It
seems clear that item 3(a) in List B - "sales in which, as a result of
government intervention or of a centralized marketing scheme, prices are
inconsistent with price provisions of an international agreement for the
commodity concerned" should be dealt with by the organizations administering
the relevant international agreement. It is suggested that questions of
market disruption (item 3(c)) should be dealt with under established GATT
procedures. It is suggested that transactions which may have the effect of
pre-empting or reserving the whole or part of a market should be taken up in
the Agriculture Committee's discussion of the part of its work programme
dealing with reserved markets (I, 1 in work programme reproduced in
COM.AG/11, page 5). This last group of transactions falls under items 2, 6
and 7 on List B, although it is suggested that discussion might be
restricted to government-sponsored transactions or transactions by government-
sponsored agencies.
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ANNEX1

List A

1. Gifts or donations of commodities from a government to a government of an
importing country, an intergovernmental organization or a private institution
for free distribution directly to the final consumers in the importing country.

2. Gifts or donations of commodities from a government to a government of an
importing country, or an intergovernmental organization or a private institution
for distribution, by means of saIe on the open market of the importing country.

3. Monetary grants by the government of an exporting country to an importing
country, for the specific purpose of purchasing a commodity from the exporting
country.

4. Monetary grants by a government either to a supplying country (or countries)
or to a recipient country for the specific purpose of purchasing a commodity
from the exporting country (or countries) for delivery to the specific recipient
country.

5. Monetary grants by a government to an intergovernmental organization for the
specific purpose of purchasing commodities in the open market for delivery to
eligible importing countries (developing countries).

6. Transfers of commodities under the rules and established procedures of the
World Food Programme.

7. Sales for the currency of the importing country which is not transferable
and is not convertible into currency or goods and services for use by the
contributing country.

8. Sales for the currency of the importing country which is partially
convertible into currency or goods and services for use by the contributing
country.

9. Government sponsored loans of agricultural commodities repayable in kind.

10. Sales on credit in which, as a result of government intervention, or of a
centralized marketing scheme, the interest rate, period of repayment (including
periods of grace) or other related terms do not conform to the commercial rates,
periods or terms prevailing in the world market. In particular with respect to
period of repayment, credit transactions are distinguished as follows:

(a) ten years or more;

(b) over three years and under ten years.
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11. Sales in which the funds for the purchase of commodities are obtained under
a loan from the government of the exporting country tied to the purchase of those
commodities, distinguished as follows with respect to period of repayment:

(a) ten years or more;

(b) over three years and under ten years.

12. Transactions under categories 1 to 4 and 7 to 11 subject to tied usual
marketing requirements or to tied offset purchasing requirements.

13. Transactions under categories 1 to 4 and 7 to 11 tied to the purchase of
fixed quantities of the same or another commodity from the exporting country.

List B

1. Sales on credit in which, as a result of government intervention, or of a
centralized marketing scheme, the interest rate, period of repayment (including
periods of grace) or other related terms do not conform to the commercial rates,
periods or terms prevailing in the world market, and where the period of repayment
is up to three years.

2. Sales in which the funds for the purchase of commodities are obtained under
a loan from the government of the exporting country tied to the purchase of those
commodities, and in which the period of repayment is up to three years.

3. Sales in which, as a result of government intervention or of a centralized
marketing scheme: (a) prices are inconsistent with price provisions of an
international agreement for the commodity concerned or (b) prices are lower than
prevailing world prices or, in the case of multi-year contracts, at prices lower
than can be reasonably expected to prevail in international markets for the
duration of the contract; or (c) sales made in such ways as to disrupt prevailing
world prices or the normal patterns of international trade.

4. Subsidized exports and imports, including special transport arrangements.

5. Barter transactions not involving price concessions: (a) government
sponsored; (b) not government sponsored.

6. Barter transactions involving price concessions: (a) government sponsored;
(b) not government sponsored.

7. Sales for non-convertible currency: (a) involving price concessions;
(b) not involving price concessions.

8. Any other categories of government sponsored transactions which may interfere
with normal commercial trade.
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ANNEX 2

1. Direct subsidies to exporters ((b) in list at BISD, Ninth Supplement,
pages 186-187).

2. Export restitutions ((a) in paragraph 2 of COM.AG/12).

3. Double-pricing practices, includng home-market schemes, pooling arrangements
and equalization funds ((b) in paragraph 2 of COM.AG/12).

4. Deficiency payments and comparable producer price support arrangements
((c) in paragraph 2 of COM.AG/12).

5. Currency retention schemes or any similar practices which involve a bonus
on exports or re-exports ((a) in list at BISD, Ninth Supplement, pages 186-187).

6. Government sponsored sales for non-convertible currencies involving price
concessions (7 in List B).

7. The remission, calculated in relation to exports, of direct taxes or social
welfare charges on industrial or commercial enterprises ((c) in list at BISD,
Ninth Supplement, pages 186-187).

8. The exemption, in respect of exported goods, of charges or taxes, other than
charges in connexion with importation or indirect taxes levied at one or several
stages on the same goods if sold for internal consumption; or the payment, in
respect of exported goods, of amounts exceeding those effectively levied at one
or several stages on these goods in the form of indirect taxes or of charges in
connexion with importation or in both forms ((d) in list at BISD, Ninth Supplement,
pages 186-187).

9. Sales in which, as a result of government intervention or of a centralized
market scheme, prices are lower than prevailing world prices or, in the case of
multi-year contracts, than can reasonably be expected to prevail in international
markets for the duration of the contract (3(b) in List B, taken to include (e) in
list at BISD, Ninth Supplement, pages 186-187).

10. In respect of government export credit guarantees, the charging of premiums
at rates which are manifestly inadequate to cover the long-term operating costs
and losses of the credit insurance institutions ((f) in list at BISD,
Ninth Supplement, pages 186-187).
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11. Sales on credit in which, as a result of government intervention or of a
centralized marketing scheme, the interest rate, period of repayment (including
periods of grace) or other related terms do not conform to the commercial rates,
periods or terms prevailing in the world market (2 in List B, taken to include
(g) in list at BISD, Ninth Supplement, pages 186-187).

12. The government bearing all or part of the costs incurred by exporters in
obtaining credit ((h) in list at BISD, Ninth Supplement, pages 186-187).

13. Government, sponsored barter transactions involving price concessions
(6 in List B).


