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ARTICLE XXII:1CONSULTATIONS ON THE UNITED STATES
EXPORT SUBSIDY ON UNMANUFACTURED TOBACCO

1. In Wovember 1966, the Government of Malawi requested the United States
Government to engage in consultations under paragraph 1 of Aarticle XXII
concerning the 5 cents per lb. subsidy introduced by the United States in
July 1966 on exports of unmanufactured tobacco. The Government of the United
States agreed to the request (L/2715). Subsequently, the Governments of
Canada (L/2715/adda.1), India (L/27l5/Add.3), and Turkey (L/2715/L-dd.2) expressed
the wish to join in the consultations and the Government of the United Statos
so agreed. The consultations were hold in Geneva on 14 a-nd 15 February 1967.

General statemont2
2. In his opening statenont, the representative of Mialawi drew attention to
the memorandum submitted by his Government to the United Statas Government and
which had subsequently been mad-e available to the other delegations concerned.
This meuorandum is reproduced as 2nrnex I. The nmeorandtum had, he pointed out,
boen drafted before the Malawi Government had received a reply from the
United States Government to the representations it had made through diplomatic
channels Basing himself upon the content of the memorandum, the Malawi
representative alluded to the main points of concern for his Government in
relation to the subsidy. The notification of the subsidy by the United States
Government appeared to be inadequate in that it did not contain any details as
to the circumstances leading to the introduction of the subsidy; the reason
for its introduction; and its likely effects.

.3. The representative of Canada pointed out that his country, as a major
producer of flue-cured tobacco, a tyrpe which comprised 80 per cent of the
United States exports, was particularly vulnerable to the export subsidy. He
also pointed out that, apart from tariff protection, the Canadian producer

1The Working Party on the Article XXII:2 consultations, the report of which
has been distributed as L/2925, -,agreed that this report should be distributed for
information to contracting parties.

2This section contains only an outline of the statenonts made. It should
be read in conjunction with Annexes I-III. Points made in general statements
relating to legal issues, the effects of the subsidies, and the United States
domestic support policy, appear under tlh relevant headings.
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received no government support. Traditionally, 25 per cent of Canadian production
was exported. Production had increased by 50 per cent in the last fifteen years
and exports by a similar amount in the last ten years. A record crop of
approximately lb. 215 million Iad been harvested in 1966. It was hoped that
it would be possible to increase production by a further lb. 50 million in
1967 and to achieve regular increases in subsequent years. Canadian producers
were highly efficient, as their costs of production indicated. Canadian flue-
cured tobacco was sold at auctions and its price was determined solely by
market forces. It was disappointing to the Canadian Government that the Unfited
States had chosen to introduce a subsidy on a product which in international trade
had hitherto been relatively free of subsidization and other forms of export
assistance.

4. The Turkish representative observed that his country produced Oriental leaf
which was not produced in the United States. Nevertheless, there was a danger
that a reduction in prices of tobacco types exported by the United States, as
a result of subsidization, would, in the longer term, cause manufacturers to
modify blends to the detriment of Oriental leaf. Some 7 per cent of the Turkish
population (453,000 families) depended for their livelihood on tobacco.
Seventy per cent of Turkish tobacco production was exported and tobacco exports
contributed between 25 and 35 per cent of Turkey's foreign exchange earnings.

5. In his opening statement, the Indian representative alluded to the
importance of tobacco In his country's economy. Foreign exchange earnings from
the export of tobacco had averaged $6 million in 1964-65 and India expected to
earn, during the five-year period 1966-67 to 1970-71, foreign exchange of the
order of $70 million from exports of manufactured tobacco. India feared that the
larger exports of the subsidized American tobacco might lead to a change in
consumer tastes and reduce the market for the types of tobacco supplied by other
countries, and that the subsidy might narrow down the price spread between the
American and other competing tobacco and thus seriously impair the competitive
strength of the tobacco of other countries. He added that there was no knowing
yet whether, if the subsidy failed to realize the expected results, it might
not be enlarged in the future. The subsidy could have unfortunate repercussions
on India's development efforts, particularly if the planned foreign exchange
earnings from tobacco exports could not be realized either as a result of lower
prices or due to the displacement of Indian tobacco from her markets.

6. In his opening statement, which is reproduced as Annex II, the United States
representative remarked that his statement was addressed principally to the
contents of the Malawi memorandum; but it would also cover certain points
raised by other representatives. The United States representative provided an
account of the subsidization measures that had been introduced by the United
States in respect of unmanufactured tobacco exports.
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7. The United States representative pointed out that between.1955 and 1959,
United States exports of unmanufactured tobacco amounted on average to
35 per cent of total world exportsbut by 1965 her share had declined to
26 per cent because of the marked increase in exports of her major competitors.
The failure of the United States to maintain its share of export markets was
attributable to several reasons including the discriminatory treatment it
encountered in certain markets; one highly important factor had been the
widening price gap between United States leaf and that produced by its
competitors. Higher United States prices ivre largely the result of the United
States' tobacco support system and the. price support levels for most types of
tobacco (see under relevant head).

8. The representative of Malawi made a detailed reply to the opening statement
of the United States representative. The text of this reply is attached in
Annex III. Points contained in this reply are covered in subsequent sections.
In his reply the Malawi representative re-emphasized the importance of tobacco
in his country's economy. Tobacco growing and ancillary occupations provided
a livelihood for some 110,000 families and tobacco constituted about one third
of total export earnings.

9. The representatives of Canada, India and Turkey also commented upon the
opening statement of the United States representative. Their comments are
covered in the sections which follow.

Legal issues

10. The representative of Malawi said that, in the view of his Government,
tho subsidy introduced by the United States could not be justified in terms
of Article XVI:3, particularly if paragraph 3 were to be read in the context of
the Article as a whole. The interpretative note to paragraph 3 provided for
the entry into a market of exports from contracting parties which have not
hitherto exported with the implication that established exporters would have
to accept a smaller share of the trade in the product concerned. It would be
contrary to the provisions of this note and to the whole spirit of the GATT
if each exporter was to attempt to retain its proportionate share of the market.
Moreover, as United States exports of tobacco had, in absolute terms, been
increasing" there would seem to be no practical justification for tte introduction
of the subsidy. It was also the view of the Malawi Government that the
introduction of the subsidy was contrary to the obligations undertaken by the
United States under Part IV of the General Agreement, and in particular,
Article XXXVI:2 and 3 and Article XXXVII:3(b) and (c).
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11. The United States representative indicated that his Government regarded
the subsidization measures introduced in July 1966 as fully conforming to the
provisions of Article XVI:) in that they wore not intended to increase United
States exports of tobacco above an "equitable" level. He noted, that, whatever
"previous representative period" was selected, the United States share of world
tobacco exports would be shown to have declined sharply. Nevertheless, the
United States Government shared the view of the Malawi Government that it would
not be desirable to assume that a particular country's share of a market should
remain static and so, rather than base the-concept of "equitability" on any
arbitrarily selected reference period, the United States would regard as
"equitable" that share of the market that it would have enjoyed under completely
competitive conditions, i.e. in the absence of domestic price support measures.
He was not, however, in a position to indicate the exact percentage share of
the world market which the United States would regard as itequitable" on the
basis of this criterion. He pointed out, however, that, if the domestic price
support programme were abolished, the United States "equitable share" of world
trade would undoubtedly be substantially in excess of its preset share.
Similarly, the United States Government did not consider that its obligations
under Part IV and, in particular, Article XXXVII:.5(b) and (c) debarred her in
any way from the introduction of tale subsidy in question. As regards paragraph 3(c),
the United States Government had, in fact, explored other means of overcoming
the problem. In this exploration, as in the formulation of ether trade policy
decisions, the United States had had special regard to the interests of
developing countries. However, the United States could not interpret
Article XXXVII:3(c) as meaning that prior consultations should be held with
developing countries.

12. The representative of Malavi, whilst accepting that Article XXXVII:3(c) did
not explicitly require prior consultations with developing countries, pointed
out that, in practice, if the "exploration" provided for were to be conducted
entirely within the administration of the developed country concerned, this
sub-paragraph would have very limi-ted usefulness.

15. The representative of Canada indicated that he had difficulty in accepting
fully the United States interpretation of the principle of "equitability" in
Article XVI:3. In this connexion, he drew attention to some limiting factors
referred to in paragraph 19 of the report of the ninth session Working
Party on Other Barriers to Trade and to the statement of the Canadian represenia-
tive in the CONTACTING PARTIES on paragraph 22 of the Working Party's report.
He suGgested that in practice the extent to which an exporter could reasonably
expect to inercase its share of a market by the use of subsidies would depend
upon the competitive position of the country subsidizing exports as compared with
the positions of other countries.

1Analytical Index secondd revision) pages 86-88.
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Effects of the subsidy

14. Therepresentative of the United States provided data on United States
exports of the major types of tobacco of interest to Nalawi for the year 1966.
United States exports of flue-cured tobacco had increased from lb. 351 million
in 1965. to 1b- 421 million in 1966, but the average price per lb. had actually
risen from 85 cents to 92 cents. He noted, however, that this increase had
followed a persistent and substantial decline over a period of years in the
United States share of total exports of flue-cured tobacco. The increase in
United States exports of flue-cured tobacco was, he said, largely attributable
to the vacuum in world markets created by the decline in exports from Rhodesia,
but there had also been an improvement in the quality of leaf exported. United
States exports of Burley were only slightly higher in 1966 than in 1965 but, in
the second half of the year, when the subsidy was in force, they were actually
lower than in the corresponding period of the previous year; moreover, the
average price received had increased from 76 cents to 86 cents per lb. United
States exports of dark air-cured and fire-cured tobaccos had actually declined in
1966 as compared with the previous year. The United States representative said
that, on the basis of this data, the subsidy did not appear to have had any
demonstrable adverse effects on the positions of other tobacco exporters.

15. In reply to a question, the United States representative provided the
following statistical data on the quantities of tobacco exported during 1966:

(in lb. million)
& } | Percentage of

Total Exports under subsidized exports

Totall.xports subsidy carrying 10J per
l. ~~~~~~~~Lb.,subsidy

Flue-cured I 421.0 292.6 9.5
Burley | '5 27.2 '5
Fire -cured and dark
air-cured 26.0 15.3 8.5

'_

In total, lb. 506.1 million of tobacco had been exported with a 5 cents per lb.
subsidy and lbb. 29.8 mi lion with a 10 cents subsidy. In addition 280,000 lbs.
of cigar tobacco was exported at the 5 centssubsidy rates. The average rate of
subsidization was 5.4 cents per lb.
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16. The United States representative explained that it was not the aim of his
Government, in introducing the subsidy, to obtain a disproportionate or
inequitable share of the market. It was hoped that the subsidy would arrest the
persistent decline in the United States. share of world tobacco exports and
lead to a gradual improvement in the United States export position. In the
view of the United States Government, the 5 cents per.lb. subsidy was a mild
corrective measure to deal with the problem of its deteriorating export position..
Other measures considered by the United States Government, before the
introduction of the subsidy, had been discarded because of its concern for the
interests of the developing countries. It was appreciated, as a result of the
subsidization, exports of other countries might not increase as fast as they
otherwise might have done. On the other hand, there was absolutely no reason
to expect that they would decrease in absolute terms, particularly as tobacco
consumption in the world was increasing by between 6 and 7 per cent per annum.
It had, however, to be noted that, in order to maintain a greater price
stability in export markets for their tobacco, it would be in the interests of
other countries to adjust production and exports and share with the United
States the burden of adjustment of supply to demand. The United States had,
in the past, by its policy of production control and stocking, assumed a
disproportionate share of its burden.

17. The Canadian representative observed that it might be expected that, in
the short term, the United States subsidy would cause a decline in prices in
world markets; and in the longer term the displacement of other tobaccos by
United States exports. It was not possible to quantity the opposing price
effects of the Rhodesian situation and the United States subsidization, but.
it was to be expected that prices would have been higher in 1966 in the absence
of the subsidy. He noted that the comparison of average a m-u-' export prices
in 1966 with those in 1965 did not indicate what had happened following the
introduction of the new subsidy. Moreover, it would not be reasonable to
assume Rhodesia's absence from the--market would continue indefinitely.
The subsidy had been introduced at a time when Canadian. exports were falling;
in the first nine months of 1966 Canadian exports were do-wn to lb. 51.5 million
as compared with lb. 55.T million in the corresponding period of 1965. In
the period January-Ctober 1966 Unitfed States exports of flue-cured had
increased by 27 per cent over their level in the corresponding period of 1965.
Whatever- the short term effects - of the subsidy, it. could be expected that, in
the long term, United States tobaccos would displace those of other countries
in importing markets as a result of subsidization. With reference to United
States contention that it had borne a disproportionate share of the burden of
adjusting supply to demand, Ithe Canadian representative observed that Canada's
share of the world market had been relatively steady. It was 5 per cent in
1960 and only 4.6 per cent in 1965. Canadian production had been adjusted to
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world market conditions and it had thus declined between 1960 and 1964.
Throughoutmost of this peri-A Canadian export price movements closely
paralleled those of the United States and it did not appear that there had been
a widening gap in prices.

38. The representative of India said that he could not understand why the
United States had introduced the subsidy at a time When, due to abnormal
conditions prevailing in the world tobacco market, prices were rising, and her
ovm exports bad Increased. He said that he would be particularly interested in
1mowing the difference In the price of American tobacco of different types, and
the price -of comparable or nearly comparable tobacco of other cxmtries in
international Markets at the time of introduction of the subsidy, at the
different stages of Increase of subsidy, and at the -et tiwe. He said that
this Information and the latest available trade statistics would make it
possible to know how far the intended objective of the subsidy of reducing the
price spread between the American and ether competitive tobacco bad been
achieved, and what effect such reduction in the price spread had had.onthe
competitive position of Americ= tobacco in particular markets. He enquired
whether, in the event of the reduction in the Price sprea between American
and other competitive tobacco not being significant, due perhapss to the
Increased generated for the subsidized Amcrican tobacco, there was a

possibility of the quantum of the subsidy being increased.

19. The representative of the United States pointed zt' that United States
flue-cured exports had, in fact, been lower in the first six months of 16 t-han
in the same period of 1965. He also said that data on the prices of United
States tobaccos were based cxrt rturns and there was inevitably a delay
in their calculation. He undertook to Supply the information souht by the
representative of India asregards United States tobacco exports when, and to
the extent that, these became available. He would wish to point ot., however,
that this t lwoud be of little use unless corresponding data were
furnished by other exporters.

2. The representative of MVala indicated that, ilst t t be too early
to judge the effects.of the svbsiay, it -was, neverthelessthe view of his
Governent that a reduction in the =ice of United States leaf, particularly
fire-cured, -woud inevitably react on the prices received fo alawi tobaccos,
as these prices were fixed by the-; rket in t to he availability of
competing United States tobaccos. He could not' accept a sitzattio in which a

less-developed. country was being as*-d either to accept lower prices o- curb
production as a result of the aggressive trading practices of a major developed
exporter.
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21. The representative of Turkey said that his Government was concerned about
the effects of 'he United States subsidy which could bring about the
displacement of Oriental leaf by other types in cigarette blends. He noted,
in this connexion, that there had been a marked decline in the utilization of
Oriental leaf in Europe in the post-War period as compared with pre-war. In
the United States, during this time, the proportion of Oriental leaf in
cigarettes had fallen from 14.1 per cent. to 5.7 per cent. A change in the
relative prices of tobaccos could cause further blend modifications in future.
The Turish tobacco industry was particularly vulnerable at the present time
because there existed large stocks of earlier crops amuning to some 59,000 tons
Todisposeof this stock Turkye,,, was bei c impllea' t3 onter into bilatca

clearing Zageements uc_ were! contrary to the C- neral Agreement.

22. The representative of Vallawi said that it had recently come to his notice
that the United States Comnodity Credit Corporation hIad called for 'sealed bidsu
to dispose of stock tobacco at, the highest price attainable. The representative
of the United States confirmed that the CCC had sought to disposeJ by this
method, of the remaining flue-cured stocks of the 1957 crop and certain selected
grades, frmthe 1958 and 1959 crops.

United S-tates dcnestic support pWlicy

23. The representative of the Unized States explained thet his country 's
domestic price support programme was designed to provide tobacco growers w>ith
a reascaable income while achieving a reasonable relationship between supplies
and requIrements, both domestic and export. The produaction control and price
support programes were aimed at enabling tobacco.farmers to maintain and, if
possible, increase their income level from tobacco production. Tobacco growers
were located in some oJE the most depressed areas of' the country and therefore
posed a particular political problem. The support policy pursued by the United
States Grovenment, coupled with its willingness to stock rther than dispose
of its high-priced tobaccos, had constitutedan fumbrella!U over the world
market and had helped to ensure reasonsably satisfactory and stable prices fCr
competing tobaccos. This policy had beer. beneficial to Malawi and other
developing countrries in that they had been able to expand their exports under
conditions of stable cr rising prices. It was the submission o- the United
Statues Government that a departure from its present price support and
production. limitation Programne wivld have an advenrse effect on world market
conditions and the exports of oter producing countries. It was true, the
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United States representative continued, that the acreage controls introduced had
not curbed production by as nrarh as had been anticipated because of the ability
of the United States farmer to increase his yields. In 1965, however, poundage
controls had been introduced for flue-cured tobaccos. Whilst it was still
pextaps too early to judge the overall effects 'of this change it had undoubtedly
improved the quality of United States leaf. United States Burley producers
were currently voting on a measure which, if approved, would extend poundage
restrictions to Burley leaf as well.

24. Me representative of Canada said that United States domestic support
policy had led to the creation of large stocks of high-priced tobaccos, the
disposal of which in export markets had now necessitated the introduction of an
export subsidy. The situation in Canada was that the tobacco industry was both
progressive and efficient. By means of normal and energetic promotional
measures, Canada had succeeded in penetrating a number of new markets with her
tobacco exports. Factors were present to enable Canadian production and
exports to expand significantly in the years ahead. Canadian leaf was sold on
auctions and the prices it received were determined by the supply and demand
mechanism so that producers were not isolated from price changes on the world
market. In the past, Canadian producers had accepted voluntary restrictions on
production to meet short-term fluctuations in the demand situation. Their export
efforts were, however, being hindered by most of the trade barriers referred to
by the United States representative and, in addition, also encountered assisted
competition such as PL 480 sales by the United States.

25. The representative of Malawi said that he found difficult to accept the
relative poverty of tobacco producers in the United States as a reason for the
maintenance of United States tobacco policy, given that the average annual
Per caput income in the United States Was about $2,600, whilst, in Malawi,
it was $42. Tobacco Producers in Malawi had to bear the full effects of
variations in the prices received for their production. ?I4lawi could not
afford to introduce subsidies even if she wished to. It had, however, to be
emphasized that the alawi Government had, in fact, taken steps to curb
production to meet changed market circumstances in the past. Me United States
policy of acreage restrictions had been ineffective in curbing production
because, as a resl of the high and rising support prices paid, producers could
afford the costs involved in raising the yields. United States tobacco
Production had. in fact, increased from lb. 2,110 million per annum,in the
Period 1947-1951, to lb. 2,192 million in the period 1961-1965. 'Me policy of
stocking had, in fact, been forced uocn the United States as a result of its
price policies. Malawi was prepared to meet any additional competition in the
world market arising from the dismantling by the United States of its present
domestic support system.
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26. The representative of the United States said that he fully appreciated that
it was not appropriate to compare the living standards of tobacco producers in
the United States with those in Malawi. He noted, however, that the per caput
income of farmers in the United States and in particular that of tobacco
farmers was well below the national average. The relat: a poverty of United
States tobacco producers, as compared with other economic groups in the country,
was a political fact of life which had to be taken into account in the
formulation of policy.

Future United States policy as regards subsidization

27. The representative of India asked whether, in the event of the United States'
attaining the objectives set at the introduction of the subsidy, it would be
removed, or, alternatively, if these objectives were not attained, it would be
increased. In this comnexion, the representative of Malawi pointed out that
certain spokesmen for the United States administration had indicated that the
United States wished to halt the growth of exports of competitors. He
enquired whether it was the intention of the United States Government to extend
the present subsidy to the 1966 and subsequent crops.

28. The representative of India said that it would have been helpful if the
United States representative had given some quantitative indication of what
his Government regarded as a fair and equitable share for the United States
in the international market. He said that if the subsidy could not be removed
immediately, it was necessary that the United States should assure that the
direct competition between the American tobacco and the tobacco of the less-
developed countries be reduced to the minimum, and that the subsidy scheme be so
operated that competition would not be concentrated in the main markets of the
less-developed countries.

29. The United States representative said that the subsidy would be applied
wit. reasonable woderation and rtat the interests of the less-developed countries
would be taken into account in the formulation of Awture policy. He was not,
however, in a position to provide any indications as to whether the subsidy
would be removed, maintained or extended. His Government could not entertain
the suggestion of the representative of- India.
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Representations

30. The representatives of Malawi, Canada, India and Turkey, Whilst
recognizing that, because of the shortness of the time that had elapsed,
it could not yet be demonstrated that the subsidy had adversely affected their
trade interests, nonetheless reiterated their apprehension over the adverse
effects on the international tobacco market which the maintenance of the export
subsidy, introduced by the United States in July 1966, could have; and,
referring particularly to the requirements of Part IV of the General Agreement,
the representatives of the developing countries participating in the
consultations, requested that the subsidy be removed.

31. The representative of the United States said that he would report this
request to his Government but he was not in a position to give any formal
undertaking in this regard.

32. The representatives Malawi, Canada, India and Turkey requested that, in
the event of the United States Government's considering the extension of the
existing subsidy to hitherto unsubsidized tobacco or of increasing the present
level of subsidization, it would consult, before taking any action, with their
Governments.

33. The representative of the United States said that he would report this
request to his Government but he was not in a position to give any formal
undertaking in this regard.

Conclusions

34. The representatives of Malawi, Canada, India and Turkey thanked the
representative of the United States for the :fll and frank manner in which he
had dealt with the questions they had posed. They regretted, however, that he
had not, during the consultations, been in a position to respond favourably
to their particular representations. It -was their hope thatAthe United States
Government would, in the event, be in a position to react positively to these
representations. They reminded the United States representative that the subsidy
constituted a very real threat to the tobacco industries in their countries and
the representatives of the developing countries drew attention to the ham the
subsidy could inflict upon their developmental efforts.

35^ The representative of the United States thanked the other representatives
for the friendly and constructive spirit in which they had put their views
during the consultation. These views ,together with the additional factua:L
information which had emerged, would be transmitted to Washington. He was
certain that these views, particularly the points raised by the developing
countries, would be taken into account when possible changes in policy as regards
susidization were being considered.
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36. It was agreed that the consultations could be re-opened at the request
of any of the consulting countries, particularly in the light of the availability
of further information relative to the effects on their trade of the United
States subsidy.

37. The representative of Malawi indicated that, in the event of the United
States Governmont's not reactinC; positively to the representations made, his
Government would wish to consider what further relevant procedures were
available under the General Agreement.
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Annex I

MEMORANDUM BY THE MALAWI GOVERNMENT

1. On 29 august 1966, under reference L/2601/Add.13 the CONTRACTING PARTIES
were informed of the decision of the United States to extend an export subsidy
of five cents per lb. to most types of tobacco. A copy of the text of the
notification is attached as an annexure to this memorandum.

2. Before dealing with the substance of its complaint against the action of
the United States, the Government of Malawi would wish to draw attention to the
delay which occurred in communicating this action to the CONTRACTING PARTES.
The new subsidy was announced by the United States Dcpartment of Agriculture on
10 June 1966. The regulations bringing the subsidy into force were published in
the Federal Register on 6 July 1966. It was, however, not until eighty days had
elapsed since the first announcement that the subsidy was formally notified to
the CONTRACTING PARTIES. The contracting parties whose interests are affected were
therefore faced with a fait accompli, and consequently were in no position to
make any representations before the United States policy was implemented.

3. As soon as possible after receiving formal notification of the subsidy, the
Government of Malawi sought to initiate direct consultations with the United States.
On 20 September 1966 a note was presented to the United States Embassy in Malawi,
expressing the concern of the Government of Malawi at this decision of the
United States, and informing the Embassy that the Malawi Ambassador had been
instructed to make verbal representations to the State Department. On
28 September 1966 the Malawi ambassador in Washington raised the subject during
an interview with the Deputy Assistant Secretary of State and other officials.
On 13 October the Ambassador presented a note to the Secretary of State setting
out in detail Malawi's objections to the subsidy and hcr fears as to its effect
on Malawi's vital trade in tobacco.

4. Although formal reply has been received to these approaches, the Government
of Malawi still wishes to seek consultations under Article EI: (1).

5. The Government of Malae seeks th; removal of the subsidy on the grounds that
the United States Go-vernment has failed to provide adequate justification for the
policy, or to indicate sufficiently its effects as required by ;Article XVI that
the United States Governmentr has not, before applying this measure, had regard to
its effects on the interests of less-developed contracting parties or explored
all possibilities of constructive remedies, or had regard to the positive
obligations to further the growth of the international trade of the less-developed
contracting parties, as required by Part IV of the Agreement; and that the
introduction of this subsidy, having regard to the power of the United States to
sustain and, if iti so desires, to increase it, constitutes a threat to Malawi's



L/2925/Add. 1
Page 14

largest export industry and to the well-beirn of the thousands of small farmers and
employees for whom this industry represents their sole, or their major, source
of cash income.

6. Article XV:: rcqufrcz a'n '^-- party qhich grants an export subsidy
to notify in writing the extent and na.ture of the subsidy, its estimated effects
on exports of tie commodity affected, and thi circumstances making the subsidy
necessary-. The Goverrnent o Malavwi considers that the notification of the
United States Government does not comply fully with these requirements. It fails
to reveal the fact that the new subsidy is in addition to the subsidy already
granted on certain tobaccos of previous crops, and that the actual extent of
subsidization is therefore 10 cents per lb. over a substantial quantity of
tobacco. It gives no quantitative estimates of the effect of the subsidy on
American exports of tobacco but only says that it is expected to "keep the
United States share of the market within the range of recent averages'. As regards
the circumstances rendering the subsidy necessary, the notification merely refers
to the relative share of the United States in international trade in tobacco, in
certain selected periods, and makes the unsupported statement that the "price
spreads between major types of United States leaf and competitive leaf have
widenedt. No reference, however, is made to the possible influence of United
States internal price support policies on the situation.

7. The reference to the proportionate share of United States exports of
tobacco is presumably also meant to meet the requirement of Article XVI:3. The
term "equitable share" mentioned therein is, perhaps, open to interpretation.
The Government of Moadlawi would, however, strenuously oppose any suggestion that
the provisions of paragraph 3 of article XVI are to be taken to mean that the
pattern of international trade in any commodity should remain static and that
the relative sharesof countries should remain fixed. in fact the interpretative
note to this Article in Annex I clearly envisages the entry of ncw exporting
countries into the trade in any commodity, which must, even on a rising market,
reduce the relative spares ; ot. n uinr-i-os. There is no evidence of any
significant reduction in the United States absolute share of the export trade in
tobacco, and ai fact, in those varieties w1-ich are of most concern to Malawi,

erican exports have boon rising.

8. The statement in lthe notification of 29 August that the- effect of the
subsidy will be merely to restore Amurican exports to the level of recent averages
is at variance cith the statement of the object of the subsidy made by the
United States Department of Agriculture when announcing it. At that time the
Department said that the object was to "regain and expand foreign markets".
Statements by United States officials in even more aggressive terms have been
published from time to time and the Government ofl Malawi must reluctantly conclude
that the notification does not fully reflect the intentions of the Urited States
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Government in regard to this subsidy. The United States Government has given no
assurances that the subsidy will not be increased, and this gives rise to a
grave apprehension that, should the present level of subsidy fail to achieve the
more far-reaching aims to which expression has been Given by United States
officials, the subsidy will in fact be increased until it does. The threat to
the interests of the loss-developed tobacco exporting countries is thus
potentially even greater than that represented by the present level of subsidy.

9. With very few exceptions the tobacco exporting countries competitive with
the United States are less-developed countries. The provisions of Part IV of
the t cement are therefore of special relevance to t1n present case, and
especially Article XXXVII which is headed "Commitments".

10. Article XXXVII:3(c) requires the developed contracting parties to:

'have special regard to the trade interests of less-developed
contracting parties when considering the application of other
measures permitted under this Agreement to meet particular
problems and explore all possibilities of constructive
remedies before applying such measures when they would affect
essential interests of those contracting parties."

11. The Government of Malawi considers that, so far from having special regard
to the trade interests of loss-developed contracting parties, the action of the
United States Government is a positive measure calculated to injure those
interests. No evidence has been offered to the Government of Malawi that the
United States Government has attempted to "explore all possibilities of
constructive remedies" before applying this measure of subsidy. In fact the
measure was applied before the intention to do so was notified to contracting
parties and no opportunity was given for any consultations which might have
avoided this action.

12. Article XXCVI reads, in part, as follows:

1l. The CONTRACTING PARTIES ..... agree as follows:

2. There is a need for a rapid and sustained expansion of the
export earnings of the less-developed contracting parties.

3. There is a need for positive efforts designed to ensure that
less-developed contracting parties secure a share in the
growth in international trade commensurate with the needs of
their economic development.?

13. It is the view of the Government of Malawi that the United States export
subsidy on tobacco, is, on the contrary, a positive measure calculated to limit
the growth of the share of less-developed contracting parties in the international
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trade in tobacco, To Malawi especially, the maintenance and improvement of her
export earnings from tobacco are vital interests in regard both to the welfare
of her people and to the financing of her economic development.

14. Five types of tobacco are grown in Malawi, dark fired. Burley, flue-cured,
sun/air cured and Oriental. Of these the first four are directly competitive
with United States le-t in world markets. Li recent years tobacco production in
Malawi has varied between lbs. 40 million and lbs. 50 million annually. Of this
total approximately three quarters consists of dark fired and sun/air cured leaf.
These latter varieties are Grown almost entirely by small peasant farmers and
they form the main source of cash income for between 100,000 and 120,000 families.
Tobacco sales account for about 30 per cent of the total cash income of
African farmers in Malawi as a whole and in certain areas it is by far the most
important cash crop. In addition a livelihood is provided for some 5,000 families
by estates growing flue-cured and Burley tobacco, while the marketing, export
packing and transporting of tobacco provide further substantial employment.

15. Over 90 per cent of tobacco grown in Malawi is exported and exports of
tobacco account for about one third of Malawi's foreign exchange earnings. As
a developing country, whose economy is almost wholly agricultural, Malawi is
dependent on the earnings of a few export crops to purchase the imports and meet
invisible payment commitments necessary for the implementation of her development
plans, and improvement of the standard of life for her people. Anything which
tends to lessen the value of her export crops is therefore of vital concern to
Malawi and a fall in export earnings would have severe repercussions on her
present living standards, ani future development.

16. All Malawi tobacco, except Oriental, is- sold by open free auction. The
prices received are determined solely by the quantity and quality of the crop
and the availability and prices of competing tobaccos on world markets. Malawi
tobacco producers are not sheltered from, variations in the value of their product
in world markets and any fall in value is reflected directly in the incomes or
producers. There is no residual buyer to bolster up the prices received on the
auction floor. Malawi exporters must compete on straight commercial terms of
price and quality.

17. It may be permitted, perhaps, to contrast this with the situation in the
United States. There, producers of all types of tobacco, with minor exceptions,
have for many years enjoyed support prices, in no case has any support. price ever
been reduced during the last twelve years, and these support prices are now
between 18 and 30 per cent higher than twelve years ago.
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18. Since the value of Malawi tobacco at the auctions is entirely determined
by demand in world markets, any action which tends to depress prices artificially
in world markets is of critical concern to Malawi. In the particular case of
fire-cured tobacco the United States and Malawi between them account for most of
the world exports, and the prices of Malawi leaf are determined in direct
competition with offers from the United States. The immediate purpose of the
United States intervention is to lower artificially the prices at which
United States tobaccos are offered on world markets. The inevitable effect of
this must be to lower the prices which can be obtained for Malawi leaf. The
Government of Malawi is therefore faced with the choice of either restricting
production and exports in an attempt to maintain the unit value of Malawi leaf,
or accepting a severe cut in the export value of her tobacco in order to maintain
the volume of her exports. Either course would curtail the cash income of Malawi
farmers, which must be the basis of any economic advance in Malawi, and restrict
a source of external earnings which could not readily be replaced.

19. Malawi is quite prepared to sell her tobacco in fair competition with other
countries. The Government of Malawi does not encourage tobacco production by
unreasonable support prices, but allows it to be regulated by the international
price mechanism. Malawi producers bear the burden of over-production.

20. The Government of Malawi considers therefore that the action of the United
States is contrary to explicit commitments assumed by her under the GATT and
in UNCTIAD and urges the United States Government to seek some other solution to
solve her internal problem of over-production by measures which do not threaten
the economic progress of less-developed countries.
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ANNEXII

OPENING STATEMENTBYTHE REPRESENTATIVE
OFTHE UNITED STATES

From February of 1962 to the end of 1965, the United States operated a
limited export subsidy programme for tobacco of cc.rtain crops of 1956 and
earlier years. This was reported initially to the contracting parties to the
G&T in the United States Notification on Subsidies pursuant to Article XVI,
of February 1963. On 10 June 1966, the United States Department of Agriculture
announced a broadened tobacco export programme. On 22 June, we reported this
subsidy to the GATT secretariat in accordance with tho provisions of GATT
Article XVI, paragraph 1, and this notification was published by the
GATT secretariat on 29 August 1966. This statement alerted the contracting
parties to the extension of the United States subsidy on tobacco. Additional
details were available from the Urdted States Government, and such details
have been made available from time to time to other governments, including the
Government of Malawi..

During September and October 1966, the Government of M4alavi discussed the
United States subsidy with United States officials in Blantyre, in Geneva,
and in Washington. On 6 October and 21 October the Government of ,ialawi
presented notes to us through the United States Embassy in Blantyre and the
Department of State in Washington. In these representations and notes, the
Government of Malawi expressed its concern that the United States subsidy
threatens Malawi's exports of tobacco. The notes were answered in writing by
the United States on 8 Dece-mber.

Since June, other contracting parties have discussed this subsidy
wiith United States officials and have been infcraed in detail on the programme
and, we hope, have bee-.- reassured regarding its potential impact on the
United States share of the world tobacco market.

In November of 1966 the Government of Malawi requested G&TT Article XXII
consultations with the United States regarding this tobacco export subsidy,
and more recently it has provided a memorandua on this matter to serve as its
basis for the consultation.

The Unitsd States domestic pricc support programme vas designed to provide
tobacco growers a reasonable income while achaeving a reasonable relationship
between supplies and requirements - both domestic and export. It has operated
through Government-established support prices coupled with production controls,
generally in the form of limitations on the amountt o-^ acreage which Ccm be
planted.
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Most tobacco produced in the United States is grown on small fammily-type
farms. In 1966 the average size allotment for flue-cured tobacco faras was
3.15 acres; Burley, 0.85 acres; Kentuclcy-Tennessee dark fire-cured, 1.54 acres;
and Virginia darker fire-cured, 1.41 acres. About 82 per cent of the
United States growers of Burley tobacco have an allotment of less than one acre.

Tobacco growers in the United States are located in some of the most
depressed and poverty stricken areas of the country. The production control
and price-support programmes are designed to help these farmers maintain, and,
if possible increase their income level from tobacco production. This system,
understandably, introduced a price rigidity which gradually resulted in a
diminution of United States export capability.

In order to adjust for this rigidity, and make United States tobacco more
competitive on the world market, the United States undertook a limited export
payment programme in March of 1962. This programme consisted of an export
payment of 20 per cent of the purchase price on certain low quality tobaccos
from 1956 and prior crop years. Payments under the programme were completed
at the end of 1965. In 1966, in response to the continued decline in
United States foreign sales in relationto the total world market, a broadened
programme was undertaken. As a result of actions taken during 1966, the
United States tobacco export payment programme applies as follows:

(1) A rate of ten dollars per hundredweight for

(a) flue-cured tobacco (types 11-14) of the 1960-62 crops;

(b) fire-cured tobacco (type 21) of the 1959-62 crops;

(c) fire-cured tobacco (types 22-23) of the 1960-62 crops;

(d) dark air-cured tobacco (types 35-36) of the 1961 and 1962 crops;

(e) burley tobacco (type 31) of the 1960-62 crops.

(2) A rate of five dollars per hundredweight on all other kinds and crops of
eligible tobacco.

Although the United States has guaranteed higher prices than would have
otherwise prevailed in domestic and foreign tobacco markets to its producers,
it has required these benefits to be coupled Aith an acreage control programme,
and more recently, a quantity control programme on certain types of tobacco.
These measures have held United States production relatively constant in
relation to the production of the rest of the world, and of the less-developed
countries in particular.
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In addition, the United States has consistently maintainedlarge stocks of
tobacco rather than move then on the world markets under export subsidy in
competition with the exports of the less-developed countries. This policy is
also reflected in the relatively stable export of United States tobaccos in
comparison to the increasing exports of other producing countries, and in
particular those of the less-developed countries.

The Government of Malawi has raised questions of the compatibility of the
United States export subsidy on tobacco with the provisions of -article EX- and
Article MVII of the General Agreement on Tariffs and Trade. Article ^NI:3 does
not prohibit the use of subsidies on the export of primary products. It states
that "if, however, the contracting party grants directly or indirectly any form
of subsidy which operates to increase the export of any primary product from its
territory, suh subsidy shall not be applied in a =ner which results in that
contracting party having more than an equitable share of world export trade in
that product, account being taken of the shares of the contracting parties in such
trade in the product during a previous representative period, and any special
factors which may have affected or may se affecting such trade in the product."

The criterion which uast be satisfied, therefore, is that the United States
subsidy should not confer upn the United States more than an equitable share of
world export trade in tobacco.

The United States agrees completely with the Government of 'lw that fthe
provisions of paragraph 3 of Article XVI are not "to be taken to =ean that the
pattern of international trade in any commodity should remain static and the
relative shares of countries should remain fixed." 'The United States has not
adopted such an interpretation of article XVI.

It night be relevant to say that exports should not be subsidized beyond the
share which might reasonably be permitted to rule if free market forces were
allowed to prevail. if the domestic price support progra.e were abolished, the
United States nequitable share" of world trade would doutdy ae substantially
in excess of today's share.

Under any realistic interpretation of articlee XTI, however, ar.n --tion
of the United States share in world tobacco trade over the past several years in
light of the operation of UnitIed States tobacco policy, which is a special factor
affecting that trade, will indicate beyond doumot, we believe, that the United
States share has not been an equitable one. if one were to consider the period
1955-59 as a base period, not particularly becauseit is representative, but
Because it is a reasociiable length of time before the United States instituted its
export subsidy, it is apparent that United States subsidy practices have not
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increased the United States share beyond the share existing in those years. In
fact, for Most tobaccos, the United States share has steadily declined; in no
case has it increased, and the total United States share in world tobacco trade
has dropped sharply. United States total tobacco exerts accounted for about
35 per cent of the tobacco moving in world trade during the 1955-59 period, but
had dropped to 26 per centty 1965. During this period the volume of United
States tobacco trade was fairly sta-le Ti.+le tobacco trade of most competitive
l1af increased substantially. There are several reasons for the de1i,
including discriminatory import practices by importing countries, .ut one highly
important factor has been the relatively high United States export prices
compared with ex-ort prices of co;petin, countries. Generally speakIng, the
zarmn Between the export prices of United States and cc'ipetitive leaf has
widened during the past few years. In spite of the relatively high quality of
United States leaf, the exort price of Unted-States tobacco has been at such
a lavel that It was not possible for United States tobacco to share in the
grown %world tobacco arket. ds previously mentioned, these relatively high
exDort prices of United States tobacco are in large measure, the result of the
United States tobacco support systemnd tih rce sp levels for most kinds
of tobacco.

aslaiV s contention appears to be- tat even these circ ',tsnces, the
United States should hawe refrained from Erantin, an export subsidy and should
have accepted a continued erosion of its export position. in our judgment
neither the provisions of ftrticle XXXVIInor the prvisions of any other GZ
article Lapcses on the Unitted States or any other develped contracting party
such an ltion.

The purpose of the export pro ne is to make prices of United States
tobacco more competitive in world markets. It is neither the desire nor the
intention of the United States to use this export programmeto cain mnre than an
equitable share of the world market.

Citing the Provisions of Article 1MII:3(c) the Govrnzmet of Nalawi
asserts that no evidece has Ceen offered that the United States Government has
attenoted to explore all possibilities of constructive rendiesbeforeapplying
its subsidy and notes that no oprtnity was %v for any cos tatins -hich
Miaht hare avoided this action. without prejudice to tha question of -,ihether
Gur expCot susbsidics affect essential interests cf the less-derloped
contracting parties", ve consider that in develoj and applyIng our export
system for tobacco, wehave had special regard for the trade interests ofthe
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less-developed contracting pqrtiees and that we have explored within the United
States Government all possibilities for constructive remedies before applyizig
or extending our export subsidy aeas-ares. Article 1Il~ (c) does not require
sucW iexlorationtote conducted in consultation with less-developed countries.

The United States has always hki special regard for the trade interests of
less-developed contract parties in the develojment of its export proganxes.
The record of United States extort sdbsidliatio- of to;acccs is -learly oe of
moderation end rest..aint.

i alawi notes that it has no means of sta-iA ii its tcco trade5 and that
its prices fluctuatc in direct relation to the qTuatity anD quality of ita crop
sad the avilabilitsy of competing to baccoson wold markets. The action of the
United States in stabilizing- world prices tir:u-ah nanagine the Cuanttitlc's of leaf
produced and avovd :in international -;radGe has clearly benefited Malawiand other

less-developed countries by providingprice stability in worldmarkets.

in respect of t . es t ited States policy, there are a nunwer of
aiternltives which the Unit d states could adopt, and oti.e to time has
seriously consider-e adopting. These, however, would have likely resulted in
greater production of UnIted States leaf and substantially lower export prices
compared with the existi-n production quota, price support, and export payment
progra=es.

It is not our contention that the present United States probrame was
adopted wholly or aven substantially because of its favourable impact oa the
less-develoted co es ither is it Zair to state that "the action of the
United States Governent is a positive measure calculated to injure" the interests
of the less-developed co-ntries.

finally, we vould point out that the Uni-ted States is a major iRporter of
tobaccos, princi, t;.y oriet ypes produced by less-devel-oped countries
including to a minor extent, Malawi. Theimport of these tobaccos is
=;hindered by any tty -monopoly controll or on-t -farrier or preference.
The sole impediment to imports isa moderate importduty whichhas been
progressively reduced over theyears until it is now; pro-'l--y the lowest duty
iacsed -y any -jortco--3rzucinccounry in the -world. I rts into the
United Steates -nef- t suT;stani3ally thrcuh t higher ccmestie price level
occasioned Jy twh United Sztates erico and inco_-e support -gra-e. he,-re tha
Uikited Statas tc i ite s present _6,:ram:e, it sees i;nhly likely that
'sket prices on these tobaccos in the United States wolid decrase significantly.
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For the several reasons given above, the United States considers that
its tobacco export policy is not contrary to the interests of developng
countries, including Malawi, and is fully consonant with the provisions of the
GATT

With respect to specifics, the Government of Malawi has mentioned four
types of tobacco uhich compete with United States tobacco in overseas markets:
flue-creds, burley, dark-fired, and sun/air-cured. Background info ion
eawh of these types follow as annexes.

Enclosures:

AnnexA - Flue-Cured Tobacco
Annex B - Burley Tobacco
AnnexC - Fire.-Cured Tobacco
Annex D - Dark Air-Cured Tobacco
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ANNEX A

Flue Cured

Flue-cured tobacco is the primary type used in the production of high
quality cigarettes. It is the major type produced in the world and the major
type entering world trade. Exports of flue-cured tobacco normally account for
about 80 per cent of United States total reports.

Total exports of flue-cured tobacco from free world sources and the
United States percentage share of this trade, average 1955-59, annual 1960-65
were as follows:

i Bei Total exports Percentage
| mu. lb. United States

1955-59 683 1 60
1960 2.05 5
1961 727 55
1962 776 !48
1963 1 786 51

1 1964 864 46
! 1965 ,84-4 1+ t

These data show that although. free world trade in flue-cured tobacco has
increased substantially since the 1955-59 period, the United States has not
shared in this increasing world trade; in fact, the United States share of
free world trade in flue-cured tobacco has declined from 60 per cent during
1955-59 to 42 per cent in 1965. Complete data for free world trade in flue-
cured tobacco for 1966 are not available.

A major reason for the decline in the United States share in flue-cured
tobacco is the relatively high price of United States flue-cured tobacco,
although sales of United States flue-cured leaf have also been curtailed because
of trade barriers. An example of this is the 21.5 cents per pound CGmonwealth
preference that the other major producers of flue-cured tobacco enjoy on the
United Kingdom market.

High United States prices have resulted, in large part, from the domestic
price support programme. Price support is available to United States flue-
cured growers and the average auction market price in 1966 was 67 cents
per pound, substantially above the comparable price in other producing countries.
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Generally speaking, the margin between the average export price of United
States flue-cured tobacco, compared with other suppliers, has been widening
during the past ten to fifteen years. In 1965 the average export price of
United States flue-cured leaf was 6 cents per pound above the Canadian flue-
cured price, 26 cents above the Rhodesian price, and 50 cents above the Indian
price.

The effects of this higher price upon production have been curtailed by
production controls. Acreage limitations have been in effect for many years.
Beginning with the 1965 season, United States flue-cured has been produced
under an acreage-poundage system, which limits both the grower s acreage and
the quantity he may market. The United States is the only major producer of
flue-cured tobacco which has taken steps to cut back production. Production
of flue-cured tobacco in free world countries increased from an average of
2,252 million pounds in 1955-59 to 2,767 million in 1966. In 1955-59 United
States production of flue-cured represented 54 per cent of free world production;
by 1965 our share had declined to only 39 per cent.

In 1966, to partially compensate in export markets for the higher prices
of United States leaf, the United States tobacco export subsidy programme was
modified to apply a payment of US$10 per hundredweight for the 1960-62 crops
of flue-cured tobacco and a rate of US145 per hundredweight on all other crops
of flue-cured tobacco.

Changes in the world flue-cured tobacco situation make it impossible to
isolate the effects of the United States export payment programme. During 1966,
however, salient features of United States flue-cured tobacco trade were the
following:

(a) The average export price of United States flue-cured tobacco increased
to 92 cents per pound in 1966 compared with 85 cents in 1965.

(b) United States exports of flue-cured tobacco totalled 421 million pounds
in 1966 as compared to 351 million pounds in 1965. Data are not
available on total free world exports of flue-cured tobacco in 1966,
but assuming them at the 1965 level of 844 million pounds, would put
the United States share about 50 per cent, compared to a share of
42 per cent in 1965.

(c) United States exports during the last six months of 1966 amounted to
297 milIon pounds as compared with 224 million pounds in the last
six months of 1965.

In our judgment, the major factor responsible for the increase in United
States flue-cured exports in 1966 was the embargo on Rhodesian tobacco trade.
Another important factor was the improved quality of United States leaf.



L/2925/Add.1
Page 26

ANNEXB

Burlevy

Barley tobacco is a light air-cured kind of tobacco used as an important
ingredient in the American-ty-pe blended cigarette. Burley tobacco is now
produced in some forty countries with much of the production destined for the
export market. The United States is the leading producer aid exporter of
burley.

The following data indicate total exports of burley frm free world

sources and the United States share of this trade; average 1955-59, mi1al
1960-65:

United States exports of burley, while remaininglarge on an absolute
basis, In recent years have not shared in the growing world demand. The

United States share of free world exports of burley in 1965 had alle steadily
from 60 per cent in 1963 and was well below the 60 per cent of 1955-59. *
mor reason for this decline in the United States share in burley tobacco is
the relatively high price of United States burley, although trade barriers such
as preferential duty treatment and monopoly operations played a part in the
decline. Average prices received by growers for 1966 crop marketingsthrough
1 February 1967, averaged a near record 67 cents per pound.

These high prices have resulted, in major part, from the price-support
programe available to United States growers of burley. Since the price-
support level is adjusted in line with prices of commodities and services
commonlybought by farm families, the price support level has been risig
steadily in recent years.

Period world exports United States

1955-59 47 60
1960 61 56
1961 67 55
1962 70 57
1963 75 60
1964 90 59
1965 83 55
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There is a wade margin between the average export price of United States
burley and that of other suppliers. In-1965, for example, the average export
price of United States burley tobaccos was 18 cents above the Canadian price,
26 cents above the Rhodesia-Zambia-iMalawi price, 26 cents above the Japanese
price, and 35-40 cents above the Greek price. For 1966, the average export
price of United States burley rose to 86 cents per pound - 10 cents above the
average for 1965. This further widened the differentials just mentioned.

Burley is grewn in the United States under an acreage allotment system,
which limits the number of acres a grower may plant. The average acreage
allotment for burley farmers in the United States is less than one acre.
Major areas of burley production include some of the most economically-
depresd regions of the country. In fact, burley tobacco is the only source
of cash for many families producing it.

in recent yeaes the burley crop in the United States has been sharply cut
back, a'a- the United States share of world acreage and production has dropped.
In 1955-59, when free world production of burley averaged 593-million-pounds,
the United States produced 486 million,. or 82 per cent of the total. During
the mid-196I's, when yields per acre rose sharply, there was excess production.
Rather than move excess stocks into the world market at competitive prices,
the United States in 1965 and 1966 cut back the producing acreage. The United
States share of world production in 1965 was 73 per cent and in 1966,
70 per cent.

In md-1966-- it-was-decided-to initiate an export-payment for burley and
a Z3`5 per hundredweight payment on exports from the current crop was granted.
In late 1966, the export payment was extended to cover certain old crops of
barley in line with the. programme which previously had been in effect for most
other kinds of tobacco. Thus, on certain old crops of burley, the current
export payment is US$10 per hundredweight.

The salient features of the burley situation in 1966 were:

(a) the United -States export price rose to 86 cents per pound as compared
to 76 cents in 1965.

(b) united States exorts amounted to 45.7 million pounds as compared
with 45.3 million pounds in 1965. Data are not available on total
free world exports of burley tobacco in 1966, but if one assumes
that they were at the 1965 level of 81 million pounds, the United
States share would have been 55 per cent.

(c) -United States exports in the past six months of 1966 amounted to
25.1 million pounds as compared to 26.8 mill-ion pounds in the same
six months of 1965.
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ANNEX C

Fire-Cured

Fire-cured tobacco is used mainly in the manufacture of tobacco for pipes;
lesser amounts are used in some countries' cigarette blends, chewing tobacco, etc.
There are relatively few producers of fire-cured tobacco. Fire-cured tobacco
amounts to only S6 per cent of United States total tobacco exports.

Total exports of fire-cured tobacco from free world sources and the United
States percentage share of this trade, average 1955-59, annual 1960-65 were as

follows:

The free world trade in fire-cured tobacco is not gaining as is the trade
of flue-cured and burley. This is probably due to the increase in Manufacture
of lighter type cigarettes in the world, the decrease in tobacco chewing, and

the decrease in pipe smoking in some countries.

The United States share of world trade in fire-cured tobacco varies from
year to year. In 1965, it was at about the same level as it was ten years ago.
In 1966, United States exports fell to 25 million poundsfrom the 1965 level of

28 million pounds. A major roosem forthedecline wasthe high price of United
States fire-cured tobacco, althoughsuch trade berriars as bilateral agreements, the
21.5 cents per pound Commonwealth preference, preferential duties in other
countries, and other barriers of the non-tariff type play a r8le in determining
the size of United States exports.

~~~~~~~~~~~~~~~~~~~~~~I-

I Total xorts United States
Period (million 5 b4.) share

(per cent)

1955-59 1 49.8 52
1960 47.1 51
1961 1 51.9 57
1962 1 45.6 48
1963 1 44.4 44
1964 1 47.9 53
1965 54.2 52

,~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~1__________________,________
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High United States prices have resulted, in large part, from the domestic
price-support programme. The average export prices of United States fire-cured
are about 8-9 cents per pound higher than they were during the 1950-54 period,
and 18-22 cents per pound higher than the prices of fire-cured tobacco exports
of other countries.

The effects of this higher price upon production have been curtailed by
production controls. United States growers, in order to be assured price support
for fire-cured tobacco, must agree to acreage controls. The United States usage
ar domestic disappearance of fire-cured tobacco has decreased slightly during
the last ten years. The United States allotted 50,113 acres to fire-cured
tobacco in 1956 and only 34,798 acres in 1966. Allotments averaged 1.47 per grower
in 1965 and over 11,000 growers had less than 1 acre.

The United States share of total free world production of fire-cured tobacco
has decreased from 47 per cent, which it averaged in the 1955-59 period, to
42 per cent in 1966.

In 1966, to partially compensate in export markets for the higher prices of
United States leaf, the United States tobacco export subsidy programme was
modified to apply a payment of Fl0 per hundredweight for the-1959-62 crops of
type 21 fire-cured tobacco and forthe 1960-62 crops of -types-22-23 fire-cureId
tobacco, and $5 per hunderweight onall other crops of typs 21-23 fire-cured
tobacco.

During 1966, salient features of United States fire-cured tobacco trade
were the following:

(a) The average export price of United States fire-cured tobacco was
56.6 cents per pound in 1965, and 57.4 cents per pound in 1966.

(b) United States exports of fire-cured tobacco totalled 25 million pounds
in 1966 as compared to 28 million pounds in 1965. Data are not
available on total free world exports of Lire-cured tobacco in 1966,
but if one assumes that they were at the 1965 level of 54 million pounds,
the United States share would have been about 46 per cent, compared to
a share of 52 per cent in 1965.

(c). United States exports during the last six months of 1966 amounted to
14.9 million pounds, compared to 18..9 pounds in the last six months
of 1965.
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ANNEX

United States dark air-cured tobaccos are used in pipe mixtures, chewing
tobacco, and as a component in the preparation of "Black Fat" tobacco. In some
countries they have been a componentin blends for dark cigarettes. These

tobaccos are also sometimes used in the manufacture of snuff.

Because of the many different types of-dark air-cured tobacco produced in.
the world, and their specialized uses,. it is impossible to derive a meaningful
United States share of world trade in this product.

Two of the dark air-cured tobaccos, One Sucker and Green River, are grown
under the support programme of the United States. Relatively small quantities
of them go into export.

There has been a declining demand, both foreign and domestic for these
tobaccos. United States exports have declined steadily during the past ten years:

United States acreages of these tobaccos have been reduced: One Sucker
by 36 per cent below the 1955-59 average; Geen River 31 per cent below the
1955-59 average. Since the 1955-59 period, production of One Sucker decreased
13 per cent, and that of Green River fell 10 per cent.

One Sucker and Green River tobaccos are grown almost entirely in the
Appalachian bill country in Kentucky and Tennessee. The average size allotment
is slightly over a half-acre per grower. The growers, of whom there are about
24,000 live largely in depressed areas.

Period I Total exports

1955-59 Av. 3,337
1960 1,132
1961 113'3!;
10,62 1,167
1963 1,052.
1964 1,8531196 1,527

i 196 1,042
1 1~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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In 1966 the United States tobacco export subsidy programme was modified to
apply a payment of $10 per hundredweight for the 1961-62 crops of types
35-36 darkair-curedtobaccos,and$5perhunder tobaccos, and $5 per hunderwaight for later cropsofthe
same type.

It is not possible to isolate the effects of this programme on United States
exports of dark-air-cured leaf. The salient features of the dark air-cured
tobacco situation in 1966 were:

(a) United States exports dropped from 1.5 million pounds in 1965 to
1.0 million pounds in 1966.

(b) United States exports in the last six months of 1966 were 549,000 pounds,
compared to 1 million pounds in the last hia of -1965.
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Annex III

STATEMENT BY THE REPRESENTATIVE OF MALAWI

The document which was read to us yesterday by the United States repre-
sentative was at pains to emphasize the importance of tobacco production to
certain areas of the Unitedi States and certain parts of the American economy.
While not wishing to minimize this importance I may, perhaps, be permitted to
remark that these matters are relative, and to describe, in somewhat more detail
than was done in the Malawi Government original memorandum, the vital importance
of tobacco in Malawi' s whole economy.

Tobacco has been grown in Malawi for very many years. Five main types are
grown - flue cured, Burley, dark fired and sun/air cured and a small amount of
Oriental leaf. Flue-cured and Burley tobacco are mainly grown on estates which
between them give employment to some 5,000 families. Dark-fired and sun/air cured
tobacco are grown almost entirely by peasant farmers on customary land and this
crop provides the main or sole source of income for some 100,000 families.

In addition the grading, packing and warehousing of tobacco for export
provides urban employment for between 10,000 and 20,000 people. In Malawi's
economy this is a very significant proportion.

In 1965 out of total exports valued at £12.4 million tobacco accounted for
&4.9 million, or 38 per cent of total exports. In 1966 cut of total exports of
£12.8 million tobacco accounted for £4.1 million or 32 per cent of the total.

Tobacco is thus Malawi's main export crop, and although every effort is
being made to develop other export crops tobacco will remain for many years,
of the utmost importance to the Malawi economy.

Malawi is making strenuous efforts to develop its economy and it is at
present dependent very heavily on capital imports to sustain the present rate of
progress. These capital imports will in future years hawre to be serviced and
this will place a heavy burden on Malavwi's balance of payments.

Malawi's tobacco is sold by open auction and its value is determined solely
by the quantity and quality of the crops produced and the prices which are paid
for tobacco in world markets. The Malawi producer is not cushioned against any
variation in the export value of the tobacco he grows. The consequences of over-
production, leading to a fall in price, are felt directly by the producers.
Malawi does not subsidize tobacco in any way and indeed could not afford to do
so. Nor can Malawi maintain any system of support prices to guarantee the
incomes of her tobacco growers.
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In all the main types of tobacco produced in Malawi, Malawi is directly
competitive with the United States and the value of Malawi's tobacco is
determined on world markets in relation to the prices of the United States
tobacco. In particular Malawi is, next to the United States, the main exporter
of dark-fired tobacco. Any action therefore which artificially depresses the
price at which American tobacco is offered for export directly affects the
value of Malawi's major export crop. The avowed object of the American export
subsidy is to lower the price of American tobaccos below the level at which they
could be offered were the subsidy not paid. This is what is meant by the
euphemism. "making American tobacco more competitive". These points are I think
sufficient to show that the United States action in introducing and extending its
export subsidy on tobacco constitutes a grave threat to Malawi's whole economy.

In interpreting Article XVI:3 of the AAgreement cannot accept the highly
selective reading adopted by the United States. I would remark that there is a
considerable difference between "permitting" and "not forbidden".

Any dispassionate reading of the Article must surely convince anybody that
so far from permitting the payment of export subsidies the whole intention of
the Article is to prevent and, where subsidies do exist, to limit their operation.
Paragraph 3 of the Article, to which the United States especially appeals begins
with the words "accordingly, contracting parties should seek to avoid the use of
subsidies on the export of primary products". The paragraph then goes on to say
"if, however, a contracting party grants directly or indirectly any form of
subsidy which operates to increase the export of any primary product from its
territory" the subsidy is to be administered subject to certain limitation.
The conditions laid down are to be regarded, not as grounds for condonation of
the offence, but merely as pleas in mitigation.

The Article says that subsidies shall not be applied in such a manner which
results in a contracting party having more than an equitable share of the world
export trade in the product to which it applies. In its statement the Untied
States delegation, after acknowledging the justice of Malawi's view that the term
equitable share''is not to be interpreted in such a way as to introduce a
rigidity into the pattern of international trade, then proceeds to do just that
by referring exclusively to the Urited States proportionate share in the world
tobacco trade.

If such an interpretation were accepted, it would imply that it is the
intention of the GATTto stabilize the pattern of world trade in the same
proportions as existed during the previous representative period. This surely
is a misrepresentation of the whole intention of the Agreement. I would draw
attention again to the interpretative note to Article XVI and particularly to the
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first note to paragraph 3 which reads as follows "but the fact that a contracting
party has not exported the product in question during the previous representative
period would not, in itself, preclude that contracting party from establishing its
right to obtain a share of the trade in the product concerned.

It is quite clear from this note that the Agreement envisages the entry of
new exporting countries into the trade in any product and if this is so it must
imply that the proportionate shares of other countries must inevitably be
reduced. A fortiori it can be argued that it is legitimate for other exporting
countries to .increase their shares of the world trade in any product without this
being interpreted as depriving any other country of its equitable share.

If this is not enough we must surely take account of the provisionsof
Part IV of the Agreememtdealing with the trade of developing countries. In
particular I would refer to paragraphs 2 and 3 of Article XXXVI which read as
follows: "2. There is need for a rapid and sustained expansion of the export
earnings of the less-developed contracting parties. 3. There is need for
positive efforts designed to ensure that less-developed contracting parties
secure a share in the growth in international trade commensuratewith the needs
oftheir ecnomic development".

These provisions clearly envisage a growth in the sahreof developing
countries in international trade not merely commensurate with the growth of world
trade as a whole but commensurate with the needs of their economicdevelopment.

Paragraph 3 of Article XVI does not confine itself merely to limiting the
rate of subsidization to such as would preserve an equitableshare in the trade
in the commoditywith reference to a previous representative period, but also
requires that this equitable share shall alsobe considered in relation to "any
special factors which may have affected or may be affecting such trade in the
product". One such special factor which we must regard as temporary, is the
absence of the Rhodesian leaf fromthe normal tobacco markets of the world. For
this reason reference to the immediatepast is meaningless in assessing the
effect of the subsidy but there must be apprehension as to the situation which
may develop should the Rhodesian trade return to normalchannels while the
United States subsidy still exists. Another special factor must surely be the
fact that other countries in the world are able to produce the commodity in
question for export to world marketswith increasing efficiency, interpreting the
word "efficiency" to mean that production can be carried on profitably at world
market prices. A further special factor should also be the fact that the country
imposing the subsidy has, by its intenal policies, itself impaired its ability
to compete efficiently, inthis sense, on world markets.



L/2925/Add.1
Page 35

in the light of these considerations. it is relevant to examine whether In
fact the United States trade in tobacco has suffered unduly.The followin-
figures are derived from the United States publication "Tobacco Situation'' of
June 1966. From the data provided in this publication, it can be concluded
that during the period 1947-1951 the average anual export of unmanufactured
tobacco from the United States amountedto lbs. 486 million In the period
1952-1956 the average was lbs. 484million. In the period 1961-1965 the
average annual export was lbs. 492 million. Final figures are of course not
available for 1966. but United States official publications have recently
estimated that total United States exports for this year will amountto
lbs. 560 million. These figures relate solely to the volume of tobacco for
export. In terms of value, in view of the rising American export prices.
America's absolute share of the world export market for tobacco has in fact
risen very considerably.

I conclude this part. of my remarksby repeating the following contentions.
First the introduction of new export subsidies on primary products is not
permitted by the GATT and is in fact quite contrary to the whole intention
of the Agreement. Second, there can be no question of the prase equitable
share"being interpreted as a proportionate share of trade. An equitable share
canonly be assessed having regard to all the circumstances affecting the trade
and not merely to a comparison with an arbitrarily selected period Thirdly,
that even if these points cannot be accepted wholly, in fact United States trade
in tobacco has not suffered to an extent which would Justify the introduction of
a subsidy whose direct effect is to lower the Prices which can be obtained for.
a vital export by a developingcountry such as Malawi.

It was not Malawi's intention to discuss or criticize In detail the United
States internal policies on tobacco protection, but since in its reply the

united States has itself drai attention to these policies _ feel peritted to
cake certain remarks n them. 7he United States refers to its po&icy of reducing
tobacco acreage and, with a confusion swhich Ii surprising having re-'d to
the United Sttes experience in these matters, appears to equate a policy of
acreage reduction to a policy of poduction control. Surely experience especially
In the United States shexs that, without other measures desired to enforce
production control the mere reduction of acreage, especially when it is
accopmanied by a SeAd&iy ri support price, has as its !ain effect that of
Increasing duLcftio per acre and in many oases can even lead to an increase in
production. Let us exame the experience of the United States in regard to
tobacco. In the case of flue-cured tobacco the annual average aeazge in thae
period 1955-195 was 720,000 acres. In the period 1960-1964 it was 688,000 acres
which represented a averae approximately 10 percent drop. Between the same
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two periods in the average yield per acre rose from lbs. 1,569 to lbs. 1,945
an increase of over 23 per cent. Between 1955 and 1964 the support price rose
from 48.3 cents per lb. to 57.2 cents per lb. Since 1964 it has risen further
to 58.8 cents.

in the case of Barley tobacco comparing the same two periods acreage has
been increased from 305,000 acres to 320,000 acres, an increase of 4½per cent
whilethe yield per acre has risen from lbs. 1,595 to lbs. 1,945 an increase
of 22 per cent. The support price rose from 46.2. cents in 1955to 58.9 cents
in 1964. It has since risen to 60.6 cents. In the case of fire-cured tobacco
of types 22 and 25 total acres have declined from 31,000 to 28,000 while the
yield per acre has increased from lbs. 1,464 to lbs. 1,634 per acre. The
support price has risen from 34.6 cents in 1955 to 40.0 cents in 1964.

Despite a reduction in acreage the total production of tobacco in the
United States has in fact increased over the last Uenty years. he average
production of all types of tobacco was lbs. 2,110 million in the period 1947
to 1951, lbs 2,217 million. in the period 1952 to 1956 and lbs. 2,192 million
in the period 1961 to 1965.

The United States congratulates itself on its policy of acreage control.
Iwouldliketo say that the measures taken by the Malawi Government to regulate

tobacco production in relation to the retirements of the market are, in
ccoparisoa more severe and xre effective. To take a recent case In point. In
1965 over lbs - 10 million oaf su/air cured tobacco was produced The average price
on the anction floor fellfrom 24.80 d. to 17.74 d. per lb. The crop was reduced
to lbs. 6 million in 1966. But in view of the stocks remaininginthe hands
of dealers, this was not a sufficient reduction. Measures have therefore been
taken to reduce the crop still further this year, and these measures are
expectedto be wholly effective. Similar drasticaction takenen in regard to
fire-cured tobacco in 1964. The Malawipolicy with regard to tobacco is
conducted with the utmost prudenceand with a full consciousness of the dangers
of production at unremmerativeprices.It is our contention that in this
respect the United States production control policy has been ineffective and
has failed to adjust productionto the market can absorb at remunerative

The United States policy, particularly its policy of constantly increasing
support prices, has had the opposite effect to that which is claimed. Further
it canbe :ootended that so far from the greasing yields per acre bein taken
as evidence of the greater efficiency of the American tobacco industry these
increases are only being obtained at increasing cost ad can only be sustained.
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by the inflated support price granted to the producers. The most effective
means of preventing overproduction is to allow the producers to feel the
consequence of it in the form of falling prices. No doubt the United States has
many efficient producers. But the effect of United States policies has been to
maintain within the industry producers who are not efficient in the sense of
being able to produce at market prices, those existence is only possible because
of the support price, and whose excess production has led to the monstrous
surpluses now held in the United States.

The consequence of this policy has been to produce tobacco which cannot be
sold profitably at world market prices. The United States takes credit for the
fact that it has stored large quantities of tobacco of all types. This is indeed
to make a virtue of necessity. Surely the only reason why the United States has
found it necessary to maintain these stocks of tobacco is that the tobacco cannot
be sold profitably at world prices. So far from the existence of these stocks
being a stabilizing influence on world markets, their existence, and the threat,
which now appears likely to be realized, that they might be thrown on the world
market at sacrifice prices, has in itself had a depressing effect on the prices
received by other competing countries.

In this connexion I would refer to other, hidden subsidies represented by
Public Law 480 sales on non-commercial credit, and "sealed bid' disposals of
old crop tobaccos. The United States draws special attention to the situation in
regard to dark-fired tobacco, -which, of course, is of particular importance to
Malawi. The United States and Malawi are the two main exporters of this type of

tobacco. in the case of dark-fired tobacco United States production has actually
declined. It fell from an average of lbs. 56.5 million in 1955-1959 to an
average of lbs. 52.3 million in the period 1960-1964. Thisdecline, however,
requires a little further examination.. During the same period the domestic
market in the United States for this type of tobacco fell from lbs. 30.9 million
to lbs. 24.8 million between the periods 1955-1959 and 1960-196. Thus a
reduction of lbs. 4.3 million in total production was occupied by a reduction
of lbs. 6.1 million in domestic usage. During the same period exorts of this
tobacco remained virtually constant at lbs. 28.4 million and lbs. 28.5 million.
?-oduction fell again in 1965 to lbs. 46.2 million but at the same time domestic
usage declined to lbs. 24 million while exports actually rose to lbs. 32 million
and during the period to which we are referring, the amount of dark-fired
tobacco remaining in Government Loan Stocks rose from lbs. 0 to lbs. 35.8 million,
a quantity considerably greater than Malawi's highest production of this type of
tobacco. I regret therefore that in respect of dark-fired tobacco I can offer
no congratulations on the success of the United States policy in so far as it
has relieved the world market of excess production of dayk-fired tobacco.
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The United States has itself referred to the fact that the world market for
this type of tobacco is limited. At such a time it seems, to say the least, a
little thoughtless to introduce artificial and aggressive selling policies.

It is thus the contention of the Malawi Government that the situation in
which the United States finds itself, in regard to the stocks of unsaleable
tobacco which it now possesses, isof that Government's own creation, and that
the methods which the United States has adopted to solve its difficulties show
a disregard of the interests of developing countries such as Malawi. This dis-
regard is in direct conflict with the obligations assumed by the United States
under the Part IV of the GATT. The provisions of this Part have been referred
to in the memorandum presented by the Government of Malawi and I should like to
re-emphasize now the importance which the Government of Malawi attaches to these
provisions and to the legaland moral duty of rich developed countries such as
the United States to adhere scrupulously to the commitments which they have
undertaken. In particular I would draw attention once again to the provisions
of Article XXXVII:3(c) which requires the developed contracting parties to have
special regard to -the trade interests of less-developed contracting parties when
considering the application of other measures permitted under this Agreement to
meet particular problems and explore all possibilities of constructive remedies
before applying such measures when they would affect essential interests of
those contracting parties". It is true there is no specific requirement that
developed countries should consult with other countries in the application of
this paragraph. Nevertheless, developing countries may be forgiven if they feel
certain misgivings if the operation of this Article is to be left. to the internal
communings of the developed countries and to the strength or elasticity of their
consciences. Quite frankly, we find it very difficult to imagine how this
Article is to have any real meaning unless the developed countries are prepared
to consult with the developing countries who might be affected, when contemplating
action which falls or may fall within its provisions. It is simply not sufficient
to be told that one's case has been considered and dismissed. If this is indeed
the attitude of the United States, and other developed countries, to the
provisions of Part IV it may be necessary to raise this matter ina wider forum.

In conclusion Malawi must again request that the United States export
subsidy be withdraw, and that the United States should seek other constructive
remedies for an internal situation which is of its own making - remedies which
will not transfer the burden of adjustment into countries who are not able to
bear it.


