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REPORT OF THI SUs-COMISITTER OF THE TARIFF NEGOTIATING PLAN

1. The Sub-Committee was instructed to consider and subnit to the Trade

Negotiations Committee recommendations in regard to:

(1) the depth of the tariff reductions, and tiue rules for exceptions
(ii) the criteria for determining significent disperities in tariff levels

and the special rules applicable for teriff reductions in these cases.

2. The following report sets out the position which hes been reached on these

questions.

I. The depth of the tariff reductions and the rules for exceptions

(a) The depth of tariff reductions

3. [Ehe Sub-Comgittee reaffirmed the wofking hypothesis of a 50 per cent across-
the~board reduction in tarlfxs. In addition'on this hypothesis it agreed that an
objective of the t&rlff negotlatlng plan as a whole shoulq be o arrlve as

close as POSSlblu to an overall 50 per ccnt reductlon /

L. 7The Sub-Committee Giscussed the problem of determining the level of dutics
by reference‘to'which the 50 per cent reduction would be calculated. It

arrced thet, subject to the gencrul princirle tiact in 211 cuases,

the dutices uscd for réfcrdnce purposes sihould be these existing

after the Dillon round of tariff negotiations and should reflect

the result of those negotiations, it should be left to each participating country
to propose the basis on which thc across-the=board tariff reduction should apply
in its case, it being understood that this basis would have to be acceptable to

the other participeting countries.

l'I’he Sub-Committee has not yet reached final agreement on this paragraph.
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(v) Exceptions
5¢- Thu 5ub~Comm1ttLe agreed that no rules for exceptions were needed additional

to the prov1so in the Resolution of Ministers that “bhere should be & bare minimum

of exceptions which shall be subject to confrontetion and justification”

II. The eriteria for determining significant disparities in tariff levels
and the specilal pulés appliceble Tor tariff reductions in these coses

(2) Prima facic identification of dis saritics

-

6. lMost members of the Sub-Committee agreed taat:

(1) as a ;1rst step in thoe identification of u1@111110 ant disparities
attentlon'should be given only to those cases where the "high" rate
of duty is not less than a certain minimum percentage and exceeds
by at least ¢ ccertein numbsr of percentage points retes on the same
proGuct in the other tariff or tariffs with which the comparison is

mad;;”u

(ii) disparities should only be invoked in respect of high duties in the
United States, the European fcononic Community end the United Kingdom

(the reference countries).

7. While tine representative of ti.c Buropean Lconomic Community was prepared

to accent (i) as a working hypothesis, he expressed rescrvetions as to the
principle involved; in the view of the Community, a significant disparity could
exist wherever there wes wmore than e certain spreed between two tariffs, whatever

the absolubte level of tuhe higher tariff,

S Several members of the Sub-Committec. agreed to a working hypothesis proposed
by the representative of the Coumwunity that, should formula (i) above be retained,
30 per cent should be us.u to the minimum level and 16 percentage points

for the minimum gap. vome delegotions felt thet @ highoer rate than 30 per cent
should: be used for the minimum level. The representetive of the United States
said that, in his view, the cppropriate figure for the minimum level was 60 per

cent and that the lower duty must be less then one third of the higher duty.

9. The representetive of the Duropean Lconomic Community was not able to agree
to the principle in (ii) above. While he cccepted that there must be sowe
limtetion on the tariffs which could Le invoked for the purpose.of 1dgnt1;v1ng

high rates in the context of the disparity uxercise, he did not agree thet it was
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necessary to gc so far as to confine these tariffs to those of the three key

countries suggested by other members of the Sub-Commiltee.

(b) Use of additionsl criteris to identify where dlsparitics are significant

10, Most members of the Sub=Committee felt that the disparities identified
Ly the criteria set out in paragraph 6(i) above should be examined further
in the light of additional criteria in order to establish whether they were

meaningful in trade terus.

1l. In this connexion, the following suggestions were made as to possible
criteria:

(i) disparities should be regerded as significant where there are
substantial imports of the product concerned from the high duty
country into the low tariff country or, in & veriont of thié, where
the high duty country is the principal supplier to the low tariff
countrys

(ii) disparities should not be regsrded as significant where there are
no, or only negligible, iwports into the country with the low duty
(one delegation felt that potenticl impofts'should.be taken into

account as well as actual imports),

(iii) disparities should not be regarded as significant where there are

substantial imports into the country with the high dutys

(iv) disparities should not be regerded as significant where there is
no production (or, in a veriant of this, no actual or potential
production) in the low duty country,

(v) disperities should not be regerded as significent where the low
duty country meintains protective mecsures not consistent with

the Geneval Agreement,

12, In eddition, some meubers proposad the following provision with regard

to the right to invoke tariff disporities:
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(vi) the special rules for tariff reductions in cases of significant
disparities should not apply automatically but only if they are
invoked by the .low duty country; and only a country which is a
principal supplier to the country with the high duty can sojinvoke
the rulés, ' ' ‘ :
13. The Sub-Committee recognized that where in a disparity case the low duty
was zero, any special rules for tariff reductions for dealing with disparities

would not be applicable.

14, Several members of the Committee took the view that, to the extent that

the maintenance of bargaining power was a factor in the disparity issue, the
appropriate criterion was that set out in (i) above; since the low duty country
could not derive any bargaining power from duties on products which were not
exported to it by the high duty country.

15. The representative of the Community said that, while he recognized the
validity of criterion (vi) above, he could not accept the need for other

criteria but could only note the various suggestions that had been made.

(c) Disparities and market disruption

16. The representative of the Community said that account must be taken in the
disparity exercise not only of the export interest of the low duty country,
but of the extent to which, as a result of its lower duty, it took a larger

share than countries with high duties of imports from third countries.

17. Most other members of the Sub-Committee felt that, while the possibility
of market disruption resulting from the 50 per cent reduction in tariffs was
clearly a problem which would have to be considered, it did not fall to be
cdnsidered in the context of tariff disparities. Some of these members,
however, felt that there might be circumstances in which a high duty, even
when halved, would still be sufficiently restrictive to distort the natural
pattern of trade and to deflect artificially on to other markets an unfair
share of the increased exports from third countries which would be generated
by the general reduction in tafiffs; criterion (ii) might be relevant

in such circumstances3 but they pointed out that a major difficulty of
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attempting to deal with this type of case through any formula based on the
height and effect of the United States tariff was that, where it jusfified
exémpting lower duties from the full 50 per cent cut, it would by the very
nature of the case justify this for all countries with low or only moderate
duties;f’with the result that third countries would be maintaining duties
against one another for no better reason than the height of the United States
tariff even though the United Stetes might not be a material exporter of the
goods in question.

ITI. Rules to apply where significant disvarities are icdentified

18. It was generally agreed that any such rules would have to be based on
the "high" duty being reduced by 50 per cent and the "low" duty by some
smaller percentage. It was noted that there were broadly two ways of
achieving this:

(1) there should be only two rates of reduction. The high duty
should be reduced by the first of these and the low duty by the
second. The rate of reduction in the case of the low duty would,
therefore, be the same whatever the size of the disparity betwesen
"1t and the high tariff;

(ii) there should be a sliding scale which would hove the effect that,
the lower the low duties were. or the greater the disparity between
it and the high duty, the smaller would be the reduction required
in it.

10. There was a general feeling in favour of the second of these two
alternatives. The United Kingdom representative put forward the following

precise proposal:
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(a) all duties would be reduced first by the agreed linear cut;
(b) after the linear cut, all "low" duties would receive a rebate
of 2 percentage points, plus an exbra point if the "low" duty is

even less than one half the "high" duty.

Several mem'ers of the Committee felt that this was a useful approach to the
problem. The United States representative said that, while he agreed with
this view, he should not be regarded as necessérily agreeing to the actgal

figures suggested by the United Kingdom.

20. The Sub-Committee also discussed whether, in any particular cése in which
a signifidant disparity was identified, the specilal rule for reductions of

less than 50 per cent- should apply to all duties below the high duty or

only to duties in »espect of wnich the disparity treatment could be

invoked (in the ‘sense that they met the criteria set out in paragraph 6 above

and any additional criteria of the suet referred to in paragraph 11).

21, The representative of the Community said that the speciél rules to apply
in case of tariff disparities mu§t be multilateral in their application, and
that this meant that all rates below the high rate would have to be

subject to the spsclal rules and. therefore, reduced by something less than
50 per cent. Otherwise the relation between tariffs would be,déstroyed;

and it would bevvery difficult to explain why a duty of one country had

to.be reduced by 50 per cent when ahother country's duty on the same

product which was at the same level, or even higher, was being reduced by

less than 50 per cent.,

22. Most members of the Sub—Commitfee, however) felt that the Special
rules for tariff ireductions should apply only to low duties which qualified
for disparity treatment in their own right. if only because this would
minimize tine effect the special disparity rules would have on the general

objective of securing a 50 per cent reduction in tariffs.
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IV. Secondary and tertiary effects

23. Many members: pointed out that, where a country with a "low" duty invoked
the disbarity rules in order to reduce a duty by less than 50 per cent, the
impact of this in terms of trade might not fall primarily or at all on the
cgpntry with the "high" duty but on a third country. In particular, in the
~case of most of the produets in respect of which the. EEC would be able to invoke
the disparity ru;es in the light of disparities between the United States and
Community tariffe, most of the Community imports came not from the United
States but from third counfries, in particular other European countries. If,
therefore, the Community made reductions of less than 50 per cent on 'these
products, the main impact would be on those third countries. These would:then
feellit necessary, in order to restore reciprocity, to make less than 50 per
cent cuts in dﬁties of interest to the Community, and inevitably of one another.
This in turn could lead to the withdrawal of part of the offers of the
Community and so to a series of chain reactions which would result in the
general level of tariff reductions fz11'ng far below the 50 per cent |

objective.

24, In this connexion some members gave detailed figures of ﬁhe possible

effect on their countries. The Swiss representative for examplc pointed out
that Swiss exports, to the Communlty as well as to the United States, consisted
to a large ext nt of products on which the United States tariff was very high.
Despite this fact, in order not to burden the Kennedy round from the very

start, Swmtzerland did not intend to announce any exceptions in its inltla;
offer of a 50 per cent cut ih its industrial 'ariff It was greatly worricd
however, that the Community might invoke the items in question under the heading
of disparities and, consequently, deprive Sw1tzcrland who 1s the pr1n01pa1
supplier of these same items to the Communlty, of the full benefit of the

50 per cent cut. This might affect more than one half of Swiss exporis of main/
supplier items to the Community - amounting roughly to 150 - 200 million doliars ~
thus inflicting on Switzerland, a third country, having done nothing whatever

t0. provoke such consequences, a very considerable damage.
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25. In the light of these considerations, most members of the Sub-Committee
felt strongly that every effort must be made to limit the scope of the
disparity problem and to keep to a minimum the items to which special rules for

tariff reductions would apply.

26. The represenﬁative of the Community stated that he could well understand
the anxieties of third countries but he pointed'out that one should distinguish
between the problem and its solution. If there was a problem, it arose because,
first, some of the participating countries had highly differentiated tariffs
whereas the tariff of the Community departed very little from an averagevlevel
of protection; and, secondly, because the flgure of 50 per cent, taxen as a
hypothesis for the linear reduction in tariffs, 001nc1ded with the maximum
amount by which one of the principal partners in the negotiations had authority
to reduce its duties. It followed that the differences in the rates of

reduction could only be in one direction.

v. Very low duties

27. The representative of the Community said that special consideration
should be given to cases where tariffs were so low that a 50 per cent reduction
in them would completely remove any protective effect: this would not be so
in the case of the other participating countries and this could result in a
tariff disequilibrium at the end of the negotiations. It might be that very
low rates should be subject to the sbecial rules for reducing tariffs in
disparity cases even if disparities could not be invoked in these cases under
the ordinary disparity rules. There might be yet other cases where some
special proviéion_for very low duties quite outside the field of the disparity
rules, might be néeded. The final form of the tariff negotiating plan might
have to make some special provision for very low rates which could not be treated

under the disparity rules.
28. Other members of the Committee felt that to the extent that very low

rates constituted a problem in .the context of tariff disparities this could

be dealt with by some such provision as that suggested in paragraph 18 above.
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To the extent that low rates were said to constitute a problem as such apart
from tariff disparities, it was pcinted out that a problem of this kind did
not feature in the Resclution of Ministers (which referred only to the problem
for certain countries with a very low average level of tariffs); accordingly
the representative of the Cocmmunity was asked tc circulate to the Sub-Committee
a short paper explaining what he had in mind. The representative of the

Community took note of this request.

VI. Other matters

29. There was general agreement that the calculation of tariff levels for
the purpose of the disparity exercise should be based on the effective incidence
of tariffs, and would, therefore, have to take into account such matters as

were relevant to the effective incidence.

30. [&he Committee also agreed that, in cases where the coverage of the tariff
classification differed between two countries, a country invoking a disparity
against a rate in aﬁother country's tariffi could do so only in respect of the

rate on the like product in its own tarif£¥7l

1The Sub-Committee has not yet reached final agreement on this paragraph.



