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1. Agricultural policies (L/2384, L/2388 and L/2389)

. The CHAIRMAN recalled that,under the programme for the expansion of inter-
national trade, initiated in 1958, the CONTRACTING PARTIES had appointed a
committee to study the usc by contracting parties of non-tariff measures for the
protection of agriculture or in support of income for agricultural produccrs and
the agricultural policies from which these mcasures derived. The Committec had
been instructed to examinc the cffcets of thesc measures on intcrnational trade
and contracting parties had been invited to notify substantial changes in their
agricultural policies. These notifications had then been referred to Committee II
for examination. The Committec had rccently examined the changes in the agricul-
tural policies of thc six member States notified by the European Economic
Community arising from the progressive implementation of the common agricultural
‘policy. The commodities concerned were dairy produce, beef and veal and rice.

The Committee had also examined changes notificd by the United States on import
legislation regarding meat and by the United Kingdom concerning recent deovelopments
in agricultural policy relating to cercals and bacon. Reports on the threac
consultations had been distributed in documents L/2389, L/2384 and L/2388.
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Mr LUSSER (Sw1t2urland), the Chairman of Commlttgc II.for the recent
consultation, in prescnting the reports of the Commlttcp, obscrved that the
Committece had commenced its work with a technical examination of the new legisla-
tion in the three countrics concerned. This cxamination had becn particularly
useful in the case of the European Economic Community because of the complexity
of the new Regulations. Information provided by the representatives of the
Community had contributed to a better understanding of the new trade mechanisms.
In his view,all the members of the Committec had been consclous of the opportunity
presented by thesc consultations and were desirous that similar consvltations
should be held as and when new Regulations were introduced by the Community on
other products or whcn substantial modifications were made to thosc which had
already been the suchct of consultation. Several members of the Committee had
considered that, bccausc these Regulations had only recently been introduced, an
assessment of their actual effccts on trade could nctv be made. They had never-
theless expressed their concorn on certain clements of the new legislation. These
representatives were of the view that the levels of prices sct would be of crucial
importance in determining the effects of the Regulations on’ consumption and: ..
production in the Community and therefore on its trade with third countries.
Concern had alsc been expressed over the variable levy system which, in the view
of certain members of the Committee, effcectively insulated produccrs in the
Community from all price competition from third countries. Other clements of
the Regulations which had caused some disquict were refunds and safcguard clauses.

The Committee had also had most useful discussions with the United Kingdom
concerning its new ccrealspolicy and the import végime for bacon and with the United
- States in connexion with its new legislation on beef. In conclusion he thanked
the delcgatluns of the eonsulted  countries for the most useful informatlop they
had furnished during the consultations.,

Mr. DONOVAN (Australia) expressed his gratitude to the representatives of

.the Community for facilitating an understanding of the Regulations on beef, dairy
produce and rice., The report, besides providing 2 good technical explanation of
the mechanies of the Regulations, served to highlight the concern of third countries
_ over certain of their provisions. In this -connexion, he noted that the Commission

had been accorded wide discretionary powcrs. The Regulations could be implemented
in a manner which would effectively insulate Community producers from outside
competition with the result that third countrics would be relegated to the position
of residual supplicers. The levels at which future guide prices for beef and the
threshold and target prices for dairy produce were set would, of course, be crucial
in determing whether exporting countries would be given reasonable access in the
Community for those commodities. During the consultation several delegations had
expressed their fears that the high level of becf prices existing in the Community
market in 1964 might lead to the setting of still higher prices in future. It
was a matter of regret that the Council of the Communiity had,sinece the conclusion
of the consultation,found it necessary to increasc the lower and upper limits of
the beef pguide price by DM25 and DM10 per 100 kgs. respectively, a move which
would seem to increase the possibility of levies being applicd on imports. The
introduction of levies would produce an unfortunate element of uncertainty into
international trade in bheef,
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He recalled that, during the 1962 consultations on cereals, the rmprcsentatlve
of the Community had confirmed that "the refund system would be applied in
conformity with Article XVI of the General Agreement and, if special difficulties
from the refund system arose in respect of third countries, the normal procedure
under this Article, or under any relevant Article in the General Agreement, would
be followed". In the rccent consultation, however the Community representative
had rejected the view that the refunds were essontially export subsidies and
therefore notifiable under Article XVI. This had introduced an element of
uncertainty as to whether the Community recognized GATT's competence to ¢xamine
the operation of the refund system under Article XVI as the need arose. This
lack of clarity on the Community's attitude tc the applicability of the GATT to
the refunds had induced some similar doubts as te whether the safeguard clause,
which the Community hoad confirmed would be applied in terms of Article XIX, would
be notified to GATT.

In view of the factsthat the Regulations had only recently been introduced
and that impeortant elements rclating to their implementation were missing,
Australia supported the view that the current consultation should be regarded as
incomplete as it had not permitted an examination of their effects on international
trade in accordance with the terms of refcrence of Committee II, A decision on
this matter could, however, ke held over until the completion of the present trade
negotiations. DMr., Donovan noted that the Community had stated their willingness
to notify and consult on significant or substantial changes in their Regulations.
In the view of the Australian delegation,the agrecment reached by the Council of
the Community in December 1964 on the common level of prices for cercals consti-
tuted such a "substantial change" and, as such, would justify a review of the 1962
consultations on cercals.

Mr. MAHKLOUF (United Arab Republic) expressed appreciation of the work of the
Chairman in directing the discussion in the Committee and for the cu-operation of
the representatives of the Community for the patient and comprehensive manner in
which they had responded to the many qucstions posed. The United Arab Republic
was an important and cfficicent producer of rice. In 1957, 16 per cent of her
rice expcrts had becn sold to the member States of the Community but currently
the Community absorbed only 8 per cent of rice cxperted. The United Arab Republic
was concerned about the effects of the new Regulation on its trade in an important
traditional market. He noted the view of the Community that the safeguard clause,
if implemented, would be in conformity with Article XIX. In the view of his
delegation, the application of gquantitative restrictions in cases of markct
disruption was not merely an internal measurce as far as notification to and
consultations with the CONTRACTING PARTIES was concerned. It was also a cause of
regret that in certain circumstances the cheapest offers need not be regarded as
the c,i.f. "price" in terms of the Regulation. This concept should be applied
carefully. The prefercences accorded by the Community to Asscociated States and
Overseas Countries and Territories could also have harmful effect on the trade
of third countries. In this connexion he attached importance to the statement
by the representative of the Community that these preferences werce transitional

in nature.
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The United Arab Republic was dependent on the export of a limited range of
comnodities and, in order to lessen the reliance of the economy on cotton, had,
in their five-year Plan, placed considerable emphasis on rice production and it
was envisaged that the acreage devoted to rice would, in future, be second only
to that of cotton, acreage of which would be decreased slightly. It would be
most regrettable if the considerable efforts which were being devoted to the
increase in production of exports of rice were to be frustrated by the loss of
an important traditional market. The United Arab Repuhlic attached the greatest
importance to continued access to the European Economic Community for her rice.

Mr. PRESS (New Zealand) said that his delegation considered the consultations
as representing a unique opportunity for gaining an understanding of what were,
in some cases, extremely complex measures. Because New Zealand's interests were
more immediately and vitally affected by the policies of the European Economic
Community, he would concentrate his general remarks on them. The most cbvious
characteristic of the Community's agricultural policy was the manner in which, in
respect of all three of the commodities featuring in the consultation, the
domestic market was insulated from the international market and the competition
of efficient third country suppliers. The levy system operated to cancel out
any cost advantage third countries might enjoy. This was, he suggested, contrary
to the policy enunciated in Articie 39 of the Rome Treaty of "ensuring the
rational development of agricultural production and the optimum utilization of
the factors of production". A second feature of the Regulations was the element
of uncertainty which they introduced into trade in the commodities affected
- because of the unpredictability of the levy. Even where there was room for
imports, the fact the levy might be modified, at weekly intervals for dairy
products, itself constituted an important disincentive to trade. This point was
particularly important for distant suppliers, such as New Zealand, exports from
which might require more than a hundred days between the conclusion of a contract
and the arrival of a shipment in the Community. Thz problem also aross, in a more
serious form,in respect of import certificates. He had noted that the Community
was aware of New Zealand's very greatl concern on this aspect.

A third element of the Regulations was the facility referred to variously as
"export refunds", "restitutions", "rebates", and "subsidies". Whilst not wishing
to raise again the question of the compatibility of this device with the General
Agreement, he would wish to register New Z.ealand's very serious concern at its
implications for international trade. It would seem that Community exports could,
under certain circumstances, be financially assisted to an unlimited extent,
although it was appreciated that there were certain procedures to be followed and
inhibitions on the manner in which they could be employed in practice. MNew Zealand
did not herself subsidize agricultural exports and he would wish to record the
apprehension with which his Government viewed this particular device. New Zealand
had on many occasions deplored the absence of satisfactory provisions in the
General Agreement to regulate the use of subsidies in the agricultural sector and
he would suggest that the CONTRACTING PARTIES should give very serious consideration
to this problem in the course of the current trade negotiations.
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New Zealand was one of those countries which considered that the recent
consultations should be regarded as.uncompleted as they had not permitted an
examination of the effects.of the Regulations on international trade. In respect
of dairy products,it had to be noted that the Community Regulation on fresh milk
and cream (and other implementing regulations) were not yet in existence. A
complete understanding of the Community's dairy policy was not therefore yet
possible. It was to be presumed that, as intimated in the consultation by the
representative of the Community, the legislation would be submitted to the.
Committee in due course and thus enable the completion of the examinatlon of the
Community's dairy policy.

On the introduction of legislation wn beef by the United States, Mr. Press
reiterated the concern his Government felt at the possibility of restrictions in
a market which was formerly free of quantitative limitation. In the view of his
Government, the depression of beef prices in the United States could not be
attributed to imports. He trusted that the controls provided for in the legislation
would not be implemented. In conclusion, he thanked the consulted countries for
submitting themselves to the examination in the Committee and the Chairman for
the pleasant and efficient way in which he had conducted the work.

Mr. EVANS (United States) thanked ithe Chairman for the manner in which he
had conducted the consultations and the representatives of the Community and the
United Kingdom for the helpful manner in which they had provided information con-
cerning their new legislation. Addressing himself generally to the regulations
introduced by the Community, he expressed concern that the variable levy system
would effectively prevent price competition for Community producers by third
country suppliers. There remained a wide ares of uncertainly as to how the new
Regulations would be implemented. The apprehension entertained by the United States
remained but 1t was perhaps to be hoped that the negotiations,within the context
of the Kennedy Round,would aim at creating conditions enabling third countries
to compete for a reasonable share of the Community market and to participate in
the growth of that market. The United States regarded the refund system as a sub-
sidy in terms of the GATT and considered,therefore, +that the provisions of the GATT
applied to them. The United States was one of those countries which consid:red
the consultations as being wncomploted. e nated the statouent by the Commmity,
in L/2394, to the effect that the Community was fully prepared to provide infor-
mation on new agricultural policy measures and he interpreted this as meaning
that they would be willing to consult on the measures notified. It was to be
hoped that the Community would,therefore, consult with the CONTRACTING PARTIES on
changes in price policies, as well as in respect of new Regulations,such az those
on fruit and vegrtables, and when there was a change frem national to Community
systems since clearly such changes would have trade effects. He stated, in this
connexion, that, although the United States had consulted on the very detailed
legislation recently introduced on the control of beef imports, his Government
would be willing to contirue these consultations should the restricint provisions
be brought into force.
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Mr. MARQUEZ (Argentina) observed that his country's interest in the recent
consultations was evident from the fact that the bulk of her export earnings
were derived from temperate agricultural produce, and varied with world price
changes for these products., Argentina was convinced of the value of consultations
such as those recently held and considered that they should take place as often
as possible to enable assessments to be made of the effects of policy changes
pertaining to agricultural imports and to provide an opportunity for the dis-
cussion of solutions. It should be possible to agree a date for a new consultation
after an approach had been made to the Executive Secretary by interested

contracting parties.

Argentina was concerned lest the Community's recently introduced Regulations
might disrupt world markets for the products affected. Should the price structure
in the Community be so high as 1o encourage production and diminish consumption,
the Community would be forced to export, perhaps by means of a subsidy, surplus
production, with the effect that the already depressed world market would have to
contend with additional supplies to the detriment of prices. This would cause a
creater divergency between world and Community prices and a vicious circle would
have been created. It was impartant to recognize the dynamic element of trade
equilibrium and to ensure imports an adequate share of increased consumption.

The system operated by the Community would seem to conflict with this aim, and

the present system might fruitfully be supplemented by controls on domestic
production. In conclusion, Mr. Marquez stressed the desirability of the
Community's applying the provisions of the new Regulations in a manner which would
avoid negative effects. If this did not happen, serious detriment to the trade

of the developing countries, such as his own, would arise with grave international
econumic consequences ensulug.

Mr. SNELLMAN (Finland) referring to the Regulation on Dairy Produce, of the
Community, recalled that the levies introduced under the Regulation for certain
types of cheese were equal to the duty bound previously under the GATT. Finland
was interested in the export of "Emmenthal", an item bound by the Community on
condition of the fulfilment of certain qualifications. To ensure fulfilnent of
these qualifications,a certificate,issued by the competent authorities of the
exporting country, was presented to the customs authorities of the importing
member State of the Community. It was a matter of regret that one of the member
States had not so far accepted official certificates issued by the Finnish
authorities. This had the effect of preventing exports of Finnish Emmenthal
to that member State, a matter which was illustrative of the difficulties caused
by the implementation of the Community's Regula tions.

Mr. SKAK-NIELSEN (Denmark) noted that the Regulations introduced by the
Community had been worked out with considerable difficulty by the six
governments concerned who had been guided by considerations of domestic
production and stable prices within the FEuropean Economic Community. It
was not surprising,therefofe,that the interests of third countries had
come to be regarded as of secondary importance. The common agricultural
policy of the Community had given rise to considerable anxiety in Degmark,
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Exports of certain commodities,which, two or three years before, had been
substantial,had now practically ceased. Furthermore, exports by the Community
under the refund system had damaged Danish exports of one commodity in third
country markets. The question arose as to whether the new Regulations, parti-
cularly those relating to beef and cheese, would have similar effects. It was
to be hcped that the Community, with its international trading responsibilities,
would become increasingly conscious of the implications for third countries of
its agricultural policy and that solutions would be found in the context of the
current trade negotiations which would place a reasonable portion of the burden
of adjustment in agriculture on the importing countries. Denmark's exports of
agricultural products to the EBC loomed large in the Danish economy and, for
this reason, Denmark attached great importance to the useful consultations in
Committee II. The consultations so far held had occurred soon after the intro-
duction of Regulations and 1t had not therefore been possible to utllize
experience of their practical effects. It was therefore to be hoped that further
consultations within Committee II on these Regulations could take place.

Denmark had already welcomed the arrangement on bacon by the United Kingdom
and he wished to stress the importance his Government attached to a market-
sharing arrangement where price stability was brought about by spreading the
burden between the importing country and its suppliers. He hoped that the
United Kingdom would be prepared, for example during the Kennedy.Round
negotiations, to consider the introduction of similar arrangements for other
agricultural commodities.

Mr. LANGIEY (Canada) expressed the appreciation of his delegation to the
representatives of the consulted countries for the detailed expianations they
had provided during the course of the useful consultations., These consulta-
tions had enabled a greater understanding of the complexities of the legislation
in question. He noted that many apprehensions existed among exporting countries
on effects of the new measures on their trade. It was a cause of particular
concern to Canada when countries adopted inward-looking and protectionist ‘
devices. In the case of the EEC, producers were insulated from the international
markel and external price competition. The new cereals legislation of the
United Kingdom,on the other hand, aimed at a fair balance between domestic pro-
duction «nd imports, with market forces alone determining price except in
exceptional circumstances where a floor price would be operative.

It was parcicularly disturbing, at a time when contracting parties were
actively engaged in a new round of trade negotiations,that important agricultural
importers should inlroduce new protectlonist policies. Canada attached importance
to the assurames contained in the thr.. .eports that the trade effects of the
measures introduced would be marginal. This was however something that could
only be judged in the light of experierice. For this reason, the consultations
undertaken by Committee II shculd be considered as a contiruing process. Con-
sultations should be held, if deemed desirable, whenever new legislation was
introduced. If the trade effects of this legislation could only be Jjudged after
the lapse of some time, and further consultations would appear useful, the right
t0o hold such further consultations should always be available to the Committee.



SR.22/6
Page 64

Mr. BOSCH (Uruguay) expressed the appreciation of his delegation for the
collaboration of the Community in facilitating understanding of the extremely
complex Regulations recently introduced. Uruguay was conscious of the difficulties
of the Community in seeking to harmonize the different producer, consumer and
trade interests involved. <Clearly, the wish of the Community to bring about
integration in the agricultural field had to be recognized, but this, regrettably,
implied the possibility of harm to third country suppliers. Uruguay shared the
fears of other third country suppliers over the practical effects of the new
Regulations. The time had now come, Mr. Bosch suggested, for earlier Regulations
of the EEC, whose trade effects were already discernable, to be examined in the
context of the General Agreement, a matter which fell cutside the terms of
reference of Committee I1l, It was evident that countries such as his own could
not wait for the harmful effects cf the new Regulations to be manifested ané it was
therefore desirable for an examination to be held under the General Agreement aimed
at forestalling any.such adverse effects. It might be possible, within the context
of the trade negotiations, to find solutions to this problem and to find a means
whereby the provisions of Articles 39 and 110 of the Rome Treaty could be rendered
compatible with one another.

Mr. LUYTEN (Commission of the European Economic Community) speaking on behalf
of the Community, referred to the helpful atmcsphere which had prevailed during the
course of the consultation'on the Community 's recantly introduced Regulations. He
expressed his thanks to the Chairman for the ckill and efficiency with which he
had conducted this consultation. It would be undesirable to re-open the discussion
already undertaken in Committee II, but it would seem necessary to reply to certain
of the general and some of the more specific points raised by delegations. He
noted thet, ever since discussions had begun in the GATT on the European Economic
Community, concern had been expressed on many cccasions on the impact of this
reglonal arrangement on the trade of third-country suppliers. The Community would
not deny that in certain cases exports of a particular commodity from a particular
country could diminish or even dilsappear completely; but these decreases were not
necessarily and always attributable tc the measures adopted by the Community. He
was convinced that the overall balance, both as regards agricultural and industrial
products, was in favour of the trade of third countiies, and the trade figures
would confirm this. Increases in trade with the Community were not generally
brought to the attention of the CONTRACTING PARTIES. The Community's views on the
trade effects of the new Regulations were contained in the report on the
consultation. He noted that fesrs had been expressed over the powers, described as
"discretionary" by earlier speakers, of the institutions of the Community in terms
““of the Regulations. He pointed out that these powers were in fact no different
from those enjoyed by national governments in the exercise of their trading
policies, and were necessary to enable action, at the Community level, to meet
possible emergencies. :
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The representative of New Zealand had drawn attention to the particular
difficulties arising from the workings of the variable levy system for
countries geographically distant. He understcod that problems could arise,
and in one case, for instance, during the consultations, the Community had indi-
cated its willingness to examine this question, but he suggested that distance
was often a disadvantage to trade in both directions. The Community was pre-
prared to look into the question mentioned by the representative of Finland in
connexion with exports of Emmenthal cheese. The position of the Community
on the nature of the refunds was set out in the report. The Community had
made a notlfloatlon in term: of the procedures agreed under the notification
procedure. .of Article XVI., 1t was also intended to make a notification on the
new Regulations, Problems which might ne caused by such notifications could
more appropriately be dealt with under the procedures adopted by the CONTRACTING
PARTIES. f The safeguard clause, reference to which had been made in commexion
with Article XX, was necessary, as had been indicated barller,vlf the
Regulations were to enaLle the Community to meet emergencies.

The Community was of the view that the consultations within Committee II,
on the Regulations in question, had been completed and was prepared to continue
to supply information and to hold consultations in cases where this was pro-
vided for by the agreed provisions and procedures of Committee II. As to the
guestion of the notification,under these procedures,of the recently fixed price
for cereals, the views of the Community. on this question had been given in the
opening statement of the Community's representative in the consultation, but,
irrespective of this, the issue of the notification of the price decision did
not appear to be urgent as the general problem of trade in cereals was shortly
to be examined in another context.

The CHAIRMAN,éumming up the debate in connexion with the Community's _
regulations, noted that certain delegations had expresscd concern over some of
their provisions. In particular, reference had been made in this connexion to
the wide discretionary powers embodied in the Regulations; the refund system
in connection with Article XVI; +the safeguard clause in connexion with
Article XIX; +the fact that the variakle levy system insulated domestic pro-
ducers from world prices; and the uncertainty induced by the levy and import
permit systems., A number of these points had been dealt with by the repre-
sentative of the Community and in particular he had expressed the view that
the fears of third country suppliers concerning the practical effects of the
common agricultural policy were not generally Jjustified. 'In those cases where
trade flows diminished they were oompensated by increases in trade in other
items. Some differcnce of opinion had arisen on whether the consultations
held recently should be regarded as completed. The Committee's report dealt
with this point. It would seem appropriate to deal with this problem when a
request for consultations was reéeived. '
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Reference had been made, in several paragraphs of the report on the
consultation with the Community, to the compatibility of the variable levy system
with the General Agreement. Reference had been made by one spezker to the
Kennedy Round so that it could be inferred that the results of the negotiations
were relevant in this connexion. In the meantime recourse could be made to the
appropriate provisions of the General Agreement.

Mr. DONOVAN (Australia),addressing himself to the report on the consultation
with the United States,said that Australia found itself confronted with an clement
of unpredictability in regard to the American meat import legislation. This
legislation had, he considered, two disappointing aspects. In thne first place it
was predominantly directed a® restricting imports,which comprised, in the main,
boneless manufacturing beef, whereas the difficulties for the United States
producers stemmed from overproduction of prime fed beef. The legislation had been
introduced, following a United States tariff commission enquiry, without any real
evidence being produced tc show that imports of manufacturing beef were adversely
affecting prime fed beef prices in the United States.  Secondly, it was a matter
for regret that potentially restrictive legislation should have been introduced at
a time when the liberalization of trade was being discussed within the GATT.

Mr. PRESS (New 7ealand) observed that his country had already expressed its
concern, both bilaterally and in Committee II, over the element of uncertainty
introduced by the United States legislation in what had hitherto been a market free
of quantitative restriction. New Zealand hoped that the permissive legislation
would not in fact be invoked.

Mr. GRUNWALDT RAMASSO (Uruguay) remarked that his Government had, on a
number of occasions, made known its views on market limitation agreements, whether
voluntary or not. In this instance Uruguay was especially concerned since, at
the moment, because of sanitary regulations maintained by the United Ytates,
she was n~t able tosupply to that market. Ee noted, however, that, in the course
of the consultation,the United States delegation had stated that the legislation
would enable account to be taken of Uruguay's position were she once more in a
position to supply.

Mr. EVANS (United States) said that there was no need to reiterate the fact
that the United States legislation on beef was "standby" and no restriction on
trade hdd been introduced. The new legislation merecly established the powers of
the United States Government to takc action in future should the need arise and
that thus some of the fears expressed might well prove academic. Nevertheless
he would draw attention to the safeguards surrounding the application of
restrictions should they prove necessary. Impcrts would, even if the restrictions
were introduced, share in the growth of the United States market. His delegation
had taken good note of the point raised by Uruguay and this matter would be
referred to his Government. He noted however that the legislation appeared to be
sufficiently flexible to take into account a situation such as that postulated by

the representative of Uruguay.
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Mr'., CHIDELL (United Kingdom) welcomed the'appreciation'ekpreésed by earlier
speakers- of the market sharing arrangements’ introduced by the United Kingdom. He
" would draw the attention of hls Government to the hope expressed by thé
representative of Denmark that the Unlted Klngdom would, in the course of the -
KEnnedy'Round, glre cnns;deratlon to the extension of such arrangements to other
commodities, The United Klngdom 1ntended to maintain its DOlICV of consultlng '
w1th prinOLpal suppllers in connexlon with her agrlcultural p01101es.

The reports on the consultations with the Eurooean Economic Community (1/2389),
w1th the Unlted States (1/2384) and with the United Kingdom (1/2388) were adopted.

Mr. DONOVAN (Australia) rcquested that the three reporto be . derestrlcted '
forthwith. -

This was agrcod.

.2,7“»Euroge an Economic Communlty Convention OfAs3001atlon with Afrlcan and Malagasya
e States (L/2160, L/zalm and Addendum 1 and L/2 ‘77 and Add endum 1) . ‘

The CHAIRMAN recalled that in Februarv 1964 the Coun01l of the European
Ecohomic Community, acting on the 1nstruct10ns of the governments of the member
..States, had submitted a communication (L/2160) advising the CONTRACTING PARTIES
that, on 20 July 1963, the member States of the Community and the African and .
Malagasy Status signed, at Yaoundé, a Convention renewing the association between
the European Economic Community and the Associated States.  The CONTRACTING
PARTIES, at'their twenty-first session, had instructed the Council to appoint a
working party to examine the Convention in the light of the relevant provisions of
the GATT. In preparation for the cxamination of the Convention by the Working
Party,” contraeting parties had been invited to submit questions on its provisions
and implementation. The questions, together with the replies of the member
States of the Community and of the Associated States, had been circulated in
document L/2277 and Addendum 1. A Working Party, whose oompositlon and terms of
reference, appeared in document L/°24) and Addendum 1, had been appointed by the
Council in May 1964.

Mr. DO LAGO (Brazil) observed that the Convention was of vast significance,
not only from the point of view of the specific trade effects of the Association,
but, in particular, because of the principles involved and their relevaficg to the -
future of the General Agreement. The carlier agreement  had heen thoroughly
examined in 1957 when the CONTRACTING PARTIES had considered the compatability of
the Treaty of Rome with the General Agreement. At that stage a Sub-Group had
been established to deal with the Associatlon of the then Overseas Territories in
the light of Ariicle XXIV. Brazil was one of those countries which had taken
the view, in the Sub-Group, that "the proposals did not conform to Article XXIV
but constituted an extension of existing preferential systems contrary to
Article I of the General Agreement". The Brazilian Government had carefully
examined the new documentation submitted and would reserve its detailed comment
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on the legal and economic issues, for the meetings of the Working Party. He
would, however, say that its examination had not provided the Brazilian Government
with any evidence of the compatability of the Association Convention with the
General Agreement. On the contrary, the Convention would not scem to represent a
frece-trade arca as provided for in Article XXIV but rather a series of

cighteen distinet bilateral preferential arrangements cextending those provided
for in Article I. While recognizing the need for flexibility, his Government
considered that, in this case, the outcome would not be the frecing of trade
within an area, but the establishment »f 2 number ~f bilateral trade flows providing
assistance to the Associated States through trade discrimination. In this
comnexion it should be recalled that in the UNCTAD a recommendation had been
adopted to the effect that existing preferontial arrangements betwecen developed
and developing countries should be abolished pari-passu with the effective
application of international measurcs providing at least cquivalent advantages

for the developing countries affectod.1

Brazil was keenly interested in the efforts of other developing countries to
raise their living standards and would continue to support them in .these efforts.
It was, however, felt that measurcs taken by less~developed countries to this end
should conform to the provisions of the General Agrecement and to the principles
of the aforementioncd UNCTAD recommendation. It would scem that a process of
trade diversion rcsulting from Association had begun and was likely to continue.
There was an element of trade diversion in cvery preference of a commercia’. r:ature
and it was the third countries outside the preferential arrangements that bore
all the sacrifices arising from the discriminatory effccts of such preferences.
The Brazilian delegation intended to participate actively in the Working Party
whose work it considered to be of the utmost importance. Any position adopted by
the CONTRACTING PARTIES on this issue would establish an important precedent.

Mr. EVANS (United States) stated that his delegation looked forward to
participating in the work of the Working Party and shared some of the misgivings
of Brazil and other contracting parties. Thére was one aspect of the Convention
which could bec regarded as satisfactory and that was that nothing in it required
the Assoclated States to act in a discriminatory manner in respect of protective
and revenue duties and quantitative restrictions, and it was to be hoped that
they would not introduce preferences.

1
E/CONF.46/L.28, Annex A, Scction IIh, paragraph 6.
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Mr. ASTRAWINATA (Indoncsia) observed that, in the past, representatives-of
the European Economic Community had consistently replied to the concerns expressed
on the trade diversion effects of the Rome Treaty by pointing out that its
provisions had not as yet led to harmful trade effects for third countries. The
matter was not, of course, as simple as the Community would have other contracting
parties believe. The fact that, to date; cvents had not borne out the concern
expressed by third countries did not mean that this concern was unfounded because
the full impact of the common cxternal tariff would only be felt by third
countries at the end of the Community's transitional period. Thus the concern
of Indonesia was not merely in relation to what was happening at present, but was
explicable in terms of what was likely to happen in the near future with the
completion of the customs duty arrangements being undertaken by the Community.
There could be little doubt that the consequences of this exercise for third
countries would be serious. The establishment of the common cxternal tariff and
full preferential margins throughout the Community would have the effect of
practically excluding a number of Indonesian products from the Community market.

Indonesia was not in favour of regional trading arrangements bccause, although
they might have stimulating effccts on thc cconomies of the countries involved,
they were contrary to the principle of frec access to markets to which Indonesia
adhered. However, as regional communities continued and even increased in number,
Indonesia was forced to accept their existence but did insist that they be trade-
promoting and not trade-diverting. Thus, although Indonesia did not object to
African States co-operating or even associating with the Community it would ask
that this asscciation should not be to the detriment of third countries which were
making strenuous efforts to raise living standards. There were other ways by
which the development of the Associated States could be promoted by the Community
which, he suggested, would be preferrced by the African States themselves.

In reply to question 7 posed'in L/2277, an answer had been given to the effect
that the General Agrecment recognized the desirability of increasing freedom of
trade by the development, through voluntary agreemcnts, of closc integration
between cconomies. This reply had avoided answering the question which was
whether the arrangements betwecn the [issociated States and the Community would be
detrimental to the cxports of third countries. Similarly, the reply of the
Community to question 8, to the effect that the Community did not believe that the
Convention would result in monopolies in the Community market for certain raw
materials for the Associated States, would not seem correct. In the view of the
Indonesian Government, the terms of the Association Convention and the financial
and technical assistance being provided by the Community to the hssociated States
would lead to a considerable increcase in their productive capacity of raw
materials which would be marketed in the Community where the Associated States
enjoyed prefcrential entry. Gradually, therefore, the Assoclated States would
obtain a near monopoly of supply for the commoditics concerned. Thus, whilst it
might not be the intention of the Community that raw materials would be supplied
solely by the [issociated States, this might be the ultimate result., The
Indonesian delegatlon expected that such matters would receive full attention in the
Working Party but he suggested that they were also relevant to discussions in the
Kennedy Round. Eventually freedom of world trade and promoticn of world trade
which were the aims of GATT, could only be achieved when discrimination was abolished
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Mr. SWARUP (India) stated that, although his delegation would reserve its
more detalled comments on the fissociation Convention for the Working Party, he
wished to give some preliminary views on its provisions. He recalled that
Sub=Group B of the special cormmittee cstablished to deal with the Rome Treaty
had reported that most of its members considered that the Association arrangements
for the then Oversecas Territories were incompatible with Article XXIV of the
General Agreement. The point raiscd in the Sub-Group was the fact that the
fissociation constituted a new trade arrangement which had not been envisaged
during the Havana discussions or in the framework of frtlcle XXIV. at that
time the view had been expressed that lrticle XXIV was not a perfect legal text.
No attempt had, however, becn subsequently madc to remeve the imperfections of the
Article, but in the meantime developments of a far-reaching politlecal and
economic character had occurred. In the 1957 discussions it had been' claimed
that the lissociation agreement aimed at a free~trade area rclationship. Now it
would appear, from the reply to question 1 in L/2277, that the Convention
provided for the establishment of free-trade arcas. It would scoem, therefore,
that the provisions of Article XXIV did not apply to the Convention;but of course
this legal point could be left to the Working Party.

In 1958 the CONTRACTING PARTIES had postponced consideration of the legal
issues involved in the Rome Treaty and had decided to seck solutions to the
practical problems 1t created. Since then the Overseas Territories had
achicved independence and werc now represcnted in the GATT and thus would be able
to obtain an idca of the problems arising for third countrics from the provisions
of the Convention. India was sympathcetic to the difficultics encountercd by the
Lissociated States in their economic development but recalled that, in the UNCTAD,
in which the fssociated States had participated, the developing countries had
been able to evolve certain agrced views including the rccommendation referred to
by the representative of Brazil. Also relevant in this context was General
Principle 8 of the Conference. In terms of the Convention the Associated
States previously enjoying prefercnces in one of the member States of the
Community would now enjoy preference in the markets of all six. This enlargement
of preferences for the Associated Statcs was desirable but it was to be hoped that
it would be taken to 1ts logical conclusion,in accordancc with the provisions of
Principle 8 of the UNCTAD, and cxtended to developing countries as a whole.

An interesting new concept had been introduced recently when the Common
‘External Tariff on certain items .of interest to the Associlated States had been
- reduced., This was the provision of financial assistance to offset the loss of
preferential trading opportunitics. It might prove possible to extend com-
pensation threugh financial assilstance when similar situations arosc. Whilst not
commenting on the adequacy of the compensation offered, it would seem that the
precedent provided was a good one and represented a satisfactory way of overcoming
the developmental problems of the Associated States.
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Mr. Swarup recalled that the concept of non-reciprocity by the developing
countries for concessions by developed countries was embodied in the new Part IV
of the GATT. However, Article 3 of the Convention provided for the progressive
abolition by the Associated States of customs duties and charges in respect to
imports from the member States of the Community. This Article had the effect of
introducing discrimination in favour of the member States or the Community against
developing countries, including other Associated States, although there was, in
this connexion,a three-year moratorium provision in Article 61 of the Conventiocn.
This discrimination was not Jjustified on legal or economic grounds and represented
the type of reciprocity which was contrary to the non-reciproeity concept embodied
in the new Part IV of the GATT. India wculd, therefore, appeal to the member
States -of the Community to forego unilaterally the henefits accruing to them under

. these preferential arrangements and to consider the removal of any discriminabory
_ treatment affecting less-developed contracting parties not signatories to the

Convention. In this cecnnexion, it had to be remarked that arrangements entered
into by the Community with Greece and Turkey provided for one-way preferential

access without reciprocity and his delegation was fellowing closely the discussion'.

on non-reciproclty which were reported in the press as taking place between Nigeri.
and the Community. It was difficult to see why the Associated States should be
called upon to bear a sacrifice, not only in their revenue but also in their
freedom of action to accord non-discriminatory itreaiment to other less-developed
countries, when Turkey, for example, had not been required to do so. It would
seem fair, therefore, not only to the Associated States, but also to other
developing countries, that the moratorium provided for in Article 61 should be
extended to all Associated States and that Article % should not come into
operation. To sum up, it was the view of India that the Community should forego
their preferential entry under the Convention, in the markets of the Associated
States and that the CONTRACTING PARTIES should grant a waiver to the Associated
States, for a limited period, to enable their procducts to enter the markets in
the Community on a preferential basis until such time as Llarger international
measures envisagec cculd be bhrought into forece. The Trndian delegation was
prepared to discuss this and arrive at satisfactory solutions to cover such e
walver,

Mr. BOGEART (Dominican Republic) associated his Celegation with the views
expressed by other representatives including that of Bragzil. His Government
had sought to find justification, in terms of the General Agreement, fou the
Convention but it would seem to fail to comply with the provisions of '
Article XXIV:8(b). Reference to document L/2277 revealed no plan nor schedule
for the establishment of a free-trade area. The Convention would seem tc fail
also to conform to the principles underlying Article XXIV which recognized that
a reglonal grouping should be outward looking.
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Mr. ONYIA (Nigeria) said that as he had understood that statements would be
of a general character and not such as would prejudice the deliberations of the
Working Party, he had not intended to speak. He regretted, therefore, that
certain representatives had pronounced on the compatihility of the Conventionawith-
Article XXIV, and had made reference to Nigeria's negotiations with the Buropean
Economic Community. He considered the latter reference to his country as irrelevant
and most unfortunate, thc more so because it was culled from newspaper reports on
which discussions within the CONTRACTING PARTIES were never based. He was aware
of the previcus discussions of the implementing Association Convention contained
in the Treaty of Rome, but recalled that the CONTRACTING PARTIES had in 1958 post-
poned a decision on the legal issue in favour of seeking practical measures to
overcome the problems it raised for all concerncd. After seven years the castracting
parties had made little progress in finding practical solutions. Meantime, however,
the problems had become acute which made it increasingly necessary and urgent for
countries such as Nigeria to take what steps they considered appropriate to arrest
any damage to their trade.

Nigeria subscribed to the UNCTAD recommendation on preferences which had
been mentioned by some representatives., Nigeria still considered it an ideal
solution but, he emphasized, there was an important provisc in this recommendation
to the effect that existing preferential arrangements should be abolished pari
passu with the effective application of intornational measures providing at least
equivalent advantages for the developing countries enjoying them.

Referring to carlier statements, Mr. Onyia agreed that,in the spirit of
Part IV, reciprocity should not be exacted from developing countries by developed
countries in any negotiations. He did not see how, by the ordinary meaning of
the words or by inference, it could be argued that Article XXIV allowed free-trade
area arrangements only as between developed countries exclusively or as between
developing countries exclusively but precluded such an arrangement between developed
and. developing countries. If, in the light of expericnce, the latter type of
arrangement were to be precluded, then it was a matter for contracting parties
to consider as a speeific proposal which should not bedevil the present discussion
on this item, Since frec-trade arcas and customs unions had trade diverting
effects, he could not scc the point in advancing it as an argument against the
Convention. This was not the same thing as saying that, in the light of Part IV
of the GATT, it was necessary to examine the Conventlon with a view to assessing
its impact on the trade of non-associated develeoping countries., The issuce had
also been raised as to whether the Convention established a number of parallel
free-trade areas or one unified market. This would seem immaterial; it would
be more realistic for the Working Party to consider the Convention in the light
of all the circumstances giving rise to it, having regard to Article XXIV of the
General Agreement. Nigeria would participate fully in the deliberations of the
Working Party.
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Mr., MAKHLOUF (United Arab Republic) associated his delegation with the views
expressed by the representatives of Brazil, India and Indonesia. His country was
perturbed by the discriminatory aspects of the Convéntion. There was now need to
adjust trade policies to the new rdle of the less-developed countries in inter-
national trade. The United Arab Republic, in its recent submission to the Trade
and Development Committee, on preferences, had incorporated the concept that
preferences granted by less-developed countries to other less~developed countries
should be no less than those these less-developed countries granted to developed
countries,

Mr. GRUNWALDT (Uruguay) expressed the support of his delegation for
the sentiments, expressed by the rcepresentative of Brazil and others which had
served to highlight the cffects of the Association Convention on the European
Economic Community's trade with Latin American and other non-associated countries.
Uruguay extended its best wishes to the eighteen Associated States in their efforts
to develop and recognized the importance to them of the Convention. It had to be
noted, however, that the preferential system from which they benefited, discriminated
against countries such as his own. In this connexion, he recalled the understanding
reached in the UNCTAD, alrcady referred to by earlier speakers, on the desirability
of removing preferences, Whilst the Uruguayan delegation did not wish to pre-
Judge the findings of the Working Party, it was concsrned at the preferences
accorded to the Associated States on agricultural produce of interest to Uruguay
which added to the difficulties his country was already facing as a result of the
application of the common agricultural policy. Similarly, the preferences granted
by the Associated States to the member States of the Community would have the
practical effect of excluding from their markcets the manufactured products of
Latin American Countries which regarded Africa as a potentially important outlet
for the products of their secondary industry.

Mr. LOREDO (Peru) stressed that the question of the Convention was of great
importance, and that it would constitute a precedent for the future. Peru main-
tained the views 3t had expressed in the past on the question of Association and
supported the, statements made by other representatives including Brazil. Peru
would wish to be represented in the Working Party.

Mr. LERENA (Argentina) observed that tiie problem appeared to be the same as
that with which the CONTRACTING PARTIES had been confronted when they had
ariginally examinedthe Asscciation Agrecement. It had then been decided that the
legal issue should be set aside and that practical solutions should be scught to
the problems arising from the Association. Argentina had not been in complete
agreement with this approach since,as a result,the General Agreement was beling
transferred into a scries of dogmatic provisions isolated from reality. He wished
to associate his delegation with others which had urged that the Convention should
be thoroughly examined from a legal point of view. There was also the problem,
however, of remedying the adverse practical effects arising from the Assoclation.

Loom.mo/w. 2.
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The Convention provided for discriminatory treatment by developing countrics in
favour of industrialized countries which was unacceptable to his Government. If
the CONTRACTING PARTIES had agreed to consider proposals on preferences, an
attempt could now be made to harmonize the legitimate aspirations of the
Associlated States with those of other developing countries. But, because of the
inflexible position adopted by certain delegations, his was now in a position

of having to object tc an Agreement which was clearly in the interests of the
Assoclated States but which embodied discrimination against non-associated States.
In the UNCTAD, agreement had been reached that preferences should be removed as
and when mutually acceptable alternatives could be worked out. This approach was how -
ever being frustrated by cértain countries. In conclusion he would. repeat that
his Government could not 1ccept that solutions to the problems of some countries
vshould be attained at the expense of others. :

Mr. RAZAFINDRABE (Madagascar) expressed the hope that the Working Party
would meet as soon as possible to enable substantive discussion on the points that
have been raised. The question‘'had been posed as to whether or not the Association
Convention created a free-trade area. The Associated States considered that
arrangements made were compatible with the creation of a free-trade area and with
Article XXIV. As regards the UNCTAD recommcndation, the Associated States did not
exclude the possibility of the harmonization of the arrangements under the Convention
with international market organization measurcs. The UNCTAD had created a working
party to discuss this question, but it had not yeét met. The GATT Working Party
could, in the course of its work, embrace points raised at and conclusions of the
UNCTAD, :

On the practical cffects of the Convention, it was the view of his
delegation that it would not have detrimental effects on the trade of non-
associated developing countries. In the past trade between the Associated States and
the community had stagnated whilst that of non-associated States had grown consider-
ably. The Convention was of importance to the Associated Stat€s as a means of
facilitatlng their harmonious development. Madagascar wished to be represented
in the Working Party. SRR

Mr. TOURE (Mauritania) stated that the question before the CONTRACTING
PARTIES was extremely important. He noted that in discussion reference had
been made to substantive points which would be at the core of the deliberations
of the Working Party., He considered that it was difficult for other countries
to assume,as some had seemed to do, that they were acquainted with the Associated
States own vital interests. Representatives had referred to the nature of the
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Convention, which, in fact,created a free-trade area. The Association

admittedly had discriminatory trade implications, as did all regional cconomic
groupings, but it was not, of course, immutable. His country continued to
uphold the agreements to which it had subscribed in the UNCTAD, hut, he suggested,
these postulated an evolution of world marketing conditions which would permlt
the introduction of new concrete measures.

Commenting on the reference to the disc.imination in the markets of the
assoclated States in favour of the Community, he pointed out that the Convention
did not preclude the introduction by the Associated States of protective customs .
duties necessary for industrialization. Mauritania would wish to be represented
in the Working Party.

Mr. PAPOULIAS (Greece), referring to a remark by the representative of India
to the effect that agreement between the Community and Greece was of a prefersential
character, pointed cut that the agreement envisaged the creation, within a fixed
time period, of a full customs union between Greece and the Community in accordance
with the provisions of Article XXIV.

Mr. EFFOUDOU (Cameroon) noted that many rcpresentatives had questioned the
compatibility of the Association Convention with Article XXIV. He suggested that
it would be difficult to find a means of testing the validity of this contention.
It was possible that Article XXIV itself was not sufficiently explicit to enable
a Judgment. On the question of compensation for developing countrics foregoing
preferences he pointed out that this might have to be borne by other developing
countries 1In view of the fact that industrialized countries might be unwilling to
provide adequate compensation. He also noted that a number of those representatives,
which had seemed critical of the preferential arrangements provided for in the
Convention, particimated themselves in preferential arrangements such as those
ensuing from membership of the Commonwealth.

Mr. PHILIP (France) expressed the willingness of his delegation to participate
in the deliberations of the Working Party. His delegation was, however, somewhat
perturbed by the preceding discussion. It would seem that the same points and argu-
ments which had featured in the 1957 discussions on Association were “being resus-
citated. He suggested that discussion as to whether.the Association Convention
was in conformity with the melovant Article of the GATT should be left to a |
full and objective discussion in the Working Party. He noted the statement
by the representative of Irdonesia concerning the growth of the Associated States'
exports of raw materials and their eventual quasi-menepoly position in the market of
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the Community. In recent years the Community had in fact increased its trade
wlth non-associated countries faster than with Associated States. It was
necessary that the participants in the Working Party should undertake a
thorough examination of the Convention and should avoid adopting a position
in advance of this examination.

Mr. Philip recalled that in the UNCTAD there had been a debate concerning
the importance of the market access approach against that of price stabllity.
In the end a compromise had been reached, to which the Associated States had
contributed by their constructive attitude and their willingness to sacrifice
benefits, they presently enjoyed, in order to facilitate the emergence of
world-wide marketing arrangements. It would now seem however that the concepts
>f market organization, stable priceg, and guaranteed outlets had been replaced
in the thinking of a number of delegations by those of laissez faire. This
would result in destroying what had already been achieved in the way of a
preliminary basis for world-wide market organization arrangements which were
the right of all developing countries. He expressed the hope that these
quesiions could bhe fully discussed in the sppropriate bodies of the GATT.

Mr. SANDONGOUT (Gabon) supported the statements by the representatives of
Madagascar and France and regretted that a number of delegations had reached
conclusions on the Associated Convention before the detailed examination in
the Working Party.

Mr. COLLYMORE (Jamaica) said that he found tie discussion on preferences
extremely interesting and considered that the record of the meeting would be
useful for the deliberations on preferences in the Committee on Trade and
Development. He noted that a number of countries which were critical of
preferences themselves participated in preferential arrangements.

Mr. AWUY (Indonesia) emphasized that Indonesia's concern over the trade
effects of the Convention did nect arise from the present situation but was
based on the probable trade effects of the full implementation of the tariff
provisions of the Rome Treaty.

Mr. TOURE (Ivory Coast), Mr. MAKHLOUF (United Arab Republic),
Mr. AGANAYE (Chad) and Mr. NI (Turkey) requested that their countries be
represented in the Working Party.

- The CHAIRMAN stated that the discussion had been useful in clarifying the
issues before the Working Party and would provide material for deliberation
during its work., A number of requests for membership in the Working Party had
been made. The Assoclated States which had requested membership - Chad,

Ivory Coast, Madagascar and Mauritania - would automatically become members in
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terms of the Council's Decision as set out in document L/2243%, but approval
of the CONTRACTING PARTIES was needed in respect of Peru, Turkey and the
United Arab Republic.

It was agreed that Peru, Turkey and the United Arab Republic should be
members of the Working Party.

3. Nicaraguan duty increases (W,22/9)

The CHAIRMAN recalled that,at the last meeting o he CONTRACTING PARTIES,
the representative of Nicaragua had informed the contracting parties that
Nicaragua had not been able to complete the renegotiations of bound items
necessitated by the alignment of tariffs within the Central American Common
Market. It had been agreed to extend the waiver of 23 December 1961 for a
period of three years. The text of a decision prepared by the Executive Secretary
had been distributed in W.22/9.

The Decision was adopted by forty-five votes in favour and none against.

he meeting adjourned at 6.30 p.m.



