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1. The Chairman said that the matters for discussion by the Committee at
this meeting were listed in PREP.COM(86)3. He suggested that they be taken
up in the order indicated in that document, except that notification and
surveillance might be more usefully taken up before functioning of the GATT
system, as this would avoid unnecessary duplication.

ARTICLE XVII

2. The Chairman recalled that though the subject had not appeared in the
1982 Work Programme, it had been raised in the Senior Officials' Group
(SR.SOG/10, pages 1-3). It had been suggested in that forum that the
provisions of Article XVII should be subject to analysis and improvement,
with particular reference to the principle of non-discrimination and the
improvement of market access and negotiating opportunities for developing
countries. The adequacy of GATT rules and procedures on state-trading
enterprises had also been raised in the Committee on Agriculture, the Group
on Quantitative Restrictions and Other Non-Tariff Measures and the Council.
He noted that Article XVII obliged CONTRACTING PARTIES to notify the
operations of state-trading enterprises but doubted whether the notification
procedures had worked sufficiently well to permit a serious assessment of the
extent to which obligations relating to state-trading enterprises were being
adhered to.

3. The representative of Chile stated that Chile wished to see the
operations of state-trading enterprises being conducted in accordance with
the principle of non-discrimination and solely on the basis of commercial
considerations, equal opportunity being given to firms of the other
contracting parties to participate in the transactions under conditions of
free competition. Chile believed that the objectives and provisions of
Article XVII were not being fully respected. Though there were notifications
made, there was no mechanism for examining them or identifying possibilities
for trade liberalization. State-trading enterprises represented a non-tarif!
barrier which could have a significant negative influence on the exports of
contracting parties generally and, in particular, those of the developing
countries. The problem was of general irterest as most contracting parties,
including Chile, had such enterprises. It should, therefore, be taken up as
a subject for negotiation in the new round.
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4. The representative of Poland stressed the need to understand and
interpret the individual provisions of the General Agreement in a balanced
and unequivocal manner. A number of important articles of the. General
Agreement, for example Articles I, VI, XI, XIII, XVI, XIX and XXIV, were in
urgent need of clarification, and some of these deserved precedence over
Article XVII as possible subjects of examination. In this context he
believed that the subject should be seen more as part of a general review of
the efficacy of the GATT system than as a separate issue for negotiation in
the new round.

5. The representative of the United States said he would address at a later
stage the question whether individual subjects should be treated in the
context of regular GATT work or in the new round. He agreed that there was
need to review the operation of a number of GATT articles, including
Article XVIII, so as to arrive at clearer understandings on their
application. In respect to Article XVII, the United States had responded to
the notification requirements despite conceptual uncertainties. A clearer
definition of state-trading was needed to permit better implementation of
Article XVII. Contracting parties should also examine the obligations
contained in the article with the objective of relating them to current
trading practices. Such an examination should, inter alia, consider ways to
improve the effectiveness of the notification requirements, possibly through
the mechanism of periodic reviews of the notifications. The United States
supported the Chilian proposal.

6. The representative of Canada also supported Chile's initiative. Given
that an important objective of the new round would be to strengthen the
multilateral trading system by reinforcing GATT rules where necessary, Canada
was prepared to join in a review of the operation of Article XVII. The
overall purpose of such a review should be to consider the adequacy of the
existing provisions in terms of preserving negotiated market access
conditions in the changing trading and economic environment. The review
should cover the import and export activities of state-trading enterprises
and should focus on the concepts of commercial consideration and adequate
opportunity to compete with a view to ensuring that these concepts were
meaningfully and effectively applied. In joining such a review, Canada would
expect that the question of government procurement, presently excluded from
Article XVII, would proceed on its own course.

7. The representative of Hungary, reacting to the Chilean proposal, said he
understood Article XVII as being relevant to both state enterprises acted on
the basis of government instructions or to privately owned enterprises
benefitting from government monopolies. He took exception to the view of
Chile that the mere existence of state trading enterprises constituted
barriers to trade. In this context he recalled the report by the Committee
under the Legal and Institutional Framework of the GATT submitted in
March 1964 (L/2281, paragraphs 8 and 10) according to which "there was
nothing in Article XVII which prevents a contracting party from establishing
or maintaining state trading enterprises, nor does the GATT sanction
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discrimination against state trading enterprises which are, in this regard,
placed on the same basis as any other enterprises". On the basis of the
findings of this Committee he argued that it was clear that not the existence
per se of such enterprises was relevant under Article XVII but rather the
impact of their operations on trade. Under Article XVII contracting parties
maint-ining state trading enterprises were obliged to ensure that their
economic activities were motivated solely by commercial considerations.
Consequently any eventual further work in the GATT on Article XVII should be
limited to the examination to what an extent contracting parties lived up to
this obligation. He shared the view of many other contracting parties that
concerns about the operation of individual Articles were better taken up
under the broad framework of the functioning of the GATT system. However, in
the new round priority might better be given to the implementation of some of
the basic provisions of the General Agreement whose functioning had been even
less satisfactorv than that of Article XVII.

8. The representative of Israel expressed support for the proposal put
forward by Chile. He felt that the most appropriate way of tackling the
problem of state-trading enterprises was the approach suggested by the
delegation of Canada.

9. The representative of Cuba supported the views expressed by the
delegation of Poland and Hungary. An examination of the articles of the
General Agreement which presented more serious problems of implementation
than Article XVII would probably imp-y the convening of a special conference
to review the working of the General Agreement itself; this was not the
intention of the new round. Article XVII was intended to provide solutions
to problems which might arise through the operations of state-trading
enterprises maintained by contracting parties. If particular contracting
parties had specific problems in these areas, they could initiate
consultations or negotiations with the contracting party or parties concerned
rather than seeking to include the subject as an item for negotiation in the
new round.

10. The representative of Japan felt it was appropriate to address this
issue in the preparatory phase of the new round. He agreed with Chile that
the meaning and coverage of the term "state enterprise" in Article XVII:1(2)
of the General Agreement was not clear, which made the notification methods
adopted by contracting parties somewhat arbitrary. There were also instances
of contracting parties not abiding by their notification obligations.
Meaningful improvement in the implementation of the article was not possible
without removing existing ambiguities, including a more precise definition of
state enterprises. Before addressing 'these fundamental problems there was
also a need to consider the present status of notifications and problems
encountered in the implementation of the Article, and to consolidate the
available data. The general question of Article XVII was closely related to
the improvement of the GATT mechanism on notification, consultation and
surveillance. It could also be examined in the context of non-tariff
measures to be dealt with in the new round.
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11. The representative of Czechoslovakia recalled the views expressed by his
delegation in the Senior Officials' Group. Czechoslovakia was opposed to the
inclusion of the subject in the new round. The proposal put forward by Chile
had not received sufficient support from delegations. No major complaints
had been heard regarding the implementation of Article XVII nor reports of
any consultations regarding improvements that were considered necessary or
desirable. While Article XVII, like other other articles, was not perfect,
the existing mechanism and procedures enabled contracting parties to deal
with any problems that were encountered. State-trading per se could not be
regarded as being an obstacle to trade. Moreover, the examination and review
of the functioning of other more basic articles of the General Agreement
constituted a task of greater priority. The examination of Article XVII, if
at all necessary, would be better held under the general exercise pertaining
to the functioning of the GATT system rather than an individual item by
itself.

12. The representative of Romania shared the reservation of other delegation
about discussing the question of Article XVII as a separate topic in the new
round. There were several other articles of the General Agreement whose
implementation was not satisfactory and which might be taken up under a
general discussion relating to the improvement and strengthening of the GATT
system, including the areas of notification and surveillance.

13. The Chairman said that the secretariat would prepare a summary of the
main points made in the discussions on Article XVII.

ARTICLE XXIV

14. The Chairman recalled that, while Article XXIV was not a subject of the
1982 Work Programme, it had been suggested in the Senior Officials' Group
that its operation should be reviewed in the new round (SR.SOG/10, pages 2
and 4). Difficulties of interpretation of some of its provisions had become
apparent both in the examination of customs unions and free-trade areas and
in certain dispute cases.

15. The representative of Chile recalled that the problems had been outlined
in the Import "Trade Policies for a Better Future". His delegation was
concerned that the provisions of Article XXIV had been interpreted in such a
way as to permit agreements which eroded the principle of genuine
multilateralism embodied in the most-favoured-nation clause. As a staunch
defender of economic integration, his country did not call for the abrogation
of this Article but simply for its implementation in the spirit in which it
had been drafted.

16. The representative of Colombia associated himself with the statement of
the representative of Chile.
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17. The representative of Japan noted that important provisions had been
written into Article XXIV against the danger of the dilution by regional
arrangements of the principle of non-discrimination. Yet many interim
arrangements under Article XXIV did not adhere strictly to the criteria laid
down or were presented as faits accomplis before consultations with
contracting parties could take place. The new round would provide an
opportunity to reaffirm the aims and spirit of the provisions of Article
XXIV. The review procedures should be strengthened to ensure conformity of
regional arrangements with these provisions and to examine their relationship
of these with other GATT provisions. Referring to the recent enlargement of
one Article XXIV arrangement, he called for the immediate elimination of its
discriminatory elements.

18. The representative of the Republic of Korea expressed concern over the
erosion of the most-favoured-nation principle and the damage to the interests
of developing countries caused by regional arrangements which did not conform
fully with the provisions of Article XXIV. Regionalism should be opposed in
the interest of free and open international trade.

19. The representative of the United States expressed sympathy for the
recommendations in the report "Trade Policies for a Better Future". His
authorities did not agree with certain current interpretations of
Article XXIV, particularly with respect to the rights of third parties, and
supported an examination which would enable the CONTRACTING PARTIES to decide
how the provisions of Article XXIV could be better applied.

20. The representative of the European Communities drew attention to the
importance of Article XXIV for his delegation. It had allowed the GATT to
take into account the diversity of its contracting parties and the strength
of certain links, both historical and geographical, between countries. Under
the provisions of this Article, a very valuable series of procedures and
practices had been built up. While he would not claim that Article XXIV was
any more perfect than other GATT provisions, it had introduced an important
element of flexibility. Noting that other contracting parties were also
having recourse to the provisions of this Article, he advocated maintaining
it in its present form. As also in the case of Article XVII, he saw no real
case for examining it in isolation, though it might be looked at in the
context of a general review of the functioning of the GATT, without any form
of commitment to renegotiate any part of the GATT or to institute new
procedures. The two issues of regional agreements (Article XXIV:4-10) and of
provincial governments within federal entities (Article XXIV:12) might have
to be looked at separately. He emphasized that Arricle XXIV was an exception
to Article I and could not be interpreted otherwise.

21. The representative of Chile feared that this exception to the
most-favoured-nation clause was becoming the rule: for this reason it needed
to be re-examined and modified.



PREP.COM(86)SR/4
Page 6

22. The representative of Canada viewed the recommendations of the report
"Trade Policies for a Better Future" in the broader context of a GATT
credibility crisis, brought about by the proliferation of exceptions and
deviations from basic GATT rules. A review of the operation of Article XXIV
should respond to this challenge.

23. The representative of Finland, on behalf of the Nordic countries, noted
that there may have been certain problems relating to some arrangements
notified under Article XXIV. However, this did not mean that its principles
and provisions should be questioned. He did not feel that this should be a
subject for the proposed negotiations, but would not a priori preclude any
Article from a possible general review of the functioning of the General
Agreement.

24. The Chairman proposed that the secretariat prepare a note summarizing
the discussions so far. Some delegations suggested that it should contain,
in addition, some statistical information on the flow of trade under
Article XXIV compared to that under Article I, including GSP trade flows.
Others felt that a statistical exercise was not appropriate. The Committee
agreed to the Chairman's original proposal and also that he should report to
the Committee in due course on the feasibility of a statistical study.

RE-NEGOTIATION OF CONCESSIONS (ARTICLE XXVIII)

25. The Chairman said that this matter had been raised in the Senior
Officials' Group and the discussions were recorded in SR.SOG/10, pages 2 and
4 and SR.SOG/11, page 17; it had not figured in the Ministerial Work
Programme. Two distinct issues had been raised in relation to
Article XXVIII. The first was the definition of suppliers' rights for the
purpose of renegotiations under Article XXVIII. On this a proposal had been
made by one delegation to the effect that an additional principal supplying
right should be accorded to the exporting country for which trade in a
specific product had the most importance. A first substantive discussion of
this proposal had taken place in the Tariff Committee on 14 February I986.
The second issue arising under Article XXVIII was the concern felt by some
delegations about the effect of routine invocations of Article XXVIII:5 on
the security of tariff bindings. The invocation of this paragraph permitted
a contracting party to withdraw or modify existing tariff concessions at any
time in the following three-year period. There had been a clear tendency
for the number of invocations to rise over the years, although the number of
actual renegotiations had remained quite small. These two issues were
linked with the questions dealt with in the Committee's earlier discussion on
tariffs.

26. The delegate of Switzerland stated that Article XXVIII and the rights to
negotiate under it were part of the general balance of rights and obligations
under the General Agreement. Article XXVIII gave rights to negotiate
essentially according to the absolute share of imports by volume, in the
market of the importing country. These rights tended to be concentrated for
historical reasons on a restricted number of countries, and a growing number
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of suppliers had no negotiating rights. The principal suppliers were not
necessarily those countries with the most important stake in exporting to the
market in question, in terms of the importance of the trade to their
economies. It was in order to take this element into consideration and to
re-establish an appropriate balance of rights and obligations that the Swiss
proposal had been made. Switzerland wished to have the possibility of
discussing the present Article XXVIII and of adding provisions to it. This
should be done on the basis of criteria as simple as possible, but taking due
account of the relative interests of the exporting countries and not only of
the importing countries.

27. The delegate of Peru said that her delegation considered it to be
appropriate to review the criteria on the basis of which rights to negotiate
had been granted, which has resulted in the fact that negotiating rights had
been concentrated on a small group of countries. Article XXVIII and
Article XXVIII bis did not maintain an appropriate balance as they only took
into consideration the importance of import shares in a given market. It
was necessary to eliminate this asymmetry in order to take into consideration
the interests of exporting countries generally and, in particular, the
interests of the developing countries which practically never had the right
of negotiator. Note 5 to Article XXVIII:1 granted a right to negotiate
according to the importance of a given product within total exports of a
contracting party, and to this should be added the criterion of a country's
exports of a given product as a percentage of the total exports in that
sector. She agreed with the delegate of Switzerland that it would be
appropriate to review Article XXVIII so as to take into consideration the
interests of all contracting parties, not only those that had a very large
trade volume, but our proposal is different.

28. The delegate of Canada referred to previous discussions where it had
been noted that the invocation of Article XXVIII:5 had been increasing
although the need for renegotiation of particular bindings might not have
been apparent at the time of invocation. This situation had led to
expressions of concern over the security of bound tariff concessions.
Available evidence indicated that actual renegotiations of bindings had been
limited in number, and it would appear that the disciplines contained in
Article XXVIII had been sufficient to deter its abusive use so far.
Nonetheless, situations had arisen recently which had pointed to the
existence of shortcomings in the rules for determining trade impairment and
compensatory adjustments. This was particularly relevant in the case of new
products or products entering a new market. A review of the operation of
Article XXVIII should aim to clarify and improve the rules on the
determination of compensatory adjustments in order to enhance the security of
market access conditions.

29. The delegate of Hungary shared the preoccupations put forward by the
Swiss delegation. The present criteria attached to initial negotiating
rights resulted in permanent and serious handicaps for small countries. An
appropriate review of these criteria was therefore necessary.
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30. The delegate of Korea stated that Article XXVIII had been established to
provide all contracting parties with flexibility as regards tariff
concessions. However, benefits under this Article had been concentrated on
certain big contracting parties. If this situation continued, the
credibility and the stability of the GATT system would be further undermined.
Korea was of the view that the criteria for negotiating rights under
Article XXVIII should be supplemented in such a manner as to ensure equal
opportunity for all contracting parties and to prevent misuse of this
Article.

31. The delegate of Japan stated that the effective operation of
Article XXVIII was essential in order to maintain the results of trade
liberalization achieved in past tariff negotiations. It was therefore
worthwhile to review the provisions of Article XXVIII in the new round.
Such a review should contain, for instance, rules for compensation for new
products which had only recently appeared in international trade or whose
recorded trade volumes were negligibly small.

32. The delegate of Argentina supported Peru's suggestion within the general
context of a possible revision enabling developing countries and small
suppliers to have access to the rights established in Article XXVIII. There
were several possibilities in Article XXVIII:5 for action of this type.

33. The delegate of Uruguay agreed with what had been said concerning the
shortcomings of Article XXVIII. Its present wording led to a situation
which was favourable to some suppliers and excluded others. Since
Article XXVIII was drafted, the world economic situation had changed
considerably; a number of developing countries had become important
exporters of products which they did not export initially. There were often
import restrictions applicable to these products, generally of the non-tariff
type and this on many markets of significant importance. There were
products of great importance to developing countries on which the import
statistics did not accurately reflect either the potential of these countries
to supply the markets in question, or the actual access to those markets.
The position of Uruguay was that there would have to be a revision of
Article XXVIII in the new round.

34. The delegate of Czechoslovakia said that although disputes had not
arisen often in regard to Article XXVIII, its implementation had given rise
to some problems. Attention should be paid to proposals aimed at
strengthening some of the basic functions of the Article, like securing the
stability of concessions, as well as at clarifying or possibly updating the
definition of principal supplier. The interest of the countries for which
the export of goods towards a given destination was the most important in
terms of their economies should not be neglected in the attribution of
negotiating rights. The operation of Article XXVIII should therefore be
reviewed at an appropriate juncture of the new round.
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35. The representative of the European Communities said that the number of
Article XXVIII renegotiations conducted by the Community over the years had
been very small, notwithstanding the fact that the renegotiation of
concessions was intimately related to the number of obligations accepted by
individual contracting parties. The larger countries had in general taken
on the largest number of obligations in terms of tariff bindings, and it
naturally followed that those countries would more often need to have
recourse to Article XXVIII in order to secure the flexibility which was an
essential counterpart to the obligations undertaken in the tariff area, and
to Article II. In the Community's view, Article XXVIII had functioned well,
compared to other articles of the GATT. The bulk of negotiations had been
settled amicably and few disputes had arisen, although some of these
negotiations had dragged on too long. On the question of negotiating rights
under Article XXVIII:1, the Community had over the years adopted a practice
which was equitable and practical. It was hardly practicable to negotiate
or renegotiate a concession with more than the principal supplier and
possibly the holder of the initial negotiating right, while taking into
account other suppliers that had a substantial interest. The Community had
not engaged in routine invocation of Article XXVIII:5 but if there was a
need for recourse to that provision, it would be justified as long as the
procedures were properly followed. Since Article XXVIII had worked well
overall, the Community did not see a need to single it out for separate
review, except possibly in the context of an overall discussion on the
operation of the General Agreement.

36. The delegate of Chile supported Switzerland's proposal, with the
amendments suggested by the Peruvian delegation, i.e. that small suppliers,
particularly from developing countries, be given the right as principal
negotiating partners in order to safeguard their interests when a concession
was withdrawn. The abusive application of Article XXVIII:5, with a large
number of contracting parties reserving their rights to negotiate, had
reduced the value of the three-year period during which concessions were
firm, without prejudice to the escape clause in Article XXVIII:4. The
stability of a concession was very much part of its value and had to be
restored.

37. The delegate of the United States agreed with the EEC that
Article XXVIII had worked well for the GATT over the years, unlike some of
the articles which had been discussed previously. There did not appear to
be conflicting interpretations as to its use. The US therefore was not
convinced that there was a need to re-examine the basic obligations under
Article XXVIII. However, if Article XXVIII was to be examined in the new
round, the examination should include consideration of the adequacy of its
existing provisions in relation to new products.

38. The delegate of Switzerland stated that it could not be said that
Article XXVIII had worked in an entirely satisfactory way. It had never
been proposed that existing negotiating rights shall be replaced nor that
they be extended to a considerable number of countries, but that a balance be
found between the rights attributed from the point of view of the importer
and rights granted from the point of view of the exporters. It was not
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impossible to negotiate with two or three countries rather than with only
one. A proposal had been made, and it should be examined in the
negotiations. Proposals concerning new products and how to treat them from
the point of view of possible compensation in the case of tariff unbinding
deserved attention, as well as possible abusive use of Article XXVIII:5.
The problem was probably not so much the reservation as such but rather an
avalanche of unbindings in the case of some countries.

39. The Chairman concluded that it would be useful for further work for the
secretariat to produce a short summary of the issues raised. He wondered
whether the question of Article XXVIII could not be dealt with under the more
general item of tariffs.

40. The delegate of Switzeriand saw some difficulty with the Chairman's idea
because revising an article of the GATT was a different exercise from
negotiations on the exchange of specific tariff concessions, which was a case
of implementing the rules contained in Article XXVIII. The two issues
should therefore be kept separate.

FUNCTIONING OF THE GATT SYSTEM

41. The Chairman said that this subject touched on every aspect of the
Committee's work. It was obvious that the proper functioning of the GATT
system required, among many other things, clear and agreed rules, effective
dispute settlement procedures and efficient arrangements for notification and
surveillance. He suggested that the Committee devote its time on this
subject to a discussion of matters which did not arise elsewhere. In the
Senior Officials' Group discussions, for example, for example, considerable
attention was paid to the question of closer involvement of Ministers in the
work of the GATT. Some points were also made on the related issue of the
institutional framework of the GATT.

42. The representative of the European Communities said that the points
mentioned by the Chairman for consideration under this item were essentially
procedural in nature and as such could not properly deal with important
questions of substance. Whilst the GATT system might be said to be holding
its own, it was not clear for how much longer this would be the case. The
system had evolved over the years and now needed to be reviewed and perhaps
its application improved in various ways. A number of developments, all in
themselves compatible with the provisions of the General Agreement, were
cumulatively undermining and eroding the system. These included waivers,
some of which had been in force for many years and disequilibrium in the
balance of rights and obligations among contracting parties occasioned by
differences in levels of tariff bindings. Furthermore, while the increasing
accommodation of the interests of developing countries in the GATT, notably
through the introduction of Part IV and the Enabling Clause, may be said to
be a positive development, the application of special and differential
treatment provisions in too static a fashion was a source of tensions and,
ultimately, a threat to the satisfactory functioning of the system. These
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were among the considerations which made it necessary to examine the balance
of rights and obligations among contracting parties. Such an examination
conducted in an open and not excessively formal manner, would lead to agreed
undertakings on what could reasonably be expected of individual contracting
parties. In a setting of this nature, contracting parties could even take up
for consideration, if they so desired, such questions as the interpretation
and application of Article XXIV, including, naturally, its paragraph 12.

43. The representative of Bangladesh noted that this subject was closely
linked with others, such as standstill, rollback, safeguards and treatment of
developing countries. The importance of a well functioning GATT system was
underscored in the Ministerial Declaration of 1982, when it was agreed to
make determined efforts to create a renewed consensus in support of the GATT
system, so as to restore and reinforce confidence in its capacity to ensure a
stable and predictable trading environment. This decision was taken in the
face of growing disregard for GATT disciplines and the accentuation of
certain shortcomings in the GATT system. The latter state of affairs had not
improved since 1982, and this had particularly adverse effects on the weaker
trading nations and the least-developed countries, who were faced with
formidable problems. It was therefore essential to take effective measures
to improve the functioning of the GATT system. He recalled that the
Leutwiler report had put forward a number of proposals for addressing the
problems facing the international trading system. It would be worthwhile to
pursue some of these proposals, particularly those relating to increased
transparency, the establishment of clearer and fairer rules in all areas,
including agriculture, textiles and subsidies, safeguards, dispute settlement
procedures, and the relation between trade and financial policies. In regard
to the suggestion in the report concerning more frequent Ministerial
Meetings, he said that it would be important to prepare such meetings
carefully, and be clear as to their purpose. He also emphasised the
importance of effective and efficient surveillance and monitoring machinery
for maintaining the credibility of the GATT system and ensuring economic
well-being and stability for all nations.

44. The representative of Zaire said that one of the objectives of the
future trade negotiations should be strengthening of the legal framework of
the General Agreement. The credibility of the General Agreement had been
weakened by the proliferation of exceptions and waivers from its basic rules.
It sometimes appeared that observance of the GATT rules was the business of
small trading countries. Developed countries had adopted a series of
measures that were inconsistent with the General Agreement and were notified
to GATT. All measures affecting international trade should be reported to
the GATT. It was necessary that the contracting parties worked together to
strengthen GATT, and to secure observance of the rules governing
international trade. It was also necessary to strengthen the rôle of GATT as
a forum for permanent negotiation. For that purpose, it was important to
have in GATT, upon completion of the proposed negotiations, a permanent body
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to examine and supervise application of the measures adopted. That was the
only way to make GATT credible and strengthen the functioning of the system.
In addition, the suggestion to hold periodic Ministerial meetings to allow
more active participation by senior officials in the work of GATT was
deserving of close consideration. The Leutwiler Report identified a
preference for market sharing, growing recourse to bilateralism, and a
frequent lack of transparency in the formulation of trade policies as trends
which were dangerous to the system. All of them reflected resistance to
change, and since change was the very source of growth, there was a risk that
these factors would weaken and render less flexible the world economy.

45. The representative of Turkey said that the proposed round of
multilateral trade negotiations should also address the question of
institutional arrangements. The GATT's rôle as a forum for discussing
problems related to international trade had been undermined by the lack of a
satisfactory framework for overseeing the fulfilment of contractual
obligations. While developing countries were required to account for their
actions through regular consultations with the Balance of Payments Committee,
the same obligation did not apply to the developed countries, which only
reported on a once and for all basis to the Committee on Trade and
Development on the measures which they had taken in fulfilment of their
commitments under Part IV of the General Agreement. Although the Part IV
consultations had been useful, this procedure had to be complemented by a
more effective and binding mechanism. The fact that a growing share of
international trade was taking place in the so-called "grey area" had also
reduced the capability of the CONTRACTING PARTIES to monitor the
implementation of obligations arising out of the GATT. He said his
delegation was also troubled by the difficulties met by small countries in
defending their interests against major trading powers. The only sanction
provided in the General Agreement was the withdrawal of concessions, and the
effect of such a measure was negligible when taken by a small country against
a large one. It was therefore necessary to take measures to reinforce the
rule of law. The ideas contained in the relevant proposals of the Leutwiler
report represented a good starting point.

46. The representative of Japan said that the most serious problem facing
the GATT system was the danger of a loss of credibility as the rules under
the General Agreement were increasingly ignored or evaded. A first priority
of the new round should be to re-establish a multilateral trading system
based upon the GATT rules so as to restore confidence to the world business
community. Thus, the new round needed to accomplish three major tasks.
First, to ensure that trade problems were resolved within the GATT system.
Second, to improve and where necessary supplement existing GATT provisions so
that the GATT system can deal with present and future problems facing the
world economy. Third, to work out mechanisms to ensure strict compliance of
contracting parties with the provisions of GATT. The strengthening of
surveillance was one measure required to carry out these tasks. Another
important area for action was an improvement in the GATT decision-making
processes. Despite the growth in the number of contracting parties of the
GATT, the decision-making process had been left to the annual
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session of the CONTRACTING PARTIES and the meetings of the Council. The
question of how to make the decision.making process more smooth and
functional should be addressed in the new round. One idea in this regard was
the possibility of strengthening the functioning of the Consultative Group of
Eighteen.

47. The representative of Uruguay said that the strengthening of the
multilateral trading system and GATT as an institution, the rollback of all
measures which were obstacles to international trade, the improvement of
access to markets, and the fulfilment of commitments assumed under the
General Agreement, including the principle of non-discrimination and special
and differential treatment for developing countries, were not merely matters
of detail or abstract trading concepts, but were basic elements of the GATT
system. The strengthening of and improved adherence to, the principles and
rules of the General Agreement must be basic negotiating objectives if an
adequately functioning trading system was to be assured and a basis
established for the exchange of concessions within the framework of the
General Agreement. GATT had seriously lost credibility and it was necessary
to recover this credibility if the GATT was to continue as an effective
organisation for promoting international trade. Concessions were worth
nothing if they were not respected or were gradually diluted as a result of
failings in the system of GATT rules and disciplines. The satisfactory
functioning of the GATT system was a pre-condition for his country's
participation in the negotiations. The improvement of monitoring and
surveillance mechanisms was important, but not sufficient. Dispute
settlement procedures must be improved in order to guarantee the rule of law
in international trade.

48. The representative of Australia said that certain basic considerations
should inform the discussion of the functioning of the GATT system. These
were as follows:

- it was necessary to reflect changing realities in the world trading
environment;

- changing realities in the global trading environment should be
anticipated;

- the focus of discussions should be to reassert the key elements of the
General Agreement.

There were five points to be considered in regard to changing realities
in the world trading environment. First, since the General Agreement came
into force a large number of developing countries had become contracting
parties. They represented a new set of interests with which the General
Agreement had had to contend. Second, a group of countries with centrally
planned economies had become contracting parties to the GATT. This
represented a different set of interests with which the General Agreement had
had to contend. Third, there was the emergence and expansion of the European
Communities as a trading entity. The advocacy of this trading block of their
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common trading interests had had a major impact on the operation of the
General Agreement. Four, there had been a significant enlargement of that
group of countries which relied substantially on trade for developing their
national economies. Sometimes countries in this category if they were
developing were called "newly industrialising countries". For the purposes
of the GATT what was significant was that they joined the ranks of those
other countries which relied substantially on trade for their national
growth. Five, there had been a shift in the trading environment such that
the focus of activity in global trade had become less trans-Atlantic and more
trans-Pacific and trans-Asian. With future possible accessions to the GATT,
it was clear that this was a phenomenon which would continue and would be a
key element in the trading environment. Against this background of changing
realities, discussion in the new round on the functioning of the GATT system
needed to address the machinery of the GATT. Two essential areas should
figure in such a discussion. The first was the question of achieving
Ministerial involvement in the activities of the GATT. This was a subject
upon which Australia had spoken regularly and often. Specific proposals
would be put forward on this matter at the appropriate time. It was necessary
to proceed carefully in this matter, especially in view of the concerns and
apprehensions expressed by some contracting parties. It was also important
to avoid proposing any trivialisation of the responsibilities of Ministers.
Consideration should be given to how most to benefit from the devotion of
Ministers' time to the issues before the contracting parties to the GATT.
The second general question in regard to the machinery of the GATT concerned
the councils and steering bodies or committees which may be established to
take the GATT into the next decade. The essential point here was that
whatever kind of body may be considered, it would be essential that all types
of trading entities which the GATT had among its membership were represented.
The other major issue which should be considered for discussion in the new
round in relation to the functioning of the GATT system was the need to
reassert the key elements of the General Agreement. His country agreed with
a previous speaker who had identified waiver practices and different levels
of consolidated tariffs as two serious shortcomings in the functioning of the
GATT system. An important third element was the need to restore to the GATT
system the process of arbitration of disputes. The decline of the arbitral
function of the GATT had had as serious an affect in undermining the General
Agreement as had the exclusions from the GATT of major areas of trade.

49. The representative of Switzerland said that international trade, as well
as monetary and financial arrangements, had undergone many significant
changes since the inception of GATT forty years ago. The effects of these
changes could be seen in economic structures, in economic and social
relations, and in international and national institutions. These changes had
had a profound impact on the functioning of the GATT system and should be
reflected in the results of the negotiations, both in relation to the system
of rules and to their implementation. It was also important to recognise
that the GATT trading system did not operate in a vacuum. There was a need
to ensure better coordination of trade policy with other aspects of economic
policy, in order to address problems effectively in a complex and
interdependent world. At the same time, trade policy should not be expected
to solve problems outside its purview. It would also be useful to examine
the institutional aspects of efforts to coordinate different areas of
economic and commercial policy.
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50. The representative of Canada said that the improved functioning of the
GATT system had been a central and recurrent theme in all the subjects so far
discussed in the Preparatory Committee. There was clearly a need to improve
the operation of the GATT in a number of key areas. This should be a basic
objective for the negotiations if the latter were to deal effectively with
the broad range of trade problems currently facing contracting parties and
permit the GATT once again to become a powerful instrument for maintaining
security of access and promoting trade liberalisation. He proposed that the
next round of negotiations should have as an objective the examination and
review of such questions as security of market access and dispute settlement.
Another important aspect of this examination should be the scope for greater
ministerial participation in, and direction of, GATT affairs. He noted that
this particular issue was the subject of a recommendation in the Leutwiler
Report.

51. The representative of Jamaica said that this topic should find a
prominent place in the new round of trade negotiations. It was a subject in
itself and was related to several other subjects which had been discussed in
the Preparatory Committee. A discussion of the functioning of the GATT
system should focus, inter alia, on the following points: first, the GATT
trading system assumed that liberal trading policies contributed to general
welfare; second, there was a preference within the GATT framework to rely on
market forces, both in relation to public and private entities; and third,
there was a close relationship between trade and monetary and financial
policies of a macro-economic nature. These points had not always been in the
forefront of contracting parties' minds, and it was necessary, in the light
of changing circumstances, to test these assumptions against the realities of
economic relations. The functioning of the GATT system was to be seen in the
context of the preamble to the General Agreement, which spoke about raising
standards of living, ensuring full employment, a large and steadily growing
volume of real income and effective demand, and so on. Furthermore, in any
new round of negotiations the provisions of the General Agreement should be
reviewed and/or revised where appropriate. The actual implementation of the
articles of the General Agreement was another issue. Despite generally
shared assumptions about the advantages of an open trading system,
contracting parties had resorted to policies which had gone exactly in the
opposite direction of sound economic thinking as regards the benefits of
international trade. With respect to institutional questions, he noted that
there were almost fifty mechanisms in the GATT, including approximately eight
committees, some twenty working parties or groups and seven panels. In
addition, a large number of bodies had been created to deal with the Tokyo
Round codes. Thus, when examining the functioning of the GATT system, the
GATT's internal mechanisms should be considered. Looking at GATT as a forum,
there was great scope for improvement in the decision-making process,
including in respect of transparency. In any effort to improve the
functioning of the GATT system, it was essential to ensure that the system
was coherent, effective, and efficient, and that it responded to the
interests of all contracting parties and not only to a few of them. There
was also a need for harmony between the GATT system and monetary and
financial systems and policies.
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52. The representative of Czechoslovakia said that as a contracting party
highly dependent on international trade, his country attached great
importance to the preservation and reinforcement of the present multilateral
trading system based on the m.f.n. principle and non-discrimination. The
proliferation of exceptions and deviations from basic GATT rules over the
years and the stress created by the strength and persistence of protectionist
forces were undermining the credibility of GATT and eroding its disciplines.
The efficient functioning of the international trading system could not be
viewed in isolation from wider issues, such as general economic policies,
stability in monetary and financial fields, a favourable overall economic
climate, economic security, and the avoidance of restrictive economic and
trade measures based on political considerations. Contracting parties also
needed to take measures in these spheres in order to preserve and strengthen
the multilateral trading system.

53. The representative of Austria said that the work of the Preparatory
Committee and the negotiations themselves should lead to a better functioning
of the GATT system. The efficient functioning of the GATT system could not
be seen as a negotiating objective as such, but as a prerequisite for the
promotion of world trade. A strong multilateral trading system was in the
interests of both developed and developing countries. New initiatives were
necessary in order to revitalise the GATT and maintain, strengthen and
enlarge the multilateral trading system. In order to improve the functioning
of the GATT system, procedural improvements must be accompanied by positive
action in areas of substance where problems have emerged. An appropriate
balance of rights and obligations must be restored among contracting parties
in order to check the danger of erosion of the GATT system. This could be a
fundamental purpose of the new multilateral trade negotiations.

54. The representative of the United States said that the time was ripe for
improving the functioning of the GATT system. Trade had obviously expanded
and the GATT, as an institution and system, had grown substantially over the
years. This growth, however, had been achieved in a rather haphazard fashion
with each new round adding to the structure. The new round presented the
opportunity to examine the functioning of the GATT system and agree upon ways
to improve it so that it could better further the interests of the
international trading system. One idea which had been floated was that with
the growing complexity of the system, there was a need for some kind of
mechanism to facilitate the coordination and organisation of GATT's present
and future work. One way of achieving this would be to redesign and redefine
the rôle of the Consultative Group of Eighteen for these purposes. Another
idea which had been floated was that of greater Ministerial involvement in
the GATT. When this idea, which the Leutwiler Report supported, was first
mentioned in the Senior Officials' Group, his delegation had some
reservations, fearing that such meetings might become routine and sterile.
After further consideration, his delegation was now prepared to explore ways
to increase Ministerial involvement in the GATT. There may also be other
ideas for improving the functioning of the GATT which could usefully be
examined. Additionally, several delegations had referred to an asymmetry or
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a lack of balance between rights and obligations in the GATT. Part of the
problem lay in the fact that each contracting party perceived or pretended
that its trading partners were reaping the benefits of the General Agreement
while avoiding the obligations. Many in the United States strongly believed
that it may be accurate to say that the system faced its present difficulties
partly because of this perception, or at least that this perception increased
the tensions and difficulties in managing the system. What many were seeking
in a new round was to achieve a better balance so that when the new round was
completed a balance of rights and obligations would have been established:
(1) that guaranteed the security of concessions; (2) that translated
concessions into increased trade, (and this could not be over-emphasised);
and (3) that promoted contracting parties, individually and collectively, to
believe it was in their interest to defend the General Agreement and to
adhere to its rules. It was within this context that his delegation
interpreted and supported the statements on asymmetry and balance of rights
and obligations. Finally, he said he shared the concern expressed by the
Ambassador of Australia about the decline in the GATT's rôle as an arbiter,
and hoped that this rôle could be improved and strengthened.

55. The representative of New Zealand said he was concerned about what the
political arm of governments thought of the GATT. If the GATT could not work
to secure justice for small countries, which were in the majority, then the
GATT could not work properly at all. There was a sense of drift in the
organisation. The Ministerial meeting in September offered a valuable
opportunity to reverse this drift and inject an new drive and impetus into
the GATT. If all that could be produced in September was a few well-repeated
platitudes, then the future of the GATT would be open to question.

56. The representative of Singapore said that as developing countries
climbed up the developmental ladder, their needs to ensure further growth and
development increased and became more complex. There were both internal and
external aspects to this process. The internal aspects of development, which
included good government, correct policy decisions, social cohesion, and so
on, were not within the purview of GATT. On the external side, one of the
key sectors for development was trade. Part IV of the General Agreement
recognised this special need of developing countries, but the contribution of
developed countries in this regard should not be static. Developmental
schemes to assist developing countries in promoting their exports should be
examined regularly with a view to ensuring that the trade needs of developing
ccuntries, be they least-developed or more developed, were constantly catered
to so that the latter might continue up the developmental ladder. A
mechanism should be put in place to ensure that schemes such as GSP were
constantly improved, both in regard to conditions of market access and
product coverage, for the benefit of all developing countries. In regard to
earlier references to the balance of rights and obligations under GATT, he
noted that developing countries among the world's top twenty exporters were
also among the world's top twenty importers. This was indicative of a
balance, and if developed countries opened their markets to exports from
developing countries, and improved the implementation of Part IV to take
account of the changing needs of developing countries, they could expect to
increase their exports of manufactured goods to developing countries.
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57. The Chairman said that he had received a communication from the
Commission of the European Communities, requesting the inclusion among the
issues to be taken up by the Preparatory Committee an item called "Balance of
benefits drawn by Contracting Parties from the GATT System". He proposed to
the Communities that instead of adding an item to the list of subjects before
the Committee, this question could be dealt under the functioning of the GATT
system.

58. The representative of the European Communities said that he accepted the
Chairman's proposal, but wished to emphasise that his authorities regarded
the question of the balance of benefits drawn by contracting parties from the
GATT as a central element for negotiation in the new round. A very small
number of contracting parties had found a way to obtain benefits from the
GATT system which far exceeded their contribution to the system. The new
round would fail if it did not address this problem from the start. Although
it was not obvious from examining existing trade barriers, there was
seemingly an impenetrable barrier between the internal market of these
contracting parties and the outside world. This was clearly to the detriment
of other contracting parties. It was achieved without contravening the
letter of the GATT, but nevertheless posed a great danger to the trading
system. This situation had led to a proliferation of "grey area" measures
and to trade diversion. It had also led to artificial increases in
production capacity and had disturbed the normal process of structural change
in response to changes in competitiveness. If this problem was not dealt
with in the new round, the system would not survive. It was not only a
problem for large trading countries, but for all contracting parties, and
especially the economically weaker ones. Since the growing imbalance in the
share of benefits from the GATT system did not derive from simple
infringement of the letter of the GATT, it was essential to examine the rules
and the way they operated in order to establish how this situation had come
about. If this exercise were not undertaken, there was an increasing risk of
recourse to self-defensive actions, or worse, to bilateralism. Both were
inimical to the system. For the European Communities, this was the first
priority in the new round as far as substance was concerned.

59. The representative of Japan said that he could not accept the alarming
picture that the European Communities had painted of the imminent demise of
the GATT. It was disconcerting to hear a major trading entity imply that a
complete change in the trading rules was necessary if the system were to
survive. After many years of struggle and hardship, some countries had
succeeded in showing that they were capable of competing effectively under
the GATT system. Countries in Asia, and in Latin America and Africa as well,
had benefitted greatly from the GATT, and had pushed the development process
forward through their hard work despite the problems and difficulties they
had faced. Any attempt to dismantle the GATT now would deal a fatal blow to
the economic development prospects of developing countries. As far as
balancing benefits and obligations was concerned, the GATT itself was a
device which provided for negotiations to ensure an appropriate balance.
Negotiations of that nature, however, were very different from a wholesale
attempt to rewrite the rules of the GATT.
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60. The representative of New Zealand said that he could agree with some of
the remarks of the representative of the European Communities in so far as
they applied to trade in agriculture. It was true that the inequitable
treatment of agriculture had artificially inflated production and distorted
competition, that internal markets had been isolated, and that the tensions
so created were threatening the foundations of the system. He said it was
time to redress these problems and provide improved opportunities for trade
in agricultural products for developed and developing countries alike.

61. The representative of the European Communities said that he had
recognised a real risk to the Communities in raising this matter, but the
time had come for contracting parties to explain their problems so that joint
efforts could be made to find solutions. What the representative of New
Zealand had said about trade in agriculture -ight have some validity, but the
problem went well beyond that. At this stage, all that the Communities
sought was adequate discussion in the new round of the problem which had been
raised so that it could be dealt with. There was no intention to prejudge
the outcome. Since Japan had responded to the first intervention, he wished
to refer to Japan's trade surplus, which amounted to some US$120 billion on a
cumulative basis from 1981 to '985. This figure illustrated the problem.
Moreover, why had Japan undertaken eight autonomous liberalisation packages
if not at least partially in recognition of a problem?

62. The representative of Argentina said that his delegation had taken note
of the concern expressed by the representative of the Community, and of what
he had said about the consequences of a failure to remedy the situation. He
said that this problem was not the first priority for his country in the new
round, but he understood the Community's interest in raising it. He took
note that the Community believed there was an imbalance at the very root of
the trading system but it did not concern developing countries. This
imbalance should be corrected. This was a point which his government would
take into account, and it was understood that this matter would be further
discussed at an appropriate time.

63. The representative of Japan said that he had mentioned his country
illustratively. It would be a mistake to assume that Japan was unique.
There were many other countries similar to Japan moving rapidly in the same
direction. As far as statistics were concerned, a cursory look at the
balance of payments figures for the 1970's and 80's showed that like other
countries, Japan was not permanently in surplus, but often recorded huge
deficits. On the other hand the EC has and is recording surpluses with large
figures. It should not be overlooked that socio-economic rigidities exist in
parts of the world, which if left unsolved would nullify benefits which
otherwise could be gained by negotiations. It would likewise be destructive
to look for drastic Jacobin solutions.
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64. The representative of the European Communities said he was not seeking a
substantial discussion of this matter, but merely requesting that it be
included in the negotiations. He wished to know whether this request was
supported by Japan. He quoted senior Japanese government sources which spoke
of a growing perception in Japan that it should increase imports,
particularly of manufactured goods, and of a growing perception in Japan of a
need to rectify the lower propensity to import than to export, through
lowering market barriers and promoting structural change. He wondered
whether the Japanese delegation shared this perception.

65. The representative of Japan said it was precisely these perceptions
correctly apprehended by the Japanese leaders, which would change the
situation, but it was not correct to quote them out of context, that is for
the object of rewriting the rules of GATT.

66. The Chairman said that the secretariat would prepare a short note in
order to focus the next discussion of this item.

NOTIFICATION AND SURVEILLANCE PROCEDURES

67. The Chairman said that the record of discussions in the Senior
Officials' Group on this subject was contained in SR.SOG/6, page 6,
SR.SOG/10, pages 1 and 5-7 and SR.SOG/11. He noted that earlier discussions
in the Preparatory Committee had made clear the great importance attached to
this subject by many delegations. Although there was a very close link
between the two functions, in his view it would make for greater clarity to
deal first with notification. The secretariat and many delegations had long
felt that there was much room for improvement in notification procedures, and
in the use made of notifications received, notwithstanding the efforts made
in the past to establish a more coherent system, and in particular in the
1979 Understanding. The establishment of the Trade Polices Division in 1983
had been motivated in part by recognition of the need to improve the quality
of notifications and to streamline notification requirements. The
secretariat had compiled a complete list of all existing notification
requirements which in his opinion made the need for streamlining alarmingly
obvious, and would be ready, with the agreement of contracting parties, to
put forward suggestions for improving the quality, consistency and general
usefulness of the notification system. Apart from the efficiency of the
system, it had also a more fundamental political aspect. Two questions which
were essentially political, were how to ensure that contracting parties fully
complied with their notification obligations and what practical purposes the
notification and surveillance process was supposed to serve. This led
inevitably to the question of surveillance, since the only real purpose of
notification requirements was to make effective surveillance possible. The
importance of surveillance had been stressed in connection with nearly every
subject so far discussed in the Committee, and some interesting proposals had
been made on surveillance in the Senior Officials' Group. The obvious
question which had to be addressed was what should follow from surveillance
in terms of practical action. Another question which had preoccupied some
delegations was whether existing surveillance activities were commensurate
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with an appropriate balance of rights and obligations among contracting
parties. He wondered if the time had not come to consider how each country's
national policies related to its GATT commitments. The Committee might also
usefully consider what new elements the new round might bring to this
subject. Would contracting parties wish to take advantage of a new round to
rationalise existing obligations, to add any supplementary understandings to
those which exist now, or to fill any gaps in the present requirements or in
follow-up action? In the ordinary course, improvements in notification and
surveillance procedures did not necessarily involve negotiation. However,
there could be instances where changes in those procedures would affect the
balance of rights and obligations between contracting parties. It was also
clear that negotiations on specific subjects might well give rise to new
obligations to notify, and that any standstill commitment would need to be
monitored.

68. The representative of Australia stated that the integration between
trading economies depended vitally on the transparency and predictability of
trade policies, and on conformity with the rules governing the trading
system. The GATT had always provided for the notification of relevant
policies and for the surveillance of those policies by contracting parties,
and the 1979 Understanding had extended these notifications to include "trade
measures affecting the operations of the General Agreement". The special
Council sessions established to review developments in the trading system had
also been charged with monitoring the implementation of paragraph 7(i) of the
1982 Ministerial Declaration. These notification and surveillance measures
had improved transparency and had contributed to a more accurate assessment
of the extent to which GATT rules had been respected. Over the forty years
of GATT's existence the rules had fostered lower barriers to trade, and
adjustment to changing patterns of trade and production, which continued to
be the best policies for economic growth. However, the pace of economic
change and the possibility of conflict between policies had increased
commensurately with the size of commercial exchanges and their importance to
national income in many GATT member countries.

As an institution the GATT must adapt to the changing trading
environment, and the forthcoming round of negotiations would be the next
important step in this process. The report "Trade Policies for a Better
Future" proposed two ways of improving the surveillance function of the GATT:

- a system of regular reviews of individual contracting parties'
trade policies (recommendation No. 8), and

- establishment of a permanent body in GATT to give continuous high
level attention to problems in international trade (recommendation
No. 14).

The focus of the surveillance rôle should be on persuading contracting
parties to respect GATT obligations more fully and thus to exert influence on
domestic protection policies. Building on the existing Tokyo Round
"Understanding" and the Leutwiler report, he outlined a new surveillance
mechanism which could be established in the course of the new round. First,
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each contracting party would be invited to make an annual quantitative
assessment of the trade impact of its policies according to an agreed
reporting format and using established and simple econometric and
statistical procedures. Secondly, the GATT secretariat would be given the
resources to enable it to participate in the surveillance of specified
policies and their trade effects. Thirdly, annual reviews of national trade
policies should be conducted for a small number of larger trading countries,
with less regular reviews of the smaller trading countries. The reviews
should be based on the assessments made by the contracting party whose
policies were under review as well as additional assessments made by the
secretariat according to criteria to be agreed. These more intensive reviews
would focus on the conformity of particular trade measures with contracting
parties' GATT obligations.

Other contracting parties would have the right to reverse notify
measures as at present. By focussing on specific and regular country and
policy reviews, some of the weaknesses of the existing surveillance
mechanisms should be avoided. Appropriate arrangements would have to be made
for circulating contracting parties' annual reports and for conducting the
more intensive reviews of a small number of countries. An enhanced
surveillance rôle for the GATT based on the principles outlined above would
represent an evolution of the institution's rôle consistent with its
traditions but responsive to the greater expectations which contracting
parties had approaching the new round of negotiations.

He proposed the following draft text for inclusion in the Ministerial
Declaration:

"Ministers recognised that, at the international level, trade
policies and domestic policies which impinge on trade, should be more
open. This would promote respect for GATT obligations and permit more
widespread appreciation of the benefits of liberalization and economic
adjustment. They decided that an enhanced surveillance mechanism based
on quantitative assessments of trade polices and other policies with
trade effects against the background of GATT obligations should be
established in the course of the negotiations. They decided that the
GATT secretariat should be given resources to participate in these
assessments."

69. The representative of Colombia recalled earlier statements by his
delegation that there was an asymmetry between the review of measures and
policies adopted by developing countries and those adopted by the developed
countries. A proposal similar to that of Australia had been made by his
delegation in the Senior Officials' Group. Colombia therefore supported the
Australian proposal, which should be examined in detail. It should be
stressed that many developing countries were already subject to surveillance
by the Committee on Balance-of-Payments Restrictions. In setting up a
mechanism such as that proposed, care should be taken to ensure that it would
not deteriorate into a mechanical and sterile exercise, as had happened to
the surveillance function carried out in the Committee on Trade and
Development in pursuance of the 1982 Ministerial Declaration.
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70. The representative of New Zealand supported the objectives on
notification and surveillance procedures outlined by Australia. With regard
to the proposal that each contracting party would be invited to make an
annual quantitative assessment of the trade impact of its policies according
to an agreed reporting format, it would be necessary to be as specific as
possible on the format. On the rôle of the secretariat and the question of
annual country reviews, the proposed assessments by the secretariat should
again be very clearly defined from the outset. The delegation of Australia
had suggested that an enhanced surveillance mechanism should be established
in the course of the negotiations, and New Zealand supported this as an
essential element in strengthening GATT's legal and institutional framework.
In the context of a standstill, however, he emphasized the need for early
establishment of effective notification and surveillance procedures to
monitor the implementation of standstill undertakings: it was not possible
to wait two or three years for these to be established in the new round. The
Australian proposal was presumably aimed at the wider and more medium-term
question of strengthening the legal framework of GATT. He welcomed the
Chairman's offer that the secretariat should put forward ideas on stream-
lining notification procedures and on surveillance and compliance and
stressed the need for some additional mechanism, more than a mere
rationalization of existing procedures.

71. The representative of Argentina said that the question of surveillance
was of concern particularly within the context of a commitment on standstill
and rollback. Referring to the Australian proposal, he too sought
clarification of the possible rôle of the secretariat and its link to the
surveillance of undertakings on standstill and rollback. Since the proposal
referred to the Leutwiler report, it would be necessary to examine the extent
to which the proposal was linked to the recommendations in the report;
Argentina was not fully satisfied with all of the recommendations put forward
in that report. They believed, however, that there were possibilities to
continue examining this subject. While thanking Australia for this proposal,
he agreed with New Zealand on the need for further clarification and
definitions with regard to notification, evaluation, the rôle of the
secretariat, etc. in the proposed mechanism.

72. The representative of the European Communities regarded the question of
notification and surveillance as an important problem which was linked to
other subjects to be taken up later. Concerning notifications, the
Community agreed that contracting parties should comply with their
notification obligations. There were however a considerable number of
notification obligations which were not fulfilled, and thus before creating
any new obligations, the present situation should be clarified. Here too, the
Community agreed, at least in part, with the proposals which had been made by
Australia and others. For the Community, it was essential to have useful
notifications based on a well-defined scheme: some "cleaning-up" might be
necessary. Reacting personally to the Australian proposal, he noted that the
secretariat's rôle in surveillance had already been strengthened a very short
time ago, and that fairly good results were evident in the reports that had



PREP.COM(86)SR/4
Page 24

been prepared for the Special Council's meetings; this was a field which
GATT could usefully develop. The proposal concerning annual reviews of
national trade policies of individual contracting parties did not seem
desirable. Similar reviews carried out in other organizations had not led to
satisfactory results, and repetition of such an exercise in the GATT, with
its ninety contracting parties, was to be avoided. Furthermore,
concentration on the national policies of the larger trading nations would
again be creating an imbalance of rights and obligations among contracting
parties; it would be the countries which had assumed a maximum of
obligations whose policies would be subject to review, while others would
escape. While open to discussion, the European Communities were generally
against a case by case review of national policies. Surveillance should be
global and periodic and should cover all policies and measures known for the
period under consideration. What was needed was a rationalization of the
work of the GATT bodies which carried out surveillance, to reduce duplication
of work and multiplication of documentation. The bi-annual special Councils
could form the basis of a good surveillance mechanism.

73. The representative of Japan said that one of the most important tasks of
the new round would be to strengthen the surveillance mechanism to ensure
strict compliance with GATT obligations. There were already numerous fora in
the GATT which carried out some surveillance of the trade policies of
contracting parties; indeed, the GATT system itself could be interpreted as
an effective system for surveillance of trade policies of contracting parties
to prevent protectionism. The existing surveillance mechanisms in the GATT,
however, were not truly effective. First, surveillance by various GATT
bodies had been neither regular, systematic nor well coordinated. Secondly,
the rôle of the GATT secretariat had been limited. Thirdly, the results of
surveillance had not been systematically made public. Fourthly, comparative
study of trade policies, particularly compliance with GATT rules by each
contracting party, had not been made available. Therefore, serious efforts
by contracting parties to liberalize trade had been left unnoticed in many
cases. His delegation proposed that in the new round, serious efforts should
be made to work out an effective surveillance mechanism. To that end, the
accumulated expertise of the GATT secretariat should be fully utilized, and
the rôle of the special Council should be strengthened. The review should
also be carried out systematically and regularly and its results should be
made public.

74. The representative of Norway said that the Nordic countries felt that
the notification requirements were essential in securing transparency in the
trading system and to permit meaningful surveillance of its developments and
were therefore essential to the functioning of the GATT system. The fact
that these requirements were not satisfactorily adhered to should be a source
of concern to all contracting parties. Furthermore, the information provided
in notifications often differed considerably both in quantity and quality.
There was also reason to doubt whether all notifications were put to the
proper use. The new round would inevitably have to focus closely on
notification and surveillance. For this purpose it would appear useful to
have before the Preparatory Committee a complete list of notification
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requirements, including the type of multilateral follow-up. A similar list
had been circulated as an annex to document C/W/471. While recognizing that
the question of notification and surveillance in many cases would have to be
dealt with as an element of the negotiations on individual items in the new
round, there was also an obvious need to continue the broader discussion of
how GATT requirements in this area could be best formulated, implemented and
reviewed. Care should be taken to avoid unnecessary duplication of work. To
the extent that options emerged which might require negotiations among
contracting parties, the new round would be the appropriate context.

75. The representative of Canada said that the maintenance of an effective
notification and surveillance system was essential to the operation of the
international trading system and particularly for its transparency. For this
reason, Canada was prepared to join others in reviewing these notification
requirements in the context of the new round with a view to clarifying and
streamlining the procedures so as to preserve the benefits expected to accrue
to all out of these negotiations. Welcoming the initiative taken by the
Australian delegation to put forward some specific ideas on this issue, he
said that, although further clarification might be needed on certain aspects
of this proposal, it represented a useful and timely contribution to the work
of the Committee.

76. The representative of India recalled that the importance of monitoring
and surveillance had also been emphasized by the 1982 Ministerial
Declaration. He referred to the statement made by the representative of
Argentina who had pointed out the importance of an appropriate monitoring and
surveillance mechanism for a meaningful and effective commitment on
standstill and rollback. Secondly, the remarks by Colombia on the existing
asymmetry in monitoring and surveillance were most appropriate and his
delegation endorsed the Colombian proposals made at the 1984 Council.
Drawing attention to the statements made by India at the 1985 CONTRACTING
PARTIES, he agreed with the view that there should be a qualitative
improvement of the monitoring and surveillance function of the special
Council sessions.

77. The representative of Switzerland said that the proposals made on this
subject, in particular the Australian one merited careful examination. The
problem of notification and surveillance should find a place in relation to
the functioning of the GATT system. Any misunderstanding should be avoided.
Notification and surveillance did not constitute the GATT system. In the
absence of certain criteria or rules, to be established in common, the value
of notifications and, in particular, of surveillance would be illusory.
Subject to that reservation, he fully agreed that the present system of
notifications and surveillance required a certain rationalization. This did
not mean that it would suffice to eliminate what was not working properly, as
had been suggested; it was rather an improvement of the system that was
needed. Notifications and surveillance should be standardized and regular.
Surveillance could not be carried out in the abstract. In order to make it
more objective and effective, it should be carried out according to rules
which had been set up in advance. The results could well be published.



PREP.COM(86)SR/4
Page 26

78. The representative of Egypt stated that proper notifications and
effective surveillance would certainly contribute to the strengthening of the
GATT system. Since the inception of GATT there had been an absence of such
measures. In order to strengthen the credibility of the trading system, it
would be necessary to accept and put into operation scrupulously the rules
for notification and surveillance. Experience over the years had
demonstrated the lack of effectiveness of the surveillance rules where they
were applied. A clear example of this was the textiles field.

79. The representative of Australia thanked those, particularly Argentina,
Colombia, New Zealand and Switzerland, who had given initial, positive
reactions to his proposals for a permanent surveillance mechanism in the
GATT. Recognizing that there might be an imbalance in the surveillance of
the policies of different contracting parties under present GATT practices,
he said that, if the surveillance of developing country policies under the
balance-of-payments provisions of GATT were more onerous and targeted, then
it seemed to be a good reason to take steps to correct that imbalance and set
up a uniform system of surveillance of the trading policies of all
contracting parties. In reply to the question asked by the representative of
New Zealand and others, he stated that the general surveillance proposal put
forward was different from a surveillance mechanism for a standstill and
rollback commitment. This latter proposal would have a special focus and
would come into operation from the date a new round commenced. In response
to remarks made by the representative of the European Communities, he said he
was particularly glad that his remarks had been personal reactions. If they
were to be taken as EEC policy, at their face value, he would have had to
characterize them as close to opposition to an effective, uniform and
comprehensive surveillance mechanism for GATT. With reference to the
unsuccessful attempts at establishing national assessment mechanisms in other
fora, he said that the reasons for this lack of success had to be found
before rejecting a proposal that had initially been supported by a number of
contracting parties. The representative of the European Communities had also
inferred that the proposal would focus on the major trading partners, arguing
that other contracting parties might escape surveillance. Given the emphasis
of the proposal on the coverage of all contracting parties, he was sure that
the EEC with some reflection would arrive at a much more supportive position.
Finally, recalling that the EEC had previously supported a surveillance
mechanism in the context of a standstill, he suggested that a permanent
surveillance mechanism which would survey the results of a new round was of a
similar importance for building confidence.

80. The representative of Yugoslavia, agreeing that the notification and
surveillance procedures should be improved, shared the views of the Colombian
representative that there was an imbalance in rights and obligations between
developing and developed countries. Notification and monitoring of
standstill and rollback commitments would also be important. Finally,
Part IV consultations in the Committee on Trade and Development also needed
improvement.
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81. The representative of Uruguay, recalling that his delegation had on
other occasions stressed the importance of appropriate notification and
surveillance mechanisms in the context of standstill and rollback, expressed
again concern on these matters and about existing mechanisms in GATT. Better
mechanisms were absolutely essential for greater transparency and efficient
functioning of the General Agreement.

82. The representative of the European Communities, in response to comments
made by the representatives of Switzerland and Australia, stated that they
supported rationalization and improvement of the system, but opposed a double
standard for surveillance, where national policies and measures of the major
trading countries would be subject to annual review and those of smaller
countries to less regular review. They objected to a review of measures on a
country-by-country basis. Trade measures taken by all contracting parties
should be reviewed annually, twice or three times a year. He added that the
rôle of the Preparatory Committee was limited to deciding on a surveillance
mechanism, to apply during the new round, for possible standstill and
rollback commitments. As for the period after the new round of negotiations,
it would be up to the Trade Negotiations Committee to decide, if need be, on
a mechanism for surveillance of the results of the new round and, more
generally, of the functioning of the GATT.

83. With regard to the list of notification requirements compiled by the
secretariat, the Chairman said that it was more detailed than the one
referred to by the representative of Norway. The list which dealt with both
surveillance and monitoring would be useful in any further discussion on the
subject of streamlining the existing procedures. He suggested that the
secretariat prepare, as a basis for further deliberations, a summary of the
discussions on the subject, making a distinction between the problem of
surveillance linked to standstill and rollback commitments and the more
general aspects of the question.

COMPENSATORY TRADE

84. The Chairman recalled that the subject of compensatory trade had been
dealt with in the Senior Officials' Group and that the point of view
expressed on that occasion by one delegation appeared in SR.SOG/10, page 2.
There was no reference to compensatory trade or countertrade in the General
Agreement, but there was a reference to it in the Agreement on Government
Procurement. The subject had been discussed by the Consultative Group of
Eighteen in April 1984.

85. The representative of Chile said that his Government was particularly
concerned with barter trade rather than compensatory trade in general.
Barter trade was growing in importance, and the problem should be discussed
against the background of Articles 1, II and XVII of the General Agreement.
He expressed the desire of his Government to achieve greater transparency in
barter agreements and to establish a suitable body to protect the interests
of the contracting parties.
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86. The United States' representative supported the Chilean suggestion. His
Government viewed countertrade as inimical to an open multilateral trading
system and attempted to discourage its use particularly under government-
mandated countertrading arrangements. The Government in particular opposed
those forms of countertrade, such as offsets, which acted in a trade-
distorting manner similar to investment performance requirements. He
restated his Government's position that government-mandated countertrade ran
counter to fundamental GATT principles, notably in Articles I, II and XVII,
while recognising that there had been no formal finding that countertrade was
a violation of the GATT. He therefore considered that further work on the
issue in GATT was warranted.

87. The representative of Argentina recalled that the Consultative Group of
Eighteen discussed countertrade in 1984 on the basis of a note prepared by
the secretariat whose conclusions were relatively clear. There was no GATT
decision that this type of trade was in contravention of GATT rules and in
Argentina's view it was not necessary to set up a special body to protect the
interests of contracting parties in this matter. He felt that the topic of
compensatory trade did not merit any particular attention at this time.

88. The representative of Zaire pointed to the rapid increase in the number
of countries - of all levels of development and all types of economic system
- having recourse to countertrade. Nevertheless, it was extremely difficult
to assess the statistical importance of the phenomenon and thus to form a
view as to its suitability for inclusion in the new round. The growth of
countertrade among developing countries was in his opinion largely a reaction
to the difficulties caused by mounting protectionism. It could be expected
that if the negotiations succeeded in solving the problems of non-tariff
barriers, tariff esclation, the grey zone, the application of Part IV and of
trade in tropical products and certain resource-based products, countertrade
would lose much of its attraction.

89. The representative of Switzerland said that his Government was concerned
by the proliferation of compensatory trade, which tended to eliminate
multilateralism in trade. This was a problem which deserved consideration in
the context of the negotiations, or at least in the course of ordinary GATT
activities. In certain situations, which should be identified and analysed
in detail, compensatory trade might seem to be necessary, particularly in
cases where there would be no deal otherwise, but in general its
proliferation was extremely dangerous and the causes for it should be
examined. These causes might arise in the exporting country, but might also
be found in the importing country: certain forms of protectionism could only
be overcome in certain cases by resort to countertrade. The subject should
be included among the topics for the multilateral trade negotiations.

90. The representative of Canadd said that government-mandated compensatory
trade, and other countertrade practices had undoubtedly become a growing
factor in the global trading environment. Countertrade, whatever its
justification, distorted the multilateral flow of goods and services,
prejudiced the export opportunities of small- and medium-sized firms and
dealt inefficiently with the economic and financial constraints it attempted
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to resolve. In addition, countertrade practices tended to remove trade from
the normal purview of GATT disciplines and were not subject to any meaningful
transparency requirement nor to consultative procedures to respond to any
problems that might be created for third parties. This would therefore be an
appropriate issue for inclusion in the multilateral trade negotiations with a
view to developing stronger disciplines, including in particular greater
transparency.

91. The representative of the European Communities said that several
speakers had emphasized the increasing importance of various forms of
countertrade in international trade flows. He said that where countertrade
was the result of an agreement between private companies, it was clear that
the GATT was not competent to address the issue. If governments were
involved, either by signing compensatory trade agreements themselves or by
compelling firms to do so, then the question arose as to whether the
governments in question were complying with relevant GATT provisions. In
document CG.18/W/80, the secretariat had provided some interesting
information on the relation between GATT provisions and countertrade. He
said his authorities were as yet undecided whether this was a subject for
negotiations or would be better dealt with in the GATT's normal programme of
work.

92. The representative of Japan said that compensatory trade distorted the
free flow of international trade and entailed discrimination between
countries. He considered therefore that from the viewpoint of the spirit of
the GATT, which pursued the maximum economic benefit out of free economic
activities, countertrade was not a desirable form of trade. He believed that
it was useful to explore, during the course of the new round, measures to
review countertrade which carried the elements of trade distortion.

93. The representative of Peru said that compensatory trade should not be a
topic for negotiation in the new round, nor did it deserve the particular
attention of the Preparatory Committee. This type of trade was a reflection
of specific situations in the international economy resulting from
protectionism, debt and balance-of-payments problems. Many developing
countries were compelled to trade in this manner in order to overcome serious
problems of indebtedness and liquidity shortage. The GATT secretariat had
prepared a document for consideration by the CG.18, which showed that
countertrade did not violate any GATT rules. Even the need for dealing with
it within the context of GATT was doubtful, and particularly so within the
Preparatory Committee since there was no concrete idea about what might be
negotiated on the subject. Any contracting party believing that its
interests were being affected by this type of trade had available all
necessary means within GATT to defend its position.

94. The representative of Brazil said he was reluctant to give support to
the idea that countertrade was an issue which would deserving consideration
in a possible round of trade negotiations, and agreed that the increase in
countertrade was the result of specific circumstances. It was difficult to
be sure whether compensatory trade was discriminatory or whether it diverted
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or distorted trade because it was not clear that in the absence of
countertrade there would in fact be more trade with other nations. He agreed
with the conclusions of the document prepared by the secretariat for the
CG18, specifically with its final paragraph, number 64. The proposals which
had been made by the delegation of Chile were based on the assumption, which
his delegation could not accept, that countertrade as such was illegal and
should be a matter for strict surveillance by the GATT. The proposal that
countertrade should be subject to notification and surveillance was not in
line with normal GATT procedures, because transparency in GATT had to do with
official trade policy measures and not with specific contracts on operations
undertaken in the normal course of trade. In the view of his Government
compensatory trade should at most be a matter to be considered in the normal
GATT work programme.

95. The representative of Uruguay said that the statements made by
Argentina, Zaire, Peru and Brazil covered his views. The General Agreement
contained a sufficient number of provisions under which specific problems
arising from compensatory trade could be examined. This was not a subject
which should be awarded any priority and it was not desirable, in the view of
his Government, to include it in a possible new round of trade negotiations.

96. The representative of Ghana said that his delegation was not opposed to
the issue of countertrade being examined, but suggested that a serious
examination of the motivation for such trade was needed. Some of the
agreements on countertrade were an inevitable outcome of protectionism as
well as of debt or balance-of-payments problems faced by developing
countries, and of the fact that some contracting parties lacked access to
adequate external financing. Any examination of the problem of countertrade
should therefore also take into account the factors which motivated it.

97. The representative of Yugoslavia said that the increase in countertrade
had been the result of the fact that many countries, particularly developing
ones, were unable to secure normal access to markets for their products and
to earn enough foreign exchange from exports to service their debt. Once
these difficulties had been overcome, there would be no need for
countertrade, and the attainment of this goal would be facilitated by the
proposed new round of trade negotiations as well as by appropriate parallel
action in the monetary and financial areas, particularly with regard to the
debt burden of developing countries. He agreed with the statements in the
secretariat document CG18/W/80 that countertrade was not in itself
inconsistent with the provisions of the General Agreement and the Codes. Any
problems which might arise from compensatory trade could be resolved within
the framework of existing GATT provisions.

98. The representative of Cuba said that his delegation seconded fully the
statements made by the representative of Argentina as well as by the
representative of Peru and Brazil.
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99. The representative of Malaysia said that because resort to countertrade
often provided a means to achieve trade which could not otherwise take place,
its potential trade distorting effect should not be exaggerated. He recalled
that countertrade had been resorted to for a number of reasons, of which the
availability of foreign exchange was one of the most important. Under such
circumstances, countertrade could expand trade. Compensatory trade did not
appear to merit treatment as a separate subject in the new round: the
arguments so far advanced for doing so were not convincing, particularly
since countertrade did not violate any provision of the General Agreement.

100. The representative of Chile recalled that his Government asked for three
things with respect to countertrade: (a) to ensure -hat trade carried on in
this manner was in conformity with Articles I, II and XVII of the General
Agreement; (b) to ensure transparency of countertrade agreements; and
(c) to establish an appropriate body to see to it that the rights of the
other contracting parties were safeguarded.

101. The representative of Hungary said that countertrade was not a
governmental policy in his country; it was for individual enterprises to
decide whether or not to resort to this practice. He considered that one
aspect of this matter which it would be worthwhile to pursue in the GATT
would be an analysis of the causes of the emergence and proliferation of
countertrade. The use of countertrade would diminish to a great extent once
the real causes, i.e. restricted market access possibilities resulting from
protectionist pressures, were removed. The proposal which had been submitted
by the delegate of the EEC was worth considering.

102. The representative of Jamaica drew a distinction between compensation
trade which was undertaken by governments and compensation trade between
private enterprises, which was in effect a form of restrictive business
practice. Contracting parties should keep open the possibility of examining
to what extent restrictive business practices resulting from compensatory
trade might have an impact on trade which ought to be sanctioned under the
General Agreement - i.e. trade which. is free of the kinds of restrictions
produced by voluntary export restraints or organized marketing arrangements.
A recent OECD report on competition and trade policies pointed out that even
though voluntary export restraints were generally conceived as an instrument
of trade policy they fell squarely in the domain of competition law when such
arrangements were entered into on an industry-to-industry basis and not
between governments. In a number of cases, restrictive business practices
were in close correlation with restrictive trade policies and the major issue
therefore was how to bring under surveillance and control the increasing
involvement of governments through de facto acceptance, encouragement, or
even compulsion of restrictive business practices adopted by enterprises.
Small- and medium-size enterprises in developing countries were certainly not
as well placed to engage in compensatory trade as many of the large
industrial enterprises and even the financial enterprises in the major
developed contracting parties. At this stage we should keep an open mind as
to the precise GATT Articles which might be relevant to compensatory trade
and as to the relationship of this subject to restricted business practices.
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103. The representative of Czechoslovakia said that countertrade was a matter
more for the normal activities of GATT than for the new round of
negotiations. The general rules of the GATT and the codes negotiated under
its auspices on measures that restrict imports or subsidize exports, appeared
sufficiently broad to cover also those cases in which import protection or
export subsidization resulted from governmental practices, requirements, or
inducements to engage in countertrade.

104. The representative of Argentina referred to the distinction, made by the
Community, between agreements among firms and agreements among governments,
and hoped that the Community did not have the intention to leave aside
important agreements between companies, such as for example those concerning
sales of aircraft involving Boeing, Airbus or Mirage. He wondered under what
heading the Community would propose to deal with agreements between firms.
Many government-to-government agreements concluded by developing countries
covered trade worth only a few million dollars, whereas a good number of
agreements among large firms of developed contracting parties referred to
much more significant trade flows. The suggestion made by the representative
of Jamaica, to take up the issue of compensatory trade in the context of
restrictive business practices was particularly appropriate for large
multinational enterprises.

105. The Chairman suggested that it would perhaps be useful for the Committee
to have the opportunity to look at the secretariat document CG/18/W/80
dealing with compensatory trade, which would be made available to any
delegation who so wished. He also noted that it would be possible to come
back to the discussion of compensatory trade at a later stage.

TRADE IN HIGH-TECHNOLOGY GOODS

106. The Chairman recalled that the matter of trade in high-technology goods
had been addressed on various occasions in the past five years: in the
Council, in the sessions of the CONTRACTING PARTIES, in written statements on
the proposed new round of multilateral trade negotiations, and in the Senior
Officials' Group (SR.SOG/10, pp.9-12). However, no specific proposals for
action in the proposed new round had yet been made. The Committee might
examine whether it would be sufficient for questions arising on this matter
to be dealt with in the context of negotiations on the implementation of
particular trade-policy instruments such as tariffs, subsidies, quantitative
restrictions and other non-tariff measures, or whether they required more
specific attention.

107. The representative of the United States noted that many of the barriers
affecting trade in high-technology goods were neither new to international
trade in general nor unique to this sector. However, the wide economic
benefits to be derived from this dynamic industry were threatened by
increasing trade frictions. The US believed that a desirable outcome of
negotiations would be not a "high-technology agreement" but a package of
improvements to several existing GATT instruments in the following areas:
government procurement; technical barriers; high tariffs; dispute
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settlement; protection of intellectual property; rules of origin. The
problems fell into two major categories. First, there were general
deficiencies in the GATT such as: remaining high tariffs; the operation of
the dispute-settlement mechanism; the application of certain GATT rules in
ways that might allow tariffs to preempt trade in new products; and the need
for more effective multilateral discipline in the intellectual property area.
Second, there were shortcomings in certain MTN Agreements with regard
specifically to trade in high-technology goods, for example: gaps in the
coverage of the Agreement on Government Procurement; the need for greater
transparency under the Agreement on Technical Barriers to Trade to limit the
negative trade impact of regional or bilateral standards agreements. The
effectiveness of existing disciplines could be limited by developments in the
world economy and the pattern of trade. The new round would provide an
opportunity to strengthen and improve these disciplines and make them more
responsive to the changing international environment, for the benefit of all
contracting parties.

108. The representative of the European Communities underlined the importance
of the high-technology sector in providing industrial societies with a
genuine opportunity to carry out structural adjustment. GATT should
recognise this without, for example, encouraging the proliferation of
cartels. He could accept the "horizontal" approach advocated by the
representative of the United States, which was to deal with the problems of
trade in high-technology goods not as a separate subject but in the various
areas in which they arose. This would, for example, be a reasonable approach
in the case of rules of origin. He did not see that there were problems with
the dispute-settlement mechanism specific to the high-technology sector.

109. The representative of Argentina recalled that the position of his
delegation had already been clearly stated on other occasions. He took note
of the change of position by the United States delegation. However, he also
noted that there was doubt about GATT competence in some of the areas in
which the United States delegate would now wish to address problems of trade
in high-technology goods. He would revert to the matter at a later stage.

110. The representative cf Poland referred to the negotiation, reported in
the "Financial Times" (17 March 1986), of an agreement between Japan and the
United States on a global price and production-costs monitoring system for
semiconductor chips. This would entail the monitoring of exports to third
countries and, thus, a new element of extra-territoriality in United States
protection. He felt, therefore, that not sufficient was understood about the
implications of treating trade in high-technology goods as an item for the
proposed new round of negotiations. More would need to be known before
decisive steps could be taken.

PREP.COM(86) SR/4
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111. The representative of Japan noted that, while high technology was a
powerful force in the world economy and in world trade, there was growing
pressure on a national level for governmental intervention to foster the
development of this sector. There was thus an increasing need to establish
an international framework governing trade in high-technology goods. His
delegation considered that, as a first stage and on a priority basis, there
should be a unified approach to the examination of such problems in this
trade as tariffs, trade restrictions, technical barriers and government
involvement.

112. The representative of Canada repeated his delegation's view that better
and more secure market access should be a major focus of the proposed
negotiations. This should apply to all sectors. His delegation could
therefore support the proposal for a "horizontal" approach to the problems of
trade in high-technology goods.

113. The representative of Sweden, on behalf of the Nordic countries,
underlined the difficulties in arriving at a clear-cut definition of "high
technology". However, this sector was a key to further industrial
development and it was essential that its expansion should not be hampered by
trade restrictions. In the proposed negotiations, trade problems relating to
this sector should be dealt with under the general headings adopted, for
example tariffs and non-tariff barriers. Thus, specific difficulties with
respect to some of the MTN Agreements could usefully be followed up in the
context of those Agreements.

114. The representative of Brazil did not feel that anything in the
long-standing debate on trade in high-technology goods provided a convincing
argument for treating this as a separate subject in the proposed
negotiations.

115. The representative of Jamaica noted that several statements indicated
that the problems of trade in high-technology goods could be addressed within
traditional areas such as tariffs, non-tariff measures, the MTN Agreements,
etc. However it was not clear whether it was intended to have a sector
negotiation which was market oriented or one which was sector specific.
Several issues needed to be explored further: sector negotiation; the need
for an agreement on trade in high-technology goods as opposed to amendment of
existing agreements; multilateral or plurilateral coverage of such
agreements; product-coverage of the sector; the difficulties relating to
market access; the modalities for possible liberalization; the rôle of
subsidies for research and development and export promotion; state trading.
His delegation felt that a case had not yet been made for inclusion of this
topic in the proposed negotiations. He hoped that the issues would be
clarified before the Committee finalized its work. He recalled that, in an
earlier meeting of the Council, his delegation had requested the circulation
of studies on high technology undertaken by the group of seven industrial
nations. His country was interested in sharing in the benefits accruing from
high technology, but he wished to understand how the issues fitted into the
framework of the GATT.
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116. The representative of the United States agreed with the representative
of Brazil, that trade in high-technology goods should not be a separate
agenda item for the proposed negotiations. However, it was one of the angles
from which all parts of the proposed negotiations should be viewed, since the
free flow of high technology was in the interests of all.

117. The representative of Czechoslovakia noted that trade in high-technology
goods offered promising possibilities in terms of economic growth, structural
adjustment and technological progress. Care should be taken not to raise or
maintain import or export barriers in this field. Governments and businesses
were now in the process of adjusting to rapid technological change and the
opportunity should be seized to encourage competitiveness and redress
imbalances. GATT should be concerned with keeping channels open for trade in
high-technology goods. A more balanced general trade flow would follow,
together with a wider range of traded products and services. He reserved the
right to revert, at a later stage, to the opening statement by the
representative of the United States.

118. The representative of India noted that the intention of the United
States was now not to include this subject as a separate item on the agenda
of the proposed negotiations. Two important matters of substance needed to
be considered. If it was a question of giving a higher priority to one
particular sector of goods embodying high technology, then it was necessary
to establish first that such a sector could be defined, and second that it
deserved a higher priority. His delegation felt that a large number of
traditional areas deserved very high priority and he needed therefore to be
convinced of the case for trade in high-technology goods.

119. The representative of the United States indicated that his opening
statement had been meant as a confidence-building step in response to one
made earlier in the meeting by the representative of India.

120. The representative of Yugoslavia reiterated her delegation's position
that trade in high-technology goods could not be a separate subject in the
proposed negotiations. She noted with interest the opening statement by the
representative of the United States. She feared, however, that this was a
circuitous way of leading the Committee and the proposed negotiations into
areas that were not within the competence of GATT and thus to contributing to
the further balkanization of GATT.

121. The Chairman said that the summary records would indicate the points
which had been made in the discussion.

TRADE-RELATED INVESTMENT MEASURES

122. The Chairman recalled that discussions on this question in the Senior
Officials' Group were recorded in SR.SOG/10, pages 10-13. The subject had
also been discussed by the Consultative Group of 18 in 1981, and in the
context of the preparations for the 1982 Ministerial Meeting.
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123. The representative of the United States noted that many countries had
expressed their concern regarding the preservation of the role of the GATT,
its contribution to world growth and its effectiveness in guiding the
international trading system, as well as to the need to anticipate changing
realities in the international trading system. This was the United States'
reason for defining a GATT role in the area of foreign direct investment.
The new round would be attempting to expand international discipline over
trade-distorting and protectionist measures. The participants should work to
increase discipline over investment measures which diverted trade and
investment flows at the expense of other contracting parties, in
contravention of a major objective of the GATT - the elimination of
discriminatory treatment in international commerce - and at the expense of
sustainable economic growth and liberalization. By addressing this issue the
GATT would be moving logically on non-tariff measures agreements, which were
negotiated to preserve the trade liberalization created by successive
reductions in tariffs. He recalled that in 1955, the GATT CONTRACTING
PARTIES adopted a resolution on treatment of investment in member countries
which, inter alia, recognized that increased foreign capital flows, in
particular into underdeveloped countries, would facilitate the objectives of
the General Agreement by stimulating economic development whilst rendering it
less necessary for such countries to resort to import restrictions. The
contracting parties also recommended using their best endeavours to create
conditions calculated to stimulate the international flow of capital, and
suggested the need to promote bilateral and multilateral agreements relating
to opportunities and security for investment. Moreover, a GATT panel ruled
in 1983 that local purchase requirements, levied on an investor as a
condition of establishment, artifically reduced imports and were contrary to
the concept of national treatment in Article III:4 of the GATT. He referred
to several GATT articles which, in his view, applied to investment-related
policies in addition to Article III:4: in particular, Articles II, XI, XIII,
XVI, XVII and XVIII. The United States did not view the issue of investment
as an issue with only one solution. It believed that certain practices and
issues were trade distortive in a manner identical to those already covered
by specific articles of the GATT. A process should be established to bring
such practices under control and gradually reverse their proliferation. With
regard to broader investment-related issues, the United States believed there
was a real link, previously recognized by the GATT in 1955, in terms of the
overall objectives of the GATT rather than its specific articles. GATT
should therefore also undertake a specific examination of performance
requirements in the light of Articles II, III, XI, XIII, XVI, XVII and XVIII
and the overall objectives of the GATT. Such practices had become
institutionalized, were proliferating and were increasingly becoming a tool
used by countries competing for export markets. They distorted trade among
all producers of the affected goods, developing as well as developed.
Less-developed economies were particularly dependent on open world markets,
and therefore were particularly susceptible to the distortions caused by
performance requirements. These should be brought under control fast so that
the momentum for their proliferation could be broken. Sector by sector
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expansion of these practices was unacceptable. This issue directly affected
both developed and developing countries. The United States believed that the
new round should take it up with a view to developing standards disciplining
the use of performance requirements. This objective was reasonable and no
different from the principles which applied to the practices mirrored by
performance requirements, i.e., import quotas and export subsidies. Just as
with GATT rules in those areas, the needs and development objectives of
developing countries would be taken into account. However, as recognized in
the 1979 Framework Agreements, such special criteria should be of a temporary
nature consistent with improvements in economies.

124. The representative of Japan stated that the function of foreign
investment and the close relationship between trade and investment must be
recognized in considering the future role of GATT. Foreign investment was
closely related to the development of trade patterns, through the creation of
a basis for competition and changes in industrial sectors. It also
contributed to the growth of the world economy, in particular to the
long-term development and reduction of the debt burden of developing
countries, through promoting trade, creating jobs and transferring
technology. In addressing the issue, trade-related measures such as export
and local content requirements on investment should be examined urgently, in
the light of relevant provisions of the GATT and considering concrete cases
which caused trade distortions. Japan believed it useful to consider this
issue in the new round, and to elaborate rules for application of relevant
provisions of the GATT to such measures in order to provide greater
uniformity and certainty in this field.

125. The representative of Jamaica said that the statement made by the United
States helped to clarify some of the issues. However, it was not clear
whether the intention was to regulate private foreign direct investment
within the GATT - distinguishing between public and private foreign direct
investment. He recalled an earlier statement by another delegation that
countertrade undertaken by private enterprises was not to be regulated in the
GATT. He asked whether it was intended, as in previous cases, to establish a
separate arrangement or Code, and then to identify areas of market access and
to outline liberalization modalities. He wondered whether the United States
saw this as a separate issue or, as in the case of high technology goods, as
a "lens" for focusing discussion in other areas. The points made by the
representative of the United States, while pertinent and relevant, did not
lead him to any conclusion at this stage on whether such measures could or
should be included in a new trade round.

126. In reply, the representative of the United States said that investment
was seen as an issue deserving its own treatment. The United States believed
that it was appropriate for the GATT to examine government policies affecting
private direct investment. Most investment was private investment, just as
most trade was private trade; the GATT related to the framework of how
government policies affect that trade. The GATT should examine ways to
regulate government policies which negatively affect private investment and
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its trade implications. The United States' representative added that broader
investment issues, such as right of establishment, national treatment in all
respects, transfers, etc. had affected and would in future have even greater
effects on growth and the ability to expand capacity for the production of
goods competitive on world markets. Right of establishment provided access
to important distribution channels vital to trade in goods. This in turn had
a critical effect on the capacity for growth in world trade, a primary
concern of the GATT. The contracting parties had recognized this in 1955
when they adopted the resolution on treatment of investments. The principles
of that resolution were just as relevant today, in particular its recognition
of the relationship between the increased flow of investment and the
objectives of the General Agreement. Foreign direct investment offered the
potential to expand productive capacity. Individually, countries were
increasingly recognizing the relationship between levels of foreign direct
investment and the treatment given to investors; this was reflected in the
growth in bilateral investment treaties. He suggested that a framework
regarding national treatment and right of establishment, binding only on the
signatories, might be considered. He hoped that all participants would see
the value in examining, from the trade perspective, the broader issues of
foreign direct investment. GATT discussion of issues such as national
treatment, or rights of establishment, did not represent a frontal assault on
national sovereignty; OECD countries had reconciled the need to adopt these
principles with national sovereignty concerns, while developing countries had
also successfully reconciled the need to reconcile such principles with
national sovereignty, in the bilateral treaties mentioned earlier. Each of
those instruments recognized the need to except certain sectors from the
broader national treatment principle, in order to protect national interestss
and retain essential independence.

127. The representative of Ghana thanked the representative of the United
States for his proposal, one of whose objectives was to encourage direct
foreign investment in developing countries. However, he wished to highlight
a formidable problem encountered by Ghana in this field. Ghana had recently
adopted a liberal investment code. Ghana's promotional efforts had shown
that investment flows into the export-oriented sectors of the economy were
largely a function of the willingess of a trading partner to absorb their
exports. There were many sectors in which developing countries, including
Ghana, had a comparative advantage and which should have an attraction for
direct foreign investment. But lack of assured markets and of security of
access for the products of these sectors had meant a loss of potential
investment. The problem could not, therefore, be divorced from the general
problem of protectionism.

128. The representative of Argentina reiterated that, despite having listened
with great attention to the explanations given by the representative of the
United States, his delegation still believed that GATT had no competence over
this subject. Furthermore, any action which would tend towards regulation in
this field would only be used in order to limit the freedom of action of
governments. The attitude of his government has been recently stated in full
detail to the United States representatives through the highest authorities
on the trade side. Argentina insisted that this subject was not one for
negotiation.
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129. The representative of Canada noted his country's heavy dependence on an
open and well-functioning international market in terms of both trade and
investment flows. Important relationships existed between trade and
investment matters. Canada was already a party to international
understandings in the investment area. Such understandings provided a
balanced framework to deal with the issues. Some activities in the GATT had
also had a direct bearing on certain aspects of Canadian investment policy.
Canada had fully accepted the conclusions of the 1983 Panel report addressing
some of these investment questions. Although it was not clear to his
delegation at this stage what could be realistically negotiated in the new
round on trade-related investment measures, Canada was prepared to join with
others in discussing these matters and in working towards a comprehensive
agenda for the negotiations.

130. The representative of Sweden, on behalf of the Nordic countries, said
that the Nordic countries recognized the link between international trade and
investment issues. Trade-related investment measures could, in certain
circumstances, have important trade effects. While the General Agreement did
not address investment issues as such, some GATT provisions could have a
bearing on certain trade-related investment issues. Minimum export
performance requirements, for instance, might result in export subsidization,
which could be addressed under the Subsidies Code. The Nordic countries
would approach the issue of whether or not investment issues should be
considered in the new round with an open mind. However, since this complex
issue had only recently been proposed as a negotiating item it would seem
necessary to analyze the problems involved more thoroughly before deciding
how to proceed further.

131. The representative of Brazil reiterated that the question of trade-
related investment measures was not an issue for the GATT. The position of
the Brazilian delegation had been explained at length in the Senior
Officials' Group. Even if it were possible to prove that measures affecting
foreign direct investment could have distorting effects on trade, this would
not be enough to bring the matter into GATT's jurisdiction. Many other
policies which might have trade distorting effects were not part of the GATT
agenda. The basic competence of GATT remained to deal with trade in goods
and matters outside it should not be introduced. Moreover, the relationship
between foreign investment and trade was complex. Foreign direct investment
could be used for many purposes including promotion of import substitution,
or directly to promote exports. This issue should not be dealt with in GATT
or in the proposed new round of negotiations.

132. The representative of Zaire noted the complexity of the subject. A full
discussion of it would involve matters such as transfer of resources and
know-how, the establishment of development policies, political risks, and so
on. The question of investment could not be separated from the internal
policies of a country, in particular from its attitude towards private
enterprise. Investment was always associated with trust or confidence, as
already noted by the representative of Ghana. He questioned how far GATT
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could enter into a discussion on such a vast and complex subject. In
relation to trade-related performance requirements, he wondered what subjects
would be included in the discussion. A number of areas such as countertrade,
training, innovation, the interdependence between the private and public
sectors, abusive practices, and freedom of enterprise had close relationships
with investment. The intentions of participants must be clearly spelled out.
He therefore welcomed the statement made by the representative of the United
States on this issue, which was an attempt to open up the debate.

133. The representative of India recalled the views expressed by his
delegation in the Senior Officials' Group. He reiterated that investment
issues were not within the competence of GATT, and therefore that investment
régimes could not be a subject for negotiations in the GATT, in the new round
or elsewhere. Investment was not an appropriate issue to be raised in the
proposed Ministerial Declaration. The relationship between investment and
trade was more often than not competitive, rather than complementary.
Foreign investment often substituted for trade, instead of promoting it.
Investment was therefore entirely a different kind of issue; even if the
relation to trade were taken into account, there was no ground for discussion
of it in the context of the new round and in the forum of GATT. Moreover
questions relating to investment, particularly multilateral aspects of
foreign direct investment, were being addressed appropriately by a forum of
the World Bank. A convention known as the Multilateral Investment Guarantee
Agency had already been formed. There was therefore no reason why these
issues should be discussed in GATT. Investment was to be considered in a
much larger context which would raise issues far beyond the narrow confines
of trade, barriers to trade or promotion of trade.

134. The representative of Malaysia noted that a number of issues relating to
investment, apart from that of performance requirements, had been raised.
From the standpoint of developing countries, notions such as national
treatment and the right of establishment raised many implications.
Businesses in developing countries were, generally speaking, not well placed
to compete with those from developed countries, especially transnational
companies. National treatment would therefore prejudice local enterprises in
developing countries. Government policy towards foreign investments,
especially among developing countries, was aimed at national economic and
social development, irrespective of the merits of a multilateral discipline
on investment. He questioned how many developing countries would be prepared
to subordinate national or regional interest for a multilateral system.
Investment was a matter between the host authorities and the foreign
entrepreneur concerned, in cases where such investment required authorization
for establishment or to qualify for incentives from the host county; thus,
rules and regulations governing foreign investments were the concern of the
host government. Any country had the right to accept or invite any foreign
partner it desired to establish a particular enterprise within its territory,
just as any firm could invest where it was welcome. Government-to-government
investment agreements had become instruments which could provide the security
against national appropriation, or guarantee of remittance of profits, that
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investors would seek. The role of foreign investment was to expand economic
activities, including trade; local content requirements were normally
directed towards greater use of locally manufactured goods, with the aim of
increasing manufacturing, industrialization and thus trade. It was too early
to say that investment issues would merit multilateral treatment in GATT at
this stage.

135. The representative of the European Communities said that the Community
was currently examining the question whether foreign direct investment, and
in what form, might be a subject for inclusion in the new round. If the
proposal were to include such issues as right of establishment and transfer
of resources, it seemed to him that there was no obvious case for including
these issues. Similarly, the practices of private companies in conducting
their cross-frontier investment policies did not seem to be a subject
suitable for inclusion in the new round. However, in the more specific case
of trade-related investment measures, he would question the claim that there
was no room for GATT to be concerned. TRIMS could and did distort trade, and
therefore were of concern to the GATT, which in its present form already
addressed these questions to a very considerable, though perhaps not
sufficient, degree. The questions of local content and performance
requirements were of particular concern in this respect. Both these issues
required further examination in order to come to a view as to whether more
could be done in trade negotiations, rather than in the normal work of the
GATT. He suggested that, if the subject were to be viewed as
"Investment-Related Trade Measures," few would doubt that it was within the
purview of the GATT.

136. The representative of Egypt expressed doubts regarding the inclusion of
the issue in the new round. Though Egypt had a very liberal investment
policy and he was well aware that foreign investment had a bearing on
international trade, in common with many other factors, his delegation did
not think it should be a subject for negotiation in the new round. He agreed
with the statements made by Ghana and Zaire.

137. The representative of Brazil noted that, at a previous meeting, the
representative of the European Communities had given a message of caution to
the effect that adding the words "trade-related" was not a sufficient basis
for the inclusion of a topic in the MTNs. He found that there had been a
great deal of evolution in the Communities' position, but the stand they had
originally taken appeared more logical.

138. In reply, the representative of the European Communities said that,
whilst there could be a case that investment issues as such had no place in
the GATT, investment related trade issues appeared to be very much the
business of GATT. This did not imply at this stage that it should
necessarily be a subject for negotiation, but that it was GATT's business
could not be easily denied.
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139. The representative of Yugoslavia gave her opinion that negotiations on
conditions for direct foreign investment were not within GATT's competence.
Her delegation did not think it could be included in the list of subjects for
the new round.

140. The representative of Cuba agreed that the topic went beyond the mandate
of GATT. She reminded participants of the statement made on the subject at
the recent Caracas meeting by ministers of the Latin American countries.

141. The representative of Colombia stated that his delegation also believed
that the topic was alien to GATT and should not be included in the new round.

142. The representative of Uruguay stated that investment, as well as the
relationship between trade matters and monetary and financial matters, were
of transcendent importance for developing countries particularly. The points
raised by the representative of the United States were very important. A
global consideration of these problems was necessary. For example, for Latin
American countries with high indebtedness per capita, such as Uruguay, trade
was the only chance to confront the debt problem. While investment and
development, at a time when international flows of capital were drying up,
was an important topic, it should be considered in conjunction with the
question of its impact in generating trade. The problem of protectionism,
which currently stood between developing countries and success in foreign
investment, deserved particular consideration. These topics should be
considered globally and together; this approach went well beyond the more
limited terms of reference of the GATT. The issues should be debated in
suitable fora in which the overall picture and the interrelationship of the
different questions could be examined.

RESTRICTIVE BUSINESS PRACTICES

143. The Chairman recalled that this topic had been discussed recently in the
Senior Officials Group (SR/SOG/9, p.4) and also, in 1980, in the Group of
Eighteen.

144. The representative of India said that among the subjects which his
delegation believed most appropriate and urgent for consideration in the
proposed negotiations were restrictive business practices, particularly
those adopted by the transnational corporations in the international
trading system. Previous rounds of negotiations in the GATT had rightly
concentrated on the tariff obstacles to trade: the latest one had
concentrated in addition on non-tariff barriers. These two areas had been
addressed, though not with full success, at least in terms of instruments
and mechanisms, fairly adequately. The next important barrier to trade to
which this institution should logically move was restrictive business
practices, which should form an important area for negotiations in a new
round. The trade distorting effects of restrictive business practices had
been recognised repeatedly. The Havana Charter contained a chapter aimed
at controlling restrictive business practices which had not been adopted.
The founding fathers of the European Communities, in adopting the Treaty of
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Rome in 1957, recognised that without eliminating restrictive business
practices at the enterprise level as Articles 85 and 86 of that Treaty
sought to do, abolishing inter-community tariffs and non-tariff barriers
would not be sufficient to create a true common market. In 1980, in
adopting the set of multilaterally agreed equitable principles and rules
for the control of restrictive business practices, the United Nations
General Assembly had unanimously recognised that restrictive business
practices could adversely affect international trade, and that such
practices could impede or negate the realization of benefits that should
arise from the liberalization of tariff and non-tariff barriers affecting
international trade, particularly those affecting the trade and development
of developing countries. ;t was therefore surprising that the GATT should
not contain specific rules dealing with restrictive business practices.
Since the Havana Conference there had been a considerable move towards
increased concentration in world trade, and the emergence of giant
transnational corporations. The phenomenon of in-house trade had reached
such dimensions that it was generally accepted that some 34-40 per cent of
world trade took place between affiliated corporations, and that more than
50 per cent of world trade was in the hands of a limited number of large
transnational enterprises from the developed countries. Restrictive
business practices in international trade were nowhere under the discipline
of multilateral control. The existence of these practices had been
highlighted even in GATT annual reports; in particular the 1984/85 report
contained a very comprehensive reference to the prevalence of these
practices and their adverse effects on trade liberalization. Thus market
sharing or price-fixing practices formed part of the vast area of
restrictive business practices used by enterprises to restrain trade.
There were instances in which legislation such as on anti- dumping was
utilized by enterprises in order to impose certain restrictive business
practices and this added to the problem of implementation of multilaterally
agreed disciplines, for example, in regard to anti-dumping. In this light
his delegation was of the view that the time had come to ensure that rules
and disciplines of the multilateral trading system be also applied to
restrictive business practices, particularly those practiced by
transnational corporations. Restrictive business practices were merely a
more subtle form of protectionism, and they negated the rights and
obligations contained in the General Agreement. For the infringement of
rights of contracting parties through protectionist action by governments
relief was available in the General Agreement, although in practice its
effectiveness was a different matter. However, where contracting parties
were adversely affected and their rights infringed by restrictive business
practices, there was no relief at present. While restrictive business
practices were by and large controlled within most developed market-economy
countries, these practices were not covered by national legislation when
their adverse effects were felt outside the national territory. Moreover, in
the last years a more permissive attitude in many countries towards
restrictive business practices had been emerging. Earlier rounds of MTN's
had dealt with tariffs and non-tariff barriers; therefore, the next logical
step for GATT, taking into account the changing trading environment, was to
make a serious effort to provide such relief on the same pattern as was
applicable to other cases of infringement of GATT rights. His delegation
reserved the right to present more detailed proposals in this regard in due
course.
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145. The representative of Sri Lanka endorsed the basic elements of the
statement made by the Ambassador of India on this matter. The subject of
restrictive business practices had earlier been discussed in the GATT and
in 1960 the CONTRACTING PARTIES had adopted a Decision establishing
arrangements for consultations. These consultation provisions had not
however been invoked by any contracting party since their adoption. The
main international discussions in recent years on restrictive business
practices had taken place in UNCTAD. This had led to the adoption, in
1980, of a set of multilaterally agreed principles and rules for control of
restrictive business practices. At a review conference in 1985, it was
however pointed out by developing countries that there had been continued
and intensified use of restrictive business practices in international
trade transactions. There was increasing acceptance in recent years of a
close link between trade policy measures and restrictive business
practices. Faced with the demand for increased protection by industries in
difficulties, there had been increased resort to grey-area measures such as
voluntary export restraints. A major issue, therefore, that international
trading rules would have to grapple with, was how to bring under
surveillance and control the increasing involvement of governments through
de facto acceptance of the restrictive business practices adopted by
enterprises.

146. The representative of Argentina agreed with India and Sri Lanka as to
the conceptual justification for the introduction of this topic within the
GATT framework. As india had said, this was a logical step in the work of
the organization, if the GATT indeed wished to address itself to obstacles
to trade, after having spent earlier rounds dealing in a rather
unsatisfactory way with trade barriers of the tariff and non-tariff
variety. Argentina supported the consideration of this topic in a future
round.

147. The representative of Jamaica recalled that there had been a decision of
the CONTRACTING PARTIES in 1959 dealing with an examination of the problem of
restrictive business practices over the period 1954 to 1959, and, in 1960,
arrangements for consultations on restrictive business practices. When
Jamaica had raised the question in the Consultative Group of Eighteen following
the adoption of the UNCTAD set of principles and rules there had been no
support for an examination of how the GATT could enforce more effective
disciplines in this area. There was a relationship between voluntary export
restraints, orderly marketing arrangements and other export-restraint
arrangements entered into at a governmental level. But over and above the
restrain-s effected by agreement between governments were export restraint
arrangements at industry level, a number of which had been instanced in an
OECD report, involving automobiles, machine tools, electronics and the like.
It would seem possible to define disciplines which not only restrained
distortion caused by governmental action, but which applied to distortion
caused by private enterprises. As there was growing interaction between
restrictive business practices and restrictive trade policy measures,
attention needed to be given to this subject. It would be useful to examine,
inter alia, whether commitments and undertakings could be made more binding
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and whether consultation obligations could be made more effective by
permitting Article XXIII to be invoked when advantages which contracting
parties could reasonably expect under the General Agreement were being
nullified or impaired by restrictive business practices. Jamaica believed
that an a priori case existed for inclusion of this subject since the bulk of
international trade was through private entities, it was important that the
implications of restrictive business practices for further trade
liberalization and expansion be examined.

148. The representative of Egypt said that use of restrictive business
practices by transnational companies had increased since the decline of
traditional non-tariff barriers, and had restricted the flow of trade, had
endangered the flow of trade especially in developing countries. Restrictive
business practices were acts of enterprises which through abuse of dominant
market positions limited access to markets or otherwise unduly restrained
competition. This was likely to have adverse effects on international trade,
particularly that of developing countries. The main discussion in recent
years on restrictive business practices at international level had taken
place in UNCTAD. As a result of this work the United Nations Conference on
Restrictive Business Practices had approved in 1980 the set of multilaterally
agreed principles and rules for control, which had been adopted by the
General Assembly in 1980. His delegation attached great importance to a full
discussion of this item in the next round.

149. The representative of Bangladesh supported the statement of India on
this subject. Restrictive business practices had assumed increasing
importance as trade restrictive measures. These practices had negative
consequences for world trade and development, and as such should be
effectively controlled. They should be given attention in the new round in
order to achieve the objectives of liberalization and expansion of world
trade.

150. The representative of Yugoslavia shared the view that the negative
impact of restrictive business practices on international trade in goods was
very serious. The restrictive business practices of transnational
corporations combined with trade policy measures inconsistent with GATT had
harmful effects on the trade of developing countries, hindered structural
adjustments and limited market access and export earnings. In the new round
of multilateral trade negotiations this subject should be included,in order
to examine its legal and practical aspects and to find ways and means to
bring it under GATT discipline.

151. The representative of the United States said that, as previous speakers
had noted, as recently as 1980 an internationally agreed code on restrictive
business practices had been adopted. If there was any need for further work
on that code, and the United States were certainly not persuaded that there
was, the GATT was obviously not the place to do it. Secondly, some speakers
had alleged that voluntary export restraints and other import limitations
fell within the scope of restrictive business practices. That was nonsense.
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Grey-area measures were certainly important subjects for the new round but
these were governmental actions which would be taken up in, for example,
negotiations on safeguards; they were not actions by commercial enterprises
which might be considered restrictive business practices. The United States
did not consider that a negotiation on restrictive business practices could
be justified by reference to these governmental actions. Such an exercise
would merely duplicate other activities in GATT.

152. The representative of Indonesia said that it was within the competence
of the Committee to decide whether restrictive business practices should be
discussed or not. It would seem consistent with the GATT's purpose of
raising standards of living and eliminating discrimination in international
trade that they should be. The December 1980 Resolution No. 35/33 of the
General Assembly had included a reference to the need to ensure that
restrictive business practices do not impede or negate the realisation of
benefits that should arise from the liberalisation of tariff and non-tariff
barriers, particularly those affecting the trade and the development of
developing countries. Presumably the proposal that this subject should be
discussed in the new round reflected the fact that the commitments adopted in
the Géneral Assembly and elsewhere had not been fully implemented by
governments. It might be possible for the Contracting Parties to promote the
implementation of the set of rules and principles, perhaps by establishing
notification procedures on the use of restrictive business practices in
important export transactions. On these grounds, she supported the inclusion
of this subject in the new round.

153. The representative of the European Communities speaking on a preliminary
basis, said that the suggestion that restrictive business practices might be
included in the new round could be said to be opening up a new grey area,
since there was a considerable lack of clear information as to what the
practices in question were and the extent of governmental involvement in
them. The GATT had recognised in 1960 that restrictive business practices
could have a negative impact on trade. The Community was particularly
interested in those practices which restricted access to primary products and
to the markets for primary products. As to the possible inclusion of this
subject as a separate item in the new round, the Community had not yet
reached a firm view. By way of preliminary comment however, it seemed that
the question at issue here was the interface between government and business.
Leaving aside the question of GATT's competence in this area, and accepting
that it was not the function of the GATT to modify the UNCTAD Code, it was
worth asking whether GATT could usefully examine the subject and take action
on it. It would not in any case seem appropriate for the GATT to concern
itself with purely private activities, as opposed to the involvement of
government in restrictive business practices. Though at this stage he would
be favourably disposed to an examination of governmental involvement in these
practices, perhaps with a view to some form of agreed undertaking, he would
not think it useful to repeat the attempt made in 1954 - 1960 to introduce
the provisions of Chapter 5 of the Havana Charter as a binding obligation.
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154. The representative of Brazil said that he started from the assumption
that the activities of multinational companies in general contributed to the
growth of international trade. However it had to be recognised that in the
pursuit of profit they might deviate from what should be the appropriate
rules. On the domestic level this was perfectly well recognised and most
countries, particularly those which contained the headquarters of multi-
national companies, had anti-trust legislation precisely to guard against the
possibility that such companies could in certain circumstances violate the
basic principles of competition. At the time of the negotiation of the
Havana Charter there had been a strong feeling that in order to promote
genuine trade liberalisation, it would not be sufficient to rely on rules for
the conduct of relations solely between governments; for this reason the
Havana Charter contained a chapter dealing with the activities of multi-
national companies. Since that time multinational have grown larger and more
important in international trade, and it therefore seemed in order to return
to this issue to see whether ways and means could be found to ensure that the
activities of these companies were not impeding and distorting trade. Brazil
was not sure if this was a matter for immediate consideration in a possible
round of negotiations. If it were decided that it was necessary to regulate
such activities internationally, amendment of the General Agreement might be
required. However, the need to give some priority to consideration of this
issue must be recognised, particularly in the light of recent indications
that legislation under consideration in certain countries would free the
international operations of multinationals domiciled there from the
constraints of internal anti-trust legislation.

155. The representative of Jamaica said that the discussion had revealed what
seemed to be an unwarranted defensiveness, given the very early stage of the
consideration of this subject. Given the enormous growth in international
trade since the 1960's, and the fact that international corporations had been
a major instrument of this expansion, he hoped that minds would not be closed
to the possibility of re-examining the restrictive business practices. In
1960 the CONTRACTING PARTIES had recognised "that business practices which
restrict competition in international trade may hamper the expansion of world
trade and economic developments in individual countries and thereby frustrate
the benefits of tariff reduction and removal of quantitative restrictions or
may otherwise interfere with the objectives of the General Agreement on
Tariffs and Trade". If that could be stated in 1960 there seemed no reason
why the matter could not be examined with an open mind in 1986.

156. The representative of Uruguay said that since restrictive practices had
been included in the Havana Charter, there seemed no doctrinal reason why
this should not be considered within GATT. The UNCTAD Code on the subject
did not cover with sufficient precision all the questions relevant to the
GATT, and had not led to any practical solutions. It was clear that multi-
national companies could have an important influence on trade flows, and
there were many specific cases in which restrictive business practices had
been implemented by private sector organisations with the tacit consent of
the government concerned. It was for this reason that their examination in
GATT would be useful, even if the involvement of governments was not always
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easy to demonstrate. At a time when there seemed to be a wish to extend
GATT's competence beyond its traditional domain it would seem appropriate to
include restrictive business practices. In principle all private sector
activities which could be controlled by governments could legitimately be of
concern to the GATT, since they could always have an impact on trade and on
the interests of other governments. It would seem reasonable to carry out a
first examination of the subject in terms of its impact on trade flows as
soon as possible, leaving until later a decision on how to deal with it -
whether in the context of the new round or otherwise.

157. The representative of Israel said that to his country the question of
restrictive business practices, and particularly the improvement of inter-
national regulation in this area, was of real importance. The UNCTAD Code
had not been effective, and Israel supported the view that this subject might
usefully be dealt with in the new round. The argument that since restrictive
business practices were dealt with in the Havana Charter they were a
legitimate concern of the GATT would also apply to services, since Article 53
of the Charter prescribed certain procedures with respect to services. It
might also be noted that Article 12 of the Charter, on International
Investment for Economic Development and Reconstruction, dealt with foreign
private investment.

158. The representative of India pointed out that the reference made by the
representative of Israel to services in the context of restrictive business
practices was not quite relevant. His delegation has traced the origins of
the discussions on services in the Preparatory Conference for the Havana
Charter at length in the Special CONTRACTING PARTIES' Session as well as in
the Senior Officials' Group. The Chairman of the relevant Committee had
ruled that services did not fall within the purview of the mandate of the
Committee in terms of the ECOSOC Resolution. On the other hand, his
delegation had raised the question of restrictive business practices in the
context of the General Agreement, i.e. in relation to trade in goods, and
this was the context in which the matter had repeatedly been discussed in
GATT.

RELATIONSHIP BETWEEN THE NEW ROUND AND MONETARY AND FINANCIAL DEVELOPMENTS

159. The Chairman recalled that the discussion of this subject in the Senior
Officials' Group was recorded in SR/SOG/10, pages 9-19, and SR/SOG/11, pages
11-17. There was clearly a relationship between this question and that of
the effect of exchange rate fluctuations on trade, which the committee had
discussed earlier. He remarked that both of them might perhaps be seen as
part of the context in which the new round would take place rather than as
subjects for negotiation in their own right.

160. The representative of Peru said that the general objectives of the
proposed new round reflected the desire of the CONTRACTING PARTIES to enter
into a new stage. If trade was to be the motor for economic growth
throughout the world and particularly in developing countries, a reordering
of monetary and financial relations was needed. Taking into account the
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close relationship between development, trade, money and finance, substantial
changes in the present rules for international co-operation should be under-
taken with a realistic attitude. Trade liberalization would be to no purpose
if parallel efforts were not made to reform the international monetary
system, and conditions were not created to permit new flows of finance which
could allow the developing countries to solve their serious external debt
problems. The crisis resulting from external indebtedness went beyond the
particular interests of the Latin American countries, to affect the interests
of the whole international community. It was difficult to conceive how the
world economy could move into a phase of expansion if the developing countries,
which had the greatest potential for growth, continued to be unable to
generate the export earnings necessary to service their external debt and to
permit the growth of their economies, because of transferring massive financial
resources to developed countries as debt service payments. In her view, the
debt crisis was an expression of the improper functioning of the inter-
national monetary and financial system. An in-depth reform of the system
would facilitate a solution of the debt problem. Immediate decisive action
was called for to reduce real interest rates to levels compatible with the
economic development requirements of developing countries; to eliminate
fluctuations in exchange rates, which cause sudden changes in price systems
and in relative competitive positions in the world markets, creating
uncertainty in trade and in the world economy; and to avoid artificial
over-evaluation of currencies, which increased debt and the cost of imports
for developing countries. In the field of development financing, the need
for greater flexibility in the conditions laid down by international
financial organizations, new financial assistance on better conditions and a
wider and broader basis of resources from international organizations was
unavoidable. Reform of the international organizations dealing with monetary
and financial problems was also necessary. GATT also had a significant role
to play vis-a-vis the debt problem, i.e., to assist the developing countries
by providing special treatment in areas of interest to them, in order to
extend their trade opportunities and increase their export earnings, so as to
provide an impetus to their growth and development. She recalled that the
achievement of higher standards of living and full employment as well as an
increasing level of real earnings and effective demand were among the
objectives of GATT as stipulated in the preamble of the General Agreement.
On this particular aspect, Peru had made concrete propositions for the
application of special and differential treatment for developing countries
which would help them to emerge from the present stagnation and crisis, and
if possible, to participate in the new round. The Preparatory Committee
should recommend the ministers to propose the convocation of a "United
Nations Conference on International Monetary and Financial Aspects" with the
objective of creating a new international monetary order which would be more
fair, more balanced and more appropriate, and which would guarantee reciprocal
treatment and eliminate the inequalities of opportunities and resources
existing today between industrialized and developing countries, and enable
the latter to enjoy conditions necessary for development.
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161. The representative of Cuba called attention to the deterioration of the
generally accepted principles and rules of international trade, as well as
the increase in protectionism, which had prejudiced the interests of
developing countries, and about which less-developed contracting parties had
expressed their severe concern. There had been a substantial decline in
their export earnings, which were now insufficient for them to face their
international payment obligations and meet the requirements for their economic
and social development. It was therefore necessary to put an end to obstacles
hindering better access for these countries to export markets, particularly
in the developed countries. Progress in trade liberalization should go hand
in hand with similar progress in the monetary and financial sectors.
Solutions to the imbalances which originated in the international monetary
and financial structures were immediately required, and it was imperative to
increase the flow of resources to developing countries, particularly from
official sources, and for measures to be taken to halt the deterioration of
commodity prices. All of this called for overall long-term analysis;
short-term measures should be taken on the basis of long-term objectives and
not vice-versa. The Caracas Declaration had linked the repayment of foreign
debt to sustained economic development. A general reform of the present
world monetary and financial system, was required. Ministers should therefore
convene an international conference on monetary and financial resources for
development, aimed at promoting international co-operation and protecting the
international economy, particularly the economies of developing countries,
and doing away with the constant deterioration of developing countries' terms
of trade, unjust financial practices, extreme interest rates and the over-
valuation of some currencies.

162. The representative of Turkey said that although his country unfailingly
fulfilled all of its debt servicing and repayment requirements on time,
Turkey believed that the proposed new round of MTN's should be accompanied by
measures which would facilitate the flow of fresh financial resources to
developing countries as well as by steps to ensure a more stable monetary
system. The effect of even minor increases in interest rates on the debt
service burden of developing countries could sometimes reach catastrophic
dimensions and thus endanger the very stability of the financial system. The
same could be said for erratic fluctuations in exchanqe rates. Although
these issues were not directly related to the trading system, no effort made
in the direction of strengthening the international trade structure would
produce lasting results if the persistent problems in the monetary and
financial fields were not tackled effectively and in parallel. Removal of
restraints faced by exports from the developing countries would make it
easier for them to bear the burden of their debts. The recommendations to be
submitted to the Ministerial meeting should include a call for effective
parallel action in the monetary and financial spheres and draw attention to
the linkages between problems in these areas and those of market access.
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163. The representative of Zaire said that his delegation supported the view
that a close link existed between development, trade and the international
monetary and financial situation. The GATT should examine the effects of
exchange-rate fluctuations on international trade. The proposed trade
negotiations could not deal directly with questions bearing on the inter-
national monetary and financial system, but it would be appropriate to
examine in parallel, in the appropriate fora, all questions linked to reform
of the international financial and monetary system. Such an examination
should not be limited to a small group of countries, because appropriate
action needed to be agreed upon on a multilateral basis in order to improve
the international monetary and financial environment. This examination would
also need to take account of the serious debt situation facing developing
countries. Developed contracting parties, which were creditors of developing
countries, should make an effort to ensure that the adjustment required of
developing countries did not prejudice their national development. A solution
to the problem of foreign indebtedness of developing countries required
concrete and effective measures on the part of developed countries to
stabilize exchange rates, bring down interest rates on international financial
markets, and achieve significant trade liberalization.

164. The representative of Argentina agreed that the link between monetary
and financial matters and trade was clear, as was the link between these
questions and the development of developing countries. The CONTRACTING
PARTIES could not separate solutions to trade problems from those to other
questions, and should therefore support ideas being put forward elsewhere for
action in these spheres. For many developing countries, monetary and financial
problems limited their development and their more active participation in
trade. The high cost of servicing debt meant that there was a net export of
capital from many developing countries, which was increasing more rapidly
than their export incomes. He supported other speakers who had referred to
the need to reform the world monetary and financial system, and the proposal
made in document L/5818 that the contracting parties should recommend parallel
action on these matters, and particularly on debt, in the proper monetary and
financial fora. Contracting parties should undertake to ensure that all
illegal measures were eliminated, that there would be substantial trade
liberalization in all sectors, especially for developing countries, barriers
to whose trade should be dismantled. The accumulation of restrictions on
products whose trade is managed or indeed controlled - textiles, for instance
- should be avoided. Participants should bear in mind that heavily indebted
developing countries would be unable to solve their debt problems, even in
part, unless their exports could increase.

165. The representative of Brazil shared the views expressed by previous
speakers and in document L/5818 on this issue. As his delegation had
indicated on many occasions in sessions of the CONTRACTING PARTIES, as well
as in Council meetings, trade liberalization, both in terms of stopping and
reversing protectionism and of enlarging access to markets by new trade
negotiations, was of utmost importance for Brazil. This resulted not only
from Brazil's interest in promoting economic growth on the basis as much as
possible of an economy open to foreign trade, but also from the urgent need
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confronting Brazil to generate the very large trade surplus required for the
servicing of its external debt, which consumed, in interest payments alone,
around 40 per cent of Brazil's export earnings. External indebtedness was
consequently, for Brazil, a matter of the highest importance, and a problem
whose solution required intensified international co-operation in the fields
of money and finance as well as that of trade. The effort to adjust should
not be the responsibility only of the indebted countries, but also of the
creditor nations as a matter of fairness as well as of common interests. It
was clear, furthermore, that trade liberalization, as a very important end in
itself, could only be credible and effective if an improvement was also
earnestly sought in the overall world economic environment, through measures
to be adopted both at the national and at the international level. In
consequence, Brazil hoped that a review and reform of the international
financial and monetary system could be conducted in appropriate fora to be
agreed upon by all interested countries. Finally, the Brazilian
representative stressed that his delegation should a decision to be taken to
pursue, in GATT, an in-depth examination of all the effects of exchange-rate
fluctuations on international trade, in order to enable a correct evaluation
of the value of concessions exchanged in a possible new round of multilateral
trade negotiations.

166. The representative of Bangladesh underlined the close interlinkages
among the problems of development, trade, money and finance. A substantial
expansion of market access was crucial to the generation of export earnings
necessary to service the huge external debt of the developing countries and
to ensure revival of growth in these countries. This should be a key
objective of the new round. Trade liberalization could be meaningful and
effective only if imbalances in the monetary and financial spheres were
corrected. Reform of the international monetary and financial system should
therefore be undertaken in parallel with trade negotiations. Such a reform
should cover the problems of the decline in flows of financial resources to
developing countries, increasing debt liabilities, high real interest rates,
and shrinking liquidity, among others. Some progress has been achieved
recently towards finding a solution to these problems. but much more needed
to be done to make the financial and monetary system truly responsive to the
needs of developing countries in order for them to benefit from any trade
liberalization. While an exchange of views on the reform of the inter-
national monetary system had started in a limited fashion among
industrialized countries, it should be expanded to the entire international
community in order to achieve progress and complement the new round of trade
negotiations. It was necessary to examine further in GATT the effects of
exchange fluctuations on international trade, as part of the role of the
international monetary and financial system in order - among other things -

to realise the trade liberalization objectives of the new round.

167. The representative of Poland also emphasized the inseparable link
between international trade and the monetary and financial system. For many
contracting parties, including Poland, this link was felt primarily through a
conflict between debt servicing requirements and keeping markets as open as
possible. The new round must not fail to address the issue of the inter-
relationship between trade and indebtedness, which had long since acquired a
global dimension. This would be an essential component of any efforts to
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reassert a greater role of the GATT in the management of the world economy.
More positive and constructive GATT involvement in this area required at
least two lines of action. First, a recognition of the specific situation of
the indebted countries and their particular needs in terms of access to
export markets; second, a closer working relationship with the multilateral
monetary and financial institutions to help achieve a greater measure of
consistency in approaches to the formulation of general economic policies and
trade policies in countries affected by severe balance-of-payments constraints.

168. The representative of Romania reiterated the position taken by his
delegation in the Senior Officials' Group (SR/SOG/3, page 6-7). Everyone was
aware of the link between trade and monetary problems. The debt problem had
become so serious that it needed a global solution. An international
conference on the world monetary and financial system might help to provide a
solution. It would not really be expected that monetary and financial
problems could be solved in GATT; however, the success of a new round would
depend to a large extent on the way in which the debt problem could be
solved, on which Romania had made some concrete proposals in various inter-
national bodies. GATT was not the forum where this complex set of problems
could be resolved. However, the importance of the need to find a global
solution based on a long-term strategy must be stressed. A world conference
should be attended by all countries, by international banks and financial
institutions, in fact by all parties concerned.

169. The representative of Sri Lanka recalled that the GATT secretariat's
report on International Trade 1984/85 had recognized the link between trade
policy and macro-economic management in stating that for the smooth
functioning of the trading system well designed monetary and fiscal policies
were essential, just as effective trade rules and open markets were essential
for macro-economic management. It was necessary to initiate a parallel
process in the appropriate fora to review and reform the international
financial and monetary system. Such a process must deal with problems such
as the debt situation, the declining flows of financial resources to
developing countries, high real interest rates, and the stringency of
liquidity. It was necessary to follow convergent macro-economic policies in
the monetary and financial spheres in order to complement the work to be
undertaken in GATT. He also supported the proposal for an in-depth
examination in the GATT of the effects of exchange rate fluctuations on
international trade.

170. The representative of the European Communities noted that the present
discussion duplicated to some degree that on erratic fluctuations of exchange
rates, although the question was placed in a wider setting. It was now
almost a commonplace that there was a substantial and important link between
developments in the financial and monetary sphere and trade policy. Any
progress in the trade area could be undermined by abrupt and erratic movements
in exchange rates, by the problems associated with indebtedness and by those
associated with capital flows to the developing world. As recently as the
fortieth session of the CONTRACTING PARTIES, that view had been shared by
relatively few, but developments in the last year or so, particularly changes
of attitude in the United States and by finance ministers operating in their
own groups, had demonstrated the linkages clearly. Neither the GATT nor the
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new round could directly address these problems, which formed part of the
wider context in which trade negotiations would take place. The new round
could only be part and parcel of a wider operation: in itself it could
scarcely address, let alone resolve, all the problems of economic relation-
ships between countries. It was the Community's view that only a multi-polar
approach to problems, including issues of importance in the monetary and
financial area, could satisfactorily resolve the difficulties confronting the
international community.

171. The representative of Uruguay said that an operational link should
immediately be established between monetary and financial matters and trade
questions. Parallel progress could thus be achieved in the sectors of
monetary and financial negotiations, in which participation of developed and
developing countries should modify the present system, and aim at a more
effective and fairer world framework. There could not be an adequate
solution to the foreign debt problem of a great many countries unless it were
recognized that the opening of markets was an essential element in meeting
the problem. Foreign debt critically affected both financial and trade
relations. The problem could only be solved through concerted action by
creditors and debtors, with a significant improvement in the export prospects
of developing countries. Increased access to markets was a necessary
condition for positive action on the foreign debt issue. However, while the
foreign debt of developing countries was growing continuously, their export
earnings were falling dramatically. Growth prospects were jeopardized by the
rigidities due to financial commitments, while the value of exports was
declining due to protectionist measures, which had been denounced strongly
but to which solutions were yet to be found in GATT. The new round must make
a positive contribution to the solution of the debt problem of developing
countries, and the only way to do so was to provide access to markets which
up to now had been closed.

172. The representative of Egypt said that there were clear linkages between
international trade and monetary and financial problems - including the
problem of indebtedness and liquidity shortage which, along with
protectionism, had obliged some countries to engage in compensatory trade.
Egypt therefore supported the suggestion that before the launchinq of the new
round a commitment should be undertaken to start a parallel process of review
and reform of international monetary and financial developments, including
flows of concessional funds, in the appropriate fora. The GATT should for
its part examine in depth the repercussions on international trade of the
problems of idebtedness and exchange rate fluctuations.

173. The representative of Yugoslavia recalled that her delegation's intitial
position on this subject had been stated in document L/5818. Yugoslavia
agreed with what had been said by previous speakers on the importance of this
problem for the new round, and on the necessity of parallel action in the
trade field and the monetary and financial fields. It was necessary to
create confidence that, in parallel with trade negotiations, adequate ways
and means would be sought to settle the debt problems of developing
countries, and to review and reform the international financial and monetary
system. With respect to exchange rate fluctuations and their effects on
international trade, there was a need to undertake an in-depth analysis
within the GATT, to make possible a proper evaluation of the results to be
achieved in the proposed negotiations.
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174. The representative of the United States agreed that a sound and stable
international monetary system was necessary for and was in its turn supported
by an open and healthy international trading system. The United States and
other countries which played an important role in the monetary system had
recently increased their cooperation in this sphere and were continuing to
work on ways of improving the functioning of the international monetary
system. In view of the relationship between monetary developments and trade,
it seemed to him that the best contribution that participants in the GATT
could make would be to continue and bring to fruition the present effort to
initiate a new round of negotiations designed to improve the functioning of
the international trading system, while continuing to support complementary
efforts in the monetary sphere.

175. The representative of Jamaica noted that the complex and close linkage
between a stable trading environment and developments in the monetary and
financial fields had important effects on developing and industrialized
countries alike. Any attempts to improve the international trading system in
an eventual new trade round would have to be accompanied by parallel efforts
to monitor and strengthen the monetary and financial environment in which
international trade is conducted. This parallel exercise should take account
of the macro-economic domestic policies of developing countries and of trade
policy measures at the industry or sector levels, and should have inputs from
all parties to ensure that all interests would be covered. A commitment to
such an exercise would contribute to ensuring consistency and harmony between
the functioning of the GATT system and the monetary and financial system, and
would build much needed confidence among all contracting parties.

176. The representative of Switzerland agreed that there was a very close
link between the evolution of trade flows and that of world monetary and
financial relations. He regretted that up to now there had not been any
institutionalized mechanism for co-operation between the institutions in
charge of the trading system and the monetary system. The consequences of
indebtedness, for example, were significant and had an effect on the proper
functioning of the trading system. Contrary to the balance-of-payments
crises between 1965 and 1975, when countries which had devalued received new
loans in strong currencies to assist them through the transitional period,
during which their imports continued to increase, the present crisis obliged
indebted countries to adjust by reducing their imports in order to achieve a
surplus in their balance of trade. This had very damaging effects on their
development and led to a general reduction in trading opportunities for all
countries. It was important to recognise both the possibilities and the
limits of trade and trade policy in contributing to monetary and financial
problems. The GATT could not afford to ignore the economic environment in
which trade took place, since adequate arrangements in the monetary and
financial fields were a precondition for a properly functioning trading
system.
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177. The representative of Tanzania stated that many important items on the
agenda for the new round had a direct bearing on financial and monetary
issues. For example structural adjustment, for an economy which was
fundamentally primary producing, required the assurance of adequate financial
flows to enable it to move towards the desired structure of processing and
manufacturing, plus compensatory financing during the period of transition
when export prices in real terms had become negative in relation to the cost
of imports. Where an economy had carried out desirable adjustments in order
to become competitive on the basis of comparative advantage, but where export
products faced restrictions on imports, the resulting liquidity constraints
needed to be addressed if indebtedness was not to defeat the purpose of the
initial structural adjustment. Those countries involved in minerals
production would also need much greater understanding in their efforts to
establish marketing arrangements supported by adequate funds, in order to
stabilize production at economic levels. The impact of volatile exchange
rates and interest rates was all to familiar. Detailed analytical work was
needed both by contracting parties and the GATT secretariat to ensure that
the interrelationships between the new round and monetary and financial
issues were placed in a proper perspective before the launching of the new
round.

178. The representative of India emphasized his delegation's support for the
views expressed in L/5818. While this topic might not be similar to the
other issues which had been discussed for inclusion in an agenda for the
proposed multilateral trade negotiations, it was essential that appropriate
recommendations be adopted by Ministers, clearly recognizing and emphasizing
the integral link between development, trade, money and finance. He also
supported further work in GATT on the effects of exchange rate fluctuations
on international trade. Solutions to imbalances whose origins lay in monetary
and financial areas should not be sought in trade negotiations. Parallel
efforts in appropriate fora on the subject of money and finance, with the
widest participation of all interested parties were also needed.

179. The Chairman, in concluding the discussion. noted that several speakers
had raised the question of a possible study hy the secretariat, but not all
the proposals made for further analysis in this area had been exactly the
same. The secretariat would examine these requests, and the Committee could
revert to this matter at a later stage.

MODALITIES AND INSTITUTIONAL ARRANGEMENTS FOR THE NEW ROUND

180. The Chairman said that the discussion in the Senior Officials' Group on
the subject of modalities was recorded in SR/SOG/11. These discussions had
covered several subjects which the Preparatory Committee had already
considered separately, notably including standstill and rollback. He
suggested that the Committee should now focus on the guiding principles of
the negotiations, priorities, practical arrangements for the negotiations and
their duration. Under guiding principles for example, one might wish to
refer to non-discrimination, reciprocity, mutual advantage and the treatment
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of developing countries. As to priorities, consideration could be given to
the treatment of different subjects in terms of a time frame for negotiation,
or in terms of the question whether negotiations in specific areas should take
place simultaneously or sequentially. Questions arising under practical
arrangements would be largely of an administrative and institutional nature;
for example, what would be the terms of reference of a trade negotiations
committee and would any other bodies be established for the negotiations.
Techniques of negotiation, on the other hand, would be a matter to be
considered under each specific subject for negotiation rather than in general
terms. Some of these matters would have to be agreed upon in the preparatory
process, while others would await the actual negotiations.

181. The representative of Switzerland said that the most important element of
modalities was the methodology of negotiations; together with the
objectives, these were capital elements of the Committee's activities on which
it was bound to take decisions. The organisation of the negotiations would
give clear indications as to their true purposes which should strike a proper
balance between rights and duties of contracting parties. With these concerns
in mind the Swiss delegation had submitted an outline of modalities for
negotiations in document L/5883. Future negotiations should be carried out by
a negotiating committee which would distribute and coordinate the work in
three sections on the basis of the nature and objective of the subject
involved. The first section would be devoted to the multilateral trade system
per se, in the form of confirmation of some of its rules, the improvement of
other rules, and if necessary the addition of new provisions. Its purpose
would be to strengthen the system by consolidating its present field of
application while also extending its scope to some situations which were not
now covered. Thus updated, the system would make relations between
governments more stable and predictable. It would abolish the grey area, open
the way to new progress in the organisation and renew confidence in the
business world. Another section of negotiations would be devoted to problems
of market access. It would allow for an exchange of concessions through
classical negotiations as in earlier rounds. It would appear feasible to
implement certain results from the negotiations before the exercise as a whole
was completed. In the light of the relationship between the trade, monetary
and financial sectors, another section of the new negotiations would have the
objective of establishing links between the multilateral trade system and
existing mechanisms in other international economic fora. This would aim to
ensure that trade policies would have their proper impact without being
impeded by external influences. It would also provide the institutional means
to ensure the proper functioning of the international economic and financial
system.

182. The representative of Japan said that Japan's views on the modalities of
negotiations for specific items, including standstill and rollback and special
treatment of developing countries, had already been presented. On the points
raised by the Chairman, beginning with the timeframe, Japan's view was that a
final target for the conclusion of the new round should be the year 1989. The
negotiations should be considered as a single undertaking. The various
elements should basically move forward together, while consideration should be
given to the possibility of early implementation of agreements reached,
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according to the progress of the ne-otiations. The negotiations should be
conducted on the basis of the principles of mutual advantage, mutual
commitment and overall reciprocity, while basically observing the most-
favoured-nation principle. As to institutional matters, the Ministerial
Meeting should establish a trade negotiations committee to elaborate and
implement trade negotiation plans. This committee should also supervise the
progress of the negotiations, and should be open to all countries
participating in the negotiations. Its first meeting should be held as early
as possible, not later than i November of this year.

183. The representative of Canada said that in considering modalities it
should be kept in mind that some questions which will affect the atmosphere
and the context of negotiations could be settled to a great extent by the
Preparatory Committee, particularly the question of standstill. Canada had
also referred earlier to confidence-building measures as a means of creating
the right conditions for ambitious negotiations that would be able to reach
important decisions. Concerning the three sections mentioned by the
representative of Switzerland, it was clear from public statements by Canadian
businessmen that they were concerned above all with safety of market access.
This was closely related to the first two sections mentioned by the Swiss
delegation, which concerned ';he improvement and strengthening of the trading
system. Market access in fact related to the entire list of subjects to be
dealt with here in drawing up the agenda for negotiations. Very specific
sectoral questions, as well as points of a horizontal nature such as tariffs,
would certainly arise. However, as suggested by the representative of Japan,
Canada felt that this should be one global negotiation, and it was not really
clear whether the proposal of the Swiss delegation suggested that the round
should be compartmentalized. Canada would be very cautious about any proposal
which would result in compartmentalization of various aspects of the nego-
tiations. Concerning the calendar, Canada had no hard and fast views. The
agenda would be complex and very ambitious and should be staggered over a
certain period of time. But for these negotiations to be seen as relevant and
capable of solving what are seen as serious and urgent problems, we could not
set a calendar which would be spread over too long a period.

184. The representative of the United States limited his comments to the
overall conduct of the negotiations. He agreed that the establishment of a
Trade Negotiations Committee by the ministers was necessary, and expressed the
hope that the Preparatory Committee could agree on the establishment of a
number of subsidiary negotiating subsidiary groups, with a short statement in
the ministerial declaration of the basic objectives of each one. If this
could be achieved prior to the ministerial it would permit an early start of
substantive negotiations which should be a common objective. In defining the
negotiating process, the United States would like to allow for the possibility
of, and perhaps even encourage, the completion and implementation of some
results early in the Round. Though this had not been the usual course of past
negotiations, given the wide range of considerations and issues likely to be
negotiated in the new round there should be scope for a different approach,
one that encouraged the negotiation of issues of interest to all. The early
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implementation of agreed results on, for example, institutional issues,
including dispute settlement, could provide confidence-building impetus to
other aspects of the negotiations as well as signalling to the world trading
community that progress was being made in the GATT. In general the United
States believed that a calendar should be established that would enable the
negotiations to move forward expeditiously.

185. The representative of the European Communities said that while he
appreciated the intellectually fascinating approach of the Swiss proposal, his
delegation's approach was perhaps a bit more pragmatic. His delegation had
identified four areas relevant to the modalities to the negotiations which
would have to be addressed in the following order: scope and coverage;
objectives - both general and specific; methodology; and structure of the
negotiations. Defining the scope of the negotiations would involve deciding
what would and would not be covered. The overall objectives of the Tokyo
Declaration were still applicable but perhaps a little outdated. Other
overall objectives should be sought based on the three concepts of structures,
competitivity and growth, thus leading to a strengthening of the multilateral
trading system. He was ready to develop these ideas further in informal
discussion. Specific objectives confirming these global objectives would then
have to be formulated for each topic. The methodology concerned the ways in
which different items were to be handled. In this context he recalled that
his delegation had presented a diagram of concentric circles illustrating the
means by which contracting parties would decide on reaching different levels
of commitment for different items, for example: items leading to contractual
commitments on which concessions would be exchanged on the basis of certain
principles such as, although not necessarily including, non-discrimination,
reciprocity, mutual advantage, taking account of differential and more
favourable treatment of developing countries; items leading to agreed
undertakings, for example standstill and rollback; and those items which were
not within the operational jurisdiction of the GATT and which might be
referred to the permanent GATT institutions, such as exchange rate
fluctuations. Concerning structure, the negotiations should be a single
operation to be conducted concurrently and whose results would be implemented
simultaneously. This global negotiation would result in a new balance, of
both rights and obligations and of benefits for contracting parties. His
delegation envisaged a single trade negotiating committee which might
establish sub-groups or sub-committees as required by the complexity and
diversity of subjects to be covered. In this context, the secretariat must be
given the necessary resources to make available current data and statistics to
enable the negotiations to proceed. He requested that consultations be
conducted on this matter and that the Budget Committee be made fully aware of
the needs and problems in this area. Negotiations in certain areas would be
seriously hampered if all this could not be achieved.

186. The representative of Pakistan said that the success or failure of a new
round of multilateral trade negotiations would depend on a number of factors,
notably including the modalities and institutional arrangements. If
modalities were carefully devised and faithfully followed, the success of the
negotiations might be ensured. On the other hand, ill-devised modalities or
failure to observe them would certainly lead to failure. In Pakistan's view
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the modalities should cover four important aspects: the character of the
negotiations, their coverage, ground rules, and surveillance and monitoring.
As to the character of the negotiations, they must be truly multilateral ir
character, and treated and conducted as such by all participants. The
experience of the Tokyo Round in this respect was not a happy one. Though
bilateral consultations and negotiations are an essential part of multilateral
negotiations, most major negotiating decisions in the Tokyo Round were taken
by two or three leading participants, outside Geneva, and presented to the
Trade Negotiations Committee at a late stage as a delicate balance which other
participants were not allowed to disturb. The majority of participants were
thus not involved in the negotiations and were not permitted to influence the
outcome even on subjects in which they had a real interest. This experience
must not be repeated. The negotiations in the new round should be conducted
in a multilateral framework, in GATT and with the participation of all
interested parties. Agreements should be developed with the involvement of
all participants, not presented by two or three countries or a "take it or
leave it' basis. Closely linked to this was transparency in negotiations,
where again the Tokyo Round experience was unfortunate. Most delegations of
developing countries in that Round remained in the dark on what was happening
on many important issues. The new negotiations should be conducted in a fully
transparent way. As to coverage, the new round should not be loaded with so
many subjects as to make the negotiations unmanageable. The subjects to be
covered should be decided by consensus, the basic criterion for inclusion
being wide interest among participants. The subjects for negotiation would
fall in three broad categories: First, traditional subjects of market access,
like tariffs, quantitative restrictions and other non-tariff measures and
tropical products; secondly, sectoral subjects like agriculture and natural
resource products; and thirdly, GATT rules and procedures, such as safeguards,
subsidies and dispute settlement procedures. From the discussion so far, it
was evident that the criterion of interest by a large number of contracting
parties would be met by subjects such as tariffs, quantitative restrictions,
tropical products, agriculture, non-tariff measures, safeguards, dispute
settlement procedures, subsidies and treatment of developing countries. Other
subjects that met this criterion might also be considered for inclusion.
Finally, the negotiations should cover all products and barriers of interest
to developing countries. The ground rules for negotiations should be
elaborated at the outset and should be designed to advance the objectives of
the negotiations. The rules in the area of tariffs should provide for
negotiations on the basis of a formula of general application as item-by-item
negotiations would be too slow and cumbersome and yield limited results. The
formula to be agreed should take care of the problems of high tariffs and of
tariff escalation. Similarly, in the area of quantitative restrictions, an
across-the-board formula approach would be more likely to achieve meaningful
results. The rules applicable to negotiations in areas such as safeguards,
subsidies and dispute settlement should provide that negotiated texts would be
adopted by the respective negotiating groups and then by the Trade Negotiations
Committee on the basis of consensus. Another vital ground rule for negotia-
tions would be the principle of relative reciprocity. It should be clearly
provided in advance that the developing countries will take part in the
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negotiations on the basis of the provisions of Part IV, particularly Article
XXXVI, paragraph 8 and on the basis of paragraph 5 of the Enabling Clause.
Developing countries should not be required to make concessions which are
inconsistent with their development, financial and trade needs. Finally, an
adequate surveillance and monitoring mechanism would be necessary to ensure
that the negotiations did not deviate from the agreed objectives: for example,
the Trade Negotiations Committee, apart from its principal function of guiding
and supervising the negotiations, might be entrusted with the task of
surveillance and monitoring. The Trade Negotiations Committee should meet
more frequently than its Tokyo Round predecessor, preferably once every month,
and at the beginning of each meeting it should carry out a surveillance
exercise. This might cover whether: standstill and rollback commitments were
being honoured and implemented; the negotiations were conducted transparently
and multilaterally; the negotiations were moving in the direction of
objectives agreed by the Ministers; all areas of negotiations were getting
appropriate attention; special and differential treatment for developing
countries was being considered; and the negotiations were moving according
to the stipulated time frame. In regard to institutional arrangements we
might follow the Tokyo Round precedent by providing for a Trade Negotiations
Committee which in turn might set up different negotiating groups.
Participation in the Trade Negotiations Committee and the groups should be
open to all countries taking part in the negotiations.

187. The representative of Bangladesh said that the modalities of the proposed
negotiations should be defined in such a way as to ensure full achievement of
the objectives of the negotiations. These modalities should meet the require-
ments of each contracting party and should benefit all. To this end, it would
be necessary to ensure that the negotiating process to be established did not
relate the negotiations to merely an exchange of concessions between the major
suppliers and ignore the small suppliers and more particularly the least-
developed countries. In considering all objectives, the principle of special
and differential treatment of developing countries should be applicable and
therefore would have to be included as a modality for negotiations. In
defining the modalities for negotiations it would be necessary to take account
of the Ministerial work programme and the priorities determined in that
programme. The modalities should ensure the participation and benefit all the
developing countries, including the least-developed countries. For the
least-developed countries, the relevant provisions could be seen in paragraph
7 (iv) (b), paragraph 3 of the 1982 decision on GATT rules and activities
relating to developing countries and paragraph 3 of the Annex to the
Ministerial Declaration of 1982. Early implementation of the provisions of
the Ministerial Declaration relatingto the facilitation of trade of the
least-developed countries within the context of special and differential
treatment for the developing countries would contribute to confidence and
therefore to the success of the new round. As regards the structure of the
negotiations reference could be made to the Tokyo Round, which was envisaged
as a single undertaking, the various elements of which were moving together.
A Trade Negotiations Committee was established during the Tokyo Round which
was given the task of elaborating the trade negotiating plans and establishing
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appropriate negotiating procedures, including special procedures for negotia-
tions between developed and developing countries. This negotiating committee
was also given the job of supervising the progress of the negotiations. This
or a similar type of arrangement would seem appropriate for the forthcoming
negotiations. As regards the duration of the negotiations, it would be
necessary to have a clear picture of their scope to be able to establish a
definite structure and duration.

188. The representative of Australia said that he was inclined to agree that
the Swiss proposal, though tantalizingly interesting, might cause time to be
spent in debating the approach rather than in achieving substantive results.
The EEC's presentation of the negotiations as a series of concentric circles
seemed on the other hand to be a useful way of organizing our thoughts.
However, references to the precedented value of the Tokyo Declaration were
disturbing. The Tokyo Declaration was a particularly unfortunate precedent in
view of the lapse of time between the Tokyo meeting and the start of negotia-
tions, and was best forgotten. If the Trade Negotiations Committee were to be
given responsibility for setting up sub-groups and - as seemed to be
threatened - for deciding in detail the mandates for some negotiations, it
would not be surprising if it proved impossible to begin substantive
negotiations before the end of 1987 and possibly even later. That would be a
dismal prospect, and it was within this Committee's powers to avoid letting it
happen. But to use the Tokyo Declaration and procedures as a model would
guarantee repetition of the Tokyo Round experience. There were attractions in
focusing the declaration on the subjects to be included in the round and
leaving some of the more difficult problems to the Trade Negotiations
Committee: some difficult issues were not susceptible to being prepared in
time to enable substantive negotiations to begin even three or four months
after the inauguration of a Trade Negotiations Committee. But the answer
would be to divide the list of issues which had been discussed in earlier
sessions of the Preparatory Committee into two categories; those issues which
were primed or ready for substantive negotiation, and those which were yet to
be primed. Nothing prevented the opening of negotiations on subjects where
substantive work could begin immediately, while on other subjects the first
objective would be to reach agreement on how they were to be tackled. However
the declaration were to be organized, the work should not be allowed to be
dragged down to a lowest common denominator with ail subjects placed on the
level of the subject least ready for negotiation.

Proposals had been made as to how subjects might be categorised in the
declaration, not on the basis of readiness for negotiation but according to
type. The Swiss proposals suggested a distinction between rule making and
market access, and the Community had spoken in similar terms. Australia found
merit in the Canadian suggestion that it would be simpler to have a single
general category covering all subjects for discussion. Some subjects could
not be clearly ascribed to rule-making or access. What mattered would be the
amount of time and commitment that people gave to the subject matter. In
order to create a firm discipline, the Declaration should set a terminal date
for the initial stage of the work of the Trade Negotiations Committee, after
which substantitve negotiation would begin.
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189. The representative of Argentina endorsed the views of a group of
developing countries concerning the principles and topics to be accorded
priority in the new round, as stated in document L/5818. Decisions on
standstill and rollback, on the conclusion of a safeguards agreement in the
first stage of negotiations, and on modalities for the implementation of
special and differential treatment, would have to be reached prior to the
negotiation. Other topics would be included on the basis of consensus; in
this context, his delegation believed that the new round should include
agriculture, natural resources, tropical products and should cover both
tariffs and non-tariff measures. The results of negotiations on topics of
priority for developing countries should be implemented as they were reached.
There were some areas of particular importance to developing countries, such
as tropical products, where there had been substantial preparation and a
solution could be reached rapidly. Concerning the conduct of the
negotiations, he was not convinced that the traditional practice of swapping
concessions would be appropriate as the negotiations in the new round would
have to be more global and broader based in scope.

190. The representative of Chile said that the following considerations were
relevant under the discussion of modalities: the negotiations must reflect
the interests of all contracting parties; progress in some areas should not
necessarily be conditioned by progress in others; special programmes should
be established to improve market access in all sectors, particularly the
mineral, forestry and fisheries sectors: negotiating modalities and
techniques should be specific to each area of negotiations; the organisation
of the negotiations must reflect the special interests of developing
countries, particularly those facing large foreign debts and those affected by
natural catastrophes; tariff and non-tariff measures which were not in
conformity with the General Agreement should not be the subject of
negotiations. The commitments contained in the 1982 Ministerial Declaration,
and the results achieved under the work programme, should serve as the
starting point for the negotiations. It was essential that contracting
parties fully respected standstill and rollback commitments. For these
purposes, it was necessary to define carefully the operational aspects of
these commitments and ensure their adequate surveillance. The standstill
commitment should cover quantitative restrictions, variable levies, the
Multi-Fibre Arrangement, export subsidies, grey-area measures, Article XXVIII
(renegotiations), existing safeguard measures, unbound tariffs and exceptions
covered by Article XXV and certain Protocols of Accession. A rolIback
commitment should cover all measures not in conformity with the General
Agreement. This commitment was essential since countries should not continue
to benefit, or expect negotiating currency, from the application of
GATT-inconsistent trade-distorting measures. The rollback commitment should
apply with immediate effect in favour of developing countries and the
phasing-out of remaining measures should be undertaken in a transparent
fashion over a limited time. The GATT secretariat should be responsible for
monitoring such a commitment. As far as tariffs were concerned, a formula
similar to that of the Tokyo Round should be established, which would
emphasise the reduction of tariff escalation and cover all tariffs. Emphasis
should also be placed on the removal by developed countries of the so-called
negative preferences from which developed countries suffered in certain
markets. Negotiations on non-tariff measures should cover all such measures,
and eliminate them or bring them into conformity with the General Agreement.
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191. The representative of Sweden on behalf of the Nordic countries said that
the negotiations should in principle be seen as one undertaking, and the
objectives for all issues should be put forward in parallel. It should be
recognized that the issues to be negotiated were of varying importance to
individual participating countries and at different levels of preparation.
All elements however would have to be taken into account when accessing
whether the results of the round were balance. The negotiations should be
conducted on the basis of the principles of mutual advantage, mutual
commitment and overall reciprocity. Participants should jointly endeavour in
the negotiations to achieve by appropriate methods an overall balance of
advantage at the highest possible level. While it was difficult to say
anything about the time frame without knowing the agenda for negotiations, the
Nordic countries felt that a time frame for negotiations, limited to three or
at maximum four years, should be established. As to the organization of
negotiations, a single Trade Negotiations Committee should be established by
the Ministerial Declaration and be given the overall responsibility for the
conduct and coordination of the negotiations. It would be up to the Trade
Negotiations Committee, on the basis of the subject matters listed in the
Ministerial Declaration, to set up the detailed structure of negotiating
groups. The Trade Negotiations Committee must also elaborate and put into
effect the negotiating procedures. The Director-General of GATT should be the
Chairman of the Trade Negotiations Committee.

192. The representative of Korea said that some small countries might not be
able, because of the limitation of manpower, to participate in all the
negotiating groups. It was important that the interests of these countries
should not be adversely affected by their inability to attend the negotiations
on all subjects. A decision to accede or adhere to any possible future
agreement should not be based on a fear of potential damage to that country's
particular interests due to its non-participation; rather the widest possible
adherence to agreements on each subject should be induced by offering positive
benefits. His delegation believed that the issue of the coverage of the
negotiations could be resolved easily. The modalities used in negotiating on
each subject should be formulated by the negotiating group of each particular
subject and should be consistent with the overall objectives of a new round.

193. The representative of New Zealand said that his delegation's objectives,
guiding principles and priorities for the new round had been set out in
document L/5831 of 5 July 1985. He agreed with the representatives of
Australia and the United States that the ministers should establish a Trade
Negotiatic s Committee to oversee and coordinate the negotiations. However,
rather than having the Trade Negotiations Committee spend its first year
trying to agree specific objectives, modalities and procedures, he hoped the
Preparatory Committee could accomplish this in the next few months. For
example, the Preparatory Committee could propose subsidiary negotiating groups
on certain issues, with terms of reference to be agreed by ministers. The
Preparatory Committee rather than the Trade Negotiations Committee should also
agree on specific objectives for the individual items. He agreed with the
representative of the United States that negotiations on some items should
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proceed and be concluded in accordance with their own momentum rather than
having to wait until negotiations on all topics had been concluded. There was
also a need for a body to monitor standstill and rollback commitments.
Finally, starting and termination dates for the negotiations should be set;
New Zealand suggested 1 November 1986 as the starting date and no more than
three or four years as a time-limit for completion.

194. The representative of Yugoslavia said that the modalities of the
negotiating process must provide for maximum transparency to ensure that the
experience of previous rounds, in which the majority of countries were not
included in the negotiating process, would not be repeated. The modalities of
the negotiation would have to be examined and defined individually for each
subject of the new round. The modalities for the implementation of standstill
and rollback commitments should be determined and agreed on a priority basis.
Modalities for applying special and differential treatment to developing
countries should be concretized and implemented in all areas of the
negotiation. This was not negotiable and nor should it be questioned in any
way. Other issues meriting consideration would include the improvement of the
international monetary and financial systems and the resolution of the
problems of commodity prices and of least-developed countries' debts.
Concerning priorities of the negotiations, her delegation believed that the
safeguard system was the first priority, followed by subjects still
outstanding from the Tokyo Round negotiations.

195. The representative of Czechoslovakia said that among the modalities for
achieving the objective of trade liberalization and expansion should be the
reaffirmation and fulfilment of the commitments already accepted by the GATT,
in particular those concerning the MFN principle, non-discrimination, stand-
still and rollback. This reaffirmation was necessary in order to ensure the
credibility of the GATT and of the new round. The negotiations themselves
should, in principle, move forward on the basis of as wide a consensus as
possible without invisible linkages and blockages which would hinder progress
in individual sectors. A Trade Negotiating Committee should be established to
conduct the negotiations. Given the complexity of subjects, subsidiary bodies
also should be established. At this stage, his delegation had no firm view
regarding the duration of the negotiations. While the agenda was rather
complex and ambitious, and would undoubtedly require considerable time, it
would be appropriate to establish a time frame for the negotiations.

196. The representative of Hungary agreed with the position of the Swiss
delegation that the purpose of the new round was to strengthen the GATT
trading system. However, he wondered whether there should be separate
approaches for the confirmation and/or improvement of the basic rules of the
system and for consideration of problems of market access, as he believed that
these two issues were closely related. He agreed with Australia that the
precedent of the Tokyo Declaration should not necessarily be followed: the
new declaration should reflect the current problems of the trading system,
which were more difficult and more closely interrelated than those during the
Tokyo Round. It should also emphasise some of the basic principles of the
GATT, such as non-discrimination or m.f.n., since it was generally recognized
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that the new round should strengthen the multilateral trading system. While
it would be difficult to know whether these principles could be applied to
some new fields, such as services, which might or might not be included in the
negotiations, there were some pressing trade problems which should receive
priority attention during the negotiation and to which they certainly applied.
The recommendations of the Preparatory Committee should be as concrete as
possible on these important subjects and the elaboration of objectives should
not be left to the Trade Negotiations Committee. The negotiations should be
open to all interested countries.

197. In reply to comments made on his earlier intervention, the representative
of Switzerland emphasized that the strengthening and possible deepening or
extension of the system would be necessary to ensure that further
"liberalization" would not be accomplished by bilateral pressure and thus be
illusory. The strengthening of the system was a common benefit, not to be
paid for by any conditions or market access. If a distinction were not drawn
between rule-making and market access, weaker parties would be at a dis-
advantage in the negotiations because in order to achieve a strengthened
system they would have to pay in terms of market access. Concerning the third
element in the Swiss approach, GATT could not simply sit back and say nothing
concerning the economic monetary and financial environment in which world
trade took place. There should be one single negotiation to be handled by a
negotiating committee. However, sub-committees could be set up to deal with
different topics, which could be grouped according to the three approaches
suggested by his delegation.

198. The Chairman said that the secretariat would attempt to sythensize in a
short note the views which had been expressed on the subject of modalities.

PARTICIPATION IN THE MULTILATERAL TRADE NEGOTIATIONS

199. The Chairman pointed out that different formulas regarding participation
had been applied in past round of negotiations.

200. The representative of Switzerland said that it would only be possible to
made a decision on participation in the negotiations when their content was
more clearly established. If the purpose of the negotiations were to
reinforce or improve GATT rules, then they should be limited to members of the
GATT. If their purpose were something more extensive, then other modes of
participation could well be envisaged. Depending on how the negotiations were
organized, additional ad hoc participation could be considered for certain
specific aspects of the negotiation.

201. The representative of Japan said that one of the most important
objectives of the new round would be an improvement of the trade environment
of developing countries, in view of the serious difficulties, including debt
problems, which many developing countries now faced. Participation in the
forthcoming new round should therefore be open not only to contracting
parties, but also to developing countries which are not contracting parties of
GATT.
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202. The representative of Colombia recalled that the formula used for the
Tokyo Round on participation was that the negotiations should be open to all
developing countries, whether members of GATT or not. This was a wise formula
as it enabled some developing countries, including Colombia, to join GATT in a
much easier way than would be the case in other circumstances. Bearing this
in mind, and bearing in mind that it would be very difficult to go back on
what was done for the Tokyo Round, it would seem right on this occasion to
adopt a similar formula.

203. The representative of Argentina said that it was very difficult to make a
decision at this early stage, with a whole series of elements still to be
defined. Many options were open, merely regarding participation, but also
regarding possible approaches to the negotiations themselves. Some
delegations favoured a more global approach, while others were in favour of an
approach which would allow us to advance case by case and topic by topic.
Some delegations had also placed much emphasis on the idea that GATT should
renew or renovate itself, anticipating future events in the trade area, with
so many options available it was very difficult to decide on participation
now.

204. The representative of Poland reiterated his delegation's position that
the new round should be open to all interested countries which would be ready
to commit themselves to the liberalization of world trade.

205. The representative of Jamaica agreed that this matter could be addressed
more meaningfully when more is known about the format and content of the
negotiations themselves. However, if what would be undertaken in a new round
is a reform of the General Agreement, which had the effect of redefining the
rights and obligations of contracting parties, then it might perhaps be best
to limit participation to contracting parties themselves. We should always
bear in mind that proposals made in this forum were far reaching and
participants must give a commitment to accept certain obligations if they
wished to take part in the negotiations.

206. The representative of Austria agreed, in principle, with the remarks made
by the Swiss delegation that it is perhaps premature express firm views on
participation, before having a final view on the format of the conference.
However, at this stage he would reiterate that Austria believed that the
broadest possible participation in such negotiations would be advisable,
including not only contracting parties but also those countries which have
provisionally acceded to GATT, those which have initiated procedures for
accession, those which apply GATT de facto and other interested developing
countries.

207. The representative of the European Communities also agreed in principle
with the statement of Switzerland, but added that the Community's present
thinking was that participation should be confined to five categories of
countries: first, contracting parties; secondly, countries which have
already initiated procedures for accession to the General Agreement; thirdly,
countries which have provisionally acceded to the Agreement; fourthly,
countries which apply the General Agreement on a de facto basis; and finally,
countries which were formerly contracting parties.
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208. The representative of Czechoslovakia said that in his country's view
participation in these negotiations, it should be open to as many countries as
possible. The Tokyo Round participation formula seemed to be appropriate, and
it could be perhaps be applied also in the new round.

209. The representative of Bangladesh generally supported the proposal that as
in the Tokyo Round, the negotiations should be open to all countries
interested in participating. This would contribute to making negotiations
truly multilateral and global. However, his delegation could accept the
proposal that a final decision be deferred to a later date, when a clearer
picture of the scope of negotiations and of the type of obligations to be
undertaken by the participating countries would be available.

210. The representative of the United States agreed that the question of
participation was related to the types of matters to be negotiated, and to the
modalities for those negotiations. For example, if participation in the
negotiations was open to countries other than contracting parties, as in the
Tokyo Round, would it be appropriate for such countries to negotiate on
institutional questions or matters relating to interpretation of GATT
Articles? If negotiating items were grouped along the lines suggested by the
Swiss delegation, or in some other manner, might the participation in each of
the groups differ according to the subject matter? The US also encouraged
wide participation in these negotiations and were willing to explore with
others the means for encouraging such participation. We should also decide
how to handle requests for observer status, such as from other international
organizations, and also upon who should participate in the Ministerial
Meeting. In the US view, those non-contracting parties that would be invited
to participate in a new round should also be asked to participate in the
Ministerial Meeting in September.

211. The representative of Barbados said that Barbados would prefer to see
participation in the new round open to as wide a group as possible. This view
was based on the concern that the objective or one of the objectives of the
new round should be to strengthen the multilateral trading system and to make
it more open: to confine the negotiations to contracting parties would hardly
be consistent with this objective. On the point of participation in the
Ministerial Meeting in September, Barbados believed that this should be
confined to contracting parties.

212. The representative of Australia expressed the hope that all contracting
parties would participate in the new round. The final decision on who should
participate would depend on the issues and the manner in which they were
negotiated. If the fundamental text of the General Agreement were to be
negotiated the question would arise whether the involvement of non-contracting
parties would be appropriate. As a general principle, however, Australia
agreed that the negotiations should be open to all contracting parties, to
those who have begun the negotiating process or those who intend to resume
their membership of the GATT. Non-contracting parties wishing to participate
in the negotiations should be invited to participate in the launch of those
negotiations.
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213. The representative of Korea said that it goes without saying that the new
round would be open to all contracting parties. Any other country wishing to
participate in the new round should say so, but participation should be on the
basis of invitation. Criteria for invitation could be agreed. In order to
ensure the widest possible and enthusiastic participation of contracting
parties, it must be made clear that the existing rights of contracting parties
would not be compromised or affected by their inability or unwillingness to
take part in any endeavour designed to bring the GATT into new areas of
activity.

214. The representative of India explained that on the question of modalities
and participation his delegation had not thought it necessary to take the
floor earlier partly because it appeared somewhat premature to discuss details
before having a decision on the main elements, and given that the Ministerial
Meeting could take place only in September. However, on the question of
participation in negotiations, the Tokyo Round formulation would perhaps be a
good guide when we come to decide on the participation in the light of a
decision on launching the new round - which still had to be taken.

215. The representative of Canada said that like other delegations they were
very conscious of the importance and sensitivity of the question of
participation and of its inter-relationship with other fundamental questions.
It was therefore desirable to be very cautious and prudent, keeping in mind
the shared purposes of success in the proposed round and the greatest possible
benefit to the trading system. In Canada's view it was important at this
stage not to take any decision which might prejudge that kind of issue.

216. The Chairman undertook to ask the secretariat to list the different
points of view expressed in this debate on the question of participation in
order to clarify issues for later discussion.

OBJECTIVES OF THE NEW ROUND

217. The Chairman recalled that the discussion of the objectives of the new
round was recorded in SR/SOG.1 and SR/SOG.2. He suggested that it was
important to distinguish between the overall objectives of the new round and
the objectives which might be agreed for negotiations on specific subjects.
The Ministerial Declaration should make clear objectives of the new round in a
convincing and coherent manner so that business circles and public opinion
generally would understand and support what the negotiations are expected to
achieve. The discussions in the Senior Officials' Group and the reference to
objectives in the written, statements submitted by delegations in 1985 showed a
considerable degree of convergence on this subject.

218. The representative of Sri Lanka supported the statement in document
L/5818 that the negotiation should aim at strengthening GATT disciplines and
improving market access. A principal objective of the proposed negotiations
should therefore be to preserve and strengthen the multilateral trading system
and the GATT itself. The negotiations would also provide an opportunity to
enhance the rôle of law in international trade and to reinforce GATT
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disciplines. Among the GATT principles which particularly needed to be
strengthened and enforced were those related to non-discrimination and
differential and more favourable treatment of developing countries, which were
required to ensure greater equity and symmetry in the rights and obligations
of contracting parties. Strengthening of the GATT would require, inter alia,
improved dispute settlement arrangements, a comprehensive safeguard mechanism
and an enhanced notification and surveillance system. A further objective
should be the expansion of trade through liberalization to improve market
access on as broad a basis as possible; in this context, priority attention
should be given to liberalization of products of interest to developing
countries, to ensure a substantial increase in their foreign exchange
earnings, and expansion and diversification of their exports. A better
balance between developed and developing countries would result from this
improvement in conditions of market access for products cf interest to
developing countries.

219. The representative of Korea said that in his delegation's view the
objectives of the new round should be: to reverse protectionist trends in
world trade; to strengthen and restore confidence in the multilateral trading
system; to establish, under the auspices of the GATT, a broader framework of
rules and disciplines dealing with the new and emerging issues in world trade;
and to serve the economic development of developing countries through
promotion of trade. He agreed with the Chairman's view that the objectives of
the new round should be clear, specific and meaningful to world public
opinion.

220. The representative of Bangladesh said that the main aim of the new round
should be the expansion and greater liberalization of world trade, which he
recalled had also been the objectives of the Tokyo Round but remained largely
unfulfilled. These objectives had been reflected in paragraph 6 of the
Ministerial Declaration of 1982 and remained valid for the new round, par-
ticularly in the face of an unprecedented upsurge in protectionist measures in
disregard of GATT discipline.

221. The representative of Turkey expressed the strong belief that the
principal objective of the proposed new round must be to ensure liberalization
in international trade. Like other countries, Turkey had suffered in recent
years increasing difficulties in expanding her exports because of the
protectionist barriers erected by her principal trading partners. At the same
time the policy of import liberalization which she had followed in order to
ensure the most efficient use of her own resources had benefited those same
trading partners, whose exports to Turkey had risen quickly. The credibility
of the trading system could not be maintained if such situations were allowed
to persist indefinitely. Unless those industrialised countries which pursued
the most harmful protectionist policies were ready to make genuine efforts at
trade liberalization, the new round would fail. The consequences of failure
would be catastrophic for the whole trading system. Trade liberalization
could take many forms. Since the question of tariff peaks remained unresolved
and products of particular interest for developing countries such as textiles
met with the highest tariff protection in many industrialised countries,
conventional negotiations aimed at tariff reductions would still have a rôle
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to play. However, non-tariff measures of many kinds were much more frequently
resorted to as an instrument of protection, and the new round should
effectively address these issues. The round must also aim at strengthening
the rules of the GATT. Turkey attached particular importance to the com-
petitive subsidization by the major trading powers, which had increasingly
harmful effects for third countries whose resources did not allow them to take
part in such a mutually harmful exercise. GATT disciplines in this sector
must be strengthened. Finally, the question of "grey area" measures, which
affected an ever-larger proportion of world trade, must be handled effectively
and brought under the ambit of the GATT. Since the basic philosophy of the
General Agreement was that when required, protection should be effected
through tariffs, the replacement of grey area measures by a more transparent
and non-discriminatory mechanism such as tariffs would greatly increase the
stability and credibility of the international trading system.

222. The representative of Cuba supported the statement of objectives in
document L/5818. The essential objectives of the proposed new round would
include the liberalization of trade in goods, the elimination of obstacles
which blocked the exports of developing countries to industrialised markets
and the improvement of the multilateral trade system, which would imply
elimination of discriminatory and illegal trade measures. The principles
stated in the Ministerial Declaration of 1982 should also be an aim of the new
round, since they had not yet been complied with. The new round must reaffirm
and give greater legal validity to paragraph 7(iii) of the Ministerial
Declaration.

223. The representative of Hong Kong confirmed his delegation's view that the
two main objectives should be to promote liberalization of trade and to
revitalise the multilateral trading system. While liberalization should be a
continuing process, intensified efforts in the context of the new round must
establish a credible process of liberalization that would produce visible and
tangible results. Strengthened adherence to the fundamental principles of
GATT, especially non-discrimination and the m.f.n. principle, was necessary to
revitalise the multilateral trading system; the new round should not become a
pretext to dilute or evade the disciplines of these vital principles.
Safeguards was a key subject and the need for a comprehensive understanding on
its application, on the basis of the m.f.n. principle, was now a matter of
urgency. The conclusion of such an m.f.n.-based safeguards agreement would
encourage progress on many other subjects, for instance, the eventual return
of textiles and clothing to the application of GATT rules under strengthened
GATT disciplines.

224. The representative of Switzerland said that his delegation believed that
the new negotiations were designed to reinforce the system, firstly in order
to bring about conditions in which existing protectionist measures could be
rolled back, secondly in order to establish conditions which would make more
extensive measures of liberalization practicable, and thirdly, in order to
endow GATT with machinery enabling it to strengthen international economic
cooperation.
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225. The representative of Jamaica identified four objectives. Firstly, the
new round should contribute to trade liberalization and expansion by
liberalising tariff and non-tariff measures. Secondly, it should contribute
to reinforcement of and greater adherence to the basic principles and
objectives of the GATT. Thirdly, it should result in an adaptation of the
General Agreement where necessary, which could entail reform both of the
General Agreement itself and o. the GATT as an institution. Fourthly, the
results of a new trade round should contribute to greater confidence in the
multilateral trade system and to a macro-economic environment conducive to
trade liberalization as a whole, and to growth and development in developing
countries.

226. The representative of Hungary said that his country's position concerning
the objectives of the new round had remained unchanged since it had been
stated in the Senior Officials' Group and the Special Session of the
CONTRACTING PARTIES, despite the deteriorating conditions for trade,
especially in agriculture, in the intervening period.

227. The representative of Chile said that the objectives of the new round
should be ambitious, durable and based on a vision of the trading rules that
would be needed in the future. As trade was a source of wealth the GATT might
help begin the process of redressing the imbalance between rich and poor
countries. Liberalisation of trade in goods, which was necessary for the
growth of world trade, involved concrete measures which should constitute the
major objectives of the new round. These included: implementing the pro-
visions of the General Agreement, for which it was essential to set up and
bring into operation an appropriate dispute settlement mechanism; ensuring
real multilateralism (which was currently impaired by numerous exceptions)
which entailed multilateral disciplines, fair negotiations and appropriate
safeguard mechanisms; liberalising trade in agricultural products and in
textile products; eliminating tariff escalation; eliminating the principal
forms of protectionism and indiscriminate application of subsidies; improving
or amending existing GATT provisions and disciplines in line with the
objectives already mentioned; full implementation of the commitments in
paragraph 7(i) of the 1982 Ministerial Declaration; and transparency. All
the above objectives would have to take into account the situation of
developing countries. To that end, standstill and rollback must be made
effective. It would also be necessary to safeguard benefits deriving from the
GSP, which could be eroded unless the relevant preferential margins were
adjusted. The specific objectives of the new round would include; improving
market access by the lowering and binding of all customs' tariffs;
strengthening the application of Articles I and XI particularly in respect of
quantîtative restrictions, other non-tariff measures and so-called "grey area"
measures. The most-favoured-nation clause must be strengthened. The use of
export subsidies must be prohibited on all products, but for certain carefully
defined exceptions. In addition, provisions should be established to regulate
the safeguard mechanism, in strict observance of the principle of non-
discrimination. The dispute settlement system would also have to be
strengthened. Regarding individual sectors, priority must be attached to
textile trade and to trade deriving from natural resources such as fisheries,
mining and forestry products.
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228. The representative of Czechoslovakia said that the negotiations should
lead to: trade liberalization and expansion; further substantial improvement
in market access conditions; a reinforcement of the basic principles and
objectives of GATT, in particular that of m.f.n. treatment; and assuring the
proper and more efficient functioning of the multilateral trading system.
Trade liberalization and improvement of market access should be as broad as
possible in terms of both products and measures. It should cover both tariff
and non-tariff barriers and in particular quantitative restrictions.
Reinforcement of GATT principles and objectives should be directed at both the
realization of existing obligations and commitments and the reversal of the
erosion of GATT rules and principles. The efficient functioning of the
multilateral system should, inter alia, ensure effective protection and
enforcement of the rights of contracting parties. These overall objectives of
the new round should not be viewed in isolation from the objectives of the
General Agreement, which fully retained their validity. The objectives should
outline the precise perspectives and goals for the new round and make the
trading system more credible and efficient without changing GATT's basic
structure.

229. The representative of Japan said that the negotiations should aim at the
expansion and ever-greater liberalization of world trade - thereby promoting
structural adjustment in each country, achieving greater world economic
prosperity, and improving the standard of living and welfare of the people of
the world. These objectives could be achieved, inter alia, through:
improvement in and strengthening of GATT rules with a view to reinforcing the
free, non-discriminatory multilateral trading system; further reduction and
elimination of trade barriers; improvement in the trade environment for the
developing countries; response of the General Agreement to the new issues in
the changing world economic and trade structures. The institution of the GATT
should also be reinforced as the foundation for the achievement of these
objectives.

230. The representative of the United States said that his delegation had
identified four major types of objectives that appeared to underlie the
opinions expressed by many Contracting Parties about the perilous state of the
multilateral trade system and the ways in which it might be preserved and
strengthened by a new round. First, negotiations were needed to strengthen
and restore confidence in GATT as an institution relevant to the problems of
the current trading environment and capable of dealing with those of the
future as they arose. His delegation thus agreed on the need to restore
credibility to the multilateral trading system based on the General Agreement,
as stated by the developing countries in document L/5818, and on the need to
evolve an international trading system from the new round which would enhance
economic growth and trade potentials in the 21st century, as stated by the
ASEAN countries during the Special Session. Secondly, negotiations were
needed to resist protectionism and eliminate protectionist measures now in
place; a continuing process of trade liberalization and better guarantees of
secure access to foreign markets would help resist the protectionist pressures
which were evident to varying degrees in all Contracting Parties. In this
context, the US believed that contracting parties should not seek to improve
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their negotiating positions by increasing levels of protection or trade-
distorting measures during the negotiations and agreed with the statement made
by the Nordic countries at the Special Session last September that strict
observance of the standstill commitment and the implementation of the rollback
commitment would enhance the process and would make the new round more
credible. Thirdly, the rules of the system must be strengthened and expanded
to ensure its continued relevance and credibility. He agreed with the
representative of Australia that the GATT rules must address changes which had
already occurred in the world economy and anticipated those to come. Under
the rubric of strengthening the rules would be included the strengthening of
the existing deficient rules on, for example, safeguards and agriculture, and
would also include the increasingly important issues of services, investment,
and protection of intellectual property rights. Finally, trade liberalization
should lead to growth for ail countries. This had been a fundamental
objective of the GATT since its inception, and was recognised in its preamble.
While these concepts could be organised in a number of ways, his delegation
hoped for a concise statement of objectives emphasising the common intention
to strengthen the multilateral trading system as the best means to meet the
urgent challenges being faced today.

231. The representative of Yugoslavia said that the main objective of in the
new round should be the preservation and strengthening of the GATT system in
the interests of all contracting parties. The special position of developing
countries should also be taken into account. The system should effectively
contribute to tne expansion of international trade through the elimination of
protectionism and discrimination, improved market access and further
liberalization of trade in goods. Bearing in mind the interrelationship
between trade, monetary and financial problems and the fact that the
strengthening of the multilateral trading system alone could not achieve the
above mentioned objectives, Yugoslavia favoured parallel actions, particularly
in the areas of money, finance and commodities. To ensure sustained general
growth and development, and in particular the accelerated development of
developing countries, an important objective of the negotiations must be to
secure additional advantages for developing countries in international trade
and a more balanced distribution of advantages from trade expansion. The
developing countries should substantially increase their export earnings in
order to be able to accelerate their economic growth and development and to
service their debts.

232. The representative of Brazil said that the exercise undertaken in the
Senior Officials' Group and in the Preparatory Committee so far had led to an
extensive examination of the issues placed before contracting parties within
the perspective of a renewed liberalization effort through multilateral trade
negotiations. The Preparatory Committee had chosen to look first into the
subject matter of possible multilateral trade negotiations before considering
the general objectives of such an endeavour. The comprehensive debate on
subject matter had occasionally pointed, however, to some aspects of the
present world trade scenario which in fact bore relevance to a discussion on
the objectives of a future trade round in GATT, notably in the debate on
standstill, rollback, safeguards and treatment of developing countries, and in
the discussions on the question of structural adjustment, among others.
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Brazil now wished to synthesize elements touched upon in its previous
statements and to present a view of what the aims of a joint undertaking by
contracting parties in the present world trade environment should be. Under
the topic "treatment of developing countries" Brazil had briefly considered
the results of the Tokyo round and the state of world relations since then
from a developing country perspective. It was important that contracting
parties undertake a critical assessment of the results of the last round of
trade negotiations and subsequent developments in the international trading
system - not to minimize the achievements of GATT in liberalizing trade and
strengthening the multilateral trading system - but to learn from experience
and to channel efforts towards tasks which would effectively bring
improvements from which all should benefit.

A concern in this context, widely shared by other contracting parties,
stemmed from the fact that while trade barriers (primarily tariffs) were being
liberalized and new trade disciplines were being introduced in the wake of the
Tokyo round, a parallel and contrary process entailing a serious erosion of
the GATT was taking place. Notwithstanding improvements in the performance of
major market economies in general, trade restrictive actions and pressures for
protectionist measures had not decreased, and the tendency towards managed
trade through a variety of mechanisms remained uncontrolled. The increased
complexity of GATT had not necessarily promoted a greater degree of equity, as
was testified by the persistence of discriminatory practices in sectors of
vital importance to developing countries. Moreover, it had been pointed out
that some Codes originally intended to act as antidotes to unfair trade
practices were being resorted to in a protectionist manner as unfair as the
measures they were intended to offset. This overall picture had led Brazil to
raise some questions in connection with the Committee's discussions on
structural adjustment and trade in textiles.

It was a matter for serious reflection for developing contracting parties
whether a new all-encompassing multilateral round of trade negotiations would
deserve their support in the absence of clear indications that discrimination
against their exports would end, or that they would not be unduly restricted
either through mechanisms unforeseen by GATT or through a misuse of GATT. A
further matter for reflection would be whether to add yet greater complexity
to the legal framework and create new disciplines when the existing rules were
being either misused or disregarded. It must also be seriously asked whether
further liberalization efforts could have any significance when the degree of
liberalization attained in earlier rounds was being threatened by difficulty
in reaching agreement on a reliable and effective safeguard clause. His
delegation had thus concluded that the objectives of future efforts in GATT
must be to ensure an effective and verifiable halt in the process of erosion
of the multilateral trading system. A firm, credible commitment to standstill
would help, but would need to be reinforced by a systematic effort to
dismantle, independently of any negotiations, restrictive trade measures
presently in place which did not find legal justification under any existing
GATT provision. The third element in attaining the objective of a return to
GATT, as a step in achieving liberalization and a strengthened trading system,
would be the negotiation of a safeguards agreement capable of assuring that
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recent tendencies towards managed trade would be replaced by the actual
application of GATT principles, particularly the most-favoured-nation clause,
to all areas of trade in goods. Objectives must be adapted to reality.
Contracting parties should not shy away from a realistic diagnosis of the ills
of the present environment but should commit themselves to restoring GATT as
the effective instrument for trade relations among contracting parties that it
should be. Without a commitment to standstill and rollback and an agreement
on the safeguards problem, efforts towards liberalization might not produce
quantifiable gains for contracting parties. Without such commitments the
necessary confidence in the multilateral trading system might not be
sufficiently strong for attempts at devising new obligations under GATT to
appear credible or useful.

233. The representative of Zaire said that while the new round must serve the
needs of all contracting parties, its primary objective should be to end the
asymmetrical trading relations between developed and developing countries. In
the light of the present unfavourable economic climate, developing countries
must benefit from special and differential treatment in the negotiations,
which must also contribute to the implementation of the 1982 Ministerial Work
Programme. The commitment of the contracting parties to a standstill and
rollback would be the first demonstration of the political will necessary to
transform the economic environment. The negotiations must not only expand
international trade but also reinforce the credibility of the multilateral
trading system.

234. The representative of Pakistan said that the objectives of any
negotiations in the GATT could not differ from those of the General Agreement
itself. The overall objective of a new round should be the expansion and
liberalization of world trade through the elimination or reduction of trade
barriers. The new round should improve and strengthen the GATT trading system
for the benefit of all contracting parties. Despite Part IV of the GATT and
the earlier rounds of trade negotiations, developing countries had not really
benefited from the expansion and liberalization of trade brought about by
GATT. The gap between standards of living in developed and developing
countries had not narrowed, but widened; countries had remained in the early
stages of development; the share of developing countries in world trade was
still very small; the prices of their commodities were declining and they
faced acute balance-of-payments problems and heavy debt burdens. Developing
countries hoped that the new round would make the trading system more respon-
sive to their needs as well as more stable, predictable and equitable.
Therefore, one of the foremost objectives of a new round should be the rapid
promotion of trade and development of developing countries. The new round
should aim at accelerating the expansion of exports of developing countries
through the total elimination of barriers facing these exports in different
markets. Since the developing countries would continue to need special and
differential treatment, negotiations should strengthen and reinforce the
existing relevant provisions and elaborate similar provisions in other areas.
The specific objectives of the new round should include: a substantial
reduction of high tariffs, particularly those facing exports of developing
countries, and especially tariffs on textiles and clothing; complete duty-
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free and quota-free entry for tropical products in developed countries;
elimination of quantitative restrictions inconsistent with GATT and parti-
cularly those affecting exports of developing countries, a comprehensive,
legally-binding understanding on safeguards based on the MFN principle;
meaningful liberalization in agriculture by bringing it fully into the multi-
lateral trading system; and improvement and modernization of certain GATT
rules, for example those on subsidies.

235. The representative of Egypt said that the objectives of the new round had
already been set out in the GATT Work Programme established in the Ministerial
Declaration of 1982. His delegation confirmed its views, which had been
expressed in the Senior Officials' Group, as well as those stated in asso-
ciation with other developing countries in documents L75744 and L/5818.
Solutions for the problems identified in those documents should form the main
areas which the new round should address. In addition, the new round should
aim at reversing the increasing trend towards protectionism; strengthening
and restoring confidence in the GATT system through further reinforcement of
its rules; and increasing market access for the exports of developing
countries to give them a better chance to remedy severe trade deficits.

236. The representative of Peru said her main objectives of the General
Agreement remained valid. Under the present circumstances, it was essential
not only to liberalize trade, but also to strengthen the multilateral trading
system and the disciplines incorporated in the General Agreement. An under-
taking in the areas of standstill and progressive rollback of trade barriers
was necessary to restore confidence and credibility in the system as well as
in the new round, and should lead to freer and more equitable trade for all
contracting parties. In addition, differential and more favourable treatment
in favour of the developing countries must be strengthened to help promote
substantial development of their trade to enable them to reimburse their
debts.

237. The representative of Nigeria said his delegation continued to subscribe
to the views expressed by developing contracting parties in document L/5818.
The new round must restore symmetry in trading relations between developed and
developing countries, and achieve genuine trade liberalization within the
framework of the multilateral trading system based on the General Agreement.
A starting point in attaining these essential objectives would be for major
contracting parties to reaffirm, in advance of the actual negotiations,
commitments already undertaken. The agenda for actual negotiations should
focus on issues and areas on which the contracting parties shared the widest
consensus. Priority should be given to traditional themes of the General
Agreement. Discussions should be geared towards achieving accelerated
progress on such long-outstanding issues as tropical products, textiles and
agriculture as well as dismantling trade-distorting measures in violation of
the General Agreement. In addition, contracting parties must make a political
commitment to effectively end the continuing violation of the GATT system. An
effective monitoring and surveillance mechanism should also result from the
negotiations. In order to ensure maximum participation of all contracting
parties, the negotiations should encompass a manageable number of subjects,
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including, in addition to agriculture, manufactured and semi-processed goods
and other resource products. The new round should also guarantee market
access to the exports of developing contracting parties and ensure equitable
prices for those products. The techniques and modalities for the negotiations
should be designed to the fullest extent possible to permit quantification of
the application of GATT provisions and special and more favourable treatment
for developing countries. The new round should also attempt to bring into
reality the provisions of Part IV of the General Agreement.

238. The representative of Uruguay agreed with the representative of Pakistan
that the global objectives of a possible new round could not diverge from
those of GATT. Thus the broadest objective of a future round would be to
improve the standard of living and well-being of peoples by means of trade
liberalization through progressive dismantling of obstacles to trade and
improvement of the multilateral trading system. Compliance with previous GATT
undertakings, specifically standstill and rollback commitments, constituted
prerequisites for, rather than objectives of, any negotiation. While his
delegation saw standstill as a non-negotiable precondition for a new round,
"rollback" needed to be defined concretely, with very specific deadlines on
specific measures. This would be the subject of consultation prior to the
negotiations and would be strictly supervised throughout the negotiation. A
second general objective was the strengthening of, and compliance with, the
principles and rules of the General Agreement. This was necessary to restore
credibility to the system and to ensure that newly negotiated concessions
would be respected. A third important objective was to improve the situation
of developing countries. This would entail substantially improved access to
world markets for their exports and a very significant increase in these
exports so that they might successfully manage their foreign debt, while
maintaining growth rates consistent with stability and their development and
internal security needs. Finally, keeping in mind the overall objectives,
specific objectives would have to be developed for a number of items,
including, for example, agriculture, tropical products and subsidies.

239. The representative of Canada said his delegation had set out its initial
views on objectives for the new round last July, during the Senior Officials'
Group and throughout the work of the Preparatory Committee. He agreed that
there was a considerable degree of convergence beginning to emerge on the
objectives for the negotiations. In order to set the overall objectives in a
broad context and make them understandable and relevant to those with an
interest and stake in the trading system, his delegation suggested that the
overall objectives be grouped around the following six major headings:
economic growth and structural adjustment; trade expansion and
liberalization; stability of the trading and investment environment;
strengthening and updating the multilateral trading system; enhancing the
trading prospects for all participants; and improving the balance of rights
and obligations under GATT including, for instance, in agriculture.
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240. The representative of Sweden on behalf of the Nordic countries said the
envisaged new round was a basic element in efforts to maintain and reinforce
the multilateral trading system. It would strengthen the credibility of the
multilateral trading system, and thus would help governments to resist pro-
tectionist pressures. A general and overriding objective for the new round
should be to ensure that international trade could play its proper rôle as an
engine of economic growth, and to promote structural adjustment. The more
specific aims of the negotiations should be to: promote further trade
liberalization, taking into consideration the legitimate interests of all
countries; strengthen and further develop the rules and provisions of the
multilateral trading system; and adapt the GATT system to emerging and new
trade issues.

241. The representative of Nicaragua said that his country's position
concerning the objectives of a new round had already been set out. He also
supported document L/5818. One of the main objectives of the new round would
be to make world trade more dynamic by strengthening the multilateral trade
system, liberalizing access to markets and improving and increasing the
participation of developing countries in world trade. A strengthening of GATT
machinery should precede the negotiations and should be accomplished by
bringing about compliance with the undertakings relative to standstill and
rolLback contained in paragraphs 7(i) and 7(ii) of the 1982 Ministerial
Declaration. He agreed with Uruguay that these issues were not negotiable but
were technical conditions for the new round.

242. The representative of Australia said that the overall objective of the
negotiations should be trade liberalization for all participants. However,
different types of problems impeding liberalization would require different
approaches: for example, a bilateral offer/request approach would be appro-
priate for negotiations on tariffs while a multilateral approach would be
appropriate for negotiating multilateral solutions to major obstacles
restricting and distorting trade. Measures to be negotiated would include:
subsidies; other non-tariff measures; the "special" rules for sectors like
agriculture, textiles and tropical products (including waivers and
derogations); the abuse or avoidance of safeguard rules; and dispute
settlement mechanisms which could be frustrated by the disputants.
Contracting parties should commit themselves to a fixed time-frame within
which these obstacles would be eliminated. He cautioned that while some
contracting parties had cited "the expansion of trade" as an objective of the
new round, this objective could be achieved by measures which did not
liberalize trade. His delegation hoped and expected however that trade
liberalization would inevitably lead to an expansion of world trade.

243. The representative of Austria said that the main objective of the new
round was to implement the basic objectives established in the preamble of the
GATT, which still remained relevant. The new round must therefore revitalize
GATT and maintain and strengthen the open multilateral trading system.
Further, the new round must examine: whether the present GATT rules were
capable of responding to the changes in the international trading environment
which had transpired since GATT was established; to what extent certain
existing rules might require adaptation; or whether new rules were necessary.
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244. The representative of New Zealand distinguished between two categories of
objectives for the negotiations, i.e. general objectives, or goals which would
apply across the board and form the basis of the negotiations; and specific
objectives which would be consistent with and develop the overall objectives
with somewhat greater precision. In the context of the present discussion,
objectives concerned the overarching principles that might guide the negotia-
tion. In developing the views that his delegation had put forward in document
L/5831, he identified the following eight basic categories around which
specific negotiating objectives could be grouped: increasing market access;
reducing trade distortions; strengthening the security and stability of
expectations; reasserting the principle of non-discrimination; eliminating
areas of inequitable treatment of sectors; promoting structural adjustment;
meeting growth and development needs; and enabling the GATT to respond to new
developments in international transactions.

245. The representative of India agreed with previous speakers that the
objectives of the General Agreement itself, as well as those contained in the
1982 Ministerial Declaration, were adequate to cover the possible objectives
for a new round. He questioned whether the preparatory process would generate
the necessary political will to halt and reverse the trend to protectionism
and the tendency to seek solutions outside GATT rules, and to restore and
strengthen the GATT rules and the credibility of the system. His delegation
was more interested in concrete and meaningful action such as, for example,
ensuring predictable, stable and improved market access for the exports of
developing countries. Document L/5744 had said that, for developing countries
and for smaller trading nations, a system based on multilaterally agreed rules
provided the best insurance against arbitrary and unilateral action. There
was therefore a need to ensure commitment to the multilateral trading system
and the avoidance of such arbitrary and unilateral solutions. He re-
emphasized the importance of the confidence-building measures enumerated in
document L/5818, namely credible commitments on standstill, rollback and
safeguards and action in areas of particular interest to developing countries.

246. The Chairman noted the numerous references to the convergence of views
concerning the objectives of a new round and said that the secretariat would
attempt to bring these points together in a note. The end of the discussion
on the objectives of the new round also constituted the end of the first phase
of the Committee's proceedings.

ADDITIONAL SUBJECTS

247. The Chairman invited delegations to raise any additional matters which
they wished the Preparatory Committee to consider.

248. The representative of the United States said that his authorities wanted
the Preparatory Committee to address as an additional item the subject of
worker rights. He said that questions relating to international labour
standards or worker rights were relevant to many of the issues the Committee
had so far discussed, such as safeguards and structural adjustment. There had
been growing concern in the United States that competitive advantage in trade



PREP.COM(86) SR/4
Page 81

sometimes derived from repressing the rights of workers. Examples of this
which had been cited were the failure of some countries to afford to their
labour forces internationally recognized worker rights, such as freedom of
association, and the right to organize and bargain collectively. The United
States congress had added worker rights criteria to legislation covering the
Carribean Basin Initiative, the Generalized System of Preferences ar.d the
Overseas Private Investment Corporation. While not being wedded to any
particular approach, the United States believed that worker rights should be
considered in the new round in some way. This could be done, for example, by
incorporating worker rights into the discussion of other issues such as
safeguards, or by setting up a working party to examine the relationship
between labour standards, GATT Articles and Codes, and international trade.
GATT rules presently allowed trade to take place under any labour conditions
no matter how repressive they were. Countries at every level of development
should be able to provide their workers with certain rights. Trade based on
the denial of worker rights did not benefit workers in either exporting or
importing countries. The United States did not intend to impose its wage
standards on the rest of the world, nor to deny the legitimate comparative
advantage of developing countries. Rather, the United States sought to ensure
that trade expansion was not an end in itself, and that it benefited all
workers in all countries and contributed to the basic objectives of the GATT.

249. The representative of India recalled that in the course of the
discussions on natural resource products his delegation had reserved the right
to raise the subject of commodity prices and price stabilization. He noted
that this question had been addressed under Part IV of the General Agreement
but little had been done to fulfil the commitments undertaken in Part IV. The
question of commodity price stabilization had assumed particular significance
in recent times and it was necessary to examine how the GATT could con-
structively address this problem. One way of doing this would be to focus on
the problem of commodity price stabilization in the context of the commitment
contained in Part IV. In this manner, the subject could be treated
separately. The relevant areas very much within the competence and experience
of GATT came to mind in this context. These were subsidies and tariff
escalation. Subsidies had affected the prices of commodities adversely and
action in this matter could ensure more stable and remunerative prices for
producers. The problem of tariff escalation had traditionally been examined
simply as a tariff question or else in a sectoral context. From the
perspective of Part IV commitments, however, tariff escalation was also
relevant to commodity price stabilization and to the need to ensure that
export earnings from commodities in their processed and semi-processed forms
were remunerative to producers, particularly from developing countries. In
this light of these considerations, his delegation wished to include this
subject in the discussions of the Preparatory Committee and in the
recommendations to Ministers.

250. The representative of the European Communities said that time was needed
for consultations before fully responding to India's proposal. He noted,
however, that this problem had been raised at the 1982 Ministerial meeting by
the Côte d'Ivoire and subsequently discussed in the Committee on Trade and
Development. In that context, the Communities had referred to the work that
was being done in UNCTAD on the question of commodity price stabilization. He
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said that even if he did not agree fully with the manner in which the problem
was formulated, he acknowledged that there was a problem which warranted
discussion. It was important, however, to ensure that these matters were not
addressed in one international institution in a manner which undermined the
efforts of another.

251. The representative of Uruguay said that an important part of the solution
to the problem of commodity prices was to be found in the elimination of
protectionist measures, which were artificially shrinking the markets for
these products. While agreeing with the European Communities that the com-
petence of UNCTAD should not be infringed, this problem should be examined in
greater detail. His delegation would, in the meantime, keep an open mind on
how the matter should be addressed.

252. The representative of New Zealand said that it was not only developing
countries that were suffering from problems in the commodities area, and from
problems of subsidies and tariff escalation. These problems certainly needed
to be tackled in the new round, but they could not be solved purely in terms
of Part IV. It was necessary to reflect on where commodity problems should be
tackled in the new round, since they cropped up in many areas, including
agriculture, tropical products, and natural resource products.

253. The representative of Chile said that India's proposal deserved further
discussion and analysis. Chile had always maintained that all issues
involving trade could and should be discussed in the GATT.

254. The representative of Zaïre said that there was no reason why GATT should
not examine the trade aspects of commodity problems, and it was clear that the
questions of price stabilization was linked to the conditions of trade.
Moreover, the drop in the real price of commodities had brought about balance-
of-payments problems and impaired the development plans of developing
countries. Since it was the same governments talking to each other in
different international institutions, there was no need to impair the possi-
bility of effective action on this very important matter by being excessively
concerned about institutional competence.

255. The representative of Australia said that the list of subjects for
consideration by the Preparatory Committee was a comprehensive one incorporat-
ing all requests from contracting parties. Therefore the discussion of
India's proposal at this juncture concerned its substance and not its addition
te the list. The proposal merited careful consideration and clearly related
to a number of areas before the Committee. He said he might have some reserv-
ations about the need for stabilization arrangements, but it was clear that
some key commodity prices were not higher because trade was not allowed to
take place in the way which it should.

256. The representative of Gabon said that price stabilization for commodities
was a very important issue, in particular for developing countries. For this
reason, the Indian proposal merited careful consideration.
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257. The representative of Brazil said that the problem raised by India was a
very important one for developing contracting parties, as well as for a number
of other contracting parties. He said that his delegation would like to have
another discussion on this issue after further reflection.

258. The representative of Côte d'Ivoire said that a number of problems which
were not of GATT competence had been raised. As far as the commodity price
stabilization problem was concerned, the GATT could stimulate and encourage
other organizations which were dealing with the issue.

259. The representative of Ghana supported the retention of this item on the
Committee's agenda. Further discussions would clarify the issues involved and
make it possible to determine whether GATT's further consideration of the
matter would lead to a duplication of work being undertaken elsewhere.

260. The representative of the European Communities said that the Communities
recognized this problem and had more or less permanent discussions and con-
sultations on commodity price issues with the Lomé Convention countries. He
recalled that when the Tokyo Round was launched in 1973 one of the objectives
stated was to bring additional benefits to the trade of developing countries,
including, where appropriate, through measures designed to obtain stable,
equitable and remunerative prices for primary products. In his earlier
intervention, he had stated that he needed to consult his own authorities
before taking a position on this matter, adding that although he was favour-
ably disposed towards the proposal in the first instance, it was necessary to
proceed cautiously in the matter of the competence of different international
institutions.

261. The representative of Malaysia expressed appreciation for the intro-
duction by India of this very important subject into the Committee's dis-
cussions. In the present situation of extremely depressed commodity prices,
and in view of the important rôle that commodities played in the Malaysian
economy, he wished this subject to be examined further by the Committee.

262. The representative of India said it was unnecessary to dwell upon the
urgency of the commodity problem. It was a matter of extreme importance for a
large number of contracting parties. Article XXXVI of the General Agreement
provided a clear basis for considering the matter in the GATT along the lines
previously suggested. He said that concern for initiatives and work in UNCTAD
was always uppermost in his mind and that he valued the contribution that
UNCTAD had made over the years. It was certainly not his intention to pre-
empt or reduce the significance of initiatives taken in UNCTAD, but there were
certain issues which were within the competence of GATT, particularly in the
areas of subsidies and tariff escalation. The focus of attention should be in
terms of paragraphs 4 and 5 of Article XXXVI. He suggested that the Committee
on Trade and Development might be the appropriate forum in which to discuss
this matter, and such discussions and any conclusions could then be fed back
into the GATT.
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263. The representative of Nigeria said that this was a very important subject
that deserved the attention of the Committee. He fully supported the proposal
made by India. The recent developments in the oil market had clearly illus-
trated the importance of commodity prices to a country like Nigeria.

264. The representative of Switzerland said that there seemed to be a general
feeling that the forthcoming negotiations should deal with all problems that
were relevant to trade. This was a good sign, since each party had the right
to seek the inclusion of any sub-ect relevant to trade in the negotiations.
By extension, it was inconsistent for contracting parties to support the
inclusion of only those topics which interested them and to refuse to deal
with others because they were not related to their own immediate interests.

265. The Chairman said that before the next meeting the secretariat would
circulate papers on safeguards, agriculture, tropical products, treatment of
developing countries, quantitative restrictions and other non-tariff measures,
and structural adjustment in order to facilitate the Committee's further
discussion of these matters. He also encouraged delegations to submit
contributions on any subjects. In addition, the secretariat would try its
hand at producing ideas for the outline of a draft Ministerial Declaration.
At the suggestion of some delegations, Committee members wishing to make an
assessment or overview of the Committee's work so far would be invited to do
so at the beginning of the next meeting. In regard to the question of the
venue of the Ministerial Meeting, he said that informal consultations were
still taking place.


