GENERAL AGREEMENT ON RESTRICTED

L/6503
24 May 1989

TARIFFS AND TRADE Limited Distribution

1. In Pebruary and March 1988, the United States and the Repudblic of
Korea held Article XXIII:l consultations concerning Korea's beef impore
rvestrictions. These consultations did not lead to a mutually satiefactory
solution. The United States therefore requested the Council to esteblish a
panel to examine the matter (L/§318).

2. At ite meeting on & May 1908, the Council agreed to estadlish a penel
and authorised ite Chairman to designate the chairman and membere of the
Panel in consultation with the parties concerned. Jurthermore, since at
the same Council mesting another pansl concerning the same subject matter
vas set up st the request of Australia, it wae decided that the Council
Chalrman would consult with the parties to the two Panels and with the
secretariat concerning the appropriate adminietrative arcvangemente
(C/M/220, item 3). Australia, Argentina, Canada, the REuropean Cosmunity,
New lesland and Uruguay esch reserved their right to make s submiseion to
the Panel. -

3. The following terms of reference were agreed upon:

*To examine, in the light of the relevant GAT?Y provieions, the matter
reforred to the CONTRACYING PARTIES by the United States in document
L/6316 and to make such findinge as will assist the CONTRACTING
PARTIES in making the cecommendations or in giving the rulinge as
provided for in Article XXIIl:2.*®

4. In consultations among the parties it wae agreed that both the United
States/Xorean Panel and the Australien/Koresa Panel would have the seme
composition®, as followe:

Chairman: Hr. Chew Tail $o00

Hembere: Hs. Yvonne Choi
Mr. Plotr Preydberg

.utor. it was agreed that the Nev 2ealand/Korean Panel on the same
subject would aleo have the same composition.
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S. The Panel met with the parties on 28 November 1988 and on

20 January 1989, It received thicrd country submiesions trom Australia,
Canads and New lealand. Their views are susmaricsed below in

paragraphs 102-110. The Panel submitted its report on the dispute to the
parties on 235 April 1989.

PROCEDURAL QUESTIONS

6. In fte first submission to the Panel, the Republic of Korea argued
that the complaint had been Improperly brought under Article XXIII of the
GATT and that, therefore, the Panel should declare it Inadmissihle. Korea
requested that the Panel rule on the fssue of admiesibility prior to
considering the mecits of the complaint.

7. Kores put forvard the folloving arguments for its tequest: elnce its
accesvion to the GATT, Korea had applied restrictions on beef, among other
products, under Article XVI11:8. Xorea hed regulacly held consultations
sbout these restrictions pursuant to Article XVIIL:i12(b), under the segle
of the GATT's Balance-of-Payments Committee. The most recent report of
this Cosmittee vas losued ss BOP/R/17]1 (1987). A nev round of
consultations ves schaduled to take place in June 1989.

§. Korea slso argued that the Ceneral Agreement made specific provision
tor a complaint procedure in Article XVII1:12(d) if, despite the
sultilateral surveillance exerclioed pucsuant 1o other provisions of
fection B of Article XVIL1, & contracting perty vanted to challenge the
consistency of restrictions that had been applied under this Section.

9. Korea further noted that the compleint procedures of

Article XVIIL1i12(d) and Article XXI11l differed in several fmportent
cespects. Por example. undec Acticle XVIII112(d), the complainant had to
make o prims facie shoving thst the disputed restrictions were [nconsistent
vith the provisions of Article XVIII:iB. On the other hand, Article XXII1
merely required & shoving of nullificetion or impairment of benelits of the
complainant, vhich vas not dependent on & showving of Inconsietencies with
the Cenersl Agreement. There were valid reasons for these differences.
Vhen countries applied restrictions under Article XVIIIiD and held regular
consultiations concerning these measures with o qualified GATT Committee
that took into account relevant (indings of the International Monetary
Fund, they had o« legitisate expectation that these messures could not
simply be challenged under Lhe reloatively loose requitements of

Article XX1I1 regarding nullification or impalrment. Othervise, the
exercise of multilatecral survelllence pursuant to Article XVIIIiB becane
meaninglese.

10. The Panel decided to make an ismediete ruling on the question of
sdmaissidility ae requested by Kores, valid for both the United Stetes Panel
end for Australis’s Panel, as {ollows:

*Afcer deliberation the Panels ceme to the conclusion that they
clearly have & mandate to examine the mwerits of the ceses in
sccordance with thelr respective terms of reference. The Panels also
found that they cannot accede to the request of the Republic of Koreas.
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the following considerations were taken {nto account by the Panels in
arciving at their conclusione:

{8) AL the OATY Council in May 1988, the United States and Austtalia
requested the establishment of s panel under Article XXIII:2. The
Republic of Korea sgreed to these requests and soked for tvo separate
psnels to be set up. Ae [o customary, the Panels were set up dy the
CATT Council by consensus. The Republic of Kores 1s & party to the
consensus to set up the twvo Panels under Acticle XXIZX1:2.

(b) TYhe terms of velerence given to the Panels, and sgreed to by the
parties as well ss the Councll, require the Panels to examine, In the
light of the relevant GATT provisions, the matter ceferred to the
CONTRACTING PARTIES by the United States In document L/6316, end by
Australis In document L/63)2 respectively, and to make such findinge
48 will sssiet the CONTRACTING PARTIRS in making the recosmendetions
or In giving the culings provided for In Acrticle XX11I:2.

{¢) The terme of reference do not give the Panele suthority to rule
oh the sdmlesibility of the respective claime.*

IACTUAL ASPECTS

11. The case before the Panel concerned messures vaintained by the
Republic of Korea on Importe of beel (CCCN 02.01).

(s) gGenecal

11. Since Ite accesslion in 1967, Roreea hae smaintained balance-of -paymentse
(BOP) measures on various producte. Since that yeer, and to date, Korea's
S0P resteictions have been subject to reguler reviev by the BOP Cosmittee.
During this period, Korea had absndoned or relaxed restrictions on some
products. By 1988, restrictions for vhich Korea claimed BOF cover were
stil] saintalned on 358 lcems, Including beef. 1In 1979, the Korean tectift
on beef was reduced from 23 per cent to 10 per cent and bound et that
level. NKotean beef importe increaved (rom $94 tone (product weight) in \
1976 to 23,316 tone In 198), 42,329 tone in 1982 and 51,313 tons in 1903,
Incressed Deel supplies, due to riving domestic product. . and the higher
level of beef importe, resulted eventually in falling pr.ces on the Xoreen
domestic market and mounting pressures from Koreen beel farmers for
protaction from the adverse effects of beel importe.

13. In October 1984, Rores cessed fssuing tenders for cosmercisl Imports
to the generel market, and in May 1983 orders for importe of high-qualiny
beel for the hotel market sloo ceaved, leading to o virtual stop of
cosmerciel beel imports. These messurev were nelther notifled to, nor
discussed in, the BOP Cosmittee. DJetwveen May 1983 and August 1268, no
cosmerciel lmporte of beel took place. KXores psrtielly reopened i(te market

Ypiguces provided by the Republic of Kores
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in August 1968, permitting up to 14,300 tons (product weight) of beef to be
laported before the end of the year. Por 1989, a quotas of up to
39,000 tonn had been announced.

(d)

14. At the lest meeting of the BOP Cosmittee in December 1987, °‘the
Cosmittee took note with great satisfaction of the improvement [1 the 2
Korean trede and payments situation since the last full consultation®.
*‘The prevalling viev expressed in the Committee vas that the current
situstion snd outlock for the balance of paymente was such that import
testrictions could no longer be justified under Article XVIIliB. The
conditions laid down in pavagraph 9 of Article XVIII for the imposition of
teade resteictions for balance-of-payments purpoeses and the statement
contained In the 1979 Declaration on Trade Measures Teken for

Malence-of -Payments Purposes that °‘restrictive trade messures are in
general an Inefficient means to maintain or restore balance-of-payments
equilibrium’ were aleo recalled. It elso noted that many of the resalning
sesasures vere celated to imports of sgricultural productis or to particulsr
fndustriel sectors, snd recalled the provision of the 1979 Declaration thst
‘testeictive lmport seasurer teken for belence-of-payments purposes should
not be tsken for the purpose of protecting s psrticular industty or
sector’*,

135. Therelore, the BOP Committee *stressed the need to establish s clear
tisetable for the early, progressive removel of Korea's restrictive trade
sdasures maintained for belence-of-payments purposes. It velcomed Xorea's
villingness to undertake snother full consultation with the Cosmittee {n
the first pact of 1989, HNowever, the expectation vas expressed that Kores
would be able In the wesntime to establioh o timetable for Lhe phasing out
of balence:of-payments restrictions, end that Kotes would consider
alternstive OATT justificetions for sny remeining measures, thus obviating
the need for such consultations. The cepresentative of Rores stated thns
he could not prejudge the policy of the anext Covernment in this regatrd’.
Horeover, members of the Commitied had steted that ‘they did not
recessarily enpect Roves to disinvoke Articlie XVIIItD immediately*.

16. Bconomit Indicetors in Korea since its latest BOP consultations showed
e continuation of the favourable economic vituation of the recent past,
RBconomic growth for the peried Jonuary-September 1980 was expected to have
reached 12 per cent as compared to the same peciod in 1987, Terms of trede
improved by 2.3 per cent during the firet nine months of 1988 while
unemployment deopped from & per cent In 1983 to 2.6 per cent for the periovd
January-September 1988. As regards BOP, the current account for the first
nine monthe of 1980 showed & favourable balance of U3$is.) dilllon,
compared to Us$s.9 dillion for the vhole year of 1987. Official reserves
(gross) passed fcrom US$).6 hillion at the end of 1987 (enough to (inance

zthc ieast full consultation before 1987 vas held in November 1984,

’Tho fwll text of the Balance-of-Paynsntas Cosmitiee’s conclusfons §s
eet out In Annex .
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1.1 months of imports) to US$12.3 billion at the end of 1988 (3 months of
fmports). Pinally, the ratio of external debt to GNP decreascd fron‘so per
cent in 1987 to 20.4 per cent for the period Janusry-September 1988.

(¢) Kocean beef production apd imports

17. During the late 1970's and early 1980's, Korea adopted a humber of
policies designed to promote & cattle herd build-up. These messures
included banning the slaughter of all bulls under 330 kg. snd cows of less
than six yeatrs of age. 1In eddition, Kores began to import large quantities
ol beef for domestic consumption. Pinelly, Korea undertook an expansion of
credit to help cattle Farmers build up their herds and provided producer
incentives (3,000 von per head) for female calves. The credit prograsme
ond restrictive slaughter rules led to a sharp increase in imports of live
cattle ond beef. Korean live beef cattle imports increased from 8,138 head
in 1979 to & pesk of 7,706 head in,1983. During this period, Xorean beef
feports aversged 30,330 matric tons™ (product weight).

16. The success of the Rorean programme led to a strong increase in
dolestic cettie numbers. Oftficial Korean statistics showed that the beel
cattle Inventory nearly doubled betwaen 1982 and 198¢. The total beef
inventory Increased from 1,312,000 head on 1 January 1982 to 2,553,000 head
on 1 Januacy 1986. This bulld-up In cattle inventories eventually led to
talling cettle prices. Livestock market prices for Xorean native cattle
(400 kg.) rose to a peak of 1.37 million won per head in Pebruary 1983 and
then began to fall throughout 1984-1988, ov.ntually teaching & low of

0.92 million won per head in Pebruary 1987." The decline in cattle prices
led to ceduced profitabilicy for cattle fearmers.

(d) Korean beef impoct cégime

(1) lmport eystem prior to 1 Julv 1987

19. Prior to 1 July 1987, Kores's beef imports were governed by the
Poreign Trade Transaction Act (as emended) vhich came into force in 1967,
The Porelgn Trade Transaction Act provided, jnter alia. thet the Minister
of Trede and Industry was obliged to publicly notify the classification of
(8) sutosatic approvel import Lfteme; (D) restricted approvel items; and
{¢) prohlbited items. VYor restricted iftems, the Minister wvas required to
lay down procedures controlling their import, including any restrictions on
quantity. These arcangements vere published in & consolideted pudlic
notice (the Export and Import Notice). Meat and edible offals wvere
cleveified in 1967 as restricted items for the purposes of the Poreign
Trade Transaction Act. As restricted products, beef could be imported on
the recommendation of the National Livestouk Cooperatives Federation (NLCF)
subject to the guidelines of the Minfstcy of Agriculture, Porestry end

‘rxgut-u derived from tadles in Annex 1I
sxoronn figuce

‘rlgurou derived from National Livestock Cooperatives Federation
statistice
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Pisheries (MAPP), vhich controlled the quota allocstion. 1If import levels
became too high in relstion to the level of consumption, imports could be
ad justed or suspended.

20. Under the Poreign Trsde Transaction Act, the Republic of Korea handled
beef imports via tvo separate mechanisme. One mechanism wvas concerned vith
imports of beef for general domestic consumption and generally covered more
than 90 per cent of beef imports. These vere administered by the NLCP
vhich vas established in 1981 by the Livestock Cooperative Law. It had the
folloving functions: (a) administration of a Livestock Development Pund
(funded by import levies and direct government contributions) vith a prime
responsidility of providing concessional loans to livestock fatmers;

(b establishment of livestock markets; (c) Intervention in the domestic
market to stabilize prices through the purchase or sale of stocks;

(d) Import operations; (e) supply of farming saterial; (f) macrketing of
livestock products;: (g) general banking business; and (h) extansion
services. The NLCF imported beef for the general market through s tender
system, according to the MAPF's guidelines. Some of the imported beef wvas
processed by the NLCF into packed beef, and some vas released to a privete
entity called Korea Cold Storage Co., at prices lover than those of the
domestic vholessle market in order for the latter to produce packed beef.
The margin between the vholesale ctelesse price and the NICP's costs,
including the purchase price of imported deef, duty snd handling charges,
vas allocated to the Livestock Deve!opment Pund.

21. The second mechanism vas concerned with fmports of high-quality beef
for hotels and wvas handled by the Korean Tourist Hotel Supply Centre
(KTHSC) between 1981 and 1985. The KTHSC, en organization representing
Korea's major tourist hotels, vas established in 1972, under the
Jurisdiciion of the Ministry of Yransportation, to impore goods solely for
tourist hotels. After application from the KTHSC, the Ministry of
Teansportation would forward the demand for beef imports to the MAPP. The
KTHSC paid & levy of 2 per cent of the c.il.f. price of the imported beef to
the NLCP for the Livestock Development Pund. The import operations of the
NLCF were virtually suspended in Octodber 1984 and those of the KTHSC in
May 1908,

(11) current impoct system

22. On 1 July 1987, the Foreign Trade Transactinn Act vas superseded by
the Poreign Trade Act (Lav No. 3893 of 31 Dacember 1986). A new
orgenization was estadlished by the Koresn Government, the Livestock
Products Marketing Organization (LPMO), with effact from 1 August 1988.
This organization administered on an exclusive basis the importation of
beet within the framevork of quantitative restrictions set by the Korean
Covernment. According to its curvent by-laws, as amended on

29 December 1968, the LPMO was to:

- stabilize the prices of livestock products through smooth adjustment
of supply and demand, supporting thereby, and at the same time, both
livestock farmers and consumers; and

= contridute to improving the dalance of payments.



L/6503
Page 7

The main function of the LPMO was the administration of the quota
restrictions set by the government. The LPMO's board of fifteen directurs
included the following representatives:

President (NLCY)

Director.Genevral, Livestock Bureau, MAPP

Chairman, Pusan Livestock Cooperative

Vice-President for Matketing, National Agricultural Cooperative
Pederation

Chairman, Bsekam Agricultural Cooperative

President, National Headquarters for Korea Dietary and Life
Improvement Campaign

Chairman, Korea Dajry and Beef Parmers Association

Professor, Livestuck College, Kunkook University

Research Director for Agricultural Development, Korea Rural Economic
Inotitute

Professor, College of Agriculture, Seoul National University

President, LPHO

Chairman, Tourist Hotel Subcosmittes, Korea Tourism Association

Chairman, Korea Restaurant Association

Chairvoman, Kocea Pederation of Housewives Club

Senfor Vice-President, Rorea Consumers Protection Association

23. Under the current import arrangements, the MAFF sets a maximum import
level on the basis of various criteris such as estimated domestic beef
ptoduction and estimated domestic conswmption. 1In 1988, the LPMO imported
the beef through a system of open tenders and resold a major part of it by
suction to the domestic market.

24. Before reselling the imported beef either through the wholesale
auction system (61.2 per cent of total volume) or directly (36.8 per cent),
for instance to hotels, the LPHO added its costs and a profit margin.
Between August and October 1988, the LPMO imposed an announced base price
under wvhich the meat was not sold at the wvholesale auction. Since October,
no explicit base price had been announced on the understanding thst a
certain base price level had to be respected. After having deducted itvs
overhead, the difference between the import contract price and the suction
pric? (or derived direct ssle price) was paid into the Livestock
Development Pund. This difference varied from one month to another, and
also for different types of beef, but was on average approximately &% per
cent of the contract price in the period August to Novembar 1988.

HALN ARGUMENTS
Genersl

25. The United States arguad that the quotas, import bans, state-trading
monopoly and other restrictions maintained by the Goveri=ent of Korea were
inconsistent with Articles II, X, XI and XIII, and nullifiod or impaired
benefits accruing to the United States within the meaning of Article XXIII
of the General Agreemsnt. The United States therefore requested the Panel
to find that:
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(1) the Korean import ban and quantitative restrictions on baef
imports were inconsistent with GATT Article XI;

(i1) the LPMO import surcharge violated GATT Articles II:1(b) and
IT:4;

(ii1) the existence of the LPMO was a GATT-inconsistent restriction on
trade within the meaning of Article XI;

(iv) the Republic of Korea had failed to satisfy its notification
obligations under Articles X and XIII; and

(v) the Korean restrictions constituted prima facie impairment of
benefits accruing to the United States under the General
Agreement,

The United States further invited the Panel to recommend to the CONTRACTING
PARTIES that Korea take action immediately to eliminate its restrictions on
imports of beef so as to conform with Korea's obligations under the General
Agreement.

26. The Republic of Kores argued that its restrictions on beef imports
wvere covered by the balance-of-payments provisions of Article XVIXI:B and
thus permissible under the General Agreement. Furthermore, the Uritoed
States complaint could not be reviewed under the standards of Article XXIII
in view of the standards and procedures in Article XVIII:12(d).

Article XI:1

27. The United States considered that the Korean import ban and
quantitative restrictions on beef imports violated GATT Article XI:l since
that Article prohibited any contra~ting party from instituting or
maintaining quotas, import or evpo.t licences or other measures to restrict
trade. To the extent that Korea had banned imports of beef through MAFF's
tefusal to issue Import licences, the Korean action was a "prohibition® in
violatisn of Article XI:l. To rhe oxtent that Korea had in the past or
might in the future restrict imports of beef entering under quota, its
actions constituted a GATT-inconsistent "quancitative restriction".

28. The United States also considered that, unless Korea's quantitative
restrictions on beef imports could be justified under an explicit
exception, they were in contravention of Korea's obligations under the
General Agreement. Under GATT practice, it was up to the party invoking an
exception to the General Agreement to demonstrate that it gqualified for
that exception. Accordingly, it would be incumbent on Korea to demonstrate
that its actions fell within some exception tc the general GATT prohibition
on quotas and that each and every requirement of that exception had been
met. The United States believed, however, that Korea could not demonstrate
that its quotas met the requirements of Articles XI:2, XII, XVIII:B or any
other GATT exception. If so, consistent with the aims of GATT, the issue
should be resolved in favour of a recommendation that Korea remove its
quotas on the importation of United States beef.
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29. Korea did not deny that the beef restrictions maintained by Korea were
contrary to the provisions of Article XI but claimed that they were
justified under Article XVIII:B,

30. The United States also argued that the LPMO constituted an import
monopoly controlled by domestic producers and was an *"import restriction®
within the meaning of Article XI. As discussed above, Article XI
proscribed the use of "quotas, import or export licences, or other
measures®. The Interpretative Note ad Articles XI, XII, XIII, XIV, and
XVIII stated that: “Throughout Articles XI, XII, XIII, XIV, and XVIII, the
terms “import restrictions® or "export restrictions" include restrictions
made effective through state-trading operatio.s."”

31. Referring to the findings of the Japanese Agricultural Pane17. the
United States argued that the existence of the LPMO, a monopoly controlled
by domestic producers, represented a serious barrier to trade. If import
monopolies controlled by domestic producers were permitted, any government
could destroy the value of tariff concessions by giving control over
{mports to organizations with an interest in restricting trade. The United
States believed that the LPMO represented a separate and independent
restriction on beef trade in violation of the General Agreement.

32, The United States considered that a state-trading monopoly had to be
set up and implemented in a neutral and objective manner so that decisions
were taken in accordance with *commercial considerations®, as required by
Article XVII. A government could not constitute these monopolies in such a
way as to create clear disincentives to trade. In a situation involving a
producer-controlled monopoly, *commercial considerations® would be presumed
to be secondary to the basic self-interest of the domestic producers in
limiting import competition. The United States believed that there was
lictle prospect of increased trade as long as the LPMO remained. The LPMO
operated in a manner which violated Article XI. The Panel ...ould recommend
to the CONTRACTING PARTIES that Korea eliminate it and refrain from
establishing similar producer-controlled import monopolies in the future.
Any other decision would create clear incentives for governments to set up
such monopolies. The proliferation of such organizations would have
disastrous implications for world trade.

33. Korea replied that the LPMO was not a state-trading monopoly; it did
not decide independently on the quantities of beef which would be imported
into Korea. The restriction levels were determined by the Korean
Government. Purthermore, the United States reference to the Interpretative
Note ad Articles XI, XIX, XIII, XIV and XVIII was mistaken. At first
glance, it was difficult to see what the Note added to the understanding of
a BOP restriction under Article XVIII by including "restrictions made
effective through state-trading operations®. The Note merely said,
according to Korea, tiiat countries with state-trading enterprises could
apply import restrictions just as well as market economy countries for,

7
L/6253

Japan - Restrictions on Imports of Certain Agricultural Products,
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e.g., balance-of-payments reasons, which seemed irrelevant to Korea because
of its market economy status. Korea believed that it was important to
stress that the LPMO mechanism did not represent a separate import
restriction. The LPMO simply had no authority to set or modify
quantitative limitations on beef imports. Nor was the LPMO charged with
making recommendations to the Korean Government on the appropriate level of
imports. Rather, the LPMO administered the importation of beef within the
framework of quantitative restrictions set by the Korean Government. Since
the LPMO was just an implementing mechanism, the LPMO's objectives did not
affect the justification of the Government's restrictions on beef imports.

Article IXY

34. The United States claimed that the LPMO was levying surcharges on
imported beef, which averaged 36 per cent, for the purpose of equalizing
import prices with high domestic prices. After negotiations with the
United States, Korea bound its tariff on meat during the Tokyo Round of
Multilateral Trade Negotiations. The concession was set out in

Schedule LX. By agreement with the United States, Korea reduced its tariff
on meat of bovine animals (0201.01) from 25 per cent to 20 per cent ad
valorem and bound it at that rate. The imposition of surcharges on
imported meat was plainly inconsistent with Article II:1(b).

35. The United States also argued that the LPMO appeared to have as its
purpose, and had taken concrete steps to afford, protection for Korean beef
farmers. As such, it was fundamentally inconsistent with Article II:4.
Article I1:4 barred a contracting party from using import monopolies to
restrict trade or afford protection in excess of & bound tariff concession.
As shown by the Canadian Liquor Boards Panel report, a government-sponsored
import monopoly was not permitted to charge differential mark-ups on
imported goods, much less generalized import surcharges. The imposition of
such mark-ups.constituted additional protection in violation of

Article II:4.” A state-trading organization was limited by Article II:4 to
charging the landed costs, plus transportation, distribution, and other
expenses incident to the purchase, sale or further processing, plus a
reasonable margin of profit. In particular, the margin of profit charged
was limited to a margin that would prevail under normal conditions of
compet&tion and had to be the same on average for domestic and imported
goods.

36. The United States believed that the LPMO's practices fell squarely
within the rule adopted in the Canadian Liquor Boards case. The LPMO was
setting minimum bid prices that involved mark-ups of up to 56 per cent on
United States boxed beef and up to 136 per cent for Australian carcass
beef. These surcharges were far in excess of the "reasonable profits"”
permitted by Article II:4 and nullified or impaired the 20 per cent Tokyo
Round tariff binding negotiated by the United States. In the view of the

8Import. Distribution and Sale of Alcoholic Drinks by Canadian
Provincial Marketing Agencies, L/6304, pp. 45-47

gIdem, page 46
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United States, the clear purpose and intent of the surcharges imposed by
the LPMO was to afford extra protection to Korean beef farmers over and
above the GATT-bound tariff in violation of Article Il:4.

37. Korea replied that the United States reliance on the Canadian Liquor
Board Panel case was misplaced. In that case, the panel was not concerned
with the administration of a GATT-consistent import restriction. Rather
the panel reviewed the import, distribution and sales practices of a
state-trading monopoly that operated independently from any restriction.
Canada did not impose any quantitative restrictione which its liquor boards
were supposed to administer. In respect of beef products, the operation of
the LPMO in no way resulted in surcharges that were far in excess of the
"reasonable profits" permitted by Article II:4.

38. Korea argued that as long as it maintained quantitative restrictions,
justified under Article XVIII:B, these had to be administered. That was to
say, these restrictions had to be allocated among the different suppliers.
With respect to administering restrictions, Article XVIII:B referred to
Article XIII principles to avoid discrimination among foreign suppliers.
Article XIII was not the only standard that a country had to observe when
it imported products which it had subjected to restrictions. The importing
country had to continue to observe its tariff bindings as well, even if it
had GATT justification to subject the products concerned to quantitative
restrictions. Thus, while Article XVIII permitted a country to impose
quantitative restrictions for BOP reasons, it did not make allowance for
surcharges that increased import duties above the level bound in GATT.

This was clearly established by the Working Party that reviewedlshe tariff
surcharge imposed by the United States for BOP reasons in 1971.

39. Furthermore, Korea recalled that virtually all imported beef was
resold through wholesale market auctions or at prices that were equivalent
to or lower than an auction-based price average for imported beef. Korea
argued that the real grievance of the United States was that the
auction-based system operated by the LPMO in buying and reselling imported
beef allowed Korea to capture the "quota rents". Quota rents were the
price increases produced by the quantitative restrictions on imported beef.
The United States mistakenly referred to these price increases as mark-ups
or surcharges. Yet, quota rents simply represented the economic impact of
quantitative restrictions. They did not constitute additional trade
restraints such as surcharges or mark-ups that were impermissible under
Article II. Nothing in the GATT, particularly Article XIII, prevented the
importers (or the foreign suppliers, as the case might be) from collecting
these price increases. Moreover, it had long been recognized that the
auction method was superior to any other in achieving a non-discriminatory
allocation of quota shares, consistent with Article XIII.

40. Consequently, assuming that Korea was entitled to maintain
quantitative restrictions under Article XVIII:B, then the LPMO's
administration of these restrictions was subject to two GATT requirements:

loUnited States Temporary Import Surcharge, BISD 185/213, 223
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first, the LPMO had to administer these consistent with Article XIII;
second, the LPMO could not impose surcharges on beef imports that ecxceeded
Korea's tariff on beef which had been bound pursuant to Article II. These
were the relevant standards, according to Korea, for this Panel’'s review of
the LPMO's operation. Korea explained that quota shares were allocated to
the foreign suppliers who submitted the lowest bid to the tender which the
LPMO had issued. When the successful bidder then exported the beef to
Korea, it was subject to the bound customs duty of 20 per cent. In
addition, 2.5 per cent was levied pursuant to the National Defence Tax Law.
This extra levy was not inconsistent with the GATT because the levy applied
across the board, to foreign and domestic goods alike, and even to the
income of wage earners. No other taxes, levies or charges were applied on
imports of beef. Thus, in Korea's view, the LPMO's operation was also
consistent with Article II. 1In conclusion, because it met the requirements
of both Article II and Article XIXI, the LPMO's operation was consistent
with the General Agreement.

Articles X and XIII

41, The United States argued that the general lack of transparency of the
Korean beef import system violated the provisions of Articles X:1 and
XIII:3(b). In short, under Articles X:1 and XIII:3(b), any contracting
party that introduced import restrictions had to give public notice of the
total value or quantity of the restrictions and publish them promptly so as
to enable governments and traders to become acquainted with them. Korea
failed in its obligaticns under Articles X and XIII by not providing proper
public notice of the import restrictions.

42, Korea submitted that the withdrawal of the intensification measures in
1988, and the import levels established for 1988 and 1989 had been widely
publicized, both in Korea and abroad. Furthermore, the LPMO's tenders,
implementing the quota shares, had been easily filled and no complaint had
been raised by traders about the LPMO's import formalities.

Article XVIII:B

(a) Procedural aspects

43. The Republic of Korea argued that the United States could not
challenge the GATT compatibility of Korea's restrictions under

Article XXIII because of the existence of special review procedures in
Article XVIII:B as well as the actual results of Article XVIII:B reviews
the Balance-of-Payments Committee. Korea referred to a recent panel case
in which the United States had challenged tariff preferences on citrus
fruit granted by the European Community to certain Mediterranean countries
with whom it had concluded free trade agreements., The Community argued in
that case that the United States complaint was inadmissible under

11European Community - Tariff Treatment on Imports of Citrus Products
from Certain Countries in the Mediterranean Region, L/5776,
7 Pebruary 1985. This report was not adopted by the GATT Council.
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Article XXIII., It referred to Article XXIV:7 which, in the Community's
view, represented the exclusive mechanism to review the consistency of the
tariff praferences and the underlying free trade agreements with the GATT.
The panel admitted the United States complaint, but refused to consider its
merits under Article XXIIX:1(a). Instead, the panel reviewed the merits of
the United States complaint exclusively under Article XXIII:1(b), thus
limiting its review to the igssue of "non-violation" nullification oi
impairment. In Korea's opinion, even a "non-violation® nullification or
impairment review of the present United States complaint by the Panel was
not appropriate because contrary to Article XXIV, Article XXIII:B contained
a specific complaint and compensation mechanism in Article XVIII:12(d). If
anything, Article XXIV:7 could only be compared to the consultation
mechanism of Article XVIII:12(b).

44, Referring to the above-mentioned case in which the panel considered
that "the practice, so far followed by the CONTRACTING PARTIES never to use
the procedures of Article XXIII:2 to make recommendations or rulings on the
GATT co patibility of measures subject to special review procedures, was
sound" ™", thus ruling out the consideration of the United States complaint
under paragraph l(a) of Article XXIII, Korea argued that if Article XXIV:?
was deemed a spacial review procedure as in the above-mentioned case,
Article XVIII paragraph 12 a_fortiori set forward such procedures. This
principle was self-evident, according to Korea, If measures were subject
to GATT review, pursuant to special procedures, it made no sense to allow
them to be challenged under Article XXIII as well. Such duplication wasted
the resources of all concerned, in particular those of the GATT bodies
charged with the special review, and of the country whose measures were
being examined. Moreover, to the extent the standards of review under
Article XXIII were different from or less stringent than the standards
applied to the special review procedures, review under Article XXIII
negated the latter.

45. The United States replied that the 1950 GATT Report on °“The Use of
Quantitative Restrictions for Protective and Other Purposes® published in
July 1950 showed unambiguously that the "misuse®” of BOP restrictions could
be challenged under the dispute settlement provisions of Article XXIII.
While the consultation provisions of Article XVIIX:12(d) duplicated to an
extent the consultation and dispute settlement provisions of

Article XXIII:2, this was not unusual, since the GATT frequently provided
multiple avenues for consultations and dispute settlement.

46. The United States considered that the draft Citrus Panel report was
not relevant to the present case and in any case, as interpreted by Korea,
provided an erroneous description of GATT practice. First, the report had
never been adopted and therefore had no legal status in GATT. Second, the
draft report related only to Article XXIV and could not be regarded as an
authoritative interpretation of Articles XII or XVIII:B. 1Indeed, the Panel
had no authority to go beyond the Citrus dispute and interpret other
provisions of GATT. Third, Korea's reading of the report was directly at

1ZIdem. paragraph 4.16
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odds with the clear statement in the 1950 Report on *The Use of
Quantitative Restrictions for Protective and Other Purposes® that misuse of
BOP measures could be brought to dispute settlement °‘under the procedures
laid in the Agreement for the settlement of disputes®. Korea's reading of
the draft Panel report also contradicted a long series of decisions by the
CONTRACTING PARTIES that actions covered by waivers granted under the
"gpecial review procedures® of Article XXV could be challenged under
Article XXIII.

47. 1In response, Korea argued that logic supported the Citrus Panel’'s
finding. If the United States complaint were to be reviewed under the
standards of Article XXIII, this would negate the standards and procedures
of Article XVIII:12(d), and amount to an improper amendment of the General
Agreement.

48, Because Article XXIV contained no specific complaint and compensation
mechanism, Korea argued, it was understandable thut the Citrus Panel saw
some role for Article XXIII. On the other hand, since Article XVIII:B did
contain a specific complaint and compensation mechanism in

Article XVII1:12(d) in addition to the consultation mechanism of

paragraph 12(b), it was possible to distinguish the present case from the
Citrus case. Thus this Panel would be entirely justified to conclude in
the present case that Article XVIII:12(d) not only precluded review of the
GATT compatibility of Kores's restrictions under Article XXIII:l(a), but
also review under the *non-violation® nullification or impairment standards
of Article XXIII:l(b) or (c). In this way, the Panel would respect the
choice made by the drafters of Article XVIIX:12(d), who - with good reason
- subjected complaints about BOP reasors to higher standards than the
standards of Article XXIIl, and who did not include “non-violation®
nullification or impairment standards, comparable to those of

Article XXIII:1(b) or (c), in Article XVIII:12(d). Consequently, in
accordance with the long-standing practice of the CONTRACTING PARTIES, the
United States was not entitled to complain about the possible
inconsistencies of the disputed beef restrictions with provisions of the
General Agreement pursuant to Article XXIII:l(a).

49. The United States argued that despite citing BOP as the ostensible
GATT justification for its beef ban, quotas, and surcharges, Korea appeared
surprisingly reluctant to discuss the merits of the BOP issue and had put
forward a number of procedural obstacles to prevent the Panel from
examining the BOP issuec and the GATT consistency of the trade restrictions.
This reluctance appeared to rest on a (not unfounded) concern about the
cradibilicy of claiming BOP cover in Korea's current situation and the fact
that these measures were taken for protectionisc veasons wholly unrelated
to Korea's strong BOP position. Notwithstanding Korea's current contention
that the provisions of Articles XII and XVIII could not be challenged in
Article XXIII proceedings, the United States believod that the Panel was
required under the agreed turms of reference and GATT precedent to decide
this issue. Korea had taken the position that the Panel could not examine
the BOP issue. It contended that such matters were the exclusive business
of the BOP Comnittee and that the "BOP Committee had continued to authorize
Korea's restrictions on beef imports under Article XVIII:B°. Under the
agreed terms of reference, the Panel had a mandate to examine the beef
import restrictions "in the light of the relevant GATT provisions®. The
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agreed terms of refeience were straightforward and unambiguous. They sald
nothing about excluding certain provisions of GATT, nor did they make any
exception for BOP. Since Articles XII and XVIII were integral parts of the
General Agreement and BOP had been put forward by Korea as a defence, it
necesoarily followed that the Panel had clear suthority to examine the
application of the BOP provisions to this case. Otherwise, the Panel could
noc fulfil its mandate to provide appropriate °*recommandations® to the
CORTRACTING PARTIES.

50. 1In response, Korea contested, first of all, that it had been reluctaut
to discuss the merits of the BOP issue. Korea had fully participated in
the consultations before the BOP Comnittee over the years and was preparing
for s newv round of consultations in June 1989. Korea maintained that these
consultations pursuant to Article XVIIIi12(b), or a complaint pursuant to
Article XVII1:112(d), remained the proper venus to discuss the BOP issue.
Furthermore, Kores argued that the United States wrongly suggested that the
Panel's terms of reference allowed the Panel to ignore the implications of
Article XVIII:112(b) and (d). The CONTRACTING PARTIES did not exclude any
GATT provisions or sub.provision when they adopted the standard terms of
reference.

51. The United Statep also argued that having introduced BOP to this case,
Korea could not object to the Panel's examination of the BOP izsuve on its
merits, or object to a request for relevant IMP advice pursuant to
paragraph (iv) of the Annex to the Understanding Regarding Notltlcutxgg.
Consultation, Dispute Settlement and Surveillance (28 November 1979).

52. According to Korgs, the United States was asking for more than it
bargeined for. Following the request of the United States, the CONTRACTING
PARTIES limited the Panel's terms of reference to revieving Korea's
restrictions on beef imports. The United States fully realized all along
that Kores invoked the cover of Article XVII1 for these restrictions, which
continued to be reviewed by the BOP Cosmittee. Yet it was not possible for
the Panel or the IMP to reviev Korea's balance-of-payments position in
vespect of the restrictions on beef imports in isolation. Any reviev of
Korea's balance of payments would also affect the restrictions on 337 other
products for which Korea claimed BOP cover as well.

53. The United Stetes argued that the CONTRACTING PARTIES had stated
unambiguously that the misuse of BOP measures was actionable under
Article XXII1. 1In 1950, shortly after GATT entered into force, the
CONTRACTING PARTIES had occasion to examine carefully the applicacion of
the BOP provisions of the General Agreement to Article XXIII. At that
time, there was serious concern about the misuse of quotas and other
trade-restrictive messures. These concerns were equally relevant today.
The conclusions of the CONTRACTING PARTIES vere set out in the 19350 Report
‘The Use of Quantitative Restrictions for Protective and Other Commercisl
Purposes®. This report was drafted in the knovledge that quantitative
restrictions had been widely applied by most countries since World War II

138150 268/210
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and that smany countries had used such measures in order to tedress their
external financial position and strengthen their monetary reserves. As
noted in the preface to the report, many quantitative restrictions had
‘remained in force after the need for them has passed avay, and some of the
quantitative restrictions applied for financial reasons may have been
retained to protect domestic producers against foreign competition®. The
report specifically pointed out that quotas had been maintained vhich gave
‘priority to imports of particular products upon the basis of the
competitiveness or non.competitiveness of such importe with a domestic
industry®. 1In other cases, the quotat wvere ‘unressonably smail having
regard to the exchange availablility of the countety concerned and to other
televant factors®.

S¢. The United Stetes further argued that the problems examined by the
CONTRACTING PARTIES in 1930 were clnsely anslogous to those involved in the
present case. The legsl conc.usicns of the report were therefore highly
televant. The CONTRACTING PARTIES suseed up as follows:

‘It appeared to the CONTRACTING PARTIES that insofar as these types of
practices vere in fact carried on for the purposes indicated above and
vere not justified under the provisions of Article XII and X1V
telating to the use of Import restrictions to protect the balance of
payments or under other provisions of the Agreement specifically
permitting the use of import restrictions, they were inconsistent with

the provisions of the Agreement and such misuve of import restrictions

. (ouﬁhalln

added).
By thefr choice of the vord *inconsistent®, the CONTRACTING PARTIES clearly
contemplated that such measures could be challenged under Acrticle XXII1:2
es violetions of the Genersl Agreement pursuant to Article XXIIIil(a).

Thus, the teport directily refuted Korea's claims that purported BOP
arasures could not be challenged in dispute settlement.

33. As concerned the 1930 Vorking Party report, Korea argued that {t
reflected the economic position of the European countries in the years just
afver World War 11. Por various reasons, these developed countries. which
had been heavily aftectad by the var, maintained import or export quotas.
The report disapproved of the use of quantitative restrictions for
protective and other cosmercial reasons, thet is for veasons not justified
under the GATT. The preface of the report {ndicatod that some quantitative
vestrictions remained in force alter the nead for them had disappeared, and
that some of those originally applied for finenclal reasons were retained
to protect domestic producers against foreign competition. Any individual
contracting party wvhich considered that such a situation existed and that
its trade vas harmed thereby should have recourse to the complaint
procedure of the General Agreemunt, according to the working party. The

uThc Use of Quantitative Restrictions for Protective and Other
Purposes, 1950, paragraph 22
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1950 Report, according to Korea, did not examine carefully the application
of the BOP provieions of the Gensral Agreement to Article XXIIL. It merely
said, in the paswage highlighted by the United States, that Lif an import
vestriction was not justified under Article XI1.XIV or under any other GATT
provision, then it shotld be reviewed under the dispute settlement
‘procedures® of the General Agreement. There wvere arguably over thirey
such procedutres in the GATT. The report did not single out Article XXIII:
not did it consider the relationship between Arcicle XXIII and

Article XV11I1:112(d) (or rather Article XI1:14(d), ite corresponding
provision at the time). Korea pointed out as well that the 19350 Report did
not even cite these provisions or any other procedural provisions, while
citing many of the GATT's substantive rules. This report was the first
signal of the problems which the CATY was beginning to experience with
so-called °residual’® restrictions. In 1958, the CONTRACTING PARTIES tried
to solve this problem by providing in advance for a type of waiver (the
*hatd-core wvalver®), vhich would establish & transitional period for the

ad justment of domestic firms to the competitive impact caused by the
elimination of quantitetive restrictions. These restrictions, vhich wvere
no longer justified as 30P measures, became known as °residual”
restrictions.

$¢. Rores further argusd that the problems caused by residual restrictions
grev more serious during the 19350's, and in 1960 the CONTRACTING PARTIES
declded to initiate a thorough inventory of such restrictions maintained by
CATT members. It was then explicitly agreed that the consultation
provisions of Article XXIT and the nullification or impsirment procedures
of Article XXIIX ulghtlgo invoked by contracting partiee affected by
vesidual restrictions. The GATT report in vhich this was established ven
entitled *Procedures for Dealing with New Import Restrictions ’gpllod for
Balance-of -Payments Reasons and Residual Import Restrictions®. this
ceport confirmed that residusl restrictions could be challenged under
Article XXIIY. Residusl restrictions were restrictions vhich a country
applied vo protect its owvn market without invoking a GATT justificetisn.
Most residual restrictions were once msintained under the BOP cuver of
Articles XII or XVIII, but were retained after this cover vas sbandoned.
The conclusions reached in 19350 and 1960 made perfect sense according to
Xorea. No longer subject to the special review procedures of Articles XII
and XVIII, the residual restrictions should be open to challenge under
Article XXIII. Otherwise, they would become sacrosanct. Yet, hovever
senuidble these conclusions were, they did not concern the present case.
Korea's restrictions on beef importe were clearly not residual
restrictions. They had been and were still subject to multilateral reviewv
under Article XVIII:B.

$7. The Unjced States repiied that the 19350 Report was determinative in
the present csse. The report vas sdopted by the CONTRACTING PARTIES as a
binding legel interpretation of the relevant provisions of the GATT. While

1sbam. The GATT: Law and International Economic Organization,
page 165 (1970)

16515p 95/18
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the GATY had been amended since 1950, the BOP review and consultation
procedures and the dispute settlement provisions of Article XXIII had
remained essentially unchanged. 1Indesd, the BOP review and consultation
provisions of Article XVIII:B that were added in 19355 were virtually
identical to those of Article XII and were drawn directly from that
Article. There was nothing in the 19335 negotiating record to suggest that
the CONTRACTING PARTIES intended to limit existing rights to challenge the
misuse of BOP measures under Article XXII1. Consequently, the legal
interpretations set out i{n the report adplied equally to Articles XII and
XVIIXiB.

58. [Kotes argued that this conclusion of the United States rested on &
mistaken assumption. It assumed that the CONTRACTING PARTIES firet
established the principle that measures with BOP cover under Article XII
and subject to the special complaint procedure of Article XIl:4(d) could
nevertheless be challanged under Article XXI1I, vhen they adopted the 1950
Report. According to Korea, the 1950 Report did not estsblish such a
principle.

59. The Unjted Stetes avserted that Korea distinguished the 1950 Report by
srguing that it related to °residual® restrictions involving countries
wvhich had disinvoked Article X1I. Accordingly, Korea contended that the
teport did not apply to Korea which still claimed BOP cover. However, this
argument rested on & major factusl error. It was true that the¢ °residusls*
fosue involved European countries vhich had disinvoked Article XI1I, but
continued to maintain *residusl® import restrictions. In 1950, however,
vhen the CONTRACTING PARTIES made their report, these countries were still
invoking Article X1I, Just as Korea continued to seek to invoke

Artficle XVIIIiB today. Consequently, the 1930 Report showed that

Article XXIII could be applied sgainst a country which was invoking BOP,
but misueing alleged BOP measures, e¢.g., Korea. 1In short, the United
States believed that the Panel had clear authority to review the merits of
Korea's BOP defence.

60. In response, Kores recalled it had not srgued that the 1950 Report
dea.t with reesidua) restrictions, because no country obviously had yet
formally abandoned its BOP cover at that time. Korea had merely indicated
that the 1950 Report signalled the problem which lster came to be known as
resfdual restrictions, e.g., restrictions which were retained by countries
afear BOP cover was no longer available to them. These restrictions could
vell be challenged under Article XXIII, because there was no other remedy
in GATT to do so. Korea reiterated, however, that its be-f restrictions
vere riot °‘residuals® because it still claimed BOP cover for them, and
because these restrictions were still under review by the BOP Committee.
Purthermore, & specific remedy wus available to complainants like the
United States that wanted to cliallenge the GATT justification of these
vrestrictions: Article XVIII:12(d). In addition, Korea srgued that the
United States made a very important concession: by conceding that Korea's
vestrictions were not °‘vesidusl restrictions®, the United States agreed
unambiguously that Korea still had BOP cover. Korea raiterated that the
1950 Report provided no support for the unprecedented initiative of the
United States to remove Korea's BOP cover in an action under Article XXIII,
rather than Article XVIII:12(b) or (d).
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61. The United States ptuvided additional arguments as to why Korea's
reliance on an alleged rule regarding the special review procedures was
misplaced. The CONTRACTING PARTIES had said repeatedly that practices
covered by special roview procedures could be examined under Article XXIII.
Indeed, they made this point specifically with respect to BOP procedures i1
the 19350 Ruport. They had made the same point with respect to other GATT
spacial reviev procedures, including those of Article XVIII.

Article XVII1I:C, for example, provided a procedure whereby a developing
country could seek to deviaste from its GATT obligations in order to assist
the establishment of an industry. Such measures could only be implemented
after notice to, and in some cases, the concurrence of, the CONTRACTING
PARTIES. The 1955 Working Party report on Quantitastive Restrictions
stated:

*The Working Party agreed on the following interpretation which would
apply to paragraph 21 of Article XVIII, but would not in any way
prejudge the interpretation of Article XXIXII in other cases; although
it is understood that the concurrence of the CONTRACTING PARTIES in a
measure under paragraphs 16, 19, or 22, or the fact that the
CONTRACTING PARTIES, as envisaged in paragraph 15 did not request a
contracting party to consult, would not deprive & contracting party
affected by the measure i{n question of its right to lodge a complaint
under Article XXIII, the CONTRACTING PARTIES in assessing the extent
of the impairment of benefit would have to take into consideration all
the facts of the case and, In particular, the terms under which the
benefit was obt!;ntd. including the provisions embodied in

Article XVIII.®

Thus, in Article XVIII:C, vhich was drafted at the same time as the
provisions of Section B, the CONTRACTING PARTIES did not foreclose

Article XXIII rvights for practices concurred in by the CONTRACTING PARTIES.
It followed thar the draft Citrus Panel report was irrelevant here and that
Korea's reliance on its alleged description of GAYT practice was wrong.

62. Referring to the above-mentioned language in the 1955 report, Korea
argued that, at firet glance, this language might seem supportive of the
United States position. Korvs maintained, howvever, that on closer
analysis, it was damaging. Pirst of all, when 1 ad in full, the paragraph
vas quite ambiguous, if not self-contradictory. It could just as well be
read to say that Article XXII1l could only be invoked against Section C
measures in which the CONTRACTING PARTIXS had not concurred. Following
that reading, Korea's beef restrictions could not be challenged under
Article XXIII, because the BOP Committee did recently review Korea's bref
costrictions, among others, and stated, ncigrding to Korea, that it did not
expect Kotea to disinvoke Article XVIII:B,

17BISD 3s/188, parvagraph 63
1851sD 357170, 188 paragraph 63
1980p/R/171, paragraph 9 (1987)
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63. Secondly, Korea argued, assuming nevertheless that this language in
the 19353 Working Party report did envisage the application of Article XXIIX
to measures in wvhich the CONTRACTING PARTIES had concurred, the Working
Party still restricted the use of Article XXIII. It held thut

Article XXIII could not be used simply to challenge the consistency of the
measures in question. Rather, the complaining party could only prevail in
an Article XXI1Y proceeding (and be entitled to compensatory concessione)
if the effects of the measure in which the CONTRACTING PARTIES concurred
proved to be *substantially different® from what could have reasonably been
Eotclocnzat the time thu measure was considered by the CONTRACTING

PARTIES. Following this reasoning in the present case, the United States
complaints under Article XXIIX that Korea's beef restrictions were GATT
incompatible were irrelevant. It would be incumbent on the United States
to show that the effects of rhe restrictions on beef were "gsubstantially
different® than what could have been foreseen when the GATT's BOP Committee
last reviewed them. Korea submitted that it was obvious that the United
States would never be able to make such a showing, if only because the
United States had never challenged the beef restrictions bafore the BOP
Committee.

64. Kores also argued that the statement in the 1955 Report on the
relationship between Article XXIXI and Section C of Article XVIII could not
be transposed to Section B of Article XVIII. The reason was that Section C
did not contain a complaint procedure similar to Article XVIII:12(d) in
Section B. With respect to the 1955 Report, Korea argued finally that this
Report actually supported its position. While not explicitly saying so,
the Report made quite clear that Article XVIII:12(d), rather than

Article XXIII, was the proper remedy to complain about the
GATT-compatibility of BOP restrictions. Korea referred to the following
vecatement in the Report:

*The Working Party sgreed that it would not be desirable to write into
Article XI a procedure for dealing with cases of deviations from the
provisions of that Article as the remady for such cases was already
contained in the provislons of Article XXII and XXIII of the
Agreement® (BISD 35/160, 191, paragraph 74).

The Working Party decided not to include a multilateral review mechanism to
supervise the justification of quantitative restrictions imposed pursuant
to paragraph 2 of Article XI. Accordingly, it felt comfortable with a
challenge of these restrictions under the general procedure of

Article XXIII. On the other hand, the same Working Party incorporated a
multilateral review mechanism (Article XVIXI:12(b)) to supervise the
Justification of quantitative restrictions imposed pursuant to

Article XVIII:B. And while consciously avoiding duplication of dispute
settlement procedures, the Working Party established a separate complaint
procedure to challenge these restrictions, with more difficult standards,
in Article XVIII:1l2(d). Obviously, the Working Party did not envisage that

20800 the closing sentence of paragraph 63 of the 1955 Working Party's
report, BISD 35/188.
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the restrictions reviewed by the BOP Committee under Article XVIIX:il2(b)
could be challenged under the relatively lnose standards of Article XXIII
ag well.

65. Kotea further argued that none of the GATT precedents addressed the
fundamental issus in this case. If the complaint of the United States were
to be reviewed under Article XXIII, no country would ever consider invoking
Article XVIIXI:ic(d). Korea had pointed out thar Article XVIII:12(d) made
it rather difficult for a country to complain about a BOP measure that had
been reviewed by tho BOP Committee. In fact, the reguirements of this
provision were rather more difficult to satisfy for a complaining countty
than the requirements of Article XXIIl. There were good reasons for these
differences. When countries applied restrictions under Article XVIII:B and
held regular consultations concerning these measures with a qualified GATT
committee that took into account the relevant findings of the International
Monetary Fund, they had a legitimate expectation that these measures could
not simply be challenged under the relatively loose requirements of

Article XXIII regarding nullification or impairment. Otherwise, the
exercise of multilateral surveillance became meaningless. Moreover, if the
Panel reviewed the United States complaint under Article XXIII, it agreed
that the United States and any country that wanted to challenge a BOP
measure could choose to ignore Article XVIXX:12(d). This would negate the
procedure of Article XVIII:12(d), and amount to an improper amendment of
the GATT, in violation of Article XXX.

66. Korea could conceive of only one spproach that would not necessarily
put the relationship between Article XXIII and Article XVIII:12(d) at issue
in this case. Por that, the Panel would have to distinguish the 1984/1985
irtensification measures (which were not imposed for BOP reasons but for
beef industry protection reasons) from the original BOP restrictions on
beef imports. Korea did not favour this approach, becauce it believed that
BOP concerns continued to underlie and characterize the restrictions as a
vhole. Yet, Korea was of the view that an alternative approach was
possible, which emphasized that the 1984/1985 intensification measures
themselves ware not motivated by BOP concerns.

67. The United States disagreed with Korea‘s claim thet the 1987 review by
the BOP Committee foreclosed a dispute settlement challenge under

Article XXIII. Review in the BOP Committee under paragraph 12(b) and
dispute settlement under Article XXIII served two separate functions.
Review in the BOP Committee was a prerequisite for the imposition of
otherwise GATT-inconsistent trade restrictions. This review necessarily
focused on broad macrouconomic and trade policy issues and on the
underlying justification for the BOP measures. The BOP Commit%ee did not
examine each and every product subject to restrictions, nor did it engage
in the close and detalled scrutiny available in the dispute settlement
process. Although the United States accepted that the BOP Committee cnuld
choose to examine individual measures in the semi-annual reviews, detailed
review of each restricted item would mean that BOP consultations would take
years. This protracted review would be a waste of time and would undercut
the functions of the semi-annual review. The United States disagreed with
Korea's argument that use of Article XXIII to review the GATT-consistency
of a purported BOP measures was inconsistent with BOP Committee review
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under Articles XII and XVIII:B, since both decisions required approval of
tha CONTRACTING PARTIES.

68. The United States argued that the BOP Committee generally met every
two years, so ptoblems like this one, that arose in the interim, could not
be addressed. While no procedures had ever been developed for

Article XVIII:12(d) or Article XII:4(d), it appeared that the review would
take place before the full BOP Committee and should be finished within
sixty days. In additioan, the Committee's ability to examine certain key
non-BOP issues, like the transparency and LPMO profit issues in this case,
was wholly unclear, since these issues fell outside the Committee's
jurisdiction. Pina’ly, the consensus requirement allowed the country
imposing the restrictions to block or otherwise limit an adverse Committee
recommendation. The fact that the review was in the full Committee, took
place within short time limits, and focused broadly on the macroeconomic
justification for the BOP "restrictions® or on !nconsistencies of a
"serious nature" meant that the BOP consultation and review procedures were
not well-suited for a narrow challenge to an individual measure of interest
to a single party. These matters could be efficiently dealt with in
dispute settlement. Accordingly, in the United States view, the BOP
Committee and dispute settlement processes were complementary. The BOP
Committee provided broad review of the overall justification for the
restrictions and ensured that appropriate trade and macroeconomic policies
were adhered to, Dispute settlement allowed a country, whose trade was
damaged by the misuse of alleged BOP measures, to establish its GAYT
rights.

69. The United States also did not agree with Korea's argument that
Article XVIXI:12(d) was the only means for challenging the misuse of BOP
rights. Pirst, as the 1955 Working Party which drafted the provision
emphasized, paragraph 12(d) aiakes the form of a request for consultations,
rather than of a challenge”. Accordingly, it was not a substitute for
the dispute settlement procedures of Article XXIII:2. Second, the Korean
interpretation was inconsistent with the 1950 Report on "The Use of
Quantitative Restrictions for Protective and Other Purposes”, which clearly
indicated that misuse of BOP measures could be brought to dispute
settlement "under the procedures laid down in the Agreement for the
settlement of disputes". Third, paragraph 12(d) appeared to provide a
means only for challenging the GATT-.consistency of an entire BOP régime.

It authorized the CONTRACTING PARTIES to determine whather "the
restrictions are inconsistent with this Section" and to recommend "the
withdrawal or modification of those restrictions". Accordingly, it
appeared to contemplate a consultation with respect to the underlying
economir and trade policy justification for the entire BOP régime. Thus,
the provision was both too broad and too narrow for the purposes of United
States concerns in this case. It was too broad because the United States
initially had only challenged the Korean restrictions on beef trade, rather
than on all 358 of Korea's alleged BOP restrictions. While the Korean
decision to rely on a BOF defence required the Panel to decide issues that

2lp1sp 35/173, paragraph 11
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could have broader indirect implications for other Korean restrictions,
this was Korea's decision and a ruling with respect to the other quotas had
not been sought initially by the United States. Second, paragraph 12(d)
was too narrow because the United States concerns went beyond BOP. The
United States position was that even if Korea had a right to impose BOP
measures (which the United States did not think it did), the Korean beef
restrictions were GATT-inconsistent because they were not BOP measures and
were not imposed for BOP reascne. The United States concerns also included
issues that could not be dralt with urder Article XVIIY:12(d), such as
Article X and the consistency of the L¥MO with Articles II, XI and XVII.

70. Korea argued in response that this analysis of the United States was
erroneous, in that it did not distinguish between the consultations before
the BOP Committee pursuant to Article XVIII:12(b) and the special complaint
procedure of Article XVIII:12(d), which had not been implemented to date.
The latter was comparable to the dispute settlement procedure of

Article XXIII,

(b) Justification for restrictions

71. Korea argued that it could be that the present Panel, notwithstanding
the Citrus Panel report and Korea's procedural arguments, believed that the
mere existence of special review procedures in Article XVIII:B would not
prevent the United States from challenging the GATT compatibility of
Korea's restrictions under Article XXIII. 1In that event, Korea submitted
that the actual results of the regular consultations under Article XVIII:B
still blocked a challenge of the GATT compatibility of its restrictions.
Korea argued that the GATT CONTRACTING PARTIES had authorized its
restrictions on beef imports under Article XVIII:B and explained that Korea
had maintained BOP restrictions on various products since its accession to
the GATT. The number of the restricted imports had, however, gradually
been reduced in recent years, and currently some 358, mainly agricultural,
products remained subject to restriction, including beef. Over the years,
Korea had regularly consulted about these restrictions under

Article XVIII:B. The justification of its restrictions had never been
called into qugﬁtion. until the last round of full consultations in
December 1987, According to the "preveiling"” view expressed therein, 23
import restrictions "could” no longer be justified under Article XVIII:B.
It was clear that, for the first time, the BOP Committee thereby expressed
doubts about the future justification of Xorea's BOP restrictions. Yet, it
was equally clear that the GATT's BOP Committee did not make a finding that
the present or past application of Korea's BOP restrictions was
inconsistent with Article XVIII:B.

72. The United States replied that, in December 1987, the members of the
BOP Committee "emphasized that, in their view, the present situation and
outlook did not justify the maintenance of balance-of-payments

2250, e.g. BOP/R/163 (23 October 1986); BOP/® /146
(15 November 1984).

23BOP/RIJ.71, page 7 (10 December 1987)
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restrictions'.za The Committee stated that Korea's external debt was not a
justification for continued restrictions: "The debt burden, while still
large had been substantially reduced, and was not high in per capita terms.
Moreover, it could be expected that the goals for reduction of the debt
burden mentioned in the IMF statement could be achleved ahead of time".
Accordingly, the Committee reported that "[t)he prevailing view expressed
in the Committee was that the current situation and outlook for balance of
payments was such that igport restrictions could no longer be justified
under Article XVIII:B*. Under these circumstances, the United States saw
no GATT BOP justification for Korean trade restrictions, and considered
that the findings of the IMF and the GATT BOP Committee should be given
substantial weight in this regard.

73. Korea replied that the Committee's language was more guarded than the
United States suggested. Furthermore, if the Committee had established any
inconsistency regarding Korean BOP restrictions, it wouig have made
explicit recommendations to that effect to the Council. Perhaps even
more significantly, the BOP Committee report stated that the Committee "did
not necessarily expect Korea to disinvoke Article XVIII:B immediately, but
to establish a clear timetable for the phasing out of remajging
restrictions maintained for balance-of-payments purposes”. In other
words, the BOP Committee accepted that Korea could still benefit from the
cover of Article XVIII:B for some limited time to come. Indeed, Korea was
currently preparing for further consultations under Article XVIII:B which
were scheduled for June 1989. These would be meaningless if

Article XVIII:B was no longer available to Korea, as the United States
claimed. In addition, Korea pointed out that the IMF had made no finding
pursuant to Article XV:2 that Korea's trade restrictions could no longer be
justified under Article XVIII:B.

764, Korea argued that the BOP Committee reviewed restrict%gns under
Article XVIII:B on behalf of the GATT CONTRACTING PARTIES. Since Korea's
accession to the GATT, its restrictions under Article XVIII:3 had been
examined regularly, and the application of Article XVIII:B had never been
disapproved. Korea respectfully submitted that the Panel could not, with
retroactive effect, substitute its own judgment for that of the CONTRACTING
PARTIES. 1In recent years, the United States had several times raised
objections bilaterally about Korea’s restrictions on beef imports, If
these bilateral exchanges did not lead to the desired result for the United
States, as they apparently did not, one would have expected the United
States to take this matter up multilaterally, at the consultations before
the GATT BOP Committee. Yet, even as late as the last BOP consultations,
in December 1987, the United States remained silent on the matter.

2a80PlR/171. page 3

25Idem. paragraph 22

26See Declaration on Trade Measures Taken for Balance-of-Payment
Purposes, BISD 265/205, 209, paragraph 13 (1980).

27BOP/RI171, paragraph 9

28See Note by the Chairman of the Committee on Balance-of-Payments
Restrictions, BISD 18S5/48, 51, paragraph 10 (1972),
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75. Citing the "prevailing view"29 of the BOP Committee report, the United
States argued that the BOP Committee had made it very clear that the Korean
measures were not justified. This was particularly true for agriculture,
since the report stated:

*[The Committee] also noted that many of the remaining measures were
related to imports of agricultural products or to particular
industrial sectors, and recalled the provisions of the 1979
Declaration that "restrictive import measures taken for
balance-of-payments reasons should not be takgg for the purpose of
protecting a particular industry or sector®."”

These statements did not imply any BOP Committee endorsement of the Korean
restrictions. Far from endorsing the measures, the Committee urged Korea
to set a definite timetable for rapidly removing the remaining
restrictions. The United States agreed with the prevailing view that Korea
had no BOP justification for its import restrictions and that certain
Korean restrictions, including the beef import measures, were taken for
protectionist reasons having nothing to do with BOP. The United States
would have preferred a much stronger statement, but GATT operated on the
basis of consensus. The United States believed that the report provided a
sufficient basis for the Panel to reject Korea's BOP claim.

76. Korea replied that the statement in the BOP Committee Report quoted
here by the United States, °'noting’' and 'recalling’ certain facts and
issues, did not represent a specific conclusion on the compatibility of
Korea's BOP restrictions on agricultural products with Article XVIII:B.
Furthermore, Korea did not agree with the suggestion of the United States
that the BOP Committee's conclusions reflected an unfortunate compromise
because it was the result of consensus. Read in full, the Committee's
Report made good sense. Only a selective reading, as proposed by the
United States, made the Committee’'s conclusions look weak. Furthermore,
Korea expressed concern about the implications of the United States
critical appraisal of the consensus principle, which had been the
cornerstone of tiie GATT to date.

77. The United States responded that the matter had not been raised in the
BOP Committee, inter alis, because the United States had been requested
bilaterally not to push the issue at a politically delicate time in Korea
that preceded national elections. The United States further considered
that Korea could not rely on the 1987 BOP Committee rewiew as a basis for
maintaining its beef trade restrictions. Korea had admitted in its
submissions that the 1985-1988 prohibition on beef imports was not imposed
for BOP reasons, but was taken outside the GATT in order to protect Korean
beef farmers from imports. Indeed, Korea had stated that: "[i]t did not
pretend that the intensification of its BOP restrictions was motivated by a
worsening of its balance-of-payments situation ...". The prohibition was
in effect at the time of the 1987 BOP Committee review. Accordingly, the

29
3

BOP/R/171, paragraph 22
0
Idem
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beef restriction could not have been authorized by the BOP Committee or the
CONTRACTING PARTIES, since it was not a BOP measure in the first place.

78. Korea argued that when the CONTRACTING PARTIES agreed to establish
this Panel, they limited its terms of reference to examining Korea's import
restrictions on beef. Yet, these restrictions were part of a series of
restrictions that remained to protect Korea's balance of payments.
Accordingly, findings on the justification of Korea's restrictions on beef
imports under Article XVIII:B were likely to reflect on the justification
of these other restrictions as well. These, however, fell outside this
Panel's terms of reference. And Korea could not agree to the challenge of
all its BOP restrictions on the basis of the present United States
complaint. Korea submitted that its remaining BOP restrictions, taken as a
whole, served to protect the Korean economy, consistent with

Article XVIII:B. A proper evaluation of the justification of the beef
restrictions would involve a review of all of Korea's BOP restrictions.
Yet, the United States did not request such a broad-scale review from the
Council, and this Panel could not engage in such a review now. Assuming,
nevertheless, that the Panel were to feel it could distinguish the
restrictions on beef imports and thus limit its own analysis, Korea
submitted that it was inconceivable that the International Monetary Fund
could do likewise,

79. Korea submitted that without further advice from the IMF pursuant to
Article XV:2, the Panel could not make any recommendations on the
justification of Korea's restrictions on imports of beef under

Article XVIII:B., Yet, it was open to question whether the Panel would be
competent, without specific authorization from the Council, to consult with
the IMF. To Korea's knowledge, panels had received no such authorization
to date.

80. The United States replied that panels were clearly authorized to
consult with the IMF since the Understanding Regagging Notification,
Consultation, Dispute Settlement and Surveillance™™ provided that "each
panel should have the right to seek information and technical advice from
any individual or body which it deems appropriate®. The United States
considered that, if there was any remaining doubt on whether Korea could
impose BOP restrictions under the criteria of Articles XII:2(a) or XVIII:9,
the Panel should request IMF advice as soon as possible in order to resolve
it. The United States did not agree with Korea's contention that the Panel
should refrain from ruling on the justification under Article XVIII:B for
Korea's beef quotas because any ruling could have broader implications for
other Korean trade restrictions that were allegedly justified on BOP
grounds. The United States noted that it was Korea, not the United States,
which had introduced BOP to the case by chousing to rely on BOP as its GATT
defence. Having done so, Korea could not object to consideration of the
BOP issue or the necessary implications of the resolution of certain BOP
issues for other Korean trade restrictions. The United States did not
agree with Korea's claim that the Panel could not rule on an issue if the

31L/4907, paragraph 15
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implications of its ruling could be interpreted to go beyond beef, since
GATT panel decisions frequently had broader implications. Indeed, one of
the primary benefits of the GATT dispute settlement process had been to
create a series of precedents as to permissible and impermissible actions
under GATT. Preventing a panel from making decisions with implications
going beyond the immediate case would have the perverse effect of
insulating major trade barriers from dispute settlement, since it would be
impossible for panels to issue rulings on one product or one exporting
country's concerns without creating implications for other pruducts or
other exporting countries.

8l. 1In response, Korea expressed doubts that the passage from the 1979
Understanding quoted by the United States addressed the Panel's authority
to initiate consultations with the IMF under Article XV:2. When panels had
consulted an expert in the past they were not bound to accept the expert's
advice, and neither were the GATT contracting parties. Advice rendered by
the IMF under Article XV:2 on the balance of payments of a contracting
party did bind the GATT contracting parties, however. Korea submitted
there was no evidence that the CONTRACTING PARTIES, through the 1979
Understanding, intended to authorize a panel to request advice from the IMF
which would bind them.

82. 1If, despite the foregoing, the Panel were to evaluate its balance-of-
payments position, Korea argued, referring to Article XVIII:9, that the
question of whether the disputed restrictions were justified under
Article XVIII:B essentially turned on whether Korea had cause to be
concerned about the level of foreign reserves that were necessary for the
implementation of its programme of economic development. Korea asserted
that the restrictions which it currently maintained, including its
restrictions on beef imports, were indeed necessary to secure an adequate
level of reserves. Pirstly, its present reserves provided no more than one
month’s Import cover. Secondly, Korea's huge foreign debt, though '
declining, still posed a serious threat to Korea's balance of payments.

83. Furthermore, according to Korea, the beneficial effect of Korea's
current account surpluses on its balance-of-payments position should not be
overestimated. Korea's current account had only been in surplus since
1986. 1Its surplus, moreover, was very vulnerable because of its structure.
There were several reasons for this, and by way of illustration, Korea
mentioned two of them: first of all, the share of trade in total GNP was
as high as 72 per cent in 1987. A worsening of the world market situation
would therefore immediately affect Korea's balance of payments. Secondly,
Korea had a population of 42 million people and more than 70 per cent of
its land was non-arable. Moreover, Korea was poor in natural resources and
did not produce any petroleum. Indeed, Korea had been able to run a
surplus in its current account since 1986 mainly due to the decline in oil
prices.

84. The United States argued that under Article XV:2, GATT accepted as
dispositive the findings of the International Monetary Fund as to what
constituted a serious decline in monetary reserves or a reasonable rate of
increase. The IMF reviewed Korea in the IMF publication "Recent Economic
Developments" of May 1988. It reported that: 'The external current
account registered surpluses of $5 billion in 1986 (5 per cent of GNP) and
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$10 billion (8 per cent of GNP) in 1987, Export volume rose by an average
of 25 per cent annually, mainly due to increased competitiveness brought
about by a large real effective depreciation of the won between 1985 and
mid-1986 and by the emergence of new exports", With respect to Korea's
external debt, the IMP reported that: °*[t]he current account surpluses in
1986-87 provided the first opportunity to reduce the external debt since
the rapid build-up in the late 1970's. Mainly through prepayments of debt
with unfavorable terms, the external debt declinedssrcm $47 billion (56 per
cent of GNgg to $36 billion (30 per cent of GNP)". According to the
World Bank”~, Korean GNP growth had averaged 8 per cent per year since
1960, This had raised Korean per capita income from $180 in 1960 to over
$2,800 in 1987. 1In 1987, Korean GNP grew at the exceedingly high rate of
12 per cent, and during the first quarter of 1988 the same strong expansion
continued, stimulated by exports which were up 28.5 per cent from a year
earlier. Korea was now the world's thirteenth largaest trading nation. It
had a highly sophisticated industrial base, and its leading exports
included automobiles, consumer electronics, televisions and computers.

85. Korea recalled the nature of its current account surplus and pointed
out that the findings in the 1988 IMF publication referred to by the United
States were not made pursuant to a request from the GATT under

Article XV:2. Nor did this publication address the justification of
Korea's invocation of Article XVIII:B. On the other hand, in the most
recent advice which the IMF did render on Korea's BOP restri:tions to the
BOP Committee pursuant to Article XV:2, there was no finding that Korea's
restrictions were unjustifiable under Article XVIII:B.

86. The United States strongly disagreed with the Korean claim that Korean
beef import restrictions were justified under Article XVIII:B. The United
States considered, on the contrary, that the Republic of Korea was in the
strong position of running large trade and current account surpluses, a
competitively undervalued currency, growing foreign exchange reserves, and
had substantially reduced its external debt. Korea did not, in the United
States view, qualify under Articles XII or XVIII:B since it did not have a
balance-of-payments problem as defined by GATT. Under Article XII, a
contracting party could impose quantitative restrictions for BOP purposes
only "in order to safeguard its external financial position and its balance
of payments®. The requirements of Article XVIII:B were similar, but
covered also restrictions "to ensure a level of reserves adequate for the
implementation of its programme of economic development®. Under either
Article, these restrictions could not exceed those necessary: "(i) to
forestall the threat of, or to stop, a serious decline in its monetary
reserves”, or "(ii) in the case of a contracting party with inadequate
monetary reserves, to achieve a reasonable rate of increase in its
reserves".

32IMF. Korea - Recent Economic Developments (SM/88/101), 4 May 1988,
page 2

331nternational Bank for Reconstruction and Development, International
Development Association, Country Briefs (as of 16 May 1988), Vol. II (Asia
Region) (Sec. M88-571)
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87. Even if it were determined that Korea was justified in restricting
imports from the United States and other GATT contracting parties for BOP
reasons, the United States argued that the Korean restrictions on beef
imports did not qualify ae BOP measures. Korea's alleged BOP restrictions
were almost entirely concentrated in the agricultural sector. They were
not general and across-the-board measures as contemplated by the GATT. In
the 1979 Declaration on Trade Measures Taken for Balance-of-Payments
Purposes, the CONTRACTING PARTIES reaffirmed that "restrictive import
measures taken for balance-of-payments reasons should nok be taken for the
purpose of protecting a particular industry or sector". Accordingly,
assuming for the sake of argument that Korea was entitled to restrict
imports, thu reasons behind the special restrictions in the beef sector had
to be evamined, since it had to be determined that the restrictions were in
fact imposed for BOP reasons. In this respect, it was noted that the
Korean import restrictions were related almost entirely to agriculture, a
sector which had complained repeatedly about Iimport competition in general
and beef imports in particular.

88. Korea maintained that the United States operated under a
misunderstanding by making much of the fact that Korea's currently
remaining BOP restrictione were concentrated in the agricultural sector.
Surely, Korea argued, the GATT did not contemplate that a country, which
had legitimately imposed BOP restrictions, should wait until its BOP
position had improved to such an extent that it could remove all its BOP
restrictione at once. On the contrary, as late ag December 1987, during
the last consultations before the BOP Committee, Korea was commended for
"phasing out" its import restrictions. Furthermore, the Committee
approvingly noted Korea's commitment 'tgsmaintaining the pace of the

ad justment and liberalization process".

89. It had been said by the United States that the restrictions on beef
imports had protacted Korea's cattle farmers, but, Korea argued, this did
not render Article XVIII:B inapplicable. Trade restrictions imposed for
BOP reasons had protective side effects snd tended to favour specific
industries. The point remained, however, that the GATT as it was
originally drafted, and as it stood today, did permit the use of trade
restrictions for BOP purposes and thereby accepted such protective side
effects.

90. Korea argued that it had never concealed that the BOP restrictions on
beef imports protected its cattle farmers. Indeed, had they not, then
Korea would have been forced to resort to other measures to protect its
vulnerable and underdeveloped cattle farming industry. Accordingly, the
United States reference to the 1979 Declaration on Trade Measures Taken for
Balance-of-Payments Purposes, which reaffirmed that "restrictive import
measures taken for balance-of-payments reasons should not be taken for the
purpose of protecting a particular industry or sector", was misplaced.
Whatever this statement meant, it could not mean that restrictions which

34
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BISD 268/205, 206
BOP/R/171, paragraph 20 (10 December 1987)
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were legitimately taken for BOP purposes could not have protective side
effects. As was indicated above, such side effects were inherent in trade
restrictions imposed for BOP purposes.

91. The United States argued that the Kurean beef restrictions appeared to
bear an inverse relatiorship to Korea's balance-of-payments situation.

That is, during a period when it was running current account deficits,
Korea imported approximately 70,000 tons of beef per year. 1In contrast,
when it began running record balance-of-payments surpluses, Korea closed
off importe of beef. This course of action was inconsistent at best with a
purported BOP justification. It was also at odds with the GATT rule that a
contracting party applying BOP restrictions must progressively relax them
as conditions improve, maintaining them only to the extent necessary under
the terms of paragraph 9 of Article XVIII and shall eliminate them when
conditions no longer justified such maintenance (Article XVIII:l1l). The
lack of any correlation with Korea's international financial situation
svggested that these measures were taken for domestic political purposes,
i.e., protection of a Korean industry, rather than for BOP reasons. The
Korevn beef measures bore no relationship to Korea's external financial
situa:ion, but appeared to be driven instead by declining cattle prices,
protectionism and domestic political pressure. Furthermore, this was
admitted by Korea itself which had stated that the 1984-1985 measures were
not motivated by BOP concerns, but imposed in order to remedy the
disruption of Korea's cattle farming industry. Korea was required to
notify the BOP Committee in 1985 that it was "raising the general level of
its existing restrictions by a substantial intensification of the measures”
when it banned or "suspended® beef imports for three years. This was not
done and showed that these steps were not taken for BOP reasons. Under the
circumstances, the United States did not believe that the beef restrictions
were legitimate BOP measures, and thorefore believed that they were
inconsistent with the 1979 Declaration.

92. Korea submitted that when it acceded to the GATT in 1967, the
restrictions which it imposed for BOP reasons (on imports of beef, among
numerous other products) were justified under Article XVIII:B. This had
never been contested, and to do so now would amount to a retrocactive
withdrawal of the Article XVIII:B cover from all its BOP restrictlons.
However, the United States had pointed out that Korea tightened its beef
restrictions at a time when Korea's BOP position was improving. That,
indeed, seemed contradictory. But one must appreciate that Korea was then
faced with an unprecedented situation. In conjunction with its general
liberalization efforts, Korea relaxed its restrictions on beef imports in
the early 1980's. There ware differences between products in this process.
Some BOP restrictions were removed altogether., Some, like those on beef
imports, were not eliminated but relaxed. This was consistent with the
GATT which did not require that all BOP restrictions be terminated at once.
In deciding which BOP restrictions could be eliminated and which should be
maintained or relaxed, so as to ensure an adequate BOP situatlon overall,
Korea obviously took into account the state of the various domestic
industries that would be affected by these liberalization measures.

93. Thus, Korea argued, in deciding to relax the BOP restrictions on beef
imports in the early 1980's, Korea not only assessed the effects on its
overall BOP position, but also considered the impact on its cattle farmers.
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Now, with the benefit of hindsight, some might say that the Korean
Government miscalculated the level of imports to which ite cattle farmers
could adjust berause by mid-1984, many small cattle farmers were going
bankrupt or incurred very heavy losses. That was when the Korean
Government decided to intervene and intensified the Article XVIII:B
restrictions on beef imports., It was a situation which the GATT regime,
including its BOP provisions, did not envisage.

94. Korea explained further that, faced with an unprecedented situation in
1984-85, it nevertheless sought to stay close to the letter of the GATT.

It did not pretend that the intensification of ite BOP restrictions was
motivated by a worsening of its BOP gituation, and hence did not notify
this measure pursuant to Article XVIIY¥:12(a). Morsover, Korea made an
attempt to sct within the spirit of Article XVIII:10, in that it sought to
avold unnecessary damage to the interasts of its trading partners., Now
that the domestic market situation had stabilized, Korea was retracting the
intensification of its BOP restrictions.

95. Korea further argued that it was certainly true that Korea's BOP
position had improved since 1984/1985. Yet, without involving all the
other remaining BOP restrictions, this Panel could not decide whether and
to what extent such improvement ought to translate into a further
relaxation of the BOP restrictions on beef beyond the 51,500-ton level
existing in 1983. Thus, it would make no sense to find that Korea's
restrictions on beef imports were no longer justified under

Article XVIII:B, while maintaining that the other 357 restrictions
continued to be justified as they were. Obviously, improvements in Korea's
BOP position did not affect the restrictions on beef imports exclusively.
Prescriptions for change required a global assessment. Yet, an
across-the-board review of all of Korea's remaining BOP restrictions
clearly fell outside this Panel's terms of reference.

96. The United States submitted that Korea's financial position had
strengthened dramatically since 1984, It saw no justification for
reimposing balance-of-payments restrictions in Korea's present situation,
It was essential to keep in mind that BOP was not a permanent entitlement
to restrict imports to protect sensitive domestic industries. While BOP
measures could have "incidental" protective effects, the only legltimate
purpose of BOP was financial. Under Articles XII:2(b) and XVIII:B(1ll), the
measures had to be temporary and had to be eliminated as soon as a
country's financial position improved. Accordingly, in the United States
view, it followed that Korea did not have a right to reimpose quotas as it
pleased after a period of GATT inconsistency. On the contrary, it was
incumbent on Korea to show that, in its present external financial
situation, with its growing current account surpluses and accelerated
repayment of debt, the situation in beef trade posed a real and imminent
threat to its BOP position. Otherwise, the Panel would be setting up a
rule that if a country had in the past experienced BOP problems, it had a
permanent and ongoing right to reimpose quota restrictions at past levels.
This would undercut the whole GATT notion that BOP was a temporary measure
which had to be adjusted to fit improvements in a country’s reserve
position.
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97. Korea replied that the 1984/1985 intensification measures could not be
isolated and divorced from their BOP context. One should look at the whole
picture. Ever since its accession to the GATT, Korea had maintained BOP
restrictions on beef importe (among other products). Korea had BOP
problems in 1984/1985 and was still recognized to have them at present by
the BOP Committee. That was why Korea maintained that Article XVIII and
its procedures were still relevant, even if one recognized measures were
not taken for BOP reasons but because of an unprecedented situation arising
from the disruption of Korea's cattle industry. That was also why Korea
tnaintained that, even if the 1984/1985 intensification measures were
incompatible with the GATT, Korea should be allowed to restore the level of
BOP reotrictions on beef imports prevailing prior to the 1984/1985
intensification measures. In 1983, Korea imported a total of 51,500 tons
of beef. This would now again be the appropriate level of BOP restrictions
on beef importas, until these restrictions could be further relaxed or
removed depending on the development of Korea's overall BOP position. Thoe
United States could not reach above and beyond the total 1983 import level,
because to do so required findings on Korea's past and present BOP
justification. And any such findings would involve the BOP restrictions
maintained on the 357 other products.

98. In the event the Panel were to find that Korea's beef rastrictions
were not consistent with the provisione of Article XVIII:B, Korea argued
that a novel situation would arise. There was no precedent in the GATT
addressing the proper course of action if a measure, which had otherwise
been authorized under the review procedures of Article XVIII:B, was deemed
GATT incompatible in an action under Article XXIII. Korea submitted that
in such a case the defendant country would be entitled to a grace period,
in which it cculd consider which GATT-consistent measures it could and
should take, retracting the measures according to a reasonable timetable.
As indicated, Knrea's cattle farmers had derived protection from the BOP
restrictions on beef imports. In the event that such protection were no
longer available, the farmers would, in principle, be exposed to unbridled
competition from abroad. The effects were bound to be disastrous.
Accordingly, the Korean Goveranment would need a grace period to implement
another mechanism, consistent with the GATT, that would offer some
protection to its cattle farmers. To allow the Panel to appreciate this,
Korea described the underdeveloped state of its agricultural sector, and of
its cattle farming industry in particular. Korza, in short, aimed for
controlled liberalization of imports of beef. It did not want a repetition
of the early 1980's, when an explosive import growth ultimately
necessitated a near-suspension of imports in 1984/85. Korea submitted that
the avoidance of similar shocks in the future was also in the interest of
foreign industries, including the United States beef industry.

Article XXIIX:2

99. The United States argued that the import prohibitions, restrictions,
surcharges, and import monopolies on beef maintained by Korea violated
Articles II, X, XI and XIII. There was no justification for these
restrictions under any provision of the GATT. There existed, therefore, a
prima facie nullification and impairment of the United States rights under
the General Agreement.
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100. The 1979 Understanding Regarding Notification, Consultation, Dispute
Settlement and Surveillance in paragraph 5 of the Annex provided that:

*in cases where there is an infringement of the obligations assumed
under the General Agreement, the action is considered prima facie to
constitute a case of nullification or impairment ... (t)here is
normally a presumption that a breach of the rules has an adverse
impact on other contracting parties”.

This presumption, the United States argued, was, and should be,
particularly strong in the case of quotas. Korea maintained these beef
quotas for the purpose of restrictiny imports. To overcome this
presumption, Korea had the burden of proving that the United States
suffered no trade harm from the beef quota. As these had damaged the
United States trading interests, Korea was not able to meet this burden.
These quotas had damaged United Staces exports to the extent of the trade
lost. However, import quotas caured prima facie nullification or )
impairment, regardless ofskoat trade. This legal conclusion comported with
previous panel decisions. Thus, the import restrictions on beef
nullified or impaired the rights of the United States under the General
Agreement. Although it was difficult to measure the precise trade loss,
since the measures had been in effect for so long and because the Korean
market had been so distorted by the quotas, prohibitions, and other
restrictions on imports, it was clear that the Korean measures had
restricted trade since at least 1967 when Korea joined GATT, were now
restricting trade, and would continue? to cause adverse effects on United
States beef exports, unless and until Korea brought itself into conformity
with its obligations under the General Agreement.

101. In response, Korea argued, inter aliam, that it was inappropriate for
the United States to challenge the restrictions on beef imports
tretroactively, as far back as 1967, Furthermore, Korea argued that the
complaint of the United States was not reviewable under the standard of
prima facie nullification or impairment (which was connected with

Article XXIII:l(a)), in view of the standards and procedures of

Article XVIII:12(d).

SUBMISSIONS BY OTHER CONTRACTING PARTIES

102. The Panel received submissions from Australia, New Zealand and Canada
as interested third countries. Australia and New Zealand both stated that
their interests as exporters of bovine meat to the Republic of Korea had
been affected by the Korean beef import measures. They considered,
together with Canada, that these restrictions contravened the provisions of
the General Agreement, in particular the provisions of Article XI:1, and

36The United States referred the Panel to the following reports:
Japan - Restrictions on Imports of Certain Agricultural Products, L/6253,
page 79; and the Panel on Japanese Measures on Imports of Leather,
BISD 315/113, paragraph 55. See also the report of the Group on
Quantitative Restrictions and Other Non-Tariff Measures (NTM/W/13).
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nullified or impaired benefits accruing to them within the meaning of
Article XXIII:2 of the General Agreement.

103, Australia considered that the prohibition of beef imports from the end
of 1984 until August 1988 and the subsequent import ceiling restrictions
maintained by the Republic of Korea were contrary to the provisions of
Article XI:1. These were prima facle inconsistent with the GATT under
Article XI:1 which proscribed “prohibitions or restrictions other than
duties, taxes or other charges, whether made effective through quotas,
import or export licences or other measures", Australia also considered
that the mark-up practised by the LPMO on imports of beef, the sole Korean
importer of beef from August 1988 and an authorized monopoly in the sense
of Article I1:4, contravened the provisions of that Article. Australia
further argued that the Korean measures could not be justified under
Article XI:2, Article XVIII:B or under any other Article of the GATT.

104. Australis argued that the Republic of Korea did not meet the
appropriate requirements for coverage of its beef import measures under
Article XVIII:B. The Korean beef import regime contravened both the spirit
and the letter of Article XVIII:B, paragraphs 9, 10, 11 and 12(a), as well
as the 1979 Declaration on Trade Measures Taken for Balance-of-Payments
Purposes. Firstly, Australia maintained, Korea had implemented an
effective prohibition rather than a restriction on beef imports from 1984
to 1988. The nature of Korea's beef import regime from at least 1984
onwards was demonstrably not necessary to achieve the objectives specified
in paragraph 9 and could not, therefore, be deemed consistent with its
provisions. Moreover, Korea's economic situation was certainly not such in
1984 as to justify the intensification of import restrictions under the
provisiune of paragraph 9. Also, there were clear indications that the
Korean meaaures with respect to beef imports were not taken for BOP
reasons, but to protect the domestic industry.

105. New 2Zealand argued that the Korean measures contravened the provisions
of Article XI:1 since between 1984 and 1988 a de facto prohibition of beef
imports existed; prohibitions were proscribed under this Article. New
Zealand also considered that the import ceiling beyond which import
licences would not be issued in 1988 indicated the existence of &
restriction on the level of imports in addition to the bound tariff.
Therefore, this was a prims facie breach of Article XI:1. New Zealand
further considered that the restrictions made effective through the LPMO,
which had a monopoly over beef imports, were covered by the interpretative
note to Article XI:1. The protection afforded by the LPMO, moreover,
restricted trade in the bound item. In particular, the LFMO applied a
mark-up on the imported beef over and above the amount of protection
provided in the Korean Schedule, thus contravening the provisions of
Article II:4. In New Zealand's view, Korea could not justify its import
measures under any other provision of the GATT, in particular under
Articles XI:2(c)(i), XI:2(c)(ii) and XVIII:B. Article XVIII:B was not
applicable since Korea was no longer experiencing balance-of-payments
problems.

106. Canada considered the Korean measures to be in contravention of
Korea's GATT obligations under Article XI:1l which prohibited the
maintenance of quantitative restrictions through quotas, import licences or



L/6503
Page 35

other means. The import regime protected Korean beef and discriminated
against imported beef. Ry granting licences only for amounts which
represented the shortfall in domestic production, the import regime had
been established with the clear intent to ensure Korean heef primary access
to the market. Canada further argued that these measures could not be
justified, either under the provisions of Article XI:2 or Article XVIII:B,
or under any other exception of the General Agreement.

107. It was also Canada's view that the practices of the LPMO represented a
barrier to trade with respect to the variable surcharge it added when
regelling imported beef in the domestic market. As the MAFF only approved
import licence requests from the LPMO, this latter organization was in
effect a monopoly within the meaning of Article II:4. Article II:4
prohibited such monopolies from operating "so as to afford protection on
the average in excess of the amount of protection provided for in that
schedule”. The interpretative note to Article IX:4 indicated that the
provisions of this paragraph were to be applied in the light of the
provisions of the Havana Charter (Article 31.4). This permitted
differential mark-ups to offset additional costs of transportation,
distribution, and other expenses incident to the purchase, sale, or further
processing, and a reasonable margin of profit. This had been interpreted
as meaning a margin of profit that would be obtained under normal
conditions of competition.

108. 1t was moreover Canada's understanding that the wvariable surcharge
administered by the LPMO was designed to increase prices of imported beef
to the level of domestic beef which resulted in surcharges from 30-200 per
cent over the landed duty price paid. Such surcharges could not be
justified under Article II:4 as the value of the tariff concession was
thereby nullified or impaired. In the event the LPMO were not considered
to be in a monopoly position, the surcharge imposed above the 20 per cent
bound rate would be in violation of Article II:1(b).

109. Canada argued that the quantitative restrictions on beef had no
justification under the BOP exceptions of the GATT. In its report on the
1987 consultation with Korea, the BOP Committee stressed the need to
establish a clear timetable for the progressive remova. of Korea's trade
measures msintained for BOP purposes. In Canada's view, adoption of the
BOP Committee report by the GATT Council did not mean that all trade
practices of a contracting party were in conformity with the GATT. At the
10-11 November 1987 GATT Council meeting, Canada indicated that it did "not
accept the position put forward by some contracting parties that review -
including full review of trade restrictions - by the BOP Committee
constituted acceptance of such measures as being GATT consistent". The
change from a ban on beef imports during the period 1984-1988 to import
restrictions which were in any case contrary to the GATT, was not in
keeping with the decision of the BOP Committee following the 1987
consultation with Korea.

FINDINGS AND CONCLUSIONS

110. The Panel noted that the United States claimed that the Republic of
Korea had banned imports of beef between 1984/85 and 1988, and since
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August 1988 maintained quantitative restrictions and other measures on beef
imports, in violation of the provisions of Article XI:l. The United States
further claimed that the LPMO was an import monopoly that applied mark-ups
on imported beef in contravention of the provisions of Article II. The
Panel noted that while Korea had claimed the provisions of Article XVIII:B
as a general justification for its beef import restrictions, it had also
stated that the measures introduced in 1984/85 had not been taken for
balance-of-payments reasons. Furthermore, Korea claimed that the
operations of the LPMO were consistent with the provisions of Articles II
and XIII.

Article XI

111. The Panel considered that there were essentially two sets of
restrictions on beef imports maintained by Korea:

(a) measures amounting to a virtual suspension of imports introduced
in November 1984 and May 1985 and subsequently amended in August 1988.
These measures were neither notified to, nor reviewed by, the
Balance-of-Payments Committee;

(b) restrictions on beef existing since Korea's accession to the
General Agreement in 1967, which were notified to, and reviewed by,
the Balance-of-Payments Committee.

112. Article XI:l did not permit the use of either import restrictions or
import prohibitions; exemptions from this general proscription had to be
specifically justified under other provisions of the General Agreement.
Korea claimed such justification under Article XVIII:B for the restrictions
referred to in paragraph 111(b) above; this issue is examined in
paragraphs 120-123 below.

113. In examining the measures in paragraph 11l(a) above, the Panel noted
that Korea's beef import measures introduced in 1984-1985 were taken for
the purpose of protecting Korea's domestic cattle industry and not for
balance-of-payments reasons, and were therefore not notified to the
Balance-of-Payments Committee. Korea also had not notified the amended
restrictions maintained since August 1988 to the Balance-of-Payments
Committee. Korea did not contest that these measures were contrary to the
provisions of Article XI:1. Moreover, Korea did not offer any
justification for these measures under Article XI:2. The Panel concluded
that the import measures and restrictions, introduced in 1984/85 and
amended in 1988, were not consistent with the provisions of Article XI and
were not taken for balance-of-payments reasons.

114. The Panel then examined the further claim by the United States that
the existence, or use, of producer-controlled import monopolies to restrict
imports was inconsistent with the provisions of Articles XI:1 and XVII.
Korea contested that the existence of a praducer-centrolled import monopoly
in itself constituted an additional barrier to trade. The Panel noted that
the LPMO had been granted exclusive privileges as the sole importer of
beef. As such, the LPMO had to comply with the provisions of the General
Agreement applicable to state-trading enterprises, including those of
Articles XI:1 and XVII.



L/6503
Page 37

115. Article XI:1 proscribed the use of "prohibitions or restrictions other
than duties, taxes or other charges", including restrictions made effective
through state-trading activities, but Article XVII permitted the
establishment or maintenance of state-trading enterprises, including
enterprises which had been granted exclusive or special privileges. The
mere existence of producer-controlled import monopolies could not be
considered as a separate import restriction inconsistent with the General
Agreement. The Panel noted, however, that the activities of such
enterprises had to conform to a number of rules contained in the General
Agreement, including those of Article XVII and Article XI:l1. 11 Panel had
already found that the import restrictions presently administered by the
LPMO violated the provisions of Article XI:1. As the rules of the General
Agreement did not concern the organization or management of import
monopolies but only their operations and effects on trade, the Panel
concluded that the existence of a producer-controlled monopoly could not in
itself be in violation of the General Agreement.

Article XVIII

(a) Procedural aspects

116. The Panel examined Korea's contention that its import restrictions,
referred to under paragraph 1lll(b) above, were justified under the
provisions of Article XVIII:B. The Panel noted Korea's view that the
compatibility with the General Agreement of Korea'’s import restrictions
could not be challenged under Article XXIII because of the existence of
special review procedures in paragraphs 12(b) and 12(d) of Article XVIII:B,
and the adoption by the CONTRACTING PARTIES of the results of the
paragraph 12(b) reviews in the Balance-of-Payments Committee. The Panel
decided first to consider whether the consistency of restrictive measures
with Article XVIII:B could be examined within the framework of

Article XXIII.

117. The Panel considered the various arguments of the parties to the
dispute concerning past deliberations by the CONTRACTING PARTIES on the
exclusivity of special review procedures under the General Agreement,
However, the Panel was not persuaded that any of these earlier
deliberations in the GATT were directly applicable to the present dispute.
Moreover, the Panel had a clear mandate to examine Korea's beef import
restrictions under Article XXIII. The Panei’s terms of reference, as
agreed by Korea and the United States, and approved by the Council,
required the Panel, however, to examine the beef import restrictions "in
the light of the relevant GATT provisions", which included Article XVIII:B.

118. The Panel examined the drafting history of Article XXIII and

Article XVIII, and notad that nothing was said about priority or
exclusivity of procedures of either Article. The Panel observed that
Article XVIII:12(b) provided for regular review of balance-of-payments
restrictions by the CONTRACTING PARTIES. Article XVIII:12(d) specifically
provided for consu'tations of balance-of-payments restrictions at the
request of a contracting party where that party established a prima facie
case that the restrictions were inconsistent with the provisions of

Article XVIII:B or those of Article XIII, but the Article XVIII:12(d)
provision had hitherto not been resorted to. In comparison, the wording of



L/6503
Page 38

Article XXIII was all-embracing; it provided for dispute settlement
procedures applicable to all relevant articles of the General Agreement,
including Article XVIII:B in this case. Recourse to Article XXTII
procedures could be had by all contracting parties. However, the Panel
noted that in GATT practice there were differences with respect to the
procedures of Article XXIII and Article XVIII:B. The former provided for
the detgiled examination of individual measures by a panel of independent
experts” whereas the Latter provided for a general review of the country's
balance-of-payments situation by a committee of government representatives.

119. It was the view of the Panel that excluding the possibility of
bringing a complaint under Article XXIII against measures for which there
was claimed balance-of-payments cover would unnecessarily restrict the
application of the feneral Agreement. This did not preclude, however,
resort to special review procedures under Article XVIII:B. Indeed, either
procedure, that of Article XVIIX:12(d) or Article XXIII, could have been
pursued by the parties in this dispute. But as far as this Panel was
concerned, the parties had chosen to proceed under Article XXIII.

(b) Justification for restrictions

120. The Panel proceeded to examine Korea's Article XVIII:B justification
for its import restrictions referred to in paragraph 111(b) above. The
United States contended that the import restrictions on beef imposed for
balance-of-payments reasons were not justified because Korea no longer had
balance-of-nayments problems. The Panel noted that Korea had maintained
import restrictions on beef on balance-of-payments grounds since 1967. The
Panel noted the condition in paragraph 9 of Article XVIII that "import
restrictions instituted, maintained or intensified shall not exceed those
necessary: (a) to forestall the threat of, or to stop, a serious decline
in its monetary reserves, or (b) in the case of a contracting party with
inadequate monetary reserves, to achieve a reasonable rate of increase in
its reserves". The Panel noted further that paragraph 11 required the
progressive relaxation of such restrictions "as conditions improve" and
their elimination "when conditions no longer justify such maintenance".

121. Article XV:2 of the General Agreement provided that "[i]n all cases in
which the CONTRACTING PARTIES are called upon to consider or deal with
problems concerning monetary reserves, balances of payments or foreign
exchange arrangements, they shall consult fully with the International
Monetary Fund." The latest full consultation concerning Korea's
balance-of-payments situation in the Balance-of-Payments Committee had
taken place in November 1987, the report of which had been adopted by the
CONTRACTTNG PARTIES in February 1988. The next full consultation was

37See paragraph 10 of 1979 Understanding on Notification,
Consultation, Dispute Settlement and Surveillance (BISD 26S/212):

"It is agreed that if a contracting party invoking Article XXIII:2
requests the establishment of a panel to assist the CONTRACTING
PARTIES to deal with the matter, the CONTRACTING PARTIES would decide
on its establishment in accordance with standing practice."
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scheduled for June 1989. The Panel considered that it should take into
account the conclusions reached by the Balance-of-Payments Committee in
1987.

122. At the full consultation in the Balance-of-.Payments Committee with
Korea in November 1987, "[t]he prevailing view expressed in the Committee
was that the current situation and outlook for the balance nf payments was
such that import ggstrictions could no longer be justified under

Article XVIII:B", Moreover, the full Balance-of-Payments Committee had
"stressed the need to establish a clear timetable for the early,
progressive removal of Korea's restrictive trade measures maintained for
balance-of-payments purposes" and had expressed the expectation that "Korea
would be able in the meantime to establish a timetable for the phasing-out
of balance-of-.payments restrictions, and that Korea would consider
alternative GATT justification foggany remaining measures, thus obviating
the need for such consultations®.

123, The Panel noted that all available information, including figures
published by the Korean authorities and advice provided to it in February
1989 by the International Monetary Fund, had shown that the reserve
holdings of Korea had increased in 1988, that Korea's balance-of-payments
situation had continued to improve at a good pace since the November 1987
consultations, and that the current economic indicators of Kecrea were very
favourable. According to information provided to the Panel by the
International Monetary Fund, the Korean gross official reserves had
increased by 9 billion dollars to 12 billion dollars (equivalent to three
months of imports) by end 1988. The Pansl concluded that in the light of
the continued improvement of the Korean balance-of-payments situation, and
having regard to the provisions of Article XVIII:1l, there was a need for
the prompt establishment of a timetable for the phasing-out of Korea's
balance-of-payments restrictions on beef, as called for by the CONTRACTING
PARTIES in adopting the 1987 Balance-of-Payments Committee report.

Article II

124, The Panel noted that the LPMO was a beef import monopoly established
in July 1988, with exclusive privileges for the administration of both the
beef import quota set by the Korean Government and the resale of the
imported beef to wholesalers or in certain cases directly to end users such
as hotels. The Panel examined whether the mark-ups imposed on imported
beef, in combination with the import duties collected at the bound rate,
afforded "protection on the average in excess of the amount of protection
provided for" in the Korean Schedule in violation of the provisions of
paragraph 4 of Article II, as claimed by the United States. The Panel
noted Korea's view that the operation of the LPMO was consistent with the
provisions of Article II:4.

38BOP/R/171. paragraph 22

39Idem. paragraph 23. The full text of the Balance-of-Payments
Committee's conclusions is contained in Annex I.
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125. The LPMO bought imported beef at world market prices through a tender
system and resold it either by auction to wholesalers or directly to end
users. A minimuin Lid price at wholesale auction, or derived price for
direct sale, was set by the LPMO with reference to the wholesale price for
domestic beef.

126. In examining Article IY:4, the Panel noted that, according to the
Interpretative note to Article Il:4, the paragraph was to be appl%sd "in
the light of the provisions of Article 31 of the Havana Charter". Two
provisions of the Havana Charter, Articles 31:4 and 31:5, were relevant.
Article 31:4 called for an analysis of the impor: costs and profit margins
of the import monopoly. However, Article 31:5 stated that import
monopolies would "import and offer for sale such quantities of the product
as will be gufficient to satisfy the full domestic demand for the imported
product ..." (emphasis added). In the view of the Panel, Article 31:5
clearly implied that Article 31:4 of the Havana Charter and by implicatiown
Article II:4 of the General Agreement were intended to cover import
monopolies operating in markets not subject to quantitative restrictions.

127. Bearing in mind Article 31:5 of the Havana Charter, the Panel
considered that, in view of the existence of quantitative restrictions, it
would be inappropriate to apply Article II:4 of the General Agreement in
the present case. The price premium obtained by the LPMO through the
setting of a minimum bid price or derived sale price was directly afforded
by the situation of market scarcity arising from the quantitative
restrictions on beef. The Panel concluded that because of the presence of
the quantitative restrictions, the level of the LPMO's mark-up of the price
for imported beef to achieve the minimum bid price or other derived price
was not relevant in the present case, Furthermore, once thece quantitative
restrictions were phased out, as recommended by the Panel in paragraph 131
below, this price premium would disappear.

128. The Panel stressed, however, that in the absence of quantitative
restrictions, an import monopoly was not to afford protection, on the
average, in excess of the amcunt of protcctiocn provided for in the relevant
schedule, as set out in Article II:4 of the General Agreement.

Furthermore, in the absence of quantitative restrictlons, an import
monopoly was not to charge on the average a profit margin which was higher
than that "which would be obtained under normal conditions of competition
(in the absence of the moncpoly)". See paragraph 4.16 of the report of the
Panel on Import, Distribution and Sale of Alcoholic Drinks by Canadian
Provincial Marketing Agencies (L/6304) adopted by the CONTRACTING PARTIES
in March 1988. The Panel therefore expected that once Korea's quantitative
restrictions on beef were removed, the operation of the LPMO would conform
to these requirements.

129. The Panel then examined the United States contention that Korea
imposed surcharges on imported beef in violation of the provisions of

4o'l.‘he text of Article 3i, and itw interpretative note, is contained in
Annex III. '
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peragraph 1(b) of Article II and noted that Korea claimed that it did not
imposs any surcharges in violation of Article IT:1(b). The Panel was of
the view that, i1 the absence of quantitative restrictions, any charges
imposed by an impnort monopoly would normally be examined under Article YI:é4
since it wes the 1ore specific provision applicable to the restriction at
issue. In this regard, the Panel recalled its findings in paragraph 127
above. It concluded, therefore, that it was mot necessary to examine this
issue under Article IL:1(b).

Articles X and XTIY

130. The Panel noted that the United States had, as a subsidiary matter,
claimed that Korea had not met its obligations under Articles X and XIII by
not providing proper public notice of the impor# restrictions. It also
noted that Korea had stated that the withdrawal of the measures imposed in
1984/85 and the import levels in 1988 had been widely publicized. In view
of the Panel’'s determinations as concerned the consiste .y of the Kcrean
mcasures with Articles II and XI, the Panel did not find it necessary to
adidress these subsidiary issues. The Panel noted, however, the requirement
in Article X:1 that "laws, regulations, judicial decilsions and
administrative rulings of genzral application, made effective by any
contracting party, pertaining to ... rates of duty, taxes or other charges,
or to requirements, restrictions or prohibitions on imports ..., shall be
published promptly in such & manner as to enable governments and traders to
become acquainted with them". It also noted the provision in

Article XIIY:3(b) that "[i]n the case of import restrictions inwvolving the
fixing of quotas, the contracting party applying the restrictions shall
give public notice of the total quantity or value of the product or
products which will be permitted to be imported during a specified future
period and of any change in such quantity or value”.

RECOMMENDATIONS

131. In the light of the findings above, the Panel suggests that the
CONTRACTING PARTIES recommend that:

(a) Xorea eliminate or otherwise bring into conformity with the provisions
of the General Agreement the import measures on beef introduced in 1984/85
and amended in 1988; and,

(b) Korea hold consultations with the United States and other interested
contracting parties to work out a timetable for the removal of import
restrictions on beef justified since 1967 by Korea for balance-of-payments
reasons and report on the result of such consultations within a period of
three months following the adoption of the Panel report by the Council.

W ® %
b *
%
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ANNEX I
Extract from the Report on the 1987 Copsultations
with the Republic of Korea
*Conclusions

19. The Comnittee took no'e with gruat satisfaction of the improvement in
tie Korean trade and paymentr situation sinze the last full consultation,
which hed been fully reflected in the documentatior presented to the
meeting.

20. Xt commended the Korean authoritiles sor the policiles of internal

ad justment and external liberalization which had been pursved consistently
in the past few years, including phasing out of import restrictions, a
programme of tariff reductions and z reduction in the number of goods
subject to import surveillance. The Commitiee took note of Korea's
commitment te maintaining the pace of the adjustment and liberalization
process.

2%. In assessing Korea's current economic situation, the Committee noted
that the principal economic wariables such ag GDP growth, investment,
savings, und the trade and payments accounts were very favourable. It also
noted that, although the foreign debt wes still substantial, the positive
evolution of the external accounts had permitted considerable advance
repayment of debt and that reserves had improved despite the outflows that
this had implied. While noting the uncertainties persisting with respect
to developments in the fields of wage costs, interest rates, oil prices and
the possible effects of these on Korea, the Committee was nevertheless of
the view that the present basically favourable situation of the Korean
economy was likely to continue.

22. The prevailing wiew expressed in the Committee was that the current
situation and outlook for *he balance of payments was such that import
restrictions could no longer be justified under Article XVIII:B. The
conditions laid down in paragraph 9 of Article XVIII for the imposition of
trade restrictions for balance-of-payments purposes and the statement
contained in the 1979 Declaration on Trade Measures Taken for
Balance-of-Payments Purpcses that "restrictive trade measures are in
general an inefficient means to maintain or restore balance-of- payments
equilibrium" were also recalled. It also noted that many of the remaining
measures were related to imports of agricultural products or to particular
industrial sectors, and recalled the provision of the 1979 Declaration that
"restrictive import measures taken for balance-of.payments purposes should
not be taken for the purpose of protecting a particular industry or
sector®.

*
BOP/R/171 (10 December 1987)
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23. The Committee therefore stressed the need to establish a clear
timetable for the early, progressive removal of Korea's regtrictive trade
measures maintained for balance-of-payments purposes. It welcomed Korea's
willingness to undertake another full consultation with the Committee in
the first part of 1989. However, the expectation was expressed that Korea
would be able in the meantime to establish a timetable for the phasing out
of balance-of-payments restrictions, and that Korea would consider
alternative GATT justifications for any remaining measures, thus obviating
the need for such consultations. The representative of Korea stated that
he could not prejudge the policy of the next Government in this regard."
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ANNEX ITT

Article 31 of the Havana Charter

Expansion of Trade

1. If a Member establishes, maintains or authorizes, formally or in
effect, a monopoly of the importation or exportation of any product, the
Member shall, upon the request of any other Member or Members having a
substantial interest in trade with it in the product concerned, negotiate
with such other Member or Members in the manner provided for under

Article 17 in respect of tariffs, and subject to all the provisions of this
Charter with respect to such tariff negotiations, with the object of
achieving:

(a) in the case of an export monopoly, arrangements designed to limit
or reduce any protection that might be afforded through the
operation of the monopoly to domestic users of the monopolized
product, or designed to assure exports of the monopolized product
in adequate quantities at reasonable prices;

(b) in the case of an import monopoly, arrangements designed to limit
or reduce any protection that might be afforded through the
operation of the monopoly to domestic producers of the
monopolized product, or designed to relax any limitation on
imports which is comparable with a limitation made subject to
negotiation under other provisions of this Chapter.

2. In order to satisfy the requirements of paragraph 1.(b), the Member
establishing, maintaining or authorizing a monopoly shall negotiate:

(a) for the establishment of the maximum import duty that may be
applied in respect of the product concerned; or

(b) for any other mutually satisfactory arrangement consistent with
the provisions of this Charter, if it is evident to the
negotiating parties that to negotiate a maximum import duty under
sub-paragraph (a) of this paragraph is impracticable or would be
ineffective for the achievement of the objectives of paragraph 1;
any Member entering into negotiations under this sub-paragraph
shall afford to other interested Members an opportunity for
consultation.

3. In any case in which a maximum import duty is not negotiated under
paragraph 2(a), the Member establishing, maintaining or authorizing the
import monopoly shall make public, or notify the Organization of, the
maximum import duty which it will apply in respect of the product
concerned.

4, The import duty negotiated under paragraph 2, or made public or
notified to the Organization under paragraph 3, shall represent the maximum
margin by which the price charged by the import monopoly for the imported
product (exclusive of internal taxes conforming to the provisions of
Article 18, transportation, distribution and other expenses incident to the
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purchase, sale or further processing, and a reasonable margin of profit)
may exceed the landed cost; Provided that regard may be had to average
landed costs and selling prices over recent periods; and Provided further
that, where tht¢ product concerned is a primary commodity which is the
subject of a domestic price stabilization arrangement, provision may be
made for adjustment to take account of wide fluctvations or variations in
world prices, subject where a maximum duty has been negotiated to agreement
between the countries parties to the negotiations.

5. With regard to any product to which the provisions of this Article
apply, the monopoly shall, wherever this principle can be effectively
applied and subject to the other provisions of this Charter, import and
offer for sale such quantities of the product as will be sufficient to
satisfy the full domestic demand for the imported product, account being
taken of any rationing to consumers of the imported and like domestic
product which may be in force at chat time.

6. In applying the provisions of this Article, due regard shall be had
for the fact that some monopolies are established and operated mainly for
social, cultural, humanitarian or revenue purposes.

7. This Article shall not limit the use by Members of any form of
assistance to domestic producers permitted by other provisions of this
Charter.

ad Article 31
Paragraphs 2 and &

The maximum import duty referred to in paragraphs 2 and 4 would cover
the margin which has been negotiated or which has been published or
notified to the Organization, whether or not collected, wholly or in part,
at the custom house as an ordinary customs duty.

Paragraph 4

With reference to the second proviso, the method and degree of
ad justment to be permitted in the case of a primary commodity which is the
subject of a domestic price stabilization arrangement should normally be a
matter for agreement at the time of the negotiations under paragraph 2(a).



