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Report on International Dairy Arran;eunt

INTRODUCTION

In response to requests of the Finance Committee of the Senate, and
the Ways and Means Committee of the Rouse of Representatives, the United
States International Trade Commission on September 1, 1978, instituted an
investigation, under section 332(b) of the Tariff Act of 1930 (19 U.S.C.
332(b)), for the purpose of submitting a series of reports analyzing the
effects on U.S. industrial and agricultural sectors of nontariff measure
agreements and tariff reductions negotiated at the Multilateral Trade
Negotiations (MTN) in Geneva.

This report analyses a draft international conlodity arrangement on cer-
tain dairy products. The report is based upon the text of the International
Dairy Arrangement (MTN/DP/8) resulting from negotiations concluded in April
1979. 1/ The report is divided into 2 parts which deal vith the various
aspects of the proposed arrangement and its impact on U.S. programs. Part
I of the report provides a brief description of the arrangement. Part I1
describes existing laws regulatimi milk and silk products in the United
States, and the economic impact VT the International Dairy Arrangement.
U.S. adherence to the Arrangemnt vould require no changes in U.S. statutes
and only minor possible changes in U.S. Department of Agriculture regulations,
as described in the section of part It dealing vith the economic impact of
U.S. adoption of the Arrangement.

i

.1/ Certain bilateral arrangements being implemented vith regard to cheese,
which are not a part of the International Dairy Arrangement are not discussed in
this report. Theso bilateral arrangments are discussed in the part of the Com-
mission's Industry/Agriculture Sector Analysis dealing vith dairy products.
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PART I. INTERNATIONAL DAIRY AJRANGEMENT

Summary of the Arrangement

The arrangement, as it results from negotiations concluded in April
1979, contains a preamble, four parts and three major protocols incorpo-
rated as annexes to the arrangement, concerning certain milk powders, milk
fat and certain cheeses. The arrangement is briefly described in the
following paragraphs. I/

Preamble: The Preamble recognizes the importance of milk and dairy prod-
ucts, the need to avoid surpluses and shortages and the need to maintain
prices at an equitable level. The Preamble notes the wide price fluctua-
tions in the dairy products market and the proliferation of export and
import measures and recognizes that improved cooperation in the dairy
sector contributes to the attainment of the objectives of expansion and
liberalization of world trade and the implementation of the objectives of
the Tokyo Declaration of 1973.

Objectives of the Arrangement: Article I of Part 1 of the General Provi-
sions of the Arrangement establishes the following objectives:

- to achieve the expansion and even greater liberal-
ization of world trade in dairy products under market
conditions as stable as possible, on the basis of
material benefit to exporting and importing countries,
and

- to further the economic and social development of
developing countries.

Product coverage (Article II): The products covered by the arrangement

are:

1. Milk and cream, fresh, not concentrated or sweetened

2. Milk and cream, preserved, concentrated or sweetened

3. Butter

4. Cheese and curd

5. Casein, and

6. Any other product the International Dairy Products
Council (established under the arrangement) deems neces-
sary for the implementation of the arrangement's objectives
and provisions.

_/ The full text of the arrangement appears in the Annex.
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Creation of Administrative Mechanism: Part 3 of the arrangement eatas-
lishes mechanisms under the Gatt to carry out necessary implementation
functions. Article VIII establishes an International Dairy Products
Council comprised of representatives of all the participants to tke arrange-
"aent. In addition, special committees are established to carry out each of
the major protocols to the arrangement comprised of representatives of the
signatories to the relevant protocol. For both the Council and the Comsit-
tees, decisions must be reached by concensus, so that, in effect, each
participant may effectively exercise a veto power.

Article IV establishes that the functions of the Council are to eval-
uate the situation in an outlook for the world market for dairy products, to
review the operation of the arrangement, and to recommend short, medium or
long-tern measures to improve the overall situation of the world market if
it finds that a serious market disequilibrium, or threat of such disequilib-
rium, which affects or may affect international trade, is developing for
one or more dairy products. In considering possible solutions, the council
is to take due account of special and more favorable treatment to be pro-
vided the developing countries, where feasible and appropriate.

The Committees established under Article VII are to keep under constant
review the situation in an evolution of the international market for each
respective Protocol.

ObliAations of Particivan~s:

Information: The participants would agree, under Article III, to pro-
vide relevant trade information regularly and promptly to the Council as
required to monitor and assess the overall world market situation for the
products covered by the arrangement. Such information would include data
on past performance and current outlook regarding production, consumption,
prices, inventories, and trade. Information would also be furnished on
domestic policies and trade measures imposed by the participants and on
international commitments in the dairy sector, as well a any changes in
such policies and measures. The information obligation does not, however,
require the submission of confidential information which would be contrary
to public interest, impede law enforcement, or prejudice legitimate commer-
cial interests.

Minimum Price Agreements: Three major annexes to the arrangement pro-
vide for Protocols which would establish minimum prices for certain milk
powders, milk fat (including butter) and certain cheese.

Protocol Regarding Certain Milk Powders: This Protocol covers skimmed,
whole, and buttermilk powders. Minimum prices of $425, $725, and $425 per
metric ton are set for each of the three categories of silk powders, respec-
tively. These prices refer to three "pilot products" with specific silk fat
and water content, with specific packaging characteristics, and specific F.O.B.
positions. Adjustments can be made in these minimum prices to reflect vari-
ances in milk fat content, differences in packaging costs, and modified terms
of sale from those specified for the pilot products. Participants undertake

2
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not to export to commrcial markets below these .m11mm prices vt Li ad-
justments 3s outlined above. In addition, under article 3 of the Protocol
the minimum price levels will be reviewed annually by the Committee for the
Protocol and my be modified.

In Its review the Committee is required to take account, to the extent
relevant and necessary, producer costs, other relevant economic factors of
the world market, the need to maintain a long-term minimum return to the
most economic producers, the need to maintain stability of supply and
ensure acceptable consumer prices and the current market situation.
Finally. the Coimmttee shall have regard to the desirability of improving
the relationship between the minimum price levels established by the
Protocol and the dairy support levels in the major producing participant
countries tincludirtn the European Community).

Trade in skimmed milk and buttermilk powder below the minimum prices
is allowed, provided the milk powder is for use exclusively in animal feed.
Other derogations for commercial sales below the minimum prices can be
prented by the Committee. Non-commercial sales of milk powder, such as
those for food all and relief purposes. will be exempt from the minimum
price provisions.

Protocol .Resardina .Milk Tat: This Protocol covers anhydrous mIlk
fat and butter. Its provisions parallel almost identically those in
the ?rotocol on u31k powders. It includes minima prices of $1.100
per =etric ton for anhydrous milk fat and $925 per metric ton for butter.
Under provisions similar to those in the Protocol on milk fat. these prices
refer to "pilot products" with specific characteristics and can be ad-
usted to reflect variances from the characteristics of the "pilot products".
Participants undertake not to export to cmomrcial markets below the
zinimum prices vith adjustments as provided for in the Protocol. In
addition, the minimum prices will be reviewed annually by the Committee
established for the Protocol and may be modified to reflect changes in
economic factors including the world butter situation.

The derogation provisions for sales below the minimum prices to com-
mercial and non-commrcial markets parallel those in the Protocol on milk
fat, with the exception of sales for animal feed. No exemption for such
sales is included in this Protocol.

?rctocol Reaardint Certain Cheeses: Ihis Protocol covers cheeses
having a fat content in dry matter, by vsignt, equal to or more than 45
percent and a dry matter content, by weight, equal to or more than 50
percent. Its provisions parallel those of the other two Protocols.

A zinl.aum price of $800 per metric ton is set for a "pilot product"
of cheese with specific packaging characteristics in an F.O.S. or free-at
frontier position. Adjustments can be made in this minium price to
refect variances in the packaging and terms of sale characteristics from
those specified for the "pilot product".

3
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Sales below the mlnlmm prices c"a be made to non-cnmorcial or cow.
mercial markets under derogations granted by the Comittee for the Protocol.
In addition, the minimum prices would not apply to exports, In exceptional
circumstances, of small quantities of natural unprocessed cheese which is
below normal quality for export due to deterioration or production failure.
Exporters must notify the GTT Secretariat of their intentions in advance
of making such sales.

Food Aid and Transactions Other Than Normal Commercial Transactions:
Article V of the arrangement provides that dairy products shall be fur-
nished to the developing countries by way of food aid and the participants
will consult on arrangements for the supply of such aid.

Final Provisions (Part IV): The arrangement provides for entry into
force on January 1, 1980, will remain in force for three years, and can be
"extended for further three year periods unless the Council decides otherwise.

With respect to vithdrawal, the arrangement provides for withdrawal
upon the expiration of 60 days after notice but provides for withdrawal
from the Protocols subject to such conditions as may be agreed upon by the
participants.

Status of the Arrangement

Unlike previous drafts, the Arrangement under consideration purports
to be complete with no reservations being indicated by footnote or otherwise
and no textual matter placed in brackets.

It is noted that in earlier drafts, brackets had been placed around pro-
visions concerning safeguards, subsidies, health and veterinary Measures,
standards, rules on packaging and labeling and designation of origin. Such
provisions do not appear in the final draft and would be covered in other
separate non-tariff measure agresments.

4
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PART It: EFFECT OF ADOPTION OF INTERNATIONAL DAILY ARRANGEDEWT

Domestic Programs

The marketing of milk and silk products in the United States is, as
in most other countries, highly regulated. Generally U.S. lavs affect
dairy products in several ways: (1) the marketing of milk is controlled
through Federal Milk Marketing Orders and through the Dairy Price Support
Program; (2) imports of dairy products are controlled by the imposition of
quotas under section 22 of the Agricultural Adjustment Act; (3) surplus
agricultural goods (including dairy products) are disposed of by shipment
to developing countries through the P.L. 480 program. These programs are
discussed in further detail below.

Federal Milk Marketing Orders

Federal Milk Marketing Orders, authorized by the Agricultural Market-
ing Agreement Act of 1937 (7 U.S.C. 608(c)), establish ainaimu prices to
farmers for silk based on end use. The milk marketing orders program is a
classified pricing program vhich prices milk used for fluid uses distinctly
from that used for further processing into dairy products. That silk used
for fluid purposes is priced at varying differentials above the price of
that milk which Is further processed for manufacturing purposes. Grade A
silk that is eligible for fluid consumption but not so used, is used to
produce manufactured dairy products. All U.S. dairy farmers that produce
Grade A silk received at plants regulated under the orders program share in
the proceeds from the higher valued fluid sales. The returns from fluid
milk sales are pooled vith lover returns from silk of Grade A which is
processed into dairy products. Grade A farmers then receive a blend price
based on the relative quantities used in each class.

The Federal marketing orders programs also provide for: impartial
audits of dairy plants to insure fair and accurate producer payments;
verification of weights and tests of producer milk; collection and distri-
bution of market data; and, procedures, including the public hearing
process, to review conflicting points of view and resolve them in the
public interest.

The Federal Dairy Price-Support Program

Federal price supports have been in existence for certain agricul-
tural commodities since 1933. The 1949 Agricultural Act, as amended (7 USC
1446), directs the Secretary of Agriculture to support manufactuzing milk
prices by governmental purchases of unlimited quantities of dairy products.
The U.S. Department of Agriculture (USDA) announces the prices at which it
will purchase Cheddar cheese, butter, and nonfat dry milk which meet USDA
grading and packaging specifications. The USDA announces the specific
price support for manufacturing milk on October 1 of each year. The price

5
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support system is designed to stabilize milk prices by producing a floor
under prices., at prices which are expected to support the annual average
price which plants pay to farmers for msnufacturing milk equal to the
announced support price. The USDA's Conmodity Credit Corporation offers to
to purchase carrots of butter, Cheddar cheese, and nonfat dry milk at the
announced prices in carrying out the price-support program. Mst of the
nonfat dry milk purchased by the USDA has been donated abroad as part of
the so-called ?F.L. 480" program, whereas most of the butter and cheese
purchased has been disposed of through school lunch and welfare programs
within the United States. Purchases of dairy products are also allowed
under section 709 of the Food and Agricultural Act of 1965, (7 USC 1446(a))
and section 4a of the Agriculture and Consumer Protection Act of 1973.

U.S. Section 22 Import Control

Under this program, which was established by the addition of sec-
tion 22 to the Agricultural Adjustment Act of 1933 (7 U.S.C. 624), in an
amendment to that Act in 1937 (49 Stat. 1152), imports of certain agricul-
tural commodities are restricted by quotas established to prevent inter-
ference by imports with the federal price support programs of the USDA
discussed above. Presently, nearly all dairy products made from cow's milk
and entering international trade are subject to section 22 quotas.

A 1951 amendment to section 22 (64 Stat. 261) specified that no trade
agreement or other international agreement before or afterwards entered
into by the United States could be applied in a smaner inconsistent vith
the application of section 22 quotas. Since the amendment was after the
effective date of the General Agreement on Tariffs and Trade (GATT), the
U.S. sought, in 1955, and obtained, a waiver from Articles 1I and XI of the
GATT. Article XI allows agricultural quotas when they are necessary for
the enforcement of governmental measures to restrict production of like
domestic products. It should be noted, however, that the U.S. price
support program does not attempt to restrict production. Annual reviews of
the operation of the section 22 waiver are required by terms of the waiver.

In the operation of the section 22 quota system, the Secretary of
Agriculture advises the President whenever he has reason to believe that
dairy products are being imported into the United States under such condi-
tions and in such quantities as to render or tend to render the federal
dairy price support program ineffective or materially interfere with it.
If the President agrees that the situation described by the Secretary of
Agriculture exists, he then directs the U.S. International Trade Commission
to conduct an investigation and bold public hearings, and to forward to him
a report of its findings and recommendations. The President may then,
based on the Comissionfs findings, impose such fees or quotas (in addi-
tion to the basic duty) as he determines necessary. Bovever, when the
Secretary of Agriculture reports to the President that a condition which
requires eergency action exists, the President may take action without
waiting for the Commission's report. The action continues in effect
pending the Commission's report and any subsequent action taken by the
President.

6
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The P.L. 480 Program

The P.L. 480 program (7 U.S.C. 1697-1736d) provides for the shipment of
surplus U.S. agricultural products (including dairy products) to developing
countries under credit alee agreements and as donations for famine relief.
These donations are usually viewed as a form of U.S. foreign aid. The
Comodity Creidt Corporation uses the products it has purchased under the
federal dairy support program for the program.

Federal Dairy Product Standards

Principal inspection of U.S. dairy manufacturing plants and the grading
of manufactured products is performed by the USDA. If products are to carry
USDA grades, plant inspections are required. Most states have requirements
for dairy farmers, and all states have basic food laws covering food in intra-
state commerce. In interstate commerce, all manufactured dairy products are
subject to the Pure Food and Drug Act (21 U.S.C. 301), under which plant
inspection, in the case of questionable wholesomeness, is administered by the
Food and Drug Administration (FDA). Imported dairy products must meet FDA
requiremnts upon entry into the United States (21 U.S.C. 143).

Economic Impact

In term of milk equivalent, U.S. imports of dairy products have
mounted to about 1.7 percent of comsumption in recent years. Most of the
imports have consisted of cheese. Exports, mostly nonfat dry milk, have
absorbed some 0.4 percent of production. U.S. imports of dairy products
are limited by quotas imposed under section 22 of the Agricultural Adjust-
ment Act, as nd•d. Because of price and size, the United States market
is the preferred market for U.S.-produced dairy products. Also, the small
quantities of U.S.-produced dairy products that are exported face subsidized
competition from mnw, foreign countries. (U.S. imports of cheese from most
foreign countries also benefit from export subsidies.) Largely because of
the aforementioned conditions, U.S. international trade in dairy products
has been mall.

The only economic provisions of significance appearing in the arrange-
ment involve the establisient of minimum prices for certain milk powders,
milk fat, and certain cheeses. Inasmuch as the minimum prices are about 60
percent to 75 percent below the U.S. support prices for the respective
products, it does not appear that the minimum price level would have any
foreseeable effect on U.S. commercial exports or imports of dairy products,
or on those domestic price support programs The minimal exports under the
F.L. 480 Program of the U.S. Department of Agz•iculture (USDA) mostly
involve food aid and, therefore, would not be affected by the arrangement.
However, adherence to the arrangement might require some changes in the
USDA regulations concerning the small quantities of concessional sales that
are infrequently made under the program at prices that might be below the
minimum prices.

7
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PALB

Recognzin

Recognizing

Noting

Noting

Considering

Determined

The participants
representatives;

the importance of milk an4 dairy products to the ecoc37
of many countrieslin termA of production, trade and
consumption;

the need, in the mutual interests of producers and
consumers, and of exporters and importers, to avoid
surpluses and shortages, and to maintain prices at an
equitable level;

the diversity and interdependence of dairy products;

the situation in the dairy products market, which is
characterized by very wide fluctuations and the
proliferation of export and import measures,

that improved co-operation in the dairy products sector
contributes to the attainment of the cbjectives of
expansion and liberalization of world trade, and the
implementation of the principles and objectives concerning
developing countries agreed upon in the Tokyo Declaration
of I•inisters datEd 14 September 19T3 concerning the
Multilateral Trade negotiations;

to respect the principles and objectives of the General
Agreement on Tariffs and Trade-' =!',in ca.rryine out the
aims of this Agreement, effectively to implement the
principles and objectives agreed upon in the said
Tokyo Declaration;

to the present Arrangement have, through their
agreed as follows:

I1n this Arrangement and in the Protocels annexed thereto,
'country" is deemed to include the European Economic Community.

the term

2This presabular provision applies n2.y ar-.On participants
that are contracting parties to the Ceneral Agreement on Tariffs and Trade.

3
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PART OFE

GENERAL PROVISIONS

Article I - Objectives

The objectives of this Arrangement shall be, in accordance vith the
principles and objectives agreed upon in the Tokyo Declaration of Ministers
dated is Septenber 1973 concerning the Multilateral Trade Negotiations,

- to achieve the expansion and ever greater liberalization of world
trade in dairy products under market conditions as stable as
possible, on the basis of nutuc.1 benefit to exporting and importing
countries;

- to further the economic and social development of developing

countries.

Article II - Product Coverage

1. This Arrangement applies to the dairy products sector. For the
purpose of this Arrangement, the term *dairy products is deemed to include
the following products, as defined in the Customs Co-operation Council
!omenclsture:

CCCN

(a) Milk and cream, fresh, not concentrated or sweetened 04.01

(b) Milk and cream, preserved, concentrated or sweetened 04.02

(c) Butter 04.03

(d) Cheese and curd O4.O14

(W) Cascin ex 35.01

2. Th. InternationU.l Dairy Products Council established in terms of
Article V1:11(a) of this Arrangemcnt (hcreinafter referred to as the
Council) mny decide that the Arr-ingemcnt is to apply to other products in
which dairy products referred to in paragraph 1 of this Article have been
incorporated if it deems their inclus: )n necessary for the implementation
of the objectives and provisions of this Arrangement.

Article III - Information

1. The participants agree to provide regularly and promptly to the Council
the information required to permit it to monitor and assess the overall
situation of the world market for dairy products and the world market
situation for each individual dairy product.

2. Participating developing countries shell furnish the information
available to thcm. In order that these 'r.rticinants n.y it.prove their da-ta
cl.ctior mechanis~.. developed p-:rticiplnts, end any developing
narticipntnts ablc te do so, shall consider syme.thetically any request to
them for technical assistance.

4,
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3. The informtiom that the palticipants undertake to provide pursuant to
paragaph 1 of this Article, according to the modalities that the Council
shall establish, shall include data on past performance, current situation
and outlook reparding production, consumption, prices, stocks and trade,
including transactions other than normal commercial transactions, in respect
of the products referred to in Article II of this Arrangement, and any
other information deemed necessary by the Council. Participants shall also
pro-ide information on their domestic policies %ad trade measuipes, en on
their bilateral, plurilateral or multilateral commitments, in the dairy
sector and shall make known, as early as possible, any changes in such
policies and measures that are likely to affect international trade in dairy
products. The provisions of this paragraph shall not require any participant
to disclose confidential information which would impede lay enforcement or
otherwise be contrary to the public interest or would prejudice the
legitimate commrcial interests of particular enterprises, public or private.

Note: It is understood that under the provisions of this Article, the
Council instructs the secretariat to draw up, and keep up to date, an
inventory of all measures affecting trade in dairy products,including commitments resulting from bilateral, plurilateral azd
multilateral negotiations.

Article IV - Functions of the International Dairy
Products Council and Co-operation between the

Participants to this Arrangement

1. The Council shall meet in order to:

(a) make an evaluation of the situation in and outlook for the world
mezket for dairy products, on the basis of a status report
prepared by the secretariat with the documentation furnished by
participants in accordance with Article III of this Arrangement,
information arising from the operation of the Protocols covered
by Article VI of this Arrangement, and any other information
available to it;

(b) review the functioning of this Arrangement.

2. If after an evaluation of the world market situation and outlook,
referred to in paragraph l(a) of this Article, the Council finds that a
serious market disequilibrium, or threat of such a disequilibrium, which
affects or my affect international trade, is developing for dairy products
in general or for one or more products, the Council will proceed to identify,
taking particular account of the situation of developing countries,
possible solutions for consideration by governments.

3. Depending on whether the Council considers that the situation defined
in paragraph 2 of this Article is temporary or more durable, the measures
referred to in paragraph 2 of this Article could include short-, medium-
or long-term measures to contribute to improve the overall situation of the
world market.
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4. When considering measures that could be taken pursuant to paragraphs 2
and 3 of this Article, due account shall be taken of the special and more
favourable treatment,, to be provided for developing countries, where this is
feasible and appropriate.

5. Any participant may raise before the Council any mattexý affecting this
Arrangement. Each participant shall promptly afford adequate opportunity
for consultation regarding such matterlaffecting this Arrangement.

6. If the matter affects the application of the specific provisions of
the Protocols annexed to this Arrangement, any participant which considers
that its trade interests are being seriously threatened and which is unable
to reach a mutually satisfactory solution with the other participant or
participants concerned, may request the Chairman of the Committee for the
relevant Protocol established under .Article VII:2(a) of this Arrangement,
to convene a special meeting of the Committee on an urgent basis so as to
determine as rapidly as possible, and within four working days if requested,
any measures which may be required to meet the situation. If a satisfactory
solution cannot be reached, the Council shall, at the request of the
Chairman of the Committee for the relevant Protocol, meet within a period
of not more than fifteen days to consider the matter with a view to
facilitating a satisfactory solution.

Article V - Food Aid and Transactions other than

Normal Commercial Transactions

1. The participants agree:

(a) In co-operation with FAO and other interested organizations: to foster
recognition of the value of dairy products in improving nutritional levels
and of ways and means through which they may be made available for the
benefit of developing countries.

(b) In accordance with the objectives of this Arran~enento to furnish.
within the limits of their poSsibilitics, dairy products to developing
countries by way of food aid. Participants should notify the Council in
advance each year, as far as practicable, of the scale; quantities and
destinations of their proposed ccntributions of such food aid. Participants

1It is confirmed that the term matter' in this paragraph includes any

matter which is covered by multilateral agreements negotiated and agreed
u-on within the framework of the 'Aultilateral Trade Niegotiations, in
Particular those bearing on cxpoAt and import measures. It is further
confirmed that the provisions of Article IV:5 and this footnote are without
prejudice to the rights and obligations of the parties to such agreements.

6
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should also give, if posible, Vior notification to the Council of any
proposed amendments to the notified program. It would be understood that
contributions could be made bilaterally or through joint projects or
through multilateral programs, particularly the World Food Programe.

(c) Recognizing the desirability of harmnzing their efforts in this
field, as well as the need to avoid harmful ifterference with normal
patterns of production, consumption and intOrnational trade, to exchange
views in the Council on their arrangements for the supply and requirements
of dairy products as food aid or on concessional terms.

2. Donated exports to developing countries, exports destined for relief
purposes or welfare purposes in developing countries, and other transactions
which are not normal commercial transactions shall be effected in accordance
with the FAO -Principles of Surplus Disposal and Consultative Obligations'.
Consequently, the Council shall co-operate closely with the Consultative
Sub-Comnittee on Surplus Disposal.

3. The Council shall, in accordance with conditions and modalities that it
will establish, upon request, discuss, and consult on, all transactions
other than normal commercial transactions and cther than those covered by
the Agreement on Interpretation and Application of Articles VI, XVI and XXIII
of the General Agreement on Tariffs and Trade.

7
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PAR? •¶O

sp.E c I p.oiSrOS
Aricelo VT - Protocols

1. Without prejudice to the provisions of Articles I to V of this

Arrangirment. the products listed belov shoLU be subject to the provisions
of the Protocols annexed to this Arrwnciment:

Annex T - rtclR rigeti M*ilk Povdars
Milk povdcr and crevLs poviler, excluding vhey powder

Amnex II - Protocol Regardg Minlk Fit
14il fat

Annex III - Protocol Ret•ardiu. Certain Cheests

Certain cheeses

8
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PAR T THREE

Article MI. - Abinistration of the ArreMent

1. International Dairy Protucts Council

(a) An International Dairy Products Cowunil shall be established
within the framework o:' the General Pireement on Tariffs and
Trade. The C-uncil shall comprise representatives of all
participants to the Arr.nement and shall carry out all the
functions vhich are necessary to .im•. enent the provisions of the
Arrangement. The Council shall be serviced by the GATTL
secretariat. The Council shall establish its ovn rules of
procedure.

(b) Regular and special meetings

The Council shall normally meet at least twice each year.
However, the Ckairmnn wy call a special meeting of the Council
either on his swn initiative, at the request of the Committees
established under paragraph 2(a) of this Article, or at the
request of a participant to this Arrangement.

(c) Decisions

The Council shall reach its decisions by consensus. The Council
shall be deemed to have decided on a matter submitted for its
consideration if no member of the Council formally objects to
the acceptance of a proposal.

(d) Co-operation with other organizations

The Council shall make whatever arrangements are appropriate for
consultation or co-operation with intergovernmental and non-
governmental organizations.

(e) Admission of observers

Mi) The Council may invite any non-participwting country to be
represented-at any meeting as an observer.

(ii) The Council my also invite any of the organizations
referred to in paragraph l(d) of this Article to attend any
meeting as an observer.

9
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(a)T he Comcil shall establish a Ccmittee to carry out all the
functions which are necessary to implsmnt the provisions of the
Protocol Rearding Certain ilk Portders, a Comittee to carry out
all the fumctions which are necessary to implement the provisions
of the Protocol Rewding Milk Fat and a Committee to carry out
all the functions which ae necessary to implement the provisions
of the Protocol Regard4n Certain Cheeses. Each of these
Committees shall comprise representatives of all participants to
the relevant Protocol. The Comittees shall be serviced by the
GATT secretariat. They shall report to the Council on the
exercise of their functions.

(b) Examiaion of the market situation

The Council shall make the necessary arrangements, determining
the modalities for the information to be furnished under
Article III of this Arrangement, so that

- the Committee of the Protocol Regarding Certain Milk
Povders my keep under constant review the situation in and the
evolution of the international market for the products covered
by this Protocol, and the conditions under which the provisions
of this Protocol are applied by participants, taking into w'count
the evolution of prices in international trade in each of the
other dairy products having implications for the trade in
products covered by this Protocoli

- the Committee of the Protocol Regarding Milk Fat may keep
under constant reviev the situation in and the evolution of the
international market for the products covered by this Protocol,
and the conditions under vhich the provisions of this Protocol
are L•-plied by participants, takin into-account the evolution
of prices in international trade in each of the other dairy
products having implications for the trade in products covered by
this Protocol;

- the Committee of the Protocol Regarding Certain Cheeses
may keep under constant revievte situation in and the evolution
of the international market for the products covered by this
Protocol, and the conditions under which the provisions of this
Protocol are applied by participants, taking into account the
evolution of prices in international trade in each of the other
dairy products having implications for the trade in products
covered by this Protocol.

10
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(c) Regular and special-meeting!

E.ch Committee shalL-normally mo at least once each quarter.
However, the Chairman of each committee may call a special
meeting of the Committee on his ow initiative or at the request
of any participant.

(d) Decisions

Each Committee shall reach its decisions by consensus. A
Committee shall be deemed to have decided on a matter subaittcd
for its consideration if no member of the Comittee formally
objects to the acceptance of a proposal.

11
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PART FOUR

Article =1 -Final Prov &ions

1. Acce-tanc

(a) This Arrangement is open for acceptance, by signature or other-
vise, by government members of the United Nations, or of one of
its specialized aencies and by the European Economic Commnity.

(b) Any government2 accepting this Arrag4ement my at the time of
acceptance make a reservation with regard to its acceptance of
any of the Protocols annexed to the Arrangement. This reservation
is subject to the approval of the participants.

(c) This Arrangement shall be deposited with the Director-General to
the CONTRACTING PARTIES to the General Agreement on Tariffs and
Trade vho shall promptly furnish a certified coar thereof and
a notification of each acceptance thereof to each participant.
The texts of this Arrangement in the English, French and Spanish
languages shall all be equally authentic.

(d) Acceptance of this Arrangement shall carry denunciation of the
Arrangement Concerning Certain Dairy Products, done at Geneva
on 12 January 1970 which entered into force on 1 May 1970, for
participants having accepted that Arrangement and denunciation
of the Protocol Relating to Milk Fat, dcne at Geneva on
2 April 1973 vhich entered into force on 14 May 1973, for
participants having accepted that Protocol. Such denunciation
shall take effect on the date of entry into force of this
Arrangement.

'The terms "acceptance" or "accepted" as used in this Article include
the completion of any domestic procedures necessary to implement the
provisions of this Arrangeaent.

2or the purpose of this Arrangement, the term government " is deemed
to include the competent authorities of the European Econcaic Community.

12
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2. aProvisional appication

Any government my deposit with the Director-General to the
COUTtACTINIG PARTIES to the Ceneral Agreement on Tariffs and Trade a
declaration of provisional application of this Arrangewent. Any

government depositing such a declaration shall prov•isionally apply this
Arrengement and be provi~ionally regarded as participating, in this
Arrangement.

3. Entry into force

(a) This Arrangement shall enter into force, for those participants
having accepted it, on 1 January 1980 . For participants
accepting this Arrangement after that date, it shill be
effective from the &%te of their acceptance.

(b) The validity of contracts entered into before the date of entry
into force of this Arrangement is not affected by this
Arrangement.

3.. Validity

This Arrangement shall remain ip force for three years. "Mhe duration
of this Arrangement shall be extended for further periods of three years
at a tim, unless the Council, at least eighty days prior to each date of
expiry, decides otherwise.

S. Amendment

Except where provision for modification is made elsewhere in this
Arrangement the Council may recommend an amendment to the p-ovisions of
this Arrangement. The proposed amondLent shall enter into force upon
acceptance by the gvernmaLrit s of .all prticipants.

6. Relationship between the Arr-ng'.ment and the Annexes

The following shill be '.eene4 to be an integral nv-rt of ýhio
Arrfwgerwnt, subject to th- provisions of parwtnh 1(b) of this Article;

- the Protocols mentioncd in Arti.c01 VI of this Arr-.njement and
contained in its Annexes I, II and ITT;

- the lists of reference points mentioned i-. Article 2:1 of the
Protocol R#.earding Certain 'silk Powders, Article ,:1 of the
Protocol NeI.rding. "ýilk Fat, and Article 2:1 of the Protocol
Rex-.rdirg Certain Cheeses, contained in Annexes Ia, IIa and IIIa
respectivelya

13
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- the schedules of price ditrf~tl a according to milk fat content
mentioned in Article 3:4, note 2 of the Protocol Regarding Certain
Milk Powders and Article 3:., note I of the Protoo Aegrding Milk
Fat, contained in Annexes lb and lIb respectively;

- the register of processes and control measures referred to in
Article 3:5 of the Protoool RegardinL Certain Milk Powdens,
contained in Annex Ic.

T. Relationship between the Arrrangement and the General Agreement on
Tariffs and Trade

Nothing in this Arrangement shall affect the rights and obli options
of participants under the General Agreement on Tariffs and Trade.L

8. Withdrawal

(a) Any participant may vithdrav from this Arrangement. Such withdrawal
shall take effect upon the expiration of sixty days from the day on which
written notice of vithdraval is received by the Director-General to the
CONTRACTING PARTIES to the General Agreement on Tariffs and Trade.

(b) Subject to such conditions as may be agreed upon by the participants,
any participant may withdraw from any of the Protocols annexed to this
Arrangement. Such withdrawal shall take effect upon the expiration of
sixty days from the day on which written notice of vithdraval is received
by the Director-General to the CONTRACTING PARTIES to the General Agreement
on Tariffs and Trade.

1This provision applies only among participants that are
contracting parties to the General Agreement on Tariffs and Trade.

14
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Protocol Rcgariinc, Ccrtein :ilk Powi_,-rc
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PART OR1

Article 1 Product Coyerinas

1. This Protocol apples to xMlk powder end cream powder falling under
CCC2 beading Do. o0.02, excluding vbe7 pod'r.

16
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Article 2 - P.lot Prrdcts

1. For the purpose

shall be established for

(a) Designation:

•'ilk fat content:

Water content:

(b) Designation:

Milk fat content:

Water content:

(c) DesiGnation:

14•ik fat content:

Water content:

Facka ing:

Terms of sale:

of this Protocol, miaaium export prices
the pilot products of the tolloving descriptions:

Ckiumed milk powder

Less than or equal to 1.5 per cent by veight

Less than or equal to 5 per cent by eight

Whole vilk ovder

26 per cent by weight

Less than or equal to 5 per cent by eight

Buttermilk Rder

Less than or equal to U per cent by eight
Less than or equal to 5 per cent by weight

In packages normally used in the trade, of & net
content by eight of not less than 25 kp., or
50 lbs., as appropriate

F.o.b. ocean-going vessels from the exporting
country or free-at-frontier exporting country.

By derogation from this provision, reference
points are designated for the countries listed
in Annex IU. The Committee established in
pursuance of Article VII:2(a) of the Arrangement
(hereinafter referred to as the Committee) may
amend the contents of that AnLiex.

Prompt payment against documents.

1 Derived from the manufacture of butter and anhyd•'us milk fat.

17
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PAM ' (cmt'4d)

Article 3 -Minim=m Prices

Level and observance of minimum prices

1. Participants undertake to take the steps necessary to ensure that the
export prices of the products defined in Article 2 of this Protocol shall
not be less than the minimum prices applicable under the present Protocol.
If the products are exported in the form of pods in vhich they have been
incorporated, participants shall take the steps necessary to avoid the
circumvention of the price provisions of this Protocol.

2. (a) The minimum price levels set out in the present Article take
account, in particular, of the current market situation, dairy prices in
producing participants, the need to ensure an appropriate relationship
between the minim= prices established in the Protocols to the present
Arrangement: the need to ensure equitable prices to consumers, and the
desirability of maintaining a minimum return to the most efficient
producers in order to ensure stability of supply over the longer term.

(b) The minimum prices provided for in paragraph 1 of the present
Article applicable at the date of entry into force of this Protocol are
fixed at:

(i) US$h25 per metric ton for the skiwmed milk powder defined
in Article 2 of this Protocol.

(ii) US$725 per metric ton for the whole milk powder defined in
Article 2 of this Protocol.

(iii) US$425 per metric ton for the buttermilk powder defined in
Article 2 of this Protocol.

3. (a) The levels of the minimum prices specified in the present
Article can be modified by the Committee, taking into account, on the
one hand, the results of the operation of the Protocol and, on the other
hand, the evolution of the situation of the international market.

(b) The levels of the minimum prices specified in the present Article.
shall be subject to review at least once a year by the Committee. The
Committee shall meet in September of each year for this purpose. In under-
taking this review the Committee shall take account in particular, to the
extent relevant and necessary, of costs faced by producers, other relevant
economic factors of the world market, the need to maintain a long-term
minimum return to the most economic producers, the need to maintain

18
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Aril (€oot'4)

stability of supply and to ensure acceptable pces to consumers, and the
current mairet situation and shall have regard to the desirability of

Sthe relationship between the levels of the minimum prices set out
in paragraph 2(b) of the present Article and the dairy support levels in
the major producing participants.

Adjustment of minimum prices

14. If the products actually exported differ from the pilot products in
respect of the fat content, packaging or terms of sale, the miimum prices
shall be adjusted so ua to protect the minizm prices established in this
Protocol for the products specified in Article 2 of this Protocol according
to the following provisions:

bdlk fat content:

Packagin*s:

If the milk fat content of the milk powders
described in Article 1:1 of 1 the present Protocol
excluding buttermilk powder differs from the milk
fat content of the pilot products as defined in
Article 2:1(a) and (b) of the present Protocol, then
for each full percentage point of milk fat as from
2 per cent, there shall be an upward adjustment of
the minimum price in proportion to the difference
between the minimum prices established for the pilot
products defined in Article 2:1(a) and (b) of the
present Protocol.

If the products are offered otherwise than in
packages normally used in the trade, of a net content
by weight of njt less than 25 kp. or 50 lbs., as
appropriate, the minimum prices shall be adjusted
so as to reflect the difference in the cost of
packaging from the type of package specified above.

2As defined in Article 2:1(c) of this Protocol.
2 See Annex IN "Schedule of price differentials according to milk fat

acotent".

S0-139 0 - 79 - $
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PAIT TWO (coat'd)

Article 3 (cont'd)

Terms of sale: If sold on terms other than f.o.b. from the
exporting country or free-at-frontier exporting
country, the minima prices shall be calculated on
the basis of the minimum f.o.b. prices specified
in paragraph 2(b) of this Article, plus the real
and justified costs of the services provided; if
the termn of the sale include credit, this shall be
charged for at the prevailing commercial rates in
the country concerned.

Exports and imports of skimmed milk powder and buttermilk powder for
purposes of animal feed

5. By derogation from the provisions of paragraphs 1 to 4 of this Article
participants may, under the conditions defined below, export or import, as
the case may be, skinmed milk powder and buttermilk powder for purposes of
animal feed at prices below the minimum prices provided for in this Protocol
for these products. Participants may make use of this possibility only to
the extent that they subject the products exported or imported to the
processes and control measures which will be applied in the country of export
or destination so as to ensure that the skimed milk powder and buttermilk
powder thus exported or imported are used exclusively for animal feed.
These processes and control measures shall have been approved by the
Committee and recorded in a register established by it.2 Participants
wishing to make use of the provisions of this paragraph shall give advance
notification of their intention to do so to the Committee which shall meet.

1 See Article 2:1.
2 See Annex I(c), "Register of Processes and Control Measures'.

It is understood that exporters would be permitted to ship skimmed milk
powder and buttermilk powder for animal feed purposes in an unaltered state
to importers which have had their processes and control measures inserted in
the Register. In this case, exporters would inform the Committee of their
intention to ship unaltered skimmed milk powder and/or buttermilk powder for
animal feed purposes to those importers which have their processes and
control measures registered.

20
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Article 3 (coct'd)

at the request of a participant, to examine the market situation. The
participants shall furnish the necessary information concerning their
transactions in respect of skid d milk plder and buttermilk powder for
purposes of anims feed, so that the Committee may follow developments in
this sector and periodically make forecasts concerning the evolution cf this
trade.

Special conditions of sales

6. Participants undertake within the limit of their Institutional
possibilities to ensure that practices such as those referred to in
Article 4:1 of this Protocol do not have the effect of lireetly or
indirectly bringing the export prices of the products subject to the
minimum price provisions below the agreed minimum prices.

Field of application

7. For each participant, this Protocol is applicable to exports of the
products specified in Article 1 of this Protocol manufactured or repacked
inside its own customs territory.

Transactions other than normal commercial transactions

8. The provisions of paragraphs 1 to T of this Article shall not be
regarded as applying to donated exports to developing countries or to
exports destined for relief purposes or food-related development purposes
or welfare purposes in developing countries.

Article 4 - Provision of Information

1. In cases where prices in international trade of the products covered
by Article 1 of this Protocol are approaching the minimum prices mentioned
in Article 3:2(b) of this Protocol, and without prejudice to the provisions
of Article III of the Arrangement, participants shall notify to the Committee
all the relevant elements for evaluating their own market situation and,

21
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Art~ic.le (*=mto&)

in particular. ane"s-or loa notices. tvinmi with other pWodust,
barter or three-sided transatious, refunds or rebates, exlusivity
contracts, packaging costs and details of the acka-sing so that the
Coittee can mke a verification.

Article -Obligations of E'rtinz Particivants-
1. Exporting participants apee to use their best en ver, in
accordance vith their institutional possibilities, to sply as priority
basis the mormal cowAecial requirseats of developig 3.portig prtic-

tagts, especially these used for food-reUated develo]ymat purposes an
velfare purposes.

Article 6 - Co-o=eration of Im=ortinm Participants

1. Puticipants vbich import products aovered by Article I Of this
Protocol undertake in particular:

(a) to co-operste in implementing the mininm prices objective of
this Protocol and to ensure, as tar as possible, that the
products covered by Article 1 of this Protocol are not imported
at less than the appropriate customs valuation equivalent to the
prescribed minim- prices;

(b) without prejudice to the provisions of Article IM! of the
Arrangement and Article 4 of this Protocol, to supply infomtion
concerning imports of products covered by Article I of this
Protocol from non-participants;

(c) to consider sympathetically proposals for appropriate remedial
action if imports at prices inconsistent with the minima prices
threaten the operation of this Protocol.

2. Paragraph 1 of this Article shall not apply to imports of skimed silk
powder and buttermilk powder for purposes of animal feed, provided that
such imports are subject to the measures and procedures provided for in
Article 3:5 of this Protocol.

22
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Article T-, DeroMt.Lou

1. Upon request by a participant, the Cq ttee shall have the authority
to gant derogations from the provisions ot Article 3, paragraphs 1 to 5
ot this Protocol in order to remedy difficulties which observamnce of

inixua prices could cause certain participants. The committee shall
pronounce on such a request within three months from the date of the request.

Article 8 - Emergency Action

1. Any participant, which considers that its interests are seriously
endangered by a country not bound by this Protocol, can request the Chairman
of the Cmmittee to convene an emergency meeting of the Cominttee within
two working days to determine and decide whether measures would be required
to meet the situation. If such a meeting cannot be arranged within the two
working days and the commercial interests of the participant concerned are
likely to be Materially prejudiced, that participant may take unilateral
action to safeguard its position, on the condition that any other
participants likely to be affected are immediately notified. The Chairman
of the Comittee shall also be fozully advised immediately of the full
circumstances of the case and shall be requested to call a special meeting
of the Committee at the earliest possible moment.

23
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raoto-ol Reggi".LCUMa4a !Qkhd

In aocordaaee vith the provisions of Article 2:1 of this Ptotocol, the
follovin referance points are desigute4 for the -o-mtns listed below:

Austria. Autverp, Haburgg Rotterdam

Filpd: Antvrpy, haburg, Rotterdm

!rnvo Antverp, iburg, lotterdam

Svcden; Antvorp, Hsiaubg, Rotterdaa

Polad: AMtvorp, Haburg, Rotterdam

24/25
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AN=l I bp

pratioam mrin Certain )dIl Pavdars

4mhedul or Price Difterentials Acoording to
M ..... t ontent "

Milk rat content

Less than 2
Equal to or

I,

:3

N

N

II

N

lb

3,

lI

It

I,

*6

'I

'i

II

I'

'I

3;

r.

N

I:

than 2,

3
I.

5

6

8

9
10
11

12
13

14

15
16
1T

18

19

20

21

22
23

21

25
26
27
0O

less than 3

5
"6

"13 9
"10

"12

"13

"1]5

16
17

18

"19
N. 20

21

22

"23

"24

"25

26
:8 27

"28

26/27

mI unri-eTm
USS/atnoC too

4 3T
1.1,9

T73

19T

509
521

533
545

"557
569

581

593
605

617
629
641.

653

665

67T

689
701

713

737
S.
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Protmoolo Rew4inz Certain tlk •Pger

ftzig~¶r of Processes -and Contz'ol Heagures

In accordmne with the proviions of Article 3:5 of this
following promise and control neasures as approved for the
listed belmy:

Australia

Austria
Canada

Eropean Economic Commity
Finland
Japan
New Zealand

Spain
Swritzerland

Protocol, the
participants

3D/31
34/35
38/3
42/43

145

348/349
50/51
53
56/5T
61

28/29
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Skilect milk pawdezý SW be exowted tie the awiams Umaw"ot Of
Australia to third oountriest

A. Either, after the coqpetent Australia thaorLties h& egsuhA that
the ski ed milk powder has been detured .oooria to wa woe of the
following processes:

1. By the addition, per 100 kp. of skL=Aa ailk powder, d t1 k&6
of lucerne meal or rass meal, eotiin not loes thma 0 p& eaent
of particles not exceeding 300 micros, uniform distrlbuted
throughout the mixture.

2. By the addition of fin.11 milled al•alfa flour (98 per eint to
pa mesh 60, equivalent to 50 United Sates stsabdeO• , i& a pa.-
portion of 2 t~o )4 parts pat 100 Wn of phnlhthale . in -a IW'1
portion of 1: 0,000 (1 V. per 20 kVs* of milk).

3. By the additions in thep oportionof 0 per W l by wlfht of the
product treated (80 per 100 by eight of 0ilk powder ad 2 et
cent of the denaturing pagt) of a mixture 80oed at Id OW dint
bran and 20 per cent potato flour rice flour or ethde eo .
starch (at least 10 per cent to pass mesh 60, etuiVsiden to
50 United States standard), with phenolphthaeiin L thd pojttlai
of 1:20,000.

1•. B the additionof. for each 10 0ka of skieda bipolelV N
minima of 35 kgs. of undeodoxlse fish Mial and 20 pC, of
carbonate of iron or sulphate of ion wad

(a) 1.5 kgs. of activated carboaj

(b) or 100 p.s. of mixture campos of fo• fifth of yellow
tartrozine (1 102) and one fifth of pdtobt bIue V (I i31);

- These Processes and control easures art1y to buttemil ý boVdet as

vell as to skimed milk povder intended ftr a 1timk feed&
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(c) or 20 's.. of-rcohiam3. weA L2I1);

(d) or 40 gs. of patent blue V (I 131).

5. BY the addition of, for each 100 ks. of skimmed milk powder,
a minlu of 10 kgs. of undeodoriied fish mal and 300 grs.
of carbonate of iron or sulphate of iron.

6. By the addition of, for each 100 kgs. of skimued milk powder, a
minimum of 4.5 kgs. of fish oil or fish liver oil and 300 grs.
of carbonate of iron or sulphate of iron.

The fish meal noted in processes 4 and 5 mut contain at least
25 per cent of particles with dimension below 80 microns. In
processes 4, 5 and 6, the iron salts have to contain at least
30 per cent of particles of a size lower than 80 microns. The
colouring matters have to contain the following percentages of
the pure product:

- at least 30 per cent for cochineal red A (E 1214);

- at least 25 per cent for the other colouring matters: colouring
matters have to contain at least 30 per cent of particles having
a size lover than 80 microns; the acidity of fish oil cal-
culated in oleic acid has to be equal to at least 10 per cent.

The products added to skimmed milk powder, according to processes
4, 5 and 6 have to be uniformly distributed as regards in
particular the activated carbon, the iron salts and the colouring
matters; two samples of 50 grs. each, taken at random in a lot
of 25 kgs., must give by chemical determination the same results
within the limits of errors admitted by the analysis method used.

T. Dye to be added to liquid skimmed milk before drying at the rate
of 2 to 3 ozs. per 100 gallons of milk (12.5 to 18.7 grs. per
hectolitre). .The. dye to be one -of the folleviag- colours:

English Standard Index Nos.
Lissanine green 44.090, 42.095, 44.025
Tartrazine 19.140

Combined with
(a) Brilliant blue F.C.F. 42.090

or
(b) Green B.S. 44.090

Cochineal 77.289
Brilliant blue/F.C.F. 42.090
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8. Dyth. a. ltie otf at a base tla s P W ifit Of 2 to
4 parts of akl silk po r.

Tb. bags or sstainers in wbich the o.mtv'.d pwAw is pw.W
will be 3*b1d "For Animal food Wee9

O. (r. after its iacwpcration in camoum or uisd stockwoms of a kind
f.alline viith-a item 23.07 of the Customs Co-operation Council
Nomenclature.
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Srrfted miklk Dorder 1 vvy be exported froa t. custom territory of
Austria to third countries:

A. Pi{ther, aftor the oeopetent Austrian authorities have endured that the
sk-:rd mailm k mlicv:r Us been denatured aceordng to any one of the
following procesoa:

1. By the addition, per 100 kps. of sk.umed silk powder, of 2.5 khs.
of lucerne real or grass meal, containing not less than TO per
cent of particles not exceeding 300 microns, uniformly distributed
throughout the mixture.

2, By the addition of finely MiUOe4 alfslla flour (98 per cent to
pass osh 00, *quiv4lept to 50 United Ptates standard), in a
proportion of 0 to b pts per U 100 and ot phenolpbtaleia in a
proportion of W20,000 (1 gI'. per 20 kgp. of u4llot.

3, I the a44itlon, in the proportion of 20 per 100 by velgt of the
prO4uct treated (80 per 100 by eight of milk powder sad 20 per
oent of the donaWsving aiget) of • mixture composed of 80 per cent
bran and 20 per cent pct.ato flour, rice flour or other oownn
ftwch (at least 10 per cean to pass mosh 60, equivaLenat to

50 Lnited States Ptazdzrd), with phonolphth*'kein in the proportion
of 1:2,000,

t, t1v the addition of, for each 100 kX, of imeh.isi ilk powder, a
aininian of 3i kp•, of unG•dor~sed fish aer4 at 200 assg. of
@a-bonato of iron or sulr~tat tit tI/•n anUd

(4) 1.5 Itoot of activated carboal

(b) or 100 gre, of mixture eoolyoed of four fifths of yellow
tart'razi:e (1 102) and one fifth of patent blue V (I 15a);

'These proespes an4 control seezuess apply to buttermilk powder u
vell os to soipd d milk powder inend'd ftr jaJal food*
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(e) or 20 6ms. ot oobt al red A (2 124)

(4) or 0s oofpatent blu.e V (1131).

B. y the addition of, for bh 100 kVs. ot skdm4 milk powder, a
minima of 40 kp. of undoodorised fish mel and 300 s . of carbonate
of iron or suipate of iron.

6. • the addition of, for each lO kp. of skiu admil povder, a
minima oft .5 kV. of fish oil or fish liver oil and 300 gri. of
carbon&te of iron or sulphate of iron,

The fish meal noted in rrocesses 4 and 5 oest contain at least
25 per cent of particles vith dimension below eighty microns. In
processes 4, 5 and 6. the iron salts haav to contain at least
3D per cent of particles of a size lover than eighty microns. The
colourin8 matters have to contain the following percentages of the
rift P-ductz

- at least 30 per out for cochineal red A (1 124);

m at least 25 per cent for the other colouring matters: colouring
matters have to contain at least 30 per cent of particles having
a sLze lover than eLht amLcrow; the acidity of fish oil
calculated in oleie add has to be equal to at least 10 per cnt.

the products added to skLmed milk powder, according to processes 4.
5 and 6 have to be uniformly distributed as regard in particular
the activated carbon, the iron salts and the colouring matt-•;
tvo sales of 50 ps. each, taken at random in a lot of 25 ks.,
mast give bY chemical determination the sawe results within the
limits of errors admitted by the analysis method used.

T7 Dye to be added to liquid skinned milk before drying at the rate of
2 to 3 oss. per 100 g1s. of milk (12.5 to 18.7 prs. per hectolitre).
The d•ye to be one of the following colours:

English Standard Index Son.

Lissamine prean 44.090, 142.095, 44.025
Tartrazine 19.140

Combined vith:

(a) Brilliant blue F.C.F. h2.090
or

(b) Green B.S. 44.090
Cochineal 77.289
Brilliant blue/I.C.F. 42.090
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8. By the elitim of mat and bo me In a prqortion of 2 to
b peft• of •u•id 41 F'dtr.

Tbe bap or otainers in which the povar is pack 6
vili be iabl O,-"or Aimi Food• o.

B. Or, after its izearpation in copound or amx.d stokfosU" of a
kind Wa lina vit.hia itea 23 OT of the Cuwtm Co-opastM Concil .
5enOMtutwe.
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1. By the addition of finely milled alfalfa flowr (98 per cent to pass
imh 60, equivalent to 50 United States standard), in a prqPortion of 2 to
h parts per 100 and of phenolphthalein in a Wopwtion of 1:20,000 (1 prie
per 20 kas. of nil).

2. By the addition, in the proportion of 20 per 10 by eight of the
produt treated (80 per 100 by weight of milk powder and 20 per 100 of the
denaturing agent) of a mixture composed of 80 per cent bran and 20 per cent
potato flour, rice flotr or other coon starch (at least 10 per cent to
pass cash 60, equivalent to 50 United States siwadard) with phenolphD.tabein
in the proportion of 1:20.000.

3. By the addiLion of, for each 100 kgs. of skiined ailkpowder, aminimau of 35 kgs. of undeodorized fish meal and 200 gram. of carbonate
of iron or sulphate of iron and

(a) 1.5 kgs. of activated carbon;

(b) or 100 grammes of mixture composed of four fifths of yellow
tartrazine (1 102) and one fifth of patent blue V (1 131);

(c) or 20 gr=es of cochineal red A (Z 124);

(d) or 40 frames of patent blue V (Z 131).

4. By the addition oft for each 100 kjs. of skinmed milk powder, a
inim=m of 40 kgs. of undeodorized fish meal and 30 grams of carbonate

of iron or sulphate of iron.

5. By the addition of, for each 100 kgs. of skied milk powder, a
minimia of 4.5 kgs. of fish oil or fish liver oil and 300 praues of
carbonate of iron or sulphate of iron.
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Me fish mft noto4 LA 4owao must a .m a at leat

a t least o ew osut for €ochineel wed A (1 l1.•)i
- at least 25 per cent Uor the other colour in matters: colourin

3 M tters havM to contuan at least 3 per cent of particles having
a size lover than 80 micros; the aci4itr of fish oil calculated
in oleic acid has tQ be equal to at least 10 per cent.

The products sdded to skirdin ml border, according to processes3, 1. and 5, hat e to be ufol itributed a regards in particular the
activated carbon, the iron slats and the coloring utters; tvo suies of

m0 p'. each, ten at a in a lot of 25 ku., mst prie by chemical
determination the sane results vithi the WiWt of errors fitted b the
anlsis method used.
6. Dythe additionof ad e to i •d mikpoderlk before di at therate
qf 2 to 3 obmces per 100 gailons of irlk (12.5 to 18.7 ips. per hectolitre).

Da e to be one of t sl t t holioViPg aolois,

Li5ssa ane areen al o..090, 1i2.09j 14l4.025

Tartrazine 19 .1140

combined with:

(i) Brilliant blue .c.v. 142.090

Or(ii) Green B.5. 1.090

Cochineal TT.289

Brilliant blus/F.O.1, 14 ,090

T. By the addition of .meat aqd bone meA ip a pportiol of 21;4 parts of
skimed milk powder.

40
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8. By the additim. per 100 kP. of skim" adIX>powder, of 2.5 kp. of
lucerne meal or as" meal, ¢ctoWfins not las than 70 per cent of
particles not ezweden 300 zjc~s, 1inmifrml distributed thmouot the
mixture.

The bags or ocmtainers in vhich the dwured powder is packed vill be
labelled "For MAimi Feed Only*.

9. Incorporation of ski-md mi povder in compond or mixed stockfoods
of a kind falling within item 23.0T of the cutom Co-operation Coaoil
Nomenclature.

41
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Skimmed mJ.Ik padrV for use as animal feed my be exported to third
countries:

(a) either after beif6 denatured in the cust= territory of the ,C ty
in accordame vith Article 2 of Reulti (EC) go. 9/2*ý as last
amended by Regdation (EE) No. 80A/7631

",Sk4m milk powder shall be denatured by the addition, per
100 kp. of skimd milk powder, of 2.5 kgs. of lucerM meal or
gras meal, containing not loes than 70 per cent of particles not
exceeding 300 microns, uniformly distributed throughout the
mixture.£

This product faUs vithin sub-heading 0.02 A II (b) 1 of the c€mn
custom tariff;

(b) or after being incorporated in "sweetened forage; other preparations
of a kind used for animal feeding", falling within sub-heading
ex 23.0T B of the comon custom tariff, containing simed milk
powder;

(e) or after being dyed by the following dyeing proees':

The djeing is to be by mans of the colourn matters identified
by the Colour Index numbers - moat recent edition - and the desigpations
indicated hereunder.

1These processes and control measures apply to buttermilk powder as
wel as to skaimr d milk powder intended for animsl feed.' (See
Regulation (EEC) ho. 804/68, Article 10:1.)

0 .J. No. L 1U5 of 17 May 1972, page 1.
30.J. No. L 93 of 8 April 1976, page 22.
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The&* colourin mtt4n

- are to be used alone or in combination, in the form of my fine
ip al e powder

and

- are t rm e• distributed in the skiind mLik powder

- in mnium quantities of 200 prs./100 kgs.

Desianation of colouring- matters:

CI. no. Designation

19110 Tartrazinel
42090 Brifliazt blue P.C.?.
42095 Lissamine orem
I539O0 Green B.S., Llssamine preen

4,.-60 Pigoent pren T
77039 Co -dna =Ga

(d) or after denatirim in accordance with Anmex III to Reulati, (EC)
No. 2054/7-59 2as gst, amended by Regulation (EEC) No.2823/76:r#

1. Howp'nws addition to the products to be denatured of 1 per cent
blood ual &nd I p.:r cent wn-deedori zed fish-aea; the twO subbh.nces

uz-; Ie finely ground and 80 per ceuz of both must be able to pass
t'ro.io the ncsh of a No. 60 sieve of -:a Tyler fine series
(0.246 m. nesh) or equivalenZ thereof.

The blood me9% vut be of a type regarded in the trade an soluble
and must s-isfy the foUcving ond:.tioans: vin the real is diluted
in water tU 10 i-r cent s :-e,. ., and the sol-iion ha been stirred for
f -'teen min,'tes v4." thcn ceu-•zifuged for aenoiher fifteea minutes at
2,COO z-voluIons per minute it wast not Cposmit more than 5 per cent
seeirneatt.

2. Hoogeneoisaddition to the products to be denatured of 1 per cent
blood meal and 1 per cent non-deodorized fish soluales.

The blood meal must present the same characteristics as required
in the first procedure and the fish solubles must be as fine as
required in the above procedure for blood meal and fish meal.

L'This colouring matter to be used only in combination with one or more
of the others included in the above list.

2
0.J. No. Is 228 of 20 Aukuat "978, pace .17.

O.J. Zo. L 33h of I December 1978, page 81.
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Oki- milk powder 1 mq be eqioed ffom the cstoms territory of
Finlaand to third countries:

A. Zither, after the cpetent Finnish authorities have ensured that the
skimd milk Y-.pc r hr.. been denatured accorditS to any one of the
following pro',eises:

1. By the addition, per 100 kgs. of skiuted milk powder, of 2.5 kp.
of lucerne meal or grass meal. containing not loes than 70 per
cent of particles not exceeding 300 microns, uniformly distributed
throuShout the mixture.

2.' By the addition of finely milled alfalfa flour (98 per cent to
pass mesh 60, equivalent to 50 United States standard), in a
proportion of 2 to 4 parts per 100 and of phenolphtalein in a
proportion of 1:20,000 (1 gr. per 20 kp. of milk).

3. By the addition, in the proportion of 20 per 100 by veight of the
product treated (80 per 100 by veigtht of milk powder and 20 per
cent of the denaturing agent) of a mixture composed of 80 per cent
bran and 20 per cent potato flour, rice flour or other common
starch (at leant 10 per cent to pass mesh 60, equivalent to
50 United States standArd), with phenolphthalein in the proportion
of 1:20,000.

B. Dy the addition of, for each 100 kgp. uf ski d milk powder, a
mininum of 35 kas. of undeodorised fish meal and 200 grs. of
carbonate of iron or sulphate of iron and:

(a) 1.5 kgs. of activated carbon;

(b) or 100 gra. of mixture composed of four fifths of yellow
tartrazine (E 102) and one fifth of patent blue V (E 131);

'These processes and control measures apply to buttermilk powder as

vell as to skied milk powder intende l for animal fecd.
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(a) or 2o vs. of pbineal red A (12);

(d) or 0 e -s. ot Ptet blUe V (I 131).

5. Bythe eitim of, for each 100 kgV. of skiind milk powder, a
mini=m of ho kps. of w4eodorised fish mal and 300 p'e. of carbonate
of imro or sulphate of iron.

6. ~y the addition of, for each 100 k-s. of skimed milk povdar, a
minim, of 4.5 kg. of fish oil or fish liver oil ead 300 prs. of
carbonate of iron or sulphate of iron.

The fish veal noted in processes 4 and 5 must contaWA at least
25 per cent of particles vith dimension below eighty microns. I"
processes 4, 5 and 6, the iron salts have to contain at least
30 per cent of particles of a size loVer than eighty microns. The
colouring matters have to contain the following percentages of the
pure product:

- at least 30 per cent for cochineal red A (1 124);

- at least 25 per cent ftr the other colouring wtters: colouring
matters have to contain at least 30 per cent of particles having
a size lover than eighty microns; the acidity of fish oil
calculated in oleic acid has to be equal to at least 10 per cent.

The products added to skinned milk powder, according to processes 4,
5 and 6 have to be uniformly distributed as regards in particular
the activated carbon, the iron salts and the colouring matters;
tvo samples of 50 prs. each, taken at random in a lot of 25 kgs.,
mast give by chemical determination the same results within the
limits of errors aduitted by the ana• Air method used.

T. Dye to be added to liquid skimed milk before drying at the rate of
2 to 3 oza. per 100 gls. of milk (12.5 to 18.7T as. per hectolitre).
The dye to be one of the following colours:

n1ish St..andard Index Boo.

Lissamine green 44o.090, 42.095, 4..025
Tartraizne 19.140

Combined vith:
(a) Brilliant blue M.C.. .2090

or
(b) Green .B5. 44.090

Cochineal 77.289
Brilliant blue/F.C.F. h2.090
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8. B the addition of m eat and bone s en in a proportion of 2 to
b parts of skimmed milk povder.

The bap or containers in vhich the denatured powder is packed
vill be labelled "For Animal Feed OLW.

B. Or, after its incorporation in compound or nixed stockfoods of a
kind falling within iten 23.OT of the Custos Co-operation Council
Nomenclature.

47
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JAPAN

Based on the provisions of Article 13 of the Customs Tariff Law, he who
Wvnts to import, with custow duty exempted, skiumed milk powder so as to
produce animal feed through mixing the powder concerned with other materials
shall take the following step. so that the powder concerned will not be
diverted to uses other than animal feed:

1. He shall in advance make an application to the Director of Customs
Office so that his factory be authorized to produce mixed feed with
the duty-exempted skied milk powder.

2. When he (himself or through his agent) imports skimmed milk powder for
purposes of animal feed, he shall go through necessary importation
formalities and customs officers at a port of entry shall keep a record
on the quantity of the skimmed milk powder thus imported.

3. He shall deliver the skimmed milk powder to his factory authorized
under paragraph 1 above and mix it with fish meal, chrysalis meal or
fish soluble.

i. After producing mixed feed, he shall submit, for inspection by the
Customs Office, a report which contains, among others, information on
the quantities of the skimmed milk powder used in the production and
of other materials mixed therewith. The customs officers shall check
how such of the quantity recorded at the time of entry has been used in
the production and inspect the product concerned before its delivery
from the factory.

In cases where he violates the control measures mentioned above, the
authorization under paragraph 1 above shall be cancelled aud the exempted
customs duty shall be collected according to the provisions of the Customs
Tariff Law. In addition to the above, he shall be fined or imprisoned, as
the case may be, on the ground of the evasion of customs duty as provided
fbr by the Customs Law.
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1. BY the addition of fiDneLy m l fa floW' (98 per cent to pass
msh 60, eq-ivalent to 50 United States*tanart), in & p.oportioa of
2 to 4 par•s per 100 and of phnOphth&le i& a pportia of 1:20,000
(1 sr. per 20 kp. of mi).

2. BY the adeitis, In the poportion of 20 per 100 by veight of th•
product treated (80 per 100 by vei ght of mi powder and 20 per 100 o the
denaturing apet) of a =Lxture coqnoas of 80 per cat bran end 20 peu ment
potato flour, rice flour or other cowv starch (at least 10 per cent to
pass mab 60, equivalent to 50 United States standard , with phnolphtolein
in the proportion of 1:20,000.

3. By the addition of, for each 100 ks.p of skimed milk powder, a udMmi
of 35 kgs. of undeodorized fish mal and 200 pts. of carbonate of Lion Go
sulphate of iron sad

(a) 1.5 kas. of activated carbon;

(b) or 100 Srs. of mixture composed of four fifths of yelim
tartrazine (Z 102) and one fifth of patent blue V (3 131);

(a) or 20 sr. of cochineal red A (1 121);

(d) or .0 Srs. of patent blue V (1 131);

(e) or 20 ps. of edicol lime.

4.. By the addition of, for each 100 kp. of skied milk powder, a minimo
of 10 kps. of undeodorized fish meal and 300 gre. of carbonate of iron or
sulphate of iron.

5. By the addition of, for each 100 kVs. of skimd zmk powder, a • nima
of 4.5 kp. of fish oil or fish liver oil and 300 prs. of carbonate of iron
or sulphate of iron.
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The fish meal noted in processes 3 and 4 nsot contain &t least
25 per cent of particles with dimension below 80 microns. In processes
3, .4 erd 5, the iron salts hae to contain at least 30 per cent of particle$
of a r.ze lower than 80 dcrons. The colouring matters have to contain the
following percentages of the pure product:

at least 30 per cent for cochincal rv.d A (Z 124);

ct least 25 per cant for the other colouring matters: colouring
ratuars have to contain at lest 30 per cent of particles having
a size lover then 80 microns; the acidity of fish oil calculated
in oleic acid has to be equal to at least 10 per cent.

The prctucts aOid to skirmed milk. powder, according to processes 3,
ant 5, havc to be uni.*rjlly de:triluted as regards in particular the acti-
vated ca.-L!n, the iron sits 3rr I the colouring matters; tio sazples of
53 ge. ca ach, taken at ran.1m in a lot of 25 kgs. , m-st give ty chemical
d-tz:rr:.nat-:cn the same results within the limits of errors admitted by the
analysis method used.

6. B3y the addition of dye to liquid skimmed milk before drying at the
ra t e of 2 to 3 ounces per 100 gallons of milk (12.5 to 18.7 pra. per
hectolitre).

Dye to be one of the following colours:

English Standard Index Hios.

Li3-.rnine Green 44-090, 42.095, 44.025
Ta azine 19-140

Co- in.:d with
Gi) Erilliant blue F.C.F. 42-090
or
!ii) Green B.S. 4.o 090

CO, in2. .T7 77.21
Bi-.liant blue/F.C.F. 42 C.O

7. By the ad-it;o.n of neat and bone meal in a proportion of 2:4 parts of

8. By the addition, per 100 ki.s. of skt-immed milk powder, of 2.5 kgs. of
lucerne i.eal 'ur frass i:. , at . ninp .. t ,_3-. than 77 p,!r cent of particles
not exceeing 1:j micrr.s u i±.o.st' .: tcd thrrugt.•ut the mi;-ture.

The ba~s or containers in which the denivtured powder is picked will be
labelled "For Animal Feui Gnly".

9. Incorporation of skirmed milk power in compound or mixed stcckfoods
of a kind falling within item 23.07 of the Customs Co-operation C,,,,.'il
Nomenclature.
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NIORWAY

Skimed mk povwerI mV be exported froa the custom territory of
Jorvwa to third countries:

A. Either, after the competent Norwegian authorities have ensured that the
skixtd milk powder has been denatured acco-.-dng to any one of the
fofloving processes:

1. By the addition, per 100 kg. of skieid milk powder, of 2.5 kgs.
of lucerne meal or gras meal, containing not less than 70 per
cent of particles not exceeding 300 microns, uniformly distributed
throughout the mixture.

2. By the addition of finely milled alfalfa flour (98 per cent to
pass mesh 60, equivalent to 50 United States standard), in a
proportion of 2 to b parts per 100 and of phenolphtalein in a
proportion of 1:20,000 (1 gr. per 20 kps. of milk).

3. By the addition, in the proportion of 20 per 100 by weight of the
product treated (80 per 100 by eight of milk powder and 20 per
cent of the denaturing agent) of a mixture composed of 80 per cent
bran and 20 per cent pot'.to flour, rice flour or other comwn
starch (at leact 10 per cent to pass mesh 60, equivalent to
50 [lrited States standard), vith phenolphth!.lein in the proportion
of 1:2.0,000.

S. By the addition of, for each 100 kgs. of sk.ined milk powder, a
•nimni of 35 kgs. of undeodorized T•sh meat. and 2%V 'as. of
carbonate of ir-on or sulphate of iron and:

(a) 1.5 kp. of activated carbon;

(b) or 100 gnr. of mixture composed of four fifths of yellow
tartra:zine (E 102) and one fifth of patent blue V (1 131);

"These processes and control measures apply to buttermilk powder as

vfl as to ski d milk powder intended for animal feed.
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(c) or 20 psr. of cochineal red A (1 1214)-

(d) or 40 prs. of patent blue V (1 131).

5. By the addition of, for each 100 kV. of skimmed milk powder, a
minimm of 10 ks. of undeodorized fish meal and 300 prs. of carbonate
of iron or sulphate of iron.

6. By the addition of, for each 100 kgs. of skimmed milk powder, a
minimum of 1.5 kgs. of fish oil or fish liver oil and 300 gre. of
carbonate of iron or sulphate of iron.

The fish meal noted in processes 4 and 5 must contain at least
25 per cent of particles with dimension below eighty microns. In
processes 4, 5 and 6, the iron salts have to contain at least
3D per cent of particles of a size lover than eighty microns. The
colouring utters have to contain the following percentages of the
pure product:

- at least 30 per cent for cochineal red A (E 124);

- at least 25 per cent for the other colouring matters: colouring
niatters have to contain at least 30 per cent of particles having
a size lower than eighty microns; the acidity of fish oil
calculated in oleic acid has to be equal to at least 10 per cent.

The products added to skinmed milk powder, according to processes 1,
5 and 6 have to be uniformly distributed as regards in particular
the activated carbon, the iron salts and the colouring matters;
two samples of 50 p's. each, taken at random in a lot of 25 kgs.
must give by chemical determination the same results within the
limits of errors admitted by the analysis method used.

7. Dye to be added to liquid skimmed milk before drying at the rate of
2 to 3 oza. per 100 gls. of milk (12.5 to 18.T gra. per hectolitre).
The dYe to be one of the following colours:

English Standard Index Ngo.

Lissamine green 1.44090, 142.095, 414.025
Tertrazine 19.140

Combined with:

(a) Brilliant blue F.C.F. 42.090
or

(b) Green B.S. 44.090
Cochineal T7.289
Brilliant blue/F.C.F. 42.090
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8. By the addition of mcot and bone meal in a proportion of 2 to
4 parts of Si.,.La.%d milk p-vd.r.

The bapa or containers in vhich the denatured powder is packed
viii be 1.b-e] led F-r Aniral Feed Only.

B. Or, aftcr its inco&por-.tion in comwond or mixed sttkfoods" of a
kind failing vitjhiin item 23.07 of the CustomB Co-operation Council
Nomenclature.

55
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SPAIN

The control systemapplie, by Spain to inpon•s of skimmed milk powder
intended for animal feed are set forth in the following texts annexed
hereto:

1. Circular So. 789 of the General Directorate of Custom,
establishing rules for the denaturing of mLk powder (Annex 1);

2. Order of ministryy of agriculturee of 30 October 1976 establishing
control and surveillance of denr.tured milk powder and wheypowder for
use in anizrl feed (Annex 2).

In addition, cthcr supplementary provisions are in existence such as
the Ministry of Pine.nce Order dated 22 September 1969, determining the
responsibilities of the custom authorities with respect to chemical
analysis, end Customs Circular No. 626 (Official Gazette of 17 October 1969)
prescribing the modalities for chemical analysis, rules for the taking of
samples Jnad the responsibility of the various laboratories.
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ANWEX 1

General Directorate or Custom

Circular Fe. 789 (Official Gazette of 12 October 19TT)
Sotb.l-ishi- RWu ts for the DenaturinR of Milk Powder

The denaturing of skiuned milk powder is to be effected tV either of
the following tvo processes:

1. Homogeneous addition to the product to be denatured of 1 per cent of
blood flour and 1 per cent of fish flour; both substances must be finly
ground, and each must pass through a No. 60 screen of the Tyler fine series
(0.246 millimetre mesh) or its standard equivalents, in a proportion of not
less than 80 per cent.

The blood flour shall be of a type regarded as soluble in the trade
and must meet the requirement that when diluted in eater in a 10 per cent
solution and vhen the solution is shaken for fifteen minutes and centrifaipd
for an additional fifteen minutes at 2,000 revolutions per minute, the
sediment shall not exceed 5 per cent.

2. Rnmogeneous addition to the products to be denatured of I per cent of
blood flour and 1 per cent of non-deodorized fish soluble.

The blood flour shall have the characteristics required in the previow
process and the fish soluble shall also have, so far as degree of fineness
is concerned, the same characteristics as those indicated in the previous
process for blood flour and fish flour.

1 It is the understanding of the Spanish authorities that the fish
flour must be non-deodorized.
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AM=E 2

Kinistry of Agriculture

Order of 30October AM establiWhiacctrol and surveil-lance of denatured
milk powder ax. v:6ey powder for use in animal feed

The import of denatured milk powder or whey powder under the
LiberElized-Trade R6gime e"-lusively for purposes of animal feed requires
regulation of the control and surveillance of use, with the tvofold objective
of guaranteeing the quality of both the basic product and the denaturing
agents employed and of preventing unlavful Competition with domestic dWI
products.

Quality standards and requirements for substances and products used in
a feed having been approved by Decree 851/1975 of 20 March and
Ministerial Order of the Minister of Agriculture of 23 June 1976, it in
necessary to nake an order regarding procedures for testing and demanding
the necessary quality in those products.

In pursuance of the instructions contained in Article 21 of the said
Decree regarding the control and surveillance to be exercised by the Ministry
of Agriculture over the handling, transport and storage cf products for use
in animal feed and by virtue of the authority vested in this Department by
final provision 4 of the said Decree, I have deemed it fitting to provide as
follows:

Article 1. The denatured milk powder and vhey powder to be imported
must meet the quality requirements laid down for those products in the
Ministerial Order of 23 June 1976, taking into account any modificatioms in
those characteristics which may result from the denaturing agent used. The
products used as denaturing agents may be those approved by Circular No. 513
of the General Directorate of Customs (Boletfn 0ficial del Estado of
28 July 1966) or such other products as may subsequently be approved tor the
purpose.

The foregoing shall be tested by means of analyses performed by labora-
tories belonging to this Department on samples taken, prior to custom
clearance, by the appropriate inspection services from the lots being
imported.

Article 2. In order to ensure adequate preservation of the quality of
these products, they may cnly be imported in sacks. Each of the sacks shal
beur an appropriate label giving particulars concerning the type of product
and the dencturing agent or agente used. Each sack shall be conspicuous
mc.rked with the words: "Productsiplor usq tY 4b animal feed".

Article 3. The Customs Veterinary Inspection Services of this
Department shall take the necessary samples and shall arrange for their
despatch to the appropriate laboratory for analysis.
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Before issuing the Certificate of Inspection, they shall verify the
health documents accompanying the lot to be imported and shall obtain from
the importer complete information coccerning the destination of the product
in question so as to supplement the particulars on the Import and
Destination Form that is to accompany the goods (Annex 1). This form shall
be signed by the importer or by ' person duly authorized by hin.

If the inported lot has different destinations, the p or his
representative shall make a declaration for each sub-lot.

Article 4. For purposes of subsequent control of these products, the
Customs Veterinary Inspection Services shall send a copy of the Import and
Destination Form to the appropriate provincial branch-office for agriculture
so that the necessary verifications and procedures may be carried out by the
Service for Fraud Prevention apd Agricultural Testing and Antlysis.

Article 5. Imported denatured dairy products shall be used exclusively
in animal feed and accordingly, after clearance by Customs, they shall be
consigned exclusively to fodder or additive plants, wholesale varehouses or
stock-farners, all of whom shall preserve the documentation accoai the
goods since its entry in Customs. The subsequent movement of these products
shall be restricted to authorized industrial and warehousing enterprises,
which must ensure that the goods are always accompanied by documents or
invoices certifying the origin thereof. The consignee of the goods shall
hold the original of these docments at the disposal of the inspection
services for one year, and the consignor shall hold the copy or counterfoil
for the same period of time and for the same purpose.

Article 6. The remval or total or partial eiminion of the
denaturing substances incorporated in the dairy products referred to in this
Order, and likewise any other practice that would annul effects 4.ndicative
of the presence of such substances, shall be prohibited.

Article I. The inspectim services of the Department shall ensure
strictest compliance with the provisions of this Order, and any movemnt or
possession of the said products in circumstances other than those authorized
by this Order shall be deemed clandestine.

Article 8. Infringements of the provisions laid down in this Order
shall be punished in accordance with the provisions of Decree 21T7/1973, of.
12 July, governing penalties for fraud in respect of agricultural products.

Article 2. The General Directorate of Agrarian Industries and the
General Directorate of Agrarian Production are hereby empowered to establish
additional rules for the implementation of the prest Order.

Cimanmccted for your information and action.

Madrid, 30 October 1976.
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Skimed milk po~e =Y be exported from the austwn territory of
8vitserland to third countries:

A. Zither, after the competent ariss auItarties have ensured that the
skimed KM pmder has been denatured eoe ng to any one of the
foloAig Processes:

1. By the addition, per 100 kgs. of skimod ik povdar, of 2.5 ks.
of lucerne meal or puas meal, cotaining not leas than
70 par cent Of particles not exceeding 300 microns, uniformly
distributed tbrougbout the mixture.

2. By the addition of finely minded alfalfa flour (98 per cent to
pass mosh 60, equivalent to 50 United States standard), in a
proportion of 2 to 4 rArts per 100 and of phenolphthalein in a
proportion of 1:20,000 (1 gr. per 20 kgs. of milk).

3. By the addition, in the proportion of 20 per l00 by eight of the
product treated (80 per 100 by weight of milk powder and
20 per cent of the denaturing aMent) of a mixture composed of
80 per cent bran and 20 per cent potato four. rice flour or other
comon starch (at least 10 per cent to pass mesh 60, equivalent
to 50 United States standard): vith pbenolphthalein in the
proportion of 1:20.000.

11. By the addition of. for each 100 kgs. of skimed milk povder,
a ainjim.. of 35 kVs. of undeodorized fish meal and 200 sre. of
carbonate of iron or sulphate or iron and:

(a) 1.5 kgs. of activated carbon;

(b) or 100 gre. of mixture composed of four fifths of yellow
tartrazine (Z 102) and one fifth of patent blue V (1 131);
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(c) or 20 se. of coehinea red•A ( 124);

(d) or 40 Srs. of patent blue V (1 131).

5. By the addition of, for each 100 kp. of skimmed milk powder, a. ni of 40 k4p. of mdeodorised fish eal and 300 ens. of
carbonate of iron or sulphate of iron.

6. By the addition of, for each O0 kgo. of skied milk powder, a
minm of 4.5 k6s. of fish oil or fish liver oil and 300 Sm. of
carbonate of iron or sulphate of iron.

The fish meal noted in processes 4 and 5 must contain at least
25 per cent of particles with dimension below ei*.ahty microns. In
processes 4, 5 and 6, the iron salts have to contain at least
30 per cent of particles of a size lover than eighty microns. Iane
colouring matters have to ccu.tain the floaving percentages of the
pure product;

- at least 30 per cent for cochineal red A (Z 124);

- at least 25 per cent for the other coloring matters: colomwins
matters have to contain at 'least 30 omn"'l Itu.harng
a size lover than eighty microns; the acidity of fish oil
calculated in-aleic. aeid-bu.-14M.equal to at leat 10 per cent.

The products added to skimmd milk pwdor, according to processes
14, 5 and 6 have to be unifomly distributed as regards in particu-
lar the activated carbons the iron sats and the colouring
matters; two samples of 50 grs. each, taken at random in a lot
of 25 kp., mast give by chemical determination the saw rec alto
within the limits of errors admitted by the analysis method used.

T. Dye to be added to liquid imeaslk before drying at the rate
of 2 to 3 oss. per 100 gis. of milk (12.5 to 18.7 p's. ipu'
hectolitre),. The dye" to -e-ne-of th&.allowvin colours:

Mingih Standard Infex No..

Lissamine preen 1414.00, 42.095, .,025
Tartrazine 19-.140

Combined with

(a) Brilliant blue F.C.F. 142090
or

(b) Green B.S. 44.090
Cochineal TT.289
Brilliant blue/F.C.?. 42,090
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8. By the addition of mat lbone meal in a proportion of
2 to 4 purts of skimmd &M powder.

The bags or contain nrs in vhich the denatured powder is packed
will be iabeUd "For Animal Feed Oney".

B. Or, after its incorporation in compound or mixed stockfoods of a kind
falling within item 23.OT of the Customs Co-operation Council
Nomenclature.
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PROTOCOL REQARDING MILX FAT

PAMT ONE

Article 1 - Product Coverawe.

I. This Protocol applies to milk. fat falling under CCCN heading 110. 04.03,
having a milk fat content equal to or greater than 50 per cent by weight.

PART TWO

Article 2 - Pilot Products

1. For the purpose of this Protocol, minimum export prices
shall be established for the pilot products of the following descriptions:

(a) Designation:

?*ilk fat content-

(b) Designation:

Milk fat content:

Fackaging:

Terus of sale:

_j .o.usi 1k fat

99.5 per cent by weight

.Rutter

30 per cent by weight

In packages normally used in the trade, of a net
content by weight of not less than 25 kgs. or
50 lbs. as appropriate.

F.o.b. from the exporting country or free.-at-
frontier exporting country.

By dero!,ation from this provision, reference
points are designated for the countries listed in
Annex II a. The Committee established in
pursuance of Article VII:2(a) of the Arrangement
(hereinafter referred to as the Committee) may
amend the contents of that Annex.

Promnt pajyent against documents.
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ON TWO (cont Id)

Article 3 - Minims, ces

Level and observance of minimum prices

1. Participants undertake to take the step. necessary to ensure that the
export prices of the products defined in Article 2 of this Protocol shall
not be less than the minimum prices applicable under the present Protocol.
If the products are exported in the form of goods in which they have been
incorporated, participants shall take the steps necessary to avoid the
circumvention of the price provisions of this Protocol.

2. (a) The minimum price levels set out in the present Article take
account, in particular, of the current market situation, dairy prices in
producing participants, the need to ensure an appropriate relationship
between the minimum prices established in the Protocols to the present
Arrangement, the need to ensure equitable prices to consumers, and the
desir-.bility of maintaining a min.', return to the most efficient producers
in order to ensure stability of supply over the longer term.

(b) The minimum prices provided fnp in peragraph 1 of the present
Articlý epplicable at the date of e-z..-y into forz o! this Prctocol are

fe. -AA 4AU

(i) U Y'C var nitric ton for the anhy.rous milk fat defined in
. - - -* C .. .. ,- * ;':.z:cl.

(ii) U?.t'• p-r metric ton for the butter defined in Article 2 of this

3. (a) The levels of the minimum prices specified in the present Article
can be modified by the Ccomittee, taking into account, on the one hand, the
results of the operation of the Protocol and, on the other hand, the
evolution of the situation of the international market.
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P AMq TWO (cont'd)

Article 3 cotd)

(b) The levels of the minimum prices specified in the present Article
shall be subject to review at least once a year by the Committee. The
Committee shall meet in September of each year for this purpose. In under-
taking this reviev the Committee shall take account in particular, to the
extent relevant and necessary, of costs faced by producers, other relevant
economic factors of the world market, the need to maintain a long-term
minimum return to the most economic producers, the need to maintain
stability of supply and to ensure acceptable prices to consumers, and the
current market situation and shall have regard to the desirability of
improving the relationship between the levels of the minimum prices set out
in paragraph 2(b) of the present Article and the dairy support levels in the
major producing participants.

Adjustment of minimum prices

4. If the products actually exported differ from the pilot products in
respect of the fat content, packaging or terms of sale, the minima prices
shall be adjusted so as to protect the minimum prices established in this
Protocol for the products specified in Article 2 of this Protocol according
to the following provisions:

Milk fat content: If the milk fat content of the product defined in
Article 1:1 of the present Protocol differs from the milk
fat content of the pilot products as defined in
Article 2 of the present Protocol then, if the milk fat
content is equal to cr greater than 82 per cent or less
than 80 per cent, the miniuma price of this product shall
be, for each full percentage point by which the milk fat
content is more than or less than 30 per cent, increased
or reduced in proportion to the difference between the
minimum prices established for the pilot products defined
in Article 2 of the present Protocol.,

1See Annex II b, "Schedule of price differentials according to milk fat
content".
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PAR?-TO (coat'd)

Article 3 (cont'd)

Packgi * :

Terms of sale:

If the products are offered otherwise than in packages
n llused in the trade, of a net content by veight
of not less than 25 4.g. or 50 lbs., as appropriate.
the minimum prices shall be adjusted so as to reflect
the difference in the cost of packagin from the type of
package specified above.

If sold on terms other than f.o.b. from the exporting
country or free-at-frontier exporting country1 , the
minium prices shall be calculated on the basis of the
minimum f.o.b. prices specified in paragraph 2(b) of
this Article, plus the real and justified costs of the
services provided; if the terms of the sale include
credit, this shall be charged for at the prevailing
comercial rates in the country concerned.

Special conditions of sales

5. Participants undertake vithin the limit of their institutional possi-
bilities to ensure that practices such as those referred to in Article 4:1
of this Protocol do not have the effect of directly or indirectly bringing
the export prices of the products subject to the minimsn price provisions
belov the agreed minimzm prices.

Field of application

6. For each participant, this Protocol is applicable to exports of the
products specified in Article 1 of this Protocol manufactured or repacked
inside its own customs territory.

Transactions other than normal commercial transactions

T. The provisions of paragraphs 1 to 6 of this Article shall not be regarded
as applying to donated exports to developing countries or to exports destined
for relief purposes or food-related development purposes or velfare purposes
in developing countries.

1See Article 2:1
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PAN TWO" (cont'd)

Article I - Provision of Infrmation

1. In cases here prices in international trade of the products covered
by Article 1 of this Protocol are approaching the minioa prices mentioned
in Article 3:2(b) of this Protocol, and without prejudice to the provisions of
Article III of the Arrangement, participants shall notify to the Ccwmittee
all the relevant elements for evaluating their ovn sarket-situation and, in
particular, credit or loan practices, thinning vith other products, barter
or three-sided transactions, refunds or rebates, exclusivity contracts,
packaging costs and details of the packaging, so that the Com•ttee can
make a verification.

Article 5_Ob .iions of EXoortinx Parti• t•pan

1. Exporting participants agree to use their best endeavours, in
accordance vith their institutional possibilities, to supply on a priority
basis the normal commercial requirements of developing izporting partici-
pants, especially those used for food-related development purposes and
velftre purposes.

Article 6 -. Co-operation of Imprtin• Participants

1. Participants vhich import products covered by Article I of this
Protocol undertake in particular:

(a) to co-operate in implementing the minimum prices objective of
this Protocol and to ensure, as far as possible, that the products
covered by Article 1 of this Protocol are not imported at less
than the appropriate customs valuation equivalent to the
prescribed minim= prices;

(b) without prejudice to the provisions of Article mII of the
Arrangement and Article h of this Protocol, to supply information
concerning imports of products covered by Article 1 of this
Protocol from non-participants;

(c) to consider sympathetically proposals for appropriate remedial
action if imports at prices inconsistent with the minimum prices
threaten the operation of this Protocol.
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PART TWE

Article T - Deropaions

1. Upon request by a participants the Comittee shall haws tha authority
to prant derogations from the provisions of Article 3, paragraphs 1 to 4
ot this Protocol in order to remedy difficulties vhich observance of
Anim prices could cause certain participants. The Comittee shall
pronounce on sucb a request within three months from the date of the
request.

Article 8 - ewrgencg Action

1. Az participant, vwich considers that its interests are seriously
endangered by a country not bound "y this Protocol, can request the
Chairman of the Comittee to convez* an emer-ency meeting of the Ccmittee
within tvo working days to determine and decide whether measures would be
required to meet the situation. If such a meeting cannot be arranged
within the tvo working days and the commercial interests of the participan
concerned are likely to be material&y prejudiced, that participant may
toce unilateral action to safeguard its position, on the condition that an
other participants likely to be affected are immediately notified. The
Chairum of the Committee shall also be for=al advised immediately of th
full circumstances of the case and shall be requested to call a special
meting of the Comaittee at the earliest possible moment.
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Prot;ocol R arigIR~ ?at

List of Reference Points

In accordance with the provisions of Article 2:1 of this Protocol, the
following reference points are designated for the countries listed below:

Austria: Antwerp, Hamburg, Botterdm

Finland: Antwerp, Hamburg, Rotterda.

Basle: for butter exports to Ovitaerland

Nora: Antverp, Hamburg, Rotterdam

Sweden: Antwerp, Hamburg. Rotterdam.

Basile: for butter exports to Switzerland
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Photogi BemrdiLt Milk M

Schedule of Price DitfTeroetia3&U Ac2rd• te
Milk Mt Contedn

milk fat content

Balml to or wtv than
e

.. , l~ss than ..
a
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"* 83

" "83
"* 85

"* 86
h 87

* 88

. 89
"* 90
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"0 95
"of 96
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"w 99
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Protocol Renardina Certain Cheeses
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P ''COL REMARING CERAIN CHMSES

PAm' On

Article I - Product CoversWe

1. This Protocol applies to cheeses falling under CCMI heading No. 0o4.o0
having a fat content in dry matter, by weight, equal to or more than 45 per
cent and a dry matter content, by eight, equal to or more than 50 per cent.

PART TWO

Article 2 - Pilot Product

1. For the purpose of this Protocol, a minizuo export price shall be
established for the pilot product of the following description:

Designation:

Packaging:

Term of sale:

Cheese

In packages normally used in the trade of
a net content by weight of not less than
20 kgs. or 40 lbse., s appropriate.

F.o.b. from the exporting country or free-
at-frontier exporting country.

By derogation from this provision, reference
points are designated for the countries listed
in Annex Mila. The Coýinttee established in
pursuance of Article VII:2(a) of the
Arrangement (hercinafter referred to as the
Committee) msy mend the contents of that
Annex.

Prompt payment against documents.
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PART TO(cont' d)

Article I -- Minim~a Price

level and observance of minimum price

1. Participants undertake to take the steps necessary to ensure that the
export prices of the products defined in Articles 1 and 2 of this Protocol
shall not be less than the minimum pri'e applicable under the present
irwt,'ccl. If the products are exported in the form of goods in which they
have teen incorporated, rarticipints shall take the atc•, neci'osary to avoid
the circumvention cf the price provisions of this Protocol.

2. (a) The minimum= price level set out in the pres.tt Article takes
a-count, in jxrticular, of the current market situation, dairy prices in
producing participants, the need to ensure an approprint, rcititI.whip
betveen the minimum prices established in the Protocolu to the- lpre'ent
Arra..:'eents the need to ensure equitable prices to consumers, and the
desirability of maintaining a minimum return to the most efficient
r-odwers in order to ensure stability of supply over the longer term.

ib) The minimum Frice provided for in paragraph 1 of the present
Article ap.licable at tho date of entry into force of this Protocol is
fized at 0$&O per metric ton.

3. (a) ".e level of the minimum price specified in the present Article
can 1e wdified by the Committee, taking into account, on the one hand,
the results -f the operation of the Protocol and, on the other hand, the
evolution of the situaticn of the international market.

%%%) T.he level of the minimum price specified in the present Article
sh&U be subject to reriev at least once a year by the Cou, ttoe. The
Cc..ittee shall meet in September of each year for this purpose. In
under'tak'ng this review the Committee shah tako account in particular.
to the extent relevant and necessary, of costs faced by producers, other
relevant economic factors of the vorld market, the need to maintain a
lcr4-tern ninicum return to the nost economic producers, the need to
_s.3ntasi stability of supply and to ensure acceptable prices to consumers
tu t.e :-rent market situation and shall have regard to the desirability

ef "•"-irg the relationship between the level of the minimum price set
cut A: %=rsraaph 2(t) of the present Article and the dairy support levels
in the -ajor producing participants.
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PART TWO (cont'd)

Artil3 (cont'i)

Adjustment of minimum price

1. If the products actually exported differ from the pilot product in
respect of the pckagin or terms of sale, the ninims price shall be
adjusted so as to protect the minimum price established in this Protocol,
according to the following provisions:

P aging:

Terms of sale:

If the products are offered otherwise than
in packages as specified in Article 2:1, the
minimum price shall be adjusted so as to
reflect the difference in the cost of
packaging from the type of package specified
above.

If sold on terms other than f.o.b. from the
exporting countrylor free-at-frontier
exporting country , the minimum price shall
be calculated on the basis of the minimum
f.o.b. price specified in paragraph 2(b) of
this Article, plus the real and justified
costs of the services provided; if the terms
of the sale include credit, this shall be
charged for at the prevailing commercial rates
in the country concerned.

Special conditions of sale

5. Participants undertake within the limit of their institutional
possibilities to ensure that practices such as those referred to in
Article 4:1 of this Protocol do not have the effect of directly or
indirectly bringing the export prices of the products subject to the
minimum price provisions below the agreed minimn price.

Field of application

6. For each participant, this Protocol is applicable to exports of the
products specified in Article 1 of this Protocol manufactured or repacked
inside its own customs territory.

See Article 2:1.
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Article 3 (cont'd)

Transactions other than normal commercial transitions

7. The provisions of paragraphs 1 to 6 of this Article shall not be
regarded u app.lying to donated exports to devclopin3 countries or to
exports destined for relief purposes or fool-related development purposes
or welfare purposes in developing countries.

Article 4 - Provision of Information

1. In cases where prices in international trade of the products covered
by Article 1 of this Protocol are approaching the minimum price menticned
in Article 3:2(b) of this Protocol and without prejudice to the provisions of
Article III of the Arrangement, participants shall notify to the Committee
all the relevant elements for evaluating their own market situation and, in
particular, credit or loan practices, twinning with other products, barter
or three-sided transactions, refunds or rebates, exclusivity contracts,
packaging costs and details of the packaging, so that the Committee can
make a verification.

rti~ ce •_-..0bljgations of ULxrting Participants

1. Exporting participants agree to use their best endeavours, in
accordance vith their institutional possibilities, to supply on a priority
basis the normal commercial requirements of developing importing parti-
cipants, especially those used for food-related development purposes and
welfare purposes.

Article 6 -Co-operation of Impoiti.ng. Participants

1. Participants which import products covered by Article I of this
Protocol undertake in particular:

(a) to co-operate in implementing the minimum price objecti-te of this
Protocol and to ensure, as far as possible, that the products covered by
Article 1 of this Protoc:ol are not impDorted at less than the appropriate
customs valuation equivalent to the prescribed minimum price;

(b) without prejudice to the provisions of Article III of the
Arrangement and Article 4 of this Protocol, to supply infonoatiun e,,,,,.-,',.n•
imports of produets covered by Article 1 of this Protocol from nu-i-
participants;
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PART T (cont# d)

Af l (coot ' d)

(c) to consider sympathetically proposals for appropriate remedial
action if imports at prices inconsistent vith the minima price threaten
the operation of this Protocol.

PART THREE

Article T -Derogations

1. Upon request by a participant, the Comittee shall have the authority
to grant derogation from the provisions of Article 3, paragraphs 1 to
of this Protocol in order to remedy difficulties vhich observance of
minimum prices could cause certain participants. The Ccitte shallpronounce nn such a request within thirty dqas from the date of the request.

2. The provisions of Article 3:1 to 4 shall not apply to exports, in
exceptional circumtances, of small quantities of natural unprocessed cheesewhich would be belov normal expert quality as a result nf deterioration orprduc-tion faults. Participants exporting such cheese shall notify theGATT secretariat in advance of their intention to do so. Participants shall
also notify the Committee quarterly of all sales of cheese effected under
the provisions of this paragraph, specifying in respect of each transaction,
the quantities, prices and destinations involved.

Article 8 - Emergency Action

1. Any participant, vhich considers that its interests are seriouslyendangered by a country not bound by this Protocol, can request the Chairman
nf the Comittee to convene an emergency meeting of the Committee within
two working days to determine and decide whether measures vould be required
to meet the situation. If such a meeting cannot be arranged within the twoworking days and the commercial interests of the participant concerned are
likely to be materials prejudiced, that participant my take unilateral
action to safeguard its position, on the condition that saw other participants
likely to be affected are i=mediately notified. The Chairman of the
Committee shall also be formally advised immediately of the full circumst•ances
of the case and shall be requested to call a special meeting of the Comittee
at the earliest possible moemt.
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ANNEX III &

Protocol _Rerdine Cerain Cheees

List of Reference Points

In accordance vith the provisions of Article 2:1 of this Protocol, the

follovin reference points are designated for the countries listed belwv:

Auiri~a: Antverp, Hw*urj, Rotterdam

Finland: Antwerr, Iipimburg, Rotterdam

Norway: Antwerp, Hamburg, Rotterdam

Sweden: Antverp, Hamburg, Rotterdam

Polend: Antverp, Hamburg, Rotterdam
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ANNE( B

The United States undertakes to implement the economic provisions of
this Arrangement fully within the limit of its institutional possibilities.

Japan undertakes to implement the provisions of this Arrangement fully
within the limit of its institutional possibilities.

Japan has accepted Article 3:5 of the Protocol Regarding Certain Milk
Powders on the underacanding that advance notification of its intention to
make use of the provisions of that paragraph may be made globally for a
given period and not separately for each transaction.

The Nordic countries have accepted Article V:3 of the Arrangement with
the understanding that it does not in any way prejudge their position with
regard to the definition of (other than) normal commercial transactions.

Switzerland has indicated that it is reserving the right to request at
a later date the designation of two or three European ports as reference
points under Article 2 of the Protocol Regarding Certain Milk Powders in the
event that its exports made this necessary.

New Zealand has indicated that the annual quantities of its exports
under Article 7:2 of the Protocol Regarding Certain Cheeses should normally
be of the order of 1,000 metric tons and could, in exceptional circumstances,
amount to some 2,000 metric tons.
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Introduction

In response to requests by the Senate Finance Committee and the House
Ways and Means Committees the United States International Trade Commission
on September 1I 1978, instituted an investigation, under section 332(b) of
the Tariff Act of 1930 (19 U.S.C. 1332(b)), for the purpose of submitting a
series of reports analyzing the effects on U.S. industrial and agricultural
sectors of nontariff measure agreemnts end tariff reductions recently
negotiated at the Multilateral Trade Negotiations (MTN) in Geneva.

This report analyzes the effects on U.S. Industrial sectors of the
agreement on Trade in Civil Aircraft (which will be referred to as "the
agreement") •

This report provides a brief discussion of the background and origin
of the agreemat, a descriptou and analysis of the agreement's provisions,
a profile of the U.S. civil aircraft industry, including data on U.S.
producers* shipments, exports, Imports and apparent consumption, an assess-
ment of the overall probable effect on the domestic industry and on custom
revenues of U.S. adoption of the agreement and a brief discussion of the
legislative requirements for implementing the agreement.
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Sumary

The agreement,. which was recently initialed in Geneva by the United
States, the European Community (0C), Canada, Japan and Sweden, provides for
the elimination of customs duties on civil aircraft and most parts and
equipment of such aircraft (as enumerated in the annex to the agreement) and
for the reduction or elimination of a number of nontariff measures, such as
governmental subsidies, government-directed procurement, technical barriers
(standards) and import and export licensing requirements, which have the
effect of distorting or restricting trade in civil aircraft. Many of the
agreement's non-tariff provisions are analogous to those of other agreements
which have been negotiated at the MTN. For example, the agreement notes that
the Agreement on Technical Barriers to Trade (standards) and the Agreement
on Subsidies/Countervailing Measures apply to trade in civil aircraft. The
applicAtion of both agreements are modified somewhat with respect to trade in
civil aircraft, however, by extending the coverage of the standards agreement
to cover certification requirements and specifications on operating and
maintenance procedures and by potentially limiting the application of the
subsidies/countervailing measures agreement by taking into account certain
"special factors" which apply in the aircraft sector. The agreement estab-
lishes a "Committee on Trade in Civil Aircraft" to oversee the operation of
the agreement and to settle disputes between signatories. The dispute
settlement mechanism of the agreement, however, is without prejudice to
the rights of signatories under the GATT or under instruments multilaterally
negotiated under the auspices of the GATT, as they affect trade in civil
aircraft.

Certain of the agreement's provisions fre either ambiguous or lack
sufficient specificity to ensure international compliance with the provision.
For example, article 2 of the agreement is somewhat ambiguous in that it re-
quires signatories to eliminate "all customs duties and similar charges
levied on, or in connexion with the importation of products." Thils phrase
may be construed to encompass antidumping and countervailing duty charges, as
well. Similar language in the Florence Agreement was so interpreted by the
Treasury Department in terminating a previous antidumping investigation. Such
an interpretation with respect to the aircraft agreement could result in for-
eign suppliers dumping or selling subsidized products covered by the agreement
into the United States without recourse by domestic firms.

As another example, article 4 provides that signatories should not
discriminate against suppliers from any other signatory by requiring civil
aircraft purchasing entities to procure civil aircraft from any particular
source or by exerting "unreasonable pressure" on then to this end. This
provision will be difficult to enforce since it would seen to allow govern-
ments to exert "reasonable pressure" on purchasing entities to procure civil
aircraft from particular sources and would require injured parties to estab-
lish the unreasonableness of governmental pressure in particular instances.

ii
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On the whole, however, the U.S. civil aircraft industry is likely to
reap Important benefits from U.S. adoption of the agreement, resulting
primarily from the grement's provisions dealing with nontariff measures,
since foreign tariffs on U.S. exports of commercial aircraft are usually
valved. Besides increasing the immediate potential for expanded U.S. ex-
ports, the agreement should help to ensure that market forces and tachnol-
ogy, rather than political considerations, remain predominant in commercial
aircraft markets. Although the impact of the agreement on the U.S. industry
cannot easily be measured, the overall effects are likely to be positive
with a potential long-term rise in U.S. exports (with only a minimal in-
crease in U.S. imports) likely to lead to an expansion in the current work
force.

It is estimated that the elimination of custom duties provided for in
the agreement will result in an estimated annual loss of custom revenues
of approximately $51.4 million.

Because the elimination of customs duties, without staging, on all
civil aircraft and parts thereof exceeds the President's negotiating author-
ity under the Trade Act of 1974, legislation vould be required to implment
the tariff aspects of the agreement. It does not appear that legislation
would be required to implement the nontariff aspects of the agreement, hay-
ever.
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Background and Origin of Agreement

Discussions with respect to a proposed &arement on trade in civil air-
craft began relatively late at the NTV1. On October 21, 19786 the United
States circulated to our major trading partners at the MTY a "U.S. Discussion
Draft of 'Agreement on Govermnt Policy Regarding the Production and Trade
of Civil Aircraft'." Although the document was circulated for discussion
purposes only and vas not intended to be a formal proposal, it formed the
foundation for serious negotiations which ultimately led to the document
which was recently initialed by Canada, the ZC, Japan, Sweden and the United
States as a formal expression of intent to accede to the agreement. I/

It is our understanding that the U.S. aircraft industry was one of the
principal forces behind the move for a separate NTN agreement on trade in
civil aircraft. Representatives of the domestic industry actively partici-
pated in drafting the initial U.S. discussion draft and kept in close
contact with the U.S. negotiating tem, offering advice and assistance
throughout the negotiations.

The agreement was designed to accomplish the objectives established in
the summit level framework of understanding of July 13, 1978, anon our
major trading partners, to negotiate-

maximum freedom of world trade in comnrcial aircraft, parts
and related equipment, including elimination of duties and
to the fullest extent possible, the reduction or eliminatLon
of trade restricting or distorting effects of other measures.

Description and Analysis of the Agreement

The agreement is tnique in that it contains in a single document pro-
visions dealing with both tariffs and non-tariff measures as they relate to
trade in civil aircraft and related equipment.

The agreement consists of nine articles, a preamble, and an annex which
is an integral part of the agreement and lists the articles, by respective
tariff headings, which are covered by the Agreement.

Preamble

The preamble briefly sets out some of the objectives and principles of
the agremant, such as--

i) to achieve maximum freedom of world trade in civil
aircraft, parts and related equipment by eliminating
duties and reducing or eliminating trade restricting
or distorting effects;

ii) to provide fair and equal conpetitLve opportunities;

1/ Thistmgremment is set out in Appendix A.
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iti) to eliminate adverse effects on trade in civil aircraft
resulting from governmental support in civil aircraft
development, production, and marketing;

iv) to allow civil aircraft activities to operate on a com-
mercially competitive basis; and

v) to establish an international framework governing conduct
of trade in civil aircraft.

Product coverage

The agreement vould apply to all civil (non-military) aircraft, and all
parts, components and subassemblies (including engines and parts thereof)
"uaed in the manufacture, repair, rebuilding, maintenance, modification, or
conversion of such aircraft and to flight ground simulators and parts thereof.

Customs duties and other char&*s

Signatories to the agreement must eliminate by January 1, 1980, "all
customs duties and similar charges levied on, or in connexion with the impor-
tation of products * . . " listed by tariff headings in the annex to the agree-
ment, if such products are for use in a civil aircraft; and all duties and
similar charges levied on repairs of civil aircraft. The annex to the agree-
ment contains three separate lists of tariff headings--one by Custom Cooper-
ration Council Nomenclature (CCCI) number (applicable to imports into the EC,
Japan, Sveden, and any other signatory using the CCCI), one by Tariff Sched-
ules of the United States Annotated (TSUSA) number (applicable to U.S.imports)
and one by Canadian tariff number (for Canadian imports)--vhich provide sub-
stantially equivalent product coverage among all signatories.

Appendiz 3 to this report sets out each of the TSUSA item numbers
which are included in the provisional U.S. list for duty-free coverage, a
short description of the affected articles and the current U.S. tariff treat-
maent for each such article. The list includes a vide.variety of provisions
scattered throughout the TSUSA which do not make reference to the ultimate
"use of the subject article a part of an aircraft. Many of the provisions
have a column 1 (trade agreement) duty rate in excess of the 5 percent ad
valorem maximum for which the President is authorized under the Trade Act of
1974 to eliminate duties.

Although the purpose of this part of the agreement seems to be limited
to the removal of the tariffs for ech of the items listed in the respective
tariff headings in the annex to the agreement, the use of the phrase "all
custom duties and similar charges of any kind levied on, or in connexion
with the importation of products" may be construed to encompass dumping and
countervailing duty charges, as well. Similar language in the Florence
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Agreement I was so interpreted by the Treasury Department in terminating a
dumping investigation concerning Autonotive and Motorcycle Repair Manuals
from United Kinadoa. ./ Such an interpretation vith respect to the aircraft
agreement could result in foreign suppliers taking advantage of this .ro-
vision to dump or sell subsidized products covered by the agreement into
the United States without recourse by domestic firms. This result would
not be consistent vith the purposes of the agreement as stated in the
preamble (e.g., to provide fair and equal opportunities for civil aircraft
activities) or with other provisions of the agreement such as article 6
which specifically contemplates that countervailing duties may be levied in
accordance with the Agreement on Subsidies/Countervailing Moasures. It is
suggested that this potential ambiguity be eliminated in the implementinS
legislation.

Technical barriers to trade

Article 3 of the agreement "notes" that the provisions of the Agree-
ment on Technical Barriers to Trade, the so-called standards agreemnt,
applies to trade in civil aircraft ./ and expands the coverage of the
standards agremnt with respect to such trade between signatories of the
aircraft agreement to include aircraft certification requirements and
specifications on operating and maintenance procedures. The standards
agremnt covers all industrial products and, therefore, is applicable on
its own to the products covered in the aircraft agreement.

The standards agreement, which is analysed in detail in volume 6 of
this study, discourages discriminatory manipulations of product standards,
product testing and product certification systems and requires countries to
use fair and open procedures when they adopt product standards and related
practices that affect international trade. Since each of the countries
which have initialed the aircraft agremnt have also initialed the stan-
dards agreement, the principal effect of article 3 of this agreement is the
expansion of the coverage of the standards agremnt discussed above.

Government-directed procurement, mandatory sub-contracts and inducements

Article 4 of the agreient establishes the basic principle that pur-
chasers of civil aircraft should be free to select suppliers on the basis

V/ T.I.A.S. No. 6129, 17 U.S.T. 1835 (June 24, 1959).
V/ 43 Fed. leg. 45932 (Oct. 4, 1978).
)/ Arguably, the provisions of the standards agreement would only be ap-

plicable to those countries which sign both the standards agremnt and the
aircraft agreement since the aircraft agremnt merely "notes" that the
standards agremnt applies to trade in civil aircraft. The use of the word
"notes" as opposed to a word such as "agree", which is used in the second
sentence of Article 3, would not seem to impose a legal obligation on non-
signatories to the standards agreement.

3
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of comercial and technological factors. It provides that signatories
should not discriminate against suppliers from any other signatory by re-
quiring civil aircraft purchasing entities to procure civil aircraft from
any particular source, or by exerting "unreasonable pressure" on them to
this end. It is somqvhat questionable what effect this provision will have
in practice, however, since, by negative inference, it would allow govern-
mnte to exert "reasonabl pressure" on purchasing entities to procure
civil aircraft from particular sources. Disputes are likely to arise as
to the "reasonableness" of governmental involvement in purchasing decisions
with the burden being on the injured party to establish both the presence
of governmental pressure and that such pressure was "unreasonable".

Article 4.3 of the agreement addresses the problem of mandatory sub-
contracts, frequently referred to as "offsets", whereby governamnts contract
for the purchase of civil aircraft on tZe condition that a certain volume
of subcontracts (such as for components of the aircraft) be entered into by
the seller of the aircraft with firm of the purchasing country. It pro-
vides that the purchase of products covered by the agreement should be made
"only on a competitive price, quality mad delivery basis", which would seem
to preclude a signatory from requiring mandatory subcontracts. Article 4.3
further provides that a signatory may "require that its qualified firm be
be provided with access to business opportunities on a competitive basis
and on term no less favourable than those available to the qualified firm
of other Signatories". The thrust of the provisions soems to be that
qualified domestic firm of the purchasing country must be given equal
opportunity to compete with firm in the selling country for subcontracts,

.but that the seller may not be required to use such firms.

Finally, article 4.4 provides that signatories should avoid attaching
Inducements of any kind to the "sal or purchase of civil aircraft from any
particular source, which would create discrimination against suppliers from
any signatory .

Although several of the provisions in article 4 of this agreeent are
analogous to provisions in the Agreement on Government Procurement, which
is analysed in volume 7 of this study, purchases by nationally-owned air-
lines and aircraft manufacturing companies are not covered by that agree-
ment and, therefore, only the provisions of the aircraft agreement would
apply to such purchases. However, soew governmental entities do purchase
civil aircraft and such purchases would be covered by the govervaent pro-
curement agrement.

Trade restrictions

Article 5 of the agreement states that sign~tolw *hall not apply
quantitative restrictions (quotas) or Uicensing roquetr1wia to restrict
imports or exports to other signatories of civil aigcrft• ta•aneusr is.
consistent with applicable provisions of the GATT. Iport *94tortqa or
licensin system which are consistent with the GATT and exort licessing
procedures for reasons of national security would not be precluded.
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Government support, export credit, and aircraft marketing

Article 6.1 of the agreement opens by stating that the provisions
of the subsidies/countervailing measures agreement 1/ apply to trade in
civil aircraft and that signatories, in their support of, or participation
in, civil aircraft programs, shall "seek to avoid" adverse effects (within
the meaning of the subsidies/countervailing measures agreement) on trade
in civil aircraft. 2/ Since the subsidies/countervailing measures agree-
ment would apply to trade in civil aircraft, even in the absence of an
aircraft agreement, this should have little or no effect on the signatories
to the aircraft agreement which are also signatories to the subsidies/
countervailing measures agreement. _/

However, article 6.1 goes on to say that signatories-

also shall take into account the special factors which
apply in the aircraft sector, in particular the wide-
spread governmental support in this ares, their inter-
national economic interests, and the desire of producers
of all Signatories to participate in the expansion of
the world civil aircraft market.

This language appears to lessen the Impact of the subsidies/countervailing
measures agreement vith respect to tzade in civil aircraft by providing a
potential justification (i.e., the "special factors" which apply in the air-
craft sector) for offering governmental subsidies in contravention of the
subsidies/countervailing measures agreement.

In order to lessen the adverse trade effects of governmental subsidies
and to achieve one of the objectives of the agreement, as stated in the pre-
amble, to have civil aircraft activities "operate on a commrcially conpet-
tive basis", article 6.2 provides that pricing of civil aircraft "should be
based on a reasonable expectation of recoupment of all costs". This provi-
sion is not as strong as it could be, however, since there is no coummtment
for repayment of subsidies.

Regional and local governments

Article 7.1 provides that signatories should not require or encourage
regional and local govermnts or non-governmental bodies to take action in-
consistent with provisions of the agreement. This language does not require
the U.S. Government to take any remedal action with regard to activities of

I/ This agreement is analyzed in volume 2 of this study.
;/ The language "seek to avoid" creates a potential problem of interpretation.

Does a signtory agree to an obligation not to cause injury, serious prejudices
or nullification or impairment? Or does a signatory merely agree to try to
avoid causing the unpleasant effects?
,/ At this time, only Canada, the IC, Japan, Sweden and the United States have

initialed the aircraft agreement and each has also initialed the subsidies/
count%-vailing measures. agreement.
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the various state or loca governments which contravene the agreement. It
simply directs that the Federal government not require or encourage such ac-
tivities. However, since article 3 of the agreement notes that the standards
agreement applies to trade in civil aircraft and since, under that agreement,
signatories must "take such reasonable measures as may be available to it to
ensure * @ ." that its local governments comply vith the standards agreement,
signatories to the aircraft agreement would arguably have a greater burden
with respect to matters which are also covered by the standards agreement.

Surveillence. review, consultation and dispute settlement

Article 8 creates a review, consultation, and dispute settlement machan-
ism. It establishes a Committee on Trade in Civil Aircraft ("the committee"),
composed of all signatories, which is to met, at least once a year, to consult
on matters relating to the operation of the agreement and to keep under regular
review the application of the agreement to ensure a continuing balance of mutual
advantages.

The agreement encourages the initiation of prompt consultations between
signatories to seek mutually acceptable solutions to problems or disputes
which arias with respect to the agreement. Article 8.5 recommends the initi-
ation of consultations prior to the initiation of an investigation to determine
the existence, degree, and effect of any alleged subsidy. In those instances
where domestic procedures are initiated without consultation, signatories
should notify the committee imndiately and enter into simultaneous consul-
tations to seek a mutually agreed solution that would obviate the need for
countervailing measures.

If a signatory's trade interests in civil aircraft are adversely af-
fected by any action of another signatory, it may request the committee to
review the matter. Within 30 days thereafter, the committee must convene and
attempt to resolve the issues by issiinS appropriate rulings and recommenda-
tions "as promptly as possible, and in particular prior to final resolution
of these issues elsewhere". Such review by the committee, however, is with-
out prejudice to the rights of signatories under the GATT or under instruments
multilaterally negotiated under the auspices of the GAT., as they affect trade
in civil aircraft. Thus, an aggrieved signatory, which does not get satisfac-
tory results from the committee, could pursue remedies provided in the GATT or
in other related agreements to which both parties are signatories, such as the
standards agreement or the subsidies/countervailing measures agreement.
Although such actions would seem to be discouraged, the aircraft agreement
does not preclude the initiation of the dispute settlement mechanisms of these
other agreements, prior to initiating the mechanism provided in the aircraft
agreement.

With respect to disputes related to matters covered by the aircraft agree-
ment, but net covered by other agreements, the provisions of articles X111 and
1XIII of the General Agreement and the provisions of the Understanding Related
to Notification, Consultation, Dispute Settlement and Surveillance, cmonly
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known as the framevorks agreement, shall be applied to resolve such disputes.
These procedures m.y also be applied to resolve disputes involving matters
covered by sore that one agreement, if the parties to the dispute so agree.

Final provisions

Article 9 of the agreement contains the so-called final provisions
dealing vith matters such as -

1) acceptance and accession;

ii) reservations (they may not be entered without the
consent of the other signatories);

lit) date agreement will enter into force (January 1,

1580, for governments vhich have accepted by then);

iv) conformity of national legislation;

v) amendments (requires unanimous consent of all
signatories);

vi) vitbdraval (any signatory my vithdraw, effective
12 months after notification);

vii) non-application of agreement between particular sig-
natories (if either signatory, at the time of accep-
tance, does not consent to such application); and

viii) servicing of the agreement (by the GATT secretariat).

7
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Profile of U.S. Civil Aircraft Industry

Production of commercial aircraft j/ in the United States and, in
fact, in the free world, is dominated by three firms-boing, McDonnell-
Douglas, and Lockheed. However, the recently introduced European Airbus
has successfully penetrated the U.S. and foreign markets for commrcial
aircraft. Of the U.S. firm, Bosing is vastly more committed to the
production of commercial, especially passenger, aircraft than either of the
other two, both of which are more heavily involved with military aircraft
and spacecraft.

It is estimated that the cost to design and tool-up for an all-new
passenger airliner approaches $2 billion; the cost of planning and pro-
ducing an aircraft which is a modification of an existing aircraft may be
as such as $1 billion. Few privately-owned concerns can afford this mag-
nitude ,f investment on a product that has yet to be sold. Once committed,
an aircraft manufacturer must produce and sell as many as 400 units just to
recover the investment on design, development, and initial productive capa-
bility.

In order to minimize the large financial risk involved, producers of
large aircraft, both in the United States and elsewhere, enter into "risk-
sharing" or similar agreements with aircraft or component producers in
other countries. The participants in such agreements assist at their mm
expense in the design and eventual production of certain components. Since
many of the foreign aircraft producers are government owned or financed,
the respective governments become interested in the success of a particular
new generation of aircraft and the resulting benefits to the native partici-
pants in risk-sharing agremnts. This tends to insure sales of the now
airplanes %.o foreign countries, particularly for nationally-owned airlines.

Aeritalia of Italy has for many years been producing components of the
Boeing 727, and the Boeing 7470 A new risk-eharing agreement with Aeritalin
provides for eventual Italian contribution to the nm Boeing 767 to reach
$2 billion. The Italian firm nov expects a subsidy from its government to
assist in Searing up for production of wing control surfaces, trailing edge
flaps, wing tips, elevators, and rudders for the losing 767. Japanese
firm currently produce rudders, wing 14aps, and body sections of certain
of losing's 747's. It eas recently reported that Japanes firm will also
be involved to the extent of 15 percent in Boeing's 767 and 777 program.
Being's international agreements are not unique. Canada and Italy supply
major components for the Douglas DC-9 and DC-l0; Japan produces parts for
the Lockheed LI011 and the United Kingdom provides engines (1olls Royce)
for the same aircraft.

-j The term commercial aircraft, as used in this report, refers to aircraft
principally used for transporting a large number of passengers and/or a signifi-
cant quantity of freight.

8
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This type of trade in Got a one-lay stretit. The Burope8a Airbus,
produced by a Frowc-Grmamp-Knglish counortim (all verinmat financed),
in said to contain omponents (including engines) built La the Uai-ed
States that account for 30 percent or more of the value of the airplane.
Foreigs-sade aircraft useod by U.S. airlines In the past-the Viscount
(United Kingdom) and the Caravelle (France) for eumple--are believed also
to have had significant U.S. contributions.

In addition to the large U.S. producers of commercial aircraft, there
are several vell-knowm producers of aircraft for corporate and private use
such as Beech Aircraft Corporation, Cessna Aircraft Company, and Piper Air-
craft Corporation. While these firms import parts for their planes, they
are not as contractually or financially involved with their foreign suppli-
ers as are the cionrcial aircraft producers. The three named firm ac-
count for about two thirds of the annual value of U.S shipments of the
smaller capacity aircraft. frequently refemed to as "general aviation"
aircraft.

The three largest producers of helicopters--Bughes Aircraft Company,
Bell Helicopter Company, and Instrom Helicopter Corporation-account for
about 90 percent of the annual shipments of domestically-produced helicop-
ters for other than military applications.

The four major producers of aircraft engines--General Electric Company,
Pratt and Whitney Aircraft Division of United Technologies, Inc., The Garrett
Corporation and Lycoaing-Stratford, Division of AVCO Corporation-provide
over 90 percent of the annual U.S. shipments of such engines.

In the aggregate, there are thousands of manufacturing establishments in
the United States that produce one or more of the parts, components, or eye-
tse for civil aircraft. Employment contributing to the production of con-
plate aircraft is estimated to have been 294,000 in 1978, which represents
an 11 percent increase frm 1977, when about 265.000 persons wore employed.

In addition to their domestic facilities, many U.S. producers of civil
aircraft and parts have wholly or partially owned foreign subsidiaries that
produce complete aircraft, major components and parts of aircraft. Boeing
and McDonnell-Douglas each have a subsidiary located in Canada that produces
major components for some of their models of coimrcial aircraft. Cessna,
vith subsidiaries located in France and Argentina, and Piper, vith facilities
in Switzerland and Brazil, produce or assemble complete aircraft at these
facilities. Other companies such as Conrac Corp. (avionics), Ex-call-0
Corp. (aircraft parts), Garrett Corp.(aircraft engine parts), Litton Indus-
tries (avionics) and United Techk-ologies Corp. (aircraft engines) have sub-
sidiaries located in one or more of the following countries; the United
Kingdom, West Germany, Canada, Japan, Brazil, and Italy.

U.S. producers' shipsints

The total value of U.S. producers' shipments of civil aircraft and parts
declined from $9.7 billion in 1974 to $8.8 billion in 1976 and then increased

9



dramtically to $12.8 billion in 1978 (table 1, Appendix C). Complete
aircraft, as veil as components, shared is the improvmnt of sales in
1978. The value of annual shipmeate of complete aircraft declined from
approximately $5.1 billion during the period 1974-75 to approximately $4.7
billion during 1976-77 and then increased to $6.5 billion in 1978. The
decline of shipments during 1976-77 was due entirely to a decline in ship-
ments of commercial aircraft; sales of helicopter* and general aviation
aircraft increased each year during 1974-78. Due to the lead time involved,
the decline in shipments of coimmrcial aircraft during 1976-77 reflects in
part the lo levels of orders for such aircraft experienced earlier in the
1970's. A strike in the industry during the last quarter of 1977 also
contributed to the decline in shipments. U.S. shipments of complete air-
craft by the number of units are ohoms below.

Complete civil aircraft: U.S. shipment, by kinds, 1974-78

(In number of units)

Year : Commercial : Helicopters : General : Total
aviation

1974- 332 : 828 14,165 15,325 :
1975 315 : 864 : 14,057 : 15,236 :
1976 : 238 : 775 : 15,447 16,460 :
1977 185 : 884 16,920 : 179989 :
1978 244 : 935 17,187 18.366 :

Sources: Aerospace Facts and Fixures, 1978-79; Aerospace Industries Assoc-
lation; and General Aviation Manufacturers Association.

Aircraft manufacturing activity is expected to generally increase
during the cAut several years because of the deregulation of U.S. air-
lines, the improving financial situation of both domestic and foreign
airlines, and the growing need to replace older equipment, the replacement
of which has tended to be postponed.

U.S. exports

In view of the investment required to introduce a nay generation of
aircraft and the relatively limited (yet substantial) home requirement for
such aircraft, a large export market is absolutely essential. The products
of the U.S. producers have accounted for over 80 percent of recent sales of
commrcial airliners in the free vorld; of the 244 commercial aircraft
delivered by U.S. producers in 1978, 111 vere destined for foreign customers.

The success of the U.S. aircraft producers in foreign markets has re-
sulted in a very significant export trade balance in civil aircraft for many
years (see table 6 in Appendix C for a comparison of exports and imports).

10
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Annual U.S. exports of civil aircraft and parts increased from $5.1
billion in 1974 to $5.5 billion in 1976 and then declined to $4.9 billion in
1977. U.S. exports in 1978 increased to $6.0 billion (Table 2 in Appendix
C). Exports of complete aircraft accounted for from 57 to 66 percent of
the total value of annual exports during 1974-78; they declined from $3.4
billion in 1974 to $2.7 billion in 1977 and then increased to $3.6 billion
in 1978.

Aircraft parts (other than engines and parts thereof) accounted for
20 to 29 percent of total exports during 1974-78. and engines and parts
thereof accounted for most of the remainder.

U.S.-made commercial aircraft are evident in virtually all free-world
countries. Although export markets vary from year to year, Iran, the
United Kingdom, West Germany, France, Japan, and lsrael have been the
largest foreign markets for U.S. commercial aircraft in recent years.

Part of the value of exports, particularly exports of aircraft parts
other than engines, consists of parts or components exported for further
processing or assembly for eventual return to the United States under the
provisions of TSUSA items 806.30 and 807.00. 1/

U.S. imports

While annual U.S. imports are only a fraction of annual exports, ranging
from 10 percent to 1) percent of the value of exports during 1974-78, they
are significant. Annual imports of articles currently identifiable in the
TSUSA as aircraft and parts declined from $706 million in 197A to $556
million in 1976, and then increased to approximately $1 billion in 1978
(table 3 in Appendix C). In contrast to exports, imports consist largely
of aircraft parts including engines rather than complete aircraft; aggregate
imports of these products accounted for 70 percent or more of the annual
value of imports of civil aircraft and aircraft parts in 4 of the last 5
years. Imports reflect, in large part, the requirements of U.S. aircraft
producers for original equipment parts and, to a lesser extent, U.S. produc-
ersa requirements for replacement parts for U.S.-made aircraft in domestic
service. Replacement parts are also imported for foreign-made aircraft in
doestic service.

Much of the value of annual imports of complete civil aircraft--66 per-
cent in 1978--represents the total value of entries of articles containing
U.S.-made products that were processed or assembled in foreign countries and

I/ Item 806.30 provides that any article of base metal that is manufactured
or processed in the United States, exported for further processing, and
subsequently returned to the United States for further processing is, upon its
return to the United States, subject to duty only on the basis of the value
added outside the United States. Item 807.00, on the other hand, provides
that imports of articles asembled abroad in hole or in part from components
produced in the United States will be subject to duty on the full value of
the article as imported, less the value of Uo.S.-mde components.

11
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imported under the provisions of TSUSA ites 806.30 or 807.00. U.S. imports
of aircraft parts including engines (for civil end military use) entering
duty-free under items 806.30 or 807.00 is 1978 represented 30 percent of
the total import value of such articles. Caneda, hrop. (particularly
France, the United Kingdom, and Italy), and Mexico account for the bulk
of imports of aircraft and parts entering under itma 806.30 or 807.00.
Table 4 in Appendix C presents total U.S. imports and imports entering under
itma 806.30 or 807.00 for aircraft end parts in 1978.

La previously discussed, numerous articles intended for use in aircraft
are classified under a wide variety of provisions of the TSUSA which do not
identify such articles as aircraft components. Official statistics, there-
fore, do not segregate imports of such articles intended for use in aircraft
from similar articles intended for other applications. It is estimated
that the annual aggregate value of such unidentifiable imports does not
"exceed 9 percent of the total value of imports know to be aircraft or parts
of aircraft in 1978. Table 5 in Appendix C presents the estimated 1978
imports of each of the articles included on the provisiomal U.S. list for
duty-free coverage provided in the annex of the aircraft agreement.

U.S. apparent consuption

Because of the very substantial export market enjoyed by U.S. producers
of civil aircraft, the aggregate value of annual U.S. consumption of civil
aircraft and parts is very much less than annual production--usually 40 to
50 percent less. The value of consumption declined from $5.3 billion in
1974 to $3.9 billion in 1976 and then increased to $7.8 billion in 1978
(table 6, Appendix C).

Possibly a more useful measure of the annual level of consumption, how-
ever, is the consumption of complete aircraft. Since mat parts are con-
sumed in the production of complete aircraft, data with respect to the con-
sumption of complete aircraft avoids the problem of double counting. The
value of U.S. apparent consumption of such articles increased from $1.8
billion in 1974 to $2.0 billion in 1975 and then declined to $1.6 billion in
1976. however, in 1977 and 1978 apparent consumption climbed to $2.3 bil-
lion and $3.2 billion respectively.

The ratio of imports to consumption of complete aircraft fluctuated
during the last five years between 4.1 percent (1975) and 11.5 percent (1977).
The trend in the share of imports of aircraft engines and parts to U.S. con-
sumption has declined during 1974-78. The Import-to-consmption ratio of
engines and arts during the last five years has ranged from 20.2 percent
(1977) to 24.6 percent in 1975. Imports of aircraft tires accounted for less
than 10 percent of annual consumption during the period 1974-78. Imports of
parts for civil aircraft other than engines and tires provided from 12.1 per-
cent (1978) to 19.9 percent (1976) of the value of annual consuption during
the year 1974-78.
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Overall Probable Effect of the Agreement

Probable effect on domestic industry

The U.S. civil aircraft industry is likely to reap Important beii fits
from the agreement recently initialed by the United States, Canada, the ZC,
Sweden and Japan. Comrcial aircraft manufacturers could gain increased
access to nea markets as a result of the provisions of the agrement
dealing with non-tariff measures. At the same time, general aviation
manufacturers should enjoy immediate benefits from the removal of tariffs
and could eventually gain from the removal of non-tariff barriers. Overall,
the potential increase in exports arising from the agreement should more
than offset the increase in imports, vith a resultant net gain in industry
output and eployment.

Since tariffs are usually waived for U.S. exports of commercial aircraft
to signatory countries, the formal elimination of these tariffs would have
little, if any, impact on U.S. exports. However, the domestic industry
should experience significant gains from the removal of certain non-tariff
barriers, both in the short term and over the long run. Under the terms of
the agreement, signatories say no longer require their nationally-owned
airlines to procure nationally-manufactured aircraft and parts. In
addition, the agreement seeks to eliminate technical standards aimed at re-
stricting imports and to discourage export subsidies which adversely affect
trade in civil aircraft. Besides increasing the imnmdiate potential for
expanded U.S. exports, the agreement should help to ensure that market
forces and technology, rather than political considerations, remain predom-
inant in commrcial aircraft markets. Since the rapidly developing
European commercial aircraft industries are all government owned, or
government financed, %he agreement should help the U.S. commrcial aircraft
industry maintain its strong export performance in the long run. Some in-
dustry analysts believe that there is considerable potential for a large
expansion in U.S. general aviation exports. If so, the removal of tariffs,
which are currently 12 percent, both in Japan and the EC on most general
aviation products could result in a significant export boost for the U.S.
industry. Although non-tariff barriers are not an important obstacle to
general aviation exports to most signatory countries, tbey frequently
impede general aviation exports in other parts of the world, notably several
South American countries. If these countries and others eventually sign
the agreement, the long-run effects for U.S. manufacturers would clearly
be positive.

Since U.S. tariffs on complete aircraft a'e only five percent ad val-
orem, the removal of these tariffs could only be expected to result in a
minimal increase, at most, in imports of passenger and general aviation
aircraft. Domestic manufacturers stand to gain from the removal of
tariffs on aircraft parts, since it will tend to lover the cost of their
final product. However, this impact is also likely to be small. The
removal of these tariffs is unlikely to encourage U.S. aircraft firms to
shifX their pacts manufacturing operations to other signatory countries.

13
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Although wage in soem of these countries are lower than those in the
United States, this advantage is offset by the high U.S. labor produc-
tivity in parts manufacturing.

Although the impact of the agremant on the U.S. industry cannot
"easily be measured, the overall effects are likely to be positive. The
potential long term rise in U.S. exports that may result from the agree-
meat could lead to aa expeasios in the current work force of 200,000
"aerospace employees whose jobs are directly dependent on exports. In say
event, it promises these employees greater job security in the future, in
the face of increased competition from competing foreign aircraft manufac-
turers*

Potential loss of custom revenue

Based on the estimated value of U.S. imports for civil aircraft and
parts in 1978, including all articles in the provisional U.S. list for
duty-free coverage, the annual loss of custom revenues resulting from the
proposed elimination of custom duties by the agreement would amount to
approximately $51.4 million.

U.S. Implementation of the Agreement

Since the agreement would eliminate the duty om many articles which
are currently subject to a duty rate in excess of 5 percent ad valorem
and since the total duty elimination would t4A effect on January 1,
1980, rather than being staged in accordance with section 109 of the
Trade Act of 1974, legislation would be required to Implement the tariff
"aspects of the agreement in the TSUSA. Further, section 466 of the Tariff
Act of 1930 (19 USC 1466) which provides for a duty rate of 50 percent ad
valorem on the cost of equipment, repair pLrts, materials or expenses of
repairs made upon U.S. vessels (interpreted by Treasury to include aircraft)
employed in the foreign or coasting trade, would have to be amended to
exclude aircraft repairs from its coverage.

As previously mentioned, the implementing legislation should make it
clear that the term "customs duties and similar charges of say kind levied
on or in connexion with, the importation of products", as used in the agree-
sent, does not include dumping duties or countervailing duties.

It does not appear that legislation would be required to implment the
non-tariff aspects of the agreement.
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GENERAL AGREEMENT ON
TARIFFS AND TPADE

M2tilatera1 'rade !exotiaticns

AGREOM 01 Tfl= in crMi An=ME

Deleatio from Caada, EC, -t pn, "edAn, ad the United Stare, have
areed ad referendum on the astahed Apemnt on ?rade in Civl Aircra.t. The7have asked thst this Agemant be circuated to all M Participants for theirconsidtration ar4 possible sinatuwe. it is appeci&td that Some daleptionsparticipating in tho MN na not be in a position to sip imediatela, an, theyare invited to do so at their earliest cocvenice.

It shoulU be woted that the product covwrae set out in the Anne to theAreeunt mey be subject to minor modifications of & non-substantive nature toinsure the cuarzbblity of the coverage in the tariff namnclatures of the
sigazories.
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Sign.tcries zo the Agreement on Trade in Civil Aircraft: here'irater
referred 'o s 1'his "Agteeent'*;

Noting that Ministers on 12-14 Septerber 19T3 agreed the Tokyo Round of
Multilsoteral Trade Negotiations should achieve the expansion and ever-
greater liberlization of world trade through, inter alia, the pro~essive
disnantlin of obstacles to trade and the iproveaet cf the international
framvork for the conduct of vorld trade;

Desiring to achieve m nmm freed of vorld trade in civil aircraft,
parts and related equipment, including elimination of duties and to the
fullest extent possible, the reduction or elimination of trade restricting
or distorting effects;

Desirin.g to encourage the continued technological developent of the
aeronautical industry on a vorld-vide basis;

Desirin to provide fair and equal competitive opportunities for their
civil aircraft activities and for their producers to participate in the
expersion of the world civil aircraft-Wket;

Bei minful of the iqportance in the aircraft sector of their overall

mitua econow%€ and trade interests

Recomizing that many eignatories view the aircraft sector as a
particularly importaat component of economic and industrial policy;

Soekinx to eliminate adverse effects on trade in civil aircraft
resulting from governmntal support in civil aircraft development, production.
and marketing vhile recognizing that such governmental support, of itself
would not be demed a distortion of trade;

21snr#g that their civil aircraft activities operate on a comrciJl~y
competitive basis, and reconizing that GOvernment-industt7 relationships
differ videly amcun thean

Recon _zing their obligations and rights under the Oenuerl emnt
on Tariffs and Trade," hereinafter referred to as "the *WdkT' and under!
other multilateral agreements negotiated under the auspices of the GAIT;
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BeconizLnM the need to provide for international notification,
cosuultatica, surwvea11ae *ad dispute settlement procedures vith a viev to
ensuing a fair, pro.pt a~d effective enforceent of the prnwisions of this
h t and to rsantain the balance of rights and obligations;

Desiring to este'blish en international frfmevork governing conduct of
trade in civi! a"rcra't;

Hereby epee as follows:

lo Product Covezr3er

1.1 This Are applies to the folloving products:

(a) all civil aircraft,

(b) all civil aircraft eugines and their parts and comonens,
(C) a-l other parts, conents, ewA sub-assblies of civil aircraft,

(d) all V'nA flight siulators and their parts ad cqmponents,

vhether used as oriLinal or repltcement equipment in the manufacture, repair,
rebuildi=Z, aizntenence, modiflcation or conversion of civil aircraft.

1.2 For the purposes of this Apreement "civil aircraft" means (a) all ar-
craft other th.n military aircraft, and (b) all other products set cut in
Article 1.1 abovi.

2. Custom.s Duties and Other Charses

2.1 Signatories agree:

2.1.1 to eliaCn .t b 1 January 1980, all custom duties and sindil
charges of any kind levied on. or in cn on-with, the importa-
tion of products, classified for cutms purposes under their
respective tariff heeaings listed in the Annex, it such products
are for use in a civil aircraft, and inorporation therein, in the
course of its mmnuature , repair, maintenance, reb ding,
udification or convu-sioa;

2.1.2 to e nte by 1 Jnuary 1980, all cust= duties and sialar

charges of ay kind levied on repairs on civil aircraft;
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3 " to incorporate in their respective GAiT Schedules by I January 1980,
the duty-free or duty-exeapt treatment for all products covered
by Article 2.1.1 above and for all repairs covered by Article 2.1.2
above.

2.2 Each sipatory shall: (a) adopt or adapt an end-use system of
customs administration to give effect to its obligations under
Article 2.1 abo"e; (b) ensure that its end-use system provides duty-free
or duty-exempt treatment that is comparable to the treatment provided by
other signatories and is not an impediment to trade; and (C) infora other
signatories of its procedures for adinistering the end-use system.

3. Technical Barriers to TrMae

3.1 Signatories note that the provisions of the Apeerunt on Technical
Barriers to Trade apply to trade in civil aircraft. In addition, signatories
aree that civil aircraft certification requirements and specifications on
operating and maintenance procedures shall be governed, as between
signatories of this Aprenant, by the provsions of the Agreement on
Technical Barriers to Trade.

4. Government-Directed Procurement. Mandatory Sub-Contracts and
Inducements

b.1 Purchasers of civil aircraft should be free to select suppliers on the
basis of camercial and technological factors.

4.2 Signatories shall not require airlines, aircraft manufacturers, or
other entities enaed in the purchase of civil aircraft, nbr exert
unreasonable presume on them, to prccure civil aircraft from aq particular
source, which h vould create discrimination ap;2nst suppliers from any
Signatory.

%.3 Signatories agree that the purchase of products covered by this
#4renewat should be zad" only on a competitive price, quality and delivery
basis. In conjunction with the opprova or awarding of procurement
contracts for products covered by this a Signatory •m, however,
require that its qualified firms be provided with access to business
opportunities on a cometitive basis and on teras no less favourable than
those a lle to the qualified firms of other Bigutories. 1

"uTlse of the prae "access to business opportunities ... oan terms no
loss favourable ..0. does not mean that the amout of contracts awarded to
the qualified firms of one signatory entitles the qualified firms of other
signatories to contracts of a sixil munt.
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b. h Signatories Groee to avoid attaching inducemnts of any kind to the
sale or purchase of civil aircraft from any particular source which would
create discrimination e~afnst suppliers frcm ea Sirnatory.

5. Trade Bestrictions

5.1 Signatories shall not a&ply quantitative restrictions (imTort quotes)
or import licensing requirements to restrict imports of civil aircraft in a
manner inconsistent with applicable provisions of the GATT. This does not
preclude import monitoring or licensing systems, consistent with the G=TT.

5.2 Sipatories shall not apply quantitative restrictions or export
licensing or other similar requireoents to restrict, for commercial or
competitive reasons, exports of civil aircraft to other Signatories unless
consistent with provisions of the GOIT.

6. Government twoort- Exort Credits. and Aiarraft ?Urketinp

6.1 SiGnatories note that the provisions of the Agreement of Subsidies/
Countervailing .Iasures apply to trade in civil aircraft. They affirm that
in their participation in, or support of, civil aircraft proprammes they
shall seek to avoid adverse effects oan trade in civil aircraft in the sense
of Articles 8.3 and 8.4 of the AGreement on Subsidies/Countervailing
Measures. They also shall take into account the special factors which
apply in the airer*ft sector, in particular the widespread governmental
support in this area, their international economic interests, and ths desire
of producers of all Biatories to partici2ate in tie expansion of the
vorld civil aircraft market.

6.2 Signatories agee that pricing of civil aircraft should be based on a
reasonable expectation of recouwent of all costs, including non-recurring
procaine costs, identifiable and pro-rated costs of military research and
develo;mnt on aircraft, components, and system that are subsequently
applied to the production of such civil aircraft, average production costs,
and financial costs.

T. 3Aeiion=l and Loe.-l Covernents

7.1 In addition to their other obligations under this Aree•ent,
8ipatories amee not to require or encourage, directly or indirectly,
regional and local government, non-governmshtal bodies, and ether bodies to
tcke action inconsistent with provisions of this ~reement.
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8. Surveillance, Review, ,•3ultation. and risute Settlement

8.1 There shell be established s Committee on Trmde in Civil Aircr?.ft
(berain~fttr referred to ca "the Co~itt.-e') cznosed o:f all Signatcries to:
this -.rreemezt. The Ccr.ittee shall elect its v-vn Chtr;---Z. It shall neet
as necess-ri, but n:t less thon c=2c a year, fcr the purerse 02f ff•rdin3
Signatories the cp.srtunity to consult -:n e.ny matters relating te the
operation of this Agreeuent, including develolpeats in the civil aircraft
industry, to determine whether amendments are required to ensure continuance
of free and undistorted trade, to examine any matter for vhich it has not
been possible to find a satisfactory solution through bilateral ccnsultaticns,
and to camrr out such responsibilities " are assigned to it under this
Agreement.

8.2 Not later than the end cf the third year from the entry into force of
this Agreement and periodically thereafter, Signatories shall undertake
further negotiations, with a view to broadening and inpruVing the Agreement,
on the basis of mutual reciprocity.

8.3 The Ccoittee may establish such subsidiary bodies as my be appropriate
to keep under regular review the application of this A4reement to ensure a
csntinuinc balance cf mutual advantages. In particular, it shall establish
an appropriate subsidiary body in crder to ensure a continuiln balance cf
mutual advantages, reciprocity and equivalent results with regard to the
implementaticn of the provisions of Article 2. above related to product
coverage, tha end-use system, custom duties and other charges.

8.4 Signatories shall afford sympathtic consideration to and adequate
opportunity for promp consultation regarding representations made by
another Signatory with respect to any matter affecting the operation of
this Agreement.

8.5 Signatories recognize the desirability of consultctiocs with other
Bigna&tories in the Committee in order to seek a
Mutually acceptable solution prior to the initiation of an investigation
to determine the existence, degree and effect of any alleged subsidy.
In those exceptional circumstances in which no consultations occur before
such domestic procedures are initiated, Signatories shall notify the
Comittee immediately of initiation of such procedures and enter into
simultaneous conultations to seek a mutually agreed solution that would
obviate the need fcr countervaiing eaurea.
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8.6 Shculd a signatory consider that its trade interest in civil aircraft
have been or are likely to be adversely affected by any action by another
Signatory, it may request review of the matter by the C=mittee. Lpon
such a request, the Cor-ittee shall convene within thirty dz.'s end shall
review the matter as quickly as possible with a view towsiri resolving th'e
issues involved as prcmpt!, as possible and in particular prior to fic-rl
resolution of these issues elsewhere. In this connexion the Committee may
issue such rulinjs or recoizenndtions as my be appropriate. Such review
shall be without prejudice to the rights of Signatories under the GAeT or
under instruments multilaterally neGotiated under the auspices of the ATT,
as they affect trade in civil aircraft. For the purposes of aidinC
consideration of the issues involved, under the GATT and such instrimentsv
the Coiittee may provide such technical assistance as my be appropriate.

8.T Signatories agree that, vith respect to any dispute related to a matter
covered by this Agreement, but not covered by other instruments multi-
laterally negotiated under the auspices of the GATT, the provisions of
Articles XXII and XXIII of the General Agreement and the provisions of the
Understanding related to Notification, Consultation, Dispute Settlemant and
Surveillance shall be applied, u.tatis uteandis, by the Si~atories and the
Committee for the purposes of seeking resolution of such dispute. These
procedures shall also be applied for the resolution of any dispute related
to a matter covered by this A-reement and by another instrument aulti-
laterally negotiated under the auspices of the GATT, should the parties to
the dispute so apree.

9. Fin•alProvisions

9.1 Acceptance and Accession

9.1.1. This Asreement shall be open for acceptance by signature or
otherwise, by governments contrzctinr, parties to the GATE
and by the Eurcpean Economic Canuntor.

9.1.2 This Agreeoent shall be open to accession by Wny other overnaent
on terms, related to the effective application of rights and
obligations under this Agreement, to be agreed between thnt
government and the Signatories to th4s Agreementby the. deposit vith
the Director-Gener.- . to the CORPCTING PARtI-S to the GATT of
an instrument of accession vhich states the terms so agreed.
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9.2. Reservations

Reservations =y nct be entered in respect of any of the .rov:isicns ef
this Agreement vithout the C.nsent of the other .-.-:ries t3 :'3 .re ien- .

9.0.. Entry into Force

9.3.1 This Agreement shall enter into force on 1 January 191O for the
governments- which have accepted or acceded to it by that date. For each
other government it shall enter into force on the thirtieth day folloving
the date of its acceptance or accession to this Apeement.

9.4. National Legislation

9.4.;. Bach government accepting or acceding to this Agreement shall
ensure, not later than the date of entry into force of this
Agreement for it, the conformity of its laws, regulations ani
administrative procedures with the provisions of this Agreement.

9.4.2' -ach Si.-t.7 to this A--re-c. nt shall infor-t the Co-ritte.e of 'ry
changes in its laws and regulations relevant to this Agreement
and in the administration of such laws and regulations.

2.5. Amendments

9.5.1 The Sir'ir..ri.w' to this Arreertnt .wiy arm.nd it, ht.vin. rer.rd, inter P2.iA
to the experience gained in its i=.lementation. Such an amendment, once the
Si•,•.ories h:.v*- :c, nca'r*&4 ir -:cordi.zce urith th. -. oce?2Jrcs esteblish;ed by
the Co.-ittve, she'll n,.t c,). in'o force *'&-r ny u"n•"tcr, imtil it .Ms been

9-4. Withdrawal

9.6.1 Any SEirntor, to this Asr.cr..nt ý( 7ithdrs.w froe this Agreemcnt. The
withdrawals shall take effect upon the expiration of twelve months from
the day on which written notice of withdrawal is received by the
Director-General to the CONTRACTING PARTIES to the GATT. Any ',atory to
this Acreement ray ,won such nctificqt..n request en ircedri.te rmetinr of
the Cc-ittee.

1For the purpose of this Agreement, the term "government" is deemed
to include the copetent authorities of the ruropean Economic Community.
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9.7 Uon-n-.lictjon of this e nt een N.rticu1•r SiP.tries

9.-71 This Agreement shall not apply as between any tvo Sinzorier-t this
Asreement if ei:er cf the Si ta~or:es. 2- Wtwa tixe'.'aittr =€:-.ts :r -teccdes
to this A-reezent, does nzt consent to such a-plicaticn.

9.5 A

9.*..1 The Annex to this Agreement forms an integral part thereof.

9.9 Secretariat

9.9.1 This Agreemnt shall be serviced by the GATT secretariat.

9.10 Deposit

9.10.lThis Agreement shall be deposited vith the Director-General to the
CO..7-ACTINf PRTIES to the GATT vho shall promptly furnish to each Si4matory
to this Apreement and each contracting party to the GMTT a certified copy
thereof and of each amandwant thereto ursuant to Article 9. 5 and a
notification of each acceptance thereof or accession thereto pursuant to
Article 9.1, or each vithdraval therefrom pursuant to Article 9.6.

9.11 Regstration

9.l.lThis Agreenent shall be registered in accordance vith the provisions
of Article 102 of the Charter of the United Nations.

Done at Geneva this ............................ day of ...................nineteen hundred and seventy-nine in a single copy, in the English, French
and Spanish Lang- as, each text being authentic.
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AMMIEX

PRODUCT COW--AGE

'Fignauories gr.ee that products classified for customs purposes Vrder
their respective tariff headings listed below, shall be accorded duty-free
or duty-exempt treatment, if such products are for us* in a civil aircraft.
and incorporation therein, in the course of its manufawre: repairs
aitenance rebuilding, modification, or conversion.

These products shall not include:

- an incomplete or unfinished product, unless it has the essential
characteristics of a complete or finished civil aircraft part,
component, sub-aniblbiy or item of equipment .1

- materials in any form (e.g., sheets, plates, profile shapes, strips,
bars, pipes, tubes, or other shapes) unless they have been cut to
size or shape or shaped for incorporation in civil aircraft.1

- ray materials and consumable goods.

1Z.g.9 an article which has a civil aircraft manufacturer's parts
nu.mber.
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PR0VISIOLI~A COVERAGE

ccc."

A-12

ex 39.07

ex 1.0.0O

ex

ex

1o0.11
40.16

Short description

Hose, pipe end tut;n3 of p13stic
mterils, vith fittings

Rose, pipe and tubirn of unhardened
vulcanized rubber, vith fittings

TYres

Hose, pipe and tubina of hzrdener
rubber with fittings

Seut belts

Articles of asbestos

Windshields, not framed

Windshields, framed
Cables vith fittings

Sanitary wvare of steel

Hinges

Illuminating articles of base metal,
and p2.rts
Sealed bean lamps, and parts
Flexible metal tubing, vith fittings

Piston enimes and parts

Hydraulic motors, actuators

Non-piston engnes, and parts
Injection pyu

Fluid power pumps

?an and blowers, and panrs
Compressors
Air and vacuum pumps

Air conditioners

Refri.erators

Centrifuges and filters

Fire extinguishers

))

ex 62.05
ex 68.13
ex 68.11
ex 70.08
ex 70.21
ex 73.25

ex 73.36
ex 830.02

ex 83.07

ex 83.08

ex 81.06
ex 84-.0T

ex 84.08

ex 86.10

ex 84.11

ex
ex

ex
ex

81 .12

81..15

81.18
84.21
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CC. Sort description

ex 8•.53 Aircreft computers, and parts

ex 84.59 Air humidifiers a•n dehumidifier$
Starter notors, propeller re-ul3tors
(va.lves) end servo-aech•isiar
Windscreen vipers

Hdraulic sarvo-wtors
xydroyneumtic spherical batteries
Pnermtic starters for jet engines

Toilet units specially designed for
aeroplanes,
Nechanical actuators for thrust

eVers~ers

ex 84.63 speed ch•naers end gear-boxes
Pull•eys and shaft coqplinp

?orquo converters

Cain sprockets, clutches and universal
joints

ex 85.01 frawformrs

Electric Aotors

ex 85.08 Merhetos, electrical starters, spark
plus, enerators

ex 85•.12 Electrical cooking stoves
Electrical furnaces, heaters and ovens

Food varmrs

ex 85.11. licrOybot s, loudspeakers, etc.

ex 85.15 Radios and parts
Trnsceiver, antennas, etc.

Radio naPVUitio and control aPaM-tus

ex 85.17 8ound siomaingi apparatus

Seryos, synchros, trawducers
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CCCM Sort 4escription

ex 85.19 Electric-l zprr-.tu for wekinj ,nd
breakinS electrical circuits8 for the
protection of electrical circuits or
for mking connections to or in
electrical circuits:.

- Switches used in freight loeding, in
auxiliazy paver units and in emergency

- Other:
- Intended for the paver plant
M Other

8ritchboards and control panels
ex 85.23 Igition viring sets
ex 88.01 Balloons and 'drships (except military)
ex 88.02 Gliaers (eGept military)

Airplanes and helicopters (exceptmilitary)

ex 88.03 Aircre.ft parts
ex 88.05 nligt simulators
ox 90.114 Automatic pilots and parts

Naviptionl instruments

Woeopic oamsses
Other comasses

avigatiom lnstrumnts
ex 90.18 Oqgon ma s
ex 90.23 rezew,
ex 90.24 71w ,v tern and other pups
ex 90.2T pteedmmters and tahohmters
ex 90.28 eetro-opticel hstruments

Autcmtid liat oMatmrol imtrumits

hectricel mesiwing am
other voltage regulators
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-o S t description

ex 90.29 Parts of:

thermazters

- flay meters and other auses

- tomtic flight control instruients

ex 91.04 Clock over $10 ech, and prts
Apparatus for msswinj and recording
time, over $10 etch, and pets

ex 92.11 Flisht and cockpit :2ee recorders

ex 94.01 Beots (emcept those covered with leather)
end parts

ex 94.03 Other furniture and parts
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PIE)VISIOMA UhPT NTAM LIST FOR WflrFR! COVEWAE
=ERL TEE 02~D4~C TRADE =~ CIVI AIP.CRAFl

TsUS so.

518.-51

642.20 (fo.)
64T.03 (it.)
65T.05
652.09 (Pt..)

653.3)

653.-9 (Pt.)
660.1115
660,4.620
660,4640

660.5210
660.51j0
660.85 (Pt.)

661.1030
66o.12 (Pt.)
.66112 (Pt,o)
661.5 (Pt.)

"661.35 (Pt.)
661.90 (Pt.)

662.5o (Pt..)
676,15
6T68.0
6eoem (P.)

Short description

Other articles of asbestos
Glass windshields
Cables vit•a fittings
Rings (inAhludinO aileo
binges)
Flexible a-tal tubing vith
fittings
liinia~ti articles of

base mawe, n.O..

Sanitary ware
Piston engines for aircraft
Non-piston engines for aircraft

Parts of piston engines
Parts of am-piston ennes
4dalaie motors, actuators
Fluid power ups

FTns and blovers
Coressors
Air and vacu up~s
Air conditioners
orerigerators

Centrifuges and filters

Aircraft fire *A In asers
Aircraft acqters

Flight siwgators

excludes

All .but vindshields
Rpe s, etc.
Fittings and wmutings

Tubin without fittings

Other parts

Parts
Liquid elevators and
parts of prups

Parts
Parts
Parts
Parts
Parts

Other appliances and perts

Other mfohies and parts

A-16
- a -,
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wrt fescriutionTS6 0.

680o (t.)

6wo.5 (Pt.)
680.56 (ft.)

662.OT
682.40
683.60 (Pt.)

6M.30 (ft.)
6 h.o (ft.)

1.50 (ft.)
68.T. (Pt.)
685.24
685.29 (Pt.)
685.1,03 (Pt
686.A6
685.6o (Pt.)

685.TO
6M8.24
686.60
688.11

(Pt.)
(it.)

(it.)

688.12

69.20

(swept .111)
691.60

Speed changers and gear boxes
Pullsys and shaft coupling
Tor" converters*
Cain sprockets, clutches and
miversal joints
fransformers

ectric tors. (except for less

apgetos, starter otors, eSpark
pliis j generators
EbeCtric cooking stoves
Electric ftramces, heaters and
ovens

Food wamers

Micropon, odsekers, etc.

Rlados
Transceivers, antenna, etc.

Aircraft flight vad cockit
voice recorders
Radio navigat ion and control
apparatus

sWnd sis llno apparatus
Other voltage reulators

Seeld-e I AW~
geros, szncbros, transducers

gnition firing sets
]allo"n and airships

Mliders

Airplanes (inclUdin helicoper.
but excluding ilita•r)
Aircmrat parts

Parts
Parts
Parts

than I

Parts

HP)

Parts

Parts

Parts
Parts

Parts

Parts

Parts

Parts
Parts

Other electrical articles
and parts

A-17

.)



Mhort descrition

To9.1.5 (Pt.)
710.o08 (Pt.)
no7 10 (Pt.)
Tlo.l6 (Pt.)
710.30
T10. 16 (Pt.)

711.36
711.37
TU..SmT11.82O

7.98 (Pt.)
T12.05 (Pt.)
712.AT

T12.4910 (Pt.)
712.195
T12.14980 (t.)
71.5.33

715.53

T24. hT

T2T. 48

TTr .5

T72T.6
772.65

(Pt.)

(it.)

Oxygen masks
Navigstiona instrents
•roscopic c©epsses
Other com sses
Automatic pilots and parts
Navigation instrments (non-elec-tric) '
1•emmters

Flow meters and otber pups

8]6medoters and tacbo•ters
E~tm. otica iistmnmti

Automatic flight control
instruments and parts tbherof
DLectrical meurin insmm s

Parts
Parts
Parts
Parts

Parts

Parts
Parts

Parts

CIOcks 9Over *10 each
Apparatus for measuring and
recording time, over *10 each
furniture of reinforced minted
Plastics
Other fumitur, of rubber or
Plastic
Other fuwaiture
8ea belts Parts
Aircraft tyres

ose, pipe And tubing of rubber or Mome itho• t fittings
plastic, vith fittings

A-18
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GENERAL AGREEMENT ON
TARIFFS AND TRADE

lI/v/38/AdaI.1

Special Distributic

A-20
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Tariff Item

31200-I

EX35200-l

EX35400-I

EA36215-l

36000-I

39200-I

41415-1

41505-I

42400-I

42405-1

427C0-1

42701-I

42005-1

433C0-1

44028-1

44043-1

44044-1

44047-1

Provl.s..ýna- Ca.iai-an ".s, of ?rod-cts
Covered under th. '%nrec.ncnt on Trade

in Civil Aircraft

Short Description

Asbestos and manufactures thereof

Hinges of brass and copper, n.o.p.

Hinges, furniture of aluminum. n.o.p.

Nickel-plated hin;es, n.o.p.

Clocks

Forging of iron and steel

Bookkeep.ng, calculating, invo-cing
machines

Electric re*!riqerato.s

Fire extinguishing nacnines

Hard fire ext-nguisners0 sprinkler-.eads

:Iachines and parts, n.o.p.

Hinges and butts of iron and stoee!

Basins, lavatories, sinks, etc.

Chronometers, compasses

Aircraft, without en;ines, not
made in Canada

Aircraft, without engines, made
in Canada

Aircraft engines, not made in Canada

A __A

Excludes

Parts
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Tariff Item

44048-1

44051-1

44052-1

44055-1

44056-1

44059-1 •

44300-1

44500-1

44502-1

EX44504-1

44514-1

44516-1

44524-1

44532-1

44533-1

ZX44536-1

44538-1

Short Descriotion

Aircraft engines# made in Canada

Parts of aircraft, n.o.p.; not made in
Canada

Parts of aircraft a.o.p.i made In
Canada

Parts of aircraft engines, n.o.p.;
not made in Canada

Parts of aircraft engines, n.o.p., made
in Canada

Other products not made in Canada for
use in aircraft, aircraft engines or
parts

Cooking apparatus

Electric light fixtures

Electric head, side, tail lights

Sealed bea" lights

Electric dynamos or generators and
transformers

Electric motors

Electric apparatus, n.o.p..

Precision electrical apparatus, not
made in Canada

Radio and television apparatus. n.o.p.

Microphones

Recorders, reproducers, dictation
recording machines

A-22

Excludes

Parts

Parts

Parts
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Tariff Ite

44540-1

EX44603-1

46200-1

47100-1

ZX61800-1

6181S-1

EX71100--

EX93907-1

Short Description

Loudspeakers, amplif'erso et:.

Furniture of iron and steels n.o.p.

Ins truments of observation* measurement

Belt pulleys

Furniture of rubber, n.o.p.

Tires and tubes

Magnesium castings

Furniture

A-23

50-139 0 - 79 - 9

Zxcludes

Parts

Parts
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APnVfD 1 I1

CURRENT U.S. TdIFF TREATMENT O ARTICLES
INCLUDED ON TiE 150VISIONAL U.S. LIST 701

DUTY-FRiE COVEIAGE

B-1



TSUSA Item, :
No. : Brief description :Current colui :Current colhm

:1 rate of duty :2 rate of duty V/

518.51
544.41(pt.)
642.20(pt.)
647.03(pt.)
647.05
652.09(pt.)

653.39

653.94(pt.)
660.4415
660.4620
660.4640
660.5240
660.5450

660.85(pt.)
660.97(pt.)
661.1030
661.12(pt.)
661.15(pt.)
661.20(pt.)
661.35(pt.)
661,90(pt.)
661.95(pt.)
662. 50(pt.)
676.15
676.30
678.5080(pt.)
680.47

680.50(pt.)
680.55(pt.)
680.56(pt.)

682.07

3
a

t cents P
a pound. a

as indic~
.3 percent
: valorem)

Other articles of asbestoo- -:
Glass vin dshi...-s
Cables vith fittings

Hinges (including aileron hinges)-:
Flexible metal tubing, with fit- atings- . .. t

Illuminating articles of base atal, a

Sanitary wrre-
Piston ongiaes for aircraftt:
Nom-piston engines for aircraft -:

Parts of piston type sagine. -:
Parts of non-piston aircraftengines . . . - - .. .

Hydraulic motors, actuators--- ....-.
Fluid power pum --s-:
Fans am. blowrrs.:
Comproesors

Air and vacuum pu•ps
Air conditioners-s... .:
Caenrisatorn filters
Cantrtfug"as nd filters-.....

'a
: Aircraft fire extinguishers
: Aircraft computer- -.. .....

'alight simulators. t
Speed changers and gar boxes-"

Pulley and shalt couplings-a
Torgue converters r.
Chain sprockets, clutches, and

universal jointt@-
Ir a ~ f • ,n..

$1.12 sac
17.51

9.51 :
61 :

eato per
ad except
indicated;
cent ad
erM)

e r 3 (c
zcept 3 poe
ated; : as
ad a per

Val

4.51 :
91 :

9.51
9.5Z

81
lo

191
8.51

41 :
51
51
41

52

7Z
4.51
51

5.51
51

5.51
5.51

51

5Z

bh $ 4.50
a651

4.51 :

See footnote at end of table.

B-2

& 6 eSS44gdkV&•& I-- -- Z

251
601
451
451
451

301

451
401
351
35Z
351
351

351
27.51

351
351
351
351
351
351
250
351
35Z
351
351
35Z

each &

451
27.51

451
35Z

$1,12 

enc

17.51



TS(A) itdecrltio "arrent col Current colum
e1 rate of duty "2 rate of duty V

t (cents per : (cents per

682.40(pt.)
682.60(pt.)
683.60(pt.)

664.30(pt.)
684.40(pt.)

684.50(pt.)
684.70(pt.)
685.24
685.29(pt.)
685.4023(pt.)
685.4065
685.60(pt.)

685.70(pt.)
686.24(pt.)
686.60
688.12
"688.40(pt.)
694.15
694.20
694.40
(except .4010)

694.60
709.45(pt.)
710.08(pt.)
710.14(pt.)
710.16(pt.)
710.30
710.46(pt.)

711.36
711.37
711.82

: pound. 4
: as indi
: percent
: valorem

Electric motors-
Generators-
Magnetoe, starter motors, spark

pluge, generators-
Electric cooking stoves-
Electric furnaces, beaters and

ovens--

Food yarmers- --.....--- -- :
Microphones, loudspeakers, etc. -:

Transceivers, antennas, etc.
Aircraft flight and cockpit voice

recordero---- 2 - -

Radio navigation and control
S pound uru I

Sound signalling apparatus-
Other voltage regulators-
Sealed-beau imps--
Ignition firing sets
Servos, synchroe, transducers- - :
Balloons and airships --
Gliders-

Airplanes (except military)-

Aircraft parts- - - --- :
Oxygen sesks-
Navigational instruments-
Gyroscopic copasees-
Other compasses
Automatic pilots and parts
Navigation instrument• (non-elec-

2

|

pound except
as indicated;
percent ad
valorem

except :
cated; :
ad

5Z :
7.51 :

4Z :
4Z :

51 :
5.5Z :
7.51 :

10.41 :
6Z :

5.51

4Z:
7.51

4Z
5Z:

7.51:

4-5

5Z54.51
4.51:

51:

5Z
141

5.51
9.51:
5.51:

95Z:

51
211 :

71 :
bcb + :

30Z
851

.401
$4.50 each +

651

B-3

$1.12 ei
17.51

*,W te r.

FLow meters and other guages--- :

351
351

351
351

351
351
351
351
351

351

351
35Z
351
201
301
351

27 • 51
27.51

301

27.51
351
451
351
451
351

$
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TSUS(A) 'ie Brief description !Current columU :Current Colum
was :* rate of duty :2 rate of duty .3

2 I
: (cents per : (cents per

711.8420
711.98(pt.)
712.05(pt.)
712.47

712.4910(pt.)
712.4950
712.4980(pt.)
715.33

715.53

727.47

727.48

727.55
745.45(pt.)
772.45
772.65(pt.)

nlow meters and other puge"-:
Speedometers and tachometer -:
Electro-opticals ins tr-mAnts-
Automatic flight control instruments

and parts thereof-
Electrical measuring instruments-----:

Clocks, over $10 each--
2

t

Apparatus for measuring and re-
: cording time, over $10 eacb- - :
1 2

Furniture of reinforced laminated
plastics

Other furniture of rubber or
plastic .. --

Other funiture - .-- --- :
Seat belts--....- :
Aircraft tires-
Rose, pipe and tubing of rubber or

plastic, with fittings-

: pound. ex
: as indica
: percent
: valorem

capt
ted;
d

71
51

251

61
101
101
101

$1.12 each +
161 + 6.250
for each
Jewel, if
any

$1.12 each +
17.51 +
6.25o for
each jwel,
if any

151

61
101

9.51[
51

41

I

I

I

I

I

I

I

I

I

I

pound except
as indicated;
percent ad
valorem

351
35Z
50Z

401
401
40Z
40Z

$4.50 each +
651 + 25¢
for each
Jevel, if
any

$4.50 each +
651 + 25v for
each jwel,
if any

65Z

252
451
451
301

251

1./ Each of the Items on this list with the exception of items 680.50, 680.55, 680.56,
715.33, 715.53, and 727.47 have been disiglated as eligible articles for Laty-free
treatment under the Generalized System of Preferences (GSP) when imported from designated
beneficiary developing countries.

.j/ The column 2 rate of duty would not be affected by U.S. adoption of the proposal
agreement on civil aircraft.

(pt.) - Part

B-4

I
I

I

I

I

I

I

I

4o- . .
Z
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APPEUDIX C

STATISTICAL TABLES
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Table L.--Civil aircraft and parts: Y1_ U.S. producers' shipments, 1974-78

(In thousands of dollars)

Article : 1974 : 1975 1976 : 1977 1976

Complete aircraft: : :
Comircial--- : 3.993.000 : 3,779.000 : 3.192,000 : 2,889,000 : 4,332,000
Helicopters : 189,000 : 274,000 : 305,000 : 316,000 : 365,000
Other 2/------ : 908,000 : 1,033,000 : 1,229,000 : 1,551,000 : 1,822,000
Total---- -: 5,090,000 : 5,086,000 : 4.726,000 : 4,756,000 : 6,519,000

Aircraft engines :
and parts: :

Engines- - : 968,916 : 967,196 : 948,473 : 915,833 : 1,414,284
Parts _/- - - : 584.,956 : 643.219 :SI 598,000 :4/ 577.000 :4/ 890,000

Total -------- : 1,553,872 : 1,610,415 : 1,546,473 : 1,492,833 : 2,304,284

Aircraft tires 4/----: 32,800 : 36,700 : 20,900 : 24,500 : 26,400
Aircraft parts A/-----: 3,047,000 : 2,927,000 : 2,507,000 : 3,010,000 3,933,000

Grand total--- : 9,723,672 : 9,660,115 : 6,800,373 : 9,283,333 :12,782,684

1/ Includes all aircraft and parts other than balloons, airships, Iliders, and
military aircraft and parts therefor.

2/ General aviation aircraft.
3/ Data are limited to aircraft engine parts produced by companies producing

complete civil aircraft engines.
4/ Partly estimated.

Source: Data for complete aircraft compiled from publications of the Aerospace
Industries Association of America. Data for aircraft engines and parts and air-
craft parts compiled from official statistics of the U.S. Department of Commerce,
except as noted. Data shown for the value of shipments of aircraft tires based
partly on the quantity of shipments as reported by the Rubber Manufacturers
Association.

U.S. International Trade Commiasion
May 1979

C-2
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Table 2.--Cvil aircraft and parts; Y_ U.S. exports of domestic merchandise,
by kinds, 1974-78

(in thousands of dollars)
Article : 1974 : 1975 : 1976 : 1977 : 1978

Complete aircraft---: 3,365,994 : 3,202,480 : 3,211,211 : 2,747,346 : 3,616,124
Aircraft engines : : :and parts: : : :

kginas---: 228,859 : 231,064 : 253,701 233,173 277,040
Parts ./ : 478,000 : 486,000 : 509,000: 478,000: 636,000Total-- 706,559 : 717906" 762v70i 711,173 : 9131,040

Aircraft tires !/---: 7,200 : 6.900 : 5,700 : 6,800 : 61,100

Automatic flight : :
control instru- : :Santa V. 41,100 : 45,400 : 41.000 : 39,900 : 45,000

Other aircraft : : : :
parts 2 -- -- : 1,000,00 : 1,180,000 : 1,480,000 : 1,350,000 : 1,420,000

Grand total-- 5,121,153 : 5,151,844 : 5,500,612 : 4,855,219 : 6,000,264

I/ Includes all aircraft and parts other than military aircraft and parts
therefor.

2/ Partly estimated.

Source: Compiled from official statistics
except as noted.

of the U.S. Department of Commerce,

U.S. International Trade Comission
Kay 1979

C-3
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Table 3.--Civil aircraft and parts V.3. ipuorts for
by klnds. 1974-75

consamtion,

(In thousands of dollars)

Article : 1974 : 1975 1976 1977 : 1978

Complete aircraft---: 96,930 : 799755 : 91,149 : 260,023 : 286o563
Aircraft engines :

and parts: 1/ : :
ngines-.------- : 200,380 : 195,070 : 123,130 111,670 : 240,510

Parts 72,140 96,220 : 95,470 : 86,275 151,850
Total-----------: 272,520 : 291.290 : 218.600 197,945 392,360

Aircraft tires. /--: 920 : 670 1,220 1,460 2,180
Automatic flight :

control instru- : :
ments /-Z: 8,480 : 10,550 : 10,794 : 16,409 25,772

Other aircraft : :
parts 3- - : 326,970 : 276,680 : 234,250 : 245,710 312,950

Grand total- : 705,820 : 658,945 : 556,013 : 721,547 : 1,019,825

1/ Includes all aircraft and parts (other than military aircraft and parts therefor)
identifiable as or for aircraft classified under TSUS items 660.44. 660.46. 660.52,
660.54, 694.15, 694.20, 694.40, 694.60, 712.47,

2/ Partly estimated.

Source: Compiled from official statistics of
except as noted.

and 772.45.

:he U.S. Department of Comerce.

U.S. International Trade Comimision
May 1979

C-4
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Table 4.-Civil aircraft and parts: 1/ Total U.S. imports for consumption and
total U.S. imports entering under.the provisions of Item 806.30 and 807.00
from major sources, by kinds, 1978

(Value in thousands of dollars)
3 . Imports entering under Iteme

Total 806.30 and 807.00--
Article Dutimports : Total Dutiable: frue Major source

Complete aircraft-----: 286,563 189,975 : 140,021 49,954 Canada, France,
: : : : United Kingdom,
: : : : : and Italy.

Aircraft engines and
parts: 2V : : :

engines - : 282,949 : 210,018 : 186,362 : 23,656 : Canada
Parts . - - : 239,358 : 13,096 : 5791 : 75305 : iexico

Total--: 522,307 : 223,114 : 192,153 : 30,961 : -

Aircraft tires/---- 2,569 : - : - : - :
Automatic flight con- : :

trol instruments 31-: 30,320 : 14,016 : 6,505 : 7,511 : Mexico
Other aircraft parts 2_-. 368,181 : 40,858 : 30,056 : 10,802 : Canada

Grand total-----: 1,209,940 : 467,963 : 368,735 : 99,228 : -

1/ Includes civil aircraft and parts for civil and military aircraft identifiable
as at for aircraft classified under TSUS item 660.44, 660.46, 660.52, 660.54,
E94.15, 694.20, 694.40, 694.60, 712.47, and 772.45.

2/ Includes articles for military aircraft.
3/ Data include parts for piston-type engines for other than aircraft.

Source: Compiled from official statistics of the U.S. Department of Commerce.

U.S. International Trade CoiasJion
May 1979

C-s



136

Table S.-Provisional U.S. list for duty-free coverage under the Agreement on
Trade In Civil Aircraft: Total U.S. iqiorts und estimated U.S. Imports for

we In civil aircraft, by TSUS(A) Item, 1978

4
4
4

TSUS(A) Ltp
No. 3

3
118.51
5A4.41 (pt.)

42.20 (pt.)
47.03 (pt.))
A7.05
152.09 (pt.) :
653.39

653.94 (pt.)
160."15
i60.4620
160.4640
60.5240
$60.5450
i60.85 (pt.)
160.9? (pt.)
A61.1030
M61.12 (pt.)
M61.15 (pt.)
$61.20 (pt.)
161.35 (pt.)
161.90 (pt.)
M61.95 (pt.)
162.50 (pt.)
176.15
176.30
$78.5080 (pt.)
M80.47
M8.50 (pt.) :

W80.55 (pt.) :

680.56 (pt.)

682.07
682.40 (pt.)682.60 (pt.)
683.60 (pt.)

684.30 (pt.)
684.40 (pt.)

684.50 (pt.)
684.70 (pt.)
685.24
685.29 (pt.)
685.4023 (pt
685.4065
685.60 (pt.)

(In thousands of dollars)
bilrief deecription : 1
I

Other articlee of asbeetos-------:
Glass vindsields-
Cables vith fittings-

Hinges (including aileron binges)--

Flexible metal tubing, with fittinpg-:
Illuminating articles of base metal,

n.e.s.
Sanitary vare
Piston engines for aircraft--
Non-piston engineer for aircraft -:

Parts of piston type engine -:
Parts of non-piston aircraft engines-:
Hydraulic rutors, actuators
Fluid pover pumps
Fans and blowers-
Compressors-
Air and vacuum pumps
Air conditioners- ------.
Refrigerators-
Cantrifuges and filters

Aircraft fire extinguishers
Aircraft computers

flight simulators
Speed changers and gear boxes.:
Pulley and shaft couplings
Torque converters -.-.
ChaIn sprockets, clutch, and

universal joints.
"[Trnsrori-rs
Electric motors
Generators--
Magnetos, starter motors, spark

plugs, and generators.
Electric cooking stoves
Electric furnaces, heaters, and

ovens.
Food varmers
Kicrophones, loudspeakers, etc---:
Radios-
Transceivers, antennas, etc
Aircraft flight and cockpit voice

recorders.
Radio navigation and control

apparatus.

See footnote at end of table.

C-6

3

eotal :

188,729 :
3,706 :

12,819 :
32,281 :

3,928 :
42,241 :

87,521
1,543 :

263,082 :
18,324 :
61,945 :

177,413 :
23,612 :

239.664 :
31,337 :

153,447 :
38,268 :
51,034 :

119,395 :
31,017 :
52,778 :
34,204 :

182,803 :
616,763 :
410,011 :

498
19,349

618
2,767

40,684
110,277
219,884
193,926

202,625
10,213

216,458
"45,096
648,680
205.880

15,571

65,783

Aircraft 1_/

1,900
37

130

320

40
425

875
1,310

223,620
15,580
1,050

150,800
590

9,600
496

6,120
383
434

1,011
1,551
2,639
1,710
4,000
6,000
5,000

8
162
16
24

0
3,000
3,000

750

802
204

420
2,000
3,000
1,750

250

6,000
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Table 5.-Provisional U.S. list for duty-free coverage under
Trade in Civll Aircraft: Total U.S. imports and estimaLed
use in civil aircraft, by TSUS(A) Items, 1978--Continued

the Agreement oan
U.S. imports for

(In thousands of dollars)

140. Brief description Total : ALrcraft 1/

685.70 (pt.)
686.24 (pt.)
686.60
688.40 (pt.)
688.12
694.15
694.20
694.40 (except

.4010)
694.60
709.45 (pt.)
710.0t (pt.)
710.14 (pt.)
710.16 (pt.)
710.30
710.46 (pt.)
711.36
711.37
711.82
711.8420
711.98 (pt.)
712.05 (pt.)
712.47

712.4910 (pt.)
712.4950
712.4980 (pt.)
715.33
715.53

727.47

727.48
727.55
745.45
772.45
772.65

(pt.)

(pt.)

Sound signalling apparatus -------:
Other voltage regulators
Sealed-beas lamps----
Servos, synchros, transducers-------:
Ignition wiring sets--
balloons and airships--
Gliders-
Airplanes (except military)

Aircraft parts---
Oxygen weak&-...- - .... .

Navigational instruments
Gyroscopic coamass -
Other coupasses
Automatic pilots and parts----- :
Navigation instruments (nonelectric)-:
mermmters-

Flow maters and other gauges-------:
dop-

Speedomters and tachometers
Electro-optical instruments-
Automatic flight control inetrumeats

and parts thereof.
Electrical measuring instruments- -:

do--•d

Clocks, over $10 each--
Apparatus for measuring and recording

time, over $10 each.
Furniture of reinforced laminated

plastics.
Other furniture of rubber or plastic-:
Other furniture--
Seat belts--
Aircraft tires-
Hose, pipe and tubing of rubber or

: plastic, with fittings. ::
: Total-: 6,637,603 1,106,886

1/ Estimated, except as noted.
2/ Actual.
3/ Reported to be insignificant.

Source: Compiled from official statistics of the U.S. Department of Commerce,
except as noted.
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152,627
4,525
4,101

161,794
42,826

265
2,116

284,538

368,181
99533

15,924
1,783
4,502

717
15,524
1,378
3,638
1,009

1 41,983
20,632

1,131
30,320

23,217
22,500

155,144
24,931

49,162

4
12

7

1,70.9

•0,010
1,763
7,326
2,569
3,589

'ag

1,500
200

30
500
70

225
1,800

S284,538

312,950
0

159
17

225
573

12,419
13
73
20

840
412

23
25,772

3,482
1,125

155
0

3/

200
10

2,180
368
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Table 6.-Civil aircraft and parts: 1/ U.S.
and Imports for consuption,

Kind and year

Complete aircraft:

1975-
1976- - - :
1977-- - - - -.. . .:
1978- . .. .

Aircraft engines
and parts:

1974Ar tires:
1975--- ---
1976- ---- :
1977---------
1978--

Orrcraft tirfs:
1974-------:
1975- --------
1976-- ---- :
1977-. . . . .

1978---
Other aircraftparts: _2/

1974- - - - - - -. :
1975--
1976-
1977--. . . ..-
1978- - - :

Total:
1974-
1975-- - - - -
1976- - - :
1977---- . .
1978--

U.S.
producers'
shipments

11000
dollars

5,090,000 :
5,086,000 :
4,726,000 :
4,756,000 :
6,519,000 :

1,553,872 :
1,610,415 :
1,546,473 :
1,492,833 :
2,304,284 :

32,800 :
36,700 :
20,900 :
24,500 :
26,400 :

3,047,000 :
2,927,000 :
2,507,100 :
3,010,000 :
3,933,000 :

9,723,672 :
9,660,115 :
8,800,373 :
9,283,333 :

12,782,684 :

producers' shipments, exports,
by kinds, 1974-78

Apparent

CGExports

dollars

3,365,994
3,202,480
3,211,211
2,747,346
3,616,124

706,859
717,064 :
762,701
711,173
913,040

7,200 :
6,900 :
5,700 :
6,800
6,100

1,041,100:
1,225,400
1,521,000
1,389,900
1,465,000

5,121,153
5,151,844
5,500,612
49855,219
6,000,264

I/ Includes all aircraft and parts othe
2/ Includes flight control instruments.

r than military aircraft and parts therefor.

Source: Tables 1, 2, and 3.

U.S. International Trade Commission
May 1979
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loports

iooo
dollars

96,930
79,755
91,149

260,023
286,563

272,520
291,290
218,600
197,945
392,360 :

920
670

1,220
1,460
2,180

335,450
287,230
245,044
262,119 :
338,722 :

705,820 :
658,945 :
556,013 :
721,547 :

1,019,825 :

Apparent:

Masiption

dollars :

1,820,936 :
1,963,275 :
1,605,938 :
2,268,677 :
3,189,439 :

1,119,533 :
1,184,641 :
1,002,372 :

979,605 :
1,783,604 :

26,520 :
30,470 :
16,420 :
19,160 :
22,480 :

2,341,350 :
1,988,830 :
1,231,044 :
1,882,219 :
2,806,722 :

5,308,339
5,167,216
3,855,774
5,1IA9,661
7,802,245

Ratio
of imports

to con-
sumption

Percent

5.3
4.1
5.7

11.5
9.0

24.3
24.6
21.8
20.2
22.0

3.5
2.2
7.4
7.6
9.7

14.3
14.4
19.9
13.9
12.1

13.3
12.8
14.4
14.0
13.1



139

FORE3ORD

This document represents legal analysis of draft agreements negotiated at
the Multilateral Trade Negotiations (MTI) in Geneva under the auspices of the
General Agreement on Tariffs and Trade. It was prepared as part of an
investigation requested by the Senate Committee on Finance and the House of
Representatives Committee on Ways and Means and instituted by the Comission
on September 1, 1978 (Investigation No. 332-101, 43 F.L. 40935, of Sept. 13,
1978), to determine the effect on U.S. trade and industry of the adoption of
agreements to be concluded in Geneva.

This study along with the other 10 volumes, is being transmitted in
accordance with the request in April 1979 by the Finance Comittee.

As noted throughout the reports, some of the agreements are incomplete
and the status of signing of all of them remains open to the questions whether
domestic legislatures (including the United States Congress) will approve all
or any of them and whether additional signatories vill appear. At present, we
are informed by the administration that a proces verbal has been initialed by
24 countries. The attachments to the proces verbal have been initialed as
follows:

(A) Standards: U.S., EC-9*, Japan, Canada, Australia, New Zealand,
Sweden, Switzerland, Austria, Finland, Norvay, Argentina, Spain, Hunsary,
Czechoslovakia, Bulgaria.

(5) Government Procurement: U.S., EC-9. Japan, Canada, Australia, Nev
Zealand, Sweden, Switzerland, Austria, Finland, Norway, and Argentina
(with reservation).

(C) Subsidies/CVD: U.S., EC-9, Japan, Canada, Australia, Nev Zealand,
Sweden, Switzerland, Austria, Finland, Norway, Argentina (with
reservation), Spain (with reservation), Hungary, and Bulgaria.

(D) Meat: U.S., EC-9, Jihpan, Canada, Australia, New Zealand, Sweden,
Switzerland, Austria, Finland, Norway, Argentina, Hungary, and Bulgaria.

* EC-9" refers to all members of the European Com-unities.

i
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(K) Dairy: DC version** was initialed by U.S., C-9, Japan, Canada,
Australia, New Zealand, Sweden, Switzerland, Austria, Finland, Norway,
Argentina, Spain (with reservation), and Bulgaria. Hungary initialed the
Agreement with no designation as to whether it was the DC or LDC
version. There were no known signatories to the LDC version.

(F) Customs Valuation: DC version was initialed by U.S., RC-9, Japan,
Canada, Australia, iew Zealand, Sweden, Switzerland, Austria, Finland,
Norway, and Bulgaria. Argentina and Spain initialed the LDC version.
Hungary and Czechoslovakia initialed the valuation attachment with no
indication as to whether it was the DC or LDC version.

(G) Licensings U.S., SC-9, Japan, Canada, Australia, New Zealand,
Sweden, Switzerland, Austria, Finland, Norway, Argentina, Spain (with
reservation), Hungary, and Bulgaria.

(M) Agriculture Framework: U.S., RC-9, Japan, Canada, Australia, Mv
Zealand, Sweden, Switzerland, Austria, Finland, Norway, Argentina, Spain,
Hungary, Czechoslovakia.

(1) Group Framework: U.S., KC-9, Japan, Canada, Australia, New Zealand,
Sweden, Switzerland, Austria, Finland, Norway, Argentina, Spain, Hungary
and Czechoslovakia.

(J) Tariff Negotiations: U.S., EC-9, Japan, Canada, Australia, New
Zealand, Sweden, Switzerland, Austria, Finland, Norway, Argentinat
Hungary, Czechoslovakia, and Bulgaria.

(W) Civil Aircraft: U.S., IC-9, Japan, Canada, Australia, Neo Zealand,
Sweden, and Switzerland.

(L) Antidumping: DC version was initialed by U.S., IC-9, Japan, Canada,
Australia, New Zealand, Sweden, Switzerland, Austria, Finland, Norway,
and Spain. Hungary and Czechoslovakia initialed the antidumping
attachment without designating the DC or LDC version. There were no
known signatories to the LDC version. NcNamara.

** IDC version" is the developed country version of the Arrangement on
Dairy. "LDC version" is the one submitted by the less-developed countries.

ii
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maaaM OF ANALYSIS

Group Frameork was formed at the M in 1976 in response to the demands

of developing nations that the GM take further stepe to institutionalise a

commitment to special and differential treatment for LDC' s. ?rvious attempts

to address the concerns of the LDC's (1) had recognized that developed

countries could not expect reciprocity in tariff negotiations, (2) had

authorized the establishment of the generalized system of tariff preferences

for products of LDC's, and (3) had allowed greater leniency in imposing import

controls associated with LDC development programs. Nevertheless, W)C's have

continued to proes for more far-reaching institutional reforms in the GATT,

which they say are required to reverse the increasing disparity between the

wealth of developed and developing countries.

Developed nations too have perceived the necessity of institutional

reform in the GATT to redress several problems of trade not adequately

addressed in the General Agreement. economic conditions of recent years have

forced increasing use of tariff surcharges, import deposit schemes, and export

controls, trade restrictive measures not effectively controlled by the GAIT.

Further, developed countries believe some LDC's abused existing provisions for

special treatent, in claiming LDC status when in fact their economic belie

such claims. Finally, the United States and LDC's shared the view -.hat the

disputes settlement mechaiem of the GATT required an overhaul, albeit for

different reasons. The United States has generally approached the G&TT a a

contract, embodying commitments legally enforceable through GATT procedures;

most other developed netions view the GATT as merely a statement of objectives

vi
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subject to negotiated change when shifting economic conditions render

deviations necessary. The LDC's have seen the lax disputes settlement

procedures as a means by which developed nations say easily deviate from GATT

rules, especially those regarding nontariff barriers particularly deging to

the exports of the LDC's.

Thus, besides the question of special and differential treatment there

existed at the commencment of the=TU a number of pressing issues relating to

the basic operation of the GATT. These issues were combined on the agenda of

Group Framevork for negotiations apart from the other iMI codes, although

questions of special and differential treatment and disputes settlement were

also addressed in the context of particular codes. This agreement represents

the product of the Group Framework negotiations.

Points 1 and 4 vere combinted in the final agreement. Point 1 addresses

the issue os special and differential treatment by providing an "enabling

clause" for the GATT which allows - but does not require -- contracting

parties to extend such treatment notwithstanding most-favored-nation

principles. Such treatment, however, may only relate to four areas (1) the

GSP; (2) nontariff measures covered by the GATT or codes associated therewith;

(3) agreements among LDC's for wtual tariff reductions; and (4) least

developed countries. In return, the LDC's agreed to a sort of graduation

principle thereby such nations expect to relinquish claims to some measure of

special traetment as they develop. Like Point 1, however, this agreement on

Point 4 contains no specific cmitments by any contracting party.

vii
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Points 2A and 23 pertain to procedures affecting specific import

restrictive measures which have been used often in recent years without

effective GATT control. Point 2A recognize@ that nations often establish

import deposit schemes or tariff surcharges. to combat balance-of-payments

problems, although the GATT only countenances the use of quantitative

restrictions (Qi) in such circumstances. Point 2A does not legalize non-Q%

measures - it merely attempts to ensure that eh same rules and procedures

which are applicable under the GATT to qhs will be used for non-% measures in

balance-of-payment crises. Further, the agreement contains improved

consultation and review procedures applicable to all such measures.

Point 23 provides a specific concession on special treatment for

developing nations. It releases LDC's from certain prior notification and

approval requirements contained in GATT Article XVIII regarding import

restrictive measures instituted to aid LDC development programs. Other

current GATT requirements will continue to apply.

Point 3 represents the results of the negotiations on disputes settlement

procedures. In essence, the parties merely reaffirm existing procedures,

exce-t that certain time limits and procedures respecting panel composition and

operation are specified in greater detail - but not mandated. Thus, while no

structural changes in the GATT are introduced, it is hoped that a

specification of normally followed procedures will engender a renewed

commitment to their observance.

viii
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Point 5 merely admits that the parties were unable to &sree to provisions

regarding export control measures. Negotiations are to continue on this topic.

Because the various points deal with GATT procedures no domestic

implementing legislation is required to conform U.S. law to the frmevork

agreement. With regard to disputes settlements however the Congress may wish

to consider providing means for domestic persons complaining of disregard for

GATT or code rules by foreign nations to initiate and participate in

proceedings brought by the U.S. Government under the appropriate international

disputes settlement mechanism. Section 301 of the Trade Act of 1974,

discussed in Volme I of this report, appears to be the appropriate vehicle to

facilitate such participation.

ix
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GROUP "FRAMEWIOK"

10.0 Introduction

In the post-war negotiations leading to the formulation of the

ill-fated International Trade Organization and the GATT, the major trading

nations shared a common view of vhat institutional mode and substantive rules

would best facilitate trade and avoid the costly premar protectionist

tactics. A need was seen for a multilateral agreement codifying "lsgal" rules

involving major trade issues, such as nondiscriminatory tariff and other trade

barriers, quantitative restrictions, and conduct of state trading

enterprises. 1/ For many reasons, including conflicting domestic policies,

economic instability in the postwar era, and lack of an agreement on an

appropriate institutional framework, the draftsmen found it necessary to

formulate the ITO charter and the GATT in a manner offering many deviations

from the shared overall goals. Nevertheless, the initial years of the GATT

enjoyed a continuing consensus on the nature of the agreement and its proper

implementation, thus allowing for a decade of relative peace among the major

trading nations.

The past 20 years, however, have witnessed an increasing breakdown of

the GATT trading system. 2/ The lack of a present consensus has been

attributed to many factors, three of which especially underlie the frameworks

agreement: (1) the GATT constructed a trading scheme not intended to aid

developing nations (LDCs) industrialize, and LDCs nov comprise a significant

americal portion of GATT membership and demand special treatment; (2) certain

GACT rules relating to quantitative restrictions were proper for the postwar

11 See 11, 1. Mudec, The CATT Legal System and World Trade Diplomacy
1-59 (1975); J. Jckson, World Trade and the Low of GATT 35-58, 625-72 (1969);
K. Dan, The GATT Law and International economic Organization 1-21 (1970).

2/ See generally Kiadec, supra note I, at 193-264.



era, but have since become obstacles to efficient resolution of balance-of-

payments difficulties; and (3) there are insufficient rules for som forms of

trade restrictions am practiced by GATT members. 1/ The increasing

disregard for GATT rules has *pavned a concomitant insistence by many nations

that the agreement should not be applied in a rigorously legalistic vay, but

instead should merely serve to provide parameters for the ad hoc settlement of

disputes through conciliation.

Immediately after the conclusion of the Kennedy Round, preparations

for the Tokyo Round were initiated because of the recognition of the threat to

the GATT from the general legal break-down, the rising use of nontariff

barriers, and competition from UNCTAD as the trading institution attracting

the allegiance of the LDCs. Indeed, the Congress granted sweeping authority

to the Executive branch in the Trade Act of 1974 2/ to negotiate broad reforms

in the GATT. At the comencement of the Tokyo Round negotiating groups in

many of the targeted areas were established. However, primarily because of

LDC dissatisfaction with the dispersion of consideration of issues important

to them throughout several negotiating parties, a framework group yes formed

to consolidate consideration of institutional issues facing the GATT, most

sharing the common characteristic of North-South disagreement. As finally

agreed, the negotiations focused on four areas (1) institutional recognition

of the right of LDCs to special and differential treatment, vith the corrolary

issue of graduation from LDC status when special treatment is no longer

11 See Jackson, supra page I n.l, at 663-672,
21/ 19 U.S.C. 2111 et. seq.(1976). The negotiating authority of the

President granted by this act is extensively reviewed in the Overview to this
report, Volume I.

2
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needed; (2) revision of Article XVIII, pertaining to safeguard actions taken

by LDCs for development purposes, and the related issue of trade measures

(taken primarily by developed countries) for balance-of-payments purposes; (3)

revision of rules regarding export controls, of special concern because such

methods often are imposed on primary products exported by LDCs; and (4) an

overhaul of the disputes settlement mechanism. As will be discussed in this

report, significant progress may have been achieved with regard to the first

and second issues, but little tangible achievement can be seen in the area of

disputes settlement, and no agreement was achieved at all on export controls.

Further, few LDCs evidenced any intention of signing the framework agreement

at the conclusion of the negotiations. I/

The issues involved in the separate points will be discussed in more

detail below, but one general theme pervading them all should be briefly

elaborated upon here. The LDCs, from the earliest ITO and GATT negotiations,

have complained that the General Agreement inherently discriminates against

them, defeating their efforts to alter their economic dependence on the export

of unprocessed tropical products. 2/ They argue tnat the GATT was structured

merely to ensure stabilization and orderly growth of existing trade in

manufactured products, then as now largely cornered by the developed

countries. In this regard, specific dissatisfaction has been voiced about

several GATT rules. LDCs claim, for example, that the MFN rules perpetuate

economic comparative advantage among developed nations, since any concessions

afforded LLCs must also be afforded all other countries; additionally,

nontariff barriers instituted by developed countries remove any other

I/ Only Argentina initialed the proces verbal.
2 See Jackson, supra p. 1 n.l, at 625-48, 663-92.

3
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advantages so gained. I/ Further, the GATT proscribes trade restrictive

measures of most interest to LDCs for use in protecting development plans, bolt

in some circumstances allows such measures when aimed at tropical products.

Moreover, LDCs lack the resources and expertise to effectively participate in

GATT proceedings, particularly negotiations. 2/ Finally, LDCs support a more

legalistic approach to administering the GATT because of their perception that

it is the developed countries which most often abuse the rules and which cannot be

expected in any particular dispute to negotiate a settlement with LDCs, which

have little to offer in return.

Major GATT and academic studies have tended to support many of the

LDC complaints. 3/ The U.S. has generally been sympathetic to many of the

goals of the LDCs, while continuing to support strongly the basic validity of

the MFN principle and resisting the idea of permanent special treatment (thus

the U.S. supports recognition of a graduation principle). Other developed

countries have also supported preferences in varying degrees. Indeed, prior

to the Tokyo Round a number of steps to accommodate the LDCs were undertaken,

including tte 1955 revision of Article XVIII, the adoption of Part IV of the

General Agreement in 1964, and substantial unilateral tariff concessions to

the LDCs in the Kennedy Round. The current negotiations represent another

step in the direction of formalizing a commitment by the developed countries

to special and differential treatment. It is clear, however, that LDCs think

the results of the negotiations are insufficient.

l/ Espiell, "The Most-Favored-Nation Clause: Its Present Significance in
GATT," 5 J. World Trade L. 29 (1971).

2/ See Fialls, "The Negotiation Strategy of Developing Countries in the
Field of Trade Liberalization," 11-J. World Trade L. 203 (1977).

3/ See Jackson, supra page I n.1, at 640-43, 663-65.
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Group Framework addressed five "points" concerning GATT reform.

Points I and 4 - concerning special and differential treatment, and the

principle of graduation - were combined in the final agreement. Points 2A and

2B, which attempt to address issues arising primarily from Articles XII and

XVIII, were differentiated somewhat in final form but both deal with import

restrictions. Point 3 sets forth the results of discussions on disputes

settlement, including a statement of customary procedures which presumably

will become the normative practice. Finally, Point 5 notes that no agreement

could be reached regarding export controls, but that negotiations are expected

to resume at a later time. A catalogue of pertinent GATT provisions is

included in Point 5.

An overall issue which remains unresolved is the manner in which

the substance of the framework agreement will be integrated into the GATT.

Possible methods of adoption by the Contracting Parties include approval

of appropriate amendments, waivers, or decisions. Because a two-thirds vote

would be necessary for approval of an amendment or waiver, and a majority

vote is needed for a decision, the interested parties may find it fruitless

to submit the agreement for approval at all. In that case, the agreement

will remain open for signature by GATT members, who will presumably apply

it among the signatories. But difficulties will arise with nonsignatories,

which have expectations of the benefits and obligations accorded to them by

the GATT different from the expectations arising in nations which sign the

framework agreement. Disputes arising out of these differing expectations

will have to be resolved on an ad hoc basis.

5
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PROVISION BY PROVISION ANALYSIS

10.1/4 POINTS I AND 4 - DIFFERENTIAL AND MORE FAVORABLE TREATMENT; RECIPROCITY

AND FULLER PARTICIPATION OF DEVELOPING COUNTRIES

10.1/4.1 Text

POINTS I AND 4 -- DIFFERENTIAL AND MORE FAVOURABLE TREATMENT; RECIPROCITY AND
FULLER PARTICIPATION OF DEVELOPING COUNTRIES

NOTE: The text below has been drawn up without prejudice to the position of
any delegation with respect to its evenLual legal status. Some delegations
consider that such a text should appear as a new Article or set of provisions
to be incorporated in the General Agreement. Other delegations consider that
it should be adopted by the CONTRACTING PARTIES as a Declaration or Decision.
Some consequential amendments to the text may be necessary in the light of the
decision taken on this question. 11

1. Notwithstanding the provisions of Article I of the General Agreement,

contracting parties may accord differential and more favourable treatment to

developing countries*, without according such treatment to other contracting

parties.

2. The provisions of paragraph I apply to the following**:

*The words "developing countries" as used in this text are to be understood
to refer also to developing territories. (Footnote in text.)

**It would remain open for the CONTRACTING PARTIES to consider on an ad hoc
basis under the GATT provisions for joint action any proposals for
differential and more favourable treatment not falling within the scope of
this paragraph. (Footnote in text.)

1/ Note in text.

G
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(a) Preferential tariff treatment accorded by developed contracting

parties to products originating in developing countries in

iccurdance with the Generalized System of Preferencesrr;

(b) Differential and more favourable treatment with respect to the

provisions of the General Agreement concerning non-tariff

measures governed by the provisions of instruments

multilaterally negotiated under the auspices of the GATT;

(c) Regional or global arrangements entered into amongst

less-developed contracting parties for the mutual reduction or

elimination of tariffs and, in accordance with criteria or

conditions which may be prescribed by the CONTRACTING PARTIES,

for the mutual reduction or elimination of non-tariff measures,

on products imp,)rted from one another;

(d) Special treatment of the least developed among the developing

countries in the context of any general or specific measures in

favour of developing countries.

3. Any differential and more favourable treatment provided under this clause

(a) shall be designed to facilitate and promote the trade of

developing countries and not to raise barriers to or create

undue difficulties for the trade of any other contracting

parties;

***As described in the Decision of the CONTRACTING PARTIES of 25 June 1971,
relating to the establishment of "generalized, non-ceciprocal and
non-discriminatory preferences beneficial to the developing countries".
(Footnote in text.)

7
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(b) shall not constitute an impediment to the reduction or

elimination of t-riffs and other restrictions to trade on a

most-favoured-nation basis;

(c) shall in the case of such treatment accorded by developed

contracting parties to developing countries be designed and, if

necessary, modified, to respond positively to the development,

financial and trade needs of developing countries.*

4.** Any contracting party taking action to introduce an arrangement pursuant

to paragraphs 1, 2 and 3 above or subsequently taking action to introduce

modifications or withdrawal of the differential and more favourable treatment

so .provided shall:

(a) notify the CONTRACTING PARTIES and furnish them with all the

information they may deem appropriate relating to such action;

(b) afford adequate opportunity for prompt consultations at the

request of any interested contracting party with respect to any

difficulty or matter that may arise. The CONTRACTING PARTIES

shall, if requested to do so by such contracting party, consult

with all contracting parties concerned with respect to the

matter with a view to reaching solutions satisfactory to all

such contracting parties.

5. The developed countries do not expect reciprocity for commitments made by

them in trade negotiations to reduce or remove tariff and other barriers to

*The non-discriminatory character of the GSP does not preclude the adoption
of measures and procedures designed to ensure broad and equitable sharing of
benefits among developing countries, where the coverage of products under GSP
is subject to quantity or value limitation. (Footnote in text.)

**Nothing in these provisions shall affect the rights of contracting
parties under the General Agreement. (Footnote in text.)
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the trade of developing countries, i.e., the developed countries do not expect

the developing countries, in the course of trade negotiations, to make

contributions which are inconsistent with their individual development,

financial and trade needs. Developed contracting parties shall therefore not

seek, neither shall less-developed contracting parties be required to make,

concessions that are inconsistent with the latter's development, financial and

trade needs.

6. Having regard to the special economic difficulties and the particular

development, financial and trade needs of the least-developed countries, the

developed countries shall exercise the utmost restraint in seeking any

concessions or contributions for commitments made by them to reduce or remove

tariffs and other barriers to the trade of such countries, and the

least-developed countries shall not be expected to make concessions or

contributions that are inconsistent with the recognition of their particular

situation and problems.

7. The concessions and contributions made and the obligations assumed by

developed and less-developed contracting parties under the provisions of the

General Agreement should promote the basic objectives of the Agreement,

including those embodied in the Preamble and in Article XXXVI. Less-developed

contracting parties expect that their capacity to make contributions or

negotiated concessions or take other mutually agreed upon action under the

provisions and procedures of the General Agreement would improve with the

progressive development of their economies and improvement in their trade

situation and they would accordingly expect to participate more fully in the

9
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framework of rights and obligations under the General Agreement through

participation in the operation of the GATT system.

8. Particular account shall be taken of the serious aifficulty of the least-

developed countries in making concessions and contributions in view of their

special economic situation and their development, financial and trade needs.

9. The contracting parties will collaborate in arrangements for review of

the operation of these provisions, bearing in mind the need for individual an,

joint efforts by contracting parties to meet the development needs of

developing countries and the objectives of the General Agreement.

10.1/4.2 Background

The subject of special and differential treatment has caused repeated

and increasingly heated conflicts between developed and developing nations

since the formulation of the GATT. Fundamental to the GATT is the most-

favored-nation principle, espoused principally in Article I but in other

articles as well, which obligates the parties to practice nondiscrimination

among trading partners by extending to all members of GATT benefits accorded

any one member. But developing nations believe that the MFN principle,

combined with the increased use of nontariff barriers to trade, has

effectively precluded significant progress in their development; LDCs must

depend on increased exports to generate capital for development, but the level

of exports cannot be raised where those few tariff concessions of interest to

LDCs are granted only on a HFN basis (so that manufactured exports must

compete with exports from more competitive developed countries), effective

tariff rates on LDC exports remain high, and nontariff barriers often are

10
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aimed at their exports. Several GATT and other economic studies tend to

support the claim of the LDCs, at least in part. I/

Several attempts to achieve institutional reform in the GATT have

been made to address this issue. One significant amendment was the 1955

reformulation of Article XVIII, discussed extensively in sections 10.2A and

10.25 of this report. Of more importance here is Part IV of GATT, Articles

XXUVI-XXXVIII, which entered into force in 1966.

Article XXXVI contains an extensive recitation of principles and

purposes underlying the concept of special and differential treatment. 2/

One particularly significant statement concerns tariff negotiations:

1/ See generally, J. Jackson, s page 1 n.1, at 663-71.
2/ Article XXXVI provides in fuIlTl

1. The contracting parties,
(a) recalling that the basic objectives of this Agreement

include the raising of standards of living and the
progressive development of the economies of all contracting
parties, and considering that the attainment of these
objectives is particularly urgent for less-developed
contracting parties;

(b) considering that export earnings of less-developed
contracting parties can play a vital part in their economic
development and that the extent of this contribution
depends on the prices paid by the less-developed
contracting parties for essential imports, the volume of
their exports, and the prices received for these exports;

(c) noting, that there is a wide gap between standards of
living in less-developed countries and in other countries;

(d) recognizing that individual and joint action is essential
to further the development of the economies of
less-developed contracting parties and to bring about a
rapid advance the standards of living in these countries;

(e) recognizing that international trade as a means of
achieving economic and social advancement should be
governed by such rules and procedures - and measures in
conformity with such rules and procedures - as are
consistent with the objectives set forth in this Article;

(f) noting that the CONTRACTING PARTIES mAy enable
less-developed contracting parties to use special measures
to promote their trade and development;

(Continued)
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8. The developed contracting parties do not expect reciprocity
for comitments made by them in trade negotiations to reduce or
remove tariffs and other barriers to the trade of less-developed
contracting parties.

The paragraph is further explained in the Interpretative Notes:

icentinU04.
agree as follows:

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

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

4. Given the continued dependence of many less-developed
contracting parties on the exportation of a limited range of primary
products, there is need to provide in the largest possible measure
more favourable and acceptable conditions of access to world markets
for these products, and wherever appropriate to devise measures
designed to stabilize and improve conditions of world markets in
these products, including in particular measures designed to attain
stable, equitable and remunerative prices, thus permitting an
expansion of world trade and demand and a dynamic and steady growth
of the real export earnings of these countries so as to provide them
with expanding resources for their economic development.

5. The rapid expansion of the economies of the less-developed
contracting parties will be facilitated by a diversification* of the
structure of their economies and the avoidance of an excessive
dependence on the export of primary products. There is, therefore.
need for increased access in the largest possible meas,,re to markets
under favorable conditions for processed and manufactured products
currently or potentially of particular export interest to
less-developed contracting part ies.

6. Because of the chronic deficiency in the export proceeds
and other foreign exchange earnings of less-developed contracting
parties, there are important inter-relationships between trade and
financial assistance to development. There is, therefore, need for
close and continuing collaboration between CONTRACTING PARTIES and
the international lending agencies so that they can contribute most
effectively to alleviating the burdens these less-developed
contracting parties assume in the interest of their economic
deve lopment.

7. There is need for appropriate collaboration between the
CONTRACTING PARTIES, other intergovernmental bodies and the organs
and agencies of the United Nations system, whose activities relate to
the trade and economic development of less-developed countries.

12
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It is understood that the'phrase "do not expect
reciprocity" means, in accordance with the objectives set forth
in this Article, that the less-developed contracting parties
should not be expected, in the course of trade negotiations, to
make contributions which are inconsistent with their individual
development, financial and trade needs, taking into
consideration past trade developments. 1/

While the statement is thus not a comitment by the developed nations to

specific deviations from reciprocity principles, it nevertheless strongly

recognizes a discriminatory approach. 2/

:.rticle XXXVII contains the substantive commitments intended to

effect the principles of Article XXXVI. Specifically, paragraph I states:

The developed contracting parties shall to the fullest
extent possible -- that is, except when compelling reasons,
which may include legal reasons, make it impossible -- give
effect to the following provisions:

(a) accord high priority to the reduction and elimination of
barriers to products currently or potentially of particular
export interest to less-developed contracting parties,
including custom duties and other restrictions which
differentiate unreasonably between such products in their
primary and in their processed form;

(b) refrain from introducing, or increasing the incidence of,
custom duties or non-tariff import barriers on prouucti
currently or potentially of particular export interest to
less-developed contracting parties; and

(c) (i) refrain from imposing new fiscal measures, and

(ii) in any adjustments of fiscal policy accord high
priority to the reduction and elimination of fiscal
measures,

which would hamper, or vhich hamper, significantly the
growth of consumption of primary products, in raw or

I/ GAIT Annex f, Ad Article XXXV1.
I/ Further, paragraph 9 admounishes that "the adoption of measures to give

effect to these principles and objectives shall be a matter of conscious and
purposeful effort on the part of the contracting parties both individually and
jointly."

13
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processed form, vwolly or mainly produced in the
territories of loss-developed contracting parties, and
which are applied specifically to those products. /

Less specific obligations are set forth in paragraph 3, which generally

requires that developed nations accord special consideration to the effects of

internal trade measures on the exports of LDCs. 2/ Although the comitments

of paragraphs 1 and 3 are partially qualified - i.e., "to the fullest extent

possible," "mke every effort," etc. - the obligations to consult in

paragraphs 2 and 5 3/ realistically limit the extent to which developed

1/ GATT Article XXXVII:l.
1/ Paragraph 3 states in full:

3. The developed contracting parties shall:
(a) mske every effort, in cases where a government directly or

indirectly determines the resale price of products wholly or
mainly produced in the territories of less-developed contracting
parties, to maintain trade margins at equitable levels;

(b) give active consideration to the adoption of other measures
designed to provide greater scope for the development of imports
from less-developed contracting parties and collaborate in
appropriate international action to this end;

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

3/ Paragraph 2 provides:
2. (a) Whenever it is considered that effect is not being given to
any of the provisions of sub-paragraph (a), (b) or (c) of paragraph
1, the matter shall be reported to the OOIT3ACTWC PARTIES either by
the contracting party not so giving effect to the relevant provisions
or by any other interested contracting party.
(b) (i) The CoITRACTJIG PARTIES shall, if requested so to do by any

interested contracting party, and without prejudice to any
bilateral consultations that may be undertaken, consult
vith the contracting party concerned and all interested
contracting parties vith respect to the matter vith a view
to reaching solutions satisfactory to all contracting
parties concerned in order to further the objectives set
forth in Article HXV . Is the course of these
consultations, the reasoms gives is caes Mhere effect Was
sot being gives co

(footnote cont imued)
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nations can ignore Part IV. I/ In addition, Article XXXVIII obligates all

parties to a number of "joint actions," which effectively creates an on-going

process of review by developed nations of issues concerning LDCs.

Despite the advent of Part IV there has been continuing

dissatisfaction among GATT members with the performance of the General

Agreement. Developed nations have dispaired over increasing deviations from

GATT rules, through waivers, ad hoc agreements, or otherwise. LDCs have

continued to seek firm, de jure commitments on special and differential

Treatment. Whether viewed as a desirable "reform" or a fundamentally new

approach, proposals for change in the GATT became a focus of trade

negotiatior.3 in the 1960's, and have continued to be a major source of

North-South confrontations in trade matters. 2/

(Cont inue')
the provisions of sub-paragraph (a), (b) or (c) of para-

graph 1 shall be examined.
(Gi) As the implementation of the provisions of sub-paragraph

(a), (b) or (c) of paragraph 1 by individual contracting
parties may in some cases be more readily achieved where
action is taken jointly with other developed contracting
parties, such consultation might, where appropriate, be
directed towards this end.

":iii) The consultations by the CONTRACTING PARTIES might also, in
appropriate cases, be directed towards agreement on joint
action designed to further the objectives af this Agreement
as envisaged In paragraph I of Article XXV.

Paragraph 5 adds that -
In the implementation of the commitments set forth in paragraphs

I to 4 each contracting party shall afford to any other interested
contracting party or contracting parties full and prompt opportunity
for consultations under the normal procedures of this Agreement with
respect to any matter or difficulty which may arise.

1/ See Jackson, supra page I n.l, at 645-48.
2/ The broadest ideas of special treatment for developing nations are

embodied in the concept of a "New International Economic Order" trumpeted by
the developing nations primarily through UNCTAD. United Nations, Charter of
Economic Rights and Duties of States, U.N. Doc. A/RES/9281 (XXIX) (Jan. 15,
1975). See Note, "Charter of Economic Rights and Duties of States: "A
Solution to the Development Aid Problem?" 4 Ga. J. Int'l. Comp. L. 441 (1974).
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In recognizing these concerns the Congress authorized the President

in the Tokyo Round to negotiate appropriate changes in the GATT:

A United States negotiating objective under sections 101
and 102 shall be to enter into trade agreements which promote
the economic growth of both developing countries and the United
States and the mutual expansion of market opportunities. 1/

The negotiating team early undertook this mandate primarily through the

individual code negotiations, most of which encompassed these issues. After

Brazil tabled the specific legalization issues in 1975, however, a separate

framework group undertook negotiations on the five issues described

in the introduction. Points 1 and 4 -- concerning special and differential

treatment and reciprocity and graduation, respectively - were combined in the

final agreement.

10.1/4.22 Interpretation

The essential principle desired by the LDCs - an "enabling clause"

giving de jure status to special and differential treatment -- is contained in

paragraph 1. Significantly, parties are not obligated to extend such

treatment; but they may do so without contravening the MFN provisions of

Article I and without obtaining a waiver. Paragraph 2 limits the application

of paragraph 1 to four types of actions, unless otherwise agreed to by the

CONTRACTING PARTIES: (1) the GSP, now in effect under a waiver; (2) special

treatment negotiated under the GATT and, presumably, the codes associeted

therewith; (3) mutual ,ar'ff reduction agreements among LDCs; and (4) special

treatment cf least developed countries.

Paragraph 3 contains a series of limits to the use of paragraph 1,

reflecting the position of the developed nations that the basic CATT

1/ Trade Act of 1974, section 106. See also id., section 121.
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assumptions and rules remain valid. Subparagraph 3(c) in particular embodies

the idea that special treatment should be progressively eliminated as the need

for it decreases.

Paragraph 4 contains the obligation to notify the CONTRACTING PARTIES

of measures undertaken pursuant to paragraphs 1-3, and consult with "any

interested contracting party." Apparently, notification prior to the

institution of such measures is not required.

Paragraph 5 repeats nearly verbatim the language of Article XXXVI:8,

merely adding a slight expansion of its meaning. The language still does not

commit developed countries to specific nonreciprocal concessions, and in viev

of the Interpretative Notes to Article XXXVI, 1/ it is unclear what is

intended by this paragraph. Paragraph 6, however, focuses particular

attention on the status of least-developed nations; this focus is repeated in

paragraph 8 without a clear reason for any distinction in obligations entailed

in the two. Developed countries must exercise 'utmost restraint" in

bargaining with these nations, which have no obligations respecting recip-

rocity or graduation.

Paragraph 7 sets forth the graduation principle especially desired by

the United States. No commitments by LDCs are made; the paragraph is more a

statement of approach similar to that agreed to by the developed nations in

Part IV. Thus, LDCs merely "expect" to assume greater obligations under the

GATT as their capacity to contribute increases, as "expected." Since no

guidelines or interpretative notes define further what graduation entails, the

practical operation of this obligation cannot now be determined.

1/ See pages 11-13, supra
1i17
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Similar co the various provisions of Article XXXVIII, paragraph 9

comics the parties to joint action for review of the provisions.

10.1/4.3 Implementation

Points I and 4 of the agreement Iso]l.y affect the operatIon of the

GATT. Thus, no special domestic implementing legislation need be considered.

18
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10.2A. POINT 2A - TRADE MEASURES TAKEN FOR BALANCE-OF-PAYMENTS PURPOSES

1O.2A.I Text

POINT 2A -- DRAFT DECLARATION ON TRADE MEASURES TAKEN FOR BALANCE-OF-PAYMENTS
PURPOSES

The CONTRACTING PARTIES,

Having regard to the provisions of Articles XII and XVIII:B of the

General Agreement;

Recalling the procedures for consultations on balance-of-payments

restrictions approved by the Council on 28 April 1970 (BISD, Eighteenth

supplement. pages 48-53) and the procedures for regular consultations on

balance-of-payments restrictions with developing countries approved by the

Council on 19 December 1972 (BISD, Twentieth Supplement, pages 47-49);

Convinced that restrictive trade measures are in general an

inefficient means to maintain or restore balance-of-payments equilibrium;

Noting that restrictive import measures other than quantitative

restrictions have been used for balance-of-payments purposes;

Reaffirming that restrictive import measures taken for

balance-of-payments purposes should not be taken for the purpose of protecting

a particular industry or sector;

Convinced that the contracting parties should endeavour to avoid that

restrictive import measures taken for balance-of-payments purposes stimulate

new investments that would not be economically viable in the absence of the

measures;

Recognizing that the less-developed contracting parties must take

into account their individual development, financial and trade situation when
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implementing restrictive import measures taken for balance-of-payments

purposes;

Recognizing that the ipacW* of trade measures taken by developed

countries on the economies of developing countries can be serious;

Recognizing that developed contracting parties should avoid the

imposition of restrictive trade measures for balance-of-payments purposes to

the maximum extent possible.

Agree as follows:

1. The procedures for examination stipulated in Articles XII and XVIII shall

apply to all restrictive import measures taken for balance-of-payments

purposes. The application of restrictive import measures taken for

balance-of-payments purposes shall be subject to the following conditions in

addition to those provided for in Articles X1I, XIII, XV and XVIII without

prejudice to other provisions of the General Agreements

(a) In applying restrictive impost measures contracting parties shall

abide by the disciplines provided for in the GATT and give preference

to the measure which has the least disruptive effect on trade. 1/

(b) The simultaneous application of more than one type of trade measure

for this purpose should be avoided.

(c) Whenever practicable, contracting parties shall publicly announce a

time schedule for the removal of the measures.

1/ it is understood that the less-developed contracting parties must take
into account their individual development, financial and trade situation when
selecting the particular measure to be applied. (footnote in text.)
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The provisions of this paragraph are not intended to modify the substantive

provisions of the General Agreement.

2. If, notwithstanding the principles of this Declaration, a developed

contracting party is compelled to apply restrictive import measures for

balance-of-payments purposes, it shall, in determining the incidence of its

measures, take into account the export interests of the less-developed

contracting parties and may exempt from its measures products of export

interest to those contracting parties.

3. Contracting parties shall promptly notify to the GATT the introduction or

intensification of all restrictive import measures taken for

balance-of-payments purposes. Contracting parties which have reason to

believe that a restrictive import measure applied by another contracting party

was taken for balance-of-payments purposes may notify the measure to the GATT

or may request the GATT secretariat to seek information on the measure and

make it available to all contracting parties if appropriate.

4. All restrictive import measures taken for balance-of-payments purposes

shall be subject to consultation in the GATT Committee on Balance-of-Payments

Restrictions (hereinafter referred to as "Committee").

5. The membership of the Committee is open to all contracting parties

indicating their wish to serve on it. Efforts shall be made to ensure that

the composition of the Committee reflects as far as possible the

characteristics of the contracting parties in general in terms of their

geographical location, external financial position and stage of economic

developments.
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6. The Committee shall follow the procedures for consultations on

balance-of-payments restrictions approved by the council on 28 April 1970 and

set out in BISD, Eighteenth Supplement, pages 48-53, (hereinafter referred to

as "full consultation procedures") or the procedures for regular consultations

on balance-of-payments restrictions with developing countries approved by the

Council on 1) December 1972 and set out in BISD, Twentieth Supplement, pages

47-49, (hereinafter referred to as "simplified consultation procedures")

subject to the provisions set out below.

7. The GATT1 secretariat, drawing on all appropriate sources of information,

including the consulting contracting party, shall with a view to facilitating

the consultations in the Committee prepare a factual background paper

describing the trade aspects of the measures taken, including aspects of

particular interest to less-developed contracting parties. The paper shall

also cover such other matters as the Committee may determine. The GATT

secretariat shall give the consulting contracting party the opportunity to

comment on the paper before it is submitted to the Committee.

8. In the case of consultations under Article XVIII:12(b) the Committee

shall base its decision on the type of procedure on such factors as the

following:

(a) The time elapsed since the last full consultations;

(b) the steps the consulting contracting party has taken in the .light of

conclusions reached oq the occasion of previous consultations;

(c) the changes in the overall level or nature of the trade measures

taken for balance-of-payments purposes;
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Md) the changes in the balance-of-payments situation or prospects

(e) whether the balance-of-payments problem are structural or temporary

in nature.

9. A less-developed contracting party may at any time request full

consultations.

10" The technical assistance services of the GATT secretariat shall, at the

request of a less-developed consulting contracting party, assist it in

preparing the documentation for the consultations.

I1. The Comittee shall report on its consultations to the Council. The

reports on full consultations shall indicate:

(a) the Committee's conclLsions as well as the facts and reasons on which

they are based;

(b) the steps the consulting contracting party has taken in the light of

conclusions reached on the occasion of previous consultations;

(c) the case of less-developed contracting parties, the facts and

reasons on which the Committee based its decision on the procedure

followed; and

(d) in the case of developed contracting parties, whether alternative

economic policy measures are available.

If the Committee finds that the consulting contracting party's measures

(a) are in important respects related to restrictive trade measures

maintained by another contracting part I/ or

1/ it is noted that such a finding is more likely to be made in the case of
recent measures than of measures in effect forsoMe considerable time. (Footnote
in text.)
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Mb) have a significant adverse impact on the export interests of S

less-developed contracting party,

it shall se report to the Cou=cil which shall take such further action as it

may C uider appropriate.

12. In the course of full consultations with a less-developed contracting

patty the Coemittee shall, if the consulting contracting party so desires,

live particular attention to the possibilities for alleviating and correcting

the balance-of-payments problem through measures that contracting parties

might take to facilitate an expansion of the export earnings of the consulting

contracting party, as provided for in paragraph 3 of the full consultation

procedures.

13. If the Committee finds that a restrictive import measure taken by the

consulting contracting party for balance-of-payments purposes is inconsistent

vith the provisions of Articles II, MII:3 or this declaration, it shall, in

its report to the Council, make such findings as will assist the Council in

making appropriate recommendations designed to promote tLa implementation of

Articles XII and XVIII:B and this declaration. The Council shall keep under

surveillance any matter on which it has made recommendations.

10.2A.2 Backound

10.24.21 - The GATT Scheme

Nothvithstanding arguments to the contrary by some economists,

restraints on trade are often perceived by many nations as necessary to

ameliorate balance of payments difficulties. Restrict ive trade measures

serving these purposes include quantitative restrictions (Qis), tariff
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surcharges, mad deposit scheme. Although the GAUT countenances resort to

some trade restrictions for balance of payments reasons, in recent years

actual practice has diverged from the rules of GAIT, causing concern about

their continued viability.

In establishing the GATT the draftsmen tempered the general desire to

eliminate import restrictions vith the recognition that sowm restrictive

measures would be temporarily necessary. It wes accepted that to assist the

reconstruction of var-torn economies 1/ Qi. already in place should be

continued in order to lessen existing economic disequilibrium; further, it yea

believed that QDs vere normally the most appropriate mans of addressing

similar emergency problems which might arise in the future. Other trade

restrictive measures - in particular, tariff surcharges - vere not

countenanced because the nature of the payments problem at that time required

quantity controls; a market-directed mechanism would have been ineffective

because of the general lack of competitive goods at any price. Moreover, it

was feared that tariff surcharges, if allowed, would undercut the impending

tariff negotiations. Therefore, although q(s were specifically prohibited by

the GATT, a significant balance of payments exception vas created for their

temporary use - but not for any other trade restrictive measure taken on such

grounds.

The GATT scheme governing balance of payments measures is contained

in a series of related articles. Foremost iaong them are Articles III and

XVIII, which specifically authorize qis despite the general prohibition found

in Article XI; Article XII is the general exception, while Article IVIIID

1/ See Lenerally Vinckea "Trade Rastrictions for lalawce of Payments Reasons

and the G'TT: Quotas v. Surcharges,"13 Narv. Int'l L.J. 289, 296-99 (1972).
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provides special rules for developing nations. The criteria by which the use

of Q(s is judged are very similar under both articles. Article XII authorizes

them-

(1) in order to safeguard a country's external financial position
and balance of payments;

(2) but only to the extent necessary;

(i) to forestall the imminent threat of, or to stop, a serious
decline in its monetary reserves, or

(ii) in the case of a contracting party with very loy monetary
reserves, to achieve a reasonable rate of increase in its
reserves. 1/

In the case of developing nations, under Article XVIII the threat need not be

"imminent," and evaluation of the measures taken must consider the nation's

"programme of economic development." 2/ Once restrictions are imposed under

either article, certain obligations attach to their use as a vay of minimizing

their impact and direction. 3/

Because Qs are inherently discriminatory when implemented under

quota or licensing schemes, Article XIII vas drafted to provide a HIN

i/ Article XII:2, Compare Article XVIII:9 pertaining to LDCs.
2/ Id.
1/ The restrictions may be described as follows:

(1) Restrictions shall be progressively relaxed as conditions permit;
(2) Measures should avoid uneconomic employment of productive

resources;
(3) As far as possible, measures should be adopted that expand

rather than contract international trade;
(4) Avoid unnecessary damage to comercial or economic interests of

any other contracting parties;
(5) Allow minimum comercial quantities of each description of goods

so as to avoid impairing regular channels of trade;
(6) Allow imports of commercial samples;
(7) Avoid restrictions that prevent compliance with "patent, trade

mark, copyright, or similar procedures";
(8) But imports of certain products deemed more essential may be

preferred over other imports. `
J. Jackson, International Economic Relations 901 (1977).
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obligation tailored to their use; Article I vas viewed as inadequate for this

purpose. Article XIV, however, allows two exceptions to the principle of

nondiscrimination: the first exception allows Qis where the 1)1 has

acknowledged that their effect viii be equivalent to authorized exchange

restrictions, while under the second the CONTRACTING PARTIES may allow

discriminatory Qis on a "small part" of trade where the expected benefits

"substantially outweigh" any injury.

The last important element of the exception is the review and

consultation process. Contracting parties are requested annually by the

secretariat to communicate information on import restrictions and licensing

systems. Further, QRe introduced or intensified for balance of payments

purposes must be notified, accompanied by certain detailed information. The

GATT Council, together with the iNi, 1/ then holds consultations on the

matter, usually under the auspices of the Balance of Payments Comittee. Even

should the measure be found authorized under Articles XII or XVIII, the

1/ Article XV requires that the Contracting Parties accept the following
findings by the IP? in consultations under Articles XI1 and Article XVIII:

(A)ll findings of statistical and other facts presented by the
Fund relating to foreign exchange, monetary reserves and balances of
payments...

(W)hether action by a contracting party in exchange matters is in
accordance with the Articles of Agreement of the. . .Fund, or. .. a
special exchange agreement..

(W)hat constitutes a serious decline in. . .monetary reserves
(Article XII or Article XVIII)...

(What constitutes) a very low level of. . .monetary reserves
(Article XiI or Article XVIII). ..

(What constitutes) a reasonable rate of increase in. . monetary
reserves (Article XII or Article XVIII). ..

(F)inancial aspects of other matters. . .in such cases.
J. Jackson, International Economic Relations 901 (1977).
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restricting nation mat consult regularly with the 3O0 commttee as lons as

the measure remains in force. Because noew-% balance of payments measures are

not authorized under them, these articles contain no provision for

consultations relating thereto. Further, the mandatory consultations of

Articles KIU and XVIII are not triggered by complaint-initiated consultations,

such as those required if Article XluI was involved. Rovever, consideration

of any such matters may be referred to the Committee.

The purpose of the consultations is to determine whether the measures

at issue satisfy the criteria of the pertinent articles. The Committee

reports its conclusions to the COUTRACTIU PAITTS, who may recommend

appropriate modifications. If the consulting nation fails to implement the

recomendetions, the CONUT.TIN PARTIES may release injured nations from

obligations to the consulting nation, as appropriate. This remedy has never

been adopted, however.

10.2A.22 - Problem With the GATT Scheme

As described above, Articles hI-XlV and XVIMI ere constructed in the

unique post-var economic milieut leading the draftsmen to authorize the

limited use of Q(sp but no other import restriction# for balance of payments

reasons. The procedures provided to control such measures have often

necessitated reconsideration in an attempt to refine their operation, which

remains unsatisfactory. further, an increasing use of tariff surcherges and

deposit schemes justified on balance of payments grounds - but apparently

illegal under the GATT - occasioned particular concern over the lack of rules

for such measures in the 1970'swben it was recognized that major trading
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nations faced long-term payments difficulties. 1/ Such restrictions by

developed countries may be particularly harmful to developing nations. 2/

Thes issues gave rise to the current negotiations.

Tariff surcharges and deposit schemes, no matter the justification,

both suggest conflicts vith Article I1, which establishes the tariff bindings

central to the agreement. A surcharge obviously is a "duty or charge"

contrary to Article 11:l(b),(c), if it affects a bound item. A deposit scheme

effectively is an additional charge upon the bound rates, because it

immobilizes funds of the importer, thereby increasing the cost of the

imports. 3/ The Contracting Parties, however, have never formally determined

whether a deposit scheme should be so evaluated. Further, no contracting

party has ever invoked Article XXIII with regard to either type of measure.

Despite their apparent illegality, non-QI measures have become

increasingly assimilated into the balance of payments provisions. Perhaps the

most succinct justification for their use was given by the United States after

the 1971 surcharge was declared:

(of) several types of action which might have been taken under
the oircuamtances, a surcharge on Imports appeared to offer
certain advantages or. . .fewer disadvantages. It seemed more
easily dismantled than other possible action, more compatible
with a competitive approach and efficient resource allocation,
would not require an elaborate administrative structure, would
be less discriminatory than quota restrictions, and was most
rapidly applicable under existing United States legal
authority. 4/

1/ Roessler, "Selective Balance-of-Payments Adjustment Measures Affecting
Trade: The Roles of the GATT and the INF," 9 J. World Trade L. 622, 624-25
(1975).

2/ See Murray and Walter, "Quantitative Restrictions, Developing Countries,
and GATT, 11 J. World Trade L. 391, 402-411 (1977). See also "Quantitative
Restrictions," supra n.2, at 342-98.

3/ Id. at 631.
4/ 65 Dep't State Bull. 305, 307 (1971).
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Tlhe fundamental difficulty with the current GATT scheme is thus presented:

the necessity of utilizing physical import controls in the postwar era became

obsolete when the world economy gained equilibrium, but the rules remained the

same and now operate to legalize only the most inefficient and discriminatory

balance of payment measures -- QRiS.

Perhaps persuaded that a strict construction of GATT was

counterproductive in these circumstances, the contracting parties adopted a

pragmatic approach to consideration of surcharges and deposit schemes.

Waivers have been easily gained by developing nations, whose tariff

concessions and shares of world trade are relatively limited. Consultations

on non-QR measures have increasingly followed the procedures established for

QRs, with the consulting parties focusing on whether the criteria for use of

QRs have been satisfied, rather than on the question of legality. Such

measures hive thus assumed a de facto place in the GATT balance of payment

scheme.

Nevertheless, the substantive question of legality continues to cause

uncertainty as to the viability of the General Agreement. Further, concern

over the already deficient procedural rules has been raised increasingly.

These latter issues may be summarized as follows: (1) rules for eliminating

residual restrictions are not always observed, particularly with regard to

notice; (2) although there are no criteria by which to judge non-QR measures,

consultations with developing nations have explicitly followed Article XVIII,

usually leading to waivers, while Article XII consultations with developed

nations are expressed in conclusions with only vague supporting rationales,

which generally declare these non-QR measures "inconsistent" with the GATT;

(3) the GATT provides no quick and confidential decisionmaking process, thus
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making it impossible for nations to practically comply with the notification

requirements for new balance of payments measures; (4) there is no clear

delineation of the role the IMF should take in non-QI consultations; and (5)

regularity of consultations for authorized measures is not always observed,

and surveillance is otherwise difficult.

Recognition of these problem led Congress to authorize the President

to

seek modifications in international agreements aimed at allowing
the use of surcharges in place of quantitative restrictions and
providing rules to govern the use of such surcharges as a
balance-of-payments adjustment measure within the context of
arrangements for an equitable sharing of balance-of-payments
adjustment responsibility among deficit and surplus
countries. I/

Point 2A of the frameworks agreement contains the product of negotiations

conducted to that end.

10.2A.3 Interpretation

l0.2A.31 Preamble

The preamble to this declaration contains language serving more than

the usual precatory purpose. Significantly, the paragraphs firmly state a

policy opposed to the use of restrictive trade measures employed for balance-

of-payment purposes: the contracting parties are "convinced" such measures

are inefficient; they "reaffirm" that protection of particular industries is

an unacceptable purpose and should not act as a prop to industries otherwise

not economically viable; they recognize various adverse impacts r.;sl.ting from

adoption of such measures; and they recognize their obligation to avoid such

I/ Senate Comm. on Finance, "Trade Reform Act of 1974," S.Rep. No. 93-1298,
at 88.
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restrictive trade measures "to the maximum extent possible." On the other

hand, the parties merely "recall" previously agreed upon procedures for

considering balance of payments measures, vhile "noting" that non-Ql measures

have been used for these purposes. This language reflects a compromise

betweenn delegations which emphasized different considerations in achieving a

common goal. The United States preferred to explicitly recognize the de facto

legality of non-QRs, bringing them within the discipline of the GATT rules;

the EC desired explicit legalization for developing nations only, coupled with

a mere "best efforts" obligation by others to avoid their use; and Japan

adamantly opposed legalization, while insisting on a strong comitment to

refrain from their use if they were to be implicitly recognized.

The preamble thus presages the most difficult, unresolved issue of

the agreement: its relationship to the General Agreement. The compromise

language apparently expresses the concern that legalization of non-QR measures

would encourage their use. This reasoning is suspect-their illegal status

apparently discouraged no one -- but the parties opted merely to give some

greater formality, through the agreement, to the de facto recognition of

non-QR trade measures. The attitude of nonparties to the agreement cannot yet

be discerned, but the potential for disputes is clear.

10.2A.32 The Declaration

Paragraph I acknowledges that ArticlesXI(, Xill, XV, and XVIII vwll govern

not only Qis, but "all restrictive import measures taken for

balance-of-payments purposes." Thus, a uniform evaluation process will

henceforth apply to consideration of tariff surcharges and deposit schemes.
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In addition, the paragraphs obligate the parties to choose the one, least

trade disruptive measure -- which in practice seems unlikely to be Qis.

Subparagraph l(c) is somewhat ambiguous; it is unclear whether "whenever

practicable" obligates a party to a continuing obligation to announce a

removal schedule at the earliest practicable time after institution, or

whether the obligation only attaches to the time of initial announcement. The

former interpretation seems most clearly in line with the intent of the

agreement *a minimize the use of such measures.

Paragraph I concludes with the statement that its provisions 'are not

intended to modify the substantive provisions of the General Agreement." If

so, then the imposition of surcharges or deposit schemes will contravene

Article II - despite their implicit recognition by the very existence of the

agreement, as well as its substance. The statement reflects the insistence of

some parties that such measures not be "legalized," despite the fact that the

ultimate worth of the agreement appears seriously compromised as a result.

Perhaps the ultimate result will be that some discipline will be imposed on

the use of such measures, but retaliation will still be available to affected

parties.

Paragraph 2 allows a deviation from ?IPN principles in the application

of import measures in that the effects on exports from developing nations must

be given special consideration, with the possible result of selective

exemptions granted for particular products from those nations. This paragraph

thus creates a third exception to Article XIII, besides the two allowed by

Article XIV.

Articles XII and XVIII do not contain explicit requirements for

notification by a nation instituting or intensifying balance of payments
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measures. Further, consultations under those articles cannot be initiated by

notice from an injured nation. Paragraph 3 explicitly requires prompt notice

by the initiating party, and similarly allows other parties to notify the

GATT. Significantly, notice prior to initiation or intensification is not

required; the serious economic disruptions caused by delayed introduction of

such measures pending formal notice was a major reason parties previously

avoided GATT obligations in this regard.

Paragraph 4 insures that consultations on all restrictive import

measures will be held under the auspices of the Balance-of-Payments

Committee. Non-QI measures in the past were considered on an ad hoc basis in

the Committee, the Council, a Council working party, and elsewhere.

Participation by the IMF is now assured. Paragraph 5 seeks to provide a

balanced representation on the Coimmttee.

Paragraphs 5-13 set forth the procedures for consultations. The

basic procedures previously adopted for QRs in 1970 and 1972, for developed

and developing countries, respectively, will be followed. Paragraph 8

continues the attempt to simplify the process for developing nations, in

recognition of the administrative burden and slowly changing circumstances

these nations have experienced in the past. These simplified procedures may

be replaced by "full consultations" at the request of the developing nation.

The GATT Secretariat may play an expanded role in producing information

relevant to the Comittee deliberations, under paragraphs 7 and 10.

Paragraphs 11 and 12 contain important additions to prior practice.

The former provides for reasoned opinions to accompany the Committee's
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conclusions; the United States has especially desired this practice so that

consultations will become precedents not only guiding future Committee

deliberations, but also providing guidance for nations contemplating the use

of such measures. In addition, paragraph 12 allows the Committee -- if the

consulting nation agrees -- to consider alternative courses of action to be

taken by other nations which help allevi&Le the difficulty while avoiding

import restrictive measures. The paragraph provides a slight opening for

seeking agreement by surplus nations to balance their trade accounts; of

course, such nations have no obligation to do so. This recognition that

import restrictions are often precipitated by trade difficulties with specific

nations is also reflected in paragraph It which allows the Committee to make 3

finding to that effect and recommend "appropriate" action to the Council.

10.23 SAFEGUARD ACTION FOR DEVELOPMENT PURPOSES

10.2B.1 Text

POINT 2B -- SAFEGUARD ACTION FOR DEVELOPMENT PURPOSES

1. The CONTRACTING PARTIES recognize that the implementation by

less-developed contracting parties of programmes and policies of economic

development aimed at raising the standard of living of the people may involve

in addition to the establishment of particular industries* the development of

new or the modification or extension of existing production structures with a

view to achieving fuller and more efficient use of resources in accordance

with the priorities of their economic development. Accordingly, they agree

that a less-developed contracting party may, to achieve these objectives,

*As referred to ,n paragraphs 2, 3, 7, 13 and 22 of Article XVIII and in
the Note to these paragraphs. (Footnote in text.)
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modify or withdraw concessions included in the appropriate schedules annexed

to the General Agreement as provided for in Section A of Article XVIII or,

where no measure consistent with the other provisions of the General Agreement

is practicable to achieve these objectives, have recourse to Section C of

Article XVIII, with the additional flexibility provided for below. In taking

strtb action the less-developed contracting party concerned shall give due

regard to the objectives of the General Agreement and to the need to avoid

unnecessary damage to the trade of other contracting parties.

2. The CONTRACTING PARTIES recognize further that there may be unusual

circumstances where delay in the application of measures which a

less-developed contracting party wishes to introduce under Section A or

Section C of Article XVIII may give rise to difficulties in the application of

its programes and'policies of economic development for the aforesaid

purposes. They agree, therefore, that in such circumstances, the

less-developed contracting party concerned may deviate from tht provisions of

Section A and paragraphs 14, 15, 17 and 18 of Section C to the extent

necessary for introducing the measures contemplated on a provisional basis

immediately after notification.

3. It is understood that all other requirements of the preambular part of

Article XVIII and of Sections A and C of thht Article, as well as the Notes

and Supplementary Provisions set out in Annex I under" these Sections will

continue to apply to the measures to which this Decision relates.

4. Before..., the CONTRACTING PARTIES shali review this Decis'ion in the

light of experience with its operation, with a view to tIeterdining whether it

should be extended, modified or discontinued.
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10.23.21 Background

from the time of the original drafting sessions there has been strong

disagreement between developing and developed nations over the extent to which

the former should be allowed to deviate from GATT rules in their efforts to

implement development programs. 1/ Since adopted in its final form in 1955,

Article XVIII has served to acknowledge the right of developing nations to

institute restrictive trade measures to assist in the establishment of

particular industries; however, the developed nations have prevailed in their

insistence that most such actions must be accorded prior GATT approval and, in

any case, be the subject of extensive consultations. Point 25 is an attempt

to relax the procedural prerequisites of Article XVIII so that developing

nations may invoke it with greater ease. These changes will be described

below, but in order to understand them a brief review of Article XVMIT must

first be made.

The first six paragraphs of Article XVIII comprise a type of

preumble, setting forth the underlying principles and defining which countries

are entitled to invoke the provisions of the succeeding four sections, A

through D. With regard to deviations from the GATT provisions pertaining to

tariff bindings and quantitative restrictions, the parties recognize that--

it may be necessary for those contracting parties, in order to
implement programes and policies of economic development
designed to raise the general standard of living of their
people, to take protective or other measures affecting imports,
and that such measures are justified in so far as they facil-
itate the attainment of the objectives of this Agreement. 2/

1i See generally, J. Jackson, World Trade and the Law of GATT ch.25 (1969).
1/ GATT Article XVIII:2.
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Sections A (Faragraph 7) and Section 5 (paragraphs 8-12, discussed in this

report previously in section 10.2A) provide for these circumstances. The

parties further-

agree, however, that there may be circumstances where no measure
consistent with those provisions is practicable to permit a
contracting party in the process of ecot-mic development to
grant the governmental assistance required to promote the
establishment of particular industries with a view to raising
the general standard of living of its people. Special
procedures are laid down in Sections C and D of this Article to
deal with those cases. 1/

Sections A, B, and C may be involved by "a contracting party the economy of

which can only support loy standards of living and is in the early stages of

development." 2/ Section D is open only to "a contracting party the economy

of which is in the process of development," but which does not fit within the

above criteria requisite for Sections A, B, and C. 3/

Qualifying nations are entitled to the following privileges granted

by this Article:

1/ GATT Article XVIII:3. Paragraph 13-21 and 22-23 comprise sections C and
D, respectively.

2/ GATT Article XVIII:4(a). The Interpretative Notes further define these
terms:

1. When they consider whether the economy of a contracting party
"can only support low standards of living", the CONTRACTING PARTIES
shall take into consideration the normal position of that economy and
shall not base their determination on exceptional circumstances such
as those which may result from the temporary existence of
exceptionally favourable conditions for the staple export product or
products of any such contracting party.

2/ The phrase "in the early stages of development" is not meant to
apply only to contracting parties which have just started their
economic development, but also to contracting parties the economics
of which are undergoing a process of industrialization to correct an
excessive dependence on primary production.

GATT Annex I, Ad Article XVIII.
3/ GATT Article ZVIII:4(a). This provision apparently was envisioned as

encompassing such nations as Australia and Now Zealand. See Jackson, supra
page 1 n.1, at 654.'
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Part A: The right to renegotiate tariff bindings so as to
raise tariffs on products it desires to produce (infant
industries);

Part B: The privilege to use quantitative restrictions in
balance-of-payments difficulties (with criteria and actions
permitted being slightly different from the general SO? clauses
of GATT Article XII);

Part C: A privilege to use any measure necessary to promote
a particular industry;

Part D: Under this part, certain countries with economies in
process of development, but not falling within the criteria of
low living standards, can apply for permission to deviate from
GATT rules so as to establish a particular industry. 1/

These privileges are in addition to other exceptions developing countries may

wish to invoke; for example, Article XIX (escape clause action), Article XX

(general exceptions), or Articles XII and XIV (balance of payments). 2/

Each of the sections of Article XVIII has prerequisites for

invocation besides the general qualifying criteria listed in the preanbular

paragraphs. Section 1 is discussed elsewhere in this report 3/ and section D

is of no concern here, but the requirements of sections A and C may be

described as follows. 4/

To raise tariffs under section A,a developing nation must have as its

purpose the intention "to promote the establishment of a particular industry

with a view to raising the general standard of living of its people." 5/ If

1/ J. Jackson, International Econc:i--: :elations 1013 (1977).
2/ See J. Jackson, supra page 1 n.1, at 049-50; GATT BISD 44th Supp. 38

(1930-)
3/ See pages 25-28 supra.
Z/ S-e generally Jackson, sura page 1 n.l, at 649-0'.
5/ GATE Article XVIII:7(a). The Interpretative Notes further state:

The reference to the establishment of particular industries
shall apply not only to the establishment of a new industry but
also to the establishment of a new branch of production in an

(ContSJaued)
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qualified, the developing nation must then notify the CONTRACTING PARTIU and

negotiate with contracting parties directly affected by the tariff change and

any others "having a substantial interest." I/ If no agreement can be

reached through negotiation the CONTRACTING PARTIES may authorize an

increase. A developing nation therefore cannot take action regarding its

bond tariffs unless agreement is reached with those affected or authorization

is obtained.

Sectiont C requires the same purposes to be demonstrated, with the

additional findings that to accomplish such goals "governmental assistance is

required. . .(and) no measure consistent with the other provisions of (the

GATT) is practicable to achieve" those goals. 2/ Procedurally, the

developing nation must notify the GATT of its intended action 3/ and delay

thirty days before institution, 4/ unless a request for consultation is

received, in which case a wait G.' ninety days is required during which

negotiations will be conducted at the request of the CONTRACTING PARTIES. 5/

Consultations are also mandatory where the proposed measure will affect a

product subject of a previous concession. 6/ The developing party must be

(Continued)
existing industry and to the substantial transformation of an
existing industry, and to the substantial expansion of an
existing industry supplying a relatively small portion of the
domestic demand. It shall also cover the reconstruction of an
industry destroyed or substantially damaged as a result of
hostilities or natural disasters.

GATT Annex I, Ad Article XVIII.
I/ Id.
2/ ATT Article XIII:13.
3/ GATT Article XIII:14.
Z/ GATT Article XIII: 15.
5/ GATT Article X[II:16, 17.
6/ GATT Article XIII: 18.

40



189

released from GATT obligations otherwise contravened by the measure under

certain circumstances; I/ further, if the consultations are not successfully

concluded within ninety days, the developing nation may proceed with the

measures without approval -- "substantially affected" parties, however, may

suspend "substantially equivalent" concessions upon sixty days notice. 2/

The developing nation thereafter must comply with the nondiscriminatory

requirements of Articles I, II, XIII, and XVIII:10. 3/ Again, the essence of

the procedures is to require prior GATT approval of any such trade restrictive

measures*

It GATT Article XVIII:18 provides
The CONTRACTING PARTIES shall concur in the measure if they agree
that there is no measure consistent with the other provisions of this
Agreement which is practicable in order to achieve the objective set
forth in paragraph 13 of this Article, and if they are satisfied:
(a) that agreement has been reached with such other contracting

parties as a result of the consultations referred to above, or
(b) if no such agreement has been reached within sixty days after

the notification provided for in paragraph 14 has been received
by the CONTRACTING PARTIES, that the contracting party having
recourse to this Section has made all reasonable efforts to
reach an agreement and that the interests of other contracting
parties are adequately safeguarded.

2/ GATT Article XVIII:21.
3/ GATT Article XVIII:20. Article XVIII:10 provides:

In applying these restrictions, the contracting party may
determine their incidence on imports of different products or classes
of products in such a way as to give priority to the importation of
those products which are more essential in the light of its policy of
economic development; Provided that the restrictions are so applied
as to avoid unnecessary damage to the comercial or economic
interests of any other contracting party and not to prevent
unreasonably the importation of any description of goods in minimum
commercial quantities the exclusion of which would impair regular
channels of trade; and Provided further that the restrictions are not
so applied as to prevent the importation of commercial samples or to
prevent compliance with patent, trade mark, copyright or similar
procedures.

41
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10.25.22 Interpretation

Point 23 of the frameworks agreement is a grudging relaxation of some

of the above-described procedures affecting section A and C of Article XVIII.

The paragraphs essentially provide a means of avoiding the prior consultation

and approval rules.

0 Paragraph I adds little flexibility to existing provisions. The

parties purport to "recognize that (economic development programs of

less-developed nations) involve. in addition to the establishment of

particular industries the development of nev or the modification or extension

of existing production structures with a viev to achieving fuller and more

efficient use of resources in accordance with the priorities of their economic

development." 1/ but the footnote suggests the definition of "particular

industries" already encompasses "the development of new. . .structures,"

etc. 2/ Thus, nothing new appears to be "recognized" in this paragraph.

Further, a proviso is imposed to the statement that the "additional

flexibility" allowed in paragraph 2 may be used: "due regard" must be given

the objectives of GATT and "the need to avoid unnecessary damage to the trade

of other contracting parties." This requirement would appear to be satisfied

if Article XVIII:20 is followed, as required by paragraph 3. 3/

Paragraph 2 includes the only real change in existing procedures. It

provides that where "delay in the application of measures. * may give rise to

difficulties in the application (of sanctioned development program),"

1/ Emphasis added. "Less-developed nations" are those nations qualified to
invoke sections A-C of Article XVIII. See pages 37-38, supra.

2/ See page 39 n.5, supra.
3/ See page 41 n.3, supra.
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developing nations may institute the measure upon notification without delay

for consultations and approval.

Nonobservance of the rules, however, must only be "to the extent

necessary for introducing the measurucontemplated on a provisional basis" --

whether consultations must thereafter proceed as otherwise expected is a

question presented, but not clearly answered, by this language. In essence,

the paragraph appears to allow invocation of Article XVIII without the ninety

day delay; if so, then perhaps the draftbmen believed that because Article

XVIII:21 remains in effect, its provision for Article XXII consultations would

satisfactorily substitute for a specific requirement for consultations.

Alternatively, and perhaps most likely, the intent may have been to leave all

procedures for consultation and review by the CONTRACTING PARTIES in place,

save only that the measures could continue to operate pending resolution by

agreement or a finding that an automatic waiver is justified under paragraph

18. The sect"-.,n would then operate much like Articles XII and XVIIIB with

respect to balance-of-payment restrictions.

Paragraph 3 reaffirms all other applicable obligations of Article

XVIII. Thus, the nondiscriminatory provisions of paragraph 20, among others,

must be observed.

Paragraph 4 obligates the CONTRACTING PARTIES to review Point 2B by

an as yet undetermined date. The language infers that Point 2B is a

"Decision," as opposed to an amendment of or waiver under GATT, but the

relationship of the agreement to the General Agreement had not been finally

settled as of May 1979.
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1O.2A/21.3 Implementation

Because Points 2A and 23 merely affect procedural rules of the GAT?,

it does not appear that the Congress needs to take any implementing steps for

these agreements, other than possibly to extend the negotiating authority of

the President to a date encompassing the date of review specified in paragraph

4.of Point 2B.
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10.3 -- DRAFT UNDERSTANDING REGARDING NOTIFICATION, CONSULTATION, DISPUTE

SETTLEMENT AND SURVEILLANCE

10 3.1 Text

POINT 3 -- DRAFT UNDERSTANDING REGARDING NOTIFICATION, CONSULTATION, DISPUTE

SETTLEMENT AND SURVEILLANCE

* The CONTRACTING PARTIES reaffirm their adherence to the basic GATT

mechanism for the management of disputes based on Articles XXII and

XXIII. 1/ With a view to improving and refining the GATT mechanism, the

CONTRACTING PARTIES agree as follows:

Not ificat ion

Contracting parties .reaffirm their commitment to existing obligations

under the General Agreement regarding publication and notification. 2/

Contracting parties moreover undertake, to the maximum extent

possible, to notify the CONTRACTING PARTIES of their adoption of trade

measures affecting the operation of the General Agreement, it being understood

that such notification would of itself be without prejudice to views on the

consistency of measures with or their relevance to rights and obligations

under the General Agreement. Contracting parties should endeavour to notify

such measures in advance of implementation. In other cases, where prior

notification has not been possible, such measures should be notified promptly

ex post facto. Contracting parties which have reason to believe that such

1/ It is noted that Article XXV may, as recognized by the CONTRACTING
PARTIES, inter alia, when they adopted the report of the Working Party on
particular difficulties connected with trade ;n primary products (L/930), also
afford an appropriate avenue for consultation and dispute settlement in
certain circumstances. (Footnote in text.)

2/ See Secretariat note, "Notifications required from contracting parties"
(MTi/FR/W117. dated I August 1978). (Footnote in text.)
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trade measures have been adopted by another contracting party may seek

information on such measures bilaterally, from the contracting party concerned.

Consultations

Contracting parties reaffirm their resolve to strengthen and improve

the effectiveness of consultative procedures employed by contracting parties.

IA that connexion, they undertake to respond to requests for consultations

promptly and to attempt to conclude consultations expeditiously, with a view

to reaching mutually satisfactory conclusions. Any requests for consultations

should include the reasons therefor.

During consultations, contracting parties should give special

attention to the particular problems and interests of less-developed

contracting parties.

Contracting parties should attempt to obtain satisfactory adjustment

of the matter in accordance with the provisions of Article XXIII:l before

resorting to Article XXII[:2.

Resolution of disputes

The CONTRACTING PARTIES agree that the customary practice of the GATT

in the field of dispute settlement, described in the Annex, should be

continued in the future, with the improvements set out below. They recognize

that the efficient functioning of the system depends on their will to abide by

the present understanding. The CONTRACTING PARTIES reaffirm that the

customary practice includes the procedures for the settlement of disputes

between developed and less-developed countries adopted by the CONTRACTING

PARTIES in 1966 (BISD, fourteenth supplement, page 18) and that these remain

available to less-developed contracting parties wishing to use them.
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If a dispute is not resolved through consultations the contracting

parties concerned may request an appropriate body or individual to use their

good offices with a view to the conciliation of the outstanding differences

between the parties. If the unresolved dispute is one in which a less

developed contracting party has brought a complaint against a developed

,contracting party, the less-developed contracting party may request the good

offices of the Director-General who, in carrying out his tasks, may consult

with the Chairman of the CONTRACTING PARTIES and the Chairman of the Council.

It is understood that requests for conciliation and the use of the

dispute settlement procedures of Article XXIII:2 should not be intended or

considered as contentious acts and that, if disputes arise, all contracting

parties will engage in these procedures in good faith in an effort to resolve

the disputes. It is also understood that complaints and cuunter-complaints in

regard to distinct matters should not be linked.

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. It is also agreed that

the CONTRACTING PARTIES would similarly decide to establish a working party if

this were requested by a contracting party invoking the Article. It is

further agreed that such requests would be granted only after the contracting

party concerned had had an opportunity to study the complaint and respond to

it before the CONTRACTING PARTIES.

When a panel is set up, the Director-General, after securing the

agreement of the contracting parties concerned, should propose the composition

"17
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of the panel, of three or five members depending on the case, to the

CONTRACTING PARTIES for approval. The members of a panel would preferably be

governmental. It is understood that citizens of countries whose

governments 1/ are parties to the dispute would not be members of the panel

concerned with that dispute. The panel should be constituted as promptly as

possible and normally not later than thirty days from the decision by the

CONTRACTING PARTIES.

The parties to the dispute would respond within a short period of

time, i.e., seven working days, to nominations of panel members by the

Director-General and would not oppose nominations except for compelling

reasons.

In order to facilitate the constitution of panels, the Director-

General should maintain an informal indicative list of governmental and

non-governmental persons qualified in the fields of trade relations, economic

development, and other matters covered by the General Agreement, and who could

be available for serving on panels. For this purpose, each contracting party

would be invited to indicate at the beginning of every year to the

Director-General the name of one or two persons who would be available for

such work. 2/

Panel members would serve in their individual capacities and not as

government representatives, nor as representatives of any organization.

1---In the case customs unions or comon markets are parties to a dispute,
this provision applies to citizens of all member countries of the customs
unions or cummon markets. (Footnote in text.)

2/ The coverage of travel expenses should be considered within the limits
of budgetary possibilities. (Footnote in text.)
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Governments would therefore not give them instructiofas nor seek to influence

then as individuals with regard to matters before a panel. Panel numbers

should be selected with a vieV to ensuring the independence of the members, a

sufficiently diverse background and a wide spectrum of experience. I/

Any contracting party having a substantial interest in the matter

before a panel, and having notified this to the Council, should have an

opportunity to be heard by the panel. Each panel should have the right to

seek information and technical advice from any individual or body which it

deems appropriate. However, before a panel seeks such information or advice

from any individual or body within the jurisdiction of a State it shall inform

the government of that State. Any contracting party should respond promptly

and fully to any request by a panel for such information as the panel

considers necessary and appropriate. Confidential information which is

provided should not be revealed without formal authorization from the

contracting party providing the information.

The function of panels is to assist the CONTRACTING PARTIES in dis-

charging their responsibilities under Article XXIIIz2. Accordingly, a panel

should make an objective assessment of the matter before it, including an

objective assessment of the facts of the case and the applicability of and

conformity with the General Agreement and, if so requested by the CONTRACTING

PARTIES, make such other findings as will assist the CONTRACTING PARTIES in

making the recommendations or in giving the rulings provided for in Article

XXIII:2. In this connexion, panels should consult regularly with the parties

I/ NOTE: A statement would be included in the Annex describing the current
practice with respect to inclusion on panels of persons from developing
counties. (Footnote in text.)
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to the dispute and give them adequate opportunity to develop a mutually

satisfactory solution.

Where the parties have failed to develop a mutually satisfactory

solution, the panel should submit its findings in a written form. The report

of a panel should normally set out the rationale behind any findings and

recommendations that it makes. Where a bilateral settlement of the matter has

been found, the report of the panel may be confined to a brief description of

the case and to reporting that a solution has been reached.

To encourage development of mutually satisfactory solutions between

the parties and with a view to obtaining their comments, each panel should

first submit the descriptive part of its report to the parties concerned, and

should subsequently submit to the parties to the dispute its conclusions, or

an outline thereof, a reasonable period of time before they are circulated to

the CONTRACTING PARTIES.

If a mutually satisfactory solution is developed by the parties to a

dispute before a panel. any contracting party with an interest in the matter

hjs a right to enquire about and be given appropriate information about that

solution insofar as it relates to trade matters.

The time required by panels will vary with the particular case. l/

However, panels should aim to deliver their findings without undue delay,

taking into account the obligation of the CONTRACTING PARTIES to ensure prompt

settlement. In cases of urgency the panel would be called upon to deliver its

findings within a period normally of three months from the time the panel was

established.

I/ NOTE: An explanation is included in the Annex that "in most cases the
prcceedings of the panels have been completed within a reasonable period of
time, extending from three to nine months." (Footnote in text.)
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Reports of panels and working parties should be given prompt

consideration by the CONTRACTING PARTIES. The CoNTRACTING PARTIES should take

appropriate action on reports of panels and working parties within a

reasonable period of time. If the case is one brought by a less-developed

contracting party, such action should be taken in a specially convened

meeting. if necessary. In such cases, in considering what appropriate action

"night be taken the CONTRACTING PARTIES shall take into account not only the

trade coverage of measures complained of, but also their impact on the economy

of less-developed contracting parties concerned.

The CONTRACTING PARTIES shall keep under surveillance any matter on

which they have made recommendations or given rulings. If the CONTRACTING

PARTIES' recommendations are not implemented within a reasonable period of

time, the contracting party bringing the case may ask the CONTRACTING PARTIES

to make suitable efforts with a view to finding an appropriate solution. If

the matter is one which has been raised by a less-developed contracting party,

the CONTRACTING PARTIES shall consider what joint action they might take which

would be appropriate to the circumstances.

Surveillance

The CONTRACTING PARTIES agree to conduct a regular and systematic

revit4 of developments in the trading system. Particular attention would be

JIc developments which affect rights and obligations under the. GATT, to

i:ters affecting the interests of less-developed contracting parties, to

ade measures notified in accordance with this understanding and to measures

which have been subject to consultation, conciliation or dispute settlement

procedures laid down in this understanding.
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Technical assistance

The technical assistance services of the GATT secretariat shall, at

the request of a less-developed contracting party, assist it in connexion with

matters dealt with in this understanding.

ANNEX

Agreed Description of the Customary Practice of the GATT in the
Field of Dispute Settlement (Article XXIII:2)

Paragraph I

Any dispute which has not been settled bilaterally under the relevant

provisions of the General Agreement may be referred to the CONTRACTING

PARTIES 1/ which are obliged, pursuant to Article XXIII:2, to investigate

matters submitted to them and make appropriate recommendations or give a

ruling on the matter as appropriate. Article XXIII:2 does not indicate

whether disputes should be handled by a working party or by a panel. 2/

Parag~rap2

The CONTRACTING PARTIES adopted in 1966 a decision establishing the

procedure to be followed for Article XXIII consultations between developed and

less-developed contracting parties (BISD, 14 Supplement, page 18). This

procedure provides, inter alia, for the Director-General to employ his good

offices with a view to facilitating a solution, for setting up a panel with

the task of examining the problem in order to recommend appropriate solutions,

and for time-limits for the execution of the different parts of this procedure.

I/ The Council is empowered to act for the CONTRACTING PARTIES, in
accordance with normal GATT practice. (Footnote in text.)

2/ At t::e review session (1955) the proposal to institutionalize the
procedures of panels was not adopted by CONTRACTING PARTIES mainly because
they preferred to preserve the existing situation and not to establish
judicial procedures which might put excessive strain on the GATT. (Footnote
in text.)
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Paragraph 3

The function of a panel has normally been to review the facts of a

case and the applicability of GATT provisions and to arrive at an objective

assessment of these matters. In this connexion, panels have consulted

regularly with the parties to the dispute and have given them adequate

opportunity to develop a mutually satisfactory solution. Panels have taken

appropriate account of the particular interests of developing countries. In

cases of failure of the parties to reach a mutually satisfactory settlement,

panels have normally given assistance to the CONTRACTING PARTIES in making

recomendjtions or in giving rulings as envisaged in Article XXIII:2.

Paragraph 4

before bringing a case, contracting parties have exercised their

judgment as to whether action under Article XXIII:2 would be fruitful. Those

cases which have come before the CONTRACTING PARTIES under this provision

have, with few exceptions, been brought to a satisfactory conclusion. The aim

of the CONTRACTING PARTIES has always been to secure a positive solution to a

dispute. A solution mutually acceptable to the parties to a dispute is

clearly to be preferred. In the absence of a mutually agreed solution, the

first objective of the CONTRACTING PARTIES is usually to secure the withdrawal

of the measures concerned if these are found to be inconsistent with the

General Agreement. The provision of compensation should be resorted to only

if the mediate withdrawal of the measure is impracticable and as a temporary

measure pending the withdrawal of the measures which are inconsistent with the

General Agreement. The last resort which Article XXIII provides to the

country invoking this procedure is the possibility of suspending the applica-

tion of concessions or other obligations on a discriminatory basis vis-a-vis
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PARTIES of such measures. Such action has only rarely been contemplated and

cases taken under Article XXIII:2 have led to such action in only one case.

Paragraph 5

In practice, contracting parties have had recourse to Article XXIII

pnly when in their view a benefit accruing to them under the General Agreement

was being nullified or impaired. In cases where there is an infringement of

the obligations assumed under the General Agreement, the action is considered

prima face to constitute a case of nullification or impairment. A prima

facie case of nullification or impairment would ipso facto require

consideration of whether the circumstances are serious enough to justify the

authorization of suspension of concessions or obligations, if the contracting

party bringing the complaint so requests. This means that there is normally a

presumption that a breach of the rules has an adverse impact on other

contracting parties, and in such cases, it is up to the other contracting

parties to rebut the charge. Paragraph l(b) permits recourse to Article XXIII

if nullification or impairment results from measures taken by other

contracting parties whether or not these conflict with the provisions of the

General Agreement, and paragraph l(c) if any other situation exists. If a

contracting party bringing an Article XXIII case claims that measures which do

not conflict with the provisions of the General Agreement have nullified or

impaired benefits accruing to it under the General Agreement, it would be

called upon to provide a detailed justification.
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Parsaraph 6

Concerning the customary elements of working parties and panels

procedures, the following elements have to be noted:

(i) working parties are instituted by the Council upon the request

of one or several contracting parties. The terms of reference

of working parties are generally "to examine the matter in the

light of the relevant provisions of the General Agreement and to

report to the council". Working parties set up their own

working procedures. The practice for working parties has been

to hold one or two meetings to examine the matter and a final

meeting to discuss conclusions. Working parties are open to

participation of any contracting party which has an interest in

the matter. Generally working parties consist of a number of

delegations varying from about five to twenty according to the

importance of the question and the interests involved. The

countries who are parties to the dispute are always members of

the Working Party and have the same status as other

delegations. The report of the Working Party represents the

views of all its members and therefore records different views

if necessary. Since the tendency is to strive for consensus,

there is generally some measure of negotiation and compromise in

the formulation of for Working Party's report. The Council

adopts the report. The reports of working parties are advisory

opinions on the basis of which the CONTRACTING PARTIES may take

a final decision.
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(ii) In the case of disputes, the CONThACTUiG PARTIES have

established panels (which have been called by different names)

or working parties in order to assist them in examining

questions raised under Article 0X111:2. Since 1952, panels have

become the usual procedure. However, the Council has taken such

decisions only after the party concerned has had an occasion to

study the complaint and prepare its response before the

Council. The term of reference are discussed and approved by

the Counci1. Normally, these terms of reference are "to examine

the matter and to make such findings as will assist the

CONTRACTING PARTIES in asking the recommendations or rulings

provided for in paragraph 2 of Article XII". When a

contracting party having recourse to Article XXIII:2 raised

questions relating to the suspension of concessions or other

obligations, the terms of reference were to examine the matter

in accordance with the provisions of Article XX011:2. Members

of the panel are usually selected from permanent delegations or.

less frequently, from the national administrations in the

capitals amongst delegates who participate in GATT activities on

a regular basis. The practice has been to appoint a member or

members from developing countries when a dispute is between a

developing and a developed country.

(iii) Members of panels are expected to act impartially without

instructions from their governments. In a few cases, in view of

th.. nature and complexity of the matter, the parties concerned

have agreed to designate non-government experts. Nominations
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are proposed to the parties concerned by the GATT secretariat.

The composition of panels (three or five members depending on

the case) has been agreed upon by the parties concerned and

approved by the GATT Council. It is recognized that a broad

spectrum of opinion has been beneficial in difficult cases, but

that the number of panel members has sometimes delayed the

composition of panels, and therefore the process of dispute

settlement.

(iv) Panels set up their own working procedures. The practice for

the panels has been to hold two or three formal meetings with

the parties concerned. The panel invited the parties to present

their views either in writing and/or orally in the presence of

each other. The panel can question both parties on any matter

which it considers relevant to the dispute. Panels have also

heard the views of any contracting party having a substantial

interest in the matter, which is not directly party to the

dispute. but which has expressed in the Council a desire to

present its views. Written memoranda submitted to the panel

have been considered confidential, but are made available to the

parties to the dispute. Panels often consult with and seek

information from any relevant source they deem appropriate and

they sometimes consult experts to obtain their technical opinion

on certain aspects of the matter. Panels may seek advice or

assistance from the secretariat in its capacity as guardian of

the General Agreement, especially on historical or procedural

aspects. The secretariat provides the secretary and technical

services for panels.
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(v) Where the parties have failed to develop a mutually satisfactory

solution, the panel has submitted its findings in a written

form. Panel reports have normally set out findings of fact, the

applicability of relevant provisions, and the basic rationale

behind any findings and recommendations that it has made. Where

a bilateral settlement of the matter has been found, the report

of the panel has been confined to a brief description of the

case and to reporting that a solution has been reached.

(vi) The reports of panels have been drafted in the absence of the

parties in the light of the information and the statement made.

(vii) Ta encourage development of mutually satisfactory solutions

between the parties and with a view to obtining their coments,

each panel has normally first submitted the descriptive part of

its report to the parties concerned, and also their conclusions,

or.an outline thereof, a reasonable period of time before they

have been circulated to the CONTRACTING PARTIES.

(viii) In accordance with their terms of reference established by the

CONTRACTING PARTIES panels have expressed their views on whether

an infringement of certain rules of the General Agreement arises

out of the measure examined. Panels have also, if so requested

by the CONTRACTING PARTIES, formulated draft recommendations

addressed to the parties. In yet other cases panels were

invited to give a technical opinion on some precise aspect of

the matter (e.g. on the modalities of a withdrawal or suspension
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in regard to the volume of trade involved). The opinions

expressed by the panel members on the matter are anonymous and

the panel deliberations are secret.

(ix) Although the CONTRACTING PARTIES have never established precise

deadlines for the different phases of the procedure, probably

because the matters submitted to panels differ as to their

complexity and their urgency, in most cases the proceedings of

the panels have been completed within a reasonable period of

time, extending from three to nine months.

The 1966 decision by the CONTRACTING PARTIES referred to in paragraph

2 above lays down in its paragraph 7 that the Panel shall report within a

period of sixty days from the date the matter was referred to it.

10.3.2 Background and Interpretation

Although the substantive provisions of the GATT are expressed in

legalistic, prohibitory language, the remedies for their breach reflect a far

different view of the nature of the agreement. 1/ A primary goal expressed

throughout GATT is the settlement of disputes between the involved parties

alone without resort to formal adjudicatory procedures. Thus, besides

seventeen other obligations to consult in specific circumstancesp articles

XXII and XXIII provide for consultations affecting the operation of the

Agreement as a whole. 2/ Article XX1I requires that "sympathetic

1/ See generally, K. Dam, supra page 1 n.l, at 351-75; 1. Hudec, supra page
1 n.l.

2/ Jackson, supra page I n.l, at 165-66.
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tunsideration" and an opportunity to consult be afforded by any party to

another "with respect to any matter affecting the operation of this

Agreement." Article XXIII is more specific; it provides first for

consultations where a party believes a benefit to which it is entitled is

nLllified or im=jaired, or an objective of the Agreement is being impeded, as a

result of conduct by another party or "the existence of any other situation."

Failing settlement in these consultations, the complaining party may appeal to

the Contracting Parties for an investigation leading to appropriate

recommendations and rulings, possibly including suspension of obligations. 1/

Consultations under Article XXII fulfill the Article XXIII consultation

prerequisite to retaliation.

I/ Id. See also Jackson,"The Jurisprudence of International Trade: The
DISC Case in GATT,"72 Am.J.Int'l L. 747, 753-57 (1978) (hereinafter cited as

"The Disc Case in GATT)";liudec,"Retaliation Against "Unreasonable" Foreign
Trade Practices: The New Section 301 and GATT Nulification and Impairment," 59
Minn. L. Rev. 461, 461-81 (1975). The text of Article XXIII provides in fu":

1. If any contracting party should consider that any benefit
accruing to it directly or indirectly under this Agreement is being
nullified or impaired or that the attaiment of any objective of the
Agreement is being impeded as the result of

(a) the failure of another contracting party to carry out
its obligations under this Agreement, or

(b) the application by another contracting party of any
measure, whether or not it conflicts vith the
provisions of this Agreement, or

(c) the existence of any other situation,
the contracting party may, with a view to the satisfactory adjustment
of the matter, make written representations or proposals to the other
contracting party or parties which it considers to be concerned. Any
contracting party thus approached shall give sympathetic
consideration to the representations or proposals made to it.

2. If no satisfactory adjustment is effected between the
contracting parties concerned with a reasonable time, or if the
difficulty is of the type described in paragraph l(c) of the Articles
the matter may be referred to the CONTRACTING PARTIES. The
CONTRACTING PARTIES shall promptly investigate any matter so referred
to them and shall make appropriate recommendations to the contracting

(Continued)
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At the core of the Article XXIII dispute settlement process is the

concept of "nullification and impairment," iuder which violation of the

Agreement alone is neither a sufficient nor a necessary condition to authorize

retaliation. The draftsmen imported the concept into the CATT from several

contemporary trade agreements in which similar language had evolved as an

attempt to account for conduct by nations which did not contravene the letter

of their trade obligations yet effectively nullified the benefits expected by

their trade partners. I/ The GATT is supposed to represent a scheme of

reciprocal obligations that parties reasonably believed would remain in

equilibrium so that each would obtain certain expected benefits. The balance

could be upset by conduct not in breach of GATT obligations, or simply by

circumstances not within the control of any party; either event was believed

sufficient reason to allow a party to seek to restore its benefits and

(Continued)
parties which they consider to be concerned, or give a ruling on the
matter, as appropriate. The CONTRACTING PARTIES may consult with
contracting parties, with the Economic and Social Council of the
United Nations and with any appropriate inter-governmental
organization in cases where they consider such consultation
necessary. If the CONTRACTING PARTIES consider that the
circumstances are serious enough to justify such action, they may
authorize a contracting party or parties to suspend the application
to any other contracting party or parties of such concessions or
other obligations under this Agreement as they determine to be
appropriate in the circumstances. If the application to any
contracting party of any concession or other obligation is in fact
suspended, that contracting party shall then be free, not later than
sixty days after such action is taken, to give written notice to the
Executive Secretary to the CONTRACTING PARTIES of its intention to
withdraw from this Agreement and such withdrawal shall take effect
upon the sixtieth day following the day on which such notice is
received by him.

1/ Jackson, supra page 1 n.1, at 165-66.
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obligations to a perceived correct balance. Further the draftsmen felt that

there existed an underlying consensus on the nature of the GAITT which was

sufficient to prevent abuse by the contracting parties of their power to allow

retaliation, even against a party which did not breach any specific

obligations but nevertheless engaged in conduct which injured another

party. /

"Nullification and impairment" is nowhere defined; thus, its weaning

(and therefore the relative rights of GATT disputants) has been left to

development in a comon law process of case precedents. In Chile v.

Australia, 2/ the Contracting Parties developed the policy that nullification

could result from the breach of a party's "reasonable expectations" of the

benefits it was to derive from the Agreement. Further cases led to acceptance

of a doctrine called "prima face nullification and impairment," whereby

certain practices were presumed to cause nullification and impairment unless

the defendant nation (referred to as the "consulting contracting party")

proved otherwise. Among these practices are quantitative restrictions,

domestic production subsidies, and violation of specific GAITT obligations.

The lack of a definition for the operative language of Article HZIII, however,

has continued to be a major source of problems for its effective application.

Because GATT was expected to be replaced quickly by the ITO charter,

the draftsmen decided to avoid including procedures for the conduct of Article

IIIII proceedings. Thus, like its substantive waning, Article HXIII's

if See generally iiudec, supra page 1 n.l

2/ GAITT, 2d Supp. BISD 188 (1952).
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procedures have also been devised by practice. 1/ Currently, once

consultations have failed and a complaint has been tabled with the CATT

Council, a panel villa be appointed to investigate the matter according to the

"terms of reference" in the resolution instituting the proceeding. The panel

is normally composed of three to five government officials from "neutral"

nonparties to the dispute. 2/ The panels are left to devise their own

procedures, but normally these include giving notice and an opportunity for

argument, followed by the drafting of a report stating whether GATT

obligations have been breached, nullification and impairment has occurred, and

what recommendations the panel has. Throughout the proceeding conciliation

efforts are maintained in an effort to achieve a settlement before the

Contracting Parties must consider whether to authorize sanctions.

There have been less than one hundred complaints tabled in the three

decades of CATT; most were in the first fifteen years and in only one case has

retaliation been authorized. 3/ The breakdown in the dispute settlement

procedures has been attributed to many factors, including: Q_/

(1) the lack of definition for nullification and impairment;

(2) inadequate personnel, resources, and factfinding procedures;

(3) the uncertain role of the panels, exacerbated by faulty
procedures and foot-dragging tactics;

1/ See Dam, supra page 1 n.l, at 364-660.
2/ In the recent DISC cases nongovernment official tax experts were

included on the panels.
3/ Netherlands v. United States, CATT, lot Supp.,BISD 32 (1953).
4/ Sge Jackson, apra page 1 n.l at ch. 8;"The DISC Case in GATT,"supra

page 60 n.l at 753-3W7780-81; Uudec, supra page 1 n.l at 269-7; Dan, supra
page 1 n.l, at 356-75; and Jackson, "The Crumbling Institutions of the or d
Trade Systemp 12 J. World Trade L. 93 (1978). See also Jackson,
"Governmental Disputes in International Trade Ralatinns: A Proposal in the
Context of GATT," 13 J. World Trade L. 1 (1979).
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(4) the lack of means to reconsider an erroneous decision;

(5) countermeasures are ineffective, or worse, counterproductive in
that a chain of retaliatory conduct may be initiated or the
complainant may harm itself more by removal of concessions from
the nation to which they are directed;

(6) lack of definition of the types of issues for which dispute
settlement procedures are appropriate; and

(7) a fundamental change in the consensus of beliefs surrounding the
structure and purpose of the Agreement.

The current round of negotiations has not attempted to address these

criticisms by introducing structural changes into the GATT. Rather, disputes

settlement problem are approached in two ways - by solidifying procedures

through the frameworks agreement, and by constructing dispute settlement

procedures in the individual codes tailored specifically to the problem

likely to arise there. (The latter procedures are discussed in the separate

reports on the codes.)

The language of Point 3 appears self-explanatory. The results of the

negotiations appear negligible insofar as basic structural changes may be

deemed desirable. Perhaps the ultimate outcome will be twofold: first,

disputes settlement procedures may become more consistent and deliberate in

their execution, and second, the negotiation of the procedures in the

frameworks group and the individual codes may have engendered a renewed sense

of commitment to good faith observance of existing procedures.

10.3.3 Implementation

The agreement requires no specific steps in order to be implemented

domestically. Desirable legislative action, however, would include

consideration of procedures to facilitate participation by domestic private

parties in disputes involving foreign actions for which they are aggrieved.
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Section 301 of the Trade Act of 1974 1/ is the obvious mode for such

proceedings and is considered in Volume I: Introduction and Overviev of Legal

Issues, of this study.

10.5 UNDERSTANDING REGARDING EXPORT RESTRICTIONS AND CHARGES

10.5.1 Text

POINT 5 -- UNDERSTANDING REGARDING EXPORT RESTRICTIONS AND CHARGES

The participants in the Multilateral Trade Negotiations have examined

the various existing provisions of the General Agreement relating to export

restrictions and charges. The Annex contains a statement of these provisions.

In the light of the examination referred to, participants agree upon

the need to reassess in the near future the CATT provisions relating to export

restrictions and charges, in the context of the international trade system as

a whole, taking into account the development, financial and trade needs of the

developing countries. They request the CONTRACTING PARTIES to address

themselves to this task as one of the priority issues to be taken up after the

Multilateral Trade Negotiations are concluded.

ANNEX

STATEMENT OF EXISTING GATT PROVISIONS RELATING
TO EXPORT RESTRICTIONS AND CHARGES

Introductory observations

1. This statement covers only those GATT provisions that are of particular

relevance to export restrictions and charges. The omission of any

provision 2/ from this statement does not mean that it is not applicable to

such restrictions and charges.

"1/ 19 U.S.C. 24111 (1976).
2j Such as Articles XIX and XXI1I which provide, under certain conditions,

for the suspension or withdrawal of concessions and other obligations under
the General Agreement. (Footnote in text.)
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2. The subsequent paragraphs are organized as follows:

Paragraphs

I. Export restrictions 3-4

I1. Export charges 5

Ill. General exceptions 6-8

IV. Other provisions relating to export
restrictions and charges 9

V. Publication and notification 10-1i

1. Export restrictions

3. Article XI is entitled "General Elimination of Quantitative Restrictions".

Paragraph 1 of Article XI reads with the wording relating to imports omitted:

"No prohibitions or restrictions other than duties, taxes or
other charges, whether made effective through quotas, . , .export
licenses or other measures, shall be instituted or maintained by any
contracting party. . on the exportation or sale for expert of any
product destined for the territory of any other contracting party." 1/

According to paragraphs 2(a) and (b) of Article XI the above provision does

not extend to:

(a) "Export prohibitions or restrictions temporarily applied to
prevent or relieve critical shortages of foodstuffs or other products
essential to the exporting contracting party", and

(b) ". . .export prohibitions or restriction necessary to the
application of standards or regulations for the classification,
grading or marketing of commodities in international trade".

17 A-note to Articles XI, XII, Xi t, XIV, and XVIII provides:
"Throughout Articles XI, XII, XIII, XIV and XVIII, the terms 'import
restrictions' or 'export restrictions' includes restrictions made
effective through State-trading operations". (Footnote in text.)
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For other exceptions to paragraph I of Article XI see below paragraphs 6-8.

4. Article XIII is entitled "Non-discriminatory Administration of

Quantitative Restrictions." Paragraph I of this Article reads with the

wording relating to imports omitted: "No prohibition or restriction shall be

applied by any contracting party on. . .the exportation of any product

destined for the territory of any other contracting party, unless. . .the

exportation of the like product to all third countries is similarly prohibited

or restricted." 1/ Paragraphs 2 to 4 of Article XIII regulate the

nondiscriminatory administration of quantitative import restrictions.

Paragraph 5 of Article XIII provides inter alia: "In so far as applicable,

the principles of this Article shall also extend to export restrictions."

Article XIV is entitled: "Exceptions to the Rule of Non-discrimination".

Paragraph 4 of this Article reads:

1/ Article XVII is entitled "State Trading Enterprises". Paragraphs l(a)
and (b) of this Article read with the wording relating to imports omitted:

"(a) Each contracting party undertakes that if it establishes or
maintains a State enterprise, wherever located, or grants to any
enterprise, formally or in effect, exclusive or special privileges,
such enterprise shall, in its. . .sales involving. . .exports, act in
a manner consistent with the general principles of non-discriminatory
treatment prescribed in this Agreement for goveramentat measures
affecting. . .exprts by private traders.
(b) The provisions of sub-paragraph (a) of this paragraph shall be
understood to require that such enterprises shall, having due regard
to the other provi r' of this Agreement, make any such. . .sales
solely in accordan -with commercial considerations, including price,
quality, availability, maI.aability, transportation and other
conditions of. . sale, and shall afford the enterprises of the other
contracting parties adequate opportunity, in accordance with
customary business practice, to compete for participation in
such. . .sales." (Tootnote in text.)
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"A contracting party applying import restrictions under Article
XII or under Section B of Article XVIII shall not be precluded by
Articles XI to XV or Section B of Article XVIII of this Agreement
from applying measures to direct its exports in such a manner as to
increase its earnings of currencies which it can use without
deviation from the provisions of Article XIII."

II. Export charges

5. The following provisions have a bearing on export duties, taxes and other

charges:

(a) Paragraph I of Article XI, which reads with the wording relating

to imports omitted:

"No prohibitions or restrictions other than duties, taxes or
other charges, whether made effective through quotas,. . .export
licenses or other measures, shall be instituted or maintained by any
contracting party. . .on the exportation or sale for export of any
product destined for the territory of any other contracting party."

(b) Paragraph I of Article I, which reads with the wording relating

to imports omitted:

"With respect to customs duties and charges of any kind imposed
on or in connection with. . .exportation or imposed on the inter-
rational transfer of payments for. . .exports, and with respect to
the method of levying such duties and charges, and with respect to
all rules and formalities in connection with. . .exportation, and
with respect to all matters referred to in paragraphs 2 and 4 of
Article III, any advantage, favour, privilege or immunity granted by
any contracting party to any product. . .destined for any other
country shall be accorded immediately and unconditionally to the like
product. . .destined for the territories of any other contracting
parties." I/
(c) Paragraph I of Article XXVIII bis, which reads with the wording

relating to imports omitted;

"The contracting parties recognize that customs duties often
constitute serious obstacles to trade; thus negotiations on a
reciprocal and mutually advantageous basis, directed to the
substantial reduction of the general level of tariffs and other
charges on. . .exports. . ., and conducted with due regard to the

,objectives of this Agreement and the varying needs of individual
contracting parties, are of great importance to the expansion of
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international trade. The CONTRACTING PARTIES may therefore sponsor
such negotiations from time to time." I/

(d) Paragraph 8 of Article XXXVI, which reads:

"The developed contracting parties do not expect reciprocity for
commitments made by them in trade negotiations to reduce or remove
tariffs and other barriers to the trade of less-developed contracting
part ies."

1/ Paragraphs l(a) and (b) of Article XVII read with the wording relating
to imports omitted:

"(a) Each contracting party undertakes that if it establishes or
maintains a State enterprise, wherever located, or grants to any
enterprise, formally or in effect, exclusive or special privileges,
such enterprise shall, in its. . .sales involving. . .exports, act in
a manner consistent with the general principles of non-discriminatory
treatment prescribed in this Agreement for governmental measures
affecting. . .exports by private traders.
(b) The provisions of sub-paragraph (a) of this paragraph shall he
understood to require that such enterprises shall, having due regard
to the other provisions of this Agreement, make any such. . .sales
solely in accordance with commercial considerations, including price,
quality, availability, marketability, transportation and other
conditions of. . .sale, and shall afford the enterprises of the other
contracting parties adequate opportunity, in accordance with
customary business practice, to compete for participation in
such. . .sales."

A note to paragraph I of Article XVII provides inter alia:
"The charging by a state enterprise of different prices for its

sales of a product in different markets is not precluded by the
provisions of this Article, provided that such different prices are
charged for commercial reasons, to meet conditions of supply and
demand in export markets." (Footnote in text.)

1/ Article XVII is entitled "State Trading Enterprises." Paragraph 3 of
this Article reads:

"The contracting parties recognize that enterprises of the kind
described in paragraph l(a) of this article might be operated so as
to create serious obstacles to trade; thus negotiations on a
reciprocal and mutually advantageous basis designed to limit or
reduce such obstacles are of importance to the expansion of
international trade."

A note to this provision reads with the wording relating to imports omitted:
"Negotiations which contracting parties agree to conduct under

this paragraph may be directed towards the reduction of duties and
other charges on. . .exports or towards the conclusion of any other
mutually satisfactory arrangement consistent with the provisions of
this Agreement." (Footnote in text.)
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A note to this provision states inter alia:

"It is understood that the phase 'do not expect reciprocity'
means, in accordance with the objectives set forth in this Article,
that the less-developed contracting parties should not be expected,
in the course of trade negotiations, to make contributions which are
inconsistent with their individual development, financial and trade
needs, taking into consideration past trade developments."

(e) Paragraph l(a) of Article 11, which reads:

"Each contracting party shall accord to the comerce of the
other contracting parties treatment no less favourable than that
provided for in the appropriate Part of the appropriate Schedule
annexed to this Agreement."

The schedules annexed to the General Agreement contain only two

export duty bindings. I/

(f) Paragraph I of Article VII, which reads with the wording

relating to imports omitted:

"The contracting parties recognize the validity of the general
principles of valuation set forth in the following paragraphs of this
Article, and they undertake to give effect to such principles, in
respect of all products subject to duties or other charges or
restrictions on. . .exportation based upon or regulated in any manner
by value. Moreover, they shall, upon a request by another contract-
ing party review the operation of any of their laws or regulations
relating to value for customs purposes in the light of these princi-
ples. The CONTRACTING PARTIES may request from contracting parties
reports on steps taken by them in pursuance of the provisions of this
Article."

(g) Paragraph I of Article VII, which reads with the wording

relating to imports omitted:

I/ See GATT, Consolidated Schedules of Tariff Concessions, Volume .3, Geneva,
1952, page 135; and GATT, Third Certification of Changes to Schedules to the
General Agreement on Tariffs and Trade, Geneva, 1974, p. 763. (footnote in
text.)
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"(a) All fees and charges of whatever character (other than.. .
export duties and other than taxes within the purview of Article Ill)
imposed by contracting parties on or in connexion with...
exportation shall be limited in amount to the approximate cost of
services rendered and shall not represent an indirect protection to
domestic products or a taxation of. . .exports for fiscal purposes.

"(b) The contracting parties recognize the need for reducing the
number and diversity of fees and charges referred to in sub-paragraph
(a).

"(c) The contracting parties also recognize the need for minimizing
the incidence and complexity of. . .export formalities and for
decreasing and simplifying. . .export documentation requirements."

For exceptions to the above provisions see paragraphs 6 to S below.

111. General Exceptions.

6. According to paragraph 9(b) of Article XV nothing in the General Agreement

shall preclude:

"the use by a contracting party of restrictions or controls on...
exports, the sole effect of which, additional to the effects
permitted under Articles XI, XII, XIII and XIV. is to make effective
such exchange controls or exchange restrictions."

7. Article XX entitled "General Exceptions" reads as follows:

"Subject to the requirement that such measures are not applied
in a manner which would constitute a means of arbitrary or
unjustifiable discrimination between countries where the same
conditions prevail, or a disguised restriction on international
trade, nothing in this Agreement shall be construed to prevent the
adoption or enforcement by any contracting party of measures:

(a) necessary to protect public morals;

(b) necessary to protect human, animal or plant life or health;

(c) relating to the importation or exportation of gold or silver;

(d) necessary to secure compliance with laws or regulations which
are not inconsistent with the provisions of this Agreement, including
those relating to customs enforcement, the enforcement of monopolies
operated under paragraph 4 of Article II and Article XVIII, the
protection of patents, trade marks and copyrights, and the prevention
of deceptive practices;
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(e) relating to the products of prison labour;

(f) imposed for the protection of national treasures of artistic,
historic or archaeological value;

(g) relating to the conservation of exhaustible natural resources if
such measures are made effective in conjunction with restrictions on
domestic production or consumption;

(h) undertaken in pursuance of obligations under any
intergovernmental commodity agreement which conforms to criteria
submitted to the CONTRACTING PARTIES and not disapproved by them or
which is itself so submitted and not so disapproved;

(i) involving restrictions on exports of domestic materials
necessary to ensure essential quantities of such materials to a
domestic processing industry during periods when the domestic price
of such materials is held below the world price as part of a
governmental stabilization plan; Provided that such restrictions
shall not operate to increase the exports of or the protection
afforded to such domestic industry, and shall not depart from the
provisions of this Agreement relating to non-discrimination;

(j) essential to the acquisition or distribution of products in
general or local short supply; Provided that any such measures shall
be consistent with the principle that all contracting parties are
entitled to an equitable share of the international supply of such
products, and that any such measures, which are inconsistent with the
other provisions of this Agreement shall be discontinued as soon as
the conditions giving rise to them have ceased to exist. The
CONTRACTING PARTIES shall review the need for this sub-paragraph not
later than 30 June 1960."

8. According to Article XXI entitled "Security Exceptions" nothing in the

General Agreement shall be construed:

(a) to require any contracting party to furnish any information the
disclosure of which it considers contrary to its essential security
interests; or

(b) to prevent any contracting party from taking any action which it
considers necessary for the protection of its essential security
interests

(i) relating to fissionable materials or the materials from

which they are derived;
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(ii) relating to the traffic in arms, ammunition and implements
of 63r and ti such traffic in other goods and materials as
ia. "arried on directly or indirecLly for the purpose of
supplying a military establishment;

(iii) taken in time of war or other emergency in international
relations; or

(c) to pre-tent any contracting party from taking any action in
pursuance of its obligations under the United Natons Charter for the
maintenance of internationall peace and security."

IV. Other provisions -elating to export restrictions ind charges

9. In the context of :he objectives of paragraph 1 of Article XXXVI,

incuding sub-paragriph (f) of the Article, the following provisions have a

bear ing on export rest: ict ions and charges:

(a) Parapraph 4 of Article XXXVI:

"Given the continued dependence of many less-developed
contracting parties on the exportation of a limited range of primary
products, there is need to provide :n the largest possible measure
more favourable and acceptable conditions of access to world markets
for these products, and wherever appropriate to devise measures
designed to stabilize and improve .ondit.ions of world markets in
these products, including in particular measures designed to attain
stable, equitable and remunerative prices, thus permitting an
expansion of world trade and demand and a dynamic and steady growth
of the real export earings of these countries so as to provide them
with expanding resources for their economic development."

(b) Paragraph 5 of Article XXXVI:

"The rapid expansion of the economies of the less-developed
contracting parties will be facilitated by a diversification of the
structure of their economies and the avoidance of an excessive
dependence on the export of primary products. There is. therefore,
need for increased access in the largest possible measure to markets
under favourable conditions for processed and manufactured products
currently or potentially of particular export interest to
less-developed contracting parties."

(c) Paragraph 0 of Article XXXVI:

"The adoption of measures to give effect to these principles and
objectives shall be a matter of conscious and purposeful effort on
the part of the contracting parties both individually and jointly."
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(d) Paragraph 2(a) of Article XXXVIII:

In particular, the CONTRACTING PARTIES shall:

where appropriate, take action, including action through inter-
national arrangements, to provide improved and acceptable conditions
of access to world markets for primary products of particular
interest to less-developed contracting parties and to devise measures
designed to stabilize and improve conditions of world markets in
these products including measures designed to attain stable,
equitable and remunerative prices for exports of such products."

V. Publication and notification

10. Article X is entitled "Publication and Administration of Trade

Regulations". Paragraph I of this Article reads:

"Laws, regulations, judicial decisions and administrative
rulings of general application, made effective by any contracting
party, pertaining to the classification or the valuation of products
for customs purposes, or to rates of duty, taxes or other charges, or
to requirements, restrictions or prohibitions on imports or experts
or on the transfer of payments therefor, or affecting their sale,
distribution, transportation, insurance, warehousing, inspection,
exhibition, processing, mixing or other use, shall be published
promptly in such a manner as to enable governments and traders to
become acquainted with them. Agreements affecting international
trade policy which are in force between the government or a
governmental agency of any contracting party and the government or
governmental agency of any other contracting party shall also be
published. The provisions of this paragraph shall not require any
contracting party to disclose confidential information which would
impede law enforcement or otherwise be contrary to the public
interest or would prejudice the legitimate commercial interests of
particular enterprises, public or private."

Paragraph 3 of this Article reads:

"(a) Each contracting party shall administer in a uniform,
impartial and reasonable manner all its laws, regulations, decisions
and rulings of the kind described in paragraph I of this Article.

"(b) Each contracting party shall maintain, or institute as soon
as practicable, judicial, arbitral or administrative tribunals or
procedures for the purpose, inter alia, of the prompt review and
correction of administrative action relating to customs matters.
Such tribunals or procedures shall be independent of the agencies
entrusted with administrative enforcement and their decisions shall
be implemented by, and shall govern the practice of, such agencies
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unless an appeal is lodged with a court or tribunal of superior
jurisdiction within the time prescribed for appeals to be lodged by
importers; Provided that the central administration of such agency
may take steps to obtain a review of the matter in another proceeding
if there is good cause to believe that the decision is inconsistent
with established principles of law or the actual facts."

11. Paragraph 4(a) of Article XVII, entitled "State Trading Enterprises",

reads with the wording relating to imports omitted:

"Contracting parties shall notify the CONTRACTING PARTIES of the

products which are. . .exported from their territories by enterprises

of the kind described in paragraph l(a) of this Article."

10.5.2. Background

Although the bulk of negotiatio-s on the MTN has focused upon

problems of restrictions on importations, recent experience has shown that

restrictive practices regarding the exportation of goods or services from a

country may be as disruptive to rhe world economic system as restrictions on

importations. I/ The Congress expressed its concern regarding the disruptive

effects of export restrictions in the Trade Act of 1974, when in section 121(a)

(7) and (8) it instructed the President to take action to bring about trade

agreements that would be consistent with the following principles:.

(7) the improvement and strengthening of the provisions of
GAIT and other international agreements governing access to
supplies of food, raw materials, and manufactured or
semi-manufactured products including rules and procedures
governing the imposition of export controls, the denial of fair
and equitable access to such supplies, and effective
consultative procedures on problems of supply shortages,

(8) the extension of the provisions of GATT or other
international agreements to authorize multilateral procedures
by contracting parties with respect to me-.•.er or nonmember
countries which deny fair and equitable access-to supplies of

I/ See Pollack, "The Economic Consequences of the Energy Crisis," 52
Foreign Affairs 452 (April 1974).
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food, rav materials and manufactured or semi-manufactured
products and thereby substantially injure the international
community.

In the early stages of the Tokyo Round the U.S. sought to improve the rules

governing the use of trade restrictions affecting exports and to add new

obligations. By November 1978, however, it had become apparent that an

agreement covering any "new" rights and obligations would not be reached.

At present it appears that not even such strengthening of the present rules

will emerge from the MTN; only changes in disputes settlement procedures as

they might relate to export restraints will emerge from the negotiations. I/

The increasing attention given to export restraints in internati.ral

trade necessitates that the current status of such restraints under the GATT

be examined and general problems vith the present rules be identified. In the

absence of a specific agreement it is obviously impossible to identify vith

precision U.S. domestic legislative changes that may be required to implement

an international agreement on export restrictions. The present analysis is

intended merely to briefly describe U.S. lay regarding export restrictions to

illustrate the myriad reasons for which export restrictions may nov be

imposed, and which may be affected by a future agreement.

The Use of Export Restrictions

Export restrictions come in a variety of types and are used for a

variety of reasons. Assistant Secretary of the Treasury C. Fred Bergsten has

identified several reasons for the use of such restrictions including:

11 Executive Summ&ry, Framework (January 3, 1979), at 234.



2~25

(I) to reinforce doma-tic price controls;
(2) to improve the term of trade;
(3) to avoid "unacceptable" price rises;
(4) to capture for exporting countries the scarcity rents generated

by other countries' import controls;
(5) to conserve limited resources;
(6) to develop domestic processing industries;
(7) to avoid physical shortages;
(8) for revenue reasons;
(9) to limit the military and economic capability of other

countries;
(10) for foreign policy reasons. 1/

The methods used to restrict exports have included quantitative

restrictions on exports, taxes on exports, quantitative restrictions on

domestic production, and taxes on domestic production. 2/ The products that

have been restricted by various countries in the past include textile

machinery, rice, soybeans, bananas, bauxite, and of course, oil.

The worldwide pattern of inflation is seen by many authorities as the

primary factor lying behind the increased use of export restrictions. In the

words of Bergsten:

They (export rest-ictions) usually represented national efforts
to export inflation and the effects of shortages, especially of raw
materials, just as import controls represented national efforts to
export unemployment and the effects of excess production. 3/

If one goal of the export restriction is to increase export earnings,

or at least avoid reductions in such earnings, the restrictions most likely to

be effective are those which are undertaken (I) for a limited period, (2) in a

good with few substitutes, and (3) by a country or group of countries which

1/ Bergsren, "Completing the GATT: Toward New International Rules to Govern
Export controls," British-North America Comittee (1974) at 5-10 (as quoted in
J. Jackson, Legal Problems of International Economic Relations 916 (1977))

2/ Id. at 6.
3/ Id. at 2.
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largely dominate the world market. I/ Because of the potentially high costs

of maintaining export restrictions on goods that do not meet these criteria,

in the long run countries may be hesitant to impose restrictions on other

goods regardless of the goals that they wish to achieve.

The present GATT provisions regarding export restrictions have been

criticized largely for two reasons: (1) the exceptions provided render any

prohibition on their use meaningless and (2) the lack of an effective disputes

mechanism makes enforcement of any rules impossible. Export restrictions are

mentioned in several sections of the GATT. 2/ In 1950 the Contracting Parties

to GATT examined several types of quantitative export restrictions and

determined that the following ones were violative of GATT, falling outside of

exceptions:

(I) export restrictions used by a contracting party for the
purpose of obtaining the relaxation of another contracting
party's import restrictions;

(Gi) export restrictions used by a contracting party to obtain
a relaxation of another contracting party's export
restrictions on commodities in local or general short

1/ Id. at 15.
2/ Export restrictions provisions include the following:

(1) Art. I - MFN treatment
(2) Art. VIII - Fees on exportation are to be limited to the

approximate cost of services rendered.
(3) Art. X - Requirement of publication of export regulations.
(4) Art. XI - Quantitative Restrictions (QR's) prohibited for

exports. Exceptions provided for: (a) restrictions for prevention
or relief of critical shortages of foodstuffs; (b) restrictions
for standards.

(5) Art. XIII - Non-discriminatory administration of QR's.
(6) Art. XIV- Exceptions to Art. XIII non-discrimination.
(7) A.rt. XVI - General exceptions to GATT.
(8) Art. XV- Restrictions permitted for exchange control.
(9) Art. XXI - Security Exceptions
Art. XX - Generalized exceptions from GATT which must not be applied
"arbitrarily" or "unjustifiably".
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,ipp~y,.,r ;ith.erwis.e to obtain an advantage in the procurement
frum anotherr contracting party of •,ich commodities;

(iii) restrictions used by a contracting party on the export of raw
materials, in order to protect or promote a domestic
fabricating industry; and

(iv) export restrictions used by a contracting party co avoid price
competition among exporters. 1/

Despite the declaration that such restrictions are unwarranted under

GAI'T the present provisions contain ample exceptions to enable a country that

is determined to impose export restrictions in conformance with GATT to find a

pruvis'on that fits its situation. The general exceptions found in Article XX

include measures:

(a) necessary to protect public morals;
(b) necessary to protect human, animal or plant life )r health;
(c) relating to the importation or exportation of gold or silver;
(d) necessary to secure compliance with laws or regulations not

inconsistent with GATT, including laws concerning patents.
trademarks, and deceptive practices;

(e) relating to the products of prison labor;
(f) imposed to protect national historic or artistic treasures;
(g) relating to the conservation of exhaustible natural resources;
(0) undertaken pursuant to commodity agreements conforming to

certain criteria;
(i) involving restriction on exports of domestic materials necessary

to ensure essential quantities of such materials to a domestic
processing industry during periods when the domestic price of
such materials is held below the world price as part of a
governmental stabilization plan;

(j) essential to the acquisition or distribution of products in
general or local short supply.

Article XI also permits certain export prohibitions, when they (1) are

temporarily applied to prevent or relieve critical shortages of foodstuffs or

other critical prodacts, or (2) are necessary to the application of standards

I/ See The General Agreement on Tariffs and Trade, "The Use of Quantitative
Restrititons for Protective and other Commercial Purposes" (Geneva, 1950), at
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or regulations for the classification, grading, or marketing of comodities in

international trade.

Perhaps the most important exception to the present GATT rules is

the fact that the provisions only apply to quantitative restrictions, leaving

open the possibility that countries could apply export taxes or fees

consistent with GATT. Unlike the GATT provisions on import restrictions which

have appended to them tariff schedule concessions, the GATT obligations on

export restrictions contain no explicit provision for concessions. Som*.

leading commentators have seen this lack of a concessions schedule as a major

problem. I/

A disputes resolution mechanism is almost wholly lacking as GATT

stands today. In the history of GATT only three complaints against export

restrictions have been made, the last one having been made in 1952. 2/ In

theory, the export restrictions disputes should fall within the same

provisions that are to be used for import restrictions, Article XXII

(consultation) and Article XXIII (nullification or impairment). But in

practice these articles have not been effectively used. The reasons for their

lack of use are probably the same reasons that the disputes resolution

mechanism has not been used with regard to import restrictions. They include

perceptions by some countries that the panels deciding the disputes are less

than impartial and that long delays are inevitable before a resolution of a

dispute is forthcoming. 3/ Coupled with the many rather vague exceptions to

I/ Roessler, "GATT and Access to Supplies," 9 J. World Trade L. 25 (1975).
T/ Id. at 30.
3/ For a discussion of the general problems with disputes settlement, see

Jackson, "Governmental Disputes in International Trade Relations: A Proposal
in the Context of GATT," 13 J. World Trade L. 1 (1979).
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the obligations not to use export restrictions, the chances of a country

adversely effected by export restrictions t'ceiving relief through the GATT

dispute resolution seem slim under the present provisions.

Changes Proposed and the Present Status of the Negotiations

By July 1978 it seemed that substantial progress had been made at

the MTN in Geneva on the issue of export restriction. The MTN delegates

reported Lhat for the first time the developed countries and the

LDC's had reached agreement on a working text. That text provided for several

major changes in the export restrictions provisions. These major changes are

as follows: I/

(I) Information relevant to consultations -

a) upon request, any export restrictions implemented under
Article I by QR's shall require the party imposing the
restriction to furnish information establishing that the
measure is consistent with the provisions of Article XIII;
b) restrictions under Art. XI shall require upon request a
showing that product shortages are "critical," that the
products are "essential," and that the measures will be applied
"temporar i ly;"
c) restrictions under Art. XX shall require the party, upon
request, to show that the measure will not be applied
arbitrarily or unjustifiably and that other relevant
requirements of Art. XX have beer met.

(2) Surveillance and follow-up - Tentative provision for a
subsidiary body which would review developments and advise the
contracting parties.

The U.S. MTN delegation also reported in November that the

negotiation of additional rights and obligations (contained in Part B of the

Note by the Secretariat) should address certain subject areas, but stated that

the conclusion of negotiations on these new rights and obligations were not to

be expected in the current round. Future negotiations on export restrictions

15/ See Note by the Secretariat, KTN/INF/20/Iev. 1, July 7, 1978.
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were to address the following:

(1) More precise definitions - particularly needed for determining
when QR's can be used; also needed for deciding the duration of
"temporary" export restrictions;

(2) Discriminatory action under Article XX - eliminating the
possibility of such action;

(3) Export embargoes - whether the use should be subject to rules
separate from rules on export restrictions in general;

(4) Progressive liberalization of restrictions - including problems
over the base period to be used;

(5) Binding of export taxes - the negotiation of such binding and
their inclusion in the GATT Schedules, including problems
relating to emergency action and renegotiation;

(6) Developing countries - consideration of their special problems.

10.5.3 Implementation

Because the MNT has not made much headway with regard to export

restrictions it would be pointless to undertake a paragraph by paragraph

description of current U.S. laws permitting export restrictions and an

analysis of how such laws would have to be changed to bring them into

conformance with new GATT obligations. What follows instead is a brief

description and analysis of the major U.S. laws dealing with export

restrictions. Several of the less far-reaching U.S. laws which contain

provisions for export restrictions are contained in Appendix A.

A. Section 301 of the Trade Act of 1974.

Section 301 1/ grants to the President the power to "take all

1/ 19 U.S.C. 2411 (1976). Section 301 provides in full:
(a) Whenever the President determines that a foreign country or

instrumentality--
(1) maintains unjustifiable or unreasonable tariff or other

import restrictions which impair the value of trade co--itments made
(Continued)
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(Continued)
to the United States or which burden, restrict, or discriminate against United
States commerce,

(2) engages in discriminatory or other acts or policies which
are unjustifiable or unreasonable and which burden or restrict
"nited States commerce,

(3) provides subsidies (or other incentives having the effect
of subsidies) on its exports of one or more products to the United
States or to other foreign markets which have the effect of
substantially reducing sales of the competitive United States
product or products in the United States or in those other foreign
markets, or

(4) imposes unjustifiable or unreasonable restrictions on
access to supplies of food, raw materials, or manufactured or
semimanufactured products which burden or restrict United States
comer ces

The President shall take all appropriate and feasible steps within his power
to obtain the elimination of such restrictions or subsidies, and he --

(A) may suspend, withdraw, or prevent the application of, or
may refrain from proclaiming, benefits of trade agreement
concessions to carry out a trade agreement with such country or
instrumentality; and

(B) may impose duties or other import restrictions on the
products of such foreign country or instrumentality, and may impose
fees or restrictions on the services of such foreign country or
instrumentality, for such time as he deems appropriate.

For purposes of this subsection, the term "commerce" includes services
associated with the international trade.

(b) In determining what action to take under subsection (a), the
President shall consider the relationship of such action to the purposes of
this Act. Action shall be taken under subsection (a) against the foreign
country or instrumentality involved, except that, subject to the provisions of
section 302, any such action may be taken on a nondiscriminatory treatment
basis.

(c) The President in making a determination under this section, may take
action under subsection (a)(3) with respect to the exports of a product to the
United States by a foreign country or instrumentaility if --

(1) the Secretary of the Treasury has found that such country
or instrumentality provides subsidies (or other incentives having
the effect of subsidies) on such imports;

(2) the International Trade Commissior. has found that such
exports to the United States have the effect of substantially
reducing sales of the competitive United States product or products
in the United States; and

(3) the President find that the Antidumping Act, 1921, and
section 303 of the Tariff Act of 1930 are inadequate to deter such
practices.

(Continued)
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(Continued)
(d)(l) The President shall provide an opportunity for the presentation

of views concerning the restrictions, acts, policies, or practices referred to
in paragraphs (1). (2). (3). and (4) of subsection (a).

(2) Upon complaint filed by any interested party with the special
Representative for Trade Negotiations alleging any such restriction, act,
policy, or practice, the Special Representative shall conduct a review of the
alleged restriction, act, policy, or practice, and, at the request of the
complainant, shall conduct public hearings thereon. The Special
Representative shall have a copy of each complaint filed under this paragraph
published in the Federal Register. The Special Representative shall issue
regulations concerning the filing of complaints and the conduct of reviews and
hearings under this paragraph and shall submit a report to the House of
Representatives and the Senate semi-annually sumarizing the reviews and
hearings conducted by it under this paragraph during the preceding 6-month
period.

(e) Before the President takes any action under subsection (a) with
respect to the import treatment of any product or the treatment of any
service --

(1) he shall provide an opportunity for the presentation of
views concerning the taking of action with respect to such product
or service,

(2) upon request by any interested person, he shall provide for
appropriate public hearings with respect to the taking of action
with respect to such product or service, and

(3) he may request the International Trade Commission for its
views as to the probable impact on the economy of the United States
of the taking of action with respect to such product or service.

If the President determines that, because of the need for expeditious action
under subsection (a), compliance with paragraphs (1) and (2) would be contrary
to the national interest, then such paragraphs shall not apply with respect to
such action, but he shall thereafter promptly provide an opportunity for the
presentation of views concerning the action taken and, upon request by any
interested person, shall provide for appropriate public hearings with respect
to the action taken. The President shall provide for the issuance of
regulations concerning the filing of requests for, and the conduct of,
hearings under this subsection.
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appropriate and feasible steps" to obtain the elimination of certain

restrictions of foreign countries. Among the restrictions that the President

is empowered to respond to is one that "imposes unjustifiable or unreasonable

restrictions on access to supplies of food, raw materials, or manufactured or

senimanufactured products which burden or restrict United States coercee" 1/

To date no complaint has been filed by an interested party in the

United States charging that 301(a)(4) is being violated. 2/

The most important point regarding section 301(a)(4) is the vide

scope of authority that it grants the President to make responses. The House

Ways and Means Comittee Report described the requirements for taking action

under this section as follows:

In this section 'unjustifiable' refers to restrictions which
are illegal under international lav or inconsistent with
international obligations. 'Unreasonable' refers to
restrictions which are not necessarily illegal but which
nullify or impair benefits accruing to the United States under
trade agreements or otherwise discriminate against or unfairly
restrict or burden U.S. co erce. 3/

The Senate Finance Comittee Report was even more explicit in its

insistence that section 301(a)(4) was to be interpreted without regard to GATT

procedures:

The Comittee is not urging that the United States
undertake wanton or reckless retaliatory action under section
301 in total disdain of applicable international agreements.
However, the Coittee felt it was necessary to make it clear
that the President could act to protect U.S. economic interests

1/ Section 301(a)(4).
21 See Appendix C, Vol. No. I, Introduction and Overview of Legal Issues.
3H/ house Report 95-571, 93d Cong., lot Seas. (1973) at 65.
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whether or not such action was consistent with the articles of
an outmoded agreement initiated by the Executive 25 years ago
and never approved by the Congress. 1/

The present provisions of section 301 permit the President to impose

quotas to obtain the elimination of foreign export restrictions. 2/ The

actions taken by the President are to continue for an unlimited amount of

time. Under the terms of section 301 the Special representative for Trade

Negotiations is required to conduct a review of complaints filed with it

alleging restrictions and, at the request of the coiplainant, must conduct

public hearings. 3/ Generally section 301 actions were designed to be taken

on a selective rather than an XFN basis. 4/ Section 302 of the Trade Act of

1974 specifically provides for Congressional disapproval of section 301

actions taken on an MFl basis and restriction of the action to the country

which was applying the export restriction under section 301(a).

B. The Export Administration Act

The heart of U.S. law concerning export restrictions is 50 U.S.C.

App. 2401-2413 (1976). These sections, known collectively as the Export

Administration Act, are designed to effectuate several purposes. Section 2402

sets forth the Congressional policies embodied in the act, including the

protection of U.S. security, the protection of U.S. economy from the excessive

drain of scarce materials, the reduction of inflation, removal of foreign

1/ S. Rep. No. 93-1298, 93d Cong., 2d Seas. 166 (1974).
2/ See section 301(a)(B).
3/ See section 301(d)(2).
4/ See S. Rep. No. 93-1298, 93d Cong., 2d Sess. 166 (1974).
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power of the President to achieve the policies of section 2402 is set forth in

section 2403(b)(1), which states that "the President may prohibit or curtail

the exportation, except under such rules and regulations as he shall

prescribe, of any articles, materials, or supplies, including technical data

or other information. . . ." Section 2403(i) provides that the President's

authority to enact restrictions to protect the U.S. economy from scarcities of

materials or to reduce inflation shall include but not be limited to, the

imposition of export license fees." Section 2405 provides criminal penalties

for the knowing violation of any provision of the Export Administration Act.

The Export Administration Act, like section 301 of the Trade Act of

1974, provides wide discretion for Presidential action. The present GATT

exceptions from prohibition or the use of export restrictions parallel the

reasons for which restrictions can be used under the Export Administration Act

in several respects. For example, both GATT and the Export Administration Act

provide for use of restrictions to conserve scarce natural resources; both

allow restrictions to protect human life; both permit measures to relieve

critical shortages of supply.

The present Export Administration Act expires on September 30 of

this year. Some changes may be made with regard to the stringency of controls

under that Act. At present two bills have been introduced in the Congress

dealing with extension of authority, S. 737 and H.R. 3216 2/.

1/ See 50 U.S.C. App. 2402 (1976).
T/ rS-e 3i.-iham and Johnson, "A Rational Approach to Export Controls," 57

Foreign Affairs 894 1979).
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C. Other Important Controls

In addition to the Commerce Department, which administers the

regulations issued pursuant to the Export Administration Act, tvo other

departments have a major role in uiational security related exports. The

Trading with the Enemy Act 1/ is administered by the Treasury Department.

Uider the Mutual Security Act of 1954, 2/ the State Department administers a

licensing system regarding arms, ammunition, and technical data. A number of

other controls also affect a variety of products, including: (1) Narcotic

Drugs Import and Export Act (21 USC 958 (1976)); (2) Atomic Energy Act of 1954

(42 USC 2011 et seq. (1976)); (3) Natural Gas Act of 1938 (15 USC 717 et seq.

(1976)); (4) Federal Power Act (16 USC 825 (1976)); and (5) Tobacco and Seed

and Plant Exportation Act of 1954 (7 USC 516, 517 (1976)).

With the gradual elimination of import restrictions as distortions

and with continued inflation throughout the world, it is probable that export

restrictions will play a larger role in the future of international trade. If

this is the case, it will be necessary to ensure all nations that relevant

information is available so that it may be determined if GATT is being

complied with. Rules explicitly dealing with the problems of export embargoes

and export taxes may be necessary. Such changes in GATT would in all

probability require major changes in U.S. law, which at present allows a

number of opportunities to impose various export restrictions. Until such

agreements are entered into at the international level, however, U.S. export

laws will not require amendment.

1/ 50 U.S.C. App. I et Meq. (1976).
2/ 50 U.S.C. App. 1876 (1976).
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Background and current status

Domestic and imported distilled spirits are subject to U.S. internal

revenue taxes; in addition, imported distilled spirits are subject to

U.S. import duties. The United States levies an internal revenue tax of

$10.50 on each ploof gallon (or wine gallon, when the beverage is below

proof)l/ of domestic and imported distilled beverages. In short, if the

beverage tests over 100 proof, it is taxed a proportionate additional amount

of the base tax; but if it is below 100 proof, it nevertheless pays the

full $10.50 per gallon base rate. 2/ The U.S. import duty on distilled

spirits is assessed in the same manner as the excise tax, but at the

rate specified "per gallon" in the Tariff Schedules of the United States (TSUS).

In sum, the beverage which is assessed when it is below 100 proof actually

bears a higher tax or duty per unit of proof.

The internal revenue tax is assessed an domestically produced spirits

at a point in the production process vhen the product is at or above 100

proof, an,. before it has been "cut" (diluted with water) to the lower proof

at which it is normally bottled (for whiskey, usually 80 to 86 proof).

Imported spirits may also be assessed at this "low-tax-rate-point" in the

production process if they are shipped in bulk to the United States and

bottled after entering the country. However, if the spirits shipped

already have been bottled, they normally have been cut to 80-86 proof

(in the case of whiskey, more for some other beverages), and therefore

1/ 26 USC 55001(a)(1). The term "proof" refers to the ethyl alcohol
content of a liquid at 60 degrees Fahrenheit stated as twice the percent
of ethyl alcohol by volume; e.g., a gallon of pure ethyl alcohol is 200
proof and is equivalent to 2 proof gallons. A "proof gallon" is the
equivalent of a U.S. gallon containing 50 percent of ethyl alcohol by
volume, i.e., 100 proof. A "wine gallon" is a standard U.S. gallon of
liquid measure equivalent to a volume of 231 cubic inches.

2/ The majority of U.S. imports of distilled spirits less than 1000 proof
enter the U.S. in bottled form.
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must pay approximately 14-20 percent more tax than the competing bottle of

domestic distilled spirits (or foreign spirits imported in bulk). For

example, the domestic producer of an 86 proof whiskey pays an internal

revenue tax of $9.03 per bottled gallon (proof-gallon assessment) on his

product, while the foreign shipper of a bottled Canadian whiskey to the

United States pays a tax of $10.50 (vine-gallon assessment) on his product.

The imported Canadian whiskey also is assessed an import duty of 62 cents

per gallon (wine-gallon assessment) that is 9 cents more per gallon than if

the duty were assessed on a proof gallon basis. In effect, the assessment

of the excise tax and duty on the bottled Canadian whiskey on a vine gallon

basis results in $1.56 per gallon difference compared to an assessment on

a straight proof gallon basis.

The European Community, Canada, Jamaica, Trinidad and Tobago, Poland,

and Bangladesh have requested the elimination of the U.S. wine gallon

method of assessing U.S. excise taxes and import duties on specific dis-

tilled products (e.g., brandy, cordials and liqueurs, gin, Scotch and Irish

whiskey, other whiskey, preparations in chief part of spirits, rum, and

vodka) at the Multilateral Trade Negotiations (MTN) in Geneva. This Issue

is not being dealt with multilaterally, but the United States has offered

to selectively eliminate the wine gallon assessment method on those products

requested, which correspond to individual tariff lines, in return for ade-

quate compensation from each of the requesting parties.

In effect this would mean repeal of the wine gallon method of tax

and duty assessment and the imposition of increased tariffs, equal to

the value of the wine gallon margins of revenue protection, on specific

spirits from the primary supplying countries of those spirits which do

not provide reciprocal concessions.

The United States has reached agreement with respect to the elLiina-

tion of the wine gallon assessment method with the EC, Canada and Finland.

While we are not aware of the precise concessions which the United States
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&ra-- Representative that the United States has received conces-

sions from the EC concerning U.S. tariff and non-tariff measure requests

on distilled spirits and agricultural products. The Canadian concessions

include the elimination of the "Hade In Canada/Not Made In Canada" pro-

visions from its tariff schedules, and tariff and non-tariff offers on

distilled spirits. The Finnish concessions responded to U.S. tariff

and non-tariff measure requests on distrilled spirits. It now appears

that Mexico (tequila), Trinidad and Tobago (bitters), Spain (brandy under

$9 per gallon), Israel (arrack). Peru (Pisco under $9 per gallon), and

Jamaica (r-m) will not offer adequate compensation and thus wll neces-

sitate tariff increases on the above named products.

Tariff treatment

The current tariff treatment of spirits, spirituous beverages, and

beverage preparations is as follows.

TSUS Rate of duty

GSP 1• item Description Column 1 Column 2

: 168.05 :Aquavit -------. : 42c per gal. : $5 per gal.
: 168.10 :Arrack--: $1 per gal. : $5 ver gal.
: :Bitters of all kinds containing

: spirits:
A* : 168.15 : Not fit for use as beverages---: 94¢ per gal. : $5 per gal.
A : 168.17 : Fit for use as beverages-----: 50c per gal. : $5 per gal.

:Brandy:
Pisco and singani:

In containers each holding
not over 1 gallon:

A : 168.18 : Valued not over $9 per
: ! gallon - - ._---: 62c per gal. : $5 per gal.

A : 168.23 : Valued over $9 per gallon-: $1.25 per gal. : $5 per gal.

I/ The "A" in the column entitled "GSP" indicates that the articles imported under
he particular TSUS item number are eligible for duty free treatment under the Gene-
alized System of Preferences (GSP) if produced in a designated beneficiary developing
ountry. The "A*" for TSUS item 168.15 indicates that imports under this item from
11 beneficiary developing countries, except Trinidad, are eligible for duty-free
reatment under GSP.
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: ISUS Rate of duty
GSP I/ : item Descrlttion Column I Column 2

A

A

A

A

A

A
A

50O per gal.
$1 per gal.

: In containers each holding
62 ovt.r I gallon:

168.24 : Valued not over $9 per
Pollon-----------

168.26 : Valued over $9 per gallon--,
Other:

* In container; each holding not:
over I gallon:

168.27 : Valued not over $9 per
gallon-----------------

168.2821 Valued over $9 oer gallon---:
In containers each holding

over I gallon:
168.29 : Valued not over $9 per

:gallon-- - -. .-: ---

168.3221 Valued over $9 per gallon---:
168.33 :Cordials, liqueurs, 'kirschwasser,:

: and ratafia -------------------
168.34 -Ethyl alcohol for beverage

: purposes---------------
168.35 :Gin---------
168.40 :Rum (including cana paraguaya)---:

:Whiskey:
168.45 : Irish and Scotch-----
168.46 : Other ............ :

:Tequila:
168.47 : In containers each holding not

: over 1 gallon--------------
168.48 : In containers each holding over:

1 gallon-----------------
:Other spirits, and preparations

in chief value of distilled
spirits, fit for use as
beverage or for beverage
: uTooseR!

168.52 :
168.55 :
168.90 :Imitations of brandy and other

: spirituous beverages-

per gal. :
per gal. :

per gal. :

per gal. :

per gal.

per gal.
per gal.
per gal.

51c per gal. :
62c per gal. :

$1.25 per gal.

S1.25 per gal.

$1.25 per gal.

$1.25 per gal.

$2.50 per gal.

$5 per gal.
$5 per sal.

S5 per gal.
95 per gal.

S5 per gal.

A5 per gal.

$5 per gal.

S5 per gal.
$5 per gal.
55 per gal.

$5 per ,al.
S5 per gal.

S5 per gal.

$5 per gal.

$5 per gal.

S5 per gal.

S5 per gal.

1/ The "A" in the column entitled "GSP" indicates that the articles imported
under the particular TSUS item number are eligible for duty free treatment under
the Generalized System of Preferences (GSP) if produced in a designated beneficiary
developing country.

2/ It should be noted that the rates of duty for certain brandy (items 168.2830,
168.2840, 168.3220, and 168.3240) have been temporarily increased by Executive
Order 11888 of November 24, 1975, in response to the unreasonable import restric-
tions maintaimed by the European Community upon imports of poultry from the United
States which directly and substantially burden United States commerce. These
temporary rates are designated by items 945.17, 945.18, 945.19, and 945.20 and
are listed in appendix A, page 14.

62c
$1.25

50C

$1

50c

$1.12
50c

$1.75



241

Structure of domestic industry

The major distilled beverage products produced in the United States

are whiskey, vodka, cordials and liqueurs, gin, run, and brandy. 1/ U.S.

production, exports, imports, and apparent consumption of these beveraVes

are shown in the tables listed in appendix B (pages IS-35 ). 2/

The Departmnt of Treasury reports that during fiscal ears

1972-76 the number of plants licensed by the Internal Revenue Service to

produce distilled spirits decreased from 148 to 129, while authorized

distilled spirit warehousing and bottling facilities decreased from 171

to 160. The number of distilled spirits rectifiers declined from 150 to

143 during the saw period. 3/ In 1976 there were 2,755 importers and

10.164 wholesalers licensed for alcoholtc beverage operations under the

Federal Alcohol Administration Act 4/ as shown in the following tabulation:

Year Distilled spirits plants
ending : In- : Whole-

June 30 Distillers : Warehousing : Rectifiers porters : salers
:__ _ :and bottling :

1972------: 148 : 171 : 150 : 2,302 : 9,720
1973-- --- : 145 : 166 : 129 : 2,423 : 9,796
1974-: 142 : 163 : 128 : 2,563 : 9,901
1975 136 : 162 : 146 : 2,666 : 10,014
1976 -------- : 129 : 160 : 143 : 2.755 : 10,164

l/ The Code of Federal Regulations defines distilled spirits as ethyl
alcohol, hydrated oxide of ethyl, spirits of wine, whiskey, rum, brandy,
gin and other distilled spirits, including all dilutions and mixtures
thereof, for nonindustrial use, except that this term shall not include
mixtures containing wine, bottled at 48" proof or less, if the mixture
contains more than 50 percent vine on a proof gallon basis.

2/ Statistical tables for bitters and imitations of wines and imitations
of brandy and other spirituous beverages (less significant distilled
beverages) are also included in appendix B.
3/ In brief, the 'Code of Federal Regulations defines a rectifier as a

person who purifies or refines distilled spirits or who mixes distilled
spirits or other liquor with any material.

4/ 27 CYR Chapter 1.
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A fey large concerns control the bulk of U.S. production and sales

of the whiskey industry. Most are Manufacturer-importers who produce a

variety of products and operate import divisions for the importation and

sale of imported whiskeys. It is believed the four largest companies

account for about half and the 10 largest for about 90 n'rcpnt

of total domestic shipments. Trade sources indicate about half

of U.S. vodka production is produced by five companies, but most U.S.

distillers produce one or more vodka brands. It is estimated that about

20 U.S. firms produce cordials and liqueurs and about half of these firms

consider cordial and liqueur production to be of major Importance. Trade

sources indicate gin sales of four domestic companies annually account

for about half of all gin sold in the U.S. market. It is estimated that

about a dozen firms produce run (including those located in Puerto Rico

and the U.S. Virgin Islands). The industry is dominated by one firm which

is believed to supply about 70 percent of the domestic market. Wineries

are the principal U.S. producers of brandy and in 1976, 62 plants were

authorized to produce distilled fruit beverages. About half of these

establishments are believed to market brandy as a beverage, since much of

the Californid production is abippcd to other companies where it is

bottled under a variety of labels.

Domestic production

During 1973-77, U.S. distilled spirit production considered in the

aggregate, increased from about 306 million wine gallons valued at about

$1.3 billion to 319 million wine gallons valued at $1.6 billion (table 1). l/

1/ There is no information available on domestic production of bitters
and imitation brandies and other imitation spirituous beverages.
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Domestic whiskey production declined from 147 million vine gallons

to 123 million during 1973-77 (table 2), while production of

miscellaneous spirituous beverages (mostly vodka) increased from about

71 million vine gallons to 102 million (table 5). During the same

period, U.S. gin production declined from about 37 million vine gallotis

to 33 million (table 7), while domestic production of cordial* and

liqueurs remained relatively unchanged at 26 million vine gallons (table 9).

During 1973-77, domestic rum production increased from 13 million

vine gallons to 19 million (table 11), while brandy production increased

from 13 million vine gallons to 15 million (table 14).

Imports

The quantity and value of imports of U.S. distilled spirits are shown

in total (table 1) and by type in the tables of appendix B. In 197/, total

U.S. imports of these distilled beverages amounted to about 125 million

vine gallons valued at approximately $674 million, compared to imports of

about 116 million vine gallons valued at approximately $591 million in 1973.
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U.S. imports of whiskey in 1977 amounted to about 101 million vine

.,allons valued at $527 million (table 2). The United Kingdom and

Canada were the chief suppliers, respectively accounting for 58 and

41 percent of the total value of whiskey imports (table 3). Imports of

cordials and liqueurs reached a record high of 5.8 million vine gallons

valued at $58.9 million in 1977 (table 9). France and Italy each

supplied about 28 percent of the total value of these imports (table 1O).

U.S. brandy imports amounted to 3.5 million vine gallons valued at

$42.0 million in 1971 of which France supplied about 87 percent (tables 14 and

15). Imports of gin in 1977 reached 5.3 million vine gallons valued at

$32.5 million (table 7). The United Kingdom supplied 99 percent (table 8).

Imports of miscellaneous spirituous beverages (mostly tequila) were 7.8

million vine gallons valued at $17.1 million in 1977 (table 5). Mexico

supplied 78 percent (by value) of the total (table 6 ). In 1977 U.S.

imports of rum amounted to 798, 000 wine gallons valued at $1.7 million,

with Jamaica supplying 62 percent (by value) of the total (tables 11 and 12).

Imports of bitters reached 225,000 proof gallons value at S1.2 million in

1977 (table 17). Trinidad and Tobago and Italy each supplied about 49 percent

of the total value (table 18). Imports of imitation wines, brandies and other

spirituous beverages are aincr.

Apparent U.S. consumption

During 1973-77 apparent U.S. consumption of whiskey, cordials and

liqueurs, brandy, gin, miscellaneous spirituous beverages (primarily

vodka and tequila), and run, considered in the aggregate, is estimated to

have increased from 415 million wine gallons to 437 million (table 1). During

1973-77 U.S. consumption of whiskey declined fr.m 240 million wine gallons

to 219 million (table 2), cordial and liqueur consumption increased from

29.6 million vine gallons to 32.0 million (table 9), brandy consumption

increased from 16.3 million vine gallons to 19.2 million (table 14), gin
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consumption declined from 41.5 million vine gallons to 38.2 million (table 7),

miscellaneous spirituous beverage consumption increased from 74.4 million

wine gallons to 109.4 million (table 5), and rum consumption increased from

13.4 million vine gallons to 19.8 million (table 11).

Potential effect on revenues/
I-

It is estimated that the folloving additional excise taxes and imported

duties were collected from individual countries in 1977 as a result of

using the wine-gallon/proof-gallon method of assessment rather than a

straight proof 8allon method for imported bottled distilled spirits: ZJ

Source
:Estimated Addi-
tional Tax & Duty

Collected
:Thousand dollars

Uni ted
Kingdom-------

France ----------- :

Italy ------------ :

Ireland-

Denmark---------

West Germany------:

Netherlands.-.---:

Mexico--------:

Spain --

Greece---------:

Jamaica------
Poland -----
Portugal--------:

All others-----:
Grand total--:

61,763

9,033
4,022

353

187

157

62
37,941

651
560

354

188
55
33

5,963
121,322

:Scotch, Gin, Brandy, Cordials and
: Liqueurs, etc.
:Cordials and Liqueurs, Brandy, etc.
:Cordials and liqueurs, bitters,
: etc.
:Irish whiskey, cordials and
: liqueurs, etc.
:Cordials and liqueurs, aquavit,
: etc.
:Cordials and liqueurs, brandy,
: etc.
:Cordials and liqueu:s, etc.
:Canadian whiskey, evc.
:Tequila. brandy, etc.
:Brandy, cordials and liqueurs,
: etc.
:Cordials and liqueurs, brandy,
: etc.
:Rum
:Vodka, etc.
:Brandy, cordials and liqueurs,
: etc.
:Various

I/ See also the Commission's report of May 11, 1979, to the Subcommittee
on Trade of the House Ways and Means Comittee on the effect of implemen-
tation of the WN on U.S. imports and customs revenues.

2/ Estimations based on the assumption that imports of distilled spirits
in containers less than I gallon were subject to internal revenue tax and
Juty on a wine gallon basis. Tax and duty on these imports were estimated
on the usual proof of such imports when imported.

S0-131 0 - 79 - 16 -9-

Type ofSpirit
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The wine-gallon/proof-gallon method of assessment provides a

significant source of revenue to the U.S. Treasury. It is estimated that

in recent years the United States has collected $110-121 million annually

in additional revenues resulting from the present method of assessment
compared to those which would have been collected using a method based

only on a proof-gallon basis. In 1977, about 51 percent of the estimated

difference in the extra revenue collected on imports by the two methods

was from the United Kingdom, while about 31 percent was collected on

imports from Canada. Significant amounts were also collected on imports

from France and Italy. It is estimated that the additional revenue resulting

from the wine-gallon/proof-gallon method annually accounts for about 15

percent of all U.S. excise taxes and import duties collected on imported

distilled spirits.

Widely divergent views on the consequence of the removal of the wine-

gallon/proof-gallon system have been put forth by the U.S. distilled spirit

producers and by importers. At one extreme, it is contended that the

difference in tax and duty collections would be simply transferred from

receipts of the U.S. Treasury (approximately $120million) to receipts of

the importers and foreign producers without change in existing trade

practices or patterns. On the other extreme, it is suggested that the

amount of the overpayment would be largely passed on to consumers in the

form of reduced prices for imported distilled spirits (with a concomitant

increase in competition for domestic spirits and possibly complete

elimination of the practice of importing bulk spirits for bottling in the

United States.)

The actual division to be realized is probably impossible to predict.
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However. it is likely that if foreign producers and importers realize

cost-savings from a change in the method of assessment, they are more

likely to use the savings for increased advertising rather than reduce

costs to consumers, inasmuch as distilled beverage demand generally is

relatively price inelastic.

U.S. implementation

In order to implement the agreements eliminating the wine gallon assess-

ment method it will be necessary for Congress to enact legislation amending

the Internal Revenue Code and the TSUS to provide for the assesant of taxes

and duties on the basis of proof gallon. Specifically, this necessitiates:

1. the modification of section 5001(a) of the Internal Revenue
Code of 1954 (26 U.S.C. 5001(a)) to remove references to the
wine gallon assessment method;

2. the modification of headnote 2 to part 12, of schedule 1 of
the TSUS (19 U.S.C. 1202) to delete the phrase "each and
every gauge or wine gallon measurement is counted as at
least one proof gallon";

3. the modification of the column 1 and column 2 rates of
duty in subpart D of part 12, schedule 1 of the TSUS to
a proof gallon basis;

4. the conversion of column 1 rates of duty, on spirits from
the primary supplying countries of those spirits which have
not provided reciprocal concessions, to rates of duty which
would maintain existing wine gallon margins of revenue pro-
tection; and

5. the conversion of all column 2 rates of duty in s,,bpart D of
part 12, schedule 1 of the TSUS to rates which would maintain
existing margins of revenue protection.

A conversion of all column I and column 2 rates of duty in subpart D, part 12,

schedule 1 of the TSUS to rates of duty which would maintain existing wine

gallon margins of revenue protection in the absence of the wine gallon assess-

ment method is provided in appendix C.
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In addition to the above necessary legislation the Administration

has made the following additional legislative proposals which--

1. would convert to an "all-in-bond" system of taxation
on distilled spirits. Excise taxes would be imposed
on products based on their bottled ptoof rather than
on the proof of uncut spirits,

2. would repeal the rectification tax of 30c per proof
gallon on purified or blended distilled spirits or
wines,

3. would repeal the 300 per proof gallon tax on brandies
aged in wood less than two years at the time of first
sizing or blending, and

4. would repeal the $1.92 per vine gallon tax on cordials
and liqueurs.

-12-
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Appendix A

Part 2, Subpart B, Appendix to the
Tariff Schedules of the United
States Annotated
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Table 1.--Distilled beverages: Estimated production, exports,
imports, and apparent consumption, 1973-77

Pro- : : Apparent :Ratio of imports
Period duction Exports Imports : con- : to consumption: sumption : (percent)

Quantity (1,000 vine gallons)

1973 306,447 : 6,696 : 115,821 415,359 27.9
1974------------: 313,183 7,455 : 120,058 : 417,348 : 28.8
1975------------: 327,551 6,561 : 124,355 444,572 28.0
1976 ---------- : 317,822 5,834 : 123,372 : 430,517 28.7
1977------.. ..- : 318,734 : 5,915 : 124,664 437,138 28.5

Value (1,000 dollars)

1973 --------- : 1,308,096 : 1/ 591,490 : 1/ 1/
1974------------: 1,350,378 : / 622,320 1/ : T/
1975- ----------: 1,577,218 : 1/ 642,508 : / I/
1976 ---------.---: 1,578,745 : / 674,500 : T/ T/
1977 -----------: 1,605,622 1/ : 674,336 : Y/ D

1/ Not available.

Source: Production and/or shipments compiled from official statistics of the
U.S. Department of the Treasury and the U.S. Department of Co merce; value of
production based on official statistics of the U.S. Department of Commerce and
the Bureau of Labor Statistics; imports and exports compiled from official
statistics of the U.S. Department of Commerce. Adjustment by the U.S.
International Trade Commission.

-16-
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latr ?.--., .y : Prdu fersshLPrits exports tportle 4a•d apparent

conSumptiions 1968-77.

vc a A : I,. s- '..
: : APP'I~cti : ',/. ,

-- tl:- - -° -I £104-• ; I '• 1.I: r -~ '- 4 ( 3. - , ,,

Q~.+. I) ( 1.0030 wito ralions)

190(.C 2.2--: 70.--91 : 221.423 : 31

1( ,0 ----------- . 9 0 3 . : 32

197. . . " 7*'iC 3.(01 35.(,2 : 246.)1 34

1 . . .: ],. 7 : 4.36 95.012 : V2.3i9 38

1 9 7 3. -. - -. . . . 1- -.- -1 -- . 94. F :O 2 30 .1. , :3

197 .. 143*.'.'; : 6.4 : 90. : 7343,J
. . P.1.0' : 6.7.O s 104.4SZ 243.112

Ijj; . . • -.- 1 ,3 :'i 10,1 . IO It. 2 ,119. 3 44

1911 . : 3.4,¶. S : 3O 1., 2- - -33 
4 86

. . a

Vilue ( 1.000 do1f3lb)

-: '. : :19€ ; . .. ... ... : ]1 , .(, : 8 .2 03 : 195 . 8 o? :S/

1969 ----------. . : 747..::-, . • . • ;+ 1 :"

762,.l : 11.3.17 457.01 :.
1910 . .- - 749.6%17' : 1.,99 . 20. 5 1 $I 9
191 7 1 --- ---

M.. . . : ) .& 19.3'.7 5u

726.4A : 21.40 5 .159
1973 ------------- 5.1 2 3.3266 51

1971- . . . ..

19.. 3.3e 5.09

5 .0 1 .21,5. 0 1
1973------- 5.8 ry3343509,----------- 4

197 1----------- .

1 1 a

ar .

1. . i~ le I t~a ' . ' ,'a d -4.1d to c.~ cci. tIra

y rt, A : - :- j% Lic et 1. L t It d a:

v, of-; •( t!.; i-o, ( er vi e ait

19, ......:a- I . . : d l,.I ... : i 3.-. )8. : $.533 :t- :r.~ .C p1C~ d 'aihu..4

tw . ..l"If. .U f f t. t It - t*, . 21 .. 7 1J t jdu it ii 3 i o .pot.Lo of bulk b .Lc. co- rt

1971 . . ...... u: ile 1.1 . 3 1 1 0 idy %-.44tv Jr 1-4..9s Of . :ulk hII :- nVelt

?I .. -' ....A .. . . .:0 n.01 4 : . I. I V . : -!.a w tt1I.o. I .Ulj'. w.. .:.:, fir

1l9lr *t... .. . . . of %ot 4 / - rin a v:luC. IL difi.t,7 t .raj. :.ev9 :

.:ro: t C $I-

I I ! *-.
an Cit U.- 1- - itr0 - . i ili s-: I' .- o l

1ti. ,¢ .- .I t,• *atI,,- .) . r, C4.+ 1 1 11., -- .. y J - ,,rt M ,• A l o i- .; 11 , ,e bt% ;• • CX ý'' t- I-0 r lt "

fti..,. ..-ft lr4 ,- Lu Lt, . ,II'. I ,"• , -a l U.S lo-- 1.1 Of C, p r. e %.ji Lý gk ol |•(* th* 1u. *.,:0. Ln c-.•. [

-17-

BEST AVAILABLE COPY



Table 1 .-- Whiskey: U.S. imports by principal sources 1974-77.

SOUFCE 1974 1975 1976 1977

Q0&3?TITY(,0o00 pROO GALLONS)

U K52.G................. . 2,223 51,440 49,140 47,616
41,316 43,295 42.545 43,190

... 367 234 366 303
............ 9 8 10 33

6
. . ........ 13
I I Lr.S ..........

,&I SALT ....... .o .... 1
;,LL (.4 : !'Er C tt.: 1 d•ES. . 1

L ......... 9317 94,976 92.069 91,1!.4

VALUE (1.000 DOLLARS)

U xl!;,; ................ .... 310,975 J13,322 314,301 302,208
CA.AL ............ 204,928 208,183 209,9t5g 216,000
1..L :* C ............... 2.151 1.674 2.163 2.323

99 64 96 248
FI ,.E. . . ...... ... $7

I a.'. L. L . o .......... ....... $
1--h 52

00 11
............. .. 7 2

ALL G£li c.UL.ThIES... 6 3 12 2
SL5,.E ,'S .18.159 523.266 526.636 520.915

AVERAGE UNIT VALUX (14 PROOF CALLON)

U S.5 .G................. . .. 595 56.09 $6.o40 $6.35
4.96 4.81 4.94 5.00

: .. ....... 5.85 7. 15 S.91 7.61
J*&,.,.................. 10.45 10.10 9.90 7.48

........ 914

b . I .. L LS .1 
.6 6

1',.L . 10.15 11.28
ALL (CIL,11.,l.. 6.77 7.90 g.24 23.80
T,%&L 1M¢ikC'. o ...... 5.52 5.51 5.72 5.71.

L ss 11!X.vt 5(0.
I• 1: UtI. Vk.l.:Is CALCULATED RO3 THL UMtOUNDED FIGUIES. COLU,..4S BAY NOT ADD TO TOTALS S1OlN
fo;i TO &MU.ALl-S.3
htý L 2: I;L .LOVLE COUNTRY ORtDUR (Rt,..,(IMG) tIPPESIETS OP TO IIG.T LEADING SOPPLEZIS O? THE PRODUCTS
L VL 14Lo BY1 TihS TAbLE, BASED O A TRALL-4•ZGbTED A&rAGE,, 31 VALO,, FOt YEARS 1974-77.

SCJ&CS & CO61ILL& 7OI ONPrICIAL STASTISTCS O TAE U.S. DVAI•TIZUT OF €OIEECL
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7.,hlc 5... tace1moo" spirtviut bevorap products ftoductios,
mzports, sports, and &pparet coammption, X968-77.

Ao tto 1cutur
tide 

,1 ..
stY ca:'P o

Qu.-ltity (1.000 vine gllonas)

I. .. . . : 4It's :--- 917 : 42.326 2.2

J.,, 45.6&1 : 42 1,04 46.736 2.2

::0 . : 50. 3& : 20 : 1,120 : 1.52 2.2

-1-11 - - 56,918 : 25 : 1,461 53.379 Z.S

---- ----: 63.208 : - 8 : 2.065 65.273 3.2
----- 70.952 : 553 3.432 : MA 4.6

----.. -----: 0.067 : 471: 5,1 : 85255 6.1

-- ------ -: 91.387 : 41 6,149 97,536: 6.-'

----6 ---: 98.089 23 5,977 105.123: 5.7
3/7 . : 101,556 It 23 7.646 : I 109,402: £ 1.2

Y.aluc (1,000 dollars)

----- 9 : : 2.277
191,9 ...........-- 156.114 2,651 : 1 1

19g. . : 171.673 : 2.620 : 1
i ll - ----- : 203.42. : 3.741 : 41 :

l:8/2 . .. . .. : 209.3U4 : 4.723 . •jI .'

193...........: 236.0•5 : AVAILiL : °0 : "0: '

1 • - ----- -: 272.309: : 12.322 : ' :
-75-..........: 354.124 : : 14.656 • 'I :

'A4.016 15.51 . 41 :_
1/7 .. : 423.063: 17.081 /I :

-2--: : $24 .:
3,............ 3.2 : 2.53:

---------- : 3.52: : 2.34.
-- - * 3.7$1.5 : 2.56:

"3.31: OT : 2.29:
3, 36: AVAILALOL : 2.25:

-' - - - - - 3.40: : 2.38:
y7-5. 3.58: - 2.38:

19 *f, . ... .. : 4. 13: : 2.61:
3V77 ........... : 4.17: : 2.18:

1_ U.S. bottltrgs cf vodka and beverage spiriLInot sp.:cially provides for.
adjusted to exclu.!c bulk i,.,'Orts bottled here, converted froa proof g.llv.as Lo
wine &M.e3n4. '..:lur for 1t&9-;i 'j~z an Ll4 9. 1.Ui... of 1niv ..r ,10~
for 1972•-7 on +ie 1'47 C.-, n47,."?", ,,r - .el)",.tI =:" 4 %i'U l¢c,.,|C rric,

Index for -al'.tIllcd :piriit of tw• I.a..t,, of Labor starlitics..! V of
vodka and tim oti. r proiiJeCL9 %.€,vrCJ by this diexLt are not reported st-..ratcly
In the former. trade data of the U.S. Departswistof Comecce. but tax-free witit-
draWal. frc. 3.Ond of vodka for Cx,'ort are repurted by Lthe bureau of Alcohiol,
Tobacco and Firoart,% Is ptnof rations on a fit-cal wear basis. 31 lmq.%rL
cosvrtrl Lso wine r..1iama fr," reported orkrof rjalons. 61 Not fvningful since
values at diL.f~rsnt trade levels are not Cur;)diibLe. Lis EatL.ated.

Source: Froauctioe corpiled true offirial i.ratistics c•f the U.S. Dcpartwnt.
of the Ticamury: value of prdur-ioa hamsd on offilcJat a.ttatistca. of '.04- V.S.
Dkpdttimeatt of Couu.rce .nud ti.es ir ..i I.,r .46t 5L-1LIA.iLiC. ISPLtrth CA ;.nilkd Ir,011
offitcia fito.tln'C-of ti" VI.*;. Ihkp.itreut uf CoumorL.. AJjubmtwSoLh, 11V 00i U.!-..
liotvrnAti.,nl TradV CoMPlabbaS.
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Table 
6

. -mLscellaneous spirltewa beverage products: U.S. importa
by principal sources, 1974-77.

500&C1 1974 1975 1976 1977

QUAIT1T (1,000 PROOy GALLONS)

,1.314 S,190 5,569 S,932
. 80 1d3 198 336

U r1:,G . 149 b0 35 s0
,L*.- ... 29 70 44 39

. ... ...... 23 Is 26 36
o... . 5 10 16 56

SLA .......... 26 14 1 22
ZL-L![ ................ 1 5 2 121
LLL. ,,1i.1 CC(ýUI .S..* .s1 22 74 142
1•.A, l. 0• .... *58 5.509 5,977 6,734

VALUL (1,000 DOLLARS)

..AlCC ................. 10,964 12,909 13,660 13,396
3J6F .............. 53.... 3 S38 $95 1,099

J....... 5C6 395 284 266
130 369 262 15I

............... 3 105 133 211
....... 16 62 73 332

C.A . A . .78 89 73
bi, &Z1L 3 2 6 303
ALL (.b6Lk CO0NTILS,.. 170 1467 221 416

,4AL. lIhb . .12,.322 16,656 15,587 17,O01

&VEU AGE UNIT VALUE (PEA PMIOF CALLOW)

8.- ,•LC0S................. . 2.95, $2.50 32.4s 82.26
-......... ..... 5.6.2 6. 38 6.52 5.66

U k 1G .................. 3.*.) 6.54 8.12 S.76
. 5,LA 1.:0 ........ 0 . 4# S.01 5.54 3.97

4.07 S.410 5.66 5.60
3.16 6.35 5.36 5.96

S:..LA.&.................... 3.03 6.32 6.12 4.02
AL ,.-.................3.16 3.73 6.02 2.51

A.L OGZlhk Cc':hZiP1ZS... 5.56 6.73 2.S6 2.91
1IZ.AL IFCZTS ......... 2.65 2.66 2.61 2.56

0 - LL5S IHAb 50.
JOI, 1: W:1L1 VALULZ CALCUL&TED FACH THS UN&OUIDED FIGURES. COLUMSS ISA 50T ADD To TOTALS Sm0og
Li.J& To 5CUNC11NG.
6OTL 2: THL AbOYL COUNTS! 0103 (1RANKIXG) EZPBE3SITS UP TO RIGUT LA)OING SUIPFLIKS OF TIZ PRODUCTS
CGOL'D.& I I5 S 1 'ASiL1, LASSD 03 & Ai ACL-I-LGT9ED AVErAGE. 1[ VALUE Falk ITRANS 1976-77.

J C' : Cf,'Ter!IE FFFI ." $-* 3 STtCJ ti.t U '.S. 015k 1P?.12lKY'WT Of COgRACS.,



Table 6 .-- Ktceallanooa spIritm••As bevereae products: U.S. imports
by principal sources, 1974-77.

SOGCKZ 1976 1975 1976 1977

QU&UTITT (1,000 PROOr GALLONS)

.,.io .. 6,314 5190 S,569 5,932
USSP . 80 123 190 336
U r. .. 169 bo 35 so

.L ............ 29 70 66 39
L .: ...... . 0....... 23 Is 26 36
1S:o D ............... 5 10 1 56

I.;.! 4LA ................ 26 16 18s 22
OLAL1L ............... 1 0 2 121
ALL ý.Thir CCUNT&I.S... 31 22 76 162
%o,.L ?O& .. .I SSg09 S,977 6,734

VALUL (1,000 DOLLARS)

10,964 12,989 13,660 13.396
361 53a 095 1,099

SJ ;., . .SC6 395 284 286
13u 3l49 242 156

S ...... 3 105 133 211
z..:.., ..... 16 62 73 332

(.A .a. . . 70 09 73 as -4
b.z...... 3 2 6 303
A." (.TbL COONTLI ES..o 170 147 221 611

€,AL iuiC• . .12,322 14,656 15.547 170061

AVhR&GI 931? VALUS (PER PO GALI)

b" L2CO. .................. 2 .2.50 S2.65 82.26
6.5................ 4.52 6.30 6.52 5.66

U King................. 3.#'O 6.56 8.12 5.76
ELa. 66 ........... o.44 5.01 • 5.56 3.97
;06..:.:. A ............... 4.07 5.1.0 5.66 5.60
iA :.LAND ........ . 3.16 6.35 5.36 5.96
€&:.A .... ...... 3.03 6.32 4.12 4.02
2: A6zL ................ 3.16 3.73 6.02 2.51
aLL OZ. •%.[ COUNTh2So. 5.56 6.73 2.9CP 2.91
C.TAL IZFCr¢T...... . 2.65 2.66 2.61 2.5

0 - LLS$ TIA6 500.
SOIL 1: WILT V&LULS CALCULATD FACI tug UU&OUND&D I1GUIRS. COLUAIS BAT SO ADD TO TOTALS SA0M
Laii TO XCUNCIaVG.
bO0L 2: THL &BOVY COUNTATI OD801 (BANKING) UZPBUELTS UP TO RIGHT LLDZIG SUPPLIERS O 153 IRODOCIRS
COWVL&D &I %his IASLZ, las5D ON a ?28a1-oXIGHTID hVUA&GI. al V0LUE3 FOS 15k15 19760770

, J C" : C¢','T!It lFACI OV 1'r - STITMSTMC3 Wit 1351 V.S. I&PLI3TMU11t OF COSERACIS
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TaL-le .7. -- Citt: Prod-wers shipments, exports, imports. and apparent
consumption, 1968-77.

-_ieio~-- ?od.c.15~, xpor I -21: ~ i:j :Ir':.:: " J/ (04-~

OKA ------------ 14 3.210 V3,2 759
19 ,6 9 - --------- 9: 3.531 38..238
157 t- ----------- 7: 3,5SS 36.,-,0
19;1 ------- 36.)E'5: 6: 4.2,69 40.634
1917 ------ 36.!. M# 6: 4.2.-S 40.71: 10

1913 --- --- 36. bJS 6: 4,1zi9 1.1.471 11

397 .-: 38,0~ 19 4,16 43.744 1i

1976. *-- - -- : 36.'4P 25: 5.03' 41.932 1
391 ------- 32.945 E £ 30 5:311 36.222

Vlc(1.0(0 dol lars)

-: 1.248 16,655 : &/

--- -- -- 84,31S8 19.248 : /
19 1 : 89,059 21.3s7 4 :

19713------------ 10,1 AAIA1r2.7

19734------------ 103J9~32 23.lil0 i ,
1975 -------------- 14.9:::
1976 --------------- 125.904 :: 30.491 . _4/
1977 ------------ 113. 737 32.493 -- ±

*Aveta~c unit value (per wine gallon,)

19(85 ------------ $2.34: : $4.62
19(09 ------------ 2.34 : : .7
3190 ---------------- 2.41 : .9
1971 ------------ 2.45: 5.00:
1972 ------------ 2.716 : OT 4.81
1973 ------------: .78: AVAIU11i. E 5.21
1974 ------------: 2.82 :: 4.81
1975 ------------: 3.21 5.32
1976 ------------ 3.42 6.00
1971 ---------- :- 3.45: 6.11

t t

gin rc)-13FA !.T 'tt :nr rc'..tt~d in -rowbr r-',n hv, tino Lur. ci'. of Alcc,,i1. r -Lt' ýinl

(,'...J. o'_i'.:t- fo.r Ol. p~rmoI 1)27,~ by tiiecn~i1 price. 4n,- a tor'

A'tL1, .iat, ot tit., ..ur,-u of L.1hior Stti:ta1tC.. 2/ ixpot~s areC not rii-e('ctC ;.rL

ini t lie flit~ f t r.),:e tt.-It 1,t jC.. of tilt- U. S. Dcplf E:- t Of Cci -.-- c e tC ut t.,'k- f re- v i t ri:

of r1in rftc-' #,irn far . ., .rt ace re. .c, t t-.1 :,y file .... u of *..,i. . I i, lobaro- - I. '- i. 1r:...
proof tial~o-.it i oa fi.ýc-oI )cair hi..a. _3/ li.:c~uJ4. :-.. arp.1L. I i .1. b.Ala. 1--,t I.'. bO J.w

p~lflot% nfF- 0 plron(' liv the U.S. Ititcrn'atiun-wl 1 r-j-4o ComlI!oi#nae. 4/ Nu vkat..u býccc'.
val-.k.., itf diifferenct tr.%.t.. lcvv~l*. .ukl," ,S. se'.,'. raidl... 1: : -. * , in tt d.

nu cc: '.h I ;-%- .i .. :t2 c¾.;nr I . f -. ! . 1 [ I % ff I,. t -r 1.11 $1 It I:-t~c l ( h f.Of II '-L . 1' 71 rtr- I
t I%- ro -tr..t -.1*. gIk 9% r..1-.f -L .l- f 1 . i, o.ft rla l -1 t.litktIC%; -. LISC U.!. V rum. (ofC

C~K'C,can.. OW8 11lk! ilu qU.' I .. F 't. tic.. i~jt.Olf% eor.I1.k1 i.tl-a otfici it 1-41 . -tIc . of

V.!.. It~~i r. li 44 iC... alvt-c,. !I . -. 1. 1wi'.

-22-
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5IMLZ $.--Gin: U.S. imports by principal sources. 1974-77.

10274 t GIi

SGOuIc. 1976 l975 1974 ?1977

QOAUUT•I (1.000 71OOF CALLOUS)

Ui:IG ................ 6,928 41,70 5.019 SI2M3
7 4 II 1s1

TAL .. 4 6 ? 9
A CL ................ I S S

C .. . .. S 6 4
J&Z'.AZCA .........

6 6 7
C.',AD,. 2 1 2 4S
ALL (,IE•h CGUhib4ZS... 13 11 10 10
ZLIAL l~i0&.1oS.. .6.965 4,621 5,073 5,307

"VALOt (1.000 DOLLARS)

Sr I JOG .................. 23,692 25,406 30,070 32,021
SPAF1 ........... 0..... 71 #66 147 121
,12ALT. ................. 22 46 71 96

is 52 46 7S
,a GL- 30 39 30 39

* 
32

b,-.2;, LDS 20 30 62 2,
AI. .......... 19 11 2*

&%LL C+.i.l[ COUNThALS.. 774 67 57 so
MA0 . -EC&T3. ..... 23,950 25,705 30,691 32,693

AI&IAGC 0l5t v&ALU. (11 POOF? CALLON)

U KZ1H$................. . .. .6 Sl5.32 $5.99 56.10
;, t ................. 10.31 10.86 8.61 11.25

o 5o ....... ..... S.06 7.53 10.10 10.9s
....................... ..... 11.36 10.85 10.10 16.97

-. .................. .7... . 3 47 . 6.416
J..Z~LLA6.12

.IhL.DS........................ .. 6.4 S.27 4.03 5.189
6 A. ................ 4.17 5.30 6.33 4.86

ALL C7LLF CCU:•&Z7 S ... 5.06 6.13 5.S9 S.64
;,w&•. ilPOLTS ......... 6.02 5.33 6.01 6.12

QOTL 1: 01.2 V.SLUES CALCU&LATLD 5o0 Tag UHUOUNOIOD f10U11S. COLUBMS IIBA S0T ADD TO TOTALS 55065
'4- 0 &-IM'L taZ.

&u*k 2: l01 ADOVt COUSla 0o3n1 (SAXKING) IRPEZSRiLS UP 20 I15T LLADDXUG SUPPLZZPS Ofr IS& POODOCTS
COVLSk;D T TiUIS TAbLZ 515LD 0l A TRADL-NZIGhT&D AVMACG., ST VALU., PC& IlSAS 1974-77.

!.0UaCL : CON&ILED 11305 OFZCI&L STATISTICS Of175 U.S. DUPA-ISSET OF COISIICI. "
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1141. 9:-Cuidil)0 and liqueurs: Producers shipment, exports, imports. and
apparent consumption, 1965-77

1 .,-o t t s 3 /: C o ,,..u ,f -
- (ioe

Qu.ntity ( 1.000 viw. gallons)

156 ------------ :
1909------------
19;0 -----------.
971 .------------
2972 -----------
1973 ------------
1974 -----------
1975 -----------
1976.---------
1917 -----------

1C-----------
1969 -----------
19?0 ------------
1911
1972 ------------
1973 ------------
197•4 -----------
1975 ------------
197( ------------
1977 -----------

16,0$2
20.404
20.101
21.958
23,095
23.682
29.04.0
27.228
25.703
26,158

IhOT
AVAILA•L :

2,427
2,562
3,045
3.22

3.305

3.934
4,135
4.788

5,301
5,614

Value C 1.000 dollars)

63,722 :
72,033 :
73,152 :
81.069

140,810:

158.612
151 ,•64 :

194.215
135.323
200,633

NOT

AV i LI

24.251
21.972
315, 40
37.762
36.1U
43,.36
40.7
45.324
$0.731
$8.929

Average unit value ( per vin alploie)

196 9 ------------

19 70----------.-
197 1 ---------- :
1972 ----.-----.

1973--------.--
1974---:
197$------ --

$3.53
3.53:

3.644
3.69:
6.103: t
&.16 : AVAILABLE
6.264
7.13 w

7.21
7.671

8

3

: $9.91
1 0.12

10.31
: 10.43

10.9$
: :1.01

2 9.43
* S.47

9.57
10.13

I:

I:

2 2

2 2

3 2

2 a
a i

1/ ur.iJ1S
'ur,;.als j.'J ]lqucut.; boLtltd Ln Lw 4.01,0i4 SLtaL.s adjubred tO rYclude cordiaLt.

and lij. uti; :-'.orLel in I.uol. a.:. boulLkd .'.re t.,,ed o0 5ureAu of ALoihol, IckaiCc."
and Fircarr reports of Inported dl*tiilc.J srp1i.ts ricnCAo tor bottling with reportCd
proof g3110uus converted to 'inI gIaJlone of 600 proof. Value bajcd on th-. lq(,7 ri, u,
of HIan,o(actr.,rcs ur the pc- eod 1968-71 and thte 197? C. rbun of MIrnit.'. cerra ir tier
Wi.rioJ i.W-7- 7 ,tju.edutcJ by tIw ul• .•,h le j.rice a,,) .'or .i .tilL,J spirits of th.e
burcr(.i of .M.- or Stitfi tfc .. !/I rx,,orts rt not i-*.t -it, ., rcpvrtcd |,,,t Are E,• |,r 1 to
be ra11. .1/ l]cludes cordlus and liq..eurq ia-ported in oulk t0o.virtcd to wine. .afllots
of ,0 ° p ow-f I.v iil, U.S. I rt. .rtiLiov..J Tri .'. ( w.r... ,, . 41 Not nrr: .i. i.•.,.
valucc at di M tint trrmi- 1-si s aire n.ot cooparible.
SUf CC: Sit II".., i -c. p),d f ro of f icL.c 1tt i.tt' It .I IU.o .U ih.|J rtMLnt of tOw- lr-.%.,r

vi' ,.: of rpr.a ... t i.n I,...,-d (.n oi'• ic .jil A .a-1 . .A Or I I' t*.S. D. :.ti o. t it of C3: %. i.t " -,n

ithe Lur.-..u 4*1 I %1,11 .1I.iI I .le.; Ib,,rlb% comraled iron off Ilcijl ii1.1 Lca ur t. •.
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BEST AVAILABLE COPY

Period Prodw5-ru
ShL1.Icnti

7/
-- 2

. t
efzr~r ts 2/:

1J6.Pjio of

(m.'r.j t ii.

20.479
23. 268
23.147
25,550

26.400
29.616
33,374
32,015
29,695
31.974

12
12
13

13
11
35
18

18

~1
'I
'I

I'
i-I

'I
Al

.4/
T1±1

41

l

8

l

I

l

I



TahlelO.--Cordials and liqueurs: U.S. Imports by principal source%, 1976-77.

SOUICI 197,1 1975 1976 1977

QUA;.. ZTT (1.000 ? 1o0 k G M. LOKi S)

?hA!:CL ................ 614 930 909 1.159
I.LY .................. 9137 1.40 1.337 1*650
U K.:. ................ 

,3 7 655 699 6 1

1. ................ !1 74.2 967 10256
A. :. A IC. A ............... I• 6

;.C1 l)4 169
. ............... 198 161 18 162
J4:.A ICA ............... 148 139
; 58.',L ............... b4 so Pa 76
"ALL CTLIC CCUNLILS... je1 687 491 4618

&. ..AL 1 $I.C ..S . 46.056 4,433 40905 5565

VALUL II.004 DOLLARS)

ga ;I. L ................ 11.6-0 1.-.776 13.797 16.716
1.' ; LI ......... 6,J5 1. 3 1 .. S 7 1C,308
. f,.(..................9.29 9a;.;e 10,366% 12, 130

, . .2.85 325 .A176 5•1., 5
....... 1.05 2,296

v, .L ................ 1.9!0 1.770 10645 1.320
S.,AL. A . ............... 1,69 149

S LAt .......................... .. 123 927 i.202 1.298
' .. LL .TLa.F (.CUNTOZES... 3.116 3.249 3.9ii3 3,317
.02AL XS CiT- ......... 40.681 65'.J24 50.731 58.929

AVLYAGI UNIZ VALUE (riPi. PROOFr GALL1OM)

k.I..CL ................ $13.00 513.76 513.95 516.63
................. 9.uC 10. 11 10."6 11.9

d1 ,.................. . 13.76 16.32 14.01 1h.2 .
......... 6.30 6.37 6.2 .37

r. ............... I. 97 13.55
.L......................... 9.C 9.v.79 8.1@ .13

10.15132
.L. ........................... 13.J: 15. (.0 16.09 17.53

rLL (4.1.i CCTUiXAILb... 8.16 6.66 8.06 7.36
L r., S ....... 10.08 14.22 . .3, 10.5s

t3'L 1: Ul.; V.:LJL, CLLCULATIOL 110 stLL A6X.Q:;. 40•. & f14IiPLS*. CQLJNN1. nAT N0? &DX. TO TOTAL4 SHOW0N

N..?.. 2: •I.L Ar,,LVL (,.CUlbyT COjOLS (5AMIKXiG) [Il'ý!SLES UP TO ZIGiT LEAD!%.; SUJPtL,'LRS or 285L PRODUCTS

CoV.bkLr. 11 2U45 21i5L1. DASLD 09 A 21ALL-M..IGiIID AV&&-GL. al V&LUL. ro TiLARS 1976-77.

cC.i"LLr. o1z0z Cc'rCzAL si&T:'TIlCS Of TH! U.S. DtrA-.3F.T7 CP CQA.Z&0L.
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Table* 11.--Rum: Production, exports, iuporti, ahd apparent

consamption, 1968-77.

Per i cd

1968 ------------
1969 ------------
1910 ------------
1971 ------------
1972 -----------
1973 ----------
1974 ----------
1975 ------------
1976 ------------
1977 ------------

1968-
1969-
1970--
1971-
1972-
1973)--
1974-
1975-
1176-
3977 - ------

* : : :,- Apj..,rL•fl : I.•tu ci
* I £1C- : L, t " It'

t ti c i : £E .p o r t - 2 /!: r p o r t s 3 / : O ,A -I : c o . . .; i. ,
.t l : , .

Qua."i i ty

S. 8,702:
a._ 8 o390:

1110.273:
. l13,52q:. 1/14,57S.

57 13.175:
3/ 10.,82s:
/ 14.68:s
"" / 18.393:
s/19,258;

3 3

2

: 1/ 31.413:
: 1/ 29.7W^4:

S: 11 34.927:
: 1 41.327:

:. 5/ 47.825:
S 5 36.923..

S: _1 45,422:
S: A1 57.386:

.... : 62.203:

-3

* I

297 :
303.
337.

306
:30
167:
484"
2•31
252
266

Value C

1,157:
1,161:
1,648:
1,314:

915:
630:

2,562 :
1,203:
1.224 :
1.352 :

(1,000 vine

325
370
423
418
462
435
487
811
701
769

1.cooI dollars)

873
997

1.019
1,108
1.003
1,001
1.153
1.634
1.463 :
1,719 :

3

gal lolls)

8.727:
8,454.

10.3?2:
13.637.
14.776
13.443:
10.831.
15.183:
13,.42"
19. 731:

6/
6/
61

6/
i-f

5 Average unit value (per vine gallon)

196S-
1969
1970-----
1971-----------
1972-----------
1973--------
.1974-----------

1975•---------- .

1976--------
1977 ---------

$ 3.61
3.55
3.40
3.06
3.13
3.63
3.41
3.11
3.12
3.23

2

$3.9:
3.33 :
4.26 :
4.29
3.98
3.77
5.29 :
5.16
4.86
5.08

I

2

$ 2.69
2.69
2.41
2.65

.2.18
2.31
2.37
2.02
2.09
2.13

Footnotes and sources on following pa,-.c.

-26-

3.7
4.4
4.1
3.1
3.1
3.2
4.5
5.3
3.7
4.0

6/

6/

6/
6/

61
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10275--Rus

Footnotes:

l/ Represents rum bottled in the United States, as reported by the bureau of
Alcohols Tobacco and Firearms (formerly the Alcohol, Tobacco and Firearms Division
of the Internal Revenue Service). and entries of bottled run into the United states
from the Vir•in Island and Puerto Rico, reported by the BurV.41 of the Ccnsus of the
U.S. Iypartment of Commerce, less imports in bulk converted to 800 proof. Lntri.s
from the Virgin Islands and Puerto Rico wre converted from proof gallons to wine
gallons on the basis of 80" proof at time of bottling. Value is based on the
average value of bottled rum from the Virgin Island and Puerto Rico.

2/ Adjusted to reflect conversion to wine gallons of rum ex.ported in bulk, and
Includes foreign and domestic merchandise.

3/ Adjusted to rcflcct conversion to wine gallons of rum imported in bulk.
4/ Allowance made for minor exports of foreign rum.
1-5 Represents U.S.-produced rum bottled in the United States, as reported by the

U.S. Treasury Department. plus shipments of bulk and bottled rum into the United
States from the Virgin Islands and Puerto kico, reporLed by the Bureau of Cc.sus
of the U.S. Department of Commerce. Entries from the Virgin Islands and Puerto
Rico were converted from proof gallons to vine gallons on the basis of &0" proof
at time of bottling. The percent of Puerto Rican rum shipped as bulk or bLttlcd
was estimated by data supplied by the Puerto Rican Rum Producers Association.
Value is based on the average value of shipments of vine gallons of rum from the
Virgin Islands and Puerto Rico.

6/ Not meaningful.
Source: Production data compiled from official statistics of the U.S. Departr'ent

of the Treasury and the U.S. department of Comak.rce, with conversions by the U.S.
International Trade Commission; imports and exports compiled from official sttistics
of the U.S. Department of Commerce.

-27-



TA&'A 12.--Rm: U.S. imports by principal sources, 1974-77.

S(;J&C2 1976 1975 1976 1977

QUANTITY (1.000 PRGOF GALLONS)

JA'.A ICA ............... 424 474
J&..;.,CA ............... 296 ,07
baA.IL-0 .... 0 ......... 59
eu.aANA ................ 51 60 S5 65
boti bALU..j ............. 18 16 33 a9

U IN& ............... 6 1 s 18
C .A, . ....... 22 1 1 2
hA 1,41 ................. 4 6 • 6
A.LL Czhk:i CCgOUcS... 28 76 66 47
&07. L 1Zt'OLTS......... 826 662 $as 6S6

VALUE (1,000 DOLLARS)

JAZAICA ............... 951 1,071
,J, ZA A ..... .b......... 682 914

. ................ 189
to- 161. . .. ... ....... 141 21: 170 229

.LAO .. . .66 69 109 166

r L IND ..........1..... 24 69 23 61
OD CA 1, A ................. 13 6 7 11

&:,•2 ................. * 26 33 38 89
eLL G~r, i COUNULILS.... 73 139 163 131
E, T•L I£O1TS 1.153 1,63J 1, "2 1,719

AVERAGE UNIT VALOR (ML PCO GALLON)

JAMAICA ............... $2.286 $2.26
JAZAICA ............... 2.33 2.24

, ............ 1.91
................ 2.76 3.57 3.16 3.51

LA It.ALG ................... 3.7'4 8.38 J. 3.) 3.35
z U IN D ............... 3.67 3.96 6.00 4.82
CAANLA ..................... 6.51 7.S4 7.02 4.95
IZAI•I ..................... 5.33 5.82 f.. 6 7.93
ALL OlZkIl COUhTRsLS.. 2.61 1.83 2.%7 2.79
1.02 AL IaP04Z1 ......... 2.71 2.80 2.#9 2.61

NOIL 1: Ul.IT VALUES CALCULATED FROB Thb UNROUNDED FIGURiS. COLUINS NAT NOT ADD TO TOTALS 580v8
Duk to &CUN.DItG.
:.Oii. 2: TEL AIOVE COUNTRY ORDLE BANKINGG) R.PRlSENTS UP TO ZIGUT LEADING SUPPLIERS OF TE2 PRODUCTS
COVL&LD R1 TILLS ZARLZ. BASSO ON A TRADE-LEZGNTZD AVLAAGlE 21 VALUE FOR nTLAS 197?-77.

'CL C01EILLD rýal CFF!CIAL T:ý:: !EPAP" w"T a' C':4-:FC.%



"TABLE l3j--Rum: U.S. exports by principal markets, 1974-77.

A 1%K, IT 1974 197. 1976 IS77

QUANTITY (1.000 PROOF GALLONS)

.............. 123 29 25 17
i, ,ILo ............... 26 43 .7 52

............... 57 3 4 17
: ............ 7 C 3 12
SL , ................ 27 15 17 31

ki,.. . ,5 ............... 
Is2 5 17 3

La- %!. A ............... 8 12 24 7
,; •3 CU&..... ..... 5 a 11 13
,Ll. Ct•.. €•bi ES... 68 51 81 So
7C.ZAL L • TOTS ......... 396 193 2k7 239

VALUE (1,000 DOLLARS)

S"Ll. ................ 794 139 169 127
I .:L ............... 86 192 210 237

"11 18 25 110
............... 300 97 53 61

1.9 ............... 0 75 95 153
............... 63 62 45

LL ............ ............... 35 56 311 46

! VAL .33 59 65 96
,L . ~C ...lE. 302 263 379 556

,4AL xv ..... 2,153 964 1,178- 1,32S

&Vt&&GE UNIT VALUO (PElt PROO1. GALLON)

: !2.z. ..................... .. $6.45 $4.86 S6.69 S7.45
i, ,.;"L ............... 3.27 4.&g 5.568 5.57

""6.7.;1 7.06 6.45 6.51
............... 5.23 5.30 13.es 5.10

,.:,. ............... 3. 8S g . 75.10,
3.98p 5.09 5.67 5.09

............... 3.4a 4. 20 5.02 5.77 •
. ............... .39 4.63 4.78 6.64

.6.:'AL....... 6.49 7.50 5.96 7.35
iLL C.2nkI, ccu.4.bL. 4.55 5.16 4.70 5.60
2 i. L ,iICI;5 ......... 5.it S.99 0.19 4.9.

l.•.. I; UNI: V.\LULS CALCULATLL, pFO.'1 Thi ur:BcoUvDLD FIGURES. COLUMlS RAY NOT ADD TO TOTALS SlO5R
,.. 10

N,'L 2. "L ,L&OVL COU%.2-! 01rOlii RANKINGN) 'EPELSENS UP TO 1ZGhT LEADINiG AStiKETS Of TKL ProDucTs
COVLL1D 81 TdI.S %AULL, BASED OJ A "SA&il-2IGMTZED AVA&RAG, IX VALUL,, POR TEAS 1975-77.

"CC. EIL.L., I IOn C1ZFIC.1 -," .T :&TIT TC-" 07 IThL U.S. Di.Pý LT39"1W OF CCRMARCt.
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, .ic IS-- .tra,,Ay : Producers shipmets,
apparent conumption, 1968-77.

exports, Imports,- and

I,
Eu

a I

".S ...... .....

V''I - ---

1a.72 .. . . •

P.02.

I...•........

3197

I')

$1.91
1.91
1.97

2.00
2.05
2.08
2.10
2.40
2.51
2.53

$1.48
1.51

1.83
2.31
2.29
2.19
2. 74
3.70
3.60
8.32

a, Ia £1

1,000 wino

3.333
3.10.

rel'r,.l a-cs

• •,•l" • r, .,. .:.lt

9,+27 : 123

10,502 77
10,510 40 ;
11,068 36
12,005 41
13.113 64
1211A, 1 69
12,389 43
1,4(:8 7?
15.395 28

\'.,1l 'e ( 1

17./,"6 162
20,037 116
20,674 73
23,256 83
24. 5•6 110
27.334 140
26,946 1l9
29,f6.3 159
34,2?7 259
39.658 : 233

a.

, '.1I **t,

.1 on$)

11,677:

13.059
IJ. 301
15.093
14,137
16.337
3 5.' .'.,

1;,7•1-
19,1 6

5/

20,307 S/
25,929 : 51
74.97? 51

30.836 5
50,832 I :
41,973 51

6. c ( wi vine gallon)

5.52:

6.15:
6.45
6.8t:
7.78:
8.05:

10.00.
12.31
11.85:

ptc•.[. 2-t. ss. I, C-, -' " a• : ] , C• ,' ( .'.,a.L.%W ;-A-, : or 1 t.77
or the .?7: ' . ", o- ':•'. 5 ajd tc~ If:. t)~ -.L••..L ;rice Jrd(•, for ;s ; !,
SIfrItX of t. , . La ta- 'r Ea.lLic s. -•! "• :tu c€:.%c-&.d Irce poc.. .,a11or.:
to vie ;Wi .-r.,, of Wo p:oof. J/ Inc Vies b'.-Ay i-perted !r Li ., cra,.-otc. I, L- 1ragl11cca of 2. ,rce'f. " , -. , Lo• .- 'or cl fi•'a a..tny

/Not wania, 'au since val u
es at diff.-rent t'..4e levels o.re not couparable.

S c '! ,'.| it,¢ .t . .on . r, .'..ur 1 ., 4--; -•c. :- . .L ,# L:i.pi.fL%. : j. .: J1.

o|t|f a 1C : f!' t-;. M .f I :It +' .. ,•, . t' ." C.. •" ,:. ('lV t .,. r_.'. -"t;.

U.S. Irt,r .s.t .l C P.,: .

-30-

BEST AVAILABLE COPY

, I

24

20
"0
10

19

51

.5/

3.54.3:

15,093

17,82;
22,9'.0-

I

"€
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BEST AVAILABLE COPY

on l44 N p.

9 -4 Pd9 p..4p.00N*. .4

L24 4a, f14'.A0.

1 X.. oO .eo.4
.o4.0.

o...........
.ooe1

e.4e

o e e eJ

.,• • • .1,

C4 qN N C4
C-4 itft

C.

A1 x
d4

* I*

0

o %

0.4

0 3
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o dc
0 a4

to a
di 04

0l.4

or. U.'
.4

d0
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Table L.--Brandy: U.S. exports by principal markets 1974-77.

P. i KT 197T 1975 1976 1977

QUANTITY (1.000 PROOF GALLONS)

LV ~A 4 3 26 26 6
. . . 6 10

, .' L............... 1

b. P-71L- 2
&ý' I: kL ............... 6 2
L.Z!... T ........... -1 1

L1:',.C ..... ...

." •... lkS... 7 3 10 2
•(: .. X•.,l;.. . o .. 5 34 S7 22

VALUS (1.000 DOLLARS)

CA... ......... 115 7 111 "1
6........... a 19 41 82

.. 6 11 70 6
L. :.... I 4S

c.a . ...... ... ... o 16 11

7&so o ..... 11 19 9 20
u f.; ............ ... 12

FLII CL. . .......... - a

&LL Il'ft CCC:178lS. 33 16 16 21
AL EA; ......... 19 159 2S9 233

AVERAGE 0512 VALOR (PER PROOF GALLONS

... . . . 52.68 S3.11 $6.32 $9.16
11.37 13.08 7.03 6.00

.............. 26.o6 66.62 6.11 10.62
. .IIL 68.7S. 26.79

S,,AL 5.09 1.66
CuPL' ....... o... 9.11 8.72 9.61 11.35

............. 12.39 15.63i-. : L.•. o .. ........ . o... 25.30 S 6

ALL '.!!JiP CC.b••&LS. 4.79 5.66 1.64 10.69
1L;eL LkLOa.. . 3.66 6.61 6.03 10.66

S. LLES TILX 500.

:.Gi! 1: U1;T ViL;JLS CALCULATED 78011 TM UNIOUIDLD FPIGURS. COL•ISS RAT NOT ADD TO TOTALS 51OE

. -'. ;L.VL COUl~bls O&CR (UANRKIG) RLRESIPTS 'JF TO EIGHT LKADIG NAPILTS Of T9u PRODUCTS
u%%L LV & .I 2S %A&LL. BASED 09 A TRADL-USIGUMCD AIZEACE. 3! VALUL. Pon V&LFS 1974-77o

a CCN~!. 53 CRCIAL STATISTICS OF Tat UqS. D5P&3?N'r 19
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1 Alle3.- litters: Production, exports, imports, and apparent
consumption, 1968-77.

. p 1., .1.'-a
: .•'.tt 100pofglos

I :'(S- . .. . ..
19*( 9.... .. .. :

I'J 2 ------ - : - Nor
191 -----------: AVAILABLE
19i'*........

197S ----------
19:6 -----------
1MI... ..

NOr
AVAILABLE

133
170
15
147
192
I&.
168
205
206
225

NOr
AVAILABLE

NOT
AVAIUiLL•

:' 1'.u ( 1.000 dollars)

19(6 .----------

I7/) Nor: NO
19/3 . : AVAILAAL : AVAILABLE
19;1 -----------

It:s1 77;6 -- ----- :
W977- -. . . . .- :

606
899
788
736

1.040
1,042

877
1.0l7
1,147
1.226

HOT
AVAILALE

NOT
AVAILAbLE

: Avvragc uait valo (per proof gallon)

1q65 -- . .. .-------
1' 69-.. .. .. .
1'J?0 . . . . - -

--------- MO- : NOTr
----3-... -. : AVAILASLU : AVAILAzLE

1!..6 ------ ----19', 6 ----------- :

$4.56
5.29
5.08
5.01
5.42 : NOT
5.54 AVAIL14L :
5.22:
5.30
5.57
5.45:

Ex £xports are not separately reported but are believed to be negligible.

Source: Compiled from official statistics of the U.S. Department of Comerce.

-33-

BEST AVAILABLE COPY

In

.t)_

NZOT
AVAILABLE



Table 18.--aIttera: U.S. imports by principal sources, 1974-77.

0i

SQUPCL 197e 1975 1916 19M

QUAUTUTT (1.0oo PaoF GALL"$S)

: ;,............. 7.3 106 13,6 107
Z .'.(................. 77 86 9S 109

14b.I'L) ...... 0......... 10 10 S

C41 . ...... 2 1 2 2
J& Z,ýJC A) ..... .0......... S

S2.LD ............ 1
SF- z ................

StiC .. ... .o 1 2
ALL CtLk CCUI;T&IS... I
ZC.25L luAT..c....... 168 20S 226 225

VALOU (1.000 DOLLARS)

78.... . .. S7673
I ,¥......... P ....... 3348 161 4 94t SOIS

s r, XiL.................. . .5 58 25
SC.. ...... * ...... o . . 2 1s 66 30

J..- i.: - L a ............... 272 11I

Si !I* ................. 120 7 1

S C 6
-- &. C.?LJi, CUIiTuzS... 1 2

ZOIA&LZEGI S...... .......... .877 11067 1.411). 1.226

&AZXAGS 6I4T VASOA (PER PAOM GALL=)

........... •5 S5.43 55.I S5. 56
ZAoLT ................... ... 31 4. t2 5.21 5.01
S .. ........ S. 1 5.60 S.7J

I. (L1. ...... . ......... 22.03 17.81 20.09 16.82
J. N. 1. A............. 5.80
S.1ULD................. .1. 21 18.07 18.85 18.80

9.51 11.04
Is PA :. .0.... . 4.00 4.481 2..,..
ALL OQl--% CCIJbýZ&SLS.. 7.17 2.70 7.o7
ZQ&AL 1 &i. . 5.21 5.29 5.56 S.8S

** 1.1SS 1'1.%b S00.
A."1. 1: UW.: VALUES CALCULATkD 13O0 Ti•kE 0UROUlDED IPZGUILS. COLIasIS RAT OT ADD TO TOTALS SMOGN
DVJL TO &OU.*DIZG.
1.0:z 2: TI- A5OVE COUatal OsrDE (R3ANING) IlPRISI8TS UP TO IGMT LEA&DJIG SUPlPLIZlS Or Tal5 ?IODUCTS
COVLUD by TdIS TABLS. U•,SD "1 A TRA DEoIIGATZD AIZAAGB. Ai VALZ@ 10 MRS 1974-77.

.. lM nWPLCIAL SA&rISTZCS Of TKM' U.S. r.-049".I-,T OP CO'.ERCL
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Table 19.--lultations of vine" and initatlona of brandy and other

spirituous beverages: Production, exports, imports, and apparent
consumption, 1968-77..

t I cOug-g
Period : Lo

Li 3.orl?.iI; lr.'ot% : €cO. -
Sti,,n U~

Qt.ia.,tity (1.000 proof i'l.lons)

1968--- ------
1969 ------------
1970 ------------
1971 ------------
1977 ----------- : NOT
1973 ------------ :AVAILABLE
1974 ------------ :
1975 ------------ :
1976 ------------
1977 ------------

AVAILABLE

t

1
4
2

3

1

10
7
2

vdlue ( 1.000 doll

1968 -------------
1969----------
1970------------
1971----------
1972 ----------- : NOT
1973 ----------- : AVAILABLE
1974----------
1975----------
1976----------
1977----------

2*

AVAILABLE

I

8

I

7,
37
18

.5

40
44
12
13

3 NOT N UTOT
AVAILABLE : AVAILABLE

t

N01 NUT
AVAILABLEE :AVA!LAnLi

2 3

Average unit value (per proof gallon)

1968 -- : -- $8.94:
1969 - - : - 9.47
1970--------: 9.79:

391 2 9.92:
1972--- : NOT 9 NOT .4.38
197------: AVAILABLE : AVAILABLEJ 3.96
• 1974- - -- s : 4.05:
19 75 - :6.29.:

1976 : 85.22 :

1977----: 3 4.94 :

I t

tt

1/ There is no kio-.nt domestic production of irittatfon wine or imitation br.andv.
There Is s,'i-ll prodL'rtinn of Pt1%,r spiriiuuuA bvevcrageys. Lxpo&is wf all t3hciie !LemLS
&re not separately reported iat are believed to be nil.

21 Less tha 500 proof gallvns..

Source: Compiled from official statistics of the U.S. Deparuimnt of Cobracn.
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Table 20.--Imitations of vines and Imitations of brandy and other spirLtuous beversgesz

U.S. imports by principal sources. 1974-77.

SOU-CE 1974 1975 l976 1977

faUANlTIT (,0-0 PROOF GALLONS)

Ps AiL.......... .. . . 2

XUGLSLV................ . 1 2 3

uTAL1 ..................

!LLO MALiD COUuri;ts ... 5

2T(jAL ISroTS ... s .... 10 2 3

VALUE (1.000 DOLLARS)

riL-.(.L1 ......... 0 O 23
Ei• (,.iFt 15.. . .. . . .I

,JCLI . .2 6 10 13
~~ 72...,,, co. 6 .. .. ... .. .

•) .. C .1. . . . . . 5
t ~ ~ 0. , -'- 1 ..... ........ I 5 0 1

IT,;A rLo ........ o..... 00 2

ALL CSINIB CoUljb~k;..* 1 2
T0 AL ,ZP0OT•.,. ..... 40 44 12 13

AVERAGE 051T VALUE (PER P GALS " I)

A.........................6.00 S6.97
Lk G-i 5.62

...CLV 5. . ..... S 9 .33 4.83 4.08
, ...... .53 84. 0.63

,'i]O................ . ...1.63 4.50
.".................................3.b2 5.53

PC.;•. ......... 0... .... 3.88
1J..........................7.96
ALL (•i-.L. CCUMILZLS... 5.19 4.96
ILTAL lrrLI .GS 6.29 5. 22 49

S - LL.S TAllN $CC.
2i. 1: 1A.X?" VALGLUS C&LCULATED 1505 TEu•- QROUxDLD FLGU&LS. COLUaI$ SAX A NOT ADD TO TOTALS SMOWI

r#A tO LCUNDING.
:-.G'r- 2.1 25B AI CE CT&IUu OEDLE (RAIIAIiG) IEPILESUTS or TO SIGMT LLADING SUPPLIERS OF TgE 2iODCTS
COVLLLD RI ThLS T&ALE. EASED ON A TDADL-WUIGUT0D AVEIAGE. SI VALUE., iR XEARS 1974-77.

C!. :COE I Tr, ? o. Lr~u M . ."-; 1. " 'r '--
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Appendix C

Spirits, Spirituous Beverages and Beverage
Preparation: Present Rates of Duty, Estimated
Average Proof, Estimated Rates of Duty Necessary
to Collect Equivalent Revenue After Conversion to
Proof-Gallon Basis of Assessment

-37-
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The following table presents a conversion of column 1 and column 2 rates

of duty which attempts to maintain existing margins of revenue protection in

the absence of the vine gallon tax and duty assessment method. The converted

rates are based on the Commission staff's estimations of average proof levels.

It should be noted, however, that bottled distilled alcoholic beverages, even

those entering under a single TSUSA item number, enter at varying proofs. Thus,

the establishment of a single rate (applicable to a varying proof content) can

only approximate existing margins on an over all basis, but cannot maintain

existing margins of revenue protection for each individual importation. In

addition, the wino-gallon method of tax and duty assessment effectively discri-

niniates against bottled alcoholic beverages as opposed to bulk liquor. Thus

the converted rates, which are based on average proofs of bottled importations,

will result in the assessment of higher duties on bulk importations. We have

attempted to ameliorate this problem by providing separate conversions for im-

ports of the two products where the Administration has indicated that converted

rates will be needed and there have been substantial shipments in both bulk and

bottles. This has been accomplished by subdividing items 168.40 (run) and 168.52

(vodka) to provide for importations in containers of over and of not over one

gallon.

-38-



spirits, Spirituous beverages and leverage Preparationst Present Sates of Duty. Setlted
Collect Squivaleat levenmes After Conversion to Proof-Callon leaks of Assessment

Average Proof 0 Stblated latee of Duty Necessary to

Pte*eat &ates of Duty • t attlasted rates of duty seasry to
s: estimated collect equivalent revenue after

TSUS t Article*s average I ceeversiom to prooef-Sallo basis
Item : " Colums I a Column 2 1 proof o of ase-mmast at lo0o proof

: : : oln 2
:3 • 3 !0 1Cln

3 * 3

Aquavit
Arrack-
litters of all kids coataisnag spirits: 3

Not fit for use as boverages-
Fit lot sm as beve rages ---

Brandy:
Pieco and sinaamit

to containers each holding sot over 1
sellout

Valued mot over $9 per gallon
Valued over $9 per gallon

In containers each V. Lding over 1 gal- 3

lo:
Valued not over $9 per gallon .
Valued over $9 per gallon

Other:
In containers each holding not over I t
gallon:

Valued not over $9 per sllon- -- :
Valued over $9 per gallo n---:

In containers each holding over I gal- t
lon:

Valued not over $9 per sallon- -:
Valued over $9 pet gallonI

Cordials, liqueurs, kirechassaer, and
ratafis- t
Ethyl aicobol for beverage purposes -- -

42C per
$1 per

94€ per
50¢ per

gal.
gal.

gal.
gal.

62C per gal.
$1.25 per gal.

Sot pot gal.
$1 per gal. 3

62t per gal. :
$1.25 pot al*.

Sot per gal.
$1 pot gal. :

50€ per gal. :
$1.12 rr Sal. :

$5 per gal.
$5 pet 8al- 3

$5 per &1. 3
$5 per gal.

$5 per gal. 3

$5 per Sgl. I
2

$5 per gal. :
$5 per gal. :I

$5 pot gal.

$5 per gal. :
$5 per gal. :

$5 por gal. :

$Sper gal. :

$5 Pee gal. :
$5 peg Gal. :

06
90

90
46

1 $2.20
3 $2.26

: $1.06
:$12.42

90 : $1.06
90 t $2.56

per proof gal. a $7.52 pot preo" Wl .
per proof gal. 1 $4.72 pot Proof galO

per proof Gal. a $5.56 pot proof gal.
por proof gal. :$21.79 pot proof gal.

pet proof gal. t $6.72 per proof gal.
per proof ga". $4.72 per pivof gal.

100 * 3 04) pet proof gal. 3
100 + a $1 pet proof gaL. o

3 3

60:
80:

100 *
100 +

70
100 4

C,,

$5 por proof Wl.
$5 per proof gaL.

$3.40 pot proof gal. 3 $6.66 Pot proof gal.
$4.19 per proof gal. $6.06 pet proof gal.

Sot per proof gal. a
$1 per proof gal. t

$5 per proof gal.
$5 pet proof gal.

168.05
168.10

168.15 3

166.17 3

168.16 3

168.23 3

166.24 3

168.26

168.27 3

168.28 3

168.29 3

168.32
168.33 :

168.34 3

AJD

: $5.21 pet proof gal. s$11.64 per proof gal.
$1.12 pet proof gAl. a $5 per proof SAL.

|

|

8

!

l

|



Present lates of Duty Set l-sted Average Proof, Ietimated Rates of Duty neceesary
to Collect Equivalest Revenues After Conversion to Proof-Gllon boais of Assessment

p ?resent Rates 9f Duty a a Esttimted rates of duty seceoeary to
: Estimated : collect equivalent revemues after

TSUS : Articles a . . average S coevereioe to proof-galloe basis
Item a a Coluim 1 I Colman 2 : proof a of assessment at 1000 proof

S: Column I Celm 2

168.35 : Gin a SOC per gal. a $5 par Sal. :6 a $2.29 per proof gal. $7.32 per proof gal.
168.40 : Rum (including cM Paraguaye)v : a :

a In containers each holding not over a : 2

a I sell"o a $1.75 per gal. : $5 per gal. : S6 $3.74 per proof gal. a $7.52 per proof gal.
a In containers each holding over t I a :
a 1 gallo-n- $1.75 per gal. a $5 per gal. 1 100 + a $1.75 per proof gal. $5 per proof gal.
: Whiskey: a : : a

166.45 t Irish and Scotch a SI1 par gal. 1 $5 per Sol. a 86 : $2.30 per proof gal. $7.52 pev proof Gal.
166.46 a Other 629 per gal. a $5 per Sal. : 65 : $2.59 per proof gai. $7.73 per proof gal.

a Tequila a a : a
166.47 a I containers each holding not over I a a a a

a gallon t $1.25 per gal. a $5 per gal. a 92 a $2.27 per proof Sal. a $6.35 por proof gal.
166.46 a In containers each holding over I a a a a

gallon a $1.25 per gal. a $5 per gal. : 100 + a $1.25 per proof gal. a $5 per proof gaL.
: Other spirits. and preparation* in chief a a : a
: value of distilled spirits, fit for use as a a : a
a beverages or for beverage purposes: a a a :

1"8.52 a Spiritsa a a
In containers each holding not over a a : a

a 1 gallon a $1.25 per gal. : $5 per gel. 90 a $2.56 per proof gal. $0.72 per proof gaL.
S In container each holding over I : a : a

a gallo n- $1.25 per gal. a $5 per gal. 1 100 + : $1.25 por proof gal a $5 per proof gel.
165.55 a Other - $1.25 per gal. a $5 per gal. a 60 : $9.08 per proof gal. a $15.33 par proof gal.
166.90 : Imitatioos of brandy and other spirituousa a a a

: bevera ges- - - -a $2.50 per gal. a $5 per gal. a SO : $5.75 per proof gal. a ." per proof gaL.

'~o I-

Spirits. spirituous severeeee and beverage preparations:


