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Report on International Dairy Arranjiesent

INTRODUCTION

In response to requests of the Finance Committee of the Senate, and
the Ways and Means Committee of the House 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 meassure
agreements and teriff reductions negotisted at the Multilateral Trade
Negotiations (MIN) in Geneva.

This report analyses a draft international commodity 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 vhich deal with the various
aspects of the proposed arrangement and its impact on U.S. programs. Part
1 of the report provides a brief description of the arrangement. Part Il
describes existing lavs regulatir; milk and milk products in the United
States, and the economic impact c/ the Internstional Dairy Arrangesent.

U.S. adherence to the Arrangement would 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 II dealing with the economic impact of
U.S. adoption of the Arrangesent.

1/ Certain bilateral arrangements being implemented vith regiurd to cheese,
vhich are not a part of the International Dairy Arrangesent are not discussed in
this report. Thesc bilateral arrangesents are discussed in the part of the Com~

mission’s Industry/Agriculture Sector Analysis dealing with dairy products.



PART 1. INTERNATIONAL DAIRY ARRANGEMENT

Suamary of the Arrangement

The arrangesent, as it results from negotiations concluded inm April
1979, contains & 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. 1/

Preamble: The Preamble recognizes the importance of milk and dairy prod-
ucts, the need to avoid surpluses and shortages and the need to msintain
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 seasures 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 uader 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 sveetened

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.

1/ The full text of the arrangement appears in the Annex.
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Creation of Administrative Mechanism: Part 3 of the arrangement esteo
11shes 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 the arrange-
ment. In addition, special committees are established to carry ouc esch of
the major protocols to the arrangement comprised of representatives of the
signatories to the relevant protocol. For both the Council and the Cosmit-
tees, decisions must be reached by concensus, so that, in effect, each
participant may effectively exercise a veto pover.

Article 1V establishes that the functions of the Council are to eval-
uate the situation in an outlook for the world merket for dairy products, to
reviev the operation of the arrangement, and to recommend short, medium or
long~-tern measures to improve the overall situation of the world market 1if
it finds that a serious market disequilibrium, or threat of such disequilib-
rium, vhich affects or may affect international trade, is developing for
one or more dairy products. In counsidering possible solutions, the council
is to take due account of speciasl and more fsvorable treatment to be pro-
vided the developing countries, vhere feasible and sppropriate.

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

Obligations of Participan: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 arrangemeant. Such information would include dats
on past performsnce and curreat outlook regarding production, c~nsumptionm,
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 ss 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, inmpede lav enforcement, or prejudice legitimate commer-
cial interests.

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

Protocol Regarding Certain Milk Powders: This Protocol covers skimmed,
vhole, and buttermilk powders. Minimum prices of $425, $725, and $425 per
metric ton are set for each of the three categories of milk powders, respec-
tively. These prices refer to three "pilot products” with specific wilk fat
and vater content, with specific packaging characteristics, and specific F.0.B.
positions. Adjustments can be made in these minimum prices to reflect vari-
snces in milk fat content, differences in packaging costs, and modified terms
of sale from those specified for the pilot products. Participants undertake

\

.
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not to expert to commercial markets below these mimimum prices wiih ad-
justments as outlined above. In addition, under article 3 of the Protocol
the minimum price levels will be revieved snnually by the Committee for the
Protoccl and may be modified.

In its reviev the Committee is required to take account, to the extent
relevant and necessarv, pruducer costs, other relevant economic factors of
the wrld market, the need to maintain 8 long~term minimum return to the
acst econcmic producers, the need to saintain stability of supply and
eénsure acceptable consumer prices and the current market situation.
Finally, the Committee shall have regard to the desirability of improving
the relat‘onship detween the minimum price levels established by the
Protocel and the Jairv support levels in the major producing participant
countries (including the European Community).

Trade in skizmed milk and buttermilk powder below the minimum prices
is allowed, provided the milk powder is for use exclusively in animal feed.
Cther dercgations for commercial sales belov the minimum prices can be
granted bv the Committee. YNon-commercisl sales of milk powder, such as
those for food atd and relief purposes, vill be exempt from the minimus
price provisions.

Protocol Regarding Milk Fat: This Protocol covers anhydrous silk
fat and butter. 1Its provisions parallel almost identically those in
the Protocol cn milk powders. It includes ainimum prices of $1,100
per setric ton for anhydrcus 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 fros the characteristics of the "pilot products”.
Participants undertake not to export to commercisl markets below the
zinisum prices with 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 chauges in
economic factors including the wvorld butter situation.

The derogation provisions for sales below the minimum prices to com-
sercial and non-commercial markets parallel those in the Protocol on milk
fat, vith the exception of sales for snimal feed. No exemption for such
ssles is included in this Protocol.

2rctocol Regarding Certain Cheeses: 1lhis Protocol covers chesses
*aving & fat content in dry matter, by weignt, equal to or more than 45
perceat and 2 dry msatter content, by weight, equal to or more than 50
perceat. Its provisions parallel those of the other two Protocols.

A ainizum price of $800 per metric ton is set for a "pilot product”
3¢ cheese with specific packaging characteristics in an F.0.B. or free-at
frontier position. Adjustments can be made in this minimum price to
refiect variances in the packaging and terms of sale characteristics from
those specified for the "pilot product”.

3



Sales belov the minimum prices can be made to non-commercial or cow
mercial markets under derogations granted by the Committee for the Protocol.
1n addition, the minimum prices would not apply to exports, im exceptional
circumstances, of small quantities of natural unprocessed cheese vhich s
belov normal quality for export dus to deterioration or production failure.
Exporters must notify the GATT Secretariat of their intentions in advance
of making such ssles.

Food Aid and Transactions Other Than Normal Commercial Transactions:
Article V of the srrangement 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.

Pinal Provisions (Part 1IV): The arrangement provides for entry i{nto
force on Janusry 1, 1980, will remain in force for three years, and can be
extended for further three year periods unless the Council decides othervise.

With respect to withdrawal, 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 Arrangesent under consideration purports
to be complete with no reservations being indicated by footnote or otherwise
and no textual matter placed in brackets.

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



PART 11: EFFECT OF ADOPTION OF INTERMATIONAL DAIRY ARRANGEMENT

Domestic Programs

The marketing of milk and milk products in the United States is, as
in sost other countries, highly regulated. Generally U.S. laws 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
agricultursl 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 minimum prices to
farmers for milk based on end use. The milk marketing orders program is a
classified pricing program which prices milk used for fluid uses distinctly
from that used for further processing into dairy products. That milk used
for fluid purposes is priced at varying differentials above the price of
that ailk which {s further processed for manufacturing purposes. Grade A
milk 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 milk received at plants regulsted under the orders program share in
the proceeds from the higher valued fluid sales. The returns from fluid
milk sales are pooled wvith lower returns from milk of Grade A vhich 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 paysents;
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 pointe 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 manufacturing 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



support system is designed to stabilize milk prices by producing s floor
under prices, at prices which are expected to support the annual average
price vhich plante pay to farmers for msnufacturing milk equal to the
announced support price. The USDA’s Commodity Credit Corporation offers to
to purchase carlots of butter, Cheddar cheese, and nounfat dry milk at the
snnounced prices in carrying out the price-support program. Most of the
nonfat dry milk purchased by the USDA has been donated abroad as part of
the so-called "P.L. 480" progrem, vheress 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 sllowed
under section 709 of the Pood and Agricultural Act of 1965, (7 USC 1446(a))
snd section 4a of the Agriculture and Consumer Protection Act of 1973.

U.S. Section 22 Import Control

Under this program, wvhich was established by the addition of sec~
tion 22 to the Agricultural Adjustment Act of 1933 (7 U.S.C. 624), 1in an
smsndment to that Act im 1937 (49 Stat. 1152), imports of certain agricul-
tural commodities are restricted by quotas established to preveat inter-
ference by imports with the federal price support programs of the USDA
discussed sbove. Presently, nearly all dairy products sade from cow’s ailk
and entering internstionsal 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 aftervards entered
into by the United Stastes could be applied in & manner inconsistent with
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.8. sought, in 1955, and obtained, a wvaiver from Articles II and XI of the
GATT. Article XI allows agricultural quotss when they are necessary for
the enforcement of governmentsal measures to restrict productirn of like
domsstic 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 vhenever 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 situstion described by the Secretary of
Agriculture exists, he then directs the U.S. International Trade Comamission
to conduct an investigation and hold public hearings, and to forward to him
a report of its findings and recommendations. The President may then,

based on the Commission’s findings, impose such fees or quotas (in addi-
tion to the basic duty) as he deteraines necessary. However, when the
Secretary of Agriculture reports to the President that a condition which
requires emergency action exists, the President may tske action without
waiting for the Commission’s report. The action continues in effect
pending the Commission’s report snd any subsequent action taken by the
President.



The P.L. 480 Prograa

The P.L. 480 program (7 U.S.C. 1697-1736d) provides for the shipment of
surplue U.S. sgricultural products (including dairy products) to developing
countries under credit ssles agreements and as donations for famine relief.
These donations are usually viewed as 8 form of U.S. foreign aid. The
Commodity Creidt Corporation uses the products it has purchased under the
federal dairy support program for the progras.

Federal Dairy Product Standards

Principal inspection of U.S. dairy smanufacturing 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
requirements upon entry into the United States (21 U.S.C. 143).

Economic Impact

In terws of milk equivalent, U.S. imports of dairy products have
amounted 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 amended. 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 many 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 ptoducu
has been small.

The only economic provisions of significance appearing in the arrange-
sent involve the establishment 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 sppear 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
P.L. 480 Program of the U.S. Department of Agriculture (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 st prices that might be below the
ainimum prices.
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PREAMBLE

Recognizing the importance of milk and dairy products to the econcry
of nmany countrieslin terms of production, trade and
"consumption;

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

Noting the diversity and interdependence of dairy products;

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

Considaring that irproved co-operation in the dairy products sector
contributes to the attainment of the cbjectives of
expansion and liberalization of vorld trade, and the
implementation of the principles and objectives concerning
developing countries agreed upon in the Tokyo Declaration
of Ministers dated 14 September 1973 concerning the
Multilatcral Trace flecgotiations;

Determined to respect the principles and gbjectives of the General
Agreement on Tariffs end Trale- and,in corrying out the
aims of this Agreement, effectively to implement the
principles and objectives agreed upon in the said
Toxyo Declaration;

The participants to the present Arrangement have, through their
representatives. agreed es follows:

1In this Arrangement and in the Protoccls annexed thereto, the term
‘country” is deemed to include the Furopean Economic Community.

2This prearbular provision apnlies nnly azong participants
that are contracting parties to the Ceneral Agrecmeat on Tariffs and Trade.

3

$0-139 0 - 79 - 2
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PART OFE

GENERAL PROVISIONS

Article I -~ Objectives

The objectives of this Arrangement shall be, in accordance with the
principles and objectives agreed upon in the Tokyo Declaretion of Ministers
dated 14 September 1973 concerning the Multilateral Trade Negotiations,

- to achieve the expansion and ever greater liberalization of world
trade in dairy products under market conditions as stablec ns
possible, on the basis of nutucl benefit to exporting =nd importing
countries; }

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

Article I1 - Product Coverage

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

CcceN
(n) Milk and cream, fresh, not concentreted or sweetencd 0k.01
(b) Milk and crecam, preserved, concentrated or sweetened ok.02
(c) Butter 0L.03
(d) Cheese and curd ol.ok4
(2) Cascin ex 35.01

2. Tha Intcrnation2l Dairy Products Council established in terms of
Article VII:1{a) of this Arrangemcnt (hcreinafter referred to as the
Council) moy decide thct the Arrangement is to eppnly to other products in
which dairy prcducts referred to in peragraph 1 of this Article have been
incorporcted if it deems their inclusisa necessary for the implementztion
of the cbjcetives and provisions of this frrangement.

Article III - Information

1. The participants agree to providc regularly and promptly to the Council
the information requircd to permit it to moniter and essess the overall
situation of the world market for cairy products and the world merket
situstion for cach individual dairy oroduct.

2. Particineting develoning countries shell furnish the information
available to thcm. In order that these narticinents nay improve their data
colleetion mechanisms, developed participnnts, and any ceveloping
mrticipants ablc to do so, shall consider symmethetically any request to
them for techsical ~ssistance.
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3. The information that the participants undertake to provide pursuant to
paragraph 1 of this Article, according to the modalities that the Coumcil
shall establish, shall include data on past performance, current situation
and outlook regarding production, consucption, prices, stocks and trade,
including transactions other than normal commercial trensactions, 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
provide information on their domestic policies 1nd trade neasuges, ani on
their bilateral, plurilateral or muitilateral commitments, in the dairy
sector and shall make known, as early as possible, any changes ia 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 vould impede lav enfcrcement or
othervise be contrary to the public interest or would prejudice the
legitimate commercial interests of particular enterprises, public or private.

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

Article IV - Functions of the International Dairy

Products Council and Co-ogrution between the
Participants to this Arrangement

1. The Council shall meet in order to:

(a) make an evaluation of the situation in aud outlook for the world
market 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) reviev the functioning of this Arrangement.

2. If after an evaluation of the world market situation and outlook,
referred to in paragraph 1(a) of this Article, the Council finds that a
serious market disequilibrium, or threat of such a disequilibrium, which
affects or may 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.

5
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k. VWhen 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, vhere this is
feasible and appropriate.

S. Any participant may raise before the Council any natter affecting this
Arrangement. Each participant shall promptly afford adequate opportunity
for consultation regarding such patterlaffecting 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 vhich is unable
to reach a mutually satisfactory solution with the other participant or
participaats 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 vorking days if requested,
any meesures vhich 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 Commerc:ial Transactions

1. The participants agree:

(a) In co-operation with FAO and other interested organizations. to foster
recogrition of the value of dairy products in improving nutritional levels
and of w7ays and means through which they may be made available for the
benefit of developing countries.

(b) In accordance with the objectives of this Arrangement, to furnish,
vithin the limits of their pocsibilitics, dairy products to developing
countries by way of food aid. Participants should notify tae Council in
advance each ycar, as far as practicable, of the scale. quantities and
destinations of their proposed ccntributions of such food eid. Participants

lIt is confirmed that the term 'matter' in this paragraph includes any
matter vhich is covered by multilateral agreements negctiated and agreed
uwyon vithin the framework of the !fultilateral Trades Negotiationms. in
particular those bearing on expoirt and import mcasures. 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 agrcements.

6
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should also give, i{f possidle, prior notification to the Council of any
proposed amendments to the notified programme. It would be understood that
contributions could be made bilaterally or through joint projects or
through multilateral programmes, particularly tbe World Food Programme.

(c) Recognizing the desirability of harmonising their efforts in this
field. as well as the need to avoid harmful ipterference with normal
patterns of production, consumption and intérnational 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 velfare purposes in developing countries, and other transactions
vhica 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-Comrittee 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 Interprctation and Application of Articles VI, XVI and XXIII
of the General Agrecment on Tariffs and Trade.

7
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PART T'0

SPECIFIC PROVISIORS

Artiele VI - Frotocols

1. Without prejudice to the provisions of Articles I to V of this )
Arrangement, the products listed dbelov shall be subjecct to the provisions
of the Protocols annexed to this Arrangement:

Annex T - Protocol Regarlding Cortain Milk Fowders
Milk powder and crena powier, excluding vhey powder

Annex II - Protocol Regarding Milk Fat
Milk fat

Annex IIT - Protocol Regarding geﬂ._ain Chees«S

Certain cheeses
8
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PART THREE

Article VIT - Adni nistr'ction of the Arrangement

1. Igem;tioml Dairy Products Council

(a)

(v)

(e)

(a)

(e)

An Intermational Dairy Products Council shall be established
vithin the framework of the Gencral Arreement on Tariffs and
Trade. The Council shell compriss representatives of all
participants to the Arrengement and shall carry out all the
functions vhich are necessary to imnlement the provisions of the
Arrangerent. The Council shall be serviced by the GATT
secretariat. The Council shall establish its own rules of
procedure.

Regular and special neetings

The Council shall normally meet at least twice each year.
Howvever, the Crzirman may call a special meeting of the Council
either on his own initiative, at the request of the Committees
established under paragraph 2(a) of this Article, or at the
request of a participant to this Arrangenment.

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.

Co-operation with other organizations

The Council shall make vhatever arrangements are appropriate for
consyltation or co-operation with intergovernmental and non-
govermental organizations.

Admission of observers

(i) The Council may invite any non-participating ccuntry to be
represented ‘4t any meeting as an observer.

(ii) The Council may also invite any of the organizations
referred to in paragraph 1(d) of this Article to attend any
meeting as an observer.

9
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Committees

(a)

(v)

The Council shall establish & Committee to carry out all the
functions vhich are necessary to implement the provisions of the
Protocol Regarding Certain Milk Povders, a Committee to carry out
all the functions vhich are necessary to implement the provisions
of the Protocol Regarding Milk Fat and & Committee to carry out
all the functions vhich are necessary to implement the provisions
of the Protocol Regarding Certain Cheeses. Each of these
Committees shall comprise representatives of all participants to
the relevant Protocol. The Committees shall be serviced by the
GATT secretariat. They shall report to the Council on the
exercise of their functions.

Examination 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 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 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,

- the Committee of the Protocol Regarding Milk Fat may 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 vhich the provisions of this Protocol
are tplied 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;

- the Committee of the Protocol Regarding Certain Cheeses
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 applied by participauts, 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 meetings

(a)

Erch Committec shall-normally meet st lcast cnce 2ach quarter.
Hovever, the Chairman of each Committee may call a special
meeting of the Committee on his own initiative or at the request

of any participant.
Decisions

Each Comittee shall reach its decisions by consensus. A
Committee shell bc deemcd to have decided on a matter submitted
for its cousideration if no member of the Comittce formally
objeccts to the acceptance of a proposal.

11
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PART FPOUR
Article WI1-Fi ions

1. C a.ncl

(a) This Arrangement is open for acceptance, by signature or other-
vise, by governments members of the United Nations, or of one of
its specislized agencies and by the European Economic Community.

(b) Any govementz accepting this Arrangement may at the time of
acceptance make & reservation vith regard to its acceptance of
any of the Protocols annexed to the Arrengement. This reservation
is subject to the approval of the participants.

(¢) This Arrangement shall be deposited vith the Director-Genmeral to
the CONTRACTING PARTIES to the Genersl Agreement on Tariffs and
Trade wvho shall promptly furnish a certified copgy 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 14 May 1970, for
participants having accepted that Arrangement and denunciation
of the Protocol Relating to Milk Fat, dane at Geneva on
2 April 1973 vwhich entered into force on 1% May 1973, for
participents having accepted that Protocol. Such denunciation
shall take effect on the date of entry into force of this
Arrangement .

Ihe terms “acceptance” or "accepted” as used in this Article include
the completion of any domestic procedures necessary to implement the
provisions of this Arrangement.

2l-‘ox' the purpose of this Arrangement, the term "government" is deemed
to include the campetent authorities of the European Economic Community.

12



2. Provisional application

Any government may deposit with the Mrector-General to the
CORTRACTING PARTIES to the Cereral Agrecment on Tariffs and Trade a
declaration of prcvisional aprlication of this Arrangerent. Any
goverament depositing such = declaration shall provisionally apply this
Arrengemert and be provisionally regarded as participating in this
Arrangement,

3. Entry into force

() This Arrangement shall entcr into force, for those participants
having accepted it, on 1 January 1980 . For participants
sccepting this Arrangenent after that date, it shall de
effective from tine date of their acceptance.

(b) The validity of contracts entcred into beforc the 2ate of entry
into force of this Arrangement is not affectcd by this
Arrangement.

b, Validity

This Arrangement shall remain ip force for three ycars. The duration
of this Arrangenment shall be extended for further pcriods of three ycars
at a time, unless the Council, at least eighty days prior to esch date of
expiry, decides otherwise.

5. Amendment
Except vhere provision for modification is made elsewhere in this
Arrangement the Council may recommend an amcndment to the p-ovisions of

this Arrangement. The proposed amcadment shall cater into force upon
acceptance by the gocvernmcnts cf all participants.

5. Rel:tionshin between the Arrangoment and the Annexes

The following shall be Aecmed to be an intesral vart of this
Arrangen~nt, subject to th: ~rovisions of naragraph 1(b) of this Article:

- the Protacols mentioncd in Artizl2 VI of thic Arr~ngement and
contained in its Annexes I, II and ITT;

- the lists of refcrence npoints mentioncd i- Article 2:1 of the
Protocol Reearding Certein Milk Powders, Article 2:1 of the
Protocol KHegarding *4i1k Fat, and Article 2:1 of the Protocol
Regerdirg Certein Cheeses, contained in Annexes Ia, IIa end Illa
respectively;

13
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- the schedules of price differemtials eccording to milk fat content
mentioned in Article 3:b, note 2 of the Protocol Regarding Certain
Milk Powders and Article 31k, note 1 of the Protocol Regarding Milk
Fat, cootaiped in Annexes Ib and IId respectively;

- the register of processes and control measures referred to in
Article 3:5 of the Protocol Regarding Certain Milk Powders,
contained in Annex Ie.

7. Relationship between the Arrangement and the Genera] Agreement on
Tariffs and Trade

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

8. Vithdrawval

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

ans provigion applies only among participants that are
contracting parties to the General Agreement on Tariffs and Trade.

1y



MITEX 1

Protocol Rcgariing Certein Vilk Powders
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PART ONE
Article 1 = Product Cov

1. This Protocol applies to milk powder end cream powder falling under
CCC3 heading Mo. 04,02, excluding whey powder.

16
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PART TWO

Article 2 - Pflot Products

1. For the purfona of this Protocol, miafmum export prices
shall be establisned for the pilot prcducts of the following descriptions:

(a) Designation:

Milk fat content:
Water content:

(b) Designation:
Milk fat content:
Water content:

(¢) Designation:
Milk fat content:
Water content:

Fackaging:

Terms of sale:

Ckicmed milk powder
Less than or equal to 1.5 per cent by weight
Less than or equal to 5 per cent by weight

thole rilk powder

26 per cent by weight

Less than or equal to 5 per cent by veight
Buttermilk E-_rderl
less than or equal to 11 per cent by wcight

Less than or equal to 5 per cent by weight

In packages normally used in the trade, of a aet
content by veight of nct less than 25 kgs., or
50 1bs., as appropriate

F.o0.b. ocean-going vessels from the exporting
country or frec-at-frontier exporting country.

By derogation from this provision, reference
voints are designated for the countries listed
in Arnex Ia. The Committee esiablished in
pursuance of Article VII:2(a) of the Arrangement
(bereinafter referred to as the Cosmittee) may
amend the contents of that Anaex.

Prompt payment against documents.

IDerived from the manufacture of butter and anhydrous milk fat.

17
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PART TWO (cont'd)
Article 3 - Minimue Prices

Level and observance of minisunm 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 goods 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
betveen the minimum 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 ionger 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$425 per metric ton for the skimmed milk powder defined
in Article 2 of this Protocol.

(i1) US$725 per metric ton for the whole milk powder defined in
Article 2 of this Protocol.

(1ii) 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 Cormittee, taking into account, on the
one hand, the results of the operetion 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-tern
minimum return to the most economic producers, the need to maintain

18
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PART TWO (comt'd)
Article 3 (cont'a)

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

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

Milk fat content: If the milk fat content of the milk pouders
described in Article 1:1 of,the preseant Protocol
excluding buttermilk powder™ differs from the milk
fet conteat of the pilot products as defined in
Article 2:1(3) and (b) of the present Protocol, then
for each full percentage point of milk fat as from
2 per cent, there shall be an upvard adjustment of
the minimum price in proportion to the difference
betveen the minimum prices established for the pilot
products defined %n Article 2:1(a) and (b) of the
present Protocol.

Packagins: If the products are offered otherwvise than in
packages normally used in the trade, of s net content
by weight of nut less than 25 kgs. or 50 1lbs., as
appropriate, the minimum prices shall be adjusted
80 as to reflect the difference in the cost cf
packaging from the type of package specified above.

lAl defined in Article 2:1(c) of this Protocol.

23« Annex I(b) "Schedule of price differentials according to milk fat
content ., - . .

19
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PARF TWO (coat'd)
Article 3 (cont'd)

Terms of sale: If sold on terms other than f.0.b. from the
exporting country or free-at-frontier exporting
countryl, the minimun prices shall be calculated on
the basis of the minimum f£.0.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 commercial rates in
the country ccncerned.

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, skimmed milk powder and buttermilk powder for purposes of
animal feed at prices belov 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 skimmed milk powder and buttermilk
povder thus exported or imported are used exclusively for animal feed.

These processes and control measures shall have been apprdved by the
Committee and recorded in a register established by it.2 Participants
vishing 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

ISee Article 2:1.

28ee Annex I(c), "Register of Processes and Control Measures’.
It is understood that exporters would be permitted to ship skirmed milk
povder and buttermilk powder for animal feed purposes in an unaltered state
to importers vhich have had their processes and control measures inserted in
the Register. In this case, exporters would inform the Committee of their
mf.ention to ship unaltered skimmed milk powder and/or buttermilk povder for
animal feed purposes to those importers which have their processes and
control measures registered.

20
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PARE TWO (comt'd)
Article 3 (comt'd)

at the request of a participant, to exanine the market situation. The
participants shall furnish the necessary information concerning their
transactions in respect of skirmed milk povder and butternilk powder for
purposes of animal feed, so that the Corrittee may follow Gevelopments in
this sector and periodically make forecests ccncerning the evolution cf this
trade.

Special conditions of siles

6. Participants undertake within the limit of their institutional
possibilities to ensure that practites such as those rererred to in
Article L:1 of this Protorol do not have the effect of lirectly 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 uormal 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 fcod-related developwent purposes
or welfare purposes in developing countries.

Article 4 - Provision of Informaticn

1. In cases vhere 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 snall notify to the Comnittee
all the relevant elements for evaluating their own market situation and,
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© PART WO (ccut'd)
Article § (ecnt'a)

in particular, credit.ar loan practices, tvinning with other products,
barter or three~sided transactioas, refunds or rebates, exclusivity
contracts, packaging costs and details of the packaging, 80 that the
Committee can make & verification.

Article § - Obligations of Exnorting Participasts

1. Exporting participants agree to use their best endeavours, ia
accordance vith their institutional possibilities, to s\upply oo a priariv
basis the normal commercial requireceats of dsveloping i-porting partici-
pants, especially those used for food-related developzent purposes and
velfare purposes.

Article 6 = Co-operation of Importing Participeats

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

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

(v) without prejudice to the provisions of Article III of the
Arrangement and Article 4 of this Protocol, to supply informatios
concerning imports of products covered by Article 1 of this
Protocol from non-participants;

(¢) to consider synpctbeticany proposals for sppropriatc remsdial
action if imports at prices inconsistent vith the minimum pncu
threaten the operation of this Protocol.

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

cle 7 - De tions

1. Upon request by a participant, the Cammittee shall have the authority
to grant derogations 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 Committee shall
pronounce on such & request within three months from the date of the request.

Article 8 - Emergency Action

1. Any participant, vhich considers that its interests are seriously
endangered by a country not bound by this Protocol, can request the Chairman
of the Comnittee to convene an emergency meeting of the Committee within
two vorking days to determine and decide vhether measures would be required
to meet the situation. If such a meeting cannot be arranged vithin 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 Committee shall also be formally advised immediately of the full
circuastances of the case and shall be requested to call a special meeting
of the Committee at the earliest possible moment.
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AR I
Protocol Ragarding Certain MLl Powders
| List of Rofercnce Pointy

In accordance vith the provisions of Article 2:1 of this Protocol, the
folloving reforonce points are designated for the countriss listed below:

Austris. Antverp, Hamburg, Rotterdan
Finland: Antverp, Hamburg, Rotterdam
Horvay: Antwerp, Hamburg, Rotterdan
Sweden:  Antverp, Hamburg, Rotterdam

Poland: Antvorp, Hamburg, Rotterdam
24/25
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ARNEX I b
Protocol Regarding Certain Milk Powders

Schedule of Price Differentials According to
Milk Fat Content

o g cosent S,
Less than 2 L3
Zqual to or more than 2, less than 3 h37
] " 3 ] ) L9
" u Y 5 L61
u " s " 6 LT3
\ " 6 :l 1 L8s
4] " 7 o 8. L97
" ) 8 " 9 509
" " 9 " 10 521
" " 10 " 1 533
» " 1n " 12 b1 1
n " 12 " 13 SST
L ] 13 " 1h 569
" " LRI ¢ 561
" " 15 % 16 593
" " 6 ¢ o1 605
" 0 17 : 18 3 {
" 2 18 " 19 629
" " 19 t 20 61
" ' 20 * a 653
" " 21 o 22 665
" « 22 " 23 617
" " 23 " 2k 683
4 " a " 25 0L
" " 25 ‘ 26 n3
" % ' 12
1 m om m
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ADEXIc
ol Re i i rs

r of 8 a 8

In accordance vith the provisions of Article 3:5 of this Protocol, the
following processes and control measures are approved for the participants

listed below:

Page
Australia /31
Austria w/35
Canada ‘ 38/%
European Economic Community h2/L3
Finland ks
Japen L8/k9
New Zealand 50/51
Norvay 53
Spain 56/57
Switzerland 61

28/29
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Skizmed milk powdesd may be axported frem the customs territoy of
Australia to third countries: '

Either, after the ccup;tont Australian authorities have eusured that
the skimmed milk powvder has deen denatured according to any one of the
following processes:

1.

2.

By the addition, per 100 kgs. of skimmed ailk powder, of 2.5 kgs.
of lucerne meal or grass meal, containing not less than 7O per cent
of particles not exceeding 300 microns, uniforaly distributed
throughout the mixture.

By the addition of fins)y milled alfalfa flour (98 per cent to
pass mesh 60, equivalent to 50 United Btates standa¥d), ia & pre-
portion of 2 Lo 4 parts per 100 and of phenolphthalein in & pwe<
portion of 1:20,000 (1 gr. per 20 kgs. of milk).

By the addition, in the proporticn of 20 per 100 by weight of the
product treated (80 per 100 by weight of ailk powder ahd 20 pet
cent of the denaturing ageat) of a mixture composed of 80 per tent
bran and 20 per cent potato flour, rice flour of other eomison
starch (at least 10 per cent to pass mesh 60, equivalent to

50 United States standard), with phenolphthalein ia the proportion
of 1:20,000. .
By the addition of, for each 100 kgs. of skimmed niik powder, a
minimum of 35 kgs. of undeodorised f£ish meal and £00 gre. of
carbonate of iron or sulpbate of iron and

(a) 1.5 kgs. of activated carbon)

(b) or 100 grs. of mixture composed of four fifths of yeliow
tartrazine (3 102) and one £ifth of patent bilue ¥ (B 131);

1
Yy These processes and control measures avvly to buttermilk povder as

vell as to skimnmed milk powder intended for animal feed.
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(¢) or 20 grs. of-cochineal red A (B 124);
(d) or 40 grs. of patent blue V (E 131).

By tbe addition of, for each 100 kgs. of skimaed milk powder,
e mininum of LO kgs. of undeodorized fish meal and 300 grs.
of carbonate of iron or sulphate of iron.

By the addition of, for each 100 kgs. of skimmed milk powder, s
ninizum of 4.5 kgs. of fish oil ar fish liver oil and 300 grs.
of carbonate of iroa or sulphate of iron.

The fish meal noted in processes & and 5 must convain at least
25 per cent of particles with dimension below 80 microns. In
processes U, 5 and 6, the iron salts have to contain at least
30 per cent of particles of a size lover 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 12L);

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

The products added to skimmed milk powder, according to processes
L, 5 and 6 have to be unifarmly 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 rasults
vithin the limits of errors admitted by the analysis method used.

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
hectclitre). ~-The.dye to be ‘one -of “the follewing- colours:

English Standard Index Nos.

Lissamine green Lk,090, L2.095, LL.025
Tartrazine 19.140

Combined with .

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

or

(b) Green B.S. Lk, 090
Cochineal T17.289
Brilliant blue/F.C.F. 42.090
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8. By the addition of neat and done meal ia ¢ proportion of 2 to
A parts of akimmed milk powder.

The dags or comteiners in vhich the denstured powder is packed
vill be labelled “For Animal Feed Oaly”.

Ur, after its facorporation in compound or mixed gtockfoods of e kind
felling vithin ftom 23.07 of the Customs Co-operation Council
Nomenclature.
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ASTRIA

Srimmed milk powdor" pay be exported from the customs territory of
Austria to third countries: :

A. Fither, after the competent Austrian suthorities bave enrured that the
szioned milk povisy has been denatured according to any cne of the
folloving procesges:

1. By the adlition, per 100 kgs. of skimmed milk powder, of 2.5 kgs.
of lucerns real or grass meal, containing not less than 70 per
cent of particles not excecding 300 ajcrons, uniformly dictributed
throughout the xixture.

2, By the addition of finely milled alfslfs flour (98 per cent to
pass nsh (0, equivalent to 50 United Btates standard), in s
proporticp of 2 to b parts per 100 and of phenolphtalein in o
proportion of 1:20,000 (1 gr. per 20 kgs, of milv),

3. Ry the addition, in the proportion of 20 per 100 by veight of the
product treated (80 per 100 by veight of milk povder and 20 per
oent of the denaturing azert) of a mixture cowposed of 80 per cent
bran and 20 per ceat petato flour, rice flour or ather comwon
sterch (at least 10 per cent to pass mesh 60, equivalent to
50 United Gtates stancard), vith phonolphth~lein in the proportion
of 1:20,000,

k, n{ the addition of, for sach 100 kgs, of ekimmed milk povder, &
miniouw of 35 kgs, of un¢acdorized fish 3ecd ani 200 grs. of
easbonata cf irvn or sulphaty of {ren and:

(s) 1.5 kgs, of activated carbon;

(b) or 100 grs, of mixture somposed of four fifths of yellov
tartyazine (£ 102) and one fifih of patent blue V (K 151);

1‘l'rwse bracesses and control meacuryn apply to duttermilk powder as
vell as to skimmed milk povder intendad for snimel feod.
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(e) or 20 grs. ofooohiudmll(t 12h)3
(d) or 40 grs. of patent dlue V (B 17).

By the addition of, for each 100 kgs. Of skimmed milk powder, &
ninisum of 40 kgs. of undeodorized fish mesal and 300 grs. of carbonats
of iron or sulphate of irom.

By the addition of, for each 100 kgs. of skimmed milk powder, &
ninimm of 4.5 kgs. of fish oil or fish liver oil and 300 grs. of
carbonate of iron or sulphate of irom,

The fish meal noted in rrocesses U and S must contain at least

25 per cent of particles with dimension below eighty microns., In

processes b, S and 6, the iron salts have to contain at least

30 per cent of particles of & 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 (B 12b);

= at least 25 per cent for the other colouring mstters: colouring
matters have to contain at least 30 per cent of particles having
8 size lover than eighty microns; the acidity of fish oid
calculated in oleic acid has to de equal to at least 10 per cent.

The products added to skimmed milk povder, according to processes &,
S and 6 have to be uniformly distributed as regards in particular
the activated carbon, the iron salts and the colouring matt.rs;
tvo samples of 50 grs. each, taken at rendom in & lot of 25 kgs.,
mst give by chemical determination the same results within the
limits of errors admitted by the analysis method used.

Dye to be added to liquid skimmed milk before drying at the rate of

2 to 3 ozs. per 100 gls. of milk (12.5 to 18.T grs. per hectolitre).
The dye to be one of the following colours:

ish Standard Index Nos.

Lissamine grean kh.090, L2.095, kk.025
Tartrazine . 19.140

Combined with:

(s) Brilliant dlue F.C.PF. k2.090

or

(b) Green B.S. ' uk.090
Cochineal 77.289
Brilliant dlue/F.C.P. k2.090
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8. By the ed4ition of meat and bone meal im & proportion of 2 to
b parts of skirmed milk prwder.

The begs or ooutainers in which the denatured povder is packed
vill be labelled-"For Aniasl Feed Only".

Or, after its ircorporation in compound or adxed stotkfoods' of a

kind falling withia item 23 O7 of the Customs Co-operstign Council.
Bomenclature.
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CANADA

1. By the addition of finely milled alfslfa flour (98 per cenmt to pass
mesh 60, equivalent to 5O United States standard), in & propartion of < to
N parts per 100 and of phenolphthalein in a proportion of 1:20,000 (1 gramme
per 20 kzs. of milk).

2. By the addition, in the proportion of 20 per 100 by veight of the
product treated (30 per 100 by weight of milk powder and 20 per 100 of the
denaturing ageat) of a mixture camposed of 80 per cent bran and 20 per cent
potato flour, rice flour or other common starch (at least 10 per cent to
pass mesh 60, equivalent to S0 United States standard) wvith phenalphtbtalein
in the propartion of 1:20,000.

3. By the addiiion of, for each 100 kgs. of skimmed milk powder, a
sininum of 35 kgs. of undeodorized fish meal and 200 gramses 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 (B 102) and one fifth of patenmt blue V (E 131);

(c) or 20 grammes of cochineal red A (B 124);
(d) or 40 grammes of patent blue V (E 131).

4. By the addition of, for each 100 kgs. of skirmad milk powder,
minimum of 40 kgs. of undsodorized fish meal and 300 grammes of carbonate
of iron or sulphate of iron.

5. By the addition of, for each 100 kgs. of skimmed milk powder, a
minioum of 4.5 kgs. of fish oil or fish liver oil and 300 grammes of
carbonate of iron or sulphate of iron.

38/39



“

The fish meal noted in processes 3 and & must comtain st
25 cent of partieles vith dimension belov 80 microns. In processes
3, b and 5, the iron salts have to contain at leest 30 per oest of particles
of & size lover than 80 Alrcas..The-colouxing matters have to coatein the
following percentages«0f the pure product:

- ot least 30 per qent for cochineal red A (B 124);

= at least 25 per cent for the other eolouring matters: colouring
matters have to contain st least X0 per cent of particles having
& size lover than 80 microns; the acidity of fish oi) calculated
in oleic acid has to ba equal to at least 10 per cent.

The products added to skismed milk powder, according to processes
3, 4 and 5, have to be uniforaly distridbuted as regards in particular the
activated carbon, the iron salts and the colouring matters; two samples of
50 grs. each, taken at random in & lot of 25 kgs., must give by chemical
determination the same results vithin the limits of errors admitted by the
analysis method used.

6. By the addition of dye to liquid skimmed milk before drying st the rate
Qf 2 to 3 ounces per 100 gallons of milk (12.5 to 18.7 grs. per hectolitre).

Dye to be one of the followviag colours: .
English Gtandard Index Nos.

Lissamine green b4 .090, 42,095, 44,025

Tartrazine ' 19.140

combined with:

(i) Brilliant blue P.C.7. 42.090

or
(ii) Green B.8, Lk,090
Cochineal 'i1.289
Brilliant blue/F.0.2, 42,090

T. By the addition of meat agd bone meal ip 8 proportion of 2:4 parts of
skimmed milk powder. .

4a
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8. By the addition, per 100 kgs. of skimmed milk powder, of 2.5 kgs. of
lucerne meal or gress meal, countaining not lees than 70 per cent of
particles not exceeding 300 microms, wniformly distributed throughout the
mixture.

The bags or oomtainers in vhich the dematured powder is packed vill be
labelled "For Animal Peed Only".

9. Incorporation of skimmed milk powder in compound or mixed stockfoods
of a kind falling vithin item 23.07 of the Customs Co-operation Coumeil
Nomenclature.

41
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JUSOPEAN ECOROMIC COMMONITY

Skimmed milk powder™ for use as animal feed may be exported to third
countries:

(a) either after being denatured in the customs territory of the Community
in sccordance with Article 2 of negmticn (2EC) Bo. 990/72%( as last
amended by Regulation (EEC) No. 80k/763¢

"Sximmed milk powder shall be denatured by the addition, per

100 kgs. of skimmed milk powder, of 2.5 kgs. of lucerne meal or

grass meal, containing not less than 70 per cent of particles not

::cceding 300 microns, uniformly distributed throughout the
xture.

This product falls within sub-heading OL.02 A II (b) 1 of the common
customs tariff;

(v) or after being incorporated in "sveetened forage; other preparations
of & kind used for animal feeding”, falling within sub-heading
ex 23.07 B of the common customa tariff, containing skimmed milk
povder;

(e¢) or after being dyed by the following dyeing process:
The dyeing is to be by means of the oolouring matters identified

by the Colour Index numbers - most recent edition - and the designations
indicated hereunder.

li‘hen processes and control measures apply to buttermilk powder as
vell as to skimmed ailk powder intended for animal feed.' (See
Regulation (EEC) Mo. 804/68, Article 10:1.)

20.3. No. L 115 of 17 May 1972, page 1.
%.J. Ho. L 93 of 8 April 1976, page 22.
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These colouring matters

- are to be used alone or in combination, in the form of very fine
impalpable powder

and
- are tate roiforsly distributed in the skimmed milk powder
- in minimum quantities of 200 grs./100 kgs.

Designation of colouring matters:

c.I. No. Designation
10140 Tmﬂzinol
42090 Brilliant blue F.C.P.
L2095 Lissamine grees
LLog0 Green B.S., Lissamine green
74260 Pigment grcen 7
- TTe9 Cochineal

(d) or after denatu=ing in accordance with Annex YII to Re;uhti%n (xxC)
No. 2054/75,2as lest amended by Regulation (EEC) No.2823/76:3'

1. Homogenwous addition to the products to be denatured of 1 per cent
blood wmeal wnd 1 por cent non-deedorized fish-meaij the two subStances
mue: ve finely grou:d and 80 per ceut of both must be able to pass
t.roagh the ncsh of & No. 60 sieve of -.2 Tyler fine series

(0.246 =m. mesh) or equivalen: ther:of.

The btlood meal must be of & type regarded in the trades as soluble
and must s-.isfy the follcwving cond.tions: when the real is diduted
in water tu 10 1~r cent si:ewsis and the solution has been stirred for
fifteen minrtes i’ then cenirifuged for enovher fifteea minutes at
2,C00 ~evoluiions per minute it wist pot Ceoposit more than 5 per cent
sedireat.

2. Homogeneousaddition to the products to be denatured of 1 per cent
blood meal and 1 per cent non-decdorized Tish solulles.

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

n"rhis colouring matter to be used only in combination vith one or more
of thg" others included in the above list.

°cJ0 "o. !‘ 228 Of 20 A\).Sult 1978' me *11-
3

" 0.J. Zo.L 334 of 1 December 1978, page 84,
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YINAND

Skianed milk povderl may be exported froa the customs territory of
Finland to third countries:

A. Bither, after the competent Finnish authorities bave ensured that the
skimmed milk povior hos been denatured accordirg to any one of the
folloving processes:

1. By the addition, per 100 kgs. of skimmed milk powder, of 2.5 kgs.
of lucerne mneal or grass 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
pess mesh (0, equivalent to 50 United States standerd), in a
proportion of 2 to & parts per 100 and of phenolphtalein in a
proportion of 1:20,000 (1 gr. per 20 kgs. of milk).

3. By the sdditicn, in the proportion of 20 per 100 by weight of the
product treated (80 per 100 by weight of milk powder and 20 per
cent of the denmaturing agent) of a rixture composed of 80 per cenmt
braa and 20 per cent potato flour, rice flour or other common
starch (at least 10 per ceat to pass mesh 60, equivalent to
50 United States standard), with phenolphthalein in the proportion
of 1:20,000. ’

k. By the addition of, for each 100 kgs. uf skimmed milk powder, &
minimum of 35 kgs. of undeodorized fish meal and 200 grs. of
carbonate of iron or sulphate of iron and:

(s) 1.5 Xgs. of activated carbdon;

(v) or 100 grs. of mixture composed of four fifths of yellow
tartrazine (E 102) and one fifth of patent dblue V (E 131);

]"l'heae processes and control measures apply to buttermilk powder as
vell as to skimmed milk powder intendel for animal fecd.
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(c) or 20 grs. of cochineal red A (R 124);
(a) or 4O grs. of patent dlue V (B 11).

By the additicvn of, for each 100 kgs. of skimmed milk powder, &
minizum of k0 kgs. of urdeodorised fish meal and 300 grs, of carbonate

of iron or sulphate of iroam.

By the addition of, for each 100 kgs. of skimmed milk powder, &
minimm of k.5 kgs. of fish o0il or fish liver oil and 300 grs. of
carbonate of iron or sulphate of irom.

The fish meal noted in processcs ¥ and $ must contain at least

25 per cent of particles vith dimension below eighty microns. L.
processes U, 5 and 6, the iron salts have to contain st least

30 per cent of particles of a size loyer than eighty microns. The
colouring matters have to contain the follovwing percentages of the
pure product:

~ at least 30 per cent for cochineal red A (B 12k);

- at least 25 per cent for the other colouring matters: colouring
matters have to contain at least 30 per cent of particles baving
a sige 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 skimmed milk powder, according to processes &,
S 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 grs. each, taken at random in s lot of 25 kgs.,
must give by chemical determination the same results vithin the
limits of errors admitted by the analysis method used.

Dye to be added to liquid skimmed milk before drying at the rate of

2 to 3 ozs. per 100 gls. of milk (12.5 to 18.7 grs. per hectohtn)
The dye to be one of the followving colours: )

English Standard Index Nos.

Lissanine green Lkk.0o90, 42.095, kh.025
Tartragine 19.140

Combined with:

(a) Brilliant blue 7.C.T. 42.090

or

(b) Green B.8. Lk .090
Cochineal 77.289
Brilliant dlue/P.C.F. %2.090
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8. By the addition of meat and bone meel in s preportion of 2 to
b parts of skimmed milk powder.

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

Or, after its incorporation in compound or mixed stockfoods of a
kind falling within item 23.0T7 of the Customs Co-operation Council
Nomenclature.
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JAPAN

Based on the provisions of Article 13 of the Customs Tariff Lav, he who

vants to import, wvith customs duty exempted, skimmed milk powder so as to
produce animal feed through mixing the powder concerned with other materials
shall take the following steps so that the powder concermed vill not be
diverted to uses other than animal feed:

1.

2.

3.

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 skimmed milk powder.

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

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.

After producing mixed feed, he shall submit, for inspection by the
Customs Office, a report vhich contains, among others, information on
the quantities of the skimmed milk powder used in the production and
of other raterials mixed therewith. The customs officers shall check
hov much 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 Lav. In addition to the above, he shall be fined or imprisoned, as
the cese may be, on the ground of the evasion of customs duty as provided
for by the Customs Law.
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EBV_IRALAYD

1. By the addition of finely milled alfalfs flour (98 per cent to pass
neuh 60, equivalent to 50 United States standard), in a p-oportiom of

2 to & parts per 100 and of phenclphtbalein in a proportion of 1:20,000
(1 gr. per 20 kgs. of milk).

2. By the addition, in the proportion of 20 per 100 by weight of th
product treated (80 per 100 by weight of milk powder and 20 per 100 of the
denaturing agent otod.xtmeo-poudot&)perecnbmmdmpexunt
potato flour, rice flour or other cowmn starch (at least 10 per cent to
pass mesh 60, equivalent to 50 United States ltlndnrd). vith phenolphtiialein
in the proportion of 1:20,000.

3. By the addition of, for each 100 kgs. of skimmed milk powder, & minimua
of 35 kgs. of undeodorized fish moal and 200 grs. of carbonate of iron o
sulphate of iron and

(a) 1.5 kgs. of activated carbon;

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

(e) or 20 grs. of cochineal red A (B 12k);

() or L0 grs. of patent dlué V (B 131);

(e) or 20 grs. of edicol lime.
k.. By the addition of, for each 100 kgs. of skimmed milk powder, & minimum
of L0 kgs. of undeodorized fish meal and 300 grs. of carbonate of iron or
sulphate of iron.
S. By the addition of, for each 100 kgs. of skimmed ailk powder, a minimum

of k.5 kgs. of fish o0il or fish liver oil and 300 grs. of ca.rbonau of iron
or sulphate of iron.
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The fish meal noted in processes 3 end b must contain at least
25 per cent of particles with dimension below 80 microns. In processes
3, b erd 5. the iron salts hava to contain at least 30 per cent of particles
of a £.ze lover than 80 microns. The colouring matters Lave to contain the
following nercentages of the pure product:

- 8t least 30 per ceut for cochincal rcd A (3 12k);

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

The prciucts addad to sricmed milk povdar, according to processes 3, U
ani 5, have to be unifirily dictriltuted as regards in particular the acti-
vated ca.olon, the iron scits orl the colouring matters; tvo sauples of
€) mre. cach, taken at ran.om ia & lot of 25 kgs., must give ty chemical
d>tcrrinaticn the same results within the limits of errors adritted by the
analyeis nmcthod used.

6. DBy the addition of dye to liquid skimmed milk before drying at the
rete of 2 to 3 ounces per 100 gailons of miik (12.5 to 18.7 grs. per
hectolitre).

Dye to be one of the following colours:

English Standard Index los.

Lisscrine green L4 090, 42.095, LkL.025
Ta - ‘azine 19.1%0
Cor " incd with
(i) Erilliant blue F.C.F. 42.090
or
f33) Green B.S. L& 090
Cor ipe..l 77-2%3
Bi.lliant blue/F.C.F. k2 Cc20

7. By the ad?iticn of neet and bone meal in a proportion of 2:b4 parts of
gkimmed & 2k cwozr,

8. By the aldition, per 100 kes. of s%imred pilk powder, of 2.5 kgs. of

lucerne wzeal or srass 12:%, - at ‘ninp ...t _3: inan 7T per cent of particles
not execeding 27 miercns  unaforlly listritlted throughout the mi:ture.

Tho tapgs or coatairers in vhich the denaturcd powder is packed will be
labelled "For Animal Feci Cnly".

9. Incorporation of skirmed milk powZer in compound or mixed stcckfoods -
of a kind falling within item 23.07 of the Customs Co-operation Cruncil
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NORWAY

Skimmed milk pwpcrl may be exported from the customs territory of
Borvay to third countries:

A. Bither, after the competent Norvegian authorities have ensured that the
skimned milk powder has been denatured according to any one of the
folloving processcs:

1.

2.

3.

By the addition, per 100 kgs. of skimmed milk povder, of 2.5 kgs.
of lucerne meal or grass meal, containing not less than 70 per
cent of particles not exceeding 300 microns, uaiformly distributed
throughout the mixture.

By the sddition 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 kgs. of milk),

By the addition, in the proportion of 20 per 100 by weight of the
product treated (80 per 100 by weight 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 leact 10 per cent to pass mesh 60, equivalent to

50 United States standsrd), with phenolphtk-lein in the proportion
of 1:20.@.

By the addition of, for each 100 kgs. of skimmed milk powder, &
m'nimum of 35 kgs. of undeodorized £ish mea' and 20 grs. ol
cacbonate of iroa or sulphate of iron and:

(a) 1.5 kgs. of activated carbon;

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

1‘rhou processes and control measures apply to buttermilk powder as
well as to skimmed milk powder intended for animal feed.
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1.

(¢) or 20 grs. of cochineal red A (B 12k);
(d) or 4O grs. of patent dlue V (E 131).

By the asddition of, for each 100 xgs. of skimmed milk powder, a
ninimum of h0 kgs. of undeodorized fish meal and 300 grs, of carbonate
of iron or sulphate of iron.

By the addition of, for cach 100 kgs. of skimmed 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 notecd in processes 4 and 5§ muat contain at least

25 per cent of particles with dimension below eighty microns. In
processes U, 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 metters have to contain the following percentagcs of the
pure product:

- at least 30 per cent for cochineal red A (E 12h);

- at least 25 per cent for the other colouring matters: colouring
zatters have to contain st 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 skimmed milk powder, nccord.me to processes U,
5 and 6 have to be umfomlv distributed as regards in particular
the activated carbon, the iron salts and the colouring matters;
tvo samples of 50 grs. each, taken at random in & lot of 25 kgs.,
must give by chemical determination the same results within the
limits of errors adnitted by the analysis method used.

Dye to be added to liquid skimmed milk before drying at the rate of
2 to 3 ozs. per 100 gls. of milk (12.5 to 18.7 grs. per hectohtre)
The dye to dbe one of the following colours:

English Standard Index Nos.
Lissamine green - Lk.090, 42.095, Lk.025
Tartrazine 19.140
Combined with:
(a) Brilliant blue P.C.F. 42.090
or
(v) Green B.S. 4% .,090
Cochineal 77.289
Brilliant blue/F.C.F, 42.090
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8. By the addition of mcat end bone mcel ian a proportion of 2 to
L parts of si.t.red milk powior,

The bags or ceataincrs in which the denaiured powder is packed
vill be labclled For Animal Feed Only”.

Or, aftcr its incosporction in comocund or mixed storkfoods' of a
kind failing vithin item 23.07 ¢ the Customs Co-operation Council
Nomenclature.

55
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SPAIN

The control systemsapplied by Spain to imports of skimmed milk powder
intended for animal feed are set forth in the following texts annexed
hereto:

1. Circular Sc. 739 cf the General Directorate of Customs,
estcblishing rules for the denaturing of milk powder (Annex 1);

2. Order of Mipistry of fgriculture cf 30 October 1976 establishing
control cnd surveillance of den~tured milk powder and vhey powder for
use in animel feed (Annex 2).

In addition, cthcr supplementery provisions are in existence euch as
the Ministry of Finence Order dated 22 September 1969, determining the
responsibilities of the customs authorities with respect to chemical
analysis, and Customs Circular No. 626 (Official Gazette of 17 October 1969)
prescribing the modalities for chemical enalysis, rules for the taking of
samples end the responsibility of the various laberatories.
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ANNEX 1

General Directorate of Customs

Circular Fo. 769 (Official Garette of 12 October 1977)
Esterlishing Bules for the Denaturing of Milk Powder

The denaturing of skimmed milk powder is to be effected bty either of
the folloving tvo processes:

1. Homogeneous addition to the productg to be dsnatured of 1 per ceant of
blood flour and 1 per cent of fish flour:; both subatances must be finely
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 dlood flour shall be of & type regarded as soluble in the trade
eand must meet the requirement that vhem diluted in vater in a 10 per cent
solution and vhen the solution is sheken for fifteen minutes and centrifuged
for an additional fifteen minutes at 2,000 revolutions per ainute, the
sediment shall not exceed 5 per cent,

2. Homogeneous addition to the products to be denatured of 1 per cent of
blood flour and 1 per cent of non-deodorized fish solubles.

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

11t is the understanding of the Spanish authorities that the fish
flour must be non-deodorized.
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ANWEX 2
Ministry of Agriculture

Order of 30 October 1976 establi- h__.x__ng ontrol and surveillance of denatured
milk povder ar.. v.ey Ev_ger for use in animal feed

The import of denatured milk powder or whey powder under the
Liberelized-Trade Régime er:lusively for purposes of animal feed requires
regulation of the costrol and surveillance of use, vith the twofold objective
of guaranteeing the quality of both the basic product and the denaturing
agents employed and of preventing unlavful competition with domestic dairy
products.

Quality stendsrds and requirements for substances and products used in
animal feed having becn approved by Decree 851/1975 of 20 March and
Ministerial Order of the Minister of Agriculture of 23 June 1976, it is
Decessary 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 {or use
in animel feed and by virtue of the authority vested in this Department by
final provision & of the said Decreve, I have deemed it fitting to provide as
follows:

Article 1. The denatured milk powder and vhey powder to dbe 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 chbaracteristics vhich may result from the dematuring sgent used. The
products used as denaturing agents may be thooe approved by Circular No. 543
of the General Directorate of Customs (Boletin Oficial del Estado of
28 July 1966) or such other products as may subsequently be appraved for the
purpose.

The foregoing shall be testod by means of analyses performed by labors-
tories belonging to this Department on samples taken, prior to customs
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 shall
beur an appropriate lebel giving particulars concerning the type of product
and the dencturing agent or agente used. Each sack shall be conspicuously
mcrked vith the words: "Products; for usq poly {n animal feed”.

Article 3. The Customs Veterinary Inspection Services of this
Department shall take the necessary semplcs 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 tbe
health documents accompanying the lot to be imported and shall obtain from
the importer complete information corcerning 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 sball
be signed by the importer or by a person duly suthorized by hinm.

If the imported lot has different destinations, the uport.er or his
representative shall make a declaration for each sud~lot.

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

Article 5. Imported denatured dairy products shall de used exclusively
in animal feed and accordingly, after clearance by Customs, they shall de
consigned exclusively to fodder or additive plants, vholesale varehouses or
stock-farnmers, all of vhom shall preserve the documentation accompanying the

- goods since its entry in Customs. The subsequent movement of these products
shall de restricted to authorized industrial and warehousing enterprises,
vhich must ensure that the goods are alwvays accompanied by documents or .
invoices certifying the origin thereof. The consignee of the goods shall
hold the original of these documents 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 removal or total or partial eliminstion of the
denaturing substances incorporated in the dairy products referred to in this
Order, and likevise any other practice that would annul effects ‘ndicative
of the prescnce of such substances, shall be prohibited.

Article 7. The inspecties lerri.ce- of the Department shall ensure
strictest compliance wvith the pron.non- of this Order, and any moveament or
poucnion of the said products in circumstances other than those mthociud
by this Order sball be deemed clandestine.

Article 8. Infringements of the provisions laid down in tais Order
shall be punished in accordance vith the provisions of Decree 2177/1973, of.
12 July, governing penalties for fraud in respect of asgricultural products.

Article 9. The General Directorate of Agrarian Industries and the
General torate of Agrarian Production are hereby empovered to establish
additional rules for the implementation of ihe present Order.

Communicated for your mtonntioa end chon.

Madria, 30 October 1916
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SVITZERLAJD

Skimmed milk powder may be exported from the customs territory of

Svitserland to third countries: :

A.

Bither, after tbe competent Sviss autborities have esasured that the
skimmed milk powder has been denstured aceording to any ooe of the
folloving processes:

1. By the addition, per 100 kgs. of skimmod milk powder, of 2.5 kgs.
of lucerns mesl or grass meal, containing not less than
70 per cent of particles not exceeding 300 microans, uniformly
distributed tbroughout 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 e
proportion of 2 to & parts per 100 and of phenolphthalein in &
proportion of 1:20,000 (1 gr. per 20 kgs. of milk).

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

k. By the addition of. for each 100 kgs. of skimmed milk powvder,
8 ninimm of 35 kgs. of undeodorized fish meal and 200 crs. of
carbonate of iron or sulphate or iron and:

(a) 1.5 kgs. of activated carbon;

(b) or 100 grs. of mixture composed of four fifths of yellow
tartrazine (E 102) and one fifth of patent blue V (B 131);
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(c) or 20 grs. of cochineal red A (B 12);
() or k0 grs. ot patent dlue V (E 131).

By the addition of, for each 100 kgs. of skimmed milk povder, &
mmnofhow. of undeodorized fish meal and 300 grs. of
carbonate of iron or sulphate of iron.

By the addition of, for each 100 kgs. of skimmed milk powder, &
minimum of 4.5 kgs. of fish oi} or fish liver oil and 300 grs. of
carbonate of iron or sulpbate of iron.

The fish meal noted in processes b and 5 must coatain at lcast

25 per ccnt of particles vith dimension belov eighty microns. In
processes 4, 5 and 6, tha iron salts have to contain at least

30 per cent of particles of a size lover than eighty microns. Ine
colouring matters have to caqtnn tho rollmnng percentages of the
pure product:

- at least 30 per cent for cochineal red A (E 12h);

= at least 25 per cent for tho other calouring matters: colouring
matters have to contain at’least 30 per-ceataf pgriicles having
a size lover than eighty microns; the acidity of fish oil
calculated in-aleic scid.has-to ha equal to at least 10 per cent.

The products added to skimmed milk powder, according to processes
b, 5 and 6 have to be uniformly distributed as regards in particu-
lar 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 recults
vithin the limits of errors admitted by the analysis method used.

Dye to be added to liquid skimmed milk before drying at the rate
of 2 to 3 oss. per 100 gls. of milk (12.5 to 18.7 grs. per
hectolitre). The dye.to Be.one-of thd frolloving colours:

English Standard Index Nos.

Lissanine green 4k.090, 42,095, Lk,025
Tartrazine ©19.1k0

Combined vith .

(a) Brilliant blue P.C.F. k2.090

or

(b) Green B.S. kb 090
Cochineal T1.289
Brilliant bluc/P.C.P. 42.090
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8. By the addition of mest andbone meal in a proportion of
2 to § parts of skimmed milk powder.

The bags or containers in vhich the denatured powder is packed
vill be labelled "For Anizal Feed Only".

Or, after its incorporstion in compound or mixed stockfoods of a kind
falling vithin item 23.07 of the Customs Co-operation Council
Nomenclature.

63



ANYEX T1

Protocol Regarding Milk Fat
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PROTCCOL REGATDING }TLK_PAT
PART ONE

Article 1 - Product Coverage

et e - ——— ——

1. This Protocol applies to milk fat falling under CCCHl heading Wo. 04.03,
naving a milk fat content equal to or greater tnan 50 per cent by veight.

PART THO
Article 2 - Pilot Products
e s cwewm ocumm e -.'.r"'-- ——— a S—p—
1. TFor the purpose of this Protocol, minimum export prices
shall te established for the pilot products of the following descriptions:

(a) Designation: Anhydrous milk fat

¥ilk fat content- 99.5 per cent by weight
(b) Designation: Eutter
Milk fat content: 80 per cent LUy weight

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

Terns of sale: F.o.b. from the exporting country or frec-at-
frortier exporting country.

By derovation from this provision reference
noints 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 payment acainst documents.
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PART TWO (cont'd)
Article 3 -~ Mini ces

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 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
betwveen the minimum prices established in the Protocols to the present
Arrangement, the need to ensure equitable prices to consumers, and the
desir:pility of mainteining a minii. 1 return to the most efficient producers
in order to ensure statility of supply over the loager term.

. (b) The minimum prices provided for in peragrzph 1 of the present
Artici: epplicatle at the date of cn.ry irto for:e of this Prctocol are
fisiu i

(i) US®..2n70 per metric ton for the anhydrous milk fat defined in

e o lof ik .¢( szl

(ii) USt. =S per metric ton for the butter defined in Article 2 of this
Pro..ol.

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.

67

“ BESTAVAILABLE COPY*




68

PART_TWO (cont'd)
Article 3 (coat'a)

(b) The levels of the minimum prices specified in the present Article
shall be subject to reviev at least once a year by the Comittee. 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 neod to maintain
stability of supply and to ensure acceptable prices to consumers, and the
current market situation and shall have regard to the deairability of
mpronng the relationship between the levels of the minimum prices set out
in paragraph 2(d) of tne present Article a.nd the dairy support levels in the
major producing participants.

justment of minimum prices

k. If the products actually exported differ from the pilot products in
respect of the fat content, packeging or terms of sale, the minimum prices
shall be adjusted so as to protect the minirun 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 fet 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 =r greater than 82 per cent or less
than 80 per cent, che minimum 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 pliot products defined
in Article 2 of the present Protocol.

1
See Annex II b, "Scheduls of price differentials according to milk fat
content”.
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PART TWO (coat'd)
Article 3 (cont'd)

Packaging: If the products are offered othervise than in packages
pormally used in the trads, of a net content by veight
of not less than 25 kgs. or 50 1lbs., 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.

Terms of sale: If sold on terms other than f£.0.b. from the exporting
country or free-at-frontier exporting countryl, the
minimm prices shall be calculated on the basis of the
minimua £.0.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
commercial rates in the country concerned.

Special conditions of sales

S. Participants underteke within the limit of their institutional possi-
bilities to ensure that practices such as those referred to in Article k:l
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
belov the agreed minimum prices.

Field of application

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

Transactions other than normal commercial transactions

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

1See Article 2:1
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PAR? TWO (cont'd)

Article 4 - Provision of Infarmstion

1. In cases vhere prices in international trade of the products covered

by Article 1 of this Protocol are appro.ching the minimum prices mentioned

in Article 3:2(b) of this Protocol, and without prejudice to the provisions of
Article III of the Arrangement, p.rticzpantl shall notify to the Carmittee
all the relevant elements for evaluating their ovn market-situation and, in
particular, credit or loan practices, twinning vith other products, dbarter

or three-sided transactions, refunds or rebates, exclusivity contracts,
packaging costs and details of the packaging, so that the Committee can

make a verification.

Article 5 - Oblisations of Exporting Participants

1. Exporting participants sgree to use their best endeavours, in
accordance vith their institutional possibilities, to supply on a priority
basis the normal commercial requirements of developing ixporting partici-
pants, espccially thosc used for food-related development purposcs and
velfare purposes.

Article 6 - Co-operation of Importing Participants

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

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

(b) without prejudice to the provisions of Article IIT of the
Arrengement and Article b of this Protocol, to supply information
concerning imports of products covered by Article lof thil
Protocol from non-perticipents;

(¢) 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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PARY THRER
Article T - Derogations

1. Upoo request by s participant, the Committee shall have th: authority
to grant derogations from the provisions of Article 3, paragraphs 1 to b
of this Protocol in order to remedy difficulties vhich observance of
Aipimua prices could cause certain participants. The Committee shall
pronounce on such & request vithin three months from the date of the
request.

Article 8 - Pmergency Action

1. Any participant, vhich considers that its interests are seriously
endangered by & country not Lound »y this Protocol, can request the
Chairman of the Comitteec to convene an emcrgency meeting of the Committee
vithin two vorking deys to determine and decide vhether measures would be
required to meet the situation. If such a meeting cannot be arranged
vithin the two vorking days and the commercial interests of the participan
concerned are likely to be materially prejudiced, that participant may
to<e unilateral action to safeguard its position, on the condition that an
other participants likely to be affected are immediately notified. The
Chairmay of the Committee shall also be formally advised immediately of th
full ciccumstances of the case¢ and shall be requested to call a special
meeting of the Committee at the earlicst possible moment.
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ANNEX II &
Protocol Regarding M1k Fat

List of Reference Points

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

Austria: Antwerp, Hamburg, Rotterdam
Finland: Antverp, Hamburg, Rotterdam.

Basle: for butter exports to Switzerland
Norwvay: Antwerp, Hamburg, Rotterdam

Sweden: Antverp, Hamburg. Rotterdam.
Basle: for butter exports to Svitzerland
72/73
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ANNEX I
Protocol Regarding Milk Fat

Schedule of Price Differenti
M1k Fat Content

Milk fat content - ‘ Minizum price
| US$/metric ton

Equal t0 or mw then .., hu.tm .o

» (X " LX) oo

R ) " 80 916.25
" " e 925

" 82 " 83 942.50
" 83 " 8k 951.25
A ] "8 960

» 85 » 86 968.75
. 86 " 87 977.50
» 81 . 88 996,25
' 88 " 8 995

" 69 . 90 1,003.7¢
" 90 :" 91 1,012.50
" 9 “ 92 1,021.25
. 92 " 93 1,00

" 93 " 9k 1,038.75
“ 9% . 95 1,047.50
. 95 " 96 - 1,056.2%
" 96 " 97 1,065

. 97 " 98 1,073.75
" 98 “ 99 . 1,032.50
" 9 " 99.5 1,091.25

. 99.5 1,100
/75 ) ’
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ANNEX III

Protocol Regording Certain Cheeses
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PROTOCOL REGARDING CERTAIN CHEESES

PAR? ONX

Article 1 - Product Coverage

1. ‘This Protocol applies to cheeses falling under CCCN heading No. Ok.OL,
having a fat content in dry matter, by veight, equal to or more than kS per
cent and a dry matter conteat, by weight, equal to or wore than 50 per cent.

PART TWO

Article 2 - Pilot Product

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

Designation:

Packaging:

Terms of sale:

Cheese

In packages normally used in the trade of
a net content dy weight of not less than
20 kgs. or L0 1lbs., es appropriate.

PF.0.b. from the exporting country or free-
st-frontier exporting country.

By derogation from this provision, reference
points are designated for the countries listed
in Annex II1la. The Committee established in
pursuance of Article VII:2(a) of the
Arrangement (hercinafter referred to as the
Committee) may amend the contents of tha
Annex. .

Prompt payment against documents.
78



77

PART TWO (cont'd)

Article 3 - Minimum Price

level and otservance 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 minimm price applicable under the present
t'roteccl.  If the products are exported in the form of goods in which they
have tecn incorporated, participants shall take the stcpu necrasary to avoid
the circumvention of the price provisions of this Protocol.

2. (a) The ainirum price level set out in the prescut Article takes
account, in particular, of the current market situation, dairy prices in
producing participants, the need to ensure an appropriat. relation:hip
tetwveen the minimum prices cstallished in the Proteocols to the present
Arraccepent, the need to ensure equitable prices to consumers, und the
desirability cf maintaining a minimum return to the most cfficient
or0ducera in order to ensure stability of supply over the longer term.

{t) The minimum price provided for in paragraph 1 of thc prescat
Articie aprlicable at the date of entry into force of this Protocol is
fixed at USS&0 per metric ton.

3., (a) The level of the minimum price specified in the prcsent Article
can te pcdified bty the Committee, taking into account, on the onc hand,
the resuits of the operation of the Protocol and, on thc other hand, the
evclution of the situaticr of the international market.

\*) The level cf the minirum price specificd in the present Article
sktall te subject tc reviev at least once a year by the Commuttce. The
Ccz=ittee shall meet in Sertember of each year for this purpose. In
undertaking this reviev the Committee shall take account in particular,

40 the extezt relevant and necessary, of costs faced by producers, other
re_avant economic factcrs of the world market, the need to maintain a
lccg-tern ninicunm return to the most economic producers, the need to
zaintaiz statility of supply and to ensure acceptable prices to consumers,
a=d the current market situation and shell have regard to the desirability
¢f izproving the relationship between the level of the minimum price set
sut iz paragraph 2(%) of the present Articlc and the dairy support levels
in *ke =ajor producing particigants. .
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PART TWO (cont'd)
Article 3 (cont'd)

Ajustment of mipimum price

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

Packaging: 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.

Terms of sale: If s0ld on terms other than f.0.b. from the
exporting country.or free-at-frontier
exporting country , the minirum price shall
be calculated on the basis of the minimum
f.0.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
mininum price provisions below the agreed minimum 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. '

1See Article 2:1.
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PAR? W0 (cont'd)
Article 3 (cont'd)

Transactions other than normal comnmercial transactions

7. The provisions of paragraphs 1 to G of this Article shall not be
regarded as applying tc donated exports to devcloping countries or to
exports destined for relief purposes or fcol-rclated development purposes
or velfare purposes in developing countriec,

Article 4 - Provision of Information

1. In cases vhere prices in international trade of the productl covered

by Article 1 of this Protocol are approaching the minimum price menticned

in Article 3:2(d) of this Protocol and without prejudice to the provisions of
Article III of the Arrangement, participants shall notify to the Committece
all the relevant elements for evaluating their own market situation and, in
particular, credit or loan practices, twinning vwith 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 & verification.

Article 5 - Obligations of Exporting Participants

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

Article 6 -_Co-operation of Importing Participants

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

(a) to co-operate in implementing the minimum price objectize 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 minimum price;

(b) without prejudice to the provisions of Article IIT of the
Arrangement and Article b of this Protocol, to supply informatiun comecrning
imports of mroducts covered by Article 1 of this Protocol frum nuu-
participants;
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PART TWO (coat'd)
Article 6 (cont'a)

(¢) to consider sympathetically proposals for appropriate reaedial
action if imports at prices inconsistent with the minimm price threaten
the operation of this Protocol.

PART THREE

Article T - Derogations

1. Upon request by a participant, the Committee shall have the authority
to grant derogations from the provisions of Article 3, parsgraphs 1 to &

of this Protocol in order to remedy difficulties vhich observance of
minimum prices could cause certain participants. The Committee shall
pronounce nn such a request within thirty days from the date of the request.

2. The provisirns of Article 3:1 to & shall nct apply to exports, in
exceptional circumstances, of small quantities of natural unprocessed cheese
vhich would be below normal exprrt quality as a result nf deteri ration or
prduction faults. Participants exporting such cheese shall notify the
GATT secretariat in advance of their intentianm to do so. Participants shall
also notify the Comittee 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 seriously
endangered bty a country not bound by this Protocol, can request the Chairman
nf the Committee to convene an emergency meeting of the Committee within

tvo vorking days to determine and decide vhether measures would be required
to meet the situation. If such a meeting cannot be arranged vithin the two
vorking 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 )
Committee shall also be formally advised immediately of the full circumstances
of the case and shall be requested to call a special meeting of the Cosmittee
&t the earliest possible moment.
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ARKREX I1I a

Protocol Regarding Certoin Checses

List of Refereace Points

In eccordsnce vith the provisions of Article 2:1 of this Protoccl, the
folloving reference points are designated for the ccuntries listed below:

hugtria: Aatverp, Huoburg, Rotterdam
Finland: Aatverp, Hamburg, Rotterdam
Norvay: Antverp, Hamburg, Rotterdan
Sweden: Antwerp, Hamburg, Rotterdam
Poland: Antverp, Hamburg, Rotterdam
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ANNEX 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 possidilities.

Japan has accepted Article 3:5 of the Protocol Regarding Certain Milk
Powders on the underscanding 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 couatries 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 T: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 Committes, 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. 1332(d)), for the purpose of submitting a
series of repbrts analyzing the effects on U.S. industrial and agricultural
sectors of nontariff measure agreements and tariff reductions recently
negotiated at the Multilateral Trade Negotiations (MIN) in Geneva.

This report analyzes the effects on U.S. industrial sectors of the
agreement on Trade in Civil Afrcraft (vhich will be referred to as "the
agreement").

This report provides a brief discussion of the background and origin
of the agreement, & descripton and anaslysis of the agreement’s provisions,
a profile of the U.8. 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 customs
revenuss of U.S. adoption of the agreement and a brief discussion of the
legislative requirements for implementing the agreement.

i



Summary

The agreement, wvhich was recently initialed in Geneva by the United
States, the European Community (EC), 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 & number of nontariff measures, such as
governmental subsidies, government-directed procurement, techaical barriers
(standards) sand 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
vhich 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
msintenance 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 aultilaterally
negotiated under the asuspices of the GATT, as they affect trade in civil
aircraft.

Certain of the agreement’s provisions gre 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."” This 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 im 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
eircraft purchasing entities to procure civil aircraft from any particular
source or by exerting "unreasonable pressure" on them to this end. This
provision will be difficult to enforce since it would seem 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.

il
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On the whole, however, the U.S. civil aircraft industry is liksly to
reap important benefits from U.S. adoption of the agresment, resulting
primarily from the agreement’s provisions dealing with nontariff measures,
since foreign tariffs on U.S. exports of commercial aircraft are usually
waived. Besides increasing the immediaste potentisl for expanded U.S. ex-
ports, the agreement should help to ensure that market forces and technol-
ogy, rather than political considerations, remsin 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
vith a potential long-term rise in U.S. exports (with only a minimal in-
crease in U.S. imports) likely to lead to an expsnsion in the current work
force.

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

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

Discussions with respect to & proposed agreement on trade in civil air-
craft began relatively late at the MIR. On October 21, 1978, the United
States circulated to our msjor trading partners at the MIN a "U.8. Discussion
Draft of ‘Agreement on Government Policy Regarding the Production and Trade
of Civil Atircraft’.”™ Although the document was circulated for discussion
purposes only and was not intended to be a formal proposal, it formed the
foundation for serious negotiations which ultimately led to the document
vhich was recently initialed by Canada, the EC, Japan, Sweden and the United
States as a formal expression of intent to sccede to the agreement. }/

It is our understanding thsat the U.8. aircraft industry was one of the
principal forces behind the move for a separate NIN agreement on trade in
civil eircraft. Representatives of the domestic industry actively partici-
pated in drafting the initial U.8. discussion draft and kept in close
contact with the U.S. negotiating team, offering advice and assistance
throughout the negotiations.

The agresment was designed to accomplish the objectives sstablished in
the susmit level framework of understanding of July 13, 1978, among our
msjor trading partners, to negotiate--

saxinum freedom of world trade in commercial aircraft, parts
and related equipment, including eliminstion of duties and

to the fullest extent possible, the reduction or elimination
of trade restricting or distorting effects of other measures.

Description and Analysis of the Agreement

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

The agreemsnt consists of nine articles, s preamble, and an annex which
is an integral part of the agresment 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 sgreement, such as--

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

11) to provide fair and equal competitive opportunities;

1/ This sgreemsnt is set out in Appendix A.
1
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111) 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 would apply to all civil (noo-military) aircraft, sod all
parts, components and subassemblies (including engines and parts thereof)
used in the manufscture, repair, rebuilding, maintenance, modification, or
conversion of such aircraft and to flight ground simulators and parts thereof.

Customs duties and other charges

Signatories to the agreement sust 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 Customs Cooper-
ration Council Nomenclature (CCCN) number (applicable to imports into the EC,
Japan, Sweden, and any other signatory using the CCCN), 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)--which provide sub-
stantially equivalent product coverage among all signatories.

Appendix B to this report sets out each of the TSUSA item numbers .
vhich are included in the provisional U.S. list for duty-frse coverage, a
short description of the affected articles and the current U.S. tariff treat-
ment for each such article. The list includes s wide varisty of ‘provisions
scattered throughout the TSUSA which do not make reference to the ultimate
use of the subject article as part of an aircraft. Many of the provisions
have & column 1 (trade agreement) duty rate in excess of the 5 percent ad
valorea 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 each of the items listed in the respective
tariff headings in the annex to the agreement, the use of the phrase "all
customs duties and similar charges of any kind levied on, or in connexion
vith the importation of products” may be construed to encompass dumping and
countervailing duty charges, as well. Similar language in the Florence

2
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Agreement 1/ vas so interpreted by the Treasury Departament in terminating s
dusping investigation concerning Automotive and Motorcycle Repair Manuals
from United Kingdom. 2/ Such an interpretation with 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
pot be consistent with the purposes of ths 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
vhich specifically contemplates that countervailing duties may be levied in
sccordance vith the Agreement on Subsidies/Countervailing Measures. It is
suggested that this potential smbiguity be eliminsted in the implementing
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 agreement,
applies to trade in civil aircraft 3/ and expands the coversge of the
standards agreement with respect to such trade between signatories of the
aircraft agresment to include aircraft certification requirements and
specifications on operating and msintenance procedures. The standards
agreement covers sll industrial products and, therefore, is applicable on
its own to the products covered in the aircraft agreesent.

The standards agreement, vhich is analyzed in detail in volume 6 of
this study, discourages discriminatory manipulations of product standsrds,
product testing and product certification systems and requires countries to
use fair and open procedures vhen they adopt product standards and related
practices that affect international trade. Since each of the countries
vhich have initialed the aircraft agreement 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 sgreement discussed above.

Government-directed procurement, mandatory sub-contracts and inducements

Article & of the agreement establishes the basic pr.inciplc that pur-
chasers of civil aircraft should be free to select suppliers on the basis

1/ T.1.A.8. No. 6129, 17 U.S.T. 1835 (June 24, 1959).

y 43 Fed. lc'- 45932 (Oct. ‘. 1978)0

3/ Arguably, the provisions of the standards agreement would only be ap-
plicable to those countries which sign both the standards agreement and the
aircraft agreement since the aircraft agreement mersly "notes™ that the
standards agreement 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 & legal obligation om non-
signatories to the standards agreement.

3
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of commercisl 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 "unressonable pressure” on thea to
this end. It is somevhat questionable vhat effect this provision will have
in practice, however, since, by negative inference, it would allow govern-
ments to exert "reasonabls pressure” on purchasing entities to procure
civil aircraft from pnrt‘lcuhr sources. Disputes are likely to arise as
to the "reasonablensss™ of governmental involvement in purchasing decisions
vith the burden being on the injured party to establish both the presence
of goveromental 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", vhereby governments contract
for the purchase of civil aircraft on tiie conditiom that a certain volume
of subcontracts (such ag for componeats of the aircraft) be entered into by
the seller of the aircraft with firms of the purchasing country. It pro=-
vides that the purchase of products covered by the agreement should be made
“only on & competitive price, quality and delivery basis”, which would seem
to preclude a signatory from requiring mandatory subcontracts. Article &.)
further provides that a signatory may "require that its qualified firms be
be provided with access to business opportunities on a competitive basis
and on terms no less favourable than those available to the qualified firms
of other Signatories”. The thrust of the provisions seems to be that
qualified domestic firms of the purchasing country must be given equal
opportunity to compete with firms 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 sale or purchase of civil sircraft from any
particular source, wvhich would create discrimination sgainst suppliers from
any signatory.

Although several of the provisions in article 4 of this agreement are
analogous to provisions in the Agresment on Govermment Procurement, which
is analyszed 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. Bowever, some governmentsl entities do putchuo
civil aircraft and such purchases would be covered by the government pro=-
curemsnt agreement. '

Trade restrictions

Article 5 of the agreement states that signatoyies shall not apply
quantitative restrictions (quotas) or licensing requirements to restrict
imports or exports to other signatories of civil aircreaft iz 4 manner in=
consistent with spplicable provisions of the GATI. Import monitering or
licensing systems which are consistent vith the GATT and export licemsing
procedures for reasons of national security would not be precluded.

L
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Covernment support, export credits, and sircraft marketing

Article 6.1 of the agresment 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 msasures agreement) on trade
in civil aircraft. 2/ Since the subsidies/countervailing measures agree-
ment would apply to trade io civil sircraft, even in the absence of an
sircraft 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. 3/

However, article 6.1 goes on to say that signatories—-

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

This language appears to lessen the impact of the subsidies/countervailing
measures agreement with respect to tcade in civil aircraft by providing s
potential justification (i.e., the "special factors"” which apply in the air-
craft sector) for offering goverumental 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 commsrcially compet-
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 1is not as strong as it could be, however, since there is no commitment
for repayment of subsidies.

Regional and local governments

Article 7.1 provides that signatories should not require or encourage
regional and local governments or non-governmental bodies to take actiom in-
consistent vith provisions of the agreemsnt. This language does not require
the U.S. Government to take any remedial action vith regard to activities of -

1/ This agreement is analyzed in volume 2 of this study.

2/ The language "seek to avoid” creates a potential problem of interpretationm.
Does a signatory agree to an obligation not to cause injury, serious prejudice,
or nullification or impairment? Or does s signatory merely agree to try to
avoid causing the unpleasant effects?

3/ At this time, only Cansda, the EC, Japan, Sweden and the United States have
initialed the aircraft sgreement and each has also initialed the subsidies/
countyrvailing measures agreement.

50-139 0 - 79 - 7
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the various state or local governments which contravene the agreement. It
simply directs that the Federal government not require or eancourage 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 reasonsble measures as may be available to it to
ensure . . " that its local governments comply with the standards agreement,
signatories to the aircraft agreement would arguably have a greater burden
with respect to matters vhich are also covered by the standards agreesment.

Surveillence, review, consultation and dispute settlement

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

The agreement encourages the initistion of prompt consultations betwsen
signatories to seek mutually acceptable solutions to problems or disputes
vhich arise with respect to the agreement. Article 8.5 recommsnds 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
vhere domestic procedures are initiated without consultation, signatories
should notify the committee immediately and enter into simultaneous consul=-
tations to seek a mutually agreed solution that would obviate the need for
countervailing messures.

If & signatory’s trade interests in civil aircraft are adversely af-
fected by any action of another signatory, it may requast the committee to
review the matter. Within 30 days thersafter, the committee must convene and
attempt to resolve the issues by issiing appropriate rulings snd recommenda-
tions "as promptly as possible, and in particular prior to final resolution
of these issues elsewhere". Such reviev 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 GATT, as they affect trade
in civil aircraft. Thus, an aggrieved signatory, which does not get satisfac-
tory results from the committee, could pursus remedies provided in the GATT or
in other related agresments 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
sgreement.

With respect to disputes related to mstters covered by the aircraft agree-
ment, but not covered by other agreements, the provisions of articles XXII and
XXIII of the General Agreement and the provisions of the Understanding Related
to Notification, Consultation, Dispute Settlement and Surveillance, commonly
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known as the frameworks agreement, shall be applied to resclve such disputes.
These procedures m'y also be applied to resolve disputes involving matters
covered by more than 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;

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

111) date agreement will enter into force (January 1,
1¢80, for governments wvhich have accepted by then);

iv) conformity of national legislation;

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

vi) withdraval (any signatory may withdrav, effective
12 months after notification);

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

viii) servicing of the agreemeat (by the GAIT secretariat).
7
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Profile of U.S. Civil Aircraft Industry

Production of commercial aircraft 1/ in the United States snd, in
fact, in the free world, is dominated by three firws--Boeing, McDonnell-
Douglas, and Lockheed. However, the receatly introduced Buropeas Airbus
has successfully penetrated the U.S. and foreign markets for commercial
sircraft. Of the U.S. firms, Boeing is vastly more committed to the
production of commercial, especially passenger, sircraft than either of the
other two, both of wvhich are more heavily involved with military sircraft
and spacacraft.

It 1s estimated that the cost to design and tool-up for an all-new
passenger airliner spproaches $2 billion; the cost of planning and pro~
ducing an aircraft vhich is s modification of an existing aircraft may be
as much as $1 billion. Few privately-owned concerns can afford this mag-
nitude >f {nvestment om 8 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, developmsnt, and initial productive cape-~

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 owmn
expense in the design and eventual production of certain components. Since
many of the foreign aircraft producers are government owned or fimanced,
the respective governsents become interested in the success of a particular
nev gensration of sircraft and the resulting bensfits to the native partici-
pants in riek-sharing agreements. This tends to insure sales of the new
airplanes o foreign countries, particularly for nationally-owned airlines.

Asritalis of Italy has for many ysars been producing components of the
Boeing 727, and the Boeing 747. A nev risk-sharing agreement with Asritalis
provides for eventual Italian contribution to the new Boeing 767 to reach
$2 billion. The Italian firs now expects s subsidy from its government to
assist in gearing up for production of wing control surfaces, trailing edge
flaps, wing tips, elevators, and rudders for the Boeing 767. Japsnsse
firms currently produce rudders, wing £laps, and body sections of certain
of Boeing’s 747°s. It was recently upo‘ttu‘ that Japanese firms will also
be involved to the extent of 15 percent in Boeing’s 767 and 777 programs.
Boeing’s international agreements are not unique. Canada and Italy supply
msjor components for the Douglas DC-9.and DC-10; Japan produces parts for
the Lockheed L1011 and the United Kingdom provides engines (Rolls Royce)
for the same aircraft.

U‘rhc 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.

o=
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This type of trade 1s oot a cue-way strest. The Buropeas Airdus,
produced by a French-Cerman-English cossortium (all govermmest financed),
is said to contain components (including enginss) duilt ia the Uni:ed
States that accownt for 30 perceat or more of the value of the airplans.
Foreign-made aircraft used by U.S. airlines ia the past-——the Viscouat
(United Kingdom) and the Caravelle (Freace) for example--are believed also
to have had significent U.8. contributions.

In addition to the large U.S. producers of commercisl sircraft, there
are several vell-knows producers of sircraft for corporate and private use
such as Beech Aircraft Corporation, fessns Aircraft Company, and Piper Air-
craft Corporation. While these firws import parts for their planes, they
are not as contractually or financially involved with their foreiga suppli-
ere as are the commercisl aircraft producers. The three named firms ac-~
count for about two thirds of the annual value of U.S shipments of the
smaller capacity aircraft, frequeaotly refemtud to as "general sviation"
aircraft.

The three largest producers of helicopters--Hughes Aircraft Company,
Bell Helicopter Company, and Enstrom Belicopter Corporation--sccount 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 Lycoming-Stratford, Division of AVCO Corporation--provide
over 90 percent of the snnual U.S. shipments of such engines.

In the aggregate, there are thousands of manufacturing establishments in
the United States that produce ocue or more of the parts, componsnts, or sys-
tems for civil aircraft. Employment contributing to the productiom of com-
plete asircraft is estimated to have been 294,000 in 1978, wvhich represeats
an 11 percent increase from 1977, when about 265,000 persons were employed.

In addition to their domestic facilitiss, 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 s subsidiary iocated in Canada that produces
major components for some of their models of commercial aircraft.- Cessna,
vith subsidiaries located in Prance and Argentina, and Piper, vith ‘acilities
in Switzerland and Brazil, produce or sssemble complete aircraft at these
facilities. Other companies such as Conrac Corp. (avionics), Ex-Cell-0
Corp. (aircraft parts), Gerrett Corp.(aircraft engine parts), Litton Indus-
tries (avionics) and United Tech:ologies Corp. (aircraft engines) have sub-
sidiaries located in one or more of the following countries; the United
Kingdom, West Germany, Canada, Japan, Braszil, and Italy.

U.S. producers’ shipments

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
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dramatically to $12.8 billion ia 1978 (table 1, Appendix C). Complete
aircraft, as well as components, shared ia the improvemsat of sales in
1978. The value of annual shipments of complete aircraft declioed 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 & decline in ship~
ments of commercial aircraft; sales of helicopters and gesnersl sviastiom
aircraft increased each year during 1974=78. Due to the lead time involved,
the decline in shipmsnts of commercial aircraft during 1976-77 reflects in
psrt the low 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 shipmsats. U.S. shipments of complete air-
craft by the number of units sre shown below.

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

(In number of units)

: : : :
Year : Commsrcial : Helicopters : Genersal : Total H

: : : aviation @ :

1974 = e ¢ 332 ¢ 828 : 14,165 : 15,325 :
1975 —eeemceenaeee; 315 ¢ 864 : 14,057 3 15,236 :
1976 ——em—e—eea—= 238 : 775 15,447 : 16,460 :
197] cemereee—eae- 185 : 884 : 16,920 : 17,989 :
1978 e g 264 ¢ 935 : 17,187 : 18,366 :

Sources: Asrospace Facts and Pigures, 1978-79; Asrospace Industries Assoc-
iation; and General Aviation Manufacturers Association.

Alrcraft manufacturing activity is expected to generally increase
during the next several years because of the deregulation of U.S. sir-
lines, the improving financial situation of both domsstic and foreign
airlines, and the growing need to replace older equipment, the replacement
of vhich has tended to be postponed.

U.S. exports

In viev of the investment required to introduce a newv generation of
aircraft and the relatively limited (yet substantial) home requirement for
such aircraft, a large export market i{s adbsolutely essential. The products
of the U.S. producers have accounted for over 80 percent of recent sales of
commercial sirliners in the free world; of the 244 commercial sircraft
delivered by U.S. producers in 1978, 111 were 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 sircraft and parts increased from $5.1
billion in 1974 to $5.5 billion in 1976 and then declined to $4.9 billion im
1977. U.S. exports in 1978 incressed to $6.0 dbillion (Table 2 in Appendix
C). Exports of complete aircraft accounted for from 57 to 56 percent of
the total value of annual exports during 1974-78; they declined from $3.4
billion 1o 1974 to $2.7 billion im 1977 and then increased to $3.6 billion
in 1978.

Adrcraft 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 yesar 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 ftems 806.30 and 807.00. 1/

U.S. imports

While anoual U.S. imports are only a fraction of annual exports, ranging
from 10 percent to 17 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 1974 to $556
aillion in 1976, and then increased to approximately $1 dbillion in 1978
(table 3 in Appendix C). In contrast to exports, imports consist largaly
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 parte in & of the last S
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~-
ers’ requirements for replacement parts for U.S.-made sircraft in domestic
service. Replacement parts are also imported for foreign-made aircraft in
domestic service.

Much of the value of annual imports of complete civil atrcraft--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

1/ Item 806.30 provides that eny article of bsse metal that is msnufactured
or procassed 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 assembled abroad in whole 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 U.S.-made components.

1
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imported under the provisions of TSUSA items 806.30 or 807.00. U.S. imports
of aircraft parts iocluding engines (for civil and military use) entering
duty-free under items 806.30 or 807.00 ia 1978 represanted 30 percent of

the total import value of such articles. Canads, Burope (particularly
France, the United Kingdom, and Italy), and Mexico account for the bulk

of imports of sircraft and parts eatering under items 806.30 or 807.00.
Table & 1in Appendix C presents total U.S. imports and imports entering uander
items 806.30 or 807.00 for sircraft and parte ia 1978.

As previously discussed, numerous articles intended for use in aircraft
sre classified under s wvide 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 sircraft
from similar articles intended for other applications. It {s estimated
that the annual aggregate valus of such unidentifisble imports does not
exceed 9 percent of the total value of imports knowm to be sircraft or parts
of aircraft in 1978. Table 5 in Appendix C presents the estimated 1978
importes of each of the srticles included on the provisionsl U.S. list for
duty-free coverage provided in the annex of the sircraft agreement.

U.S. apparent consumption

Because of the very substantial export market enjoyed by U.S. producers
of civil aircraft, the sggregate value of anaual U.S. consumption of civil
sircraft and parts is very such less than annual production--usually 40 to
50 percent less. The value of consumption declined from $5.3 billion 1n
1974 to $3.9 billion 1in 1976 and then incressed to $7.8 billion 1in 1978
(table 6, Appendix C).

Possibly a more useful measure of the snnusl level of consumption, how-
ever, is the consumption of complete aircraft. Since most parts are coo-
sumed in the production of complets aircraft, dats with respect to the con-
sumption of complete aircraft avoids the probles of double counting. The
valus of U.8. apparent consumption of such articles increased from $1.8
billion 12 1974 to $2.0 billion in 1975 sod then declined to $1.6 billioa 1a
1976. Bowever, in 1977 and 1978 apperent consumption climbed to 32 3 bil-
licn end $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 bas declined during 1974-78. The import-to-consumption ratio of
engines and narts 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 consumption during
the year 1974-78.
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Overall Probable Effect of the Agresment

Probable effect on domestic industry

The U.S. civil aircraft industry is likely to reap important be: fits
from the agreement recently initialed by the United States, Canada, the EC,
Sweden and Japan. Commercial aircraft manufacturers could gain increased
access to nev markets a8 8 result of the provisions of the agreement
dealing vith non-tariff measures. At the same time, gensrsl aviation
manufacturers should enjoy immediste benefits from the removal of tariffs
and could eventuslly gain from the removal of non-tariff barriers. Oversll,
the potential increase in exports arising from the agreement should more
than offset the increase in imports, with a resultant net gain in industry
output and employment.

Since tariffs are usually waived for U.S. exports of commercisl sircraft
to signatory countries, the formal eliwination of these tariffs would have
litele, if any, impact on U.S. exports. Bowever, the domestic industry
should experience significant gains from the removal of certain non-tariff
barriers, both in the short ters and over the long run. Under the terms of
the agreement, signatories may no longer require their nationally-owned
airlines to procure nationally-msnufactured sircraft and parts. In
addition, the agreement seeks to eliminate technicsl standards aimed at re-
stricting imports and to discourage export subsidies vhich adversely affect
trade in civil aircraft. Besides increasing the immediate potential for
expanded U.S. exports, the agreement should help to ensure that market
forces and technology, rather than political considerations, remain predow-
inant in commercial aircraft markets. Since the rapidly developing
Buropean commercial aircraft industries are all govermment owned, or
government financed, \he agreement should help the U.S. commsrcial aircraft
industry maintain its strong export performance in the long run. Somse in-
dustry analysts believe that there is considerable potential for s large
expansion in U.S. general aviation exports. If so, the removal of tariffs,
vhich sre curreatly 12 percent, both in Japan and the EC on most general
sviation products could result in s significant export boost for the U.S.
industry. Although non-tariff barriers are not an important obstacle to
general avistion exports to most signstory countries, they frequently
impede general sviation 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 ace only five percent ad val-
orem, the removal of these tariffs could only be expected to result in a
uinimal 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 wvill tend to lower the cost of their
final product. However, this impact is also likely to be small. The
removal of these tariffs is unlikely to eancourage U.S. sircraft firms to
shifg ‘thcn: parts manufacturing operstions to other signatory countries.
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Although wages in some of these countries are lower tham those in the
United States, this advantage is offsaet by the high U.S. labor produc~
tivity in parts msnufacturing.

Although the impact of the agreement om the U.§. industry campot
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-~
mant could lead to an expansioa in the curreat work force of 200,000
aerospace employees vhose jobs are directly dependent om exports. In any
event, it promises these employees greater job security im the future, inm

the face of increased competition from competing foreign aircraft manufac-
turers.

Potential loss of customs 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 amnual loss of customs revenues resulting froam the
proposed elimination of customs duties by the agreement would smount to
approximately $51.4 millionm.

U.S. Implementation of the Agreement

Since the agreement would eliminate the duty os many articles which
are currently subject to a duty rate in excess of 5 percent ad valores
and since the total duty eliminatios would take effect om January 1,
1980, rather than being staged in accordance vwith section 109 of the
Trade Act of 1974, legislation would be required to implement the tariff
aspects of the agreement in the TSUSA. Purther, sectiom 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 pierts, materisls 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 sircraft repairs from its coverage.

As previously mentioned, the implementing legislatiom should make it
clear that the term "customs duties and similar charges of any kind levied
on or i{n connexion with, the importatiom af products™, as used in the agree-
meot, does not include dumping duties or countervailing duties.

It does not appear that legislation would be required to implemsat the
oon-tariff aspects of the agreement.
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GENERAL ACREEMENT ON
TARIFFS AND TRADE

Mptileceral Trade Necotisticns

ASRZEAZNT O TRADZ IN CIVIL ATRCRAFT

Delegations from Canads, EEC, Japan, Sveden, and the United Stayes have
agreed ad referendum on the attached Agreement on Trade in Civil Aircrast. They
have asked that this Agreement de circulated to all MIN participants for their
consideration ard possidle signature. It is appreciated that scme delegations
participating in the MI¥ may not be in a P08ition to sign immediately, and they
are invited to do so at their earliest corvenience,

It should be uoted that the product coverage set out in the Annex to the
Agreeaent mey be subject to minor modifications of & non-substantive nature to

insure the comparability of the coverage in the tariff nomenclatures of the
signatories.
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Signatcries tc the Agreement on Trede in Civil Aircraft. hereisefter
referred to us “tials Agteezent ;

Noting thet Micisters on 12-1h Septecber 1973 acreed the Tokyo Round cf
Multileteral Trade Negctiations should achieve the expansion and ever-
greater liberelization of world trade through, inter alia, the progtessive
dispantling of cbstacles to trade and the improvenert cf the international
framevork for the conduct of wvorld trade;

Desiring to achieve meximm freedcm of world trade in civil aircraft,
parts and relsted equipment, including eliminstion of duties and to the
fullest extent possible, the reduction or elimination of trade restricting
or distorting effects;

Desiring to encourage the continued technologicel development of the
seronautical industry oo & world-wide basis;

Desiring to provide fair and equal competitive opportunities for their
civil aircraft activities and for their producers to participate in the
expension of the world civil sircraft-zarket;

Being mindful of the irportance in the aircraft sector of their overall
mt econonic and trade interests

Recognizing that many Eignatories viev the aircraft sector as a
perticularly inportant component of econonic and industrial policy;

Seekinz to eliminate adverse effects oo trade inm civil aircraft
resulting fron governaental support in civil sircraft developcent, productica,
end merketing vhile recognizing that such governmental support, of itself
vould not be deemed & distortion of trade;

Degiring that their civil aircraft activities operste on s commercielly
competitive basis, end recognizirg thet goverrment-icdustry relstionships
differ videly ancng them; '

Recogni zing their obligstions and rights under the General Agreement
oo Tariffs acd Trade, bereinafter reTerred to as 'the GATT", and upder:
other multilateral agreexents negotiated under the suspices of the GATT;
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Recognizing the need to provide for international notification,
eounita:xlcn. surveillance ard dispute scttlezent procedures vith 8 viev to
enzuring & fair, proopt and effective enforcemernt of the provisions of this
Agreement and to zaintain the balance of rights and obligations;

u*mg to esteblish en internationel framework governing corduct of
trade 1a civil a.rcn."t,

Beredy 'zp'u as follovs:

1. Product Coverage
1.1 This Agreement applies to the following products:

(a) all civil aircraft,

(b) all civil aircraft eugines and their parts and components,

(¢) . all other parts, components, ecd sud-essemblies of civil aircraft,
(8) all grouni flight simulators snd their parts acd components

vhether used as orizinal or replecement equipment in the manufacture, regair,
rebuildizz, meintenence, modificcticn or coaversion of civil aircraft.

1.2 For the purpases of this Asreu-nt "civil aircraft” neans (a) all sir-
craft other thca military eircraf¥, and (b) all other productl set cut in
Article 1.1 abovs.

2. Customs Duties and Other Charges
2.1 Signatories agree:

2.1.1 to elimin~te by 1 January 1960, all customs duties and similar
chargas of any kind levied on, or in connexion with, the importa-
tion of products, classified for customs purposes under their
respective tariff heedings listed in the Annex, if such ots
are for use in @& civil eircraft, and incorporatica therein, in the
course of its manufectire, repair, u.i.ntmc. ubuilaiu
modification or conversion;

2.1.2 to eliminate by 1 January 1960, all customs duties snd similar
charges of any kind levied on repairs on civil aircraft;
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R to incorporste in their respective GATT Schedules by 1 January 1980,
the duty-free or duty-exenpt trestoent for all products covered
by Article 2.1.1 above and for all repairs covered by Article 2.1.2
above.

2.2 Each sigoetory shall: (e&) adopt or edapt an end-use systen of
custons adninistration to give effect to its obligations under

Article 2.1above; (b) ensure that its end-use systes provides duty-free
or duty-exempt treetment that is comparable to the treatment provided by
other signatories and is not an impediment to trade; and (¢) infora other
signatories of its procedures for administering the end-use systen.

3. Technical Barriers to T

3.1 Bignatories note that the provisions of the Agreement on Technical
Barriers to Trade apply to trade in civil aircraft. In addition, signatories
sgree that civil aircraft certification requirements and specifications on
operating and meintenance procedures shall be governed, as betveen
sigoatories of this Agreement, by the provisions of the Agreement on
Technical Barriers to Trads. _

k. Government-Dirccted Procurement, Mandstory Sub-Contracts and
Inducenents

k.1 Purchasers of civil aircraft should be free to select suppliers oo the
basis of commercial and technological factors.

8.2 SBignatories shall pot require airlines, aircraft manufacturers, or
other entities engaged in the purchase of civil aircraft, ndr exert
unreasonsble pressu—e on them, to precure civil aircraft froa any particular
source, shich would create discrimination against suppliers from any
8ignatory. .

k.3 Bignatories agree that the purchase of products covered by this
Agreenent sbhould be nade only on & competitive price, quality and delivery
basis. In conjunction vith the approvel or swarding of procurement
contracts for products covered by this Agreenent a Signatory may, hovever,
require that its qualified firms be provided vith access to business
opportunities on & cocpetitive basis and on terms no less fayourable than
those availadble to the qualified firms of other Bignatories.l

10.0 of the phrase "access to business opportunities ... on terms no
less favoursble ..." does not mean that the amount of contracts svarded to
the qualified firms of one signatory entitles the qualified firms of other
signatories to contracts of a similar amount.
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b.h Signatories agree to avoid attaching inducemsnts of any kind to the
sale or purchase of civil sircraft from any perticuler source vhich would
creste discriminection escinst surpliers from any S8immatory.

5. Trade Restrictions

5.1 Signatories shall not a;ply quantxtntxn restrictions (is-ort quotns)
or upon l:ccnnns requirerents to restrict iwgorts of civil sircraft ina
menner inconsistent vith spplicadle provisions of the GATT. This does not
preclude import monitoring or licensing systems. consistent vith the GAIT.

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

6. Gove t . rt its, and Alrcraft Marketinge

6.1 Signatories note that the provisions of the Agreement of Subsidies/
Countervailing Msasures apply to trade inm civil aircraft. They affirn that
in their participation in, or support of, civil aircraft prograrmes they
shall seek to avoid adverse effects on trale in civil aircraft in the sense
of Articles 8.3 and 8.4 of the Agreement on Subsidies/Countervailing
Msasures. They also shall take into account the special factors vhich
apply in the airéraft sector, in narticuler the videspresd governmental
support in this area, their international economic interests, and tha desire

cf producers of ell Signatories to particijate in tie expansion of the
vorld civil eircraft market.

6.2 Bignatories agrse that pricing of civil aircraft should be based on s
reascnable expectation of recounnent of all costs, including non-recurring
procrarme costs, identifiable and pro-rated costs of military rescarch ead
development on aircraft, components, and systems that are subsequently
applied to the production of such civil aircraft, average production costs,
and finsncial costs.

7. Begional and Local Governments

7.1 In sddition to their other obligations under this Agreemest,

Signatories agree not to require or encowrage, directly or indirectly,
regiocal and local governments, non-governmental bodies, and cther bodies to
tcke action incoasictent with provisions of this Agreement.

A6



109

8. Surveillence, Reviev, Oomsulteticn, and Dispute Settlement

8.1 There shell be estabhshed s Comittee on Trede in Civil Aircraft
(boreinsfier referred to s “the Comnittee’) caoposed =2 211 Signstcries to
this ~greezezt. Tre Ccorittee shall elect its cva Ch"r I+ shall neet
es necessgry, but n-t less than czc2 a year, for the purpcs e of effcrding
Signatories the cpoertunity to ccnsult cn exny matters releving tc the
operstion of this agreenent, including developneats in the civil aircraft
industry, to deternine vhether amendments are required tc ensure continuance
of free end undistorted trale, to exanine any matter for vhich it hes not
been possible to find a satisfactory solution through bilateral ccasultaticnos,
and to cerry out such responsibilities as 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 acd periodicelly thereafter, Signatories shall underteke
further negotistions, with & viev to broadering end impruving the igreement,
cn the besis of mutual reciprocity.

8.3 The Ccr=ittee may establish such subsidiary bcdies es mey be eppropriate
to keep under regular reviev the eppliceticn of this Agreement tc ensure e

continuing balance of mutual admteges. In particular, it shell establish
a.n eppropriete uubuuu’y bcd:r in crder to ensure & continuing belance cf
mutual advantages, reciprocity and equivelent results vith regard to the
implementaticn of the provisions of Article 2 above related to product
coverage, the end-use systems, customs Quties and other charges.

8.k Signatories shell afford sympathetic considersticn to and adequate
opportunity for prompt consultation regerding reprcuntancns nede by
ancther Signatory vith respect to any matter affecting the operaticn of
this Agreenent.

8.5 Signatories recognize the desirability of consultctions wvith other
Signatories in the Connittee in order to seek &
mutuelly acceptable solution prior to the initiation of an investigetion
to deternine the existence, degree and effect of any alleged subsidy.

In those exceptional circunstences in vhich no ccasultetions occur before
such domestic procedures ere initiated, Signatories shell nctify the
Committee immediately of initiation of such prccedures end enter into
simultaneous consultations to seek a mutually agreed solution that would
obviate the need fcr countervailing seasures.
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8.6 Shculd & signatory consider that its trade interests in civil aircraft
have been or are likely to be adversely affected by any action by another
Signatory, it may request reviev of the metter by the Ccmmittee. Upon
such & request, the Cormittee shall convene vithin thirty deys end shell
reviev the matter as quickiy as possidle vith 2 viev toward resolving the
issues invclved as prezptly as possible and in particular prior to firal
resclution of these issues elsevhere. In this connexion the Committee may
issue such rulings or recommencations as may be appropriate. Such review
shall be vithout prejudice to the rights of Signatories under the GAIT or
under instruments multilaterally negotiated under the suspices of the GATT,
as they effect trade in civil aireraft. For the purposes of aiding
consideration of the issues involved, under the GATT end such instruments,
the Committee mey provide such technicol assistance as may be appropricte.

8.7 Sigznatories agree that, vith respect to any dispute related to a matter
covered by this Agreement, but not covered by other instruments multi-
laterelly 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 Settlemsnt and
Surveillance shall be applied, mutatis mutandis, by the Signetories and the
Committee for the purposes of seeking resolution of suck dispute. These
procedures shall also be applied for the resolution of eny dispute related
to a metter covered by this Asreement and by cnother irstrument multi-
laterelly negotiated under the auspices of the GATT, should the parties to
the dispute 80 a3ree.

9. Finel Provisions

9.1 Acceptance and Accession

9.1.1 This Agreement skall be open for acceptance by signature or
otherwvise, by governments contrectinr, parties to the GATT
and by the Eurcpean Economic Community.

9.1.2 This Agreezent shall be open to accession by any other soverument
on terms, related to the effective application of rights and
obligetions under this Agreement, to be acreed between thet
government and the Signatories to this Agreement by the.devosit with
tha Director-Genersl to the CONTRACTING PARTIES to the GATT of
an instrunment of eccession vhich states the terms so agreed.
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6.2. Reservetions

Reservations zey nct be entered in respect of aay of the »rovisicas cf
this Agresment vithout tre ccasent of the other Sismavoriss to t2ls ‘Treamens,

9.3. Entrv into Torce

9.3.1 This eement shall erter into force oa 1 January 19%0 for the
goveranents® vhich have accepted or acceded to it by that date. For each
other governneat it shall enter into force on tbe thirtiet: day following
the date of its scceptance or sccession to this Agreenme:nt.

9.4. National legislation

9.45.3 Each government accepting or acceding to this Agreezent shall
ensure, not later than the date of entry into force of this
Agreement for it, the conformity of its lavs, regulations and
adnministrative procedures with the nrovisions of this Agreement.

9.k.2° Tach Simaetyry to this A-reemecnt shall irform tie Cor—mitian of any
changes in its lavs and regulations relevant to this Agreement
and ia the administration of such lavs and regulations.

2.5. Amendments

9.5.1 The Simmsinriaz to this Arresmant may amernd it, hevin-~ reg~rd, inter alia,
to the experience gained in its izmplerentatior.. Such an amendmert, ornce the
Simsetories hsv: scacurre” ir sscordance with ¢he =rocelurcs establishad by
the Commitice, shall prg coms in‘o force f2p any S!watcry until i+ has been
accentel ty suca Simatory.

9.4. Withdraval

9.6.1 Any Eirnatory %0 this Arrcenent may” 7ithdrew from this Arreemcat. The
vithdrawvals shall take effect upon the expiration of twelve months from
the day on vhich written notice of wvithdraval is received by the
Director-General to the CONTRACTING PARTIES to the GATT. Any Simatory to
this Asreement may 'con such: rstificatiun reguest en irmedinte r.etins of
the Ccrmittee.

lpor the purpose of this Agreement, the term "government" is deezed
to include the corpetent suthorities of the Luropean Economic Comrunity.
-4 .
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9.7 lion=snrlication of this Agreerert Betveea Particular Sipmatories

9.7.1 This Agreenent shall not apply as betveen any two Sigratcriee-ty this
Agreerent if eisher cf the Sianatorias, >t thatine eitler ccsenss or-seccdes
to this Agreement. does not consent to sush applicaticr.

9.5 Annex
9.2.1 The Annex to this A(remut forms an integral part thereof.
9.9 Secretarist

9.9.1 This Agreement shall be serviced by the GATT secretariat.

9.10 Deposit

9.101This Agreement shall be deposited with the Director-Gereral to the

wTSACTING FPARTIES to the GATT vho shall promptlv furnish to each Siznatory
to this Aqreement and each contracting party to the GAIT a certified copy
ttereof and of esch amendmant thereto pursuant to Article 9.5 aad 2
notificaticn of each acceptance therecf or accession thereto pursusnt to
Articie 9.1, or each vithirawval therefrom pursuant to Article 9.6.

5.11 Registration

9.1L1Tris Agreement shall be registered in accordance vith the provisions
of Article 102 of the Charter of the United Nations.

M. .t &m" tm'. 000000000 C0COQCOIOCOIONOEPOEOIERIRONOIEOGORRCOETOSYS u"of 99 060000309000 000000 000
nineteen hundred and seventy-nine in a single copy, in the English, Freach
and Spanish languages, each text being authentic.
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AXNEX

PRODUCT COVZRAGE

Sigoatories sgree that products classified for customs purposes ucder
their respective tariff headings listed beiow, shall be accorded duty-free
or duty-exempt treatzent, if such products are fcr use in @ civil aircraft,
azd incorporation therein, in the course cf its manufacture. repair,
mairtenance rebuilding, modificatioa, or comversion.

Tuese products shall not include:

- an incomplete or unfirished product, unless it has the essential
ctaracteristics of a complete or finiahed civil aircraft part,
component , sub-agvestily or item of equipment.l

- materials ia any fora (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.l

- rev materials and consumable goods.

l!.g., an article vhich has a civil aircraft manufacturer's parts
number.

A-11



114

PROVISIOUAL COVERACE

ccea : Short descripticn
ex 39.07 Bose, pipe £nd tuting of plastic
) materisls. vith fistings
ex 40.03 ' Hose, pipe and tudirs cf unhardened
vulcanized rubber, vith fittiags
ex LO.11 Tyres
ex L0.16 Hose, pipe and tubing of herdener
rubber vith fittings
ex 62.05 Sect belts
:: 233 ; Articles of asbestos
ex T0.08 Windshields, not framed
ex T0.21 Windshields, framed
ex 73.25 Ccbles vith fittings
ex 73.38 Sanitary vare of steel
ex 83.02 . Hinges
ex 83.07 - Nluminating articles of base metel,
and parts
Sealed beanm lazps, and parts
ex 83.08 Flexidble metel tubing, vith fittings
ex 8L.06 Piston enZines and parts
ex 8L.07 Bydraulic motors, actuators
ex 8L4.08 Non-piston engines, and parts
ex 84.10 Injection pumps
Fluid pover puxps
ex 8k.11 Fans and dlovers, and perts
Compressors
Air and vacuun pumps
ex 84.12 Air conditioners
ex 84.15 Refrigerators
ex 84.18 Centrifuces and filters
ex 8k.21 Fire extinguishers
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ex 84.53
ex 2L.59

ex 8k.63

ex 85.01

ex 85.08

ex 85.12

ex 85.14
ex 85.15

ex 85.17

Short description

Aircreft computers, snd parts

Air humidifiers anZ deaumidifiers
Starter motors, propeller r:zulators
(velves) end servo-mechaniscs
Windscreen vipers

Rydraulic servo-motors
Bydropoeumatic spherical batteries
Poeumatic starters for jet engines

Toilet units specially designed for
asroplanes

Mechanicel actuators for thrust
reversers

Speed chongers end gear-boxes
Pulleys and shaft couplings
Torqus converters

Chain sprockets, clutches and universal
Jjoints

Transformers
Kectric motors

Megnetos, electricel starters, spark
plugs, generators

Electrical cooking stoves

Klectrical furnaces, heaters and ovens
Food vermers

Microphones, loudspeakers, etc. ...
Radios and parts

Transceivers, antemnas, etc.

Radio navigation and control apparatus
Sound signalling apparatus

8ervos, synchros, transducers

A-13



ex 85.19

ex 85.23
ex 88.01
ex 88.02

ox 88.03
ox 88.05
X ”-lh

ex $0.18
ex 90.23
ex 90.24
ex 90.27
ex 90.28
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Short description

Rectricel apporatus for seking and
breaxing electrical circuits, for the
protection of electricel circuits or
for making concections to or in
electrical circuits:.

- Switches used in freight loeding, in
esuxiliary pover units and in emergeacy
lighting systems

= Other:

= Intended for the pover plant
= Other

Switchboards and control pencls
Ignition wviring sets

Balloons and airships (except military)
'Gliders (except military)

Airplanes and helicopters (except
silitary)

Aircraft parts

Night simulators .
Automatic pilots and parts
NBavigational instruments
Qrroscopic compasses

Other compesses _

Navigation instrusents

Oxygen masks

Thermcasters

Flow msters and other gauges
Speedomsters and tschcutu-l.
Kectro-optical instruments
Automatic f1ight control instruments
Klectrical msasuring instruments
Other voltage regulstors

A-14
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CCCH- Short description
ex 90.29 , ' Parts of:
= thermoceters
= flov meters and other g2uzes
) - automatiec flight control instruments
ex 91.0b  Clocks over $10 each, and perts

Apparatus for measurini and recording
time, over $10 ecch, and perts

ex 92.11 Mlight and cockpit '_lce recorders

ex 94.01 Seats (except those covered vith leather)
end parts

ex 94.03 Other furniture and perts

A-15
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PROVISIONAL UNITED STATES LIST FOR DUTY-FREE COVERAGE

TSUS Ko.

518.51
skb,k1 (Pt.)
642.20 (Pt.)

647.03 (pt.)
6L7.05

652.09 (pt.)
653.39

653.9% (pt.)
660.Lk15

660.4620
660.46L0

660. 5210
660. 5450
660.85 (pt.)
660.94 (Pt.)

661.1030

661.12 (Pt.)
. 661.15 (Pt.)
661.20 (pt.)
661.35 (pt.)

661.90 (pt.)
661.95 (Pt.)

662.50 (Pt.)

676.13
616.%

678.5080 (Pt.)

Short description

Other articles of asbestos

Glass vindshields
Cables vith fittings

Hinges (intluding eilerca
hinges)

Flexible metal tubing, vith
fittings

Dluninating articles of
“.. Ml n.0.8.

Sanitary wvare
Piston engines for aircraft

Non-piston engines for aircraft

Parts of piston engines
Parts of non-piston engines
Bydraulic motors, actustors
Nuid pover puzps

Yans and blowers

Cozpressors

Ay and vacum putps
Alr conditioners
Refrigerators
Centrifuges and filters

Alrcraft fire extinguishers
Alrcraft computers

Night simulstors
’ A-16

ULTER TEE AGREEMENT CY TRADE I¥ CIVIL AIPCRAFT

Excludes

All but vindshields

Ropes, etc.
Pittings and mountings

Tudbing without fittings

Other parts

Parts

Liquid elevators and
parts of pumps

Parts
Parts
Parts
Parts
Parte

. Other appliances and parts

Other machines and parts



T8U8 _¥o.

680.47

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

* “2001

“2.“ ‘
683.60 (Pt.)

68k.30 (Pt.)
68k.40 (Pt.)

68k.50 (pt.)
684.70 (pt.)
685.24

685.29 (pt.)

685.4023 (Pt.

685.4065
685.60 (Pt.)

685.70 (Pt.)
686.2% (Pt.)
686.60

688.%0 (Pt.)

688.12
69k.15
694.20

654,40
(except .4010)

694.60

119

Short description

Speed changers and gear boxes
Pulleys and shaft couplings
Torque converters’

"Chain sprockets, clutches and

wiversal joints
Transforners

Parts

Parts

Electric motors, (except for less than 1 HP)

Magnetos, starter motors, spark
plugs, generstors

Klectric cooking stoves

Electric furnaces, heaters and
ovens

Food varmers

Microphones, loudspeakers, etc.
Radios

Transceivers, antennas, etc.

Aircraft flight wnd cockpit
voice recorders

Radio navigation and control
apparatus

Scand signalling apparstus
Other voltage regulators
Sealed-bean laxps

Servos, synchros, transducers

Ignition wiring sets
Balloons and sirships
Cliders

Airplenes (including helicogters
but excluding ailitary)

Aircraft parts
A-17

Parts

Other electrical articlas
and parts
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TSUS No. Short description Excludes
T09.45 (pt.) Oxygen masks Parts
T10.08 (Pt.) Nevigetional instruments Parts
710.1% (Pt.) Gyroscopic conpusil Parts
T10.16 (Pt.) Other couppsaes " Parts
T0.30 Autooatic pilots and parts

T0.46 (Pt.) Navigation instruments (nocn- Parts
‘ electric) ’

.36 Thermometers

.37

.62 Flov meters and other gauges

T1.8420

.98 (Pt.) Spesdometers and tachometers Parts
T12.05 (Pt.) Elscto-optical instyuments Perts
n2.47 Automatic flight coatrol

instruments and parts thereof

‘%22 :910 (Pt.) EKectrical measuring instrumeats Purts

na. 3960 (pPt.)
T15.33 Clocks, over $10 each
n3.5 ueordi::: :::t. over m each
Tak.bT Furniture of reinforced laminated
plastics
T27.48 Other furniture of rubdder or
plastic
T27.55 Other furniture
ThS.45 (Pt.) Best belts Parts
mok, Aircrart tyres . .
Tr2.65 (Pt.) Bose, pipe and tubing of rubber or Those vithout fittings

plastic, vith tittings
' A-18
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RESTRICTED

GENERAL AGREEMENT ON iy

TARIFFS AND TRADE = Special Distributics

l'lultihtcn.:l Trade Negotiaticns

AGEEENENT OF TRADE IN CIVIL AIRCRAFT

A~20



Tariff Item

31200-1
EX35200-1
EX35400-1
£x36215-1

36300-1

©39200-1

41415-1

41505-1
42400-1
42405-1
127C0-1
42701-1
42005-1
433GC0-1
44028-1

44043-1

44044-1

44047-1

123

ANMEX

Provisisnal Canad.an L.st of ?roducts
Covered uncder the lareeacat on Trace
in Civil Aircraie

Short Dcscrié;ion Excludes

Asbestos and manufactures thereof
Hinges of brass and ccpper. a.0.».
Hinges, furniture of aluminum, n.o.p.

Nickel-plated hinges, n.o.p.

- Clocks

Forgings of iron and iteel

Bookkeeping, calculating, iavoising
machines

Electric refzigeratocs
fire extinguishing nachines
Harnd fire axtinguisners, sprinklecieads

dachines and parts, n.2.p.

Hinges and butts of iron and szeel
Basins, lavatories, sinks, etc.
Chronometers, compasses Par:s

Aircraf:, without engines, not
made in Canada

Alrcraft, without engines, made
in Canada

Aircralt engines, not made in Canada

“ BEST AVAILABLE COPY




Tariff Itea

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~

44532-1

44533-1
£X44336-1

44538-1

124

Short Descriotion Excludes

. Alrcraft engines, made in Canada

Parts of aircraft, n.0.p.; not made in
Canada

Parts of aircraft, n.0.p.; aade in
Canada

Parts of aircraft engines, n.o0.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 n;paxatus Parts
Electric light fixtures

Electric head, side, t;ix‘liths

Sealed beanm lighte

Electric dynamos or generators and Parts
transformers

Electric motors
Electric apparatus, n.o.p. .

Precision electrical apparatus, not
made in Canada

Radio and television l;p‘t‘tut. n.o.p.
Microphones

Recorders, reproducers, dictation Parts
recording machines

A-22



Tariff Itea
43540-1

EX44603-1
46200-1

47100-1

EX61800-1
61815-1
EX7.100-1

£X93907-1

50-139 0 - 79 - 9

125

Short Dcscxigtion

Loudspeaxers, amplifiers, ec:.
furniture of iron and steei, n.o.p.
Instruments of observation, ameasurement

Belt pulleys

furniture of rubber, n.o.p.
Tices and tubes
Magnesium castings

Furaiture

A-23
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Paxts

Parts
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APPENDIX B
CURRENT U.S. TARIFF TREATMENT OF ARTICLES

INCLUDED OM THE PROVISIONAL U.S. LIST FOR
DUTY-FREE COVERAGE

B-1
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TSUS(A) items : s H
.1 Brief description :?‘5:3'«“&1; :?‘5::3'..?"413; 2/

:

: t (cents per g {cents per

: t pound. except ¢ pound except

H t a8 indicated; : as iadicated;

H 2 percent ad t percent ad

: ¢ valorem) t  wvaloream)

: : :
518.51 t Other articles of asbestop—————eeeeea; 4.5% ¢ 252
544.41(pt.) : Glass windshields H 9 : 60%
642.20(pt.) : Cables with fittings H 9.5% ¢ 452
647.03(pt.) : 3 9.5% ¢ 452
647.05 ¢ Hinges (including ailerom hinges)=——: 8 : 45%
652.09(pt.) : Flexible metal tubing, with fit- t 1

t  tings s 108 : 30%
653.39 ! Illuminating articles of base metsl, : :

! D@8 1 19% ¢ 453
653.94(pt.) ! Sanitary ware : 8.5% ¢ 402
660.4415 : Pleton enginss for aircraft s '} 52
660.4620 t Non-piston engines for aircrafte—ee=w; 521 352
660.4640 : do~- $ L} S k1) 4
660.5240 ¢ Parts of plston type enginese————eco==: AX @ k1}4
660.5450 : Parts of non-piston aircraft H t

t engines t L) 352
660.85(pt.) ! Bydraulic motors, actuatorse—eeececes 4.5% 3 27.5%2
660.97(pt.) t Tluid power pumps $ 5% @ 35%
661.1030 t Tans an blowers H 1% 352
661.12(pt.) t Compressors : 4.5% 3 k1}4
661.15(pt.) ! Alr and vecuum pumpe- t 5% 35%
661.20(pt.) t Alr conditioners: ! 5.52 35%
661.35(pt.) t Refrigerators : L) 2N k1)1
661.90(pt.) t Centrifuges and filterpe———cececcccras $.5% ¢ 3
661.95(pt.) H do= 3 5.5% @ 352
662.50(pt.) ! Adrcraft fire extinguishersee—————ae=; 5% ¢ 352
676.15 ¢ Adrcraft computers 3 5.5%8 ¢ 52
676.30 : do- H 5% : 352
678.5080(pt.) : Flight simulators H 5% s Kb} 4
680.47 : Speed changers and gear boxes~——w———: $1.12 each & : $4.50 aach &

: t  17.5% T 652
680.50(pt.) t Pulley and shaft couplings : 9.5% 45%
680.55(pt.) t Torgue converters 1 4.52 ¢ 27.5%
680.56(pt.) : Chain sprockets, clutches, and t t

¢ universal joints s 9.5% ¢ 45%
682.07 ¢ Transformars H 6% 3 5%

$ 3 3

Ses footnote at end of table.
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TSUS(A) item @ - s H
.} ! Brief description ;?‘::::‘og“i.":; :?‘523‘35'&7 1Y,

$

: t (cents per t (cents per

: t pound. except : pound except

H s as indicated; : as indicated;

: : percent aod t percent ad

H ¢ valorea : valorea
682.40(pt.) ¢ Electric motors g b) R ] 352
682.60(pt.) t Generators H 7.5% @ 35%
683.60(pt.) : Magnatos, starter motors, spark 2 s

t plugs, gensrators H 4 ¢ 352
684.30(pt.) : Electric cooking stoves- H 41 ¢ 352
684.40(pt.) : Electric furnaces, heaters and H :

:  ovens H 5% ¢ 352
684.50(pt.) ¢ Pood varmers : 5.5% @ 35%
684.70(pt.) : Microphones, loudspeskers, etc.—ewew=: 7.5% @ 35%
685.24 : Radios t 10.4% 352
685.29(pt.) : Transceivers, antennas, etC.=~=—we=e==} 6% @ 35%
685.4023(pt.) ): Adrcraft flight and cockpit voice H :
685.4065 ):  recorders H 5.5% @ 352
685.60(pt.) ¢t Radio navigation and coatrol : :

3T  apparatus 4 7.5% ¢ 352
685.70(pt.) : Sound signalling apparatus~ H Y B 352
686.24(pt.) : Other voltage regulators- H 7.5% @ 35%
686.60 ¢ Sealed-beam lamps H 42 20%
688.12 : Ignition wiring sets 2 3% @ 30%
688.40(pt.) ¢ Servos, synchros, transducers———————: 5.5% ¢ 352
694.15 : Balloons and airships H 4.5% ¢ 27.5%
694.20 : Gliders : 4.52 ¢ 27.5%
694 .40 t Airplanes (except military)- : 5T : 302
(except .4010) : H :
694.60 t Adrcraft parts. : 5% : 27.52
709.45(pt.) : Oxygen masks : 5% 352
710.08(pt.) : Havigational instrusents~e—eeece—meee=? 142 ¢ 452
710.14(pt.) t Gyroscopic compasses H 5.5% ¢ 35%
710.16(pt.) t Other compasses: H 9.5% : 45%
710.30 ¢ Automatic pilots and parte— : 5.5% ¢ 352
710.46(pt.) ¢ Navigation instruments (non-elec- : :

.  tric H 5% : 302
711.36 ¢ Thermometers 3 21% ¢ 85%
111.37 H do~ H 1} 3K . 402 -
711.82 : Flow meters and other guages———=——e==: $1.12 each + : $4.50 each +

H s 17.5% :  65%

B-3
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TSUS(A) item iCurrent colums :Current columm
¥o. }/ s Srief description :fu:nto of duty :2 rate of duty 2/

3

3 ¢ (cents per ¢ (cents per

H t pound. except : pound except

H 3 as indicated; : as indicated;

H : percent ad t percent ad

: t valorem : valorem

H H :
711.8420 : Flow meters and other gauges—————==e: 12 1 5%
711.98(pt.) : Speedometers and tachometers——eeees=: 5% ¢ 5%
712.05(pt.) ¢ Electro-opticals instrusents- : 258 ¢ 50%
112.47 t Automatic flight control instrumeats : s

t and parts thereof : 6% : 402
712.4910(pt.) : EKlectrical msasuring instruments-———: 10% : 40%
712.4950 H do- : 102 : 402
712.4980(pt.) do~- : 102 : 40%
715.33 1 Clocks, over $10 each t $1.12 sach + : $4.50 each +

3 t 16X + 6.25¢ ¢ 65% + 25¢

H t for each ¢ for each

H t jJewel, if : jewel, if

3 t  any :  any
715.53 t Apparatus for measuring and re- t $1.12 each + : $4.50 each +

t cording time, over $10 each==——ee—: 17.5% ¢ : 652 ¢+ 25¢ for

: 1t 6.25¢ for : each jewel,

H : each jewel, : if eny

H : if any H
727.47 t Purniture of reinforced laminated : :

:  plastics : 15% : 652
727.48 ¢t Other furniture of rubber or : H

t  plastic : 6% @ 25%
727.58 t Other funiture- H 10% ¢ 45%
745.45(pt.) : Seat belts : 9.5% : 452
772.45 ¢ Alrcraft tires : b} S 302
772.65(pt.) ¢ Hose, pipe and tubing of rubber or : :

t plastic, with fittings- H A : 25%

s : s

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 disignated as eligible srticles for caty-free

treatment under the Generalized System of Preferences (GSP) when imported fros designated

beneficiary developing countries.
2/ The column 2 rate of duty would not be affected by U.S. adoption of the proposal
agreement oan civil aircraft.

(pt.) - Part
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Table 1.—Civil aircraft and parts: 1/ U.S. producers' shipments, 1974-78
(Ia thousands of dollars)

Article : 1974 : 1915 % 1976 1P 19 0 1978

. H H H : H

Complete aircraft: : s LI : :
Commerciale——-——: 3,993,000 : 3,779,000 : 3,192,000 : 2,889,000 : &,332,000
Helizopters- : 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 ———e—e——:" 5,090,000 : 5,086,000 : 4,726,000 : 4,756,000 : 6,519,000

Alrcraft engines : : : :

and parts: : : : : :
Engines : 968,916 : 967,196 : 948,473 : 915,833 : 1,414,284
Parts 3/ eem—mee——ee—: 584,956 : 643,219 :4/ 598,000 :4/ 577,000 :4/ 890,000
T T —— : 1,553,872 : 1,610,415 : 1,546,473 : 1,492,833 : 2,304,284

H H H H H
Afrcraft tires &/-——: 32,800 : 36,700 : 20,900 : 24,500 : 26,400
Adrcraft parts &/-e———: 3,047,000 : 2,927,000 : 2,507,000 : 3,010,000 : 3,933,000
Grand total-—-——: 9,723,672 : 9,660,115 : 8,800,373 ° 9,283,333 12,782,684

1/ Includes all aircraft and parts other than balloons, sirships, gliders, and
military sircraft and parts therefor,

2/ General avistion 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 Commission
May 1979

C-2
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Table 2.—Civil aircraft and parts; 1/ U.S. exports of domestic merchandise,

by kinds, 1974-78

(In thousands of dollars)

Article 197 1975 1976 1 197 ‘ 1978

K [} : . : :

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

——— 228,859 : 231,064 : 253,701 : 233,173 : 277,040

Parts 2/ : 478,000 : 486,000 : 509,000 : 478,000 : 636,000

Total-——————ee! R : 17, t 762,701 : : 913,040

Afrcrafe tires 3/-——: 7,200 : 6,900 : 5,700 : 6,800 : 6,100
Automatic flight H : : : :
coatrol instru- H : : H :

Bonts i/ e 41,100 : 45,400 : 41,000 : 39,900 : 45,000
Other aircraft : : : : H

parts 2/-— -—: 1,000,000 : 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

1/ Includes all aircraft and parts other than military aircraft and parts

therefor.
2/ Partly estimated.

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

except as noted.

U.S. International Trade Commission
May 1979
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Table 3.~~Civil aircraft and parts: U.S8. rts for consumgtion,
by kinds, 1974-78

(In thousands of dollars)

Article Poaee 2 1915 Y 1976 P 19 P 1978

H $ H : H

Complete aircraft——-——-: 96,930 : 79,755 : 91,149 : 260,023 : 286,563
Alrcraft engines H H : : :
and parts: 3/ : : : : :

Enginesece——ee—m——: 200,380 : 195,070 : 123,130 : 111,670 : 240,510

Parts : 72,140 : 96,220 : 95,470 : 86,275 : 151,850

b (17 ) L — 272,520 : 291,290 : 218,600 : 197,948 : 392,360

Alrcraft tires 2/————: 920 : 670 : 1,220 : 1,460 : 2,180
Automatic flight H : : : :
control instru- : : : : :

93 17 P 7 [ —— 8,480 : 10,550 : 10,794 : 16,409 : 25,772
Other aircraft : : : : :

parts 2/eem e meeeee: 326,970 : 276,680 : 234,250 : 245,710 : 312,950

Grand total=——=——=-<: 705,820 : $ 721,547 ¢ 1,019,825

658,945 ¢ 556,013

1/ Includes all aircraft and parts (other than military aircraft and parts therefor)
identifisble 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, and 772.45.

2/ Partly estimated.

Source: Coﬁiled from official statistics of :he U.S. Department of Commerce,
except as noted. .

U.S. International Trade Commission
May 1979

C-4
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Table 4.—Civil aircrafc and parts: 1/ Total U.S. imports for consumption and
total U.S. imports entering under. the provisions of items 806.30 and 807.00

from major sources, by kinds, 1978

~(Value in thousands of dollars)

Imports eantering under itess

806.30 and 807.00--

: :
'  Total
Article : : : : $
; 1mports Total : Dutiable: ?::: ¢ Major source
Complete aircraft———-: 286,563 : 189,975 : 140,021 : 49,954 : Canada, France,
: : H : : United Kingdom,
: : : : ¢ and Italy.
Aircraft engines and : : : : :
parts: H s : : :
Engineg-—-ocomweee—-: 282,949 : 210,018 : 186,362 : 23,656 : Canada
Parts Y ———eoeec: 239,358 : 13,096 : 5,791 : 7,305 : Mexico
Total-—voemoeem- -—3 522,207 : 223,114 : 192,153 : 30,961 : -
Adrcraft tires 3/ ——-—-: 2,569 @ - -1 - -
Automatic t’li;ht con- 3 : : : :
trol instruments 2/--; 30,320 : 14,016 : 6,505 : 7,511 : Mexico
Other aircraft parts /4 368,181 : 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 of for aircraft classified under TSUS items 660.44, 660.46, 660.52, 660.54,
€94.15, 694,20, 694.40, 694.60, 712.47, and 772.45.

2/ 1ncludes 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.

c-5

U.S. International Trade Commission
May 1979
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Table S.—Provisiocoal U.S. list for duty-free coverage under the Agreement on

Trade in Civil Afrcraft:

use in civil aircraft, by TSUS(A) items, 1978

(1Is thousands of dollars)

Total U.S. imports and estimated U.S. imports for

L J

apparatus. .

: s
TSUS(A.O). item , Srief descripticn : Total : Adrcraft 1/
) ] :
] ) s :
518.51 t Other articles of asbestos H 188,729 : 1,900
S&4.41 (pt.) : Glass wvindshields H 3,706 : k)]
642.20 (pt.) . : Cables with fittings : 12,819 : 130
647.03 (pt.) ): Hin {ncluding ail : 2 281 ° 320
647.08 )s ges (including aileron lungu)—--: 32,281 :
652.09 (pt.) : Plexible metal tubing, with fittings—: 3,928 : 40
653.39 - ¢ Illuminating articles of base metal, : 42,241 : 425
:  a.e.s. : :
653.94 (pt.) : Sanitary wvare : 87,521 : 875
660.4415 : Piston engines for aircraft-- : 1,543 ¢ 1,310
660.4620 : Non-piston engines for aircraft : 263,082 : 223,620
660.4640 : do 3 18,324 : 15,580
660.5240 : Parts of piston type engines —— 61,943 : 1,050
660.5450 : Parts of non-piaton aircraft engines—: 177,413 : 150,800
660.85 (pt.) : BRydraulic motors, actuators H 23,612 : 590
660.97 (pt.) : Fluid power pumps : 239.664 : 9,600
661.1030 : Fans and blowers : 31,337 : 496
661.12 (pt.) : Compressors : 153,447 : 6,120
661.15 (pt.) : Air and vacuum pusps : 38,268 : 383
661.20 (pt.) : Air conditioners : 51,034 : 434
661.35 (pt.) : Refrigerators : 119,395 : 1,011
661.90 (pt.) : Centrifuges and filters : 31,017 : 1,551
661.95 (pt.) : do~ : 52,778 : 2,639
662.50 (pt.) : Alrcraft fire extinguishers H 34,204 : 1,710
676.15 t Alrcraft computers : 182,803 : 4,000
676.30 : ~do- : 616,763 : 6,000
678.5080 (pt.) : Flight simulators : 410,011 : 5,000
680.47 : Spsed changers and gear boxes : 498 : 8
680.50 (pt.) : Pulley and shaft couplings-—- : 19,349 : 162
680.55 (pt.) : Torque converters H 618 : 16
680.56 (pt.) : Chain sprockets, clutches, and : 2,767 : 24
¢  universal joints. : ot
682.07 : Transformers 8 40,684 : 0
682.40 (pt.) : Electric motors : 110,277 : 3,000
682.60 (pt.) : Gensrators : 219,884 : 3,000
683.60 (pt.) : Magnetos, starter motors, spark H 193,926 : 150
¢ plugs, and generators. : : .
684.30 (pt.) : Rlectric cooking stoves : 202,625 : 802
684.40 (pt.) : Rlectric furnaces, heaters, and : 10,213 : 204
: ovens. : :
684.50 (pt.) : Food varmers H 216,458 : 420
684.70 (pt.) : Microphones, loudspeakers, etc————-—-: 445,096 : 2,000
685.24 ¢ Radios : 648,680 : 3,000
685.29 (pt.) : Transceivers, antennas, etc : 205.880 : 1,750
685.4023 (pt.)): Afrcraft flight and cockpit voice : 15,571 : 250
685.4065 ): recorders. . : :
685.60 (pt.) : Radio navigation and coatro : 65,783 : 6,000

See footnote at

end of table.
c-6
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Table 5.--Provisional U.S. 1list for duty-free coverage under the Agreement on

Trade in Civil Aircraft:

use in civil aircraft, by TSUS(A) items, 1978--Continued

(In thousands of dollars)

Total U.S. imports and estimated U.S. imports for

TSUS&T ites ., Brief description : Total : Aircrafc 1/
685.70 (pt.) : Sound signalling apparatus——--ec—ce—==-: 152,627 : 1,500
686.24 (pt.) : Other voltage regulators : 4,525 : 200
686.60 : Sealed-beam lamps 3 4,101 : 30
688.40 (pt.) : Servos, synchros, transducers-—--------: 161,794 : 500
688.12 : Ignition wiring sets : 42,826 : 70
694.15 : Balloons and airships : 265 : 225
694.20 : Gliders : 2,116 : 1,800
694.40 (except : Airplanes (except military)-———=ceeee-: 284,538 : 2/ 284,538
.4010) : H :

694.60 ¢ Adrcraft parts H 368,181 : 312,950
709.45 (pt.) : Oxygen masks : 9,533 : 0
710.08 (pt.) : Navigatiocnal instruments H 15,924 : 159
710.14 (pt.) : Gyroscopic compasses H 1,783 : 17 .
710.16 (pt.) : Other compasses H 4,502 : 225
710.30 : Automatic pilots and partp-———-=—cec—e-: 717 : 573
710.46 (pt.) : Navigation instruments (nonelectric)-—: 15,524 : 12,419
711.36 : Thermometers : 1,378 : 13
711.37 : : 3,638 : 73
711.82 : Flov meters and other gauges———e~—-: 1,009 : 20
711.8420 : : 1/ 41,983 : 840
711.98 (pt.) : Speedometers and tachometers H 20,632 : 412
712.05 (pt.) : Electro-optical instruments-— s 1,131 ¢ 23
712.47 ¢ Automatic flight control instruments : 30,320 : 25,772

: and parts thereof. : :
712.4910 (pt.) : Electrical seasuring instruments~———-—: 23,217 : 3,482
712.4950 : 3 22,500 : 1,125
712.4980 (pt.) : : 155,144 : 155
715.33 : Clocks, over $10 each : 24,931 : 0
715.53 : Apparatus for measuring and recording : 4,162 : 3/

:  time, over $10 each. : :
727.47 : Furniture of reinforced laminated : 1,709 : 3/

: plastics. : :
727.48 : Other furniture of rubber or plastic--: 40,010 : y
727.55 : Other furniture : 121,763 : 200
745.45 (pt.) : Seat belts : 7,326 : 10
772.45 t Adrcraft tires 3 2,569 : 2,180
772.65 (pt.) : Hose, pipe and tubing of rubber or : 73,589 : 368

¢ 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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Table ¢.--Civil sircraft and parts: 1/ yu.s. producers' shipments, exports,
and imports for consumption, by kinds, 1974-78

: U.s N : s ¢  Ratio
: OUTIR : :  Apparent : of imports
Kind and year : p;c;duce:: : Exports : Imports : consumption : to com-
: * pmen 3 : 2 ¢  sumption
: 1,000 : 1,000 : 1,000 : 1,000 s
¢ dollars : dollars : dollars : dollers : Percent
Complete aircraft: : s s : :
1974 ccccaeee y—-=: 5,090,000 : 3,365,994 : 96,930 : 1,820,936 : 5.3
1975 : 5,086,000 : 3,202,480 : 79,755 ¢ 1,963,225 : 4.1
1976 :t 4,726,000 : 3,211,211 : 91,149 : 1,605,938 : S.7
1977 s 4,756,000 : 2,747,346 : 260,023 : 2,268,677 : 11.5
1978 : 6,519,000 : 3,616,124 : 286,563 : 3,189,439 : 9.0
Alrcraft engines : H : : :
and parts: H H : : H
1974 :t 1,553,872 : 706,859 : 272,520 : 1,119,533 : 24.3
1975 : 1,610,415 : 717,064 : 291,290 : 1,184,641 : 24.6
1976 : 1,546,473 : 762,701 : 218,600 : 1,002,372 : 21.8
1977 s 1,692,833 : 711,173 ¢ 197,945 : 979,605 : 20.2
1978~ : 2,304,284 : 913,040 : 392,360 : 1,783,604 : 22.0
Adrcraft tires: : : s : :
1974 : 32,800 : 7,200 : 920 : 26,520 : 3.5
1975 : 36,700 : 6,900 : 670 : 30,470 : 2.2
1976 : 20,900 : 5,700 : 1,220 : 16,420 : 7.4
1977 : 26,500 : 6,800 : 1,460 : 19,160 : 1.6
1978 mcnnccaaan—; 26,400 : 6,100 : 2,180 : 22,480 : 9.7
Other aircraft : H H : :
parts: & : : : : :
1974 s 3,047,000 : 1,041,100 : 335,450 : 2,341,350 : 14.3
1975 : 2,927,000 : 1,225,400 : 287,230 ¢ 1,988,830 : 164.4
1976 ¢ 2,507,700 : 1,521,000 : 245,044 : 1,231,044 : 19.9
1977 : 3,010,000 : 1,389,900 : 262,119 : 1,882,219 : 13.9
1978~ s 3,933,000 : 1,465,000 : 338,722 : 2,806,722 : 12.1
Total: : : : : H
1974 9,723,672 : 5,121,153 : 705,820 : 5,308,339 : 13.3
1975~ : 9,660,115 : 5,151,844 : 658,945 : 5,167,216 : 12.8
1976 : 8,800,373 : 5,500,612 : 556,013 : 3,855,774 : 14.4
1977 : 9,283,333 : 4,855,219 : 721,547 : 5,149,661 : 14.0
1978 s 12,782,684 : 6,000,264 : 1,019,825 : 7,802,245 : 13.1

1/ Includes all aircraft and parts other than military aircraft and parts therefor.
2/ Includes flight control instruments.

Source: Tables 1, 2, and 3.

U.S. International Trade Commission
May 1979
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FOREWORD

This document represents legal analysis of draft agreements negotiated at
the Multilateral Trade Megotiations (MTN) 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 Commission
on September 1, 1978 (lnvestigation No. 332-101, 43 F.R. 40935, of Sept. 13,
1978), to determine the effect on U.S. trade and industry of the adoption of
agreements to be concluded in Genevs.

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

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 vhether
domestic legislatures (including the United States Congress) will approve all
or any of them and vhether additional signatories will appear. At preseat, we
sre informed by the administration that a proces verbal has been initialed by

24 couatries. The sttachments to the proces verbal have been initialed as
follows:

(A) Standards: U.S8., EC-9*, Japan, Canada, Australia, New Zealand,
Sweden, Switzerland, Austria, Finland, Norway, Argentina, Spain, Hungary,
Czechoslovakia, Bulgaria.

(B) Government Procurement: U.S., EC-9, Japan, Canads, Australia, New
Zealand, Sweden, Svitzerland, Austris, Pinland, Norway, and Argentina
(with reservation).

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

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

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

i
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(E) Dairy: DC version*® was initialed by U.$., EC-9, Japan, Canada,
Australia, New Zealand, Sweden, Swvitserland, Austria, Finland, Norvay,
Argentina, Spain (with reservation), and Bulgaria. BHungary initialed the
Agreement vith no designstion 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., EC-9, Japan,
Canada, Australia, Mev Zesland, Sweden, Switzerland, Austria, Pinland,
Norvay, and Bulgaria. Argeatina and Spain initialed the LDC versioa.
Hungary and Czechoslovakia initialed the valuation attachment with no
indication as to whether it was the DC or LDC version.

(G) Licensing: U.S., EC-9, Japan, Canada, Australia, Wew Zealand,
Sweden, Switzerland, Austria, Pinland, Norway, Argentina, Spain (with
reservation), Hungary, and Bulgarias.

(B) Agriculture Pramevork: U.S., EC-9, Japan, Canads, Australia, New
Zealand, Sweden, Switszerland, Austria, Pinland, Norwvay, Argentina, Spain,
Hungsry, Czechoslovakia.

(I) Group FPramework: U.S., EC-9, Japan, Canads, Australia, New Zealand,
Sweden, Switzerland, Austrias, Finland, Morway, Argentina, Spain, Hungary
and Cgechoslovakia.

(J) Tariff Megotistions: U.S8., EC-9, Japan, Canads, Australia, New
Zealsnd, Sweden, Switserland, Austris, Finland, Norvay, Argentina,
Hungary, Czechoslovakia, and Bulgaria.

(K) Civil Aircraft: U.8., EC-9, Japan, Canada, Australis, New Zealand,
Sweden, and Switszerland. '

(L) Antidumping: DC version was initialed by U.S., EC-9, Japan, .Canada,
Australia, Nev Zealand, Sweden, Switszerland, Austria, Pinlsnd, Norway,
and Spain. Hungary and Czechoslovakias initialed the antidumping
attachment without designating the DC or LDC version. There were no
known signatories to the LDC version. McNamara.

** "DC version" is the developed country version of the Arrangesent on
Dairy. "LIC version" is the one submitted by the less-developed countries.

ii
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GROUP FRAMEWORK
SUMMARY OF ARALYSIS

Group Framework was formed at the MTN in 1976 in response to the demands
of developing mations that the GATT take further steps to institutionalize s
commi tment to special and differeatial treatment for LDC's. Prévious attempts
to address the concerns of the LDC's (1) had recognized that developed
countries could not expect reciprocity in tariff negotiations, (2) had
authorised the establishment of the generalised system of tariff preferences
for products of LDC's, and (3) had allowed greater leniency in imposing import
controls associated with LDC development programs. MNevertheless, LDC's have
continued to press for more far-reaching institutional reforms ia the GAIT,
wvhich they say are required to reverse the increasing disparity between the
wealth of developed and developing couatries.

Developed nations too have perceived the necessity of institutionmal
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 bj the GAIT.
Further, developed countries believe some LDC's abused existing provisions for
special treatment, in claiming LDC status when in fact their economies belie
such claims. Pinally, the United States and LDC's shared the view “hat the
disputes settlement mecharism of the GATT required an overhaul, albeit for
different reasons. The United States has generally approached the GAIT as a
contract, embodying commitments legally enforceable through GATT procedures;

most other developed u:tim 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 vhich developed nations may easily deviate from GATT
rules, especially those regarding nontariff barriers particularly damaging to
the exports of the LDC's.

Thus, besides the question of special and differential trestment there
existed at the commencement of theMTN a number of pressing issues relating to
the basic operation of the GATT. These issues were combined on the agenda of
Group Pramework for negotistions apart from the other MTN 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 negotiationms.

Points 1 and § vere combinted in the final a;r«uut; Point | addresses
the issue os special and differential treatment by providing an "ensbling
clause” for the GATT which allows -~ but doss not require -~ conmtracting
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 mutusl tariff reductions; and (4) least
developed countries. In return, the LDC's agreed to a sort of graduation
principle whereby such nations expect to relinquish claims to some measure of
special traetment as they develop. Like Point 1, however, this agreemeant on
Point 4 contains no specific commitments by any contra:ting party.

vii
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Points 2A and 2B pertain to procedures affecting specific import
restrictive measures vhich have been used often in receat years without
effective GATT controi. Point 2A recognizes that nations often establish
import deposit schemes or tariff surchargrs to combat balance-of-payments
problems, although the GATT only countenances the use of quantitative
restrictions (QR) in such circumstances. Point 2A does not legalize non-QR
measures - it merely attempts to ensure that eh same rules and procedures
vhich are applicable under the GATT to QRs will be used for non-QR measures in
balance-of-payment crises. Further, the agreement coatsins improved
consultation and review procedures applicable to all such .uuuru.

Point 2B provides a specific concession on special treatment for
developing nations. It releases LDC's from certain prior notification and
approval requirements contained in GAIT 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 certan 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

coumitment to their observance.
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Point S merely admits that the parties were unable to agree to provisions
regarding export control measures. Negotiations are to continus on this topic.

Because the vcrioun points deal with GATT procedures, no domestic
implementing legislation is required to conform U.8. law to the framevork
agreement. With regard to disputes settlement, 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 participste in
proceedings brought by the U.S. Government under the appropriate internstional
disputes utt.lmnt mechanism. Section 301 of the Trade Act of 1974,
discussed in Volume 1 of this report, appears to be the appropriate vehicle to

facilitate such participation.
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GROUP “FRAMEWORK"

10.0 Introduction

In the post-war negotiations leading to the formulation of the
ill-fated Internstional Trade Organization and the GATT, the msjor trading
nastions shared a common viev of what institutional mode and substantive rules
would best facilitate trade and avoid the costly prewar protectionist
tactics. A need was seen for a multilateral agreement codifying "legal” rules
involving msjor trade issues, such as nondiscriminatory tariff and other trade
barriers, quantitative restrictions, and conduct of state trading
enterprises. 1/ For many ressons, including conflicting domestic policies,
economic instability in the postwar era, and lack of an agreement on an
sppropriate institutional framework, the draftsmen found it necessary to
formulate the ITO charter and the GATT in s manner offering many deviations
from the shared overall goals. Nevertheless, the initial yesrs of the GATT
enjoyed 8 continuing consensus on the nature of the agreement and its proper
implementation, thus allowing for a decade of relative peace smong the major
trading nations.

The past 20 years, however, have witnessed an increasing breakdown of
the GATT :rading system. 2/ The lack of a present consensus has been
attributed to many factors, three of which especially underlie the f.n-evorlu
sgreement: (1) the GATT constructed 8 trading scheme not intended to aid
developing nations (LDCs) industrialize, and LDCs now comprise s significant
numerical portion of GATT membership and demand special treatment; (2) certain

CATT rules relating to quantitative restrictions were proper for the postwar

17 See generally, R. Hudec, The GATT Legal System and World ‘l‘udc Diplomac
1-58 (1975!; J. Jackson, World Trade and the Lav o

GATT
K. Dam, The GATT Lav and Internstional Bconomic Organization 1-26 (1970).
2/ See generally Hudec, supra note 1, at l‘de
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ers, but have since become obstacles to efficient resolution of balance-of-
payments difficulties; and (3) there are insufficient rules for some forms of
trade restrictions now practiced by GATT members. 1/ The increasing
disregard for GATT rules has spavned a concommitant insistence by many nations
that the agreement should not be applied in a rigorously legalistic way, but
instead should merely serve to provide parameters for the ad hoc settlement of
disputes through concilistion.

Ismediately after the conclusion of the Kennedy Round, preparations
for the Tokyo Round were initisted because of the recognition of the threat to
the GATT from the general legal bresk-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 commencement 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 wvas formed
to consolidate consideration of institutional issues facing the GATT, most
sharing the common charscteristic 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, with the corrolary

issue of gradustion from LDC status when special treatment is no longer

1/ See Jackson, suprs page 1 n.l, at 663-672.
2/ 19 U.8.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.
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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. 1/

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 discriminstes 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 LI.Cs must also be afforded all other countries; additionally,

nontariff barriers instituted by developed countries remove any other

/ Only Argentina initisled the proces verbal.
See Jackson, supra p. | n.l, at 625-48, 663-92.

1
2

3
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advantages so gained. 1/ Further, the GATT proscribes trade restrictive
measures of most interest to LDCs for use in protecting development plans, baut
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 the 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.

1/ Espiell, "The Most-Favored-Nation Clause: Its Present Significance in
CATT," 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 1 n.1, at 640-43, 663-65.

M
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Group Framevork addressed five "points" concerning GATT reform.
Points 1 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
XVI1I, 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
couid 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 S.

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 amorng 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.
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PROVISION BY PROVISION ANALYSIS

10.1/4 POINTS 1| AND & - DIFFERENTIAL AND MORE FAVORABLE TREATMENT; RECIPROCITY

AND FULLER PARTICIPATION OF DEVELOPING COUNTRIES

10.1/4.1 Text

POINTS 1 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 eventual! legal status. Some delegations

consider that such a text should appear as & new Article or set of nrovisions
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 amendmen:s to the text may be necessary in the light of the
decision taken on this question. 1

lI. Notwithstanding the provisions of Article 1 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 | 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 huc
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.



(a)

(b)

(c)

(d)
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Preferential tariff treatment accorded by developed contracting
parties to products originsting in developing countries in
sccordance with the Generalized System of Preferences*¥+;
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 negoutiated under the auspices of the GATT;
Regional or global arrangements entered into smongst
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 imported from one another;

Special treatment of the least developed among the developing
countries in the context of any general or specific measures in

favour of developing cuuntries.

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;

*%%Ag 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 texts)
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(b) shall not constitute an impediment to the reduction or
elimination of teriffs 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 Jesigned 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
80 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-discrimi.natory 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 Genersl Agreement. (Footnote in text.)

8
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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 nreeds.

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 witn the
progressive development of their economies and iiptove-ent in their trade

situation and they would sccordingly expect to participate more fully in the

50-139 0 - 79 - 11
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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 im cther
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 principlé,
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 iqtetest to
LDCs are granted only on a MFN 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 claims of the LDCs, at least in part. 1/

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
10.2B of this report. Of more importance here is Part IV of GATT, Articles
XXXVI-XXXVIII, which entered into force in 1966.

Article XXXVI contsins 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. Jccklon. supra page 1 n.l, at 663-71,
2/ Article OXVI provides in fu IE

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 & vital part in their economic
development and that the extent of this contribution
depends on the prices paid by the less-developed
countracting 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 shouid be
governed by such rules and procedures -- and measures in
conformity with such rules and procedures -~ as are
consistent with the objectives set forth ian 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)
11
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8. 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 parties.

The paragraph is further explained in the Interpretative Notes:

{Continued}.
agree as follows:

2. There is need for a rapid and sustained expansion of the
export earnings of the less-developed contracting parties.

3. There is need for positive efforts designed to ensure that
less-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 cuuntries 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 econumies 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.

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
development.

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 commitment by the develcped nations to

specific deviations from reciprocity principles, it nevertheless strongly

recognizes a discriminatory approach. 2/
sarticle XXXVII contains the substantive commitments intended to
effect the principles of Article XXXVI. Specifically, paragraph 1 states:

The developed contracting parties shall to the fullest
extent possible -- that is, except when compelling reasons,
vhich may include legal reasons, make it impossible -- give
effect to the following provisions:

(a) accord high priority to the reduction and elimindtion of
barriers to products currently or potentially of particular
export interest to less-developed contracting parties,
including customs duties and other restrictions which
differentiste unressonably between such products in their
primary and in their processed forms;

(b) refrain from introducing, or increasing the incidence of,
customs duties or non-tariff import barriers on prouucts
currently or potentially of particular export interest to
less-developed contracting parties; and

(¢) (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 which hamper, significantly the
growth of consumption of primary products, in raw or

17 GATT Annex f 13 Article XXXVI.

2/ Further, paragraph 9 admonishes 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, vholly or msinly produced in the
territories of less-developed contracting parties, and
vhich are applied specifically to those products. 1/
Less o'pecifie obligations are set forth in paragraph 3, which generally
requires that developed nations accord special considerstion to the effects of
internal trade measures on the exports of LDCs. 2/ Although the commitments
of paragraphs 1 and 3 sre partially qualified — i.e., "to the fullest extent

possible,” "make every effort,” etc. — the obligstions to consult in

paragraphs 2 and 5 3/ realistically limit the extent to which developed

/ GATT Article XXXVII:l.

/ Paragraph 3 states in full:

3. The developed contracting parties shall:

(s) make every effort, in cases vhere a government directly or
indirectly determines the resale price of products wholly or
mainly produced in the territories of less-developed contracting
parties, to msintain 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
sppropriaste international action to this end;

(c) have special regard to the trade interests of less-developed
contracting parties when considering the application of other
messures permitted under this Agreesent to meet particular
problems and explore all possibilities of constructive remedies
before applying such measures where they would affect essentisl
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 parsgraph

1, the matter shall be tcportcd to the CONTRACTING PARTIES either by

the contracting party not so giving effect to the relevant provisions

or by any other interested contracting party.

(b) (i) The CONTRACTING PARTIES shall, if requested so to do by any
interested contracting party, and vithout prejudice to any
bilateral consultations that may be undertsken, consult
with the contracting perty concerned and all interested
contracting parties with respect to the mstter vith & viev
to ruchmg solutions sstisfactory to all contracting

., parties concerned in order to further the objectives set
forth im Article XXXVI. Ia the course of these
consultations, the reasons given in cases whers effect was
oot being given to

1
2

(footnote continued)
14
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nations can ignore Part IV. 1/ 1In addition, Article XXXVIII obligates all
parties to a number of "joint actions,” which effectively creates an on-going
process of rev.ew 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. Daveloped 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 "

refora” or a fundamentally new
approach, proposals for change in the GATT became a focus of trade
negotiatiors in the 1960's, and have continued to be a msjor source of

North-South confrontations in trade matters. 2/

(Cont invec) the provisions of sub-paragraph (a), (b) or (c) of para-

graph 1 ghall be examined.

(ii) As the implementation of the provisions of sub-paragraph
(a), (b) or (¢) of paragraph 1 by individual contracting
parties may in some cases be more readily achieved vhere
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 of this Agreement
as envisaged in paragraph 1 of Article XXV.

Paragraph 5 adds that --
In the implementation of the commitments set forth in paragraphs
1 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 ! n.l, at 645-48.

2/ The broadest ideas of special treatment for developing natxons 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 Develupment Aid Problem?" & Ca. J. Int'l. Comp. L. 441 (1974).

15
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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 primsrily through the
individual code negotiations, most of which encompassed these issues. After
Brazil tabied 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 othervise 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 associated
therewith; (3) mutual :ar:ff reduction agreements among LDCs; and (4).tpecial
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 GATT

1/ Trade Act of 1974, section 106. See also id., section 121.

16
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assumptions and rules remain valid. Subparagraph 3(c) in particular embodies
the idea that special treatment should be progressively eliminsted 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 wvith “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 XXXV1:8,
merely adding a siight expansion of its meaning. The language still does not
commit developed countries to specific nonreciprocal concessions, and in view
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 operatior of this obligation cannot now be determined.

1/ See pages 11-13, supra
[3 ‘ .
17
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Similar to the various provisions of Article XXXVILI, paragraph 9
commits the parties to joint sction for review of the provisions.

10.1/4.3 lmplementstion

Points 1 and 4 of the agreement solely affect the operation of the

GATT. Thus, nv special domestic implementing legislation need be considered.

18
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10.2A. POINT 2A - TRADE MEASURES TAKEN FOR BALANCE-OF-PAYMENTS PURPOSES

10.2A.1 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 XVII1: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 consultatiuns 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 tsken 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

19
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implementing restrictive import messures taken for balance-of-payments

purposes;
Recognizing that the impac? 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 exsmination stipulated in Articles XI1 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-psyments purposes shall be subject to the following conditions in
addition to those provided for in Articles XII, XIII, XV and XVIII without
prejudice to other provisions of the General Agreement:
(a) In applying restrictive impoit measures contracting parties shall
abide by the disciplines provided for in the GATT and give preference
to the measure which has the lesst 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.)

20
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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 Declarstion, a developed
contracting party is compelled to apply restrictive import measures for
balance-of-payments purposes, it shall, in determining the incidence of its
medsures, 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 ;ontracting parties in general in terms of their

geographical location, external financisl 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 Sypplement, 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
Cooncil 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 GATT secretariast, 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 oy the occasion of previous consultations;
(c) the changes in the overall level or nature of the trade measures

taken for balance-of-payments purposes;

22



(d) the changes in the balance-of-payments situation or prospects;
(e) whether the balance-of-payments problems are structural or temporary

in nature.

9. A less-developed contracting party may at any time request full
consultations. |

10% . The technical asssistance services of the GATT secretariat shall, at the
request of a less-developed consulting conitracting party, assist it in
prepsring the documentation for the consultations.

11. The Committee shall report on its consultations to the Council. The
reports on full consultations shall indicate:

(a) the Committee's conclisions 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;

(¢) 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.

1f the Committee finds that the consulting contracting party's measures
(a) are in important respects related to restrictive trade measures

msintained by another contracting part} 1/ 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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() bhave & significant adverse impact om the export interests of a
less-developed contracting perty,
it shall so report to the Council which shall take such further actiom as it
may consider mmtuc...
12. 1a the course of full consultations with a lese-developed contracting
party the Committee shall, if the comsulting contracting party so desires,
give particular attention to the possibilities for alleviating and correcting
the balance-of-payments problems through measures that countracting parties
might uu 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. 1If the Committes finds that a restrictive import measure taken by the
consulting contracting party for balance-of-payments purposes is inconsistent
vith the provisions of Articles XII, XVIII:B or this declaration, it shall, in
its report to the Council, make such findings as will aseist the Council in
making appropriate recommendations designed to promote ths implementation of
Articles XII and XVIII:B and this declaration. The Council shall keep under
surveillance any matter om which it has made recommendations. |
10.2A.2 Background .
10.20.21 = 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. Restric:ive trade measures

serving these purposes include quantitative restrictions (QRs), tariff
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surcharges, and deposit schemss. Although the GATT countensnces resort to
some trade restrictions for balance of payments reasons, in receat years
actusl practice has diverged from the rules of GATT, causing concern about
their continued viability.

In ectablilhit;; the GATT the draftsmen tempered the general desire to
eliminate import restrictions with the recognition that some restrictive
uuuuc' would be temporarily necessary. It was accepted that to assist the
reconstruction of war-torn economies 1/ QRs already in place should be
contim;d in order to lessen existing economic disequilibriumj further, it was
believed that QRs were normally the most appropriate means of addressing
similar emergency problems which might arise in the future. Other trade
restrictive measures — in particular, tariff surcharges -- were 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 QRs were specifically prohibited by
the GATT, a significant vbchncc of payments exception vas created for their
temporary use — but not for any other trade restrictive msasure taken om such
grounds.

The GATT scheme governing balance of payments measures is contained
in a series of related articles. Foremost among thes are Articles XII and
XVII1, wvhich specifically authorize QRs despite the general prohibition found
in Article XI; Article XII is the general exception, while Article XVIIIB

1/ See generally Vincke, "Trade Restrictions for Balance of Payments Reasons
and the GATT: Quotas v. Surcharges,”13 Barv. 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 Qs is judged are very similar under both articles. Article XII authorizes

thes—-
(1)

(2)

ia order to safeguard a country's external financial position
and balance of payments}

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 vith very low 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 evalustion 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 s vay of minimizing

their impact and direction. 3/

Because QRs are inherently discriminatory vhen implemented under

quota or licensing schemes, Article XIII was drafted to provide a MFM

1/ Article XII:2, Compare Article XVIII:9 pertaining to LDCs.

2/ 1d.

3/ The restrictions may be described as follows:

(1)
(2)

(3)
(&)
(5)

(6)
1))

(8)

Restrictions shall be progressively relaxed as conditions permit;
Measures should avoid uneconomic employment of productive
resources;

Ao far as possible, messures should be adopted that expand
rather than contract internstional trade;

Avoid unnecessary damage to commercial or economic inteérests of
any other contracting parties;

Allow minimum commercial quantities of each description of goods
80 as to avoid impairing regular channels of trade;

Allow imports of commercial samples;

Avoid restrictions that prevent compliance with "patent, trade
mark, copyright, or similar procedures";

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 was viewed as inadequate for this
purpose. Article XIV, however, allows two exceptions to the principle of
nondiscriminationt the first exception allows QRs where the IMF has
acknovledged that their effect will be equivalent to authorized exchange
restrictions, while unﬁer the second the CONTRACTING PARTIES may allow
discriminatory QRs 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 psrties are requested annually by the
secretariat to communicate informstion 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 IMF, 1/ then holds consultations on the
matter, usually under the auspices of the Balance of Payments Committee. Even

should the measure be found authorized under Articles XII or XVIII, the

1/ Article xv requxret that the Contracting Parties accept the following
flndxngo by the IMF in consultations under Articles XII1 and Article XVIII:
(A)11 findings of statistical and other facts presented by the
Fund relating to foreign exchange, monetary reserves and balances of
payments. . .
(Whether 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 reasonsble rate of increase in. . .monetary
reserves (Article XII or Article XVIII). . .
(P)inancial aspects of other matters. . .in such cases.
J. Jackson, International Economic Relations 901 (1977).
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restricting nation sust consult regularly with the BOP Committee as long as
the measure remsins in force. Because non-QR balance of payments measures are
not authorized under them, these articles contain no provision for
consultations relating thereto. Further, the mandatory coansultations of
Articles XII and XVIII are not triggered by complaint-initisted consultatious,
such as those required if Article XXII was involved. However, consideration
of any such matters may be referred to the Committes.

The purpose of the consultations is to determine vhether the measures
at issue satisfy the criteria of the pertinent articles. The Committes
reports its conclusions to the CONTRACTING PARTIES, who may recommend
appropriate modifications. If the consulting nation failse to implement the
recommendations, the CONTRACTING PARTIES may release injured nations from
obligations to the consulting nation, as appropriate. This remedy has never
been adopted, however,

10.2A.22 - Probleas With the GATT Scheme

As described above, Articles XI-XIV and XVIII were constructed in the
unique post-var economic milieu, leading the draftemen to authorisze the
limited use of QRs, 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
remsins unsstisfactory. Further, an increasing use of tariff surcharges and
deposit schemss justified on balance of payments grounds -~ but apparently
illegal under the GATT — occasioned particular coacern over the lack of rules

for such messures in the 1970's ,vhen it was recognized that msjor trading
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nations faced long-term payments difficulties. 1/ Such restrictions by
developed countries may be particularly haraful to developing nations. 2/
These issues gave rise to the current negotiations.

Taviff surcharges and deposit schemes, no matter the justification,
both suggest conflicts with Article II, which establishes the tariff bindings
central to the agreement. A surcharge obviously is a "duty or charge"
contrary to Article II: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 aspparent illegality, non-QR messures 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 vas declared:

(of) seversl types of action which might have been taken under
the circumstances, a surcharge on imports appeared to offer
certain advantages or. . .fewer disadvantages. It seemed more
easily dismantled than other possible sction, more compatible
with 8 competitive approach and efficient resource allocation,
would not require an elaborate administrative strycture, would
be less discriminatory than quota restrictions, snd was most

rapidly applicable under existing United States legal
authority. &/

1/ Roessler, "Selective Balance-of-Payments Adjustment Measures Affecting
{;;g;; The Roles of the GATT and the IMP," 9 J, World Trade L. 622, 624-25

2/ See Murray and Walter, "Quantitative Restrictions, Developing Countries,
and GATT, 11 J. World Trade L. 391, 402-411 (1977). See also "Quantitative
Ieltrictionl.wilugtl n.2, at 342-98.

3/ 1d. at 631.

&/ 65 Dep't State Bull. 305, 307 (1971).
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The fundamental difficulty with the current GATT scheme is thus presented:
the necessity of utilizing physical import controls in the post war 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 -- QRs.

Perhaps persuaded that s strict construction of GATT was
counterproductive in these circumstances, the contracting parties adopted a
pragmat ic 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 have 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 slready deficient procedural rules has been raised increasingly.
These latter issues may be susmarized 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 exp;eaaed 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-QR consultations; and (5)

regularity of consultations for authorized measures is not always observed,

and surveillance is otherwise difficult.

Recognition of these problems led Congress to authorize the President

to

seek modifications in international agreements aimed at allowing
the use of surcharges in place of quantitat ve 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 cquitable sharing of balance-of-payments

adjustment responsibility among deficit and surplus
countries. 1/

Point 2A of the frameworks agreement contains the product of negotiations
conducted to that end.

10.2A.3 Interpretation

10.2A.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 & prop to industries otherwise
not economically viable; they recognize various adverse impacts r2suilting from

adoption of such measures; and they recognize their obligation to avoid such

l/ Senate Comm. on Finance, "Trade Reform Act of 1974," S.Rep. No. 93-1298,
at 88. :

3



180

restrictive trade measures ''to the maximum extent possible.” On the other
hand, the parties merely '‘recall™ previously agreed upon procedures for
considering balance of psyments messures, while "noting”" that non-QR measures
have been used for these purposes. This language reflects s compromise
Letween delegations vhich emphasized different coneiderations in achieving a
common goal. The United States preferred to explicitly recognize the de facto
le;ality.of non-QRs, bringing them within the discipline of the GATT rules;
the EC desired explicit legalization for developing nations only, coupled with
& mere "best efforts” obligation by others to avoid their use; and Japan
adamantly opposed legalization, while insisting on a strong commitment 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 ressoning 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 1 acknowledges that ArticlesXIf, XIII, XV, and XVIII will govern
not only QRs, but "all restrictive import measures taken for
balance-of-payments purposes.” Thus, s 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 QRs.
Subparagraph 1(c) is somewhat ambiguous; it is unclear vhether "whenever
practicable” obligates a party to a continuing obligstion to announce a
removal schedule at the earliest practicable time after institution, or
wvhether the obligation only attaches to the time of initial announcement. The
former interpretation seems most clearly in line with the intent of the
agreement ‘2 ainimize the use of such measures.

Paragraph 1 concludes with the statement that its provisions "are not
intended to modify the substantive provisions of the General Agreement.”" If
80, then the imposition of surcharges or deposit schemes will contravene
Article I1 -- 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 stili be available to affected
parties.

Paragraph 2 allows a deviation from MFN 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 XI1I and XVIII do not contain explicit requirements for
notification by a nation instituting or intensifying balance of payments
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measures. Further, consultstions under those srticles 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 oerious~ecoao-ic 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-QR measures in the past were considered on an ad hoc basis in
the Committee, the Council, a Council working party, and elsevhere.
Participation by the IMF is now assured. Paragraph 5 seeks to provide a
balanced representation on the Committee.

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. Parsgraph 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 Committee 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 alleviste 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
cuurse, 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 1l which allows the Committee to make a
finding to that effect and recommend "appropriate" action to the Council.

10.2B  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 approgriatc schedules annexed
to the General Agreement as provided for in Section A of Article XVIII or,
vhere no measure consistent with the other prévioioni of the General Agreement
is practicable to achieve these objectiQea, have recourse to Section C of
Article XVIII, with the additional flexibility provided for below. In taking
such 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. Tﬂe CONTRACTI!G 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 programmes and ‘policies of economic development for the aforesaid
purposes. They agree, therefore, that in such circunataqceo, the
less-developed contracting party concerned may deviate from thé 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 ;he preambular part of
Article XVIII and of Sections A and C of that Article, as well as the Notes
and Supplementary Provisions set out in Annex I‘unde},these Sections will
continue to apply to the measures to which this Decision relate’;
4,  Before. . ., the CONTRACTING PARTIES shall :eviév'thgl Decision in the
light of experience with its operation, with a view to deterdining whether it
should be extended, modified or dicconginued.
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10.2B.21 Background

From the time of the original drafting sessions there has been strong
disagreement between developing and develuped nations over the extent to which
the former should be allowed to deviate from GATT rules in their efforts to
implement develupment érogra-:. 1/ Since adopted in its finel 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 CATT approval and, in
any case, be the subject of extensive consultations. Point 2B is an attempt
to relax the procedural prerequisites of Article XVIII so that developing
nations may invuke it with greater ease. These changes will be described
below, but in order to understand them & brief review of Article XVIII must
first be made.

The first six paragraphs of Article XVIIl comprise a type of
preceble, setting forth the underlying principiet and defining which countries
are entit'ed 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 programmes and policies of economic developaent
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/

17 See generally, J. Jackson, World Trade and the Law of GATT ch.25 (1969).
2/ GATT Article XVIII:2.

37



186

Sections A (paragraph 7) and Section B (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 ecoromic 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

vhick can only support low 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. Paragrsph 13-21 and 22-23 comprise sections C and
D, respectively.
2/ GATT Article XVIII:4(a). The Interpretative Notes further define these
teras: :
1. When they consider vhether 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 vhich 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 countracting parties the economics

of which sre undergoing a process of industrialization to correct an
excessive dependence on primary production.

GATT Annex I, Ad Article XVIII.
3/ GATT Article XVIII:4(a). This provision apparently was envisioned as

encompassing such nations as Australia and New Zealend. See Jackson, supra
psge 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 differeant from the general BOP clauses
of CATT Article XII’;

Part C: A privilege to use any measure necessary to promote
s particular industry;

Part D: Under this part, certuin countries with economies in
process of development, but not falling within the criteria of
low living standards, can apply for permission to deviste 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 preambular
paragraphs. Section B 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, s developing nation must have as its

purpose the intention "to promote the establishment of a particular industry

vith a viev to raising the general standard of living of its people." 5/ If

1/ J. Jackson, Internationsl Econcziz 2elations 1013 (1977).
( éj See J. Jackson, supra page 1 n.l, at 649-50; GATT BISD &44th Supp. 38
19%6).
3/ See pages 25-28 supra.
4/ Bee generally Jackson, supras page 1 n.1, at 649-61,
5/ GATT Article XVIII:7(a). The Interpretative Motes further state:
The reference to the establishment of particular industries
shall apply not only to the establishment of s new industry, but
also to the establishment of a new branch of production in an

(Contjaued)
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qualified, the develuping nation must then notify the CONTRACTING PARTIES and
negotiste with contracting parties directly affected by the tariff change and
any others "having a substantial interest."” 1/ If no agreement can be
reached through negotiation the CONTRACTING PARTIES may authorize an

increase. A developing nation therefore cannot take action regarding its
bound tariffs unless agreement is reached with those affected orlauthorization
is obtained.

Section 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 s request for consultation is
received, in which case a wait ¢. 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 &

product subject of a previous concession. 6/ The developing party must be

(Continued)
exiating 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 Jamaged as a result of
hostilities or natural disasters.
GATT Annex I, Ad Article XVIII.
1/ 1d.
2/ GATT Article XITI:13.
3/ GATT Article XTII:l4,
&/ GATT Article XIII:1S5.
/ GATT Article XIII:16, 17,
/ GATT Article XITI:18.

aiwl
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released from GATT obligations otherwise contravened by the measure under
certain circumstances; 1/ 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 "substanti;lly equivalent” concessions upon sixty days notice. 2/

The developing nation thereafter must comply with the nondiscriminatory
requirements of Articles I, II, XIII, and XVIII:1O. 3/ Again, the essence of

the procedures is to require prior GATT approval of any such trade restrictive

measures.

1/ 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 pruducts 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 commercial 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
80 applied as to prevent the importation of commercial samples or to

prevent compliance with patent, trade mark, copyright or similar
procedures.
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10.28.22 Interpretation

Point 2B of the frameworks agreement is s grudging relaxation of some
of the above-described procedures affecting section A and C of Article XVIII.
The paragraphs essentially provide s mesns of svoiding the prior consultation
and approval rules.
. Paragraph 1 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 new or the modification or extension
of existing production structures with a viev to achieving fuller and more
efficient use of resources in accordance vith the priorities of their economic
development."” 1/ But the footnote suggests the definition of "particular
industries” already encompasses "the developaent of new. . .structures,”
etc. 2/ Thus, nothing new appears to be "recognized” in this parsgraph.
Purther, 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 appesr to be satisfied
if Article XVIII:20 is followed, as required by paragraph 3. 3/ )

Paragraph 2 includes the only real chauge in existing procedures. It
provides that where "delay in the application of measures. . .may give rise to

difficulties in the application (of sanctioned development programs),”

T7 Eaphasis 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 measures contemplated 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 paragruaph appears to allow invocation of Article XVIII without the ninety
day delay; if so, then perhaps the draftsmen believed that because Article
XVIII:21 remains in effect, its provision for Article XXIT 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
dagreement or a finding that an automatic waiver is justified under paragraph
18. The sectiun would then operate much like Articles XII and XVIIIB wich
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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10.2A/28.3 Iuglc-cntution

Because Points 2A and 2B merely affect procedural rules of the GAIT,
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.

Y4



193

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:

Notification

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
cunsistency 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 1s 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”
(MTN/FR/W/17, dated 1 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:1 before
resorting to Article XXIII:2.

Resulution 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.

L6



195

If a dispute is not resolved through consultations the contracting
parties ;oncerned 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 s 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
vith 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 contentivus acts and that, if disputes arise, sll contracting
parties will engage in these procedures in good faith in an effort to resolve
the disputes. It is also understood that complaints and counter-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 FARTIES 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
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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 s panel would preferably be
governmental. It is understood that citizens of countries whose

governments 1/ are parcies 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 daio 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 slhwuld maintain an informal indicative list of governmental and
nun-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 common markets are parties to a dispute,
this provision applies to citizens of all member countries of the customs
unions or cusmon 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 instructions nor seek to influence
them as individuals with regard to matters before a panel. Panel members
should be selected with & viev to ensuring the independence of the members, a
sufficiently diverse.buck;round and a vide spectrum of experience. 1/

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 appropriste. 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 XXI11:2. Accordingly, a panel
should make an objective assessment of the matter before it, iﬁcludin. an
objective assessment of the facts of the case and the applicadbility 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 tc;uiarly vith the parties

1/ NOTE: A statement would be included in the Annex describing the current

practice with respect to inclusion on panels of persons from developing
counties. (Pootnote in text.)
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to the dispute and give them adequate opportunity to develop s mutuslly
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 a2 mutually satisfactory solution is developed by the parties to a
dispute before a panel, any contracting party with an interest in the matter
las 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. 1/
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 Qould be called upon to deliver its

findings within a period normally of three months from the time the panel was

established.

1/ 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 CONTRACTINC 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, ;uch action should be taken in a specially convened
weeting, if necessary. In such cases, in considering what appropriate action
might 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
vhich 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

revies of developments in the trading system. Particular attention would be
i .c developments which affect rights and obligations under the GATT, to

w: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.

51



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 1

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 paael. 2/

Paragraph 2

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 alias, 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 prucedure.

1/ The Council is empowered to act for the CONTRACTING PARTIES, in
accordance with normal GATT practice. (Footnote in text.)

2/ At tie review session (1955) the propusal 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 & mutually satisfactory solutior. 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
recommendations or in giving rulings as envisaged in Article XXIIL:2.

Paragraph 4

Befure bringing a case, contracting parties have exercised their
judgment as to whether action under Article XXIIl:2 would be fruitful. Those
cases vhich have come before the CONTRACTING PARTIES under this provision
have, with few exceptions, been brought to s satisfactory cunclusion. The aim
of the CONTRACTING PARTIES has always been to secure a pusitive 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 immediate withdrawal of the measure is impracticable and as a temporary
measure pending the withdrawal of the measures which are inconsistent with the
Ceneral 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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the other contracting party, subiject to authorization by the CONTRACTING

PARTIES of such mesewres. Such action has only rarely been contemplated and

cases taken under Article xxxxi:z have led to such action in only one case.
Paragraph §

In practice, contracting parties have had recourse to Article XXIII
only when in their viev s 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 facie to constitute a case of nullification or impairment. A prims
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 che 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 1(b) permits recourse to Article XXIII
if nullification or impairment results from messures taken by other
contracting parties whether or not these conflict with the provisions of the
Ceneral Agreement, and paragraph 1(c) if any other situation exists. 1f 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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Paragraph 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 fina!l
meeting to discuss conclusions. Working parties are open to
participation of any contracting party which has an interest in
the matter. Cenerally working par'ies consist of 8 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 slways 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 tendeancy 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

a8 final decision.
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In the case of disputes, the CONTRACTING 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 XXIII: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 terms of reference are discussed and approved by
the Council. Normally, these terms of reference are "to examine
the matter and to make such findings as will assist the
CONTRACTING PARTIES in making the recommendations or rulings
provided for in paragraph 2 of Article XXIII". When a
contracting party having recourse to Article XXIII:2 raised
questions relating to the suspension of concessions or other
obligations, tie terms of reference were to examine the matter
in accordance with the provisions of Article XXIII: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
2 regular basis. The practice has been to appoint a member or
meabers from developing countries when a dispute is between a
developing and a developed country.

Members of panels are expected to act impartially without
instructions from their governments. In a few cases, in view of
the 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 dependirg un
the case) has been agreed upon by the parties concerned and
approved by the GATT Council. It is recognized that a broad
spectrum of op.nion has heen beneficial in difficult cases, but
that the number of panel members has sometimes delayed the
cumposition of panels, and therefore the process of diipute
settlement.

Panels set up their own working procedures. The practice for
the panels has been to hold two or three furmal 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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Where the parties have failed to develop & mutually satisfactory
solution, the panel has submitted its findings in a written
form. Panel reports have normally set out findings of fact, the
dpplicability 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 s brief description of the
case and to reporting that a solution has been reached.

The reports of panels have been drafted in the absence of the
parties in the light of the information and the statement made.
To encourage development of mutually satisfactory solutions
between the parties and with a view to obteining their comments,
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.

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 80 requested
by the CONTRACTING PARTIES, formulated draft recommendat ions
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 withdrawval 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 peri;)d 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 vwithin 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 cousult in specific circumstances, articles
IXII and XXIII provide for consultations affecting the operation of the

Agreement as a whole. 2/ Article XXII requires that "sywpathetic

1/ See generally, K. Dam, supra page 1 n.l, at 351-75; R. Hudec, suprs page
1n.l.
2/ Jackson, supra page 1 n.l, at 165-66.
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consideration” 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
ntllified or imvaired, 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 suspeasion of obligations. 1/
Consultations under Article XXII fulfill the Article XXIII consultation

prerequisite to retaliation.

1/ 1d. 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)"; Hudec,"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 full:

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 attainment of any objective of the
Agreement is being impeded as the result of

(a) the failure of another coutracting 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 with 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. 1If 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 1(c) of the Article,
the matter may be referred to the CONTRACTING PARTIES. The
CONTRACTING PARTIES shall promptly investigate any matter so referred
to them and shall make appropriste 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 iwpairment,” under which violation of the
Agreement alone is neither a sufficient nor a necessary condition to authorize
retaliation. The draftsmen imported the coacept into the GATT from several
contemporary trade agreements in vhich 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. 1/ The GATT is supposed to represent a scheme of
reciprocal obligations that parties reasonably believed would remain in
equilibrium so that each would ojtain 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

(Cont inued)
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 cousider 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 concessione 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 takem, to give written notice to the
Executive Secretary to the CONTRACTING PARTIES of its intention to
vithdrav 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.l, at 165-66.
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obligations to a perceived correct balance. PFurther, the draftsmen felt that
there existed an underlying consensus on the nature of the GATT, which vas
sufficient to prevent abuse by the contracting parties of their power to allow
retalistion, even against a party which did not breach any specific
obligations but nevertheless engaged in conduct vhich injured another
perty. 1/

"Nullification and impairment" is nowhere defined; thus, its meaning
(and therefore the relative rights of GATT disputants) has been left to
development in a common lav process of case precedents. In Chile v.
Australis, 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 facie nullification and impairment,” wvhereby
certain practices were presumed to cause nullification and impairment unless
the defendant nation (referred to as the "consulting contracting party")
proved othervise. Among these practices are quantitative restrictioms,
domestic production subsidies, and violation of specific GATT obligationms.
The lack of s definition for the operative language of Article XXIII, however,
has continued to be a msjor source of problems for its effective application.

Because GATT wvas expected to be replaced quickly by the ITO charter,’
the draftsmen decided to avoid including procedures for the conduct of Article

XXIII proceedings. Thus, like its substantive meaning, Article XXIII's

1/ See generally Hudec, supra page I n.l
2/ GATT, 2d Supp. BISD 188 (1952).
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procedures have also been devised by practice. 1/ Curreatly, oace
consultations have failed and a complaint has been tabled wvith the GATT
Council, s panel will 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
vhat recommendations the panel has. Throughout the proceeding conciliation
efforts are maintained in an effort to achieve s 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 GATT; 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:s 4/

(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 vere
included oa the panels.

3/ Netherlands v. Unu:cd Stltel, GATT, 1st  Supp., BISD 32 (1953).

&/ .&a_.hckoon, a page 1 n.l at ch. 8;"The DISC Case in GATT,"supra
page 60 n.l at 753— 780-81; Hudec, supra page 1 n.1 at 269-7; Dam, supra
page 1 n.1, at 356-75; and Jackson, "The Crumbling Institutions of the World
Trade System,” 12 J. World Trade L. 93 (1978). See also Jackson,
"Governmental Disputes in International Trade Relations: A Proposal in the
Context of GAIT," 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 & chain of retaliatory conduct may be initisted or the
complainant may harm itself more by removal of concessions from
the nation to which they are directed;

(6) 1lack of definition of the types of issues for which dispute
settlement procedures are appropriate; and

. (7) & 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 problems 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 problems
likely to arise there. (The latter procedures are discussed in the separate
reports on the codes.)

The language of Point 3 appears seif-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
framevorks 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 Overview of Legal

Issues, of this study.

10.5 UNDERSTANDING REGARDING EXPORT RESTRICTIONS AND CHARGES

10.5.1 Text

POINT $ -~ 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 provisioms.

In the light of the examination referred to, participants agree upon
the need to reassess in the near future the GATT provisions relating to export
Testrictions and charges, in the context of the international trade system as
& 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 sbservations

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.

1719 U.5.C. 2411 (1976).

2/ Such as Articles XIX and XXIII which provide, under certain conditions,
for the suspension or withdrawal of concessions and other obligatious 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
IT. Export charges 5
II1. General exceptions 6-8
. IV. Other provisions relating to export
restrictions and charges 9
V. Publication and notification 10-11

I. 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".

1/ A note to Articles XI, XIT, XIII, XIV, and XVIII provides:
"Throughout Attxclet XI, XII, XilI, 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 1 of Article XI see below paragraphs 6-8.
4. Article XIII is entitled "Non-discriminatory Administration of
Quantitative Restrictions,” Paragraph 1 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 & 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 1(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 governmental measures
affecting. . .exports 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 proviguons of this Agreement, make any such. . .sales
solely in accordan!!iaith commercial considerstions, including price,
quality, availability, macsciability, 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." (Footnote in text.) -
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"A contracting party applying import restrictions under Article
X1I 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 8 manner as to
increase its earnings of currencies which it can use without
deviation from the provisions of Article XIII."

II. Export charges

S. The

charges:

following provisions have a bearing on export duties, taxes and other

(a) Paragraph 1 of Article XI, which reads with the wording relating

to imports vmitted:

"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 1 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 & of
Article I1l, 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.” 1/

(¢) Paragraph 1 of Article XXVIII bis, which reads with tlie 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." 1/

(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
parties.”

1/ Paragraphs 1(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 & State enterprise, wherever located, or grants to any
enterprise, formally or in effect, exclusive or special privileges,
such enterprise shall, in its. . .ssles 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 1 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.” (Pootnote 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 1(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 uof trade negotiations, to make contributions which are
inconsistent with their individual development, financial and trade
needs, taking into consideration past trade developments."

(e) Paragraph 1(a) of Article II, which reads:

"Each contracting party shall accord to the commerce 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. 1/
(f) Paragraph 1 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 regulatious
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 1 of Article VII, which reads with the wording

relating to imports omitted:

1/ 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, Genevn. 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 III)
imposed by contracting parties oa or in coanexion 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 taxastion 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 8 below.

IlI. General Exceptions.

6. According to paragraph 9(b) of Article XV nothing in the General Agreement

shall precluiet

“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
cunditions 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, aniwal 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 requite 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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(i1) relocing to the traffic in arms, ammunition and implements
of ;ar and to such traffic in other goods and materials as

i :arried on directly or indirectly for the purpose of
s pplying a military establisament;

(iii) taken in time of war or other emergercy in international
telations; or

(¢) to prevent any contracting party from taking any action in
pursuance of its obligations under the United Nuations Charter for the
maintenance of internatiovnal peace and security."

Other provisions -elating to export restrictions and charges

In the context of ‘he ubjectives of paragraph | of Article XXXVI,

including sub=-paragraph (f) of the Article, the following provisions have a

bearing un export restrictions and charges:

(a)

(b)

(¢)

Paragraph 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 fuvourable and acceptable conditions of access to world markets
for these products, and wherever appropriate to devise measures
designed to stabilize and improve (onditions of world markets :in
these products, including in particular measurcs designed to attain
stable, equituble and remunerative prices, thus permitting an
expansion of world trade and demand and a dynamic and steady growth
of the real export euarnings of these countries so as to provide them
with expanding resources for their economic dJevelopment."

Paragraph 5 of Article XXXVI:

"The rapid expansion of the economies of the less-developed
contracting parties wili be facilitated by a diversification of the
structure of their economies and the avoidance of an excessive
dependeice 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.”

Paragraph © 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 | of this Article reads:

"Laws, regulations, judicial decisions and administrative
rulings of gereral 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 exports
or on the transfer of payments therefor, or affecting their sale,
distribution, transportation, insurance, warehousing, inspection,
exhibition, processing, mixing or other use, shall be pub!ished
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 211 its laws, regulations, decisions
and rulings of the kind described in paragraph 1 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 trihunal of superior
Jurisdiction within the time prescribed for appeals to be !odged 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 incunsistent
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 tercitories by enterprises

of the kind described in paragraph 1(a) of this Article.”

10.5.2. Background

Although the bulk of negotiatio's on the MIN 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 the world ecunomic system as restrict:ons on
importations. 1/ 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 provisiuns of
GATT 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=Zer or nonmember
countries which deny fair and equitable access to supplies of

l]f§gs 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 nev
obligations. By November 1978, however, it had become appareant that an
agreement covering any "nev" rights and obligations would not be reached.
At present it appears that not even much strengthening of the present rules
vwill emerge from the MIN; only changes in disputes settlement procedures as
they might relate to export restraints will emerge from the negotiations. 1/

The increasing attention given to export restraints in internaticral

trade necessitates that the current status of such restraints under the GATT
be examined and general problems with the present rules be identified. In the
absence of a specific agreement it is obviously impossible to identify with
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. law regarding export restrictions to
illustrate the myriad reasons for which export restrictions may now 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. Pred Bergsten has

identified several reasons for the use of such restrictions including:

1/ Executive Summary, Framework (January 3, 1979), at 234.

e~
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(1)
(2)
3)
(4)

(5)
(6)
(7
(8)
9)

to
to
to
to
by
to
to
to

reinforce dome-tic price controls;

improve the terms of trade;

avoid "unacceptable" price rises;

capture for exporting countries the scarcity rents generated
other countries' import controls;

conserve limited resources;

develop domestic processing industries;

avoid physical shortages;

for revenue reasons;

to

limit the military and economic capability of uther

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
to export

(export rest~ictions) usually represented national efforts
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 (1) for a limited period, (2) in a

good with few substitutes, and (3) by a country or group of countries which

1/ Bergsten, "Completing the GATT: Toward New International Rules to Govern
Export controls," British-North America Committee (1974) at 5-10 (as quoted in
J. Jackson, Legal Problems of International Economic Relations 916 (1977))

2/ 1d. at 6.
3/ 1d. at 2.
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largely dominate the world market. 1/ 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/ 1n 1950 the Contracting Parties

to GATT exami

ned several types of quantitative export restrictions and

determined that the following ones were violative of GATT, falling outside of

exceptions:

(i)

(ii)

1/ 1d. at
2/ Export
)
2)

(3)
(4)

()
(5)
M
(8)
9

export restrictions used by a contracting party for the
purpose of obtaining the relaxation of another contracting
party's import restrictions;

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

15. -

restrictions provisions include the following:

Art. I - MFN treatment

Art. VIII - Fees on exportation are to be limited to the
approximate cost of services rendered.

Art. X - Requirement of publication of export regulations.

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.

Art. XIII - Non-discriminatory administration of QR's.
Art. XIV - Exceptions to Art. XIII non-discrimination.
Art. XVI - General exceptions to GATT.

Art. XV - Restrictions permitted for exchange control.
Art. XXI - Security Exceptions

Art. XX - Generalized exceptions from GATT which must not be applied
"arbitrarily” or "unjustifiably".
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supply, or otherwise to obtain an advantage in the procurement
from another coantracting party of such commodities;
restrictions used by a contracting party on the export of raw
materials, in order to protect or promote a Jomestic
fabricating industry; and

export restrictions used by a contracting party o avoid price
competition among exporters. 1/

Desp.te the declaration that such restrictions are unwarranted under

GATT the present provisions contain ample exceptions to enable a country that

is determined

to impose export restrictions in conformance with GATT to find a

provision that fits its situation. The general exceptions found in Article XX

include measures:

(a)
(b)
(c)
(d)

(e)
(f)
(g)
(h)

(i)

(i

necessary to protect public morals;

necessary to protect human, animal or plant life or health;
relating to the importation or exportation of gold or silver;
necessary to secure compliance with laws or regulations not
inconsistent with GATT, including laws concerning patents,
trademarks, and deceptive practices;

relating to the products of prison labor;

impused to protect national historic or artistic treasures;
relating to the cunservation of exhaustible natural resources;
undertaken pursuant to commodity agreements conforming to
certain criteria;

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 stabhilization plan;

essential to the acquisition or distribution of products in
general or 'ocal 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 products, or (2) are necessary to the application of standards

1/ See The General Agreement on Tariffs and Trade, "The Use of Quantitative

4,

Restrictions for Protective and other Commercial Purposes" (Geneva, 1950), at

19



ot regulations for the classification. grading, or marketing of commodities 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
congistent 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. Some
leading commentators have seen this lack of a concessions schedule as a major
problem. 1/

A disputes resolution mechanism is almost wholly lacking as GATT
stands today. 1In the history of GATT only three complaints against export
restrictions have been made, the last one having been made in 1952. 2/ 1Ia
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

1/ Roessler, "GATT and Access to Supplies," 9 J. World Trade L. 25 (1975).

2/ 1d. 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 Propused and the Present Status of the Negotiations

By July 1978 it seemed that substantial progress had been made at
the MIN in Geneva on the issue of export restriction. The MIN delegates
reported that 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: 1/

(1) Information relevant to consultations -

a) upon request, any export restrictions implemented under
Article T 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
productl are "essential,” and that the measures will be applied
“temporarily;"
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. MTIN delegation also reported in Noveaber that the 4
negotiation of additional rights and obligations (contained in Part.l 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, MTN/INF/20/Rev. 1, July 7, 1978.
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vere to address the following:

(1) More precise definitions - particularly needed for determining
vhen QR's can be used; also needed for deciding the durationm 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 MTN 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 commitments 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 poticies 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
commerce,

The President shtall 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 instrume~tality, 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 Jetermining what action to take under subsection (a), the
President shall cunsider 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.

(¢) The President in making a4 determiration 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) tihe 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)(1) 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 susmarizing 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.

I1f 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 "iwposes unjustifiable or uanreasonable
restrictions oa access to supplies of food, raw materials, or manufactured or
semimanufactured products vhich burden or restrict United States commerce.” 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 wide
scope of authority that it grants the President to make responses. The House
Ways and Means Committee Report described the requirements for taking action
under this section as follows:

In this section 'unjustifiable' refers to restrictions which
are illegal under international law or inconsistent with
international obligations. 'Unreasonsble' refers to
restrictions vhich are not neceollrily illegal but which
nullify or impair benefits accruing to the United States under
trade agreements or otherwise discriminate against or unfuxrly
restrict or burden U.S. commerce. 3/

The Senate Finance Committee Report was even more explicit in its
insistence that section 301(a)(4) was to be interpreted without regard to GATT

procedures:

The Committee is not urging that the United States
undertake wanton or reckless retaliatory actiom under section
301 in total disdain of applicable international agreements.
However, the Committee felt it was necessary to make it clear
that the President could act to protect U.S. economic ipterests

1/ Section 301(a)(4).
2/ See Appendix C, Vol. No. I, Introduction and Overview of Legal Issues.
3/ House Report 95-571, 93d Cong., lst Sess. (1973) at &S.
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wvhether 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 restrictioas. 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 complainsnt, must conduct
public henrings. 3/ Generally section 301 actions were designed to be taken
on a selective rather than an MFN basis. &/ Section 302 of the Trade Act of
1974 specifically provides for Congressional disapproval of sectiom 301
actions taken on an MFN basis and restriction of the action to the country
vhich vas applying the export restriction under section 301(a).

B. The Export Administration Act

The heart of U.8. lav 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 Sess. 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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export restrictions, and the prevention of international terrorism. 1/ The
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 dats
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 expoit 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).

2/ See Bingham and Johnson, "A Rational Approach to Export Controls," 57
Foreign Affairs 894 1979).
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C. Other lmportant Controls

In addition to the Commerce Department, which administers the
regulations issued pursuant to the Export Administration Act, two other
departments have & major role in aational security related exports. The
Trading with the Enemy Act 1/ is administered by the Treasury Department.
Under the Mutual Security Act of 1954, 2/ the State Department administers a
licensing system regarding arms, ammunition, and technical data. A nusber 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 iuflation 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. | et seq. (19706;.
2/ 50 U.S.C. App. 1878 (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 pgroof gallon (or wine gallon, when the beverage is below
proof)1/ 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 whern it is below 100 proof actually
bears a higher tax or duty per unit of proof,

The internal revenue tax is assessed on domestically produced spirits
at a point in the production process vhen the product is at or above 100
proof, anu 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
producticn 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 '5°01(a)(1). The term 'proof" refers to the ethyl alcohol
content of a 1liquid 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 alcchol 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 100° 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 im 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 impurt duty of 62 cents
per gallon (wine-gallon assessment) that is 9 cents more per gallon than if
the duty vere assessed on a prcof gallon basis. In effect, the assessment
of the excise tax and duty on the bottled Canadian whiskey on a wine gallon

basis results in $1.56 per gallon differcnce 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.S5. 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 (MIN) in Geneva. This {ssue
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 as’essneut and the imposition of increased tariffs, equal to
the value of the wine gallon margins of revemue 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 elimina-
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

-2-
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cr---ws iTade Representative that the United States has received conces-
sions from the EC concerning U.S. tariff and non-tariff -enlufe requests
on distilled spirits and agricultural products. The Canadian concesgions
include the elimination of the "Macde 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 (rum) will not offer adequate compensation and thus will 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.

* rsus : Rate of duty
6P 1 irem Pescription " colm1  Colum 2
: 168.05 :Aquavit :  42¢ per gal. : $5 per gal.
: 168.10 :Arrack : $1 per gal. : $5 over 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 : Pit for use as beverages----—-: 50¢ per gal. : $5 per gal.
: :Brandy: : :
: : Pisco and singani: : :
s : In containers each holding ¢ :
: : not over 1 gallon: : :
A : 168.18 : Valued not over $9 per :
: : gallon :  62¢ per gal. : S5 per gal.
A : 168.23 : valued over $9 per gallon—: $1.25 per gal. : $5 per gal.

1/ The "A" 1in 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 irports under this item from

11 benefictary developing countries, except Trinidad, are eligible for duty-free
reatment under GSP.
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1SUS

Rate of duty
item Descrigption :

Column 1 . Column 2

Gsp 1/

In containers each holding

over 1 gallon:
Valued not over $9 per

ee ®¢ cso oo e

s 00

A 168.24

ee oo es oo °* *° *

: rallon -—- : S0¢ per gal. : S5 per gpal.
A : 168.26 Valued over $9 per gallon--° $1 per gal. : $5 per pal.

: Other: : :

: : In containers each holding not:

: : over 1 gallon: :

: 168.27 : Valued not over $9 per : :

: grallon ¢ 62¢ per pal. : S5 per pal.

: 168.282¢ Valued over $9 over gallon---: $1.25 per gal. : S5 per gal.

: ! In contaiuners each holding : :

: over 1 gallon: : :

: 168,29 : Valued not over $9 per : :

: gallon - : 5N¢ per gal. : S5 per pal.

: 168,322/ Valued over $9 per gallon---: $1 per gal. : 85 per pal.
A : 168.33 :Cordials, liqueurs, kirschwasser,: :

: and ratafia---- : 50¢ per gal. : S5 ver gal.

: 168.34 -Ethyl alcohol for beverage : :

: ! purposes : $1.12 per gal. : S5 per pal.
A : 168.35 :Gin-- :  50¢ per gal. : S5 per gal.

: 168.40 :Rum (including cana paraguaya)---: $1.75 per gal. : S5 per gal.

: :Whiskey: : :

: 168.45 : 1Irish and Scotch : 512 per gal. : $5 per eal.

: 168.46 : Other --:  62¢ per gal. : S5 per gal.

: :Tequila: : :

: 168.47 : In containers each holding not : :

: over 1 gallon : §1.25 per gal, : S5 per pal.
A : 168.48 : In containers each holding over: :

: : 1 gallon : §1.25 per gal. : S5 per gal.

: :Other spirits, and preparations :

: : 1in chief value of distilled : :

: : spirits, fit for use as : :

: : beverages or for beverage

: ! bvurvosen: : :
A : 168.52 : Spirits : $1.25 per gal. : S5 per zal.
A : 168.55 : Other : $1.25 per gal. : S5 per gal.

: 168.90 :Imitations of brandv and other : :

: spirituous beverages—--~-------: $2.50 per gal. : S5 per pal.

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 beneficiarv
developing country.

2/ 1t 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 commeree. These
temporary rates are designated by items 945.17, 945.18, 945.19, and 945.20 and
are listed in appendix A, page l4.
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Structure of domestic industry

The major distilled beverage products produced in the United States
are vwhiskey, vodka, cordials and liqueurs, gin, rum, and brandy. 1/ u.s.
production, exports, imports, and apparent consumption of these beverayes
are siown in the tables listed in appendix B (papes 15-35). 2/

The Department of Treasury reports that during fiscal vears
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 same period. 3/ 1In 1976 there were 2,755 importers and
10,164 wholesalers licensed for alcoholic beverage operations under the

Federal Alcohol Administration Act 4/ as shown in the following tabulation:

e::::g Distilled spirits plants . Im- : Whole-
s : Warehousing : ¢ porters : salers

June 30 . Distillers :and bottling : Rectifiers . .
1972wwcecacanee; 148 : 171 : 150 ¢ 2,302 : 9,720
1973 cccmaaa—a; 145 : 166 : 129 ¢ 2,423 : 9,796
1974cccccnana-: 142 : 163 : 128 ¢ 2,563 : 9,901
1975-=ecmemeaea: 136 : 162 : 146 ¢ 2,666 : 10,014
1976-cccccaaa—: 129 : 160 : 143 ¢ 2,755 : 10,164

. . . . .
. . . . .

1/ 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 wine on a proof gallon basis.

2/ Statistical tables for bitters and imitations of wines and imitations
of-bnndy 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 vho purifies or refines distilled spirits or who mixes distilled
spirits or other liquor with any material.
&4/ 27 CFR Chapter I.
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A few 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 wﬁinkeyt. It is believed the four largest companies

account for about half and the 10 largest for about 90 nercent

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 c;npaniel annually account
for about half of all gin sold in the U.S. market. It is estimated that
about a dozen firms produce rum (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 California production is mbipped to other campanies where it is

bottled under a variety of labels.

Domestie production

During 1973-77, U.S. distilled spirit production considered in the

1

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). 1/

1/ There 18 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 wine gallons
to 123 million during 1973-77 (table 2), while production of
miscellaneous spirituous beverages (mostly vodka) increased from about
71 million wine gallons to 102 willion (table 5). During the same
period, U.S. gin production declined from about 37 million wine gallous
to 33 aillion (table 7), while donestic production of cordials and
liqueurs remained relatively unchanged at 26 million wine gallons (tuable 9).
During 1973-77, domestic rum production increased from 13 milliun
wvine gallons to 19 millfion (table 11), while brandy production increased

H
from 13 million wine 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
wine gallons valued at approximately $674 million, compared to imports of

about 116 million wine gallons valued at approximately $591 million in 1973.

7=
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U.S. imports of whiskey in 1977 amounted to about 101 msillion vine
+1allons valued at $527 million (table 2). The United Kingdom and
Canada vere the chief suppliers, respectively accounting for 58 and
41 percent of the total valus 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 (tablelQ).
U.S. brandy imports amounted to 3.5 million wine gallons valued at
$42.0 million in 1971 of which France supplied about 87 percent (tables 14 and
15). Ilmports of gin in 1977 reached 5.3 million wine gallons valued at
$32.5 million (table 7). The United Kingdom supplied 99 percent (table 8).
Imports of wiscellaneous spirituous beverages (wostly tequila) were 7.8
million wine gallons valued at $17.1 million in 1977 (table 5). Mexico
supplied 78 percent (by value) of the total (table6). In 1977 U.S.
imports of rum amounted to 798, 000 wine gallons valued at $1.7 million,
with Jawaica supplying 62 percent (by value) of the total (tablesll and 12).
Imports of bitters reached 225,000 proof gallons valued at $1.2 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 rum, 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 wine gallons to 32.0 million (table 9), brandy consumption

increased from 16.3 million wine gallons to 19.2 million (table 14), gin
-8-
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consumpt ion declined from 41.5 million vine gallons to 38.2 million (table 7,
miscellaneous spirituous beverage consumption increased from 74.4 million
vine gallons to 109.4 million (table S), and rum consumption increased from

13.4 willion wine gallons to 19.8 million (table 11).

Potential effect on revenuel/

It is estimated that the following additional excise taxes and imported
duties vere collected from individual countries in 1977 as a result of
using the wine-gallon/proof-gallon method of assessment rather than a

straight proof gellon method for imported bottled distilled spirits: 2/

Estimated Addi-

. Type of
Source %ional Tax & Duty:
: Collected : Spirit
:Thousand dollars :
United : :
Kingdom—-e-vc~eme : 61,763 :Scotch, Gin, Brandy, Cordials and
: ¢ Liqueurs, etc.
France~==vcccrccan; 9,033 :Cordials and Liqueurs, Brandy, etc.
Italy-=eoccccncaa- : 4,022 :Cordials and liqueurs, bitters,
: t etc.
Ireland---vm-eveu=: 353 :Irish whiskey, cordials and
: liqueurs, etc.
Denmark--=vomcceca: 187 :Cordials and liqueurs, aquavit,
: : etc.
West Germany------: 157 :Cordials and liqueurs, brandy,
: : etce.
Netherlands~---~--: 62 :Cordials and liqueu:s, etc.
Canada-~=-vomcoeas: 37,941 :Canadian whiskey, eivc.
Mexicoe==eev-- ————3 651 :Tequila, brandy, etc.
Spalpeerocccecocan: 560 :Brandy, cordials and liqueurs,
: t etc.
Creece~—~=-=—cecea-; 354 :Cordials and liqueurs, brandy,
: : etc.
Jamajica~~recomamean: 188 :Rum
Poland--==——ecceu=; 55 :Vodka, etc.
Portugal ~~e—~-wee=: 33 :Brandy, cordials and liqueurs,
: :  etc.
All otherg--——=—-- : 5,963 :Various
Grand total--: 121,322 :

1/ See also the Commission's report of May 11, 1979, to the Subcommittee
on Trade of the House Nays and Means Comsittee on the effect of implemen-
tation of the MIN on U.S. imports and customs revenues.

2/ Estimations based on the assumption that imports of distilled spirits
in containers less than 1 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.

£0-139 0 - 79 - 16 -
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The vine-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 & 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 $120m{illion) 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 provably impossible to predict.

-10-
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However, it is likely that if foreign producers and importers reali:ze
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 assessment 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 referances to the
wine gallon assessmeut 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 colummn 2 rates of duty in svbpart D of
part 12, schedule 1 of the TSUS to rates which would maintain
existing margins of revenue protection.
A conversion of all column 1 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.

-11-
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In addition to the above necessary legislation the Administration

has made the following additional legislative proposals which--

1.

2'

3.

would convert to an "all-in-bond" systea of taxation
on distilled spirits. Excise taxes would be imposed
on products based on their bottled proof rather than
on the proof of uncut spirits,

would repeal the rectification tax of 30¢ per proof
gallon on purified or blended distilled spirits or
wines,

would repeal the 30¢ per proof gallon tax on brandies
aged in wood less than two years at the time of first
mixing or blending, and

would repeal the $1.92 per wine 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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TARIFF SCKEDULES OF THE UNITED STATES ANNOTATED (1978)

APPENDIX TO THE TARIFF SCKEDULES Page 11
Part 2. - Temporary Nodilications Proclaimed Pursuant (o Trade- Agreements Leglolatics 0-2-3
$43.13 - %43.69
k:'.‘ aite Mo of oy
e - Artielee o
fis Gastiy L
Subpart B. - Temporary \focifications Pursuast 1o
Seci.on 252 of the Trade Expansica
Act of 1083

908,33 | L/ | Petote stacch (provided for to 11em 132.30)c . c0cccncnnne 1Y) 1.3¢ por 1. e thoage

Srendy*

Provided for tu ttem 168.20¢
$e3.17) 1§/ Valued over §13, dut net ever $:? por gallem.. 1Y) 83 poc gal. W cheage
5.8 L/ Taleod ovet 317 pot §al108cccccccccsracconsece VM 3 pes gal. o chongs
Provided for o tte 10830t

BRI Y taieed oves 59, but ast over 81) pet galles... U 83 per gal. B chouge
ws.0| 4/ Toluod over $17 pof §a1008ccccecccrccnc corese 3 por gal. o cheage
03.081 1/ | %entrine snd soluble or chesically tteated staschen

iprovided fos 18 1000 493.30)cccccocrcsscccnsacorscscnne y 38 por 1de o cheage
93,60 1| Avtomsbile truchs valued ot §1.000 o8 wore (provided

tor 18 100@ 092.00)cccecccicccccassscnnnsncccacssacosses V|18 e i o choage

Subpert C. - Deleted

Subpart D. - Deleted

L/ See Agpesdiz statisticel “eslsete 1.
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Table 1.--Distilled beverages: Estimated production, exports,
imports, and apparent consumption, 1973-77

Pro- : : : Apparent :Ratio of import
Period ® 4uction Exports : Imports : <con- : to consumption
: : : : sumption :  (percent)

Quantity (1,000 wine 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 i 318,734 : 5,915 : 124,664 : 637,138 : 28.5
. Value (1,000 dollars)
1973 :1,308,096 : 1/ : 591,490 : 1/ Y
1974 : 1,350,378 : 1/ : 622,320: 1/ 1/
1975 : 1,577,218 : 1/ : 642,508 : 1/ 1/
1976 : 1,578,745 : 1/ : 674,500 : 1/ v
1977 : 1,605,622 : 1/ : 674,336 : 1/ Y

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 Commerce; 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.
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Jeblc 2.-- 0 tey 2 Produuu' shipaents, exports, imports, and apparent

consumpt fon, 1968- n.

— T T T e T T hatie et
_— . ' . Apparcut D opert . te
Yeried Pohremers D ezl Boaergedf  feRRs
o Pshtpmeatn 3T pests aeet 'I; tion &/ . u(‘“w et
R I e — ARt S P L wm)_
Quantity ( 1,000 vine rallcns)
TN ST 2260 0 100491 ¢ 228,82) n
107,137 2,986 79,003 : 264,090 2
167,012 ¢ 3,658 ¢ 85,492 248,833 3%
161,917 ¢ 4,376 : 95,012 252,309 3
159.7°% 4.6 3 ; 9,675 ;. 248,%%% )8
166,627 3,906 ; 99,660 ; 240,192 s
% . 143,067 6,620 ; 101,748 ; 230,97 &)
1978e- - emem - 143,034 . 6,225, 108,482 ; 240,272 %)
YYitrer - e mm 125,971 ¢ $,0 7 101,974 W60 13}
1941 mmromme wot 123,419 9,908 ; 100,128 218,6)) L]
: : H 3 :
: : H H H
i Value ( 1.000 dollars)
G n amemmnmee Tomeer 8,200 ;  M5.802 . sl - s/
1969 mmmemmen . T 9.4i8 . 436,220, 3/ 1Y
162,. .1 . 11,47, 452,078 S1 . S/
149,676 14,997 480,852 FY 5/
68,423 15,65 . 456,075 | 31 . 31
733,810 19,147, 468,325 31 . 3/
126,451 21,430 518,159 S/ . 3/
5.8,850 | 21,300 0 523,206 . S/
1976 e o 171,009 0 27,08 0 826,249 31 31
1974- IO *166,308 2,852 520,915 | 3. E/
: H H : :
; : : : s
Average uiit value (per wine gallon)
: $6.02 : $.63 : $5.02 : :
4.42 3.8 ; $.5) : :
4.5 3.74 $.33 . :
603 ; 344 5.03 ; :
4.9 3.24 4.80 :
5.0 3.26 6.89 . :
5.00 3., 5.09 . :
5.80 3.43, s.0l :
6.15 .10 ; 514, :
6.21 ; 319, 5.5 .
: H H : H
H : 3 H 1
H 3 : 1 H
: : s s s
: H 3 3 H
TV s u!;.-‘;“fnf.'.t‘l T TR TG T Tooe i d by ThTTuETu of Alec 3l
[ PRI B TP T FTRNNIE G TS A Labey 20, orted ad to ex . lue bettaie « ot toraige
whish y 1ocorecfan bt Satat s P oo teperteo v lue ef Dottled wadr oo tho 1467
Concam af 2 farguras tor . porsed borooel wad b 1972 Coasvs of Namutaciutes ier tre

priaicd 19277 addntod veatdy dn socuide o with e wha.osale srrce ind Tof shisacy of
the bure s of i3 a0 sty teees 2 Lolides adiu.treat fu e ports ol bulk suisery Lo coavert
procf :ailea. to vane atlo WoTadcdo . adp sireer dn fagorts of Lulk wlncky b0 . cavert
el palto s Lo e dilon bosed ca e Y ot pro viia pottlud. él Alloraice « i T
Rluor expotie of torcien sotstey. 3 aor rooninglul ~fuze valuew ot differcat crads levils

wre 2.0 € et . . -
Souaten: TR SO PR T T I TR TSR toade o ool the wod et ent . tie Treacmy

and the U, v, fe om0 et v 0@ 1o cteduction biscl ea eii.cdal stath e of toe
Won. Depart: wt o Lose fee PR T A PR R  EA S DR LA A and o3yt cepblad
fooe. offlesdd LU il ot ah U.S. Ivpatrant of € .orer. Mja tcat Ly the L.l Inter-

wotbant! se b G aus don, i A

-17-

BEST AVAILABLE COPY



Table 3 .--Whiskey: U.S. {mports by principil gources 1974-77.

.

SOUFCE . ' 1978 1975 . 1976 1977

QUANTITY (1,000 PROO¥ CALLONS)

U KIFG.cecccacccnccsas $2,22) .. 51,440 49,140 87,616
Calididecececvsccscsscenan 81,316 ‘83,295 42,545 83,100
IRLIAMecececocnananan 367 _ 23 366 303
JAidiliesceceancacsascas s - 8 10 : 33
FiuhCioeoosaceossnnsscoe [
Ldilildcecccscnasncsccccns : 1]
M:1LlLSeceoccccecccnsas )
ilalYieoocacccsccanace 1 .
ALL CTUER CULl iRIES... 1 . 1 .
ICTAL IN3UFZ Secennnces 93,917 93,978 92,069 91,1%
VALUE (1,000 DOLLARS)
U Kl%Geoonccocansancns 310,975 313,322 314,301 302,288
Catdlhocsansncas 204,928 208,183 209,989 216,000
dbilatleccecosccnccose 2,151 1,674 2,163 24323
B P 99 [T} 96 248
PRALCEoceccaceccnssnsne $7
®lileecccsncsecsccscne 52
4. LlDCeecsscsoncanene "
IiilYeeoasecsannnccosne ? L 2
ALL CTUEl COUU.TRIES.ae 6 3 12 2
30.aal Z0FChTSceacecone 518,159 523,266 526,636 $20,915
AVESAGE UNIT VALUER (PLR PROOF CALLON)
U 1)J%Geeacesncncocanes $5.95 - $6.09 $6.40 $6.135
Chinlidesesccsssnsscanee 8.96 .. 81 8,96 5.00
It ciliDececnacaccccnne 5.85 7. 15 5.9 7.67
"Jliilicescstcsonescnae 10.45 10.10 9.99 7.48
£#ud%Clecececncoscscscnn 9.74 - )
PilTlecececcssacacsnan : 8. 14
d.2.105e0ccccaccccscnn 16.68
“ilYeeorecooccsncsnan 10.15 11.28
ALL CILEI CCUtThibSene 6.77 7.90 9.24 23.80
TUIbL I8#Ch.Scececonae 5.52 5.51 5.72 5.7%.

® & LSS 1HARK 500. :

BUi:z 13 UTIT ValUES CALCULATED PROM THL UMROUNDED PIGURES. COLUERZS EAY KOT ADD TO TOTALS SHOWN -
Lui TC BCULLILG.

MNOTL 2: SLE LLOVE COUNTRY ORDER (RAWXING) REPPESENTS UP TO BIGET LEADING SUPPLIERS OF THL PRODUCTS
COVLELD BY THIS TABLF, BASED Od A TRALE-WRIGHTED AVERAGE, BY VALUE, FOR IEARS 1978-77,

SCIYECE ¢ COMEILLD PRON OFPFPICIAL STATISTICS O THE U.S. DIPAKTHRNT OF CONMERCE
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Tahic 5 ,--Niscellansous spiritucus beverags products 3 Productioun,

exports, imports, and spparest cousumption, 1968-77.

: Producd  : ; ) Appoovent
3 ““'l’ Erports 1’: ll‘wrlsll ; (V‘l:;.’- T comas.
. Qu.ﬂily (1,000 wine galloas)
41,409 : [ [ 13 42,326 .
45,688 62 1,048 46,73
50,432 : 0 : 1,120 81,552 .
56,918 : 2% 1,460 ;. 58,3719 .
63,208 : - [ 2,065 . 65,273 .
70,952 : 553 : 3,432 24,38 .
80,067 : an . 5,188 . 85,255
91,387 : 4l 6,149 . 97,53 .
98,089 : 23 : 5,9M : 103,123 :
R A H 101,556 . & 2) ¢ 7,846 : & 109,402 1
f Value (1,000 dollcu)
[T TR : 141,493 : : 2,217 ¢/
[T/ P : 156,114 : 2,651 &/
1950 - oceeeee: 170,603 : 260 - Y
[ 1.7 7 P 203,42e ; : 3.4 . &
[RLY) SRS 209,344 ;. ot : 4,723 ; L]
1973+ o= - oo 238,045 AVAILMUE 2,008 . ¢/
[T % S 272,309 ; : 12,322 . [
197§ coeeaeen : 354,126 : 14,656 . Y]
1076 cen aee: ang 06 . . 15,587 . Y
Py} O 423,083 ; : 17,081 ; u

$3.42: $2.48 .
3.42: 2.53;
3.52: . : 2.3 ;
3.52: T 2.56
3.31: XOT 2.29:
3.36: AVALLABLE 2.25;
40 ! 2 ”;
3.88: 2.38;
4.13 2.61:
4.17: 2.18: :

Batig of
HEN EIAUE O )

ron

Lroragetd |

Avcrage unit valie (por vhn pllon)

1
b W
ame MmN |

'NU OB W NNN

L)

7 U.S. bottlirss <f vodka and beveruge nphus,not sp‘.unlly yrovxdcd for,
ad}ustcd to exclule bulk §iports bottled here, converted froa proof galleas o

vive prllons,  tilue for 198-71 Bascd oo tue 1907 T of thaafact.
for 1972-77 on rre 1422 €. -rung Y

fndex for “istilled spirits of ¢

W Laceau of Labor Statistics. 2f ¢~

s 310

carik of

Wl wetur s Wi ated b the viwlomile price

vodka and the otin r products covered by this ¢igest 3re not repurico scparatcly
tn the forcipa trade data of the U.S. Departmeutof Cosmetce, but tax-{rev with-
dravals fron bond of vodka for cxport arc repurted by Lhe RBurcau of Alcoiwl,
Tobacco and Fircarea in proof pallons oo a fincal vear hasis. 3/ laports

comvertad Lo wine pallons froa reported oroof pallons. &/ Kot maningful since

valucs ac di{firent trade Jovels are wot corpaiable. t» Estizated.

Source: Production conpiled from official reatistica of the U.S. Departaent

of the Ticasury: value of produrtion hased on of {ficia) wtatistics of

Intervaationil Trade Cowsinnion.

-20-
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Table 6 . --Miscellaneous spiritwous beverage products: U.S. imports
by principal sources, 1974-77.

sooace ) 1974 . 1975 1976 1977

QUANTITY (1,000 PROOT GALLONS)

ReellOcesvencnsnoncses 4,314 $,190 $,569 5,932
USSleececccncncccccnce 80 123 198 e
U FilGeevecscnctacance 149 (3 s 50
FLLLND ceceenononnconna 29 70 L1} 39
DetlnkKeoroaoaanananan 23 ) 15 26 Je
FalediDessencenosocanns S 10 18 56
Cildlheoseacanasacsnas 26 1 18 . 22
Blalilecaccvccccnncnce 1 . 2 1214
LLL LTHZR CCUNTALFESeae 3 22 78 142
AvwTil I1B20RTSecccccaes ' 4,658 5,509 5,977 6,738

VALUL (1,000 DOLLARS)

N_4lClececccccacsncccse 10,964 12,9509 13,660 13,398
Jivleecsnencecosancccae . ET3) 538 895 1,099
U Kllveeaasoooccnncsss 5Ceé 395 284 266
2Ciaidecccccnscsccnnes 130 Ju9 262 158
LisidhReaacenoeccasane 93 L 105 133 M

Flleillesececssesscnne 16 .2 73 332

CALWARA. . - . 78 89 12 es
biallleoececenccssccone 3 2 6 303
ALL (TBER COONTRIES... 170 147 221 LAL)
AUIAL 1BFChTScecccccce 12,322 14,656 15,587 17,081

AVERAGE UBIT VALUE  (PER PROOF GALLON)

B:XICOcececscncscnccae $2.584 32.%0 $2.485 $2.26

4,52 .. 38 8,52 5.66

3.49 6.54 8.12 €.76

[T 5.01 . S.5¢ .97
Valllhf¥eeeeanenscccnne 8.07 S.40 . 5.66 5.60
Y 1N 3.16 8.35 5.36 5.96
Chlnldeeoevocencncscae 3.0) 6.32 & V2 8,02
2ldclleccececcccacanes 3. 16 3.7 8,02 2.51%
4Ll OTHER COUNIRLES... 5.56 6.73 2.98 2.91
S0TAL IBFCiTSeccescnas 2.65 2.66 2.61 2.58

® = LLSS THAD 500. '

K¥OWl 1: UNLT YALULS CALCULATED PACH THE UNAOUNDED FIGURES. COLUBNS BAY EOT ADD TO TOTALS SHONE
Ldz TO BCUNLCILG.

5O0TE 2: THL ABOVE COUNTEY ORDIR (RANKIXG) REPRESENTS UP TO EIGHT LRADING SUPPLIERS OF TME DIONCSS
COVLBED BY 1815 TAMLE, EASED OM A TRACK-WEIGHTED AVEBAGE, BY VALUE, FOR IRARS “7&-77.

J €7 3 COVETTRL PRGA OFFIC "L STATISTIC3 o7 %HE U.S. DEPIRIRYNT OF COIIMC‘..
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" Table 6 .--Miscellaneous spiritwous beverage products: U.S. imports
by principal sources, 1974-77.

souace ’ ’ 1974 ~ 1975 1976 197

QUANTITY (1,000 PROOY CALLONS)

£ielC0cvecccnccccccnnse 8,318 5,190 $,569 $,932
USSPececocvoccacsscssese 80 123 198 336
U FilGeoceoscsceccscnnss . %9 00 s 50
FCLAND ccccccccscscccce 29 70 (1) 39
VelinBKeosoeooososscoan 23 : 15 28 . 38
FlieAbDecesoconcoscncns ’ S 10 1 56
CililAdeecsacannccsocccen 26 “ 18 . 22
dlacilecseccceccnnsnee 1 L4 2 121
ALL LTbLzR CCUNTRLFES..s 3 22 76 1%2
2VTil IB20RTSeccoccsce 4,658 5,509 5,977 6,738

VALUL (1,000 DOLLARS)

M_4lCOccccccescnsncsce 10,964 12,989 13,660 13,394
JiiFeeonvoenesncsenscaces . Jel 539 895 1,099
i 5Ce ' 395 2848 286

130 Jusg 282 158

93 L 105 1233 FAR
Elliidleeesescccncscne 16 a2 73 332
CAbalAdesecnsscescnscasnsce . 8 89 k) [ 1]
bi.allleveoccsosccsccses . 3 2 6 : 303
ALl (7bEik COUNTRIES... 170 147 221 (3]
TUTAL IBECRIScecececss 12,322 14,656 15,587 ' 17,081

AVERAGE UNIT VALUE  (PER PROOF GALLON)

B:LICOcevososssccnacee $2.58 $2.50 $2.485 $2.26
USSheeoeososcssscsnccnne §.52 ., 38 9.52 5.68
U MaGeeoccsvecscscncss 3.9 6.54 8.12 €.76
ELLAKDceevacocccncccsce [N Y ] . 5.01 . 5.5 3.97
PRI S 1 . 8. 0?7 5. 40 . 5.68 $.60
fallallecsscccccvassee 3.6 8.5 5.36 5.96
Chvaldececoscccccscccne 3.0 ' 6.32 a2 8,02
Bldelleceeccncccsssnee 3. 16 3.73 8,02 2.51%
AL GIHER COUNTBLIESees 5.56 6.73 2.98 2.91
20TAL IBEC TScccccenes 2.65 2.66 .61 2.58 -
@ a LLSS THAD 500. '

NU3h V: ULUIT VALULS CALCULATED PACR THE UNAOUNDED FIGURES. COLUNNS RAY BOT ADD T0 TOTALS SNOUE
Ldz TO RCUNCIMG.

NOTEL 2: THL ABOVRE COUMNZAY ORDEIR (IAI!IIG] REPRESENTS UP TO EIGHT LEADING SUPPLIERS OF TUX noucu
COVLELD BY 1415 1A3LE, IUID O A TBADE-NIIGHTED AVERAGE, BY VALUR, 70BR IXARS "7"77. .

d €' : CO™RYIEL PROGM OFFIC~L STATISTICS 07 18k U.S. DEPLRZIAENT OF CONABRRCS,

2rd
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Jable 7.--Cin:  Producers shipments, exports, imports, and apparent
consumpt jon, 1968-77.

: : : : Litie ot
t prod : : s APpaent
, Froducers g I SO TEATE TR N
Perind Espapeees 1 Expert y. Impert gl: tion u;.. ot
: : RGN S AR PRI
3 Qumluy (1,000 vane gallons)
: 3,068 : 1% 3,200 ;205 . ’
34,707 : 9: 3,931 38,238 . S
35,945 ¢ 7: 3,885 38,820 . 1C
36,369 : 6: 4,269 . 40,636 H
36,005 6: 4,228 40,712 . 10
36,638 6 4,659 . 61,477 n
36,868 : n; Lo, 41,MS 1
38,508 . 19, 4EN 4,06 i
306, B4R . 25 $,08) . 41,932 ; . ‘;
Y9 oo ey 32,948 ; £ 30; s, 7 ; E 38,222 ] 1
H H H H s
H 13 : H H
H H : : H
H H H N H H
! Value (1,000 dollars)
H H - H : T T
,,,,,,,,,,,, : 77,406 S U 13 B o u
P IITTTI w fogesss oW W
197 3o e 84,358 | S92 ] v oy
29700 i 89,059 . : 21,3 1Y} : Y
1922---- . 100,112 | kot 20,33 & : &
1973 102,410 | AVAILAELE | 24,173 ° &/ : &
m’"' 103,693 ° : 23,950 ¢ &/ : &
:975“" 124,898 2,008 ¢ v Y]
1976~ - o 125,904 O V)
1927 mmmemeaen 13,7137, : 32,493 & : &
H : : :
: : : :
¢ . . 3 .

Averace unit value (per wine gallon)

1908- - -=cnmennm $2.34 : : $6.62 . :
2.3 : : “n . :

2.41; : 4.95 ; :

2.45; : 5.00 . :

2.0, MO : .81 :

.18, AVAILZMEL s. :

2.82; : 4.81 :

3., : 5.32 :

3.42, ) 6.00 :

1972 ccenccmae 3.45; . 6.1 , :
s : 3 3

3 H 3 H

s H H H

t H t b

] : 8. :

lI (‘n h( lu. u. t. c Infted States ‘\\lu ing Cat.. xud vine yallon cquh.h-.u ol gz cr”
g(n redcarcd for o tete iap reported 1o froof fol'ens by tne Lureauw of Alcclnl, ¢ Loce and
Fircaimse Valwe basee on tie 1907 Comaee ot 7L e Cctures dor Lie neriod Svan-Tl snd e
Conus of b wafacteres for the paried 132 1 717—.11:_[.“-\“ by tie violerale price inv x tor
GHetilles wuu: of tu surcau of Labor Statistics. ’_I [xpoits are not Fepericd s 'parate
in the foro: s trade statiatics of tne U.S. Depares.it of Covarce, tut ton-free witeldos..
of pin ftom band far « ert age rorotted by tine Lare . of Aluaaul, Tobacco . a' “iroars. 3
proof gallons ca a fancal year hwas. 3 leclude. in arpested da ball conniiin L0 wiine
pallons of 86 © praof by the U.S. Internitiona) 1raue Comlusion. &/ Xot seanain ul bocon
valucs at diffeveat teade lewele we 1og ceporable.  F e Datinnned,

Soutee:  Shipwat. and ecpntts o e U free of ftogal statistics of the Loy Nopartra it
Che Trervaur o) valae of provdie taen b 0" on offietdd «<tatfatics of the ULS By rtnemt of
Coscwrtoe and the Hufe e B b en € L. Lics: dajurrts corpiled fres offfctl g ate. of
Vol Bparteant of Compee, amept a. neied,

-22-
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TAMLE 8 --CGin:

10274 ¢ Gls

SGUICE

U ilINGecocecconcrcccne
Slaidececccccacocssene
ITALlYeececccccncccoasce
FLAlCLleccccoccesccccee
ibh ClhMeccececcnccenece
JALAICLeeeccnncccnccee
“ebliScecccccecccncee
CaAMADIcecovaccncnone
ALL CIHEKR CCUNLMIESeee
SLIAL IBECETISecncocces

J FlMeeecsconcocsaces

SPAlMccevecceccvacncee

Je%hdllheeoseccncoscnncs
3:TulDSeeccacrcsencoce
CAbbLAcccecancecsccces
oLL CTLEI COUNTRIES...
TOTAL ILECETSececcccee

2ailCicecccnccccscccse

2i Gllleaecccncccnssce
Jallil€hecescccccacsses
EelblDSecsccscccnccnce
Calathecocosvoscscccsne
all CTLEF CCUNTRILS...
widl IBIOL S Seacccccne

LOTL t: UNIT VaLlUES CALCULATED

Dlec %0 RGLNULING.

LUTE 2: THE ADOVE COUSIAY ORDIFR (RANKING) REPRESANIS UP TO EIGHT LLADING SUPPLIERS OF THR PRODUCTS

1978

.,928
?

-
WNS Vel

8,965

23,692
7%

22
15
3

28

6

7™
23,950

s$a.4l
10.310
S.88
11.36
7.8

.. 68
8.1
S.08
.. 082

7208 Tal

U.S. imports by principal sources, 1974-77.

1973 wre
QUABTITY (1,000 PROOF CALLONS)

84,780 3,019
. 1

M 7

5 s

¢ .

¢ 7

* 2

" 10
4,020 5,073

vaLULZ (1,000 DOLLARS)

25,806 30,070
&6 "7
.6 "
52 (X3
9 e
30 .2
19 "
67 37
25,708 30,4910

AVERAGE DNIT VALGXE (Frxr PROOF GALLOX)

$5.32 $5.99
10. 086 a.qn
7.53 10.18
19.85% 10.90
6. 87 N 6. 61
$.27 6.0)
$.30 .33
6.3 5.99
5.33 6.01

UNBOUNDED FIGUREIS. COLUBNS NAY BOT ADD TO TOTALS SHOLN

COVALED MY TULS TaslR, BASLD O A TBADE-UEZIGATZD AVERAGE, BY VALUR, POR IEZARS 1974-77.

LOVACL : COMEILED FkOm OFPICIAL STATISTICS OF TNR U.S. DAPARTIENT OF CORARACE,

1977

32,692

$6.10
1,28
10.9%
16.9?
6.94
6.2
S. a9
8.86
5.88
6. 12
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Jable @§:-Cordials and liqueuss:  Producers shipments, exports, imports, and
apparent consumption, 1968-77

tatio of

H : H 3 H
: Produccrs : - Apparcat . ) |
Perind s Shijecnts | oFxporixd/:  lIsporte _3!: consuape :::\“’:";l::n
: Y : g ttom T (percoan)
: Quantity ( 1,000 view gallons)
. 18,052 . : 2,420, 20,409 ] 12
: 20,406 . : 2,862 . 23,268 . 1
20,102 . 3,065 . 23,87 1
21,958 . 3622 ;25,500 | i
23,095 : vor 3308 ;26,400 n
25,682 ; AVAILARL 3,9% ;29,616 . n
29,040 : : 4,33 ¢ 3, 13
27,228 : : 4,788 ;. 32,015 ‘:
25,703 ¢ : $,300 ;29,695 . :’
26,158 : t 5,816 ; 1,90
3 H 1 H
E S H H 3
H H H H
: 3 H H
? T $ B —
Value ( 1,000 dollars)
63,722 ; s w25 ;& : o
72,63) ; : wm . W : Y]
13,152 ; : 31,50 ; & : o
81,069 ; ; w62, U : ]
140,810 ;oo . %,188 , o/ ; o
158,612 ; vy 9,06 , ¥ : u
181,846 , : w8, ; u
196,213 : s, v : y
185,323 ; : 0 ;M . Y,
200,633 ; : 38,929 ;. W : i
s : : : -
R : s 1 :
3 H H H
H 4 $ :

Average unit value ( per viae gsllon)

$3.5%3; H $9.99 . .

3.53: : 10.12 . 2

1920----acecmeen : 3.64; : 10.36 :
197)-cemmneenca-: 3.69; [} 10.4) . :
1972-ceccmicaen: 6.10; »or : 10.95 ; :
LY 3 ST — : 6.18 ; : o0, 3
1974ecccacocanea: 6.26 ; AYALLAILE : .4 , .
1Y ] S —— 1.13, t $.47 :
1975 ccmeccmmnca: .21, s 9.5 : :
1977 ccocmcemaany 1.67, t 10.13 :
1 : t 3 :

: 1 1 t t

: [ ] ] H

: : H [ t

: t 3 s :

1/ rordiale aad Jiqueuss bottled an the united States agjusted 1o crclude cordials
and liquoutr $i9orted 4 Lull aid bortled acre bated on Burcauw of Alcuhwl, lcbaces
and Fircatrs reports of inmported distillel spirits rcieased tor bottling with reportcd
proof gilluus converted to vine gallons of B0° proof. Value bascd on thr 1967 Cin us
of Manufacturcs tor the pe:tod 1968-71 snd the 1972 Cersus of Minuiactures for the R
period 397277 adjusted by the sholerale price indey Jor ditslled spirius of the
Burcau of Laber Statistic .. !/ Fapores wre not se;atate ., reperted bat are bolaevet te
be raall. ¥/ lJucludes cordivis and liqueurs feported §n oulk corverted to wine jalluns
of %10 proef by the U.S, Intoeaationred Trte (avac, ea, i’ Xot neininalfu) bec. v
valuce at diffciont trads levels are not compatable.

Sougce:  Shipronts <o paded from official atacistic. of the U.S. invparteent of the Trcasar
viliw of Prociction boed ea eirficial t-tantses of the .S, Dipartacnt of Co vice aand
the Lurcau of albor Seatd tice; fwports coupiled (rom official tatitlcs of tae V.
Mojirimnt or Goacce.

4=

BEST AVAILABLE COPY
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Table 10.--Cordials and liqueurs: U.S. imports by principal ooutc;u. 1974-77.

SouKct 1978 1975 1976 1977

QUAL11TY (1,000 PROOF GALLONS)

2ha!Clecccccccncemonce 894 9130 se69 . 1,159
dThlYecoeecccens $87 1,260 1,337 1,450
U KalGeoeosavevsecnccnce FAL 655 699 851
d:41Clceeccccccencccee 651 162 567 1,250
Y P P R R TR 154 %9
Uiiellocecsecsecncances 198 ' 181 188 162
JiLAICA.. 148 139

idabilececaccccaccene 68 58 [ 5] 74
hil CTLIL CCUNTEIES... e 487 491 w8
TCTAL 1EPCHTScccncncsce 8,056 4,43) 4,905 5,585

VALUE (1,00V DOLLAAS)

fialCEoeccoconccsccccasn 11,640 12,776 12,797 16, M6
iv?lYeccecncnsnccaseacas 6,935 1,543 13,097 1€,308
U PiMCecencacascssanns < 9,829 . 9,i04 10,344 12,130
SihllUceesscossnncnnne 2,855 3,245 4,176 9, 4hS
1,645 24296
1,910 . 1,770 1,049 1,320

JouhlChoeooooeossncssses 1,499 1,429
i ELAUD ccescncecsccasne 1,123 927 1,282 1,298
LLL CTLiF CCUNTAIES... I, 116 3,249 3,949 3,3
S01AL I8FCaTScccenecee 60,887 45,326 $0, 731 $8,929

AVLRAGE UNIT VALUE (FLR PROOF GALLON)

trilClecececncsccnnccce $13.00 $13.7¢ $13.95 $tu.4)
lenileceanesocssncscas 9.0 0.1 10. 24 11.19
J hilCeosecscncecnnncas 13. % 1%.32 4.6 14,29
2idi(Ueesecnnacncsssnsne “.28 “.37 $.J2 [P )
walilvleee * 1.97 13.55
Ut 2.Cloceseccscnsccnes 9.ut ¥.79 . 8.7 8.1)
JiaNiaCleceossosocennnoe 10.15 1J.2¢

aPillllceecacccccccnne 13.22 15.<0 16.09 17.%)
all Cltii CCUNIRNILDeoe 8.1 f.66 8.08 7.38
IvTal 1EiChTISecccnsnes 10.08 10.22 10.34 10.55

tOTL V: UBIT VALJES CALCULATED FPRCA TEE LNLOUNIED FIGURES. COLUNES RAY 30T ADe TO TOTALS SUOEN
wdl S0 LCLLCING.

dT:s 2: ThE ALUVE CCUNTRY ORDLR (RANKING) REIGESLMIS UP TO EIGHLT LIADING SUPFLILRS OF Thk PROTUCTS
COVAhLD BY TULS ZABLE, DASLD C¥ & TRADL-W.IGHILD AVakaGL, DY VALUL, FOR YMARS 197¢-77.

Y
%]
.
n
(3

2 CCNiilil PFOS CFPICIAL STATISTICS OF THI U.S. DETANTIEST CP CONRZLCE,

192



Table 11 .--Rum:

262

Production, exports, imports, ahd apparent
consumption, 1968-77.

———

: Protuc : : :.AN R ‘ Katto of

: ne- H .2 H e HES SORTVT S N YA
Pericd tica : Exports 2/ Mrpores }f; CONEUTRT i ocannantion

$ H ] H tion 5’ : (prereand

. Quant ity (1,000 vine gallous)

: s : : :
1968-mccmmmmmean; 1/ 8,102, 297, 328 . 8,727, 3
1969-ermrmrmmen=: 1/ 8,390, 303, 3i0 , 8,454, 4.4
1970-~cmmemmemmns 1/10,273, 37, 423 10,322 4.1
197)-commcccnnn s 1/13,528, 306 , as . 13,637 3.1
1972~ ee R 1114.573: 230, 462 , 14,776, 31
LT 5 T— s7 13,175, 167, 435 , 13,443 3.2
1974mcmmmme mceme : 5/ 10,828, 484 . 487 , 10,831, 4.5
U7 1 ——" 5/ 14,605, 2, 81, 15,183, 5.3
3976 mmmmet 5/ 18,393, 2, 701 | 15,342 30
1977 mmmommmemme . 5/ 19,258, 266 , 769 , 19,731 4.0

H H H H H

H H H ) :

H H : H H

H 3 1 3 :

$ H < H H

: Value (1,000 dollars)

: H H : :
1966-----=----—~ M nax 1,157 873 : 6/ 6/
1969--—vmmmemmee: 1) 29,704; 1,161 97 ; 6 [
1970- ccermemen- s 1/ 34,927: 1,648 1,019 ; 6/ 6/
197)-mmmmmmmmmees 1/ 41,001 1,314 1,108 ; e &/
1972cccccemmmeem; 1) 45,628 915 ; 1,009 ; 6/ 6/
Y'Y 5 T —— s S/ 41,825, 630, 1,007 ; [T 8/
Y} [ —— s 5/ 3%,92% 2,502 1,153 ; [ [
1975-c-e-cecece= : _S_I 45,422 1,203, 1,634 _Q, H _6.,
1926----commcemez 3/ 51,386; 1,226 1,463 ¢ o/ o/
3977mmmecmeee—ey 3 62,203; 1,352 1,19 ¢ & ¢ &/

H H H ] :

H R 3 H $ :

- H H H H :

N H H H H

: Average unit value (per wine gallon)

H H H H :
1968---ommmmmmen : $3.61 : $3.99: $2.69 3 :
1969---meemmmmmmt 3.55 3 3.83: 2,69 ¢ :
1970----=-emmms2 .9 s - 4.26 2.41 ¢ s
Y7 : 3.9 4.29 ¢ 2.55 3 :
1972-ccemcama—ent 313 3.98 ¢ .2.18 ¢ :
1973-—qr-=ome- - 3.63 3 317 2.31 : :

5 1 ) A ——— : .4, 5.29 ¢ 2,37 3 H
1975-cecmcmann -— in, 5.16 ¢ 2.92 ¢ :
1976----cceamemm : a2, 4.86 2.09 s
1977-ccccccccaen H .23 H 5.08 ¢ 2.13 ¢ H

H H H H H

3 H H : :

H 3 H $ :

: 3 H H H

H H H : H

Footnotes and sources on following page.

-26-
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Footnotes: .

1/ Represcnts rum bottled in the Unitcd States, as reported by the burcau of
Alcohol, Tobacco and Firearms (formerly the Alcohol, YTobacco and Fircarms Division
of the Internal Revenue Scrvice), and entrics of bottled rum into the United States
from the Virgzin Island and Pucrto Rico, reported by the Bureaun of the Census of the
U.S. Nypartmcnt of Commerce, less imports in bulk coanverted to 809 proof. Lntries
from the Virgio Islands and Pucrto Rico were 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/ rdjunted to reflect conversion to wine gallons of rum exported in bulk, and
includcs foreign and domestic merchandise.

3/ Adjusted to rcflect conversion to wine gallons of rum imported in bulk.

4/ A)lovance made for minor cxports of foreign rum.

5/ Represents U.S.-produced rum bottled in the United Stntes. as reported by the
U.S. Trcasury Department, plus shipments of bulk and bottled rum into the United
States from the Virgin Islands and Pucrto Kico, reported by the Burcau of Census
of the U.S. Dcpartment of Commerce. Entries from the Virgin Islands and Puerto
Rico were convertcd from proof gallons to wine gallons on the basis of §0° proof
at time of bortling. The percent of Puerto Rican rum shipped as bulk or bottled
vas cstimated by data supplied by the Puerto Rican Rum Producers Association.

Value is based on tie average value of shipnents of wine gallons of rum from the
Virgin Islands and Puerto Rico.

6/ Not meaningful.

Soutce: Production cata compilcd from official statistics of the U.S. Departrent
of the Trcasury and the U.S. Nepartment of Commwrce, with conversions by the U.S.
International Trade Commission; imports and exports compilcd from official statistics
of the U.S. Department of Commerce.

-27-
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TABLE 12.--Rum: U.S. imports by principal sources, 1974-77.

SCUBCE 1974 1975 1976 1977

QuasTITY (1,000 PRGOF GALLONS)

JANAIC2 cerancassenones 828 (3]
Ja.olClhececoaceosnnscaces 296 «0?

barellecececocccoccceae $9

LUYADAcceceennooacncns 51 60 Se 6S
babbdbUcecacaccccnncen 18 . 16 33 [} ]
# & Ihleceeccecccccccns 6 18 L} 1"
CaNALAccososoocsecnccnne 22 )\ 1 2
bAlT leceeeancacccancans q 6 ¢ 6
4LL CThEh CCONTRIES... 20 . 76 66 a7
2074l IEPOLTSeeccocace 426 682 588 658

VALUE (1,000 DOLLARS)

JASAICAceocavcosnannas 951 1,071
JAlalCAcecconocssscses 682 91s

BiiTllecesecosscsccnss ’ 189

[PRVR 23 0 S N 161 210 170 229
onalilOcescccoacpesses 66 . 69 109 166
7 @« 1¥Desee FO 69 23 [}
CaLAlAr.. coe . 193 6 7 1"
ELIlVeceoacencncacanes . 24 33 38 (1)
aLL CTHER COUNTA1ES< .o 73 139 163 1”1

T10TAL IBE0ETSecceccnsce 1,153 1,638 1,862 1,719

AVEAAGE OBIT VALOE (TER PRCOB caLLONM)

JANAICA ccecesoseconss $2.2¢ $2.26
JalalcA. 2.39 2.24

wiatllicecccccscccnnce 1.91

WUlahheeeroccsccnsosnee 2.76 3.57 . 3.6 3.51
LARLALGececocencoccces 3.74 8.38 3.3 3.3%
§ H INDeeeecscosccnces 3.8 3.96 6.00 ..82
ChNALAccecccocsaccnsee 6.51 7.5% 7.02 8.95
EALTVeeoceccccssscsnas 5.33 5.82 6. 86 7.93
ALl OTEER COUNTRILS... 2.61 1. 83 2.87 2.79
3074l I9POATScecccaces 2.7 2.40 2.49 2.61

NOTE 1: ULIT VALWES CALCULATLD PRON Thi UMROUNDED PIGURES. COLUBKS BAY BOT ADD TO TOTALS SkKOUS
oLA 10 bCUNDINKG.

NC1i 2: TEE ABOVE COUNTRY ORDER (RANKING) REPSESENTS OP TO EIGHT LEADIXG SUPPLIERS OF INZ ’IODUCTS
COVLALD DY T&1S ZABLE, BASID O A TRADR-LEIGHTED AVERAGE, 3Y VALUZ, FOR YEARS 1976-77.

JWECL T COMTEILED T7O% OPFICTIAL STLTIZTINS OF TUI 1.8, TERMRTIFST OF CO®lICT,
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"TABLE 13:--Rum: U.S. exports by principal markets, 1974-77.

BARKET ‘ 1976 ‘ 197% 1976 1577

QUANTITY (1,000 PROOF CALLONS)

SbilENccoeccoscscscscese 123 29 25 "
4 i%illecesccsccsscons 26 &3 | [ }) $2
heTltliSececccccsscscee 57 - : 3 . "
Fli.hNDoeceaoooosncosoe $7 . 1c 3 12
E-LUivlesescosaccassscsse 27 . 15 v N
Enii "hSecevccsncncccse 26 15 16 9
La i 1.a 8 12 28 7
GvalihAlececsoccaccacesns S 8 " 13
all CItHil CCUMIKIES... 68 b3 | 81 80
0T AL LLF0LTScccceccee 356 193 227 239

VALUE (1,000 DOLLARS)

SeiilNeceaceancacenccesn 794 139 169 127
A MiTllececcccenncenes . 86 . 192 210 237

P o a1 18 25 110
1Ml eeeacoscancnans 300 97 a3 61
£lluallieeceasncascanne 199 . 7% 98 153

Shaelalicee

sessssceces es 63 82 a5

L - 35 $6 118 . (] ]
GUal"ALececoconscsnsasne 33 59 65 %
akl CTHIL CCUKIRIES... 302 263 379 . (1] ]
ICIAL BXPCRT Seccacoanes 2,153 968 1,178 1,325

AVEMAGE UNIT VALUR (PER PROOY, GALLON)

lleveossossncossnnse $6.45 $4.86 $6.69 $7.45
i3aleessccscscsccsce 3.27 4,49 [ Y .57

R eSS esesoccennsanse 7.:1 7.66 6.45 6.51
FallinlUeeneasossosennne $.23 $.30 © 13.85 - - %.1%0
GalUllYceeovrncrascons J.u8 $.09 . 5.67 8,03
st l cesesves 3.48 4.20 5.02 6..77
ah Jaeeeececcasacns .39 4.63 ..78 6.6
Wume i Alacaceoecionsan. 6.49 7.50 S.98 7.35
aLl CTolh co‘.x.:nu...‘ 4.45 5. 16 €.70 $.60
10%he EXECITSeceeeace® S.ub 4.99 5.19 $.5%

1

SuTe 1: UNIT VALUES CALCULATLL PRON ThE UNRGUNDED PIGURES. COLUSNS HAY KOT ADD TO TOTALS SHOUB
bue 10 BCUNLING.

NOTE 2: TéL LEOVL COUNT:Y ORDIR (RANKING) REPALSENTS UP TO EIGHT LEADIMG BABKITS OF THE PRODUCTS
COVLELD BY TdiS FALLE, BASED Ci A TRALL-JEIGHTED AVARAGE, BY VALUL, PFOR YEARS 1974-77.

LYW te 3 COMIZLLD FFOM CIFLCIAL SIATISTIC: OF THE U.S. DePRRTXENT OP CCAALRCE,
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tile )§-- Arandy ¢ Producers shipments, exports, imports, and
spparent consumption, 1968-77. .

I'radirers . ERTRETER { . ! .'. v f
ship- LAN SENS 00N IURCTRRYS | It O B
f Beats !l- o ‘ L ' : 1.'.3.4:/— T‘(':' “‘I
Q. .ntaty {1,000 vine y.1)ions)
Ve .l 9,275 : 123 2,512 ¢ 11,627 : n
o . 10,502 . n 2,698 * 13,099 : 2
9 10,510 - 0 2,901 15,301 ?
Tt 11,028 3% 1,058 15,09Y . %
o - 12,005 ¥] 2,95 . 14,823 20
1o . 13,173 66 3,333 16,337 : 20
e 12,A'3 69 3,104 . 15,040 "0
ity c e : 12,389 4) 3,084 . .32 2
VG e . 11,408 17 4,130 1,251 - A
bl L 15,395 28 3,53 : 19,176 19
Value (1,000 dollars)
RN TR - 11,646 182 15,093 - s/ s/
17.9 - 20,037 116 19,691 : 5/ S
15.0 .. 20,674 ° n 11,827 . s/ by
TP R 23,25 8 22,940 - 51 S/
1972 .- - 2,58 : 110 20,307 - 51 S
1978 - .o .- 27,3% 140 : 29,929 : st . 3/
197t .. - - 26,946 189 26,972 . bY) S/
1S emeeaan - 29,683 159 30,836 s/ s/
108 - - W, 27 259 50,832 s/ 5/
| ELV 39,658 233 41,973 s/ s/
: : S
Meage wumit vl ( per vine galloa)
12 e $1.91 . $1.48 : $6.01 : :
[ T 1.91 ¢ 1.51 5.82: :
et oo : 1.97 : 1.83 : 6.15: :
il -2 2.00 - 2.31 ¢ 6.45: :
S : 2.05 : 2.29 : 6.8¢: :
: 2.08 2.19 : 7.18: :
2.10 2.0 8.05: :
2.40 3.70 - 10.00. :
2.5% 3.60 : 12.31. :
2.58 8.32 . 11.85: :

1 Tra , Tetiies 4t
bulic cod tecrled bore itk pemmrted tox Fatl-= corietud te wire siiions of
Preci. Lolue far e s Tl b ozoan te ] aad tor 1,72 77
or the 12717 Co. . of 10 Frace Srdea for distilted
spirfes of taur 4 .- scatitics. 2/ lrpores comverind from proc. .allons

37 incluies braady f-perted fr Ll ccavertc! Lo vire
J4alhiapes cade for - poris of ferofen Saandy

SRl 2 nle s Sdytted Uy £ 2 lade Lr W oarrerted o
ka3

Mobahr
to wire ;il e of €00 proof,

of 2!

gallcas of 2.

L
3/ bot meanin fa) since values at diffsrent trule levels e=e not comparasblc.

SCUFCE!  IT.eUCLIOoN Gir DLiew §Ru
Cheazei s i oL pratietion tared on Oificial “tartl-tics of the U.N. it artrent
of Comvris vrod tue . a6 of Goaur Tetisicny 1 Loris ape caperts rpflor T
otficsal =t ' tleg cf the U.6. Ve It et o e, Coaveazions eolo 1) tine
V.S, deter wtavnal 0l Coreaesicn. o

. . . P e e s L
o tane slecimiant Wl L VLS. Top s tat oS

“

-30-
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Table 16.--Brandy: U.S. exporta by principal markets, 1974

PAFRXET 197 1973 1976 1977

QUANTITY (1,000 PROGF CALLONS)

CA'2lAcecccoccssscnsas ) 28 26 6
2./1CUececesscssasanas 1 1 6 10
w!iihasesscanccsannsss U . 9 1
N 3 7T1leccecssceanncea . 2
k] [
1 ] 1 2
U LitGeseoonsonns 1
1L Clececasaacannanas . ®
AiL Ciktl COUNTEIBS.a. 7 3 10 2
GCiel LXIGilSeeeccocne S 3 s7 22
VALUR (1,000 DOLLARS)
"5 e? " St
[ ] 19 [ 3] 02
Jithisesascassscsesnse [ 4 " .70 ¢
iillleesescecssccsce ] as
wbeiihicesecnacccnccne 16 "
CLi’N Tecscsccscsnncas " 9 9 20
U Liideceoeccscssnsascsne . 12
PEilCleceecsacncsccnns . [ ]
all LSUER CCCIATRIESeae 33 . e 16 . 21
TOIAL ERAECiTScccccanes 189 159 259 233
AVERAGE UBIT VALUR (pER PROOF GALLOW)
CALiAdeecscecssccccnnnse * $2.68 $3.11 $6.32 $9.18
2edlC0.0cecscccccsccces 1M.37 13.08 7.0) 8.00 -
. 26. 486 66.82 8.1t 10.82
8.75. 26.79
$.09 1.66
Cul'A Ticecoocoaccsose %1 8.72 9.8 ° 11.35
U da"Vesevsscsscsccnsse ' 12.39 .
oA icecscosssscscsccce ‘ 25. 28 . 15.6)
aLL CI4&P CCUNTALLES... 8.79 S.a8 1.66 10.89
T0TIL LAIORTS.ccacasoe 3.0 8.6 8.%3 10.88
® & LESS TLAK 500. .

MGIY 1: UIiT ValuykS CALCULATED PROR TR UNSOUNDLD PIGURES. COLUSYS RAY WOT ADD TO TOTALS SHOMR
LLE 30 ICliLlikue

1Tz < TVL ALUVE COUNThs ORCER (RAWKING) RLPRESENTS 7P TO BIGHT LEADIYGC RARKATS OF TAE PRODUCTS
WCVLILD DY 1¢l5 TABLE, BASED OF A TRADA-NEIGHUTLD AVIRAGE, BY VALUL, POR YiAES 197e-77., '

LOGJUkCL 3 CCALI!. :RON 9nxcxu. STATISTICS OF TUR U,.S. DEPARTATKT 7P rAseears

89T



T 01c)7,-- Bitters:
consumption, 1968-77.

HI NP N
H tion
.

- e v p——— ———— > = ot —- -

: P Value (1, ooo dolhu)
YO>S -emecmennn : H : 606 : :
1669 - cercoanat : : 899 : :
19,0 - wecenoanat : : 788 : :
(127 ) P ) : : 3% : :
et SR T S 1,060 : yor : NOT
:;If --------- : AVAILABLE © AVALLABLE 1-2:; P AVALLABLE °  AVAILAMLE
P TR : : : : :
1978 eecmeenant : : 1,087 : :
[T S : : : 1,147 . :
: : 1,226 :

Pports 3/

269

I jorts

. es es e

. . .
f e heee e e v e~ e - —— -

Crantity (l 000 prool ;allnm)

.

s ou oo e o

s o0 o8 +f ss e s ae as

NoT

AVAILABLE

13 :
170 :
158 :
147 ¢
192 :
188
168 :
209 ¢
206
228

lee o8 so 8 se 98 "es oo oo 2+ se se %o es e se

Average

* AVAILABLE

Production, exports, imports, and apparent

Attt i
Conse e N ¢
ticn

NoT :

s ®¢ ee es as se se s ea e

uiit valw (pcx proof gallon)

\ .

® e 6% se 68 44 as 8% ae 40 es oo eb as ee 88 ae

NoT

AVAILAZLE

Vv t.xpou; sre not upauuly nponod

Source:

AR T

(e

NOT

bw are believed to be ncutgibu.

-33~

BEST AVAILABLE COPY

C N
.

AVALL/aLE

Compiled fros official ctatistics of the q.s_..Dgpalftfn! of Comzerce.

Yot of
wis to

(S _|()

K] $4.56 : :

: 5.29 : :

: $.08 : :

] 5.01 : :

: 5.82 . yor ot

: 5.56 : AvAILABLE AVAILABLE
. $.22 . .

: 5.0 :

: 5.57 .

: 5.45 .
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Table 18.--Bitters: U.S. imports by principal sources, 1974-77.

L]

scurce "7 . 1975 1976 "

QUABTITE (1,000 PROOF GALLONS)

Tnl%lDececcccvsssscans 72 106 ne 107
ia 7 86 S 09
10 10 S
2 1 2 2
JAZalCAleeeenacsocncace 5 .
SelfilDecececccorscnnnes ] 1 (] 1
LetliABKecaosasacenseane . ]
SFailecracccncsccarsse . 1 2
ALL CIMLR CCUKTAIES... 1 L] .
TCIAL IRPCATSeccccccse 168 208 226 228

VALUR (1,000 DOLLARS)

Tiillleccssssecscccscnse “s 578 713 597
JidlYeecoocccepoasccna 3 (319 17 (11 )
& o INCecosavesscossee . 54 56 20
€L CirBescoccscscascse “2 15 66 30
J0Giltheeecaseococcnne 27 .

SaiillUccscccosoceaanscsne 1P . 20 7 18
LinbtbbRececococssncacese ] ]
SPAINcceecvsnscnsccans : . S 6

Sl CTUER CCUBTRIES. ... o ) 2
TOLAL ILPGETSeeccccnscs [ 3] 1,087 1.18% 1,226

AVIRAGK UNIT VALUE  (PER PROOF GALLON)

TillIleceosccoscnccces $£.55 $5.43 $5.41% 3$5.56
JibdlYeceecocnocncncane 4.2 ., 82 $.21 5.0%
P2 o liDeacccccccsancsne $. 51 5.68 5.73
F¢ GilENeceavesccscnnne 22.93 17.4% + 28.09 16.82
JatliCheensocevocancas 5.80

SuliilDeces 12. 2% 18. 07 ’ 16,45 14,00
LaoldAkKaoeo 9.51 1m.8
SPAllceacscccsccocnces $.00 4.8 2.67

ALL OTELR CCUMLIRILS... 7.7 2.70 7.87
I0GAL I8P0UF18cccocccee S.21 $.29 $.56 5. 4%

® = LESS )b 500. '

ik 1 UNIT VALUES CALCULATRED PROM THZI UNAOUBDED PIGUAES. COLUBNS RAY BOT ADD TO TOTALS sSaots
DUL T0 hOUNDING.

10%ec 2: TLE ABCVE COUMTSEY ORDER (2ANKING) REPRESIETS UP TO EIGHT LEADING SUPPLIERS OF AR P”D'Cf’
COVLELD BY TdlS TABLE, 5ASZD O A TRADE-KEIGUIED AVIRAGE, BY VALUZ, FOR XRARS 1’76-77.

TTTTN o TRAR APPLCIAL STATISTICS OF TRY U.S. I PARLLL.T OF FOTIERCE,

0.2
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Table 19.--Imitations of vines and iattations of brandy and other

spirituous beverages:

consumption, 1968-77..

Production, exports, imports, and appareat

-

: Pros T : Y oanoarent Katlo of
toduc- : s g tavearc T frporte. L
Period H tion }! : tmrortaklg Irpasts g €OA%NR- co:_uhﬁ‘:‘,

' : { 2 tien 3/ t_(porcend I

: Quantity (1,000 proof gallons) :

: : i " T
1908-----e-uvue- ' 3 : LI s
1969-~----cceces : s t LI :
3970-<----=ceeu- : 3 s 2, :

197 -mcnconeceen: t s 1 :
1) 7 I ——" 1 NOT s Not : 2 :  NOT t wr .
11 J TSEp tAVAILABLE  ; AVAILABLE 1 ¢ AVAILABLE ; AVAILAELE
1974eccencncccnn : 3 : 10 . :
UY J TTap—— : : : L] s
1926-~evomnemen- : : s 2, :
1977-cciccnninns : t 1 3, 1

t 3 t H :

t 3 : t :

' t : : :

t 1 H t .

) : s : o s _

: "t “value (1,000 dollars)

t : : : :
1968-+----ecemm : H : Yot :
1969----ccnccccee : H H 37 :
3970----ccomeeen : t : 18 : :
197)-cocmmcecenn . 3 : 5 :
1972-cecceveeeas  NOT : NoT : 1': : NUT
1973-cee-eeeem=; AVALLABLE $ AVAILABLE S :AVAILABLE @ AVAILATLL
L L : 3 : 4 . :

[T 1 S, s s “ o, :
1976-----vememen : 3 3 12 3
3907-cmmccmnneany 1 H 13 . :

: : : : 3

3 s : t H

t- t : H : .

- 3 R | s : 3 M

g 3 s 3 H

: Average unit value (per proof gallon)

: : : : s
1968--cccocameee H 1 H $8.94 : 3
1969--cvcemcoums H s 9.47 H
1970-------=~ — s - t 9.79 :
197)--—ermemeee LI s ] 9.92 ¢ :.
1972-e-ume ————: HOT s NOT ? .38 :

1973 —ceume eeee=3 AVAILABLE 3 AVAILABLE 3 3.96 ; 3
A9 ce e caeaeg H ] 4.05 ; :
1975---emcee—m - 3 t 6.29 s
1976--~ccmmom—uz H T . 5.2 , 1
1977 mmemmmmey : : 494 :

. : ] s 1 H

1 3 H t 3

s 3 t H .8

H t ) ] ]

1 t e t 3

1 * 3 3 H

1/-There 18 0o knowa domestic production o
There is smil) produgctlion of other spirituous beverages.

are not scparatcly veported bat are believed to be nil.
2/ Less than 500 proof gallens.. -

f inftation wine or imitation brandv.
Expoits of all these itexs

Source: Compiled [rom official statistics of the U.S. Department of Comeercc.

«35-

BEST AVAILABLE COPY
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Table 20, --Imitations of wines and imitat tons of brandy and other spirituous beversges:

U.S. imports by principal sources, 1974-77.

SOUSCE 19746 1975 1976 1977

QUASTITY (3,090 PROOF GALLONS)

I 4} :u(!.--......-........ 2 3

Fo Cl¥Necevsecencncsone 3 :

IUGLSLVeecococccasccce . 1 2 3

AUSILIA.. ] . ]

SLLiC0. . [} .

S50AlNc iececcccsncnccne L] 1

£0LIUGLecesccsscsscces 1

2TALYceecensocascacoce ]

ALL OiLIR COUNTRILS... . . .

TOTAL IBPOETScecscccne 10 ? 2 3
VALUE (1,000 DOLLARS)

PakhCilcevescnosonncncse 10 23

Fh GRhFlecccosscecccsscs . 15

YJGCSLVececaoososcsoens : 2 6 10 1

aUCiflhecceccecancsnne 7 2 L4

L399 § ¥ '+ i [ L]

S2.llcecoccscsscsncses 1 S

POLILGLecans 3 *

iTALYeeeoncccccrccccsnse 2

ALL CTHER COUMIMIES... 1 2 - .

TOIAL ISPORTScececcocs 40 (1} 112 13
AVERAGE UNIT VALUR (PER PROOF GALLON)

éhhCElecoccocnsscscccs $6.00 $6.97

PE GCalm. 5.62 .

XYLUCSLVeo 5.94 §.33 . §.8) . 8.06

I W3S 5 8.53 8. 0864, 8.88

£eX2CO0ecncecscccscscas 1.6 4.50 : .

SPAlleccecescnceccoscae J.b2 $.53 *

#CiTU3lkecccccocscccnce 3.88 :

ITabYeocecoccccnscnces 7.96

ALL GJEEF CCUNTLIES... 5.19 8.96

2CTAL 1hiCLT1Seccccncss 4.05 6. 29 S. 22 8.9

® = 11LLS TIAM SCC.

%0%i 12 UNIT VALLLS CALCULATZD PFOM THZ UNRAOUADED FIGUBES. COLOZNS BAY NOT ADD TO TOTALS SHOWE
LGz TO RCUNCING.

N0Te 27 THE AEUVE COUKTRY ORDER (RANKING) BREPRESENTS UP2 TO EIGHMT LLADIRG SUPPLIEZRS OF TN2 nomn
COVEELD BY ThIS TABLE, BASED ON & TBADL-WEIGLTED AVERAGE, 3Y VALUL, POR XEARS 1978-77.

CLTNTCE r COEREILER PR OS5 TCTAD STITLUTION O ot Toste e CopmtenT et

L
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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 s conversion of column 1 and column 2 rates
of duty vhich attempts to maintain existing margins of revenue protection in
the absence of the wine 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. 1In
addition, the winc-gallon method of tax and duty assessment effectively discri~
miniates against bottled alcoholic beverages as opposed to bulk liquor. Thus
the converted rates, vhich are based on average proofs of bottled importations,
will result in ghc 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 neéded and there have been substantial shipments in both bulk and
bottles. This has been accomplished by subdividing items 168.40 (rum) and 168.52
(vodka) to provide for importations in containers of over and of not over one

gallon.
-38-
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Spirits, Spirituocus Beverages and Beverage Preparations:

Collect Equivaleat Revenuss After Conversion to Proof-Callon Rasis of Assessment

Present Rates of Duty, Estimated Average Proof, Estimeted Rates of Duty Necesssry te

t Presept Rates of Dyty

Satimated rates of duty mecessary te

t 3 H
3 3 t
H H H : Estimated @ collect equivaleat revesuss after
TSUS ] Articles H s H average H cosvereion to presf-gsllea bastie
Iten 3 i Column 1 1 Column 2 ] proof t of assessment at 100° proeof
t ! H H 2
: N ! 3 : Columm ) s Column 2
H H 3 H 3 3
) ] [} ] ] s
168.05 : Aquavit H 42¢ per gal. : $5 per gal. : 86 : $2.20 per proef gal. 3 $7.52 per preef gal.
168.10 : Arrack 1 $1 per gal. : $5 per gal. @ 90 : $2.28 per proof gal. : $6.72 per proef gal.
t Bitters of all kinde comtaining spirits: H i ) H ]
168.15 H Mot fit for use as beverag ] 94¢ per gal. 1 $5 per gal. ? 90 : $1.04 per proof gal. t $5.5 per preef gal.
168.17 H Fit for use as beverage H 50¢ per gal. 3 $5 per gal. : 48 :1812.42 per proef gal. 1$21.79 per preetf gal.
t Brandy: 3 H b H 3
H Pisco and singani: : H H H ]
] lo containers each holding oot over 1 : [ H H ]
1 gallon: 3 3 t H [
168.18 3 Valued nmot over §9 per gallom s 62¢ pear gal. : $5 per gal. : 90 : $1.06 per proof gal. 1 $6.72 per preof gal.
168.23 3 Valued over $9 per galloa t $1.25 per gal. ¢ $5 per gal. 3 90 : $2.56 per proof gal. 1 $6.72 per proot gal.
1 In containars each b lding over 1 gal- : 3 t t H
H lon: H H H H ]
168.24 t Valued not over $9 per gallon t S0¢ per gal. : $5 per gal. : 100 + 30¢ per proof gal. 1@ $5 per preot gal.
168.26 H Valued over $9 per gallon H $1 per gal. : $5 per gol. : 100 + : $1 per proof gsl. @ $3 per proof gal.
: Other: H t H H ]
H In containere each holding not over 1 @ t i 1 H
H gallon: H H H H 3
168.27 t Valued not over $9 per gallon=e——ww—e} 62¢ per gal. : $5 per gal. : 80 : $).40 per proof gal. : $8.88 per proet gal.
168.28 H Valued over $9 per galloa—~ecccccweea: $1.25 per gal. : $5 per gal. : 80 : $4.19 per proof gal. : $8.88 per proof gal.
H la containers each holding over 1 gal- : H H 3 :
H lon: H H H ] 3
168.29 3 Valued not over $9 per galloQe—ewew=: 50¢ per gal. : $5 per gal. : 100 ¢ : 50¢ per proof gal. @ $5 per preot gal.
168.32 H Valued over $9 per gallon H $1 per gal. : $3 per gal. : 100 ¢ : $1 per proof gal. : $5 per proof gal.
168.3) : Cordials, liq s, kirsch . and ] : H H H
t ratafts H 50¢ per gel. : $5 per gal. : 70 : $5.21 per proof gal. :18$11.64 per proof gal.
168.34 t Ethyl alcohol for beverage purposes~—==———et §1.12 por gal. : 45 per gal. : 100 ¢+ : $1.12 per proof gal. 1@ $5 per proot gal.

SLZ
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Spirits, Spirituous Beverages and Beverage Preparations: Present Rates of Duty, Estimated Average Proof, Estimated Rates of Duty Necessary
to Collect Equivalent Reveaues After Coanversion to Proof-Gallon Basis of Assesement

H

H Present Rates of Duty

Estimeted rates of duty nmecessary to

[} : t
3 H 3
H H : t Gstimated : collect equivalent revemues after
TSUS 3 Articles H H :  average 1 coaversioa to proof-gallos basis
Item 3 Columm 1 t Column 2 H proof t of sssesement at 100° proef
3 1 H H 3
3 s : : : Colusm 1 3 Columm 2
: H H : i
t ) [} 2 s ] [}
168.35 : Cto H 50¢ per gal. : $5 per gal. : 86 : $2.29 per proof gal. : $7.52 per proof gsl.
168.40 : Rua (including cana paraguayas): H 3 H H :
H In containers sach holding not over H : : H] H
3 1 gsllon t $1.75 per gol. : $5 per gal. : 86 : $3.74 per proof gal. : $7.32 per proof gal.
t la containere each holdiag over [} 3 3 H t
t 1 gallon t $1.75 per gal. : $5 per gal. : 100 ¢ : $1.75 per proof gal. : $5 per proof gal.
1 Whiskey: H H H 3 H
168.45 t Irish and Scotch ) S1¢ per gal. $5 per gal. @ 86 : $2.30 per proof gal. : $7.352 per proof gal.
168.46 t  Other H 62¢ per gal. : $5 per gal. : 85 : $2.59 per proof gal. 1 $7.73 per proof gel.
t Tequila: H ] H H H
168.47 H In containers sach holding oot over 1 H H H H t
H gall 3 $1.25 per gel. : $5 per gel. : 92 : $2.27 per proof gal. : $6.35 per proof gal.
168.48 3 In containers each holding over 1 : H s : H
gall 1 $1.25 per gal. @ $5 per gal. : 100 ¢+ : $1.25 per proof gal. : $5 per proof gal.
t Other spirite, and preparatiors 1o chief H t : H H
t value of distilled spirits, fit for use as : H H H H
t baverages or for beverage purposes: H ] H H ]
168.52 H Spirite: H H H H :
: In containers sach holding not over H ] H : H
t 1 gall 1 $1.25 per gal. : $5 per gal. : 90 : $2.56 per proof gal. : $6.72 per prootf gal.
H 1o container each holdiag over 1 3 H : H H
H gallon : $1.25 per gal. : $5 per gal. : 100 ¢+ : $1.25 per proof gal $5 per proof gal.
168.55 H Other t $1.25 per gal. : $5 per gal. 60 : $9.08 per proof gal. : $135.3) per proof gal.
168.90 t Imitations of brandy and other spirituous @ 3 : H ]
b ge 1 $2.50 per gal. : $5 per gal. 80 : $5.75 per proof gal. : $8.88 per proof gal.
H : H H : 3

9.2



