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INTRODUCTION

This report to both Houses of the Congress and to the President has
been prepared in connection with United States Intérnational Trade Commis-
sion’s investigation No. 332-73, initiated on January 31, 1975 (40 F.R.
6239) in accordance with section 608(c) of the Trade Act of 1974 (Public
Law 93-618, approved Jan. 3, 1975). 1In part, section 608(c) directs the
Commission to undertake an investigation under section 332(g) of the Tar-
iff Act of 1930 (19 U.S.C. 1332(g)), which would provide the basis for--

(2) full and immediate participation by the United States
International Trade Commission in the United States con-
tribution to technical work of the Harmonized Systems [sic]
Committee under the Customs Cooperation Council to assure
the recognition of the needs of the United States business
community in the development of a Harmonized Code reflect-
ing sound principles of commodity identification and
specification and modern producing methods and trading
practices.

Under the law, the Commission is directed to report to the Congress
and the President as it deems appropriate. Although the technical work on
the Harmonized System has not yet been completed, the Commission considers
it appropriate to submit a report outlining the progress on this project
because of policy-level discussions now going on concerning questions of
the implementation and use of the system. The report is not intended to
discuss the numerous technical details involved in the development of the
Harmonized System, but rather addresses the background of this project and
a number of its policy implications. When the Harmonized System is com-

pleted, the Commission will forward its final report to the Congress and the

President.
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EXECUTIVE SUMMARY

The Harmonized Commodity Description and Coding System, which 1is the
subject of this interim report, is a commodity classification system being
developed under the auspices of the Customs Cooperation Council.

The system would comprise a "core" product nomenclature, based upon the
Customs Cooperation Council Nomenclature, which could serve as the basis for
customs tariffs and the foreign—trade statistical systems of the United
States and its trading partners.

Development of the technical work on the system has been going on since
late 1973 and will likely be completed by the end of 198l. The United States
" technical input began in earnest in 1975 with the passage of the Trade Act of

1974 requiring full and immediate participation by the Commission. Since that

time the Commission staff along with representatives from other interested
agencies, particularly the Bureau of the Census, the Customs Service and the
Department of Agficulture, have worked closely'with industry representatives
in deve;oping proposals in connection with the Harmonized System.

Among the key policy issues remaining to be decided are the legal form
of implementation of the system, how the system will be maintained and ad-
ministered at the international level, and whether both customs and economic
unions and their member states should be allowed to participate fully in the
maintenance of the system.

Finally, the report outlines the benefits of the adoption of an interna-
tional harmonized system, including the potential benefits for export develop-

- ment, and the costs of such adoption.

il



PART 1. BACKGROUND OF THE HARMONIZED SYSTEM
The Customs Cooperation Council

The Customs Cooperation Council (CCC), which is developing the Harmo-
nized System, was established by a convention signed in Brussels, Belgium,
on December 15, 1950. The convention entered into force on November 4, 1952,
and is presently in force with respect to 88 countries. The United States
became a member of the CCC by deposit of the necessary instruments on Novem-
ber 5, 1970, and is represented at the CCC by the U.S. Customs Service.

The Council is an international technical body which studies and attempts
to resolve customs problems. Its purpose is to improve and harmonize customs
operations, thué facilitating the development of international trade. The CCC
has developed into an international organization of worldwide scope and influ-
ence from limited European origins. Under its convention the Council is re-
quired to--

(1) Make recommendations to insure the uniform interpretation

and application of the two other conventions (on customs
nomenclature and valuation);

(2) Perform such functions as may be expressly assigned to it
in those conventions; and

(3) ‘Act in a conciliatory capacity in any disputes which may
arise in this respect.

Apart from these particular functions, the Council has the more general
task of--

(1) Studying all questions relating to cooperation in customs
matters which the contracting parties agree to promote;

(2) Examining the technical aspects of customs systems with a
view to proposing practical means of attaining the highest
possible degree of harmony and uniformity;



(3) Preparing draft conventions and recommendations for
this purpose;

(4) Circulating information regarding customs procedures;

(5) Furnishing information or advice to member states; and

(6) Cooperating with other international organizatioms.

As noted above, the CCC is responsible for the Convention on Nomencla-
ture for the élassification of Goods in Customs Tariffs (formerly known as
the Brussels Tariff Nomenclature (or BTN) and now referred to as the Customs
Cooperation Council Nomenclature (or CCCN)) and the Convention on the Valu-
ation of Goods for Customs Purposes (or BDV). 1/ These conventions haﬁe
received widespread international use as the basis for the classificafion
and valuation of articles for customs duty purposes, with 135 countries

applying the CCCN and more than 100 countries basing their valuation system

on the BDV as of 1978. 2/ Under the respective terms of the nomenclature
and valuation conventions (also signed in Brussels on December 15, 1950), a
Nomenclature Committee and a Valuation Committee were established within

the CCC to administer the responsibilities of the Council in these areas.

1/ The United States is not a signatory to either of these conventions.

2/ In the area of customs valuation, it is expected that the CCC will be
going through a period of transition over the next several years as a result
of the new valuation code which was agreed to at the recently completed Gen-
eral Agreement on Tariffs and Trade (GATT) negotiations in Geneva. This code
will become effective on Jan. 1, 1981, for most of the world’s developed coun-
tries. The United States and the member states of the European Communities
bilaterally agreed to implement the provisions of the new code on July 1,
1980. The code provides for the establishment of a Technical Committee on
Customs Valuation, under the auspices of the CCC, to provide technical as-
sistance in the administration of the code. Each of the signatories to the
valuation code which had been applying the BDV has notified the CCC Secretar-
iat of their denunciation of, and withdrawal from, the BDV. It is expected
that an effort will be made over the next several years within the CCC to
drop the BDV entirely and substitute the new valuation code in lieu thereof.



In addition to these duties, the Council has done extensive work in the
field of customs technique, under the direction of its Permanent Technical
Committee (PTC). The major accomplishment of the PTC has been the Kyoto
Convention, which is an international convention on the simplification and
harmonization of customs procedures. The Kyoto Convention and its 30 annexes
cover all the major facets of customs operations, including passenger clear-
ance and the processing of commercial imports and exports. Currently, the
convention and 14 of the annexes have entered into force. We understand the
Department of the Treasury plans to submit the convention and 20 of the 30
annexes to the Senate for ratification early in 1981.

The fourth'major area of Council effort has been the devélopment of a
harmonized commodity description and coding system for international trade,

under the direction of the Harmonized System Committee (HSC).

The Harmonized System Committee

Background

In 1970 a number of countries and organizations, both national and in-
ternational, became increasingly concerned about the problems stemming from
the lack of an internationally accepted commodity description and coding sys-
tem. At that time representatives from the CCC discussed the problem with a
number of other international organizations, and at a meeting of the United
Nations Economic Commission for Europe it was recommended that the CCC should
sponsor a study on the feasibility of developing a harmonized commodity de-
scription and coding system.

In undertaking the project in 1971, the CCC established a Study Group for

the Development of a Harmonized Commodity Description and Coding System for



International Trade. Because of the significance of this work to a wide
range of interests involved in international trade, the CCC offered the op-
portunity of participating to a number of international organizations and
to certain countries which were not members of the CCC at the time. The

following is a list of the participants in the Study Group:

Countries and Groups of Cpuntries

Austria Italy

Belgium Japan

Canada Republic of Korea
Czechoslovakia Malaysia

Denmark Netherlands
European Communities Sweden

France ‘ United Kingdom
West Germany United States
Hungary

Intergovernmental Organizations

General Agreement on Tariffs and Trade (GATT)

United Nations Statistical Office (UNSO)

Economic Commisson for Europe (ECE)

United Nations Conference on Trade and Development (UNCTAD)
Customs Cooperation Council (CCC)

Organization for Economic Cooperation and Development (OECD)
Food and Agriculture Organization of the United Nations (FAO)
North Atlantic Treaty Organization (NATO)

International Nongovernmental Organizations

International Cargo Handling Coordination Association (ICHCA)
International Air Transport Association (IATA)

International Chamber of Commerce (ICC)

- International Chamber of Shipping (ICS)

International Federation of Forwarding Agents’ Associations (FIATA)
International Organization for Standardization (ISO)

International Union of Railways (UIC)

International Road Transport Union (IRU)

World Trade Centers Association (WTICA)



National Organizations

Simplification of International Trade Procedures Board (SITPRO)
(United Kingdom)

National Committee on International Trade Documentation (NCITD)
(United States)

Transportation Data Coordinating Committee (TDCC) (United States)

The report of the Study Group was made to the CCC in March 1973 and was
accepted in June 1973.
Pertinent parts of the summary of the report are as follows:

(a) The development of a harmonized commodity description
and coding system is not only feasible but is essential
in the longer term interests of the facilitation of
international trade.

(b) The system should be developed from the BTN and SITC
(Brussels Tariff Nomenclature and Standard International
Trade Classification (Revised)). However, the work done
to date demonstrates a need for some changes in the BTN
and the SITC to bring them in step with current trade
conditions and it will be advisable to modify some parts
of the BTN to facilitate establishment of the harmonized
commodity description and coding system. Of course,
after the system has been developed, steps should be
taken to ensure that it will be revised as necessary to
keep it in harmony with subsequent revisions of the BTN
and the SITC.

(c) The BTN should constitute the core of the Harmonized
System. It should continue to be maintained under the
provisions of the current Convention as a separate 4-digit
entity. The more detailed descriptions and codes required

- for the Harmonized System would be issued as a supple-
ment to the BTN, not under the formal Convention but for
example as a Customs Cooperation Council Recommended
Standard.

(d) 1In developing the system, account should be taken of ex-
isting nomenclatures and commodity description systems
which are primarily representative of customs, statistical
and transport requirements. Those listed at Annex C 1/
should continue to provide the main source material but
other systems may be taken into account as appropriate.

1/ The 1list of basic description and coding systems is contained in
app. B.



* *

* * * . *

(f) The system should be developed under the auspices of the
Customs Cooperaton Council but an international/inter-
organizational body should be maintained in existence
throughout the development period to ensure that the
needs of all the interests involved are fully taken into
account and to plan the implementation of the Harmonized

System.

(g) The costs of developing the system should, in principle,
be a charge on the Customs Cooperation Council budget. 1/

The approval by the Council of the Study Group’s report was followed by

the establishment of the Harmonized System Committee, which was charged with

the responsibility of developing the system. The members of the Harmonized

System Committee and observers were as follows:

Members participating in 1978 and 1979

Australia
Canada
Czechoslovakia
France

India

Japan

United Kingdom
United States

Commission of the European Communities
European Trade Promotion Organization

General Agreement on Tariffs and Trade
International Air Transport Association
International Chamber of Shipping
International Organization for Standardization
International Union of Railways

United Nations Statistical Office

1/ Customs Cooperation Council, Report to the Customs Cooperation Council
of the Study Group for the Development of a Harmonized Commodity Description

and Coding System for International Trade, CCC Doc. No. 19.513, 1973.




Observers participating in 1978 and 1979

Algeria Nigeria
Austria Norway

Belgium Pakistan

Denmark Senegal

Finland South Africa

West Germany Spain

Israel Sweden

Italy Switzerland

Ivory Coast Trinidad and Tobago
Kenya , Tunisia

Korea FIATA

Malaysia International Chamber of Commerce
Netherlands SITPRO

New Zealand UNCTAD

Working methods

A technical team working under the auspices of the CCC has prepared
drafts of the various chapters of the Harmonized System for consideration by

the Harmonized System Committee. These drafts have been forwarded to the

members and observers of the Committee for their review and the submission
of written comments. The Committee meets three times a year to consider
these drafts and the written comments and presentations of the various dele-
gations to the Committee. The review of a particulér chapter or group of
chapters may extend to more than one meeting.

Generally, the consideration of each chapter proceeds from a discussion of
the Technical Team’s draft. In the course of its deliberations the Committee
discusses the proposed product scope and article description of each heading
and subheading, considers each submitted comment, and makes decisions by votes
of the delegations. During the course of its work, the Committee may decide
to propose modifications to the CCCN to accommodate the needs of potential
users of the system. When in working session, the Committee has adopted the

practice of permitting observer delegations to vote.



After a chapter has been considered by the HSC, it is referred to the
Nomenclature Committee. That Committee reviews the draft and prepares legal
notes and any modifications to the draft it deems apprbpriate.

The review by the Nomenclatu:e Committee concludes the initial phase of
the project and results in the provisional adoption of the chapters of the
Harmonized System.

Appendix C identifies those chapters which had been provisionally adopt=-
ed as of September 30, 1980. 1In June 1981 the first stage of the final review
process will be initiated, covering chapters 1 through 49. Chapters 50 through

99 will be reviewed during the fall 1981 session.



PART 2. DESCRIPTION OF THE HARMONIZED SYSTEM
When the Customs Cooperation Council accepted the Study Group’s report,
it accepted the recommendation that the general strucﬁure of the CCCN would
become the basis for the expanded Harmonized System, with substantial modifi-

cation required in order to bring it into step with current trade conditions.

General Structure of the CCCN

The CCCN comprises 1,011 product descriptions or headings arranged into
99 chapters, which are themselves grouped in 21 sections. The legal text of
the nomenclature consists of--

(1) The Rules for the Interpretation of the Nomenclature,

(2) The legal notes to the sections and chapters, and

(3) The headings of the nomenclature.
In addition, the nonlegal Explanatory Notes and Classification Opinions com-

plement the CCCN.

Rules fo; the Interpretation of the Nomenclature

Since the CCCN is used for customs purposes (i.e., for assessing duty),
it is essential that each product be classified in only one heading. Thus,
the CCCN begins by laying down the basic rules of classification in order to
insure correct legal interpretation at all times.

Interpretative rule 1 takes precedence over the following rules and
provides that classification shall be based on the terms of the heading de-
scriptions and on any relevant section or chapter notes. When the heading
description and relevant legal notes cannot themselves determine the appro-

priate heading with certainty, then rules 2 to 4 should be applied.



10

Rule 2 provides procedures for ciassifying products which are (a) in-
complete or unfinished or (b) composed‘of mixtures or combinations of ma=
terials ér substances.

Rule 3 provides procedures governing the classification of products
which are prima facie classifiable under two or more headings. Rule 3 re-
quires that these articles be classified--

(1) In the heading which provides the most specific description;
or

(2) 1In the heading applicable to the material or component which
gives the articles theilr essential character; or

(3) Under the heading which occurs latest.
These classification criteria must be applied in the order in which they

are set out.

Rule 4, which is infrequently used, provides that articles which are
not covered by any heading of the nomenclature shall be classified in the

heading appropriate to the products to which they are most akin.

Section and chapter notes
Many of the sections and chapters into which the CCCN headings are

grouped commence with legal notes, which, like the interpretative rules, form
an integral part of the CCCN.and which have‘the same legal force as the head-
ings themselves. They are referred to as legal notes to distinguish them
from the Explanatory Notes, wﬁich are not legally binding. Their function

is to help define the scope of headings or direct the classification of prod=-

ucts in particular chapters, headings, or sections.

10



11

Examples of the types of legal notes that have been employed are--

(1) General definitions delimiting the scope of a
heading or the meaning of particular terms;

(2) Exhaustive lists of the articles covered by a
heading or group of headings; and

(3) Lists of excluded articles.

It would have been possible in many cases to incorporate the substance
of these notes in the text of the headings themselves. However, this would
have greatly lengthened the headings, making them difficult to understand,
and would have involved a great deal of repetition. The legal notes have
made it possible to draft the headings in concise form while at the same time
safeguarding the precision and exactness of interpretation which are essen-

tial to avoid doubts and disputes in classification.

Headings

As previously mentioned, the headings of the nomenclature are arranged
in chapters, which are themselves grouped in sections. Under Interpretative
Rule 1 the chapter and section titles are not legally binding, but are provided
for ease of reference only. In addition, some chapters are further divided
into subchapters for organizational purposes. Each heading in the nomencla-
ture is identified by a four-digit number, of which the first two digits rep-
resent the chapter in which the heading appears and the second two indicate
its position in that chapter.

For the most part, an attempt has been made to keep the CCCN organized
according to levels of proceséing such that primary products are classified
in early headings and end products in later headings. For example, sections 1

to 4 are devoted to agricultural products, and machinery and most manufactured

11
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goods are classified in the later sections. Even within a chapter an attempt
has been made to put headings containing articles requiring higher levels of
processing later in the chapter. For example, chapter 7, which covers edible
vegetables, begins with the primary product in fresh or chilled form, followed
by the frozen product and, finally, the dried product.

-Each heading of the CCCN is aligned to an SITC provision. Although there
is not a one-to-one correlation betwéen each CCCN heading and SITC provision,
the product descriptions of the two systems are compatible to the extent that

they can be aligned by aggregating certain provisions.

Explanatory Notes

The Explanatory Notes do not form part of the nomenclature convention,
but they constitute the official interpretation of the nomenclature as ap-
proved by the Customs Cooperation Council. First published in July 1955,
these notes were revised and reissued in looseleaf form in 1966 and have been
amended biannually since then. They follow the systematic order of the no-
menclature and provide a full commentary on the scope of each heading, giving
a list of the main products included and excluded, togethef with appropriate
technical descriptions of the goods concerned and their appearance, proper-
ties, methods of production and uses, and practical guidance for their iden-
tification. The Explanatory Notes are an indispensable complement to the
CCCN, useful in ascertaining the correct interpretation of the nomenclature

itself.

12
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Structure of the Harmonized System

The Harmonized System is, in effect, a two-tiered hierafchical expansion
of the headings of the modified CCCN. The entire system consists of the CCCN
and the further product subdivisions commonly called the Structured Nomen-
clature. The numbering of each ar;icle provision is expressed as a six-digit
number consisting of the four-digit CCCN number followed by a two-digit suf-
fix representing the Structured Nomenclature. When completed, it is expected
that the Harmonized System will consist of approximately 1,250 main headings,
2,500 initial product subdivisions, and 4,000 to 5,000 initial and secondary
subdivisions.

In developing this hierarchical system, the following nomenclature prin-
ciples have been observed:

(1) A heading cannot be enlarged by a subheading;

(2) Subheadings mdst exhaust superior headings; and

(3) At equivalent levels in the hierarchy, subheadings must be
mutually exclusive.

The following is an example of the hierarchical system and numerical des-
ignations used in the Harmonized System:

07.21 Vegetables (whether or not cooked by steaming
or by boiling in water), frozen.

0721.10 - Potatoes

- Leguminous vegetables, shelled or unshelled:
0721.21 — Peas (Pisum sativum)
0721.25 — Beans (Phaseolus sp.p.; Vigna mungo (Willd.),
Vigna angularis (Willd.))
0721.29 -- Other

0721.30 - Spinach, New Zealand spinach and orache spinach
(garden spinach)

0721.40 - Other vegetables

0721.90 - Mixtures of vegetables.
13
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As the example shows, the Structured Nomenclature can be broken down
into two tiers of subdivisions. A subheading at the first tier which is
further subdivided will not have a corresponding item number (e.g., legumi-
nous vegetables). Second-tier subdivisions will, of course, have their own
subheading number. A first-tier subheading not further subdivided will also
have a unique item number, the last digit of which will be zero (potatoes,
spinach, and so forth). |

This system is capable of being further subdivided for national tariff
or statistical purposes. However, individual countries will have to observe
the hierarchical system and proper nomenclature principles referred to above.
‘In addition, countries using the CCCN will be urged not to use the numbering
arrangement of the Harmonized System where they do not édopt the Structured

Nomenclature.

Where necessary, the Harmonized System, like the four-digit CCCN, will
have its own set of legal notes that will conform to the format of the section
and chapter notes of the CCCN. Similarly, explanatory notes will be provided
for the Structured Nomenclature of the Harmonized System. In all cases, the
legal notes and explanatory notes will be compatible extensions of those of

the CCCN and are not designed to replace them.

Status of the Harmonized System
As of this date, approximately 90 percent of the chapters of the Harmo-
nized System have been reviewed by the Harmonized System Committee, with only
six textile chapters, two steel chapters, and a chapter dealing with miscella-

neous metal products yet to be considered. The schedule of the HSC calls for

completing these remaining chapters before the spring of 198l. Two subsequent

14
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meetings are then scheduled for 1981 to review the entire system for techni-
cal accuracy. After final review, the chapters will Be submitted to the No-
menclature Committee for review during the late 1981 and early 1982 sessions.
It is expected that the entire package, including explanatory notes, will be
submitted to the Council at its June 1983 session. It is further expected
that the Harmonized System will be implemented internationally on January 1,
1985, thus leaving approximately 1-1/2 years for countries to study and con-
vert their current trade nomenclatures to the new system and then to enter
into and complete negotiations under article XXVIII of the GATT modifying

their schedules of trade-agreement concessions.

Outstanding Issues
In addition to the small number of chapters that are yet to be completed

by the Harmonized System Committee, several issues regarding the legal status

of the Harmonized System remain unresolved at this time.

Form of implementation at the international level

The customs administrations represented in the CCC and the HSC contem-
plated from the beginning of the project that the Harmonized System would be
implemented as an amendment to the current four-digit CCCN convention comple-
mented by a nonbinding recommendation to adopt the Structured Nomenclature.
The report of the Study Group stated:

The harmonized system will be based on current and
future correlated versions of the BTN and SITC. The BTN
would continue to be maintained under the provisions of
the current Convention as a separate 4-digit entity. The
more detailed descriptions and codes required for the har-
monized system, i.e., those to 6-digit level, would be
issued as a supplement to the BTN, not under the formal
Convention but for example as a Customs Cooperation Council
Recommended Standard.
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This view was confirmed by a majority of the delegations at the 2lst Session
of the HSC in May=June 1980, when the question was last discussed. At the
request ofttha UsS. delegation, a formal decision by the Council was post=
poned at the June 1980 Council session. Thus, a final decision on the method
of implementing the Harmonized System will not be taken prior to June 1981.
One of the options being considered is implementing the Harmonized System
as a new convention at the six-digit level of detail. Since there is inter=-
national consensus for a convention at least at the four=-digit level, the
issue is whether the appropriate international instrument for implementing the
Structured Nomenclature should be a formal convention or a nonbinding recom=-
mendation. There are advantages and disadvantages to either solution. The
advantages of a convention may be summarized as followaé
(1) It would be a legally binding instrument which would
clearly identify the nature and extent of the required
commitment;
(2) All contracting parties would be identically‘obligated
to use the entire system, thus eliminating the risk of

one contracting party’s using the system to a lesser
extent than any other contracting party;

(3) It would assure statistical comparability among the
contracting parties at the agreed level of product
detail.

The disadvantages are that=-

(1) There would be fewer users because of (a) the difficulties
many countries would have in making a formal commitment to
a convention, and (b) the limited interest by many countries
in detailed product categories;

(2) Updating would be more difficult because of the require-
ments for gmending conventions;

(3) Implementation would be delayed because conventions

do not usually enter into force until a fixed number
of countries have become contracting parties.

16
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The advantages of a recommendation are as follows:

(1) It could be updated more easily than a convention; and
(2) It could be upgraded to convention status after a few
years use, during which unanticipated problems could

be worked out and the degree of international accep-
tance would be determined.

The disadvantages are that—-
(1) It represents only a "pious" hope of acceptance; i.e.,
there is no incentive to follow it since doing so

would confer no rights;

(2) 1t does not recognize the need for reciprocal
commitment;

(3) It is not binding on users;

(4) There would be no assurance of statistical
comparability; and

(5) Nonuniform application is more likely than with a
convention.

Administration and maintenance

The question of how the Harmonized System will be administered and main-
tained after implementation is a very important issue deserving special at-
tention. Normally, the CCC establishes committees of the signatories td ad-
minister and maintain its conventions and recommendations. However, until a
- decision is made as to whether the Harmonized System will be implemented as
a convention or as a convention/recommendation, the question of administration
and maintenance must remain opeﬁ.

| The Nomenclature Committee wiil continue to exist to maintain the CCCN
aé long as there are at least seven contracting parties to that convention.
However, if there is a new Harmonized System convention to replace the‘no-

menclature convention, it would appear that the new convention should be

17
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maintained by a new Harmonized System Committee established by the CCC for
this purpose. If the Harmonized System is implemented as a convention/recom-
mendation, it is contemplated that the four-digit CCCN would continue to be
administered by the Nomenclature Committee while the Structured Nomenclature
would be maintained by a new committee established for that purpose.

In addition, there is a question as to the terms of reference in the ad-
ministration and maintenance of the‘Harmonized System. It is intended to
serve both customs and statistical needs, and the committee or committees
established will need to insure both uniformity and modernization.

Membership.--The Harmonized System Committee would presumably be open
to all user countries. At issue is the status of customs and economic unions
and of those present members of the HSC which are neither countries nor cus-
toms and economic unions (the UNSO, IATA, GATT, and so forth). In recent
years, a number of international conventions have been open to customs and
economic unions as well as to governments. For example, the recently con-

cluded GATT valuation agreement has the European Communities (EC) as a con-

tracting party. Moreover, two recent CCC conventions have contained provisions

enabling the EC to become a contracting party but without the right to vote.
Under normal circumstances, conventions and recommendations of thé Cccc
are restricted to acceptance by countries and customs and economic unions.
If this principle is maintained, those present members of the HSC which are
neither countries nor customs and economic unions will not be able to accede
to a convention or accept a recommendation and be voting members of the Har-

monized System. They could probably participate as observers in working

sessions but not as full voting members in the committee.
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Voting rights.--A persistent problem for the United States in the Harmon-
ized System Committee has been the fact that both the EC and its member states
have voting rights and have adopted the policy of bloc véting. Multiple rep-
resentation by the EC and its member states has given the EC a disproportion-
ate amount of influence in the decisions of the Committee, and it seems diffi-
cult to justify multiple representation in what is essentially a technical
international forum. Perhaps it woﬁld be preferable to restrict voting mem-
bership to those countries or customs and economic unions which have acceded
to the convention or accepted a recommendation, and to preclude membership and
voting rights by both a customs and economic union and its member states while
allowing nongovernmental users of the system to participate in discussions

without the right to vote.

Dispute settlement mechanism

Currently, when a dispute arises between two or more contracting parties
to the nomenclature convention regarding the interpretation or application of
the CCCN, the countries concerned are urged to reach agreement among them-
selves. Classification disputes which are not settled by direct negotiations
are referred to the Secretariat of the Council. After appropriate examination,
the Secretariat submits them to the Nomenclature Committee, which recommends
appropriate solutions.

In the Harmonized System, a similar dispute settlement mechanism would
probably be applied except that the appropriate committee would be that respon-

sible for maintaining the Harmonized System.

Collapsibility

The final issue remaining unresolved concerns whether or not countries

will be required to accept the Harmonized System at the six-digit level or be
19
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able to collapse the level of detail to the first tier of subdivision. The
concept of collapsibility was built into the system to facilitate adoption by
developing countries, which, because of their stage of economic development
and the composition of their trade, would not be willing to accept the six-

digit distinctions of the Harmonized System.
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PART 3. DEVELOPMENT OF U.S. INPUT TO THE HARMONIZED SYSTEM
Activities Prior to the Trade Act of 1974

Following U.S. accession to the Customs Cooperation Council convention
in 1970, the Treasury Department established the Interagency Advisory Commit-
tee on Customs Cooperation Council Matters (IAC) in order to provide a basis
for governmentwide discussion of, and input to, the activities of the U.S.
delegations to the CCC. As stated in its charter, the objectives of the IAC
are--

(1) To provide for the participation of all interested

United States Government agencies in the formulation
of the United States positions with respect to Cus-
toms Cooperation Council matters;

(2) To provide the United States Representative and United
States Delegations to Committees of the Customs Cooper-
ation Council with the benefit of the direction and
assistance of interested Federal agencies; and

(3) To provide a forum wherein Federal agencies may be
informed of actions taken or under consideration by
the Council and its member countries. 1/

Under its first 5=-year charter, the basic membership of the IAC comprised
the Departments of the Treasury, State, Transportation, and Commerce and the
U.S. International Trade Commission (then the Tariff Commission). Other
interested agencies and governmental units participated on an ad hoc basis as
circumstances dictated. 2/

The IAC served as the focal point for U.S. Government activity with

respect to the Harmonized System. It established policy on various issues

1/ U.S. Department of the Treasury, Charter of the Interagency Committee
on Customs Cooperation Council Matters, Reapproval of 1976, p. 2.

2/ When the charter was reapproved in 1976 for a subsequent 5-year period,
the IAC’s basic membership was expanded to include the Department of Agricul-
ture, the Office of Management and Budget, and the Office of the United
States Trade Representative (then the Office of the Special Representative
for Trade Negotiations).
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that arose and offered guidance to the U.S. delegation to the Harmonized
System Committee. Until the Trade Act of 1974 provided for large-scale
technical support by the Commission, much of the input to the IAC was
conducted on a time-available basis by member agencies.

Before 1975 the greater part of the Commission’s activities with respect
to the Customs Cooperation Council centered around the preparation of a draft
conversion of the Tariff Schedules of the United States (TSUS) into the for-
mat of the CCC’s nomenclature, known at the time as the Brussels Tariff No-
menclature. The draft conversion, prepared pursuant to a 1972 Presidential
request, was submitted in 1974 and published in 1975. 1/

The purpose of the draft conversion, as noted in the preface, was ". . .
to aid in considerations relating to possible United States adherance to a
uniform international customs nomenclature." However, the accompanying trans-
mittal meﬁorandums expressed the Commission’s view ﬁhat the draft co