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Preface

This, the 20th report issued by the United States Tariff Commis-
sion on the operation of the trade agreements program, rélates to the
calendar year 1968. The report is made pursuant to section 402(b) of
the Trade Expansion Act of 1962 (76 Stat. 902), which requires the
Commission to submit to the Congress, at least once a year, a factual
report on the operation of the trade agreements program. l/

The principal developments during 1968 that are discussed in
this report relate to actions by the United States affecting its obli-
gations under the trade agreements program, actions initiated by the
Contracting Parties to the General Agreement on Tariffs and Trade to
implement that agreement, and commercial policy develorments in the
major countries with which the United States has trade agreements.

The report was prepared principally by John F. Hennessey, Jr.,

Magdolna Kornis, and Jozef Dolina.

1/ The immediately. preceding report in this series was U,S, Tariff
Commission, Operation of the Trade Agreements Program, With a Special
Chapter on the Kennedy Round, 19th Report, January-December 1967, TC
Publication 287, 1969.. . Hereafter that report will be cited as Opera-
tion of the Trade Agreements Program, 19th report. Other reports of
the Tariff Commission on the operation of the trade agreements program
will be cited in a similar short form.
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Chapter 1

Agreements Program

INTRODUCTION

At the close of 1968 the United States maintained trade-agreement
obligations in force with most of the trading natibns'of the world.
These obligations had resulted primarily from joint membership of the
United States and most of its trading partners in the General Agree-
ment on Tariffs and Trade (GATT). The remaining obligations had been
incurred through bilateral agreements that were still operative between
the United States and certain other couﬁtries; most of these bilateral
trade-agreement partners were in Latin America. During 1968, one
country, Iceland, acceded to full membership in the GATT.

Trade in automotive products continued to increase substantially
between the United States and Canada, owing largely to the agreement
that had been in force for the two countries since 1965. During the
year, one group of workers filed a petition for adjustment assistance
under the Automotive Products Trade Act of 1965 (APTA ), the last to be
filed under this act; after June 30, 1968, such petitions were to be
filed under the provisions of the Trade Expansion Act of 1962 (TEA).
In 1968 the United States continued to participate in the Long-Term
Arrangement Regarding International Trade in Cotton Textiles (LTA);
it also continued to maintain bilateral agreement obligations with 22
countries in connection with its trade in cotton textiles, entering
into new agreeménts or extending existing ones with five of these

countries during the year.
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During 1968 the U.S. Tariff Commission conducted‘two investiga-
tions under the escape-clause provisions oftthe Trade Expansion Act
of 1962 and an investigation uﬁder section 22 of the Agricultural Ad-
justment Act, as amended. The Office of Emergency Preparedness (OEP)
initiated one new investigation and continued two others under the
national security provisions of the TEA. These developments are dis-

cussed in detail in the sections that follow.

STATUS OF U.S. TRADE-AGREEMENT OBLIGATIONS

U.S. trade~agreement obligations in recent years have been both
multilateral and bilateral; the multilaterai obligations have been
contracted through U,S. participation in the GATT, while the bilateral
have béen incurred through U.S. negotiations with individual countries.
Obligations assumed under multilateral arrangements have become pre-
dominant. Those contracted under bilateral agreements have declined,
primarily because of the accession to GATT membership of former bilat-
eral partners of the United States.

At the end of 1968 the United States had trade-agreement obliga-
tions in force with 80 countries, of which 76 had mutual trade-
agreement commitments with the United States as a result of their
common membership in the GATT., Of these nations T4 were full con-
tracting parties to the GATT and the remaining two were provisional
contracting parties. The United States also had trade-agreement oblif
gations in force with four nonmembers of the GATT, by means of

bilateral agreements.



On December 31, 1968, the United States had trade-agreement obli-

gations in force with the following countries:

Argenting
Australia
Austria
Barbados
Belgium
Brazil
Burma
Burundi
Cameroon
Canada
Central African
Republic
Ceylon
Chad
Chile

Congo (Brazzaville)

Cuba g/
Cyprus

Dahomey
Denmark

GATT--Full Contracting Parties 1/

Dominican Republic Kenya

Finland

France

Gabon

Gambia

Germany, Federal
Republic of

Ghana

Greece

Guyans,

Haiti

Iceland 3/

India

Indonesia

Ireland

Israel

Italy

Ivory Coast

Jamaica

Japan

Korea, Republic
of
Kuwait
Luxembourg
Madagascar
Malgwi
Malaysia
Malts
Mauritania
Netherlands
New Zealand
Nicaragua
Niger
Nigeria
Norway
Pakistan
Peru
Poland
Portugal

GATT--Provisional Contracting Parties

Tunisia

United Arab Republic

See footnotes at end of tabulation.

Rhodesia
Rwanda
Senegal
Sierra Leone
South Africa
Spain
Sweden
Switzerland
Tanzania
Togo
Trinidad and
Tobago
Turkey
Uganda
United
Kingdom
Upper Volta
Urugusay
Yugoslavia



Bilateral Trade Agreements L/

Argentina 2/ Honduras 6 Paraguay é/
El salvador 6/ TIceland T Venezuela

l/ Czechoslovakia was also a full contracting party to the General
Agreement; in November 1951, however, with the permission of the Con-
tracting Parties, the United States had suspended its obligations to
that country.

2/ In May 1962 the United States suspended the application of its
trade-agreement rates of duty to all products of Cuban origin, until
such time as the President decided that Cuba was no longer dominated
by the foreign government or foreign organization controlling the
world Communist movement.

3/ Acceded during 1968.

_/ The United States also had in force a preferential agreement with
the Philippines concerning trade and other matters. This agreement
was concluded as a result of special legislation enacted during a tran-
sitional period following the achievement of Philippine independence.
Almost all other agreements were concluded within the framework of the
reciprocal trade agreements program, which was inaugurated by the Trade
Agreements Act of 1934 and continued by the Trade Expansion Act of
1962, (See Philippine Trade Agreement Revision Act of 1955 (69 Stat.
413); T.D. 53965; also Treaties and Other International Acts Series
(TIAS) 3348, U.S. Department of State, Sept. 6, 1955.)

On Oct. 28, 1968, the Governments of the United States and Switzer-
land agreed to the termination of their bilateral trade agreement of
1935, and of certain other agreements supplementing or otherwise af-
fecting this 1936 agreement,

5/ On Dec. 27, 1967, the Governments of the United States and Argen-
tina agreed that the bilateral agreement of 1941 (as amended in 1963)
between the two countries would remain in force until the consolidated
schedule of the United States (schedule XX) had been completed and so
proclaimed by the President of the United States. On Dec. 31, 1968,
this bilateral agreement was still in effect).

é/ The schedules of concessions and the provisions relating to them
in their respective bilateral trade agreements with the United States
were terminated in January 1961 for Honduraes, in June 1962 for El
Salvador, and in June 1963 for Paraguay. .

7/ On Dec. 31, 1968, although Iceland had acceded to full membership
in the GATT earlier in that year, the bilateral trade agreement of
1943 (as amended in 1963 and 1964) between the United States and
Iceland was still in force.

U.S, trade-agreement obligations were not materislly increased

by the accession of Iceland to full membership in the General



Agreement during lg@&; ;/f :Iceland previously had trade-agreement
commitments in effect with the United States, for it had been a. provi-
sional member of the .GATT for-several years before 1968 and has had s
bilateral trade-agreement.in force with the United States since 1943.

During 1968 .a. number :of..countries participated:in the activities
sponsored under the.GeénerdlrAgreement, either on a'de facto basis g/
or under special:arrangement; thereby-establishing Iimited trade-
agreement relétibhﬁibetween'themselvesaand the United States. On De-
cember 31, 1968,~12.countries-=Algeria, Botswana, Congo (Kinshasa),
Equatorial Guinea;chesotho, :Maldive Islands, Mali, Mauritius, Singa-
pore, Southern Yemen, Swaziland, cand Zambia--were applying the General
Agreement onra-detﬁaqtoybasis;kCambodia-had been .participating in the
work of the Contracting Parties 'since November 1958, under a special
arrangement similargtoga'ptovisionéi accession. -

IMPLEMENTATION OF THE UNITED STATES-CANADIAN
AUTOMOTIVE AGREEMENT -
The United States+Canadian automotive agreement provides for

limited free trade between the two countries .in gutomotive vehicles

1/ On Sept. L, 1967, the Contracting-Parties decided that Iceland
could accede fully to the General Agreement, under art. XXXIII.
Tceland did not accede to full membership, howevér, until 1968; this
accession entered into force for,the United States on.Apr. 21, -1968.

2/ In November 1960 the. Contractlng Parties had establlshed a
policy whereby the provisions of ‘the General Agreement could be ap-
plied for a perlod of 2 years, .subject to reciprocity, to a newly
independent country to which, as.a- territory, the General Agreement
had previously been applied. During this 2-year transition period,
the country could. negotiate its future relations with- the contracting
parties to the General Agreement..,In some instances the Contracting
Parties extended the de facto status beyond 2 years.



and original-equipment parts. By December 31, 1968, the agreement had
been in effect for 4 years. 1/

In 1968, two-way trade in automotive products between the United
States and Canada rose to about $5.3 billion, 15 percent over that in
1967 and more than 600 percent higher than the 1964 total. Canadian
imports of automotive products from the United States in 1968 were
valued at $2.7 billion, representing an increase of 35 peicent over '
those in 1967 and more than 300 percent above the 1964 level. United
States automotive imports from Canada increased sharply to $2.6 bil-
lion in 1968, representing a gain of about 63 percent over the imports
in 1967 and more than 3,300 percent over those in 1964, when such im-
ports émounted to only $76 million. The net U.S. balance of trade in
automotive products in 1968 was calculated at about $164 million,
which was only 37 percent of the corresponding figure for 1967 and 28
percent of that for 196k4. 2/

The Automotive Products Trade Act of 1965 3/ contained provisions
for firms or groups of workers to apply for adjustment assistance to
offset dislocations resulting from the implementation of the act.

When these provisions for adjustment assistance expired on June 30,

.£7fFor details on earlier implementation of the agreement, see Qper-
ation of the Trade Agreements Program, 17th, 18th, and 19th reports.

g/*The trade data given in this section relate to United States-
Canadian trade in all automotive products--both those that were duty
free under the agreement and those that were dutiable (e.g., replace-
ment parts). Data used are the official import statistics of both
countries.

3/ This act granted the President of the United States the authority
to carry out the automotive agreement.




1968, 1/ petitions had been filed by 21 groups of workers. Certifi-
cates of eligibility for such assistance were granted in 1k of these
'cases (the remaining seven petitions were denied), affecting more
than 2,500 workers in six States.
United States and Canadian Production and Trade
in Automotive Products

During 1968, production in the U,S. automotive industry increased
for the first year since 1965, although it was still below the total
1965 output. Employment in the United States automotive industry
rose to a record high in 1968, after falling off somewhat in 1967.
Canadian automotive production and employment continued to increase
annually, reaching record high levels in 1968.

United States production of motor vehicles totaled 10.8 million
units in 1968, which was about 20 percent higher than the low £otal
for 1967 but about 3 percent below the 1965 figure. Canadian produc-
tion of motor vehicles in 1968 amounted to almost 1.2 million units,
a record high, which was about 25 percent above the 1967 level and
60 percent above that of 1964. In 1968 the Canadian share in the
aggregate number of motor vehicles produced in the two countries was
nearly 10 percent, the same as in 1967, compared with 7 percent in

196k, 2/

}/ After June 30, 1968, workers or firms claiming injury as a result
"of the automotive agreement were to file petitions for adjustment as-
sistance under the provisions of the Trade Expansion Act of 1962,

g/ The Canadian share of the combined two-country output of motor
vehicles was materially less than the percentages indicated, since
Canadian-assembled vehicles contained a substantial proportion of
parts and accessories manufactured in the United States, while vehicles
assembled in the United States contained only a negllglble prOPOTt‘On
of parts and accessories made in Canada.




The average monthly employment in the United States motor vehicle
industry increased to 903,000 workers in November 1968, representing
a gain of almost 6 percent over the total employed in November 1967
(the figure for 1967 was depressed because of a strike in the industry
during the fall of that year), approximately the same as in November
1966, and nearly 13 percent above the level of November 1964. The
average monthly employment in the Canadian automotive in&ustry rose
to almost 91,000 workers, slightly above the November levels in the
3 preceding years but more than 20 percent higher than the number em-
ployed in November 196k.

The total two-way trade in automotive products between the United
Stateé and Canada was valued at more than $5.3 billion in 1968, com-
pared with almost $3.6 billion in 1967 and $735 million in 1964, Al-
though exports of automotive prbducts both from the United States to
Canada and from Canada to the UnitedAStates increased substantially,
Canadian exports rose much more, proportionally. The demand for auto-
motive products has grown more rapidly in Canada than in the United
Stateé, but the principal cause of the Canadian export éxpansion has
been the implementation of the automotive agreement with the United
States.

Canadian imports of motors, vehicles, and parts from the United
States were valued at more than $2.7 billion in 1968, compared with -
$2.0 billion in 1967 and $659 million in 1964, Of these totals,
parts and accessories alone accounted for $1.7 billion in 1968, al-

most $1.3 billion in 1967, and $597 million in 1964. The total



United States imports of motor vehicles and parts from Canada soared
to a high value of nearly $2.6 billion in 1968, however, compared with
‘nearly $1.6 billion in 1967, and only $76 million in 1964. As a re-
sult the nét United States balance in automotive trade with Canada was
reduced to $164 million in 1968, compared with $439 million in 1967,
and $583 million in 196k. 1/ Meanwhile, the customary United States
surplus in total trade with Canada changed from a positive balance of
more than $500 million in 1964 to a deficit of more than $900 million
in 1968.

In 1968 Canada continued as the principal foreign market and
chief supplier for the United States with regard to trade in auto-
motive products. During that year Canada took about 67 percent of
U.S. exports of these products, compared with about 37 percent in
196L4. At the same time, Canada supplied about 60 percent of s'uch U.S.

imports, in contrast to only 11 percent in 196k,

E] United States and Canadian statistics on United States-Canadian
trade in automotive products differ materially. These differences
arise largely from the fact that both countries measure imports that
enter duty -free under the agreement more carefully than they measure
exports that enter the other country duty free. United States import
statistics on such trade, for example, are prepared in accordance
with the import classifications established by the Automotive Products
Trade Act, which identify all free entries resulting from the agree-
ment. United States export classifications, however, do not separately
identify some exports of automotive parts. Hence, statistical series
on the United States export trade balance in automotive products with
Canada differ, depending on whether they are based on United States
" data, Canadian data, or a combination of the two. The figures in the
text were derived from United States and Canadian import statistics.
For other series, see Second Annual Report of the President to the. .
Congress on the Operation of the Automobile (sic) Products Trade Act
of 1965, U.S. Senate, Committee on Finance, May 21, 19638, and Third
Annual Report, July 17, 1969.
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Action on Petions Filed

Under the.Automotive Produéts Trade Act of 1965, firms or groups
of workers could apply to the Automotive Agreement Adjustment Assist-
ance Board to be compensated for dislocations attributable to the im-
plementation of the act. During 1968 no firms and only one group of
workers filed petitions fof assistance under the act. After June 30,
1968, petitions from groups of workers requesting determination of
their eligibility to apply for adjustment assistance were handled
under the TEA of 1962, and no longer under the special provisions of
the APTA.

The last of the APTA investigations and the only one instituted
in 1968 was filed wifh the Board in January by the International Union,
United Automobile Workers (UAW), of Detroit, on behalf of a group of
workers at the C. M. Hall Lamp Co., Detroit, Mich.; the Tariff Commis-
sion made its report in March 1968 and a supplemental report in April,
after which the Automotive Board, in May, found this group not eli-
gible for adjustment assistance. }/ In 1968 the Board also made de-
terminations in connection with three petitions filed late in 1967,

In one of these cases, the Board determined that the operation of the

agreement had been the primary factor causing the actuwal or threatened

}/ Petitions from groups of workers were filed with the Automotive
Agreement Adjustment Assistance Board, comprising the Secretaries of
Commerce, Labor, and the Treasury. The President had delegated to the
Board the responsibility of determining the eligibility of petitioners
for adjustment assistance. 1In accordance with the act, the Tariff Com-
mission was requested by the Board to conduct an investigation of the
facts relating to each petition and to prepare a report which would
assist the Board in making its determination.
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unemployment :or underemployment of the petitioning workers, and certi-
fied the petitioners as eligible for adjuétment assistance; &/ in the
other two cases, the Board determined that thg operation of the agree-
ment had not been the primary factor and therefore found the peti-
tioners not to be eligible for adjustment assistance. g/

Between 1965 and July 1, 1968, 21 groups of workers filed peti-
tions for adjustment assistance under the APTA, Seven petitions were
denied by the Automotive Board, but certifications of eligibility for
assistance were issued in the other 1l cases, affecting more than
2,500 workers in six States. Of these workers, about 1,950 had
actually received weekly payments by July 1, l968.v Through December
1968, payments for adjustment assistance totaled approximately $3.8
million. 3/ During the entire 1965-68 period, no petitions for

assistance were submitted by firms. E/

1/ Petition filed by the International Union, UAW, Local No. 31k,
on behalf of a group of workers at the Long Manufacturing Division of
the Borg-Warner Corp., Detroit, Mich., in November 1967.

2/ Petitions filed by (1) the United Glass & Ceramic Workers of
North America, AFL-CIO-CLC, on behalf of a group of workers at Works
No. k4, the Pittsburgh Plate Glass Co., Ford City, Pa., in November
1967, and (2) the United (lass & Ceramic Workers of North America,
AFL-CIO-CLC, on behalf of a group of workers at Works No. 1, the
Pittsburgh Plate Glass Co., Creighton, Pa., in November 1967.

3/ Included in this amount was $61,000 for training allowances for
workers. The APTA provided that assistance to workers could consist
of unemployment compensation (trade readjustment ), training, and relo-
cation allowance.

ﬂ/ Adjustment assistance to firms could be in the form of technical,
financial, or tax assistance.
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PARTICIPATION IN THE LONGLTERM COTTON
TEXTILES ARRANGEMENT

During 1968 the United States continued its particiéation in the
Long-Term Arrangement Regarding International Trade in Cotton Tex- -
tiles. }/ No new accessions to the LTA took place during the‘year,
the total membership remaining at 31 nations. The United States also
maintained bilateral agreements concerning textiles with .22 countries,
the majority of which were also participants in the LTA. New agree-
ments or extensions of existing ones entered into force during the
year between the United States and five of these countries.

The long-term arrangement was negotiated under the sponsorship
of thé GATT; it was designed to provide for the orderly growth of
world trade in cotton textiles by promoting the expansion of exports
of these commodities from de&eloping countries, while at the same
time avoiding disruption of the markets and lines of production of
countries that import substantial quantities of cotton textiles. The
LTA originally entered into force for a period of 5 years beginning
October 1, 1962; during 1967 it was extended beyond the initial ex-
piration date for a 3-year period, i.e., until September 30, 1970.

On December 31, 1968, the followingﬂcountries were participants

in the LTA:

T/ For a more detailed account of the history and provisions of the
LTA, see Qperation of the Trade Agreements Program, 15th, 16th, 1Tth,
18th, and 19th reports.
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Group I--Indﬁstfialized Countries

Australis Finland Netherlands
Austria France Norway
Belgium Germany, Federal Republic of  Sweden

Canada Ttaly United Xingdom
Denmark Luxembourg United States

Gfoup II—;Developing Countriéé

China, Republic Israel Poland

of (Taiwan) Jamaica Portugal
Colombia Korea, Republic of Spain
Greece Mexico Turkey
Hong Kong Pakistan United Arab
India ‘ Republic

Group ITI~-Industriaglized Exporter Country

Japan
Colombia, Mexico, and the Republic of China were not contracting
parties to the GATT.
At the close of 1968 the United States was imposing 17 re-.
straints l/ under article 3 of the LTA, involving imports of cotton
textiles under 18 categories entering from eight countries (Argentina,

Brazil, Honduras, Hungary, Malaysia, Romania, Trinidad and Tobago,

2/ A restraint is defined as a restriction of imports of cotton tex-
tiles classified in a specified category or group of categories from
a single country to the level requested by the importing country.
Thus a country may impose more than one restraint against imports from
a given country at one time. Under the LTA, trade in cotton textiles
has been subdivided into 64 categories for administrative purposes.
Under art. 3, a participant in the LTA whose market is experiencing,
or is threatened with, disruption by imports of cotton textiles may
request another participant to restrict its exports of such products
to a designated level; the minimum annual level that may be requested
is the equivalent of actual exports (or imports) of the products con-
cerned during the year terminating 3 months before the month in which
the request is made. If the exporting country does not comply with the
request within 60 days, the importing country is authorized to restrict
. entry of the products concérned to the level requested, i.e., to impose
a8 restraint.



1k

and Tunisia). At the beginning of 1968, lélsuch restraints were
being imposed, involving impor£s under 18 categories entering from
three countries (Brazil, Malaysié, and Romania). No restraints under
article 3 were imposed against U.S.'exports of cotton textiles during
1968.

During 1968 the United Stétes continued to maintain bilateral
agreements concerning cotton textiles with 22 other counfries. Ex-
tensions or new agreements entered into force during the year for
five of these countries (Colombia, Japan, Philippines, United Arab
Republic, and Yugoslavia). Nearly all of the bilateral agreements
contained overall limitations affecting U.S. imports of all 6L cate-
gories of cotton textiles 1/ and fixed specific ceilings on U.S. im-
ports of certain cotton textiles from the various countries concerned.
For the most part, the agreements were éffective for periods ranging
from 1 to 4 years. The agreements provided for an annual increase
of 5 percent in the import quotas and generally authorized the trans-
fer of quotas, to the extent of about 5 percent, from one category to
another. During 1968 most of the restrictions on imports of cotton
textiles into the United States were imposed in accordance with the

terms of these bilateral agreements. g/.

1/ The agreements with India, Italy, and Japan limited only certain
categories.

2/ Pursuant to art. 4 of the LTA, bilateral agreements could be con-
cluded either between LTA participants or between participants and
nonparticipants, providing the terms of the agreements were compatible
with the basic aims of the multilateral arrangement.
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The countries with which the United States had bilateral agree-

ments concerning cotton textiles at the end of 1968 were as follows:

China, Republic Jamaica, Poland
of 1/ Japan 2/ Portugal
Colombia 1/2/ Korea, Republic Ryukyu Islands 1/3/
Greece of Singapore 3/
Hong Kong Malta . Spain
India Mexico 1/ Turkey
Israel Pakistan : United Arab Republic 2/
Ttaly Philippines 1/2/3/ Yugoslavia 2/

Not a contracting party to the GATT.
Latest agreement entered into force during 1968.
Not a participant in the LTA.

B

In 1968, U.S. imports of cotton textiles of the type covered by
the LTA were equivalent l/ to more than 1.6 billion square yards of
cloth, in comparison with 1.5 billion in 1967 and the record 1.8 bil-
lion in 1966. The greatest proportional increase in 1968 occu}red in
the imports of cotton yarn, from an equivalent of 170 million square
yards in 1967 to 229 million in 1968, or by nearly 35 percent. In *.
1968, U.S. imports of cotton wearing apparel were more than 8 percent
higher than in 1967, while those of cotton fabrics were only slightly
higher. ‘

During 1968, as in preceding years, U.S. imports of textiles of
synthetic (manmade) fibers continued to increase. In that year such
imports were nearl& as large (88 percent) as total imports of cotton
textiles, in terms of quantity; in 1964, the corresponding ratio was

30 percent.

E/’Frequently, The statistics on U.S. general imports of cotton tex-
tiles are reported in units other than square yards, such as number
or pounds, or in metric measures. For comparative purposes, the U,S,

Department of Commerce has converted such statistics into their
square-yard equivalents, using a uniform set of conversion factors

for items not reported in square yards.
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Synthetic-fiber textiles and wool textiles, although competitive
with cotton textiles, were not subject to import restraints. Because
of the growing competition of synthetic-fiber textiles with cotton
textiles, however, textile interests in the United States considered
requesting the GATT negotiators to explore the possibiliities for
widening the base of the LTA to include textiles of manmade fibers

and of wool.

GOVERNMENT ACTIONS AFFECTING TRADE-AGREEMENT ITEMS

During 1968 the Tariff Commission conducted two investigations
under the escape-clause provisions of the Trade “xpansion Act of 1962,
as well as one investigation under section 2z of the Agricultural Ad-
justmént Act, as amended. Meanwhile, the Office of Emergency Pre-
paredness conducted three investigations under the national security
provisions of the TEA,

Certain U,S., legislative provisions have suthorized the imposi-
tion of import restrictions (1) to protect domestic industries being
injured by increased imports resulting from trade-agreement conces-
sions, (2) to prevent interference with agricultural progreams of the
U.S. Government, or (3) to prevent the impairment of national security.
Furthermore, governmental assistance of various types has been made
availaeble through other provisions to firms or groups of workers that
establish that they have been injured by increased imports resulting
from trade-agreement concessions. Generally, an investigation by an
agency of the Federal Government is required before imports can be

restricted or adjustment assistance granted; the procedures invoked
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vary with the relevant statutes. A number of such investigations
were conducted during 1968. The circumstances relating to these in-

vestigations are discussed in the remainder of this chapter.

The Escape Clause ;/

During 1968 the Tariff Commission concluded two investigations
(initiated in 1967) under the escape-clause provisions of trade-
agreement legislation; it also made several reports that reviewed the
economic condition of industries producing articles for which escape-
clause actions were in effect. Escape-clause investigations are con-
ducted under the provisions of section 301(b) of the Trade Expansion
Act of 1962; g/ during 1968 these two investigations were concluded
under the provisions of section 301(b)(1) of the TFA and were con-

cerned with the articles shown below: 3/

Petition Investigation

Article received concluded
Barbers' chairse---------- July 21, 1967 Jan. 22, 1968
BroOmMCOTN === mmm——— e e Sept. 27, 1967 Mar. 25, 1968

In both of these investigations the Commission unanimously found that

the articles in question were not being imported, as a result in

1/ since 1943 all trade agreements concluded by the United States
have included a safeguarding provision commonly known as the standard
escape clause. This clause provides, in essence, that either party
to a trade agreement can modify or withdraw its concessions if in-
creased imports resulting from the concessions cause or threaten
injury to the domestic industry producing like or directly competi-
tive articles.

g/ For a detailed account of the provisions of the TEA and the Ex-
ecutive orders establishing procedures for its operation, see the
appendix to Operation of .the Trade Agreements Program, 1T7th report.

§/ For more detailed information, see Fifty-second Annual Report of
the U.S. Tariff Commission, TC Publication 273, 1963, pp. 1-3.
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major part of trade-agreement concessions, in such increased quanti-
ties as to cause or threaten sérious injury to the domestic industry'
producing like or directly competitive articles.

During 1968 the Tariff Commission submitted two annual reports
to the President, under the provisions of section 351(d)(1) of the TEA;
this seétion of the act requires the Commission to report annually to
the President on developments in domestic industries in Qhose behalf
escape-clause action had previously been taken. }/ The articles on
which those reports were made and the dates on which the reports were
submitted to the President were as follows:

Wilton, Brussels, velvet, and tapestry

carpets and rugs---~=-m=m-mmecemcmccecc—ceaoao Sept. 5, 1968
Sheet glass (blown or drawn flat glass )----- Sept. 9, 1968

Action Under Section 22 of the Agricultural
Adjustment Act

In 1968 the Commission conducted an investigation under section
22 of the Agricultural Adjustment Act, as amended, on the imports of
certain dairy products. Under section 22 of that act, the President
is authorized to restrict imports of any agricultural commodity, by
imposing either fees or quotas within specified limits, whenever such
imports render or tend to render ineffective, or materially interfere
with, programs of the U.S. Department of Agriculture relating to

agricultural commodities or products. thereof. . In addition, the

1/Secs. 351{d)(2) and (3) require the Commission, under specified
circumstances, to advise the President of the probable economic ef-
fect on the industry concerned of a reduction or termination of an
escape action taken by him pursuant to these sections or sec. T of
the Trade Agreements Extension Act of 1951.
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Tariff Commission is required, under section 22, to conduct an investi-
gation, when so directed by the President, and to make a report and
recommendation to him.

On June 10, 1968, the President requested the Commission to con-
duct an investigation under subsections (a) and (d) of section 22 of
the Agricultural Adjustment Act, as amended, to determine whether con-
densed and evaporated milk and cream, certain ;heeses, various choco-
late and cocoa items, and certain butterfat-sugar mixtures were being
imported, or were practically certain to be imported, into the United
States under such conditions and in such quantities as to render or
tend to render ineffective, or materially interfere with, the price-
support proérams of the U.S. Department of Agriculture for milk and
butterfat, ér to reduce substantially the amount of products processed
in the Uﬁited States from domestic milk and butterfat. The Coﬁmis-
sion's report was submitted to the President on December 20, 1968.

The Commissioners agreed that there had been material interfer-
ence, or practical certainty of such interference, with the aforemen-
tioned price-support programs of the U,S, Department of Agriculture
from imports of condensed and evaporated milk and cream and of
butterfat-sugar mixtures. The Commissioners had differing opinions
regarding imports of certain cheeses and of chocolate and cocoa items.

Their recommendations differed on the type and extent of the quotas
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assigned to these various imported products? l/

National Security Investigations

During 1968 the Office of Emergency Preparedness initiated one
new investigation under the national security provisions of the Trade
Expansion Act of 1962. It also continued work on two others that had
Abeen started before 1968. The OEP had not concluded these three
iﬁvestigations by December 31, 1968.

Under section 232 of the TEA, the Director of the OEP, upon the
réquest of the head’of any departmeﬁt or agency, upon the épplication
of éﬁ interested party, or upon his own motion, is required to conduct
an invéstigétion to determine the effects of imports of an article
upon the nationai security. If he is of the opinion‘that imports of
such én article are threatening to impair the national security, he
is to advise the President accordingly; if the President is in agree-

ment, he is required to take whatever action may be necessary to

control the éntry of such an article.

1/ For a detailed description of the findings and recommendations of
the U,S, Tariff Commission on imports of these articles, see the Com-
mission's report entitled Certain Dairy Products: Report to the Presi-
dent on Investigation No. 22-27 Under Section 22 of the Agricultural
Adjustment Act, as Amended, TC Publication 2T7h, 1963 (processed ).

On Jan. 6, 1969, the President, acting upon the investigation and
report of the Tariff Commission, issued Proclamation 388k, amending
pt. 3 of the appendix to the Tariff Schedules of the United States
with respect to the importation of agricultural commodities. The
proclamation placed limitations on imports of additional dairy prod-
ucts into the United States, setting annual quotas, effective Jan. 1,
1969, on the importation of the types of dairy products involved.
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On June 8, 1968, the Director of the OEP announced an investiga-
tion to determine whether imports of ferroalloys E/ and related prod-
ucts were threatening to impair the national security. Application
for the investigation had been filed by the committee of producers of
these products. By December 31, 1968, this investigation was still
in progress.

In addition, two investigations which had been initiated by the
OEP (then the Office of Emergency Planning) before 1968 were still in
progress at the close of the year. One, initiated in April 1967, was
concerned with the national security implications of controls on im-
ports of asphalt and on asphalt produced from imported crude and un-
finished oils; g/ it followed an earlier review which had led to the
conclusion that the national security would not be impaired by a lib-
eralization of the controls on the importation of asphalt for ﬁse
without further refining. The other investigation was concerned with
the effect of imports of textiles on the national security; it had
been initiated in June 1961 by the Director of the Office of Civil and
Defense Mobilization (a predecessor of the OEP), under the provisions

of section 8 of the Trade Agreements Extension Act of 1958.

1/ Ferroalloys are utilized principally in the production of special
grades of steel. S
.Ug/ For a more detalled discussion of this investigation, see Opera-
tion of the Trade Agreements Program, 19th report (processed ), pp. 27-
29.







Chapter 2

Operation of the General Agreement on Tariffs and Trade

INTRODUCTION

This chapter describes the principal developments in 1968 relating
tovthe‘GeneraltAgreement on Tariffs and Iréde (GATT) and its agencies.,

The activities of the Contracting Parties 1/ to the GATT in 1968
differed greatly from those in 1967. While in 1967 these activities
were concentrated on the completion of the Kennedy Round of tariff
negotiations, in 1968 they were mainlyldevoted to the preparatory
work for further advances in trade liberalization and to the foreign-
trade problems of developing countries. In addition, certain urgent
problems that arose in the course of the year, including the ﬁonetary
difficulties and severe balance-of-payments crises of certain GATT
members, had to be dealt with by the appropriate GATT aéenciesT g/

The Contracting Parties held their 25th Session in Geneva; in
November 1968. At the session they took the following major actions:

- Reviewed measures to expand and liberalize international
trade in agricultural and industrial products;

Resolved to take prompt steps to improve the trade position
of developing countries;

Considered action to remove or reduce nontariff and para-
tariff barriers to trade; .

1/ The term "contracting parties,” when used without initial capi-
tals (contracting parties) refers to member countries acting indi-
vidually; when used with initial capitals (Contracting Parties), it
refers to the member countries acting as a group.

g/ The 25th Session of the Contracting Parties, the Council of
Representatives, and several working parties, committees, and groups
especially assigned to study and report on specific subjects related
to the objectives of the General Agreement.

23
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Established a Committee on Antidumping.Practices;

Reviewed quantitative restrictions maintained by GATT members;

Approved walvers permitting some GATT members to continue
their preferential tariff treatment of certain specified
imported commodities;

Approved the trade arrangement between India, the United
Arab Republic, and Yugoslavia, subject to certain

reservations.

On January 1, 1968, the full membership of the GATT consisted of

T5 contracting parties.

Iceland acceded to the General Agreement

during 1968, and at the end of the year the following T6 countries

were full contracting parties to the agreement:

Argentina
Australia

Austria

Barbados

Belgium

Brazil

Burms,

Burundi

Cameroon

Canada,

Central African Republic
Ceylon

Chad

Chile

Congo (Brazzaville)
Cuba :

Cyprus

Czechoslovakia

Dahomey

Denmark

Dominican Republic

Finland

France

Gabon

Gambia

Germany, Federal
Republic of

Ghana

Greece

Guyana
Haiti
Iceland
India
Indonesia
Treland
Israel
Ttaly
Ivory Coast
Jamaica
Japan
Kenya
Korea, Republic of
Kuwait
Luxembourg
Madagascar
Malawi
Malaysia
Malta
Mauritania.
Netherlands
New Zealand
Nicaragua
Niger
Nigeria
Norway
Pakistan
Peru
Poland

Portugal
Rhodesia
Rwanda

Senegal

Sierra Leone
South Africa
Spain

Sweden
Switzerland
Tanzania

Togo
Trinidad and Tobago
Turkey

Uganda

United Kingdom
United States
Upper Volta
Uruguay
Yugoslavia
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At the close of 1968, two othér countries-~Tunisia and the United
Arab Republic--continued their provisional membership, and one country--
Cambodia--participated in the work of the Contracting Parties under a
special arrangement. In 1968 two additional States, Colombia and
Romania, applied for provisional membership. Moreover, 12 countries--
Mgeria, Botswana, Congo (Kinshasa), Equatorial Guinea, Lesotho, Mal-
dive Islands, Mali, Mauritius, Singapore, Southern Yemen, Swaziland,
and Zambia--were benefiting as independent States from a de facto
application of the General Agreement pending the formulation of their
future commercial policies. The provisions of the GATT had previously
been applied to these States inasmuch as they had been dependent areas
of member States.

In all, therefore, at the end of 1968, 91 nations were using the
provisions of the General Agreement as the basis for their mutﬁal

trading relations.

ACTIVITIES IN THE INTEREST OF DEVELOPING COUNTRIES

During 1968 the Contracting Parties continued their efforts to
further devélop and implement the programs to improve the trade posi-
tion of less developed countries (LDC's). These efforts were de-
scribed in the reports submitted to the Contracting Parties at their
25th Session by the Committee on Trade and Development, the joint
‘advisory group on the International Trade Center, the Trade Negotia-
tions Committee of Developing Countriés, and the special group on
tropical products. The reports were adopted by the Contracting

Parties.



26

No special achievements could be noted‘during the year in the
work of the Contracting Partieé regarding general tariff preferences
_for developing countries. Of several contracting parties currently
applying such»preferences,only two~-Australia and Ttaly--submitted
annual reports required by the General Agreement. These reports are

sumarized in the section dealing with reports under GATT waivers.

The Committee on Trade and Development
The basic topics of the report of the Committee on Trade and

Development are summarized below.

Implementation of part IV of théAéehéréi Aéféeménf-}/

fhe Committee noted that nine contracting parties had not yet
accepted the protocol introducing part IV and that seven of these
parties, including one important develbped country, had given no indi-
cation of their intention concerning the acceptance of the protocél. g/

In the course of a general review of the implementation of part
IV, the developing countries expressed appreciation for the positive
measures to this end taken by the deveioped countries. They cautioned,
however, that much still remains to be done to achieve the objectives
of part IV, in view of the continued deterioration of the trade of

the developing countries with the developed countries. The latter

E/ For the contents of the three new articles in pt. IV (arts. XXXVI,
XXXVII, and XXXVIII), see Operation of the Trade Agreements Program,
17th report pp. 29-32.

g/ According to the statement made by the Chairman of the Contracting
Parties at the 25th Session in November 1968, at which the report of
the Committee on Trade and Development was adopted, there remained
only five contracting parties that had not yet accepted the protocol
on pt. IV.
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continued to apply import restrictions on the processed and semi-
processed primary products of the developing countries. Apprehension
was expressed concerning the harmful effects of present and future
measures of agricultural protection and subsidies invoked by the de-
veloped countries against the commodities of the developing countries.

Residual import restrictions affecting expdrts of developing
countries

At its 1lth session, held in June 1968, the Commitfee agreed that
the group on residual (import) restrictions should work on the basis
of an up-to-date list of import restrictions affecting products of
export interest to developing countries. Such a list was prepared by
the Secretariat. The group had discussions with 13 developed coun-
tries which apply restrictions. The report of the group indicated
that, while some progress had been made in the past year in thé elimi-
nation of restrictions, the number of products subject to restrictions
in some developed countries was still considerable. On the sugges-
tion of the group, the Committee agreed to revert to the subject of
residual restrictions affecting exports of developing countries after
the close of the 25th Session and to review the problem in the light
of the outcome of the discussion on the proposal by New Zealand con-

cerning residual restrictions in general.

Members of the Committee representing developed countries con-
firmed the intention of ‘their governments to apply the principle of

nonreciproéity in trade negotiations with developing countries as
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embodied in part IV of the General Agreement. They noted, however,
that this principle does not relieve developing countries from the
obligation to make certain contributions for the benefits received if
such contributions are not inconsistent with thelr trade and financial
needs. The Committee discussed the principle of nonreciprocity and
certain of its members stressed the fact that there was need for a
more precise interpretation of paragraph 8 of article XKVI. }/ The

Committee agreed that this question should be further considered.

Tariff reclassification for liberalization of imports

At their 24th Session in 1967 the Contracting Parties had urged
the developed countries to classify separately in their tariffs those
products for which developing countries sought further tariff conces-
sions or duty-free entry. The developed countries had already under-
taken some of this classification during the Kennedy Round negotia-
tions. Since that time, additional classifications had been completed,
particularly in regard to hand-made and hand-loomed products. Some mem-
bers of the Committee noted that this separate classification was use-
ful not only in the tariff field but also in relgtion to other actions
of commercial policy, such as the discontinuation of import restric-
tions. The Committee took note of the technical aspects of tariff
reclassification carried out by the United Nations Conference on Trade

and Development (UNCTAD) in cooperation with the Customs Cooperation

l/'Par. 8 of art. XXXVI reads: "The developed contracting parties
do not expect reciprocity for commitments made by them in trade nego-
tiations to reduce or remove tariffs and other barriers to the trade
of less developed contracting parties.”
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Council. Tt also invited the contracting parties to supply informa-~
tion on this subject in their reports on the implementation of part

N'

Spééial-tériff problém

At their 2hﬁh Session in 1967 the Contracting Parties had agreed
on a series of studies concerning tariffs and other trade problems of
developing countries. In 1968 the Secretariat started two prelimi-
nary studies, one on differential tariff rates for processed goods
of developing countries and the other on the effects of specific
duties on thé exports of those countries. The first study examines
the effect of tariff rates in the major import markets on copper and
copper products at different stages of processing. The second study
shows that, with respect to some products, the burden of specific
duties is greater on imports from developing countries than on im-
ports from developed countries. The Committee agreed that the Secre-
tariat should continue with studies of this nature. |

Joint Advisory Group on International
Trade Center

" Under the arrangement agreed upon at the 2hth Session of the
Contracting Parties in 1967, the International Trade Center had
operated since the begimning of 1968 as a joint UNCTAD-GATT agency.
"As a consequence, the activities of the center expanded considerably. -
They were mainly concentrated in such.fields as market information
service, é.tfaining program for developing countries, publication

of periodicals (International Trade FOﬁUM) and pamphlets useful for
2

i
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these countries, and the trade promotion adﬁisory service. The uni-
- lateral contributions made by a number of developed countries greatly
assisted the center invimplementihg its program. In 1968 the Swedish
Government alone financed several programs of great importance tb
developing countries.

The first meeting of the Jjoint -advisory group, attended by ex-
perts and advisers from many countries and intergovernmental organi-
zations, was held in May 1968. The participants approved the work
program of the International Trade Center and made certain recommenda-
tions to improve and expand its activities.

Trade Negotiations Committee of Developing
Countries

Before the 2L4th Session of the Contracting Parties in 1967 the
Trade Negotiations Committee of Developing Countries had been estab-
lished to promote the expansion of mutual trade betweén those coun~
tries, especially to»prepare for the trade negotiationé among them.
The Committee, headed by the Director-General of the GATT, has con-
centrated on making arrangements for the exchange of information
needed by participating countries, especially on preparing their
indicative lists of products that might be traded. In 1968 it held
several meetings at which a number of countries not parties to the
GATT participated. Also, consulfations were heid on the exchange of
information concerning trade patterns éf éarticular countries and
their import policies and tariffs. The Commitfee focused ifs atten-

tion on assisting participating countries to explore the possibilities
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of a reciprocal exchange of trade concessions. In October 1968 the

participating countries agreed to continue the work of the Committee.

Special Group on Trade in Tropical Products

The special group on trade in tropical products, originally es-
tablished by the Council of Representatives in 1962, was requested
late in 1967 to examine various problems affecting trade in tropical
products, especially the incidence of revenue duties and internal
charges on trade in such products. In 1968 its attention was given,
on a priority basis, to tea, coffee, cocoa, bananas, oilseeds, vege-
table oils, and spices. The Secretariat also undertook studies of
the problems relating to trade in such products and arranged consulta-
tions with a number of exporting and importing countries to identify

the specific issues raised by the group.

ACTIONS RELATING TO OBLIGATIONS UNDER GATT

The basic objectives of the GATT have been the reduction of cus-
toms duties, the dismantling or the lowering of other barriers to
internationgl trade, and the elimination of discriminsgtory practices
in that trade. Under certain circumstances, however, the General
Agreement allows contracting parties to act in a manner inconsistent
with these objectives. Thus, article XIT authorizes a contracting
party to apply quantitative import restrictions to safeguard its
'ba.lance of payments and its external financial position. Similarly,
article XVIII permits developing countries to apply protective duties

and other measures to facilitate their development programs. Articles
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XIX and XXVIII authorize the withdrawal or modification of tariff
concessions if designated conditions exist. Moreover, article XXV
authorizes the Contracting Parties "in exceptional circumstances not
elsewhere provided for" to grant a member country, by two-thirds vote,
a waiver of any obligation imposed on it by the General Agreement.

Contracting: parties applying import restrictions under articles
XII or XVIII are required to consult with the Contracting Parties
annually or biennially. Waivers have generally been granted for a
fixed period of time, but have frequently been extended. Major
actions relating to the contracting parties' obligations under the
General Agreement are summarized below.

Import Restrictions for Balance-of=-Payments or
Economic Development Purposes

In November 1968, 22 contracting parties were applying quanti-
tative import restrictions under articles XII or XVIII of the Gen-
eral Agreement. Between January and November 1968, 11 of these
countries consulted with the committee on balance-of-payments re-
strictions regarding the nature, extent, and justification of such
restrictions. Pursuant to the provisions of article XV of the
General Agreement, earlier during the year each of the contracting
parties concerned had held similar consultations with the Interna-
tional Monetary Fund.

At its consultations the committee on balance-of-payments re-
strictions studied the reports from the countries concerned and

from the International Monetary Fund., The reports of the Fund
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contained detailed analyses of the economic situation of the coun-
tries. The GATT committee gave particular attention to the gquestion
of whether or not the individual countries applied the restrictions
in conformity with their obligations under the General Agreement.
The Internaticnal Monetary Fund found improvement in either the
fingncial situation or the general economic performance in more than
half of the consulted countries, and the committee on balance-of-
payments restrictions noted the liberalization of quantitative im-
port restrictions in about half of these countries.

At their 25th Session the Contracting Parties adopted the re-
ports of the committee on balance-of-payments restrictions in re-
spect to all the consulted countries, thus indicating their consent
to continue the restrictions. The contracting parties involvgd in
the consultations, the authority under which the consultationé were
conducted, and the dates on which the consultations were held are

given below:

Date consultation

GATT authority was held or com-

Country (article No. ) pleted

Ghang~=m=-==m=mmcemaaaaoo XVIII:12(b) Sept. 10, 1968
Finland~---=-==mcmmeaau_o XII:4(v) Nov. k4, 1968
Tceland-==-=-==mmcmmaaeo_ XIT:M(b) Jan. 17, 1968
Israel —--==-mmmocmmemmane 1/ Apr. 29, 1968
New Zealand-=---mm-ee-co- XII:4(b) July 9, 1968
= o e XVIII:12(a) May 20, 1968
South Africa=-m-------cao XIT:4(b) Nov. 1, 1968
Spain-=---~e-cecmcmae. 1/ Sept. 11, 1968
United Arab Republic----- 1/ May 1, 1968
Uruguay=======-==m=cuomu- XII:L(b) Apr. 5, 1968
Yugoslavigm-mmm==n-= mm———— 1/ Apr. 30, 1968

1/ Authority not reported.
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Import Restrictions Applied Contrary to Obligations
Under GATT and Not Authorized by Waivers

Farly in 1968 the Secretariat of the GATT reminded all contract-
ing parties of their obligations to give notice of all import restric=-
tions applied by them which are inconsistent with the provisions of
the General Agreement and are not authorized by the Contracting
Parties. Shortly before the 25th Session, a further reminder was
issued calling the attention of the contracting parties not only to
their obligation to respond but also to the type of information re-
quired, in order that each country might review its notification and
conform more adequately to the guidelines for such notifications
approved by the Contracting Parties in 1962. 1/

The result of the GATT action in registering quantitative import
restrictions of the contracting parties has never been satisfactory
since the procedure started in 1960. As noted above, in November
1968 22 contracting parties applied restrictions for balance-of-
payments or economic development purposes; they reported their import
restrictions in that context. By the end of 1968, the response of
the remaining 56 contracting parties to the GATT action had been as
follows: Four contracting parties had notified the Secretariat,
though not all of them recently, that they did not apply any quantita-
tive import restrictions; 23 newly independent States responded within
the period 1966-68 to the invitation to give notice of their entire

restrictive systems without prejudice to the question of consistency

_17 See. Contracting Parties to the GATT, Bééicnihétfﬁments and Selec-
ted Documents, 1llth supp., Geneva, 1963, pp. 206-213. (This series will
hereafter be referred to as Basic Instruments . . . .)
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with GATT; 47 respofiddd +6 the 1968 reminders of the Secreétariat: and
submitted notifications ‘of residual “import restrictions in the form
of comprehensive negative lists of imports; the following 11 coum'-
tries 1/ either did_not(rep%y_or,eubyitted reports in November 1968

out of date or incomplete:

Argentina Dominican Republic = Haiti

Barbados - “France "~ "Rhodésia

Central African Gambia Rwanda
‘Republic = ‘Guyana - T Ugandd

The notlflcatlons S0 far submltted were examlned by a panel of

e

experts and the Secretariat of the GATT regardlng thelr adequacy and

usefulnees. It vas found that these notlflcatlons are of extremely

[ ST ce

llmlted use and that the required technlcal and statistical informa-

tion can only be obtalned by a renewal and standardlzatlon of the re-
4 . .

porting procedures._ The Contractlng Partles, at thelr 25th Sess1on,

agreed that the Counc1l of Representatlves should pursue the discus-

PR - AR
I N

sion of the 1ssue of the adequate reportlng of quantltatlve import

IRd

restrictions inconsistent with the General Agreement,

Reports on Actions Taken'Under Waiver
In 1968 seven reports were submitted to the. Contracting Parties
on actions under waivers currently in force. 'These weré the reports
on U,5. import restrictions on agricultural products; United States-
Canaffian’ Automstive products’agreement, Turkish stemp duty, Franco-

German treaty on thé Saar, Australian tariff preferenceés for

l/ Poland is subject To special consultstions concerning its imports,
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developing countries, Australian tariff preferences for products of
Papua and New Guinea, and Italian tariff preferences for products of

Libya.

U.,S. import restrictions on asgricultural products

In 1955 the Contrécting Parties waived the United States obli-
gation under article XI of the General Agreement to remove any quanti-
tative import restrictions on agricultural products imposed under
section 22 of the Agricultural Adjustment Act that did not conform
fully with the terms of this article. The waiver was without limita-
tion on the scope of restrictions or time. However, it set forth
condifions and rules of procedure to be followed by the United States
in imposing such restrictions and required a report annually to the
Contracting Parties on actions under the waiver.

In 1968 the United States submitted its 13th annual report on
the restrictions on imports of certain agricultural products currently
in effect, on the reasons for the continuation of these restrictiomns,
and on the actions taken to solve the problem of agricultural sur-
pluses. At their 25th Session the Contracting Parties agreed to
establish a working party to examine the report. Members of the work-
ing party were generally critical of the extent of the U.S. restric-
tions and expressed thelr disappointment that the United States has
expanded the restrictions on dairy products. The report of the work-

ing party was adopted by the Contracting Parties.
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United States-Canadian agreement on automotive products

In December 1965 the Contracting Parties authorized the United
States to eiiminate customs duties on certain automotive products im-
ported from Canada under the United States-Canadianlégreement on auto-

motive products. In 1968 the United States submitted the second annual
report on the operation of the agreement, covering the year 1967.
The report was discussed by the Council of Representatives in June
and again in September 1968. At the latter meeting the Council took
note of the report but agreed that its examination should take place
on g future occasion.

The Qpe;apion of the United States-Canadian agreement on auto-

motive products 1s discussed in chapter 1.

Turkish stamp duty (tax)

In'Abril 1963 the Contracting Parties had granted Turkey a
waiver, under article XXV:5 of the General Agreement, permitting it
to apply a stamp tax of 5 percent on all imports~-in effect, an im-
port surcharge. The tax was one of the fiscal measures connected
with Turkey's first 5-year development plan. in 1967 the Turkish
Government increased the tax to 10 percent, and this action was
approved by the Contracting Parties. In 1968, Turkey submitted the
annual report on the operation of the stamp tax end informed the Con-
tracting Parties that the tax had been raised to 15 percent. The
Council of Representatives took note of the report without any fur-

ther action.
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Franco-Germgn:treaty on the Saar

In 1959, pursuant to the 1956 treaty between France and the
Federal Republic of Germany, the Saar had been included in the West
German customs area. Subsequently, duty-free trade between the Saar
and France became subject to annual quotas and was legalized under
GATT by & waiver in 1957. In 1968 both France and Germany submitted
their 11th reports on actions under the waiver. At the 25th Session,

the Contracting Parties took note of the report.

Australian tariff preferences for developing countries

In March 1966 the Contracting Parties authorized the Australian
Government, at its request, to apply preferential tariff rates on cer-
tain imports from developing countries. The plan covered selected
manufactures and semimanufactures subject to annual import quotas and
certain handmade products of cottage industries admitted duty-free
without quota limitations. In 1968, pursuant to paragraph 6 of the
decision, the Government of Australia submitted its second annual
report on actions under the waiver. According to the report,
Australia's imports of the products involved from developing coun-
tries had increased considerably. In 1966/€T, total quotas issued
under the system amounted to $3.7 million, and in 1967/68 such quota
allocations reached $9.0 million. The Australian Govermment stated
its intent to continue, improve, and expand the application of the
preferential rate system. The Contracting Parties took nqte of the

report without any further action.
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Australian tariff preferences for products of Papua and
New Guinea

In 1953 the Contracting Parties permitted Australia a preferen-
tial tariff treatment of products imported from Papua and New Guinea.
The purpose of the waiver was to encourage the economic development
of the two areas. In 1968 Australia submitted to the Contracting
Parties its 1lhth annual report on the operation of the system. The
report indicated that no new measure had been taken since the 13th
annual report. The Council of Representatives took note of the re-

port without any further action.

Italian tariff preferences for products of Libya

In 1952 the Contracting Parties had granted Italy a waiver of
preferential tariff treatment of certain products from Libya--;
country with which Italy had special relations before World War II.
In 1967 the waiver had been extended for the fifth time. Italian
tariff preferences for these products had lost their significance by
1968 because oil had become Libya's main export and because export-
able surpluses of other products had decreased. Under these circum-
stances, the Libyan Government informed the Contractigg Parties of
its wish to put an end to the preferential arrangement., The Con-
tracting Parties took note of the report and of the fact that the
preferential customs treatment permitted under the waiver would

cease to be applied after December 31, 1968.
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Waivers granted under article XXV:5

As noted, article XXV of tﬁe General Agreemént authorizes the
Contracting Parties to grant a member country a walver of any obliga-
tion imposed on it by the agreement. The decisions on walvers must be
approved by a two-thirds majority of the votes cast, and such majority
must comprise more than half of the contracting parties.

In 1968 six waivers were granted to six contracting ﬁarties:
three, extending the time limit for Brazil, Chile, and Malawi for the
renegotiagtion of schedules necessitated by their new customs tariffs;
one, approving Canada's delay in implementation of certain conces-
sions;:one, permitting Ceylon to continue the application of certain
increased bound duties; and one, extending Uruguay's time limit for
the application of import surcharges.

Only the waiver for Canada was new; the remaining five were exten-
sions of time for the application of waivers previously granted to the
countries concerned. The original waivers for Ceylon and Uruguay were
first granted in 1961; the waiver for Chile, in 1966; and those for
Brazil and Malawi, in 1967. The time limit of the waiver for Brazil

was extended twice in 1968.

VARIOUS ACTIONS TAKEN
Besides the actions presented above, the Contracting Parties or
their agencies gave their attention to various other matters inm 1968,

the more important of which are summarized below.
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Establishment of the Committee on
Antidumping Practices

At their 25th Session the Contractiné Parties established the
‘Cormittee on Antidumping Practices, in accordance with article 17 of
the agreement of June 30, 2967, on implementation of article VI of
the General Agreement. 1/ Pursuant to article 17, the Committee shall
meet once €ach year so that parties to the agreement may éonsult on
matters relating to the administration of their antidumping proce-
dures. The purpose of the Committee's consultations is to facilitate

operation of the antidumping code (part I of the agreement ).

Border Tax Adjustments

Following a request by the Govermment of the United States, in
March 1968 the Coﬁncil of Representatives appointed a working party
to examine the provisions of the General Agreement relevant ta border
tax adjustments, the practices of the contracting parties concerning
these matters, and the effect of border tax adjustments on interma-
tional trade. Thé working party held five meetings during 1968.
It completed the examination of the relevant provisions of the
General Agreement and exarined a number of border tax systems applied
by some of the contracting parties. The work done so far brought out
the fact that border tax adjustments have been applied by many coun-
tries and they may sometimes be used as a cover for protection.

At the 25th Session of the Contracting Parties the working

party on border tax adjustments. presented its inﬁerim.report, The

l/ See BasiC»Instruments-ﬂ . ., 15th supp., p. 24. The agreement
entered into force on July 1, 1968.
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Contracting .Parties took note of the report without any further

action.

Foreign Trade Measures Introduced by France

The Govermment of France, motivated by the prolongéd halt in
industrial production in May and June 1968, introduced a series of
temporary restrictive measures in the field of foreign trade. They
became effective July 1, 1968, and consisted of quantitative import
restrictions and an export promotion scheme, A nondiscriminatory
ceiling was imposed for 4 to 6 momths on imports of motor vehicles,
certain electrical appliances, iron and steel products, and certain
categbries of textile products. The main components of the export
promotion plan were the reduction from 3 to 2 percent of the redis-
count rate for export credits and a partial compensation of exporters
of products other than agricultural and energy products for wage
increases.

The GATT Council of Representatives examined the French trade
measures early in July 1968 and established a working party to study
them. In its first report, adopted by the Council on July 19, 1968,
the working party recognized the exceptional circumstances that had
induced the French Govermment to take the measures in question. The
party noted, however, that the present case could not constitute a
precedent for the future. 1In the second report, adopted by the
Council on November 11, 1968, the working party noted certain relaxa-
tions of French restrictions (for example, the abolition of the ex-

change control on September U4) but urged the French Government to
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examine the possibility of removing the remaining restrictions before

the fixed dates.

Poland's Implementation of Accession Protocol

In 1967 Poland acceded to the General Agreement on Tariffs and
Trade. Instead of reciprocal tariff concessions ineffective in a
country with a state monopoly of foreign trade, Poland undertook to
increase the total value of its imports from the contracting parties
by not less than 7 percent per annum. }/

In 1968, pursuant to paragraph 5 of the Protocol for the Acces-
sion of Poland, g/ a special working party held the first annual con-
sultation with the representative of the Polish Government concerning
Polish foreign trade and submitted a report to the Contracting Parties.

During the first 6 months of 1968, Poland's imports from -GATT
countries were 7.6 percent above the level for the corresponding
period of 1967, Those imports are expected to increase in 1969 by _
7.2 percent over their value in 1968. At their 25th Session the Con-
tracting Parties adopted the report of the working party on the

consultation. 3/

United Kingdom Import Deposits
The representative of the United Kingdom notified the Contract-

ing Parties at their 25th Session of various measures recently

1/ Basic Instruments.. . ., 15th supp., p. 52.

2/ Tvid., p. H9. .. ... ...
3/ For details, see Basic Instruments . . ., 16th supp., p. 67.
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adopted by the British Government to accelerate progress in bringing
the country's balance of paymeﬁts into surplus. The measures included
an import deposit plan. The Contracting Parties established a work-
ing party to examine the British import deposit plan and its implica-
tions and to p;esent a first report to the Council of Representatives
by January 21, 1969.
Trade Agreement Between India, the United Arab
Republic, and Yugoslavia

Effective April 1, 1968, the Governements of India, the United
Arab Republic, and Yugoslavia concluded a Trade Expansion and Econ-
omic Cooperation Agreement. The agreement was designed to increase
trade ﬁetween the three countries and to further their economic coop-
eration. In March 1968 the Council of Representatives discussed the
provisions of the agreement and established a special working party
to examine it "in the light of all relevant provisions of the General
Agreement" and to report to the Council. The report of the working
party was adopted by the Council. At their 25th Session the Con-
tracting Parties decided that the agreement could be implemented sub-
ject to the usual consultations with the affected contracting parties
and a review at the 26th Session. If this decision should be extended
or modified at the 26th Session, the operation of the agreement shall

be subject to an annual review.

Report of the Cotton Textiles Committee
Article 8(c¢) of the Long-Term Arrangement Regarding International

Trade in Cotton Textiles requires the Cotton Textiles Committee of the



Ls

GATT to review the operation of the arrangement annually and to re-
port to the Contracting Parties. In 1968 the report of the Committee
on the sixth annual review took the form of a detailed discussion on
the subject. E/ The report was submitted to the Contracting Parties
at their 25th Session and was adopted.

The operation of the arrangement regarding international trade

in cotton textiles is discussed in chapter 1.

The Simplification of Consular Formalities

The interest of the Contracting Parties in discontinuation of
various consular formalities connected with foreign trade originated
in 1952, and the issue hés been discussed annually. At their 224
Session, in 1965, the Contracting Parties decided that members still
maintaining such formalities must report annuaily on the progréss
made toward removing them. In the following years the Secretariat
of the GATT attempted to provide an up-to-date tabulation of these
formalities. Up to the end of 1968 some progress in this work was
made, but repeated requests for the submission of reports had never
been fully éffective. In response to the request in 1968 only two
of eight countries concerned submitted reports.

At their 25th Session the Contracting Parties agreed that the
matter should be discussed in the framework of nontariff trade

parriers.

l/ See Bééic“Instruments . . ., loth supp., p..30.
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Provisional Accession of Tunisia and the
United Arab Republic

Tunisia and the United Arab Republic acceded to the General
Agreement provisionally in 1959 and 1962;.respectively. Since then,
thé declarations of provisional accession of both countries had been
extended éeveral times, but both arrangements were to expire on
December 31, 1968. On the requests of the Governments of -those coun-
tries, the Contracting Parties, at their 25th Session, extended the

validity of the declarations for a further year.

REGIONAL ECONOMIC ARRANGEMENTS

Many contracting parties to the GATT are also members of regional
ecomomic arrangements, such as customs unions or free-trade-areas.
Under the General Agreement, they are required to report annually to
the Contracting Parties. on major developmenté within such regional
arrangements.

During 1968 the Contracting Parties received reports from the
representatives of the following regional arrangements: (1) The Arab
Commoﬁ Market; 1/ (2) the New Zealand-Australia Free Trade Agreement;
(3) fhe Caribbean Free Trade Association; (L4) the Central African Eco-
nomic and Customs Union; (5) the European Economic Community; (6) the
European Free Trade Association; (T7) thé Latin American FreehTrade-
Association; and {8) the United Kingdom-Ireland Free Trade Area
Agreement. The Central American Common Market did not submit the.

required report.

-1/ For additional information on the Arab Common Market, see Opera-
tion of the Trade Agreements Program, 17th report, pp. 36-37, and
18th report (processed), pp. 80-82.
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For most of these, thé Contracting Parties, at their 25th Ses-
sion in November 1968, simply took note of the report without any -
further action or'decision: The Contracting Parties inséructed the
Council of Representatives to decide how some problems raised in the
report of the European Economic Community should be dealt with, and
esfabiished a special working party to give further study to the re-
port of the Caribbean Free Trade Association. No action was takén
in respect to the report of the Ceﬁtral African Economic and Customr-
Union; because of the -continued reorganization of the Union its re:
port was to be followed by another. |

The major developments concerning the organization and commer-
cial policy in several of the regional economic arrangements are

discussed in chapter 3.






Chapter 3

Major Economic Developments. in Reglonal
Trading Blocs

INTRODUCTION

The economic developments in five major regional trade organiza-
tions,‘espeéially their commercial relations with the United States,
are discussed in this chapter. These organizations are the European
Cormmunity, the Buropean Free Trade Association (EFTA), the Latin
American Free Trade Association (LAFTA), the Central American Common
Market (CACM), and the Caribbean Free Trade Association (CARIFTA).

Growth of world trade continued vigorously in 1968, especially
between advanced industrial areas. This rapid expansion was accom-
panied by significant changes in the trade balances of countries and
subregions. The traditional surplus of the U.S. trade balance was
virtually eliminated. Several of the major trading partners of the
United States increased their overall surpluses (the Furopean Commu~
nity, Canada, Japan), reduced their trade deficits (EFTA), or expe-
rienced some decline in their overall surplus (LAFTA). The shift in
the U.S. trade balanhce was caused predominantly by unusual growth
in U.S. imports during the year, which, in turn, was spurred by vigor-
ous business activity, rising consumer incomes, and strike-induced
purchases of certain metals in the United States. U.S., exports, while
they also accelergted in 1968, failed to match the increase in imports.

Thus, the disappearance of the U.S. trade surplus in 1968 was
caused primarily by internal developmeﬁts and cannot be attributed to
the commercial policies of countries with which the United States has

trade agreements. Nonetheless, in view of the gradually declining ~?

h9
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U.S. trade surplus since 1964, the development of U.S. foreign trade
appears to be more and more chéllenged by the commercial policies. of
the trading partners of the United States, especially those of region-
al economic organizations. Tariff and other commercial discrimination
against third countries is an intrinsic feature of such regional
groups. For example, the protectionist measures gradually adopted

by the European Community, especially respecting agriculﬁural trade,
may lead to a significant decline in U,S, agricultural exports. Most
of the countries with which the United States has trade agreeménts

are members of various regional organizations, with the major excep-
tion of Japan, one of the leading U.S..trading partners..

Tariff discrimination directed against the United States, inher-
ent in regional trading arrangements, was alleviated during the year
under review, as. the U.S. trading partners (along with the United
States itself) implemented the tariff reductions scheduled for: 1968
in the Kennedy Round of trade negotiations concluded within.the: frame-
work.of the General. Agreement on Tariffs and Trade- (GATT).. If the
tariff reductions implemented on January l,Al969, are also taken into
account,. by the beginning of 1969 all major U.S. trading partners as
well as the United States itself had cut their tariffs by LO percent
of the total reductions to which they had committed themselves.. At
the same time, however, increasing protectionist measures practiced
through a variety of nontariff barriers were revealed during the year
as major obstacles to multilateralism and nondiscrimingtion in inter-

national trade.
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In 1968, Canada, the European Community, Japan, LAFTA, EFTA, and
the CACM l/ accounted for about 80 percent of all U,S, imports and
T5 percent of all U,S. exports. Canada, Japan, and most members of
the above regional organizations have trade-agreement obligations with

the United States, primarily through their membership in the GATT.

EUROPEAN COMMUNITY 2/

Significant achievements were attained in the Furopean Community
during 1968. The Furopean Economic Community (EEC), which was initiated
in 1958, was virtually completed in 1968. It was attained fully in
industry through establishment of a customs union and almost complete-
ly in agriculture, predominantly through special measures developed
separately for various agricultural products. Hence, most commodities
now move virtually free of restrictions in the Community, their pro-
duction and prices regulated by the supply and demand conditions of
the Community as a whole. Moreover, the products of the six members
are now the subject of common Community protection against import com-

petition from third countries; for industrial products, this protection

l/ The trading partners are listed in the order of the value of U.S.
imports from them. .

2/ The six members of the European Commnity (Belgium, France, the
Federal Republic of Germany, Italy, Luxembourg, and the Netherlands)
joined in three separate organizations; they established the European
Coal and Steel Community in 1952 and the European Atomic Energy Com-
munity and the European Economic Community (EEC) in 1958. 1In the
previous reports of this series the pertinent activities of the six
membér countries were discussed in terms of the EEC only. In 1967
the institutions of the three organizations merged, pending merger
of the three organizations themselves., This report discusses the
commercial policies of the six countries not only in terms of the
EEC but also in the broader terms of the European Community.
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takes the form of the common external tariff (CXT), and for agricultural
products, either the CXT or com@on import levies. The process of single-
marketing and subsidy schemes for the important agricultural products

of the Cqmmunity was also completed during the year under review..

Such schemes were the precondition for establishment of common markets
for many farm products.

Certain barriers to free trade and competition in the six-country
area have nonetheless remained, such as various border restrictions,
obstacles to the free flow of imports on the basis of health and tech-
nical standards, and differences between members in taxation and. cus-
toms legislation. During the year under review, attention was given
to the problem of removing these barriers. Moreover, the consideration
of the Community turned increasingly to various areas of cooperation
between members beyond the limited goal of free trade and common pro-
tection. The pursuit of such additional areas of cooperation is re-
ferred to as "building an economic union" and is considered to be the
present objective of the Cammunity. An economic union is generally
understood as linking the economies of wvarious sovereign States in g
single economy, including a common market for commodities as well as
for all resources. The union will develop common Community-level
policies and law concerning all key social and economic areas (such
as agriculture, industrial structure, energy, transport, social pelicy,
finance, money, and nuclear and nonnuclear research).

In moving toward an economic union,'the Community experienced both

progress and frustration in 1968. Probably the most concrete achieve-
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ment of ;the year was the establishment of a common labor market. }/
An important proposal, with potentially far-reaching consequences,

was that for a long-range structural reform program for agriculture
in the Community. Pregress was also made in the development of a
common transport and commercial policy, and in policy regarding in-
dustrial structure in the Community. Nonetheless, national interests
were frequently superimposed on interests of the Community as a whole,
and resultant discord among members proved to be an impediment to
progress in developing common policies in various areas. The members'
inability to agree was notable with respect to both long-range pro-
grams and short-range policy matters.

While the virtual attainment of the common market made 1968 a
landmark year in the Community's internal development, no change of
comparable significance took place during the year in the extefnal
relations of the Community. A consensus of all the members on the
vital issue of enlarging the Community and admitting the four Eu-
ropean countries that applied for membership in 1967 could not be
reached in 1968. Neither have the members agreed on any alternative
course of action regarding the application of these countries. Per-
haps the most importent event of the year in terms of Community ac-
tion toward third countries was the reduction of the CXT by 40 percent
of the tariff concessions the Community agreed to in the Kennedy
lRound. These significant reductions of duties materially narrowed

the trade gap between the. Community and third countries, including the

1/ For further information see European Community, No.1l1l6, September
1968, p. 12.
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United States. Another event affecting the Community's relations with
third countries was the signing of a new association agreement between

the Community and three east African countries.

The Customs Union 1/

On July 1, 1968, the customs union was virtually completed; the
movement of nonagricultural commodities was made free of tariff re-
strictions within the Community, and the products of the members
were placed under common tariff protection from the import competition
of third countries. In the Treaty of Rome, g/ the completion of the
customs union was scheduled for 1970, but the vigorous economic expan-
sion that took place in the Community during the so-called transitional
period §/ permitted its attainment 18 months earlier. Two important
steps taken on July 1 completed the customs union: (l) the last 15
percent of the members' duty rates (the so-called base rates that
were in force in 1957) were eliminated in intramember trade and (2)
the common external tariff for industrial products was implemented.

The elimination of intra~Community customs duties took place
gradually during the transitional period. Since January 1, 1961, the

actual timetable of duty reductions has been ahead of the one set out

277The customs union applies predominantly to manufactures. In the
European Community a customs union is less important with regard to
the agricultural sector, since alternative forms of protection are
applied to many important agricultural products. Moreover, with
respect to applicable farm products, the custams union has not yet
been fully completed. See also pp. 59-60.

2/ The treaty that established the European Economic Community in
March 1957 is generally referred to as the Treaty of Rome.

3/ The transitional period began in 1958, when the European Econom-
ic Community became operative, and ended with the completion of the

customs union in 1968.
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in the Treaty of Rome. import quotas for manufactures were abolished
among the Six as far back as 196l.

The common external tariff was established, as a general rule,
on the basis of the arithmetic_averaées of the members' duties that
were in force on January 1, 1957. The members of the Community ad-
jﬁsted their national tariffs to these averages in three stages: 1In
1961, by the first 30 percent of the existing gap; in 1963, by the
same margin; finally, in July 1968, by the remaining 4O percent.
These dates of adjustment, like the dates of the internal tariff feA'
ductions, preceded the ones originally scheduled (1962, 1966? and
1970, respectively); Concurrently with the finai adjustment made in
July 1968, the CXT was reduced by 4O percent of the tariff cuts agreed
to in the Kennedy Round. 1/ Taken as a whole, the CXT that was in-
troduced in 1968 was lower than the French and Italian nationél tar-
iffs, roughly comparable with the West German tariff, and higher than
the Benelux tariffs. 2/

Provisions To Make the Customs Union
Fully Operative

In order to make the customs union function smoothly.and,effec—

tively, a great number of measures other than eliminaﬁion of internal

tariffs and establishment of a common external tariff were needed.

1/ See p. 6k.

é/ According to a publication of the European Community (Economic
Community, No. 113, June 1968, p. 6) the arithmetic average of the
members' base duty rates on all industrial products was 12.8 percent.
After the first two stages of the reductions agreed to in the Kennedy
Round were applied, the CXT in force on July 1, 1968, represented an
average duty rate of 10.7 percent.



56

Disparate import rules and regulations of various members concerning
public health, safety, and tecﬁnical standards continued to shield the
domestic industries of one member against those of another. Moreover,
various charges and controls at the Community national borders had to
be eliminated if free trade in the customs area was to be truly at-
tained. The diversity of turnover taxes and excise duties between
members constituted further obstacles to the free movement of commodi-
ties in the customs area. As far as common protection against_third
countries was concerned, in addition to a common customs tariff, com-
mon rules in the application of the tariff were needed to assure uni-
form tariff protection throughout the Community.

During 1968, the Community devoted considerable effort to the
development of measures required to perfect the customs union. The
Commission of the Commuﬁity referred a program concerning the removsl
of various technical obstacles to free internal trade to the Council.
It had been agreed in 1967 that differing national turnover taxes
would be replaced by 1970 with a uniform turnover tax system through-
out the Commmnity, and in 1968 severzl member States adjusted their
laws accordingly. The Community Council adopted various rules for
the application of the CXT; they concerned uniform classification and
valuation of the goods imported to the Community's customs territory,
as well as uniform definitions for establishing the origin of such
goods. The Council studied proposals concerning the harmonization
of the members' legislation regarding storage of imported goods, pay-

ment of charges, free zones, and so forth. Harmonizing pertinent
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legislation for all membérs of the Community is necessary to insure
that goods entering the customs tcrritory of the Community receive
identical customs treatment, irrespective of their point of entry.
Otherwise, products of nonmember countries could enter the Community
through the member with the most favorable customs treatment and be

distributed from there throughout the Community.

The Agricultural Common Market

The breakthrough towards establishment of an agricultural common
market took place in 1967 with the completion of single markets for
a number of basic farm products. With the completion of single mar-
kets for additional éommodities in 1968, about 90 percent of the
Community's agricultural production became completely free of trade
restrictions. Moreover, a common system of protection had been estab-
lished against imports from third countries by means of a variable
levy system or the CXT. These measures amounted to the virtual com-
pletion of an-agricultural common market. Only & few farm products
were then subject to intra-Community trade restrictions or to dis-
parate protéction against imports from nonmembers.

when the Community became operative in 1958, all members had an
agricultural support program, primarily to bolster farm income. In
order to create a unified agricultural market for the entire Commu-~
nity, the existing differences between these national farm policies
needed to be reconciled in a common agricultural policy (CAP). To

achieve a unified agricultural market in which prices for identical
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goods differ only by transportation costs, Community-wide regulations
had to replace national price regulations, such as trade restrictions,
marketing arrangements, and price or income subsidies. iinally, as
with industrial products, an appropriate common system of proteziion
against imports from nommembers had to be provided. For industrial
products this involved only the replacement of national tariffs by the
common external tariff; for most agricultural products, lowever, the
substantial farm support provided for in the CAP had to be complemented
by a far more effective system of protection than the harmonization of
existing national tariffs.

Although the Treaty of Rome spelled out the objectives of the
CAP, ;/ a detailed policy program was not approved until 1962. Even
then, owing to substantial difficul-ies of the members in reaching
agreement, no long-range policy decisions were made concerning desir-
able structural changes of agriculture in the Community. Only a short-
term program was developed, geared mainly to the establishment of &
common agricultural market.

The effect of the CAP was to subsidize farming in the Community
at a considerable cost. 2/ CAP regulations provided substantial
price supports for commodity groups that supplied a large part of
farm income. In order to maintain prices significantly above world
market prices, the Community market for the products involved needed

to oe insulated from world price developments. Accordingly, a common

1/ Title IT of the Treaty of Rome.
g/ See the section on financing the CAP, pp. 63-6L.
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system of variable import levies, instead of CXT, was instituted for
many important agricultural commodities in order to restrict their im-
portation into the Community. l/ In addition, the application of high
support prices in thé Community encouraged overproduction and created
the need for common export subsidy systems to facilitate the disposal
of production surpluses.

Regulations were developed separately for each commodity group
that was designated to become subject to the CAP; g/ these regula-
tions differed materially iﬁ the extent and form of subsidization and
import proteqtion they provided. Some commodity groups (such as grains
and rice) were accorded strong price guarantees, i.et, relatively high
"intervention prices" at which the member governments were willing to
purchase the product from the farmer in order to maintain his income,
For other commodities (such as pork), price supports stabilizeé the
market at only a moderate price levei. For still others (eggs and
poultry), no ﬁrice guarantees were provided, although common marketing
arrangements and a common levy system were developed for them. For
some products (such as grains), a variable levy system designed to
offset any price advantage that imported products may have over domes-
tic ones was provided. §/ For other CAP products a more liberal im-

port policy that used either a less protective levy system (for pork,

}/fThe mechanics of the variable import levy were discussed in

Operation of the Trade Agreements Program, 17th report, pp. 65-66.
2/ In 1968, more than 90 percent of the Community's agricultural
production was subject to some CAP controls.
;/ A system of variable levies replaced customs duties for grains,
rice, pork, eggs, poultry, milk products, olive oil, and sugar.
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eggs, and poultry) or the CXT (for beef, veal, fruits, and vegetables)
was applied.

For most commodities, the "common market stage"--i.e., the appli-
cation of common prices and a common commercial policy--was reached
gradually. During the transitional period, separate national prices
were maintained by Community members while Community-level marketing
arrangements were put into operation. Moreover, during the transi-
tional years, while a common levy system against imports from nonmem-
bers had already been applied, some forms of restriction on infra-
Community trade were still being maintained. National tariffs were
graduslly alined to the CXT for those CAP products (such as fruits,
vegetables, beef, veal, and flowers) for which tariffs were not re-
placed by levies.

Generally speaking, the transitional period ended and the common
market stage was attained for a specific product once single prices
and common protection from nonmembers were applied throughout the Com-
munity and intra-Community restrictions to trade had been completely
removed. Further requirements for the common market stage were a
unified commercial policy and financing arrangements for subsidizing
the product. For many important agricultural commodities that were
subject to the CAP regulations (grains, rice, pork, oilseeds, olive
oil, eggs, and poultry), this stage was reached during 1966-67.

In 1968 the common market stage was virtually reached for most
of tne remaining agricultural commodities subject to CAP regulations:

for sugar, on July 1, and for beef, veal, milk, and milk products, on
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July 29. For these products single-price systems were introduced, a
common commercial policy was established, and intra-Community trade in
them was liberalized. In some respects, however, the unification of
markets was not fully completed. }/ Moreover, in 1968 a common merket
organization was established for plants, flowers, bulbs, and the iike,
that provided for the liberalization of intra-Community trade and the
application of the CXT for these products. In addition to the commodi-
ties covered by the CAP, intra-Community trade was liberalized in 1968
for some farm products that were not designated as subject tc CAF
regulations, g/ and the national tariffs of the same products were
alined with the CXT. By the end of 1968, about LO farm products {rep-
resenting L0 positions in the common tariff of the Community ) did not
move freely among the members. Duties levied on these items, how-ver,
did not exceed 25 percent of the rates that existed in 1957. The
national tariffs for these products have not been alined into = com-

mon tariff.

Structural Reform of Agriculture
In December 1968 the Commission of the European Community pre-
sented a memorandum to the Council that contained a reform program for
the Community called Agriculture 1980. Sicco L. Mansholt, Commission

Vice President and chief architect of the Community's current farm

1/ For sugar, certain transitional provisions were to remain in force
for 7 more years, during which period price and marketing guarantees
were to be tied to a quota system. For liquid milk, the single market
was to be finalized by 1970.

g/ The products that were not intended to become subject to the CAP
were listed in annex II of the Treaty of Rome.
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policy, in explaining the need for an agricultural reform program, ;/
pointed out that the measures taken thus far by the Community in sup-
port of farming had not led to a permanent solution. Despite the con-
siderable financial effort that went into supplementing agricultural
incomes, farmers had not received their share of the increase in pros-
perity that had taken plaée since establishment of the Community.

The gap between the gquality of urban and rural life continued to widen.
At the same time, subsidized farm prices encouraged production to the
extent that, in many areas of farming, serious surplus problems were
created. 2/

The 10-year reform program (1970-80) suggested by the Commission
envisaged (a) the adjustment of production to internal and external
market conditions and (b) a sharp increase in farming efficiency. Im-
proved efficiency would be obtained by withdrawal of marginai land
from farm uses and by concentration of production in well-ma:raged
farms large enough to employ modern techniques. The program suggested
various measures that would promote the amalgamation of existing farms
into viable units, change production patterns, and facilitave the re-
tirement of older farmers and the shift of millions of younger farmers
into nonfarming activities. Between 1970 and 1980 the program would

move 5 million people off the farm.

1/ Statement entitled "The Reform of Agriculture in the Eurcpean Eco-
nomic Community," in Brussels, on Dec. 10, 1968.

2/ Through 1968, growing surpluses of butter, milk powder, certain
fruits, vegetables, and cereals were of concern to Community authori-
ties.
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The structural reform program was expected to increase the already
high cost of the CAP materially. The Commission nonetheless chose to
advocate the program, considering that it would provide a permanent
solution to the problem of agriculture in the Community. In contrast,
the current subsidy programs for various farm commodities required
large expenditures and did not remove the farmers' basic discontent.

The implementation of an agricultural reform program along the
suggested lines would greatly affect agricultural trade relations be-
tween the Community and third countries, including the United States.
The proposed reforms could result in a Commnity agricultural policy
that conforms more closely with the principles of free international
trade. For example, the United States would have greater access to
the Community market if the extensive subsidy schemes and special im-~
port restrictions are reduced. On the other hand, U.S. farmers might
face increased competition in third markets if the Community succeeds
in reduqing farm costs substantially. In any event, it will be many
years before the proposed reform program can be fully implemented, and
U.S. agricultural trade relations with the Community will continue to

be shaped for some time by the present CAP,

Financing of the CAP
The European Agricultural Guidance and Guarantee Fund (EAGGF)
was established in 1962 as the instrument through which the consider-
able costs of the CAP would be financed. The Guidance Section of the

Fund was designated to finance the structural improvement of agricul-

ture in member countries; the Guarantee Section--much the greater part
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of the total Pund--was to finance the price-support operations and the
subsidization of exports under fhe CAP,

The EAGGF drew its resources from the member States partly from
contributions based on a predetermined percentage distribution and
partly from the levies members ccllected on imports from third coun-
tries. Since mid-1967, 90 percent of the levies collected on such
imports have been going to the Fund, thereby reducing the>fixed-
percentage element in the members' contributions. From 1970 op, all
levies collected are to go to the Fund, although additional sources of
revenue will still be required to meet the full expenditures of the
CAP,

Between 1962 and the end of 1968, the expenditures of the EAGGF
amounted to $2.2 billion. The major part of this sum, $1.8 billion,
financed price-support and export-subsidy schemes through the Guarantee
Section. Expenditures for the structural improvement of the Commu-
nity's agriculture were limited in this period. West Germany was the
largest contributor to the Fund, followed bty France, Italy, the Nether-
lands, Belgium, and Luxembourg. The chief recipient was France, fol-

lowed by Italy and West Germany.

Commercial Policy Affecting Third Countries

Reduction of the common external tariff

On July 1, 1968, the Community reduced the CXT by 4O percent of
the total reductions agreed upon in the Kennedy Round. The remaining
60 percent was scheduled to be eliminated by 1972 in three equal

reductions.
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France

In May 1968, 2 months before the scheduled establishment of the
industrial customs uﬁion, France experienced a serious politicél and
economic crisis. The resulting financial problems of that country
threatened postponement by France of measures required for completion
of the customs union and implementation by the Community of the agree-
ment reached in the Kennedy Round. However, France did not jeopardize
the July 1 deadline; it went ghead with elimiﬁéting duties in inter-
member trade and adjusting duties against third countries to the CXT.
Nevertheless, in July, in agreement with the Community, the French
Government introduced a variety of temporary new measures deemed neces-
sary to meet the country's financial difficulties. These consisted of
exchange controls, import quotas in particularly sensitive industrial
sectors (éteel, motor cars, and certain textiles), import contrals in
a few others, export subsidies aimed at balancing newly accorded wage
increases, and other measures that facilitated exports. France lifted
its exchange controls in September and subsequently withdrew the quan-
titative restrictions.

In the wake of its currency crisis, however, in November France
reimposed even more stringent foreign-exchange controls than the ones
it had revoked in September and adopted additional measures to
strengthén the franc. TFor example, it substituted a rise in value-~
added taxes (TVA) for the existing payroll taxes, since payroll taxes
were not eligible under the GATT for bérder adjustments as value-added

taxes were.  This measure was designed to improve the balance of



66

trade, since it would allow an increase in béth the border taxes on
imports and the tax refunds for exports.

Community partners assisted France in its crises of 1968. They
participated in financing a drawing made by France on the International
Monetary Fund and provided short-term credit through their central
banks for the Bank of France. Moreover, in accordance with the recom-
mendations of the Community, a member State (the Federal ﬁépublic of
Germany ) accepted flotation on its capital markets of loans conﬁracted
by French borrowers. The Community outlined for the members addi-
tional economic policy measures that were designed to help France in
its difficulties. Nonetheless, events of the year revealed that Com-
munity members had difficulty in adopting a common attitude in emer-
gency situations and that more coordination of their economic policies

and measures was needed for the future.

The Federal Republic of Germany

The measures adopted by the Federal Republic of Germany after the
internatiénal financial crisis of November were designed, in contrast
to the French measures, to reduce its foreign-trade surplus. On Novem-
ber 30, the German parliament passed a new law, scheduled to stay in
force until April 1970, which gave importers a rebate defined in speci-
fied percentages of the import equalization tax payable on imported
commodities. 1/ The new law was designed to work as an'import,inceh-\

tive by providing tax relief to importérs. " Imports of products subject

1/ Importers were entitled To 2or & percent rebate on iﬁported com~
modities subject to 5.5 or 11 percent TVA, respectively, on the domes-
tic market.
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to the common agricultural policy of the FEuropean Community, however,
were generally exempt from the new tax relief.

As a corollary to the reduction of border charges on imports, the
new law introduced charges on exports. German exporters had heretofore
obtained a refund for the full amount of value-added tax levied on the
'cﬁmﬁodities they exported. Under the new law, only part of such taxes
were to be refunded to the exporter. 1/ The new measure thus had the
effect of increasing export selling prices by specified percentages.
Agricultural products covered by the common agricultural policy of the

Community were exempt from the new tax.

Enlargement of the European Community

The United Kingdom, Denmark, Norway, and Ireland had applied for
membership in the EEC in 1967 g/ and apparently would have obtsgined it,‘
éave for the refusal of France. In the first quarter of 1968 the Fed-
eral Republic of Germany submitted proposals to the Council regarding
interim measures of cooperation between the Community and the coun-
tries that wished to become members. Proposals on the same subject
were submittéd earlier to the Council and other interested forums by
the Benelux countries and Italy. All of these documents reaffirmed
the strong belief of the five Community members (France excepted) in

European unification. The German proposal emphasized cooperation

" 1/ Two or L percent of the tax was not to be refunded on exported
commodities that were subject to 5.5 or 1l percent TVA, respectively,
on the domestic market. .. . ... . ... L

g/,See Operation of the, Trade Agreements Program, 19th report
(processed), pp. 1L1-1LkL,
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between the Community and the would-be members, particularly in two
fields--commercial policy and technology. It advocated a preferentia;
trade arrangement between the Community and the applicants. The pro-
posed system was to be multilateral, based on reciprocity, and was to
include provisions for progressive tariff cuts and the removal of
other restrictions to trade in industrial products. Regarding agri-
cultural trade, West Germany advocated that a special sysﬁem of pref-
erential treatment be negotiated bilaterally between the Commuqity and
the other members of the proposed preference zone. With respect to
research and development, West Germany advocated cooperation in the
field of atomic energy, as well as in other areas where investments
were costly and where the participants were lagging behind leading
technology. The proposal included a European patent that would en-
title the applicant countries to take part in the Community's patent
arrangements.

In April the Commission submitted to the Council a document en-
titled "Opinion Concerning Certain Problems Resulting from the Appli-
cation for Membership Received from the United Kingdom, Ireland, Den-

' The Commission suggested a preliminary preferential

mark and Norway.'
arrangement that would aline the participants' tariffs as applied to
third countries. Later in April the Council opened an exchange of
views on this document and the problems covered therein on European
cooperation. In September, in a meeting of Community foreign ministers,

the French representative rejected the German proposals.  While accept-

ing the viability of limited tariff-cutting arrangements, France did
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not consider these a prelude to membership for the United Kingdom and
other countries in the Community.

The United States considered that a preferential arrangement for
the applicants would conflict with the most-favored-ﬁation principle
and would discriminate against U,S, products, thus constituting a seri-
ous threat to U.,S. foreign trade. l/ An actual enlargement of the Com-
munity would also involve an exchange of trade preferenceé between the
new partners, but the discriminatory effect presumably would be coun-
terbalanced by the trade-creating effect of economic integration.

For this reason, as well as for ﬁolitical reasons, the ﬁnited States
has advocated an expanded Community that would inc¢lude the United

Kingdom and other Buropean countries.

Other External Relations
In 1968 the Community'cbntinued to expand the intricate preferen-
tial system it had developed since 1958. The Coﬁmunity created this
system by successive agreements of association g/ with European and
African countries; first with Greece in 1961, with 18 African and

Malagasy States 3/ and with Turkey in 1963, with Nigeria in 1966, and,

;/ The formal obJjection of the United States to the European prefer-
ential trade agreement is reported in Future United States Foreign.
Trade Policy: Report to the Presgident submitted by the Special Repre-
sentative for Trade Negotiations, 1969, pp. 9-10.

2/ Association agreements’ are generally agreements regarding the
eventual establishment of a customs union or free-trade area. Associ-
ations indicate a wider scope of economic ties between participants
than trade agreements but a narrower one than full membership in a
regional organization. :

§/ This agreement of association conferred associate status on for-
mer territories that have since become independent.
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finally, with three east African States in 1968. 1In addition, the
Community negotiated other agreements of association with Austria,
Spain, Israel, and Malta which, by the end of 1968, had not been con-
cluded. The Community also signed bilateral trade agreeﬁents with
Iran, Lebanon, Israel, Morocco, and Tunisia.

The concessions accorded by the Community to its associates and
specific trading partners are inherently discriminatory against other
less developed countries not associated with the Community's p;eferen-
tial system. The United States does not support the Community's dis-
criminatory arrangements or other regional preferential systems, but |
instead advocates a generalized system of preferences to all develop-
ing couﬁtries. Along with other developed countries, the United

States has agreed to explore the possibilities of such a system. %/

Association with three east African countries

In July 1968, three east African countries--Tanzania, Uganda, and
Kenya--became the most recent African associates of the Cormunity.
The new agreement was induced by a declaration of intention issued by
the EEC Council of Ministers in 1963, which invited African countries
with economic structures comparable to those of the 18 associated
African States to request negotiation with the Community regarding
eventual association. The new agreement, however, expired on May 31,

1969; the same termination date applied to the Community's other two

the Trade Agreements Program--1967, 1968, pp. L2-43.
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negotiated with the 18 African States, and the Lagos Agreement, con-
cluded with Nigeria. The coincidence of the expiration dates was
intentional, designed to facilitate the joint consideration of renewal
items for all three of these associations.

The agreement with the éast African countries was signed at
Arusha, Tanzania, and was to.come into force after ratification by the
parties involved. It provided, as a general rule, that the exports
of the east African countries to the Community, like those of the
Yaoundé countries, would be accorded treatment identical with that
accorded the exports of Community members to each other. To avoid
harmful competition for the Yaouna& countries, however, sales by the
east African associates to the Community of coffee, cloves, and tinned
pineapple were to be limited. Moreover, the association council was
to decide later on the treatment by the Community of some agricultural
export commodities of the east African partners which had competitive
counterparts in Community countries. The east African partners, on
their behalf, committed themselves to eliminate customs duties and
quotas on goods originating in Community countries, but were allowed
to make exceptions where their development needs, balance of payments,
or fiscal considerations so required. The obligations of the east
African countries to the Community were similar to those of the

7’ N . .
Yaoundé associates and Nigeria.

Renewal of the African association agreements

In 1968 the signatories’ of the Yaoundé Convention made prepara-

tions for negotiating a new convention, as the current one was due
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to expire in 1969. Many points of disagreeﬁent existed, however, be-
tween the African and the European views on the terms of a new asso-
ciation. The African countries were generally dissatisfied with the
growth of Community imports from them. During the years of associa-
tion, the growth of such imports had been significantly less than the
expansion of intra-EEC trade, and even less than the growth of Commu-
nity imports from nonassoclated countries during the same'period. The
African associates blamed this shortfall on remaining trade bayriers
maintained by the Community, such as excise taxes levied on many im-
ported tropical goods in Community countries. Moreover, they felt
that the tariff preferences accorded to them did not sufficiently pro-
tect tﬁem from the competition in tropical exports of other African
countries and American countries that were not associgted with the
Community. The African assocliates expected, therefore, to propose
different trading arrangements that would allow a faster expansion of
their trade with the Community.

It appeared in 1968 that the Community, on its behalf, planned to
propose that the basic features of the previous agreement be essen-
tially maintained with some modifications. These would be designed
predominantly to help the production and marketing of some tropical
products in the associate countries and facilitate their exportation

to the Community.

Foreign Trade
The Community members' trade with each other has expanded signif-

icantly as a result of the gradual elimination of the obstacles to
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such trade. Over the 10 years in which the Common Market has existed,
intra-Community trade has more than quadrupled; it reached $28.k4 Dbil-
lion in 1968, compared with only $6.8 billion in 1958. The Community's
trade with third countries also expanded appreciably during the same
period, although at a lower rate than intra-Community trade. 1In 1968,
Community exports to third countries amounted to $35.3 billion and im-
ports from third countries, to $33.5 billion, more than double and
almost double, respectively, the 1958 values. This growth of external
trade outstfipped the increases in overall world trade and the foreign
trade of most other countries or economic groupings. The Community's
balance of external trade, which was in deficit during the first 6
years of this decade, improved to a surplus position in 1967. This
surplus more than doubled during the year under review, mainly because .

of a sharp improvement in the West German and Italian trade balances.

Commercial Relations With the United States

Trade with the United States was largely responsible for the sig-
nificant improvement in the Community's trade balance in 1968. The
traditional trade deficit of the Community with the United States was
all but wiped out in 1968 as the United States increased its imports
from the Commrunity by 30 percent to $5.9 billion. The increase in
U.8. imports was accounted for by consumer goods and by substantial
purchases of iron and steel products in expectation of a steel strike.
The 8~percent growth of U,S. exports to the Community to $6.1 billion

was Tar lower than the 30-§ercent rise in U,S. imports from the
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Community. Consequently, the U.S. trade surplus with the Community
declined from $1.2 billion in 1967 to $250 million in 1968.

The virtual disappearance of the U.S. trade surplus with the Com-
munity in 1968 appears to have resulted mainly from developments that
took place within the U.S. economy. Nonetheless, contraction of the
U.S. surplus that began after 1965 seems to reflect, at least in part,
the effect of certain measures applied by the Community. \Fbr example,
the CAP reduced the access of U,S., agricultural products to the Com-
munity market. Various nontariff barriers also had a restricting ef-
fect on U.,S. exports.

The expansion in 1968 of United States-Community trade continued
an uninterrupted trend. Whereas in 1958 the United States accounted
for 17 percent of the Community's total imports from third countries
and 10 percent of its exports to them, in 1968 these percentages in-
creased to 19 and 16 percent, respectively. The fapid economic develop-
ment that took place in the Community evidently had a trade-creating
effect that also boosted Community trade with extraregional countries,
in particular with the United States, despite the discriminstion against
third countries inherent in a regional trade system.

During the year, the Community offered to assist the United States
in its efforts to restore its balance of trade. In April the Council
of the Community decided to bring forward by a year (from January 1,
1970, to the same date in 1969) the one-fifth cut in the tariff conces-
sions the Community agreed to in the Kennedy Round and to .allow the

United States to postpone for a year its own tariff reduction, due on
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January 1, 1969. In exchange for this concession, the Council re-
quired thaf the United States abolish the American-selling-price (ASP)
system of valuation L/ for chemical products by January 1, 1969, and
refrain from introducing any further protectionist measures in that
field. The Council's decision has not been implemented because the

United States has not abolished the ASP systen.

THE EUROPEAN FREE TRADE ASSOCIATION 2/
In 1968, members of the European Free Trade Association (EFTA)
~continued to give their attention to possible new forms of regional
integration, both within and outside the Association. The members
that wished to accede to the European Community persevered actively
in their search for solutions to this end, and the four Scandinavian
members renewed their interest in closer Nordic cooperation among them-
selves. Howesver, no decisions regarding_new regional patterns of
European integration were made during'the year.

EFTA members continued to improve the functioning .of the free-
trade area attained in 1966. Their primary efforts were directed to-
ward the removal of nontariff trade barriers and the establishment of
proper rules of competition in-the area.

With respect to third countries, EFTA members generally followed

independent commercial policies. During the year they all reduced

}/ The ASP system of customs valuation gives added protection to a
segment of domestic chemical production and some other goods by assess-
ing the dutiable value of competitive imported products, not on the
basis of the foreign cost, but on the basis of the ASP of such products.

g/ The Association includes the following countries as members:
Austria, Demmark, Norway, Portugal, Sweden, Switzerland, and the United

Kingdom. Finland is an associate member.
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duties toward third countries, as scheduled in the Kennedy Round of
negotiations under the GATT, and made a conditional offer to acceler-
ate their schedule of reductions unilaterally to give support to the
U.S. balance of payments. The trade balance with the United States
improved considerably in 1968 in EFTA's favor. In 1968 the United
Kingdom put into effect a number of measures designed to improve its
trade balance and strengthen its currency, the effects of which were

expected to show in 1969.

The Future of the Organization

Frustrations felt over the inadequate development of European in-
tegratiSn overshadowed the performance of EFTA during 1968. In Decem-
ber 1967, French opposition prevented any agreement, for the time
being, on the applications for membership in the European Community
by three EFTA countries: the United Kingdgm, Denmark, and Norway.
As far as member countries were concerned, EFTA was regarded from the
beginning as a transitional arrangement, designed to further the
eventual integration of its members into a larger Western European
regional economic organization. On the last day of 1966, EFTA attained
the major objective of completing the establishment of an industrial
free-trade area among its members. After this accomplishment, how-
ever, the organization subordinated its efforts to function as an
independent free-trade area in order to prepare for the accession of
most of its members to the Eurcopean Community.

EFTA Ministerial meetings devoted a considerable time in 1968 to

possible interim solutions that would bridge the time until EFTA
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members could accede to the Community. Some suggestions were put for-
ward by members of the European Community, such as proposals for.pref-
erential trading and technical cooperation between the Community and
EFTA members. Representatives of EFTA members expressed their readi-
ness to consider any constructive pfoposals put forward by the Commu-
nity, but there was little likelihood of an early solution, consider-
ing.the disagreement that prevailed among the Community members even
on the subject of an interim arrangement. }/

EFTA's Scandinavian members meanwhile renewed interesf in a Nordic
customs union or economic union. g/ In April 1968 the Prime Ministers
of four EFTA countries (Denmark, Norway, Finland, and Sweden), to-
gether with an applicant for EFTA membership (Iceland), 3/ held pre-
liminary discussions on the possibility of expanding economic coopera-
tion among their countries. Cooperation among the four Scandiﬁavian
EFTA countries has always been greater than among other EFTA members;
it extended beyond the trade concessions accorded each other on the
basis of the EFTA treaty to other economic relations as well as social
and cultural. affairs. Trade between the four Nordic countries has in-
creased much faster than intra-EFTA trade as a whole. Moreover, in

the final, crucial months of the Kennedy Round, the Nordic countries

negotiated as one unit.

1/ See the section entitled "Enlargement of the European Community"
on p. 67 of this report.

g/ In 1952 a Nordic Council was established by Denmark, Iceland, Nor-
way, and Sweden. Finland acceded to it in 1955. The Council is a joint
consultative body among the five parliaments, and meets annually. The
possibility of a Nordic customs union was intermittently discussed by
the Counecil.

3/ Iceland applied’for EFTA membership in November 1968. The EFTA
Colneil was tc consider the application in 1969.
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In the April meeting of the Scandinavian ministers it was proposed
that Nordic economic cooperation be intensified to offset the failure.
to obtain membership in the Community. Cooperation would be extended
into such areas as common agricultural, financial, and investment poli-
cies. Meanwhile, increased Nordic cooperation should not conflict
with the continued functioning of EFTA as a whole, nor should it preju-
dice the final objective of an ultimate broad European solution. The
ministers decided further that various ways of expanding Nordic eco-

nomic cooperation would be investigated.

Internal Activities

In 1968 the EFTA was once more at a crossroads in formulating its
internal objectives. In 1963, after the bids of several EFTA members
to join the Community were rejected for the first time, EFTA proceeded
with its original plan of establishing an industrial free-trade grea.
Having attained this objective, EFTA could now decide on a relatively
passive internal program designed merely to keep the free-trade area
functioning, or it could embark on a more ambitious one aiming at
higher levels of integration among its members.

Representatives of various EFTA countries expressed widely diver-
gent opinions about the path that the Associstion should be following.
The work program agreed upon gt the London meeting of EFTA ministers
in May 1968 did not call for economic integration of EFTA members, but
was designed predominantly to maintain and improve the functioning of

the industrial free-trade area. The work program established three

major objectives: (1) To improve the trading opportunities opened up
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by the Association still further, (2) to pursue a more precise inter-
pretation of the provisions of the Stockholm Convention, including the
"rules of competition," and (3) to extend consultatioﬁ within EFTA and
with third countries in a number of fields, such as financial and
economic policy.

Programs for removal of various nontariff barriers to EFTA trade
and to free competition in the EFTA area came under the first two ob-
jectives. After the removal of industrial tariffs in 1966, nontariff
barriers became the first concern of the Association. 1In general,
the great significance of nontariff barriers in restricting interna-
tional trade and competition has been recognized only recently. Among
regional economic organizations EFTA has taken a pioneer role in
identifying these barriers and searching for ways of coping with them.

In July 1968 the Association specified in what manner gove?nment
aids could be used so that they woula be compatible with free EFTA-
wide competition. 1/ The rule on government aids 2/ provided that no
types of aid, such as direct subsidies or remission of direct taxes,
that would negate the benefits obtained from the removal of duties and
quantitative restrictions in intra-EFTA trade should be granted to

exporters. The agreement reached in 1968 on the application of this

;/ The provisions of the EFTA convention on government aids are con-
taimed in art. 13 of the EFTA convention. Agreements regarding the
interpretation of other EFTA rules of competition, which concerned the
rights of establishment, restrictive business practices, and purchas-
ing practices of public undertakings in the EFTA area, were reached in
previous years. The provisions of the EFTA convention on these three
rules of competition.are gontained in arts. 1h-16.

g/ Annex C of the EFTA convention contains the full list of govern-
ment aids that came under this rule.
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rule did not go as far as harmonizing the aids provided by various
governments in the EFTA area. However, it specified practices that
were prohibited because they constituted barriers to trade or promoted
unfair conditions of competition between member States. The agreement
excluded forms of aid that did not constitute a net transfer of funds
from a government to the recipient or that were intended to benefit
research, development, structural changes, or general export promotion.

An important specific case of government aid was considered on
the ministerial level during the year under review. EFTA ministers
discussed the proposed expansion of aluminum-smelting capacity in the
~United Kingdom with the assistance of govermment aid and the possible
effect this could have on Norwegian exports of aluminum., The two
Governments concerned were called upon to settle their differences
bilaterally and report to the EFTA.

During 1968 various working parties studied problems reélating to
the implementation of other rules of competition. Other groups in-
vestigated certain nontariff trade barriers and ways to eliminate them,
especially the possibility of patent cooperation and the establishment
of uniform industrial standards for safety and quality in EFTA coun-
tries. The diversity of such standards and of patent legislation within
the EFTA area was considered a major cause of discrimination by one
EFTA member against the products of another. The EFTA Council reached
agreement during the year on facilitating intra-area trade of pharma-

ceutical products.
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Foreign Trade

The gradual removal of trade restrictions in the free-trade area
resulted in a substantial growth of trade between the eight members of
EFTA. 1In 1968 trade amounted to $8.6 billion, 145 percent more than
in 1959, the last year before the EFTA was established. Total exports
by EFTA countries (including intra-area trade) reached $33.2 billion
in 1968 and their total imports, $39.6 billion, representing increases
over the comparable 1959 figures of 83 and 88 percent, respectively.
During the year, EFTA's trade deficit with third countries decreased
to $6.4 billion from $6.6 billion in 1967. The main component of this
deficit, however, that of the United Kingdom, continued to grow from

$3.3 billion in 1967 to $3.6 billion.

Commercial Policy Affecting Third Countries

During 1968 EFTA members reduced their duties to be levied on im-
ports from third countries in accordance with the schedule agreed upon
in the Kennedy Round hegotiations of the GATT. On January 1, 1968,
Austria, Portugal, and Switzerland put into effect one-fifth of the
total reduction to which they had committed themselves. The other
EFTA countries--Denmark, Finland, Norway, Sweden, and the United
Kingdom--were following a different schedule; on July }, 1968, they
reduced their duties by two-fifths of their total commitment, combin-
ing the reductions that were due on January 1 of 1968 and 1969.

The international monetary troubles of November 1968 induced the

United Kingdom, the dominant member of EFTA, to apply a series of
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measures designed to strengthen its financiéi and trade positions.
These measures included an import deposit scheme, to be effective for
1 year, that required importers of certain goods to deposit 50 percent
of the value of such goods with the customs office. The deposits were
to be made before the release of the goods from customs warehouse and
were returnable in full after 6 months. The scheme generally applied
to goods other than basic foods, feedstuffs, fuel, raw mai;erials, and
certain commodities imported mainly from developing countries.. The
system of deposits, together with other measures, }/ was expected to
reduce imports. The application of such measures was needed because
the devaluation of the pound 1 year earlier g/ and other measures
adopted thereafter ;/ had not reestablished full confidence in this
currency. The improvement in the balance of trade had been insuffi-
cient, primarily because the high level of consumer speﬁding and
buildup of stocks had prevented the necessary reduction in the volume

of imports.

Commercial Relations With the United States
Despite the discrimination against third countries inherent in a
regional free-trade arrangement, trade between the EFTA and the United
States has expanded more rapidly than the total trade of either part-
ner. The EFTA generally has a trade deficit with the United States

that fluctuates from year to year. - -

1/ Increases 1n sales taxes and new restrictions on bank lending.

g/ See Operation of the Trade Agreements Program, 19th report
(processed ), p. 140.

3/ In the first months of 1968 the British Government adopted vari-
ous measures to restrict domestic demand.
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In 1968 the EFTA countries collectively were beneficiaries of the
deterioration in the U,S, trade balance, and the aggregate trade defi-
cit of the EFTA with the United States was reduced, especially the
deficit of the United Kingdom. Furthermore, 1968 was the first year
in the postwar period when the Scandinavian countries--all EFTA mem-
bers--jointly had a surplus in their trade with the United States.

The United States imported 3.4 billion dollars'worth of merchan-
dise from the EFTA countries, 19 percent more than in the previous
year, and exported 3.8 billion dollars' worth, 15 percent more than
in 1967. The U.S. trade surplus with EFTA was reduced to $390 mil-
lion. U.S. imports from EFTA countries, particularly from the United
Kingdom, were boosted in part by inflationary pressures inAthe United
States.

EFTA members, like the European Community, offered during.the
year to take steps that would give support to the U.S. balance of pay-
ments, l/ provided the United States fulfilled certain conditions.
Unlike‘the Community, however, thch proposed to complete three-~fifths
of the tariff reductions agreed to in the Kennedy Round by January 1,
1969, the EFTA countries were willing to complete their entire program
of reductions by the same date, without requesting reciprocal action
from the United States. No progress was made on the offer during the

year.

}/ The offers were made individually and more or less simultaneously
by the EFTA governments in the form of notifications to the United
States. The contents of the offers were more or less identical.
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CANADA 1/

Canada's surplus of trade more than doubled in 1968, rising to
more than $1 billion. It resulted from a 19-percent increase in ex-
ports (to $12.6 billion), compared with only a ll-percent increase in
imports (to $11.4 billion). The percentage growth in exports was the
highest achieved in the postwar period and resulted largely from the
accelerated growth of Canadian exports to the United Statés. The
Canadian trade balance showed a surplus with the United States for the
first time in nearly 80 years.

In 1968 the United States imported 9 billion dollars' worth of
merchapdise from Canada, 26 percent more than in the previous year.
Increaéed U.S. demand for automotive products and industrial materials
was largely responsible for the expansion in imports. U.S. exports to
Canada increased by 13 percent, to $8 billion. Thus, the U,S. trade
deficit with Canada was close to $1 billion.

United States-Canadian trade has expanded rapidly; it doubled in
" the period 1963-68, when automotive products were largely responsible
for the growth of trade flows in both directions. g/ The U.S. export
surplus in this trade declined in 1966 and 1967. During 1968, however,

the continued rapid increase in U.S, imports of automotive products

1/ Canada also belongs to a regional group, the (British) Common-
wealth of Nations, which is far older and different in character from
the major regional groups of recent origin. No major commercial polic]
developments affecting U.S. interests occurred in this organization dw
ing the year under review.

g/ The implementation of the Automotive Products Trade Act of 1965 -
and United States~-Canadian trade in motor vehicles and parts are dis-
cussed in ch. 1 of this report.
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from -Canada ﬁas virtually matched by a parallel rise in other Canadian
exports to the United States. Thus, the trade surplus achieved by
Canada with the United States in 1968 was accounted for in large part
by commodities other than automotive products.

On January 1, 1968,Athe Canadian Govermnment implemented, as
scheduled, one-fifth of the tariff reductions it had agreed to in the
Keﬁnedy Round. Some of Canada's commitments had been implemented

previously, in one step.

JAPAN

In 1968 Japan exported 12.7 billion dollars' worth of herchandise,
24 percent more than in 1967, and its imports increased by 13 percent,
reaching $10.2 billion. Hence, Japan's trade surplus of $1.2 billion
in 1967 more than doubled to $2.5 billion in 1968.

During 1968, U.S. imports from Japan amounted to $4.1 billion,
and U.S. exports to Japan, to $3.0 billion. The United States had
been running a trade dgficit with Japan since 1965, despite steadily
increasing U.S. exports to that country. The 1967 U.S. trade deficit
with Japan lt;ore than tripled to $1.1 billion in 1968. Nearly half
of Japan's total trade surplus resulted from that country's trade
with the United States alone.

Japan chose to effect the first two of its scheduled tariff re-
ductions under the Kennedy Round simultaneously on July 1, 1968. On
that date Japan implemented 40 percent of its agreed tariff reduc-

tions. However, the Japanese Government maintains various nontariff
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barriers (in particular, quantitative restrictions) that curtail United
States access to its market to a-large extent. In the course of 1968,
the Japanese Cabinet announced its intent to review these restrictions

and to ease import controls.

LATIN AMERTCAN FREE TRADE ASSOCIATION

The year 1968 was noteworthy for the Latin American Free Trade
Association (LAFTA) 1/ because of (1) the crisis over the Common List
of permanent tariff concessions on commodities entering into intra-
regional trade and (2) the growing enthusiasm for subregional rather
than LAFTA-wide arrangements. The failure to agree on the second
of foﬁf stages of the Common List in the extraordinary sessions of
1968, followipg the initial inability to negotiate at the annual
LAFTA Conference in 1967, could result in the extension of the date
set for the completion of the list, i.e., 1973, when virtually all
intraregional trade was scheduled for liberalization. It could also
necessitate a new formula for tariff reduction on the list, or could
result in liquidation of the Common List itself. The progress
achieved in negotiating tariff concessions for inclusion on the
national lists of the individual LAFTA countries and in concluding
industrial "complementation agreements," however, could minimize the
impact of the stalemate on the Common List. The trend toward sub-

regional agreements, although facilitating economic development. on

1/ By the close of 1968, the membership of LAFTA consisted of
Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Para-
guay, Peru, Uruguay, and Venezuela,
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a more limited scale in smaller areas, constituted a potentiel threat
to the eventual success of the larger regional and overall Latin
American efforté.

Considerable progress was realized in the negotiation of the
national lists during the eighth annual Conference in 1968. These
bilateral negotiations, consisting of the exchange of concessions
between members on a broduct-by-product basis, added many commodities
important to intraregional commerce to the lists. The success, al-
though on a limited scale, of the industrial complementation agree-
ments, which provided free trade within the region for a number of
industrial producté and groups of products, was also encouraging. No
system for automatically reducing tariffs has won approval by .LAFTA,
but the strong confidence mgnifested by the industrial sector in the
bilateral negotiating procedure, coupled with the success of recent
negotiations, implies that LAFTA is still functioning dynamically.

The interest in subregional sgreements within the framework of
LAFTA, espécially in that of the Andean Group of nations, reached
high levels during 1968. It was believed that tariff liberalization
and economic integration; perhaps even the formation of a common mar-
ket, could achieve greater success on a small scale among countries
of more or less equal development than on a LAFTA-wide scale among
countries of greatly disparate economies. Despite the advantages of
subregional arrangements, however, it was widely recognized that
such fragmentétion or limitation of original goals would be detri-

'
mental to LAFTA by making more difficult the eventual attainment of
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economic integration and a common market for all of Latin America, as
projected by the American chiefs of State at Punta del Este, Uruguay,
in 1967. To the extent that individual countries or smmll groups of
countries concentrate their initiatives and energies on internal de-
velopment, they have less to contribute to the economic growth of a
broad region.

After leveling off in 1967, intraregional trade resumed its up-
ward course during 1968, primarily because of considerable gains in
the value of Argentine and Brazilian trade within the region. Extra-
regional trade, especially with the United States, increased in 1968;
U.S. exports to LAFTA rose about 15 percent in value during 1968,
after falling off slightly in 1967.

LAFTA made steady progress during 1968 in the field of adminis-
trative measures designed to encourage and increase the liberaliza-
tion of intraregional trade and to lay the groundwork for an eventual
Latin American common market. The coordinating commission for LAFTA
and the Central American Common Market (CACM) held its first formal
meeting to arrange the projected merger of the two groups. Progress
was made towards completing the uniform tariff nomenclature of the
Association and in extending the quantity and improving the quality
of regional statistical services, especially in the compilation of

uniform statistics by the members of LAFTA.
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Trade Concessions Added to National Lists 1/

At the eighth annual LAFTA Conference, during October-December
1968, approximately 500 new tariff concessions were added to the
national lists of the members of the Association. By the end of 1968,
the total number of these conce;sions.granted since the inception of
LAFTA amounted to nearly 11,000. About 6,500 of these consisted of
concessions granted by four of the 11 participating countriese-
Argentina, Brazil, Ecuador, and Mexico. It should be noted that the
mere number of concessions granted is of little importance in assess-
ing their contribution to the LAFTA program for the reduction of in-
traregional trade barriers. Most of the concessions (about 7,600)
were granted during the first 2 years (1961-62) of the Association's
existence; many were counted more than once, having been included in
most of the individual national lists. In addition, a large p?opor-
tion of the products subject to concessions granted had never ap-
peare@ in intraregional trade and were not produced in the grantor
nations., It is not surprising, therefore, that about half of the
concessions granted had never been utilized by the end of 1968.

As the list of products available for concessions narrowed down

to leading agricultural exports and those produced by new industries

l/ﬂThe primary goal of LAFTA, scheduled for accomplishment at the
end of a 12-year transitional period (1962-73), is the elimination
.of tariffs and other barriers to intraregional trade. The Montevideo
Treaty provided three principal mechanisms--national lists, the Com-
mon List, and complementation agreements--to achieve this goal.
(See Operatlon of the Trade Agreements Program, 19th report (proc-
essed), p. 1L2.)
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that wished to be shielded from foreign competition, the number of
new concessions appearing on national lists of LAFTA countries became
fewer and fewer. However, the comparatively few concessions of the
196L4-68 period included products (1) produced in the grantor nations,
(2) increasingly important in intraregional trade, (3) finishéd
through either manufacturing or processing, and (L) subject to duty
at relatively high rates.

The qualitative rather than quantitative aspect of sﬁecific c;n—
cessions, therefore, has been most significant in the expansion of
the intraregional trade of LAFTA. A large concession on a single
major product has generally been much more important to intraregional
trade than minor concessions on a number of miscellaneous items. For
example, Argentina had granted over 1,000 concessions on products for
importation from Paraguay by 1968. Only 30 iteﬁs, however, have ac-
counted for approximately 95 percent of the annual value of Paraguayan
exports to Argentina in recent years. In general, the commercial im-
portance of concessions has varied in accordance with (1) the extent
of the effective demand in each market within the region and (2) the
extent of the margin of preference betwgen the reduced rates levied
on imports from fellow members of LAFTA and those levied on imports
entering from non-LAFTA countries.

The principle of reciprocity has been firmly adhered to in the
granting of trade concessions for inclusion on the national lists;
although neéotiating with reciprocity is a slow process, limited

progress has been made in reducing intraregional tariffs. There is

N
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little likelihood that the principle of automaticity l/ will be adopted
for these duty reductions, as the small and middle-sized members of
LAFTA have been reluctant to'make concessions that would permit the
larger and more industrialized LAFTA countries to flood their limited
markets with commodities to the detriment of their gwn embryonic in-
dustries. The larger countries, on the other hand, héve béen reluc-
tant to make concessions to fellow members not in a position to recip-
rocagte with concessions of equal value.

The LAFTA Secretariat calculated that, by the beginning of 1968,
Argentina, Brazil, Chile, Mexico, and Uruguay had reduced their intra-
regional duties, through concessions on their respective ngtional
lists, by a higher percentage (on a 6-year cumulative basis) than
specified by the Montevideo Treaty; Colombia was slightly belqw the
specified level. By December 1968, on a T-year cumulative basis,
Mexican tariff reductions had fallen below the indicated level, and
those of Peru were considerably short of the goal specified in arti-
cle 5 of thé treaty. As for the products involved, most concessions
in recent years have been granted on mechanical and electrical ma-
chinery, organic and inorganic chemicals, cement, tanning materials,
tools, photographic equipment, and optical instruments.

By 1968, about 90 percent of the value of LAFTA intraregional

trade was composed of products on which tariff concessions had been

1/ Linear, across-the-board tariff reduction, made according to pre-
determined percentage rates on specific products and product groups
and regulated by a predetermined timetable, and therefore automatic;
this is in contrast to the method of reciprocal, item-by-item
negotiation.
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granted. These "concession products" have éonsisted traditionally of
basic raw materials, which still account for the bulk of intra-LAFTA
trade. Nontraditional products such as light manufactures and chemi-
cals, however, accounted for increasing proportions of this trade

during recent years, especially in 1968.

The Problem of the Common List

The second stage of the Common List was scheduled for 1967, 1/
to be completed during the seventh annual Conference of ﬁAFTA.. When
the member countries failed to agree, a special Conference was held
in July 1968 for the express purpose of negotiating the list, but the
conferées again failed to reach agreement. Major obstacles to these
negotiations were (1) objections to inclusion on the Common List of
wheat and petroleum, largely state-traded items in the LAFTA area,
which together have accounted in recent years for more than 25 percent
of the value of intraregional trade; (2) ﬁhe desire of some of the
members to insert numerous escape clauses in the list; and (3) the
fact that commodities once included on the list may not be withdrawn.

Failure to negotiate the second stage of the Common List was re-
garded in many quarters as inimical to the overall success of LAFTA,
reflecting a basic inability to continue its forward movement and fo
function dynamically. However, there is no stipulated time schedule
for the Common List, and the Mﬁntevideo Treaty requires only that all

products in intraregional trade be liberated from duties and charges . .

E/ The first triennial conference to negotiate the Common List was
successfully completed in 196k; see Operation of the Trade Agreements
Program, 17th report, p. 83.
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by 1973. Suggestions have been made within the Association for ad-
vancing the completion time of the Common List or for modifying the
proportional requirements (regarding the 25epercent liberalization of
intraregional trade). The success of the concessions on national
lists, as well as the possibilities offered by the program of com-
plementation agreements among LAFTA industries, implies that the com-
pletion of the Common Lisf may not be indispensable to the progress of

the Association.

Complementation Agreements 1/

By the end of 1968, five important regional complementation agree-
ments had been ratified by the LAFTA members; these were concerned
with such commodities as data-processing machines and equipment, elec~
tronic tubes, domestic heating equipment, electric communications
equipmént, and chemicals; g/ A number of new agreements were proposed
or were in various stages of negotiation during 1968; these involved
household electronic equipment, glassware, household refrigerators,
equipment for generating and transmitting electricity, canned fruits
and vegetables, electronics and communication equipment, valves,
plastics, and petrochemicals.

The agreements provide for two or more members to establish free

trade within LAFTA for specified products or groups of products. They

,i/ For additional information, see Operation of the Trade Agreements
Program, 17th 18th, and 19th reports.
2; As of Dec. 31, 1968, the agreement on chemicals had been ratified
by Brazil, Colombia, Chile, and Peru; Argentina, Mexico, Uruguay, and
Venezuela, the other parties involved, had not ratified the agreemgnt
by this date.
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are designed to accelerate development and integration of the indus-
tries involved, enabling them to coordinate their plans for diversi-
fication, specialization, and expansion. Such industry-by-industry
negotiations are binding only for those LAFTA members in whose terri-

tories these industries are located.

Industrial Sector Meetings

Seventeen sector meetings were scheduled by LAFTA during 1968,
each for g different industrial group within the region. l/ Répre-
sentatives of LAFTA industries and govermments were to recommend prod-
ucts for inclusion on the national lists of the member countries or
. as subjects of complementation agreements, to stimulate and expand
the Associgtion's region-wide program of free trade and economic
integration.

The 17 sector meetings yielded recommendations for tariff reduc-
tions on a total of 910 industrial items. This included 858 items for
inclusion on national lists (i.e., available to all LAFTA members ),
of which 456, or 53 percent, were adopted by the LAFTA governments;
the remaining 52 items were recommended for special lists available
only to the less developed members, of which 36, or 69 percent, were
adopted by the LAFTA governments. Most of the recommendations were

1/ The LAFTA industrial sectors participating in these meetings were
as follows: Office machines, lumber and furniture, perfumery and
toilet articles, valves, machine tools, chemicals, drugs (pharmaceu-
ticals ), refrigeration and air-conditioning appliances, electronics
and electric communication equipment, equipment for the generation
and transmission of electricity, electric-lighting equipment, fish
and shellfish, canned fruits and vegetables, canned meat, citrus
products, bakery products, and plastics.




95

made by the sectors for electrical appliances and equipment; all of
the recommendations adopted were from these particular sectors. Al-
most 60 percent of the tariff concessions for national and special
lists negotiated at the eighth annual LAFTA Conference, during October-
December 1968, were recommended by the sector meetings held during the
year.

The valves and plastics sectors also recommended that the Perms-
nent Executive Committee of LAFTA consider complementation agreements
for these industries. By December 31, 1968, no action had been tasen

on these recommendations.

The Andean Group

During 1968, the Andean Group ;/ of nations succeeded in gver-
coming some of the difficulties that had retarded progress in LAFTA.
In February of'tﬁat yeaf the initial phase of this subregional agree-
ment, which featured intra-group frade liberalization and a common
external tariff, was dréfted. g/ Also in February, an agreemeht form=-
ing the Andean Development Corporation was signed by the six Andean
countries in Bogota, Coldmbiag the corporation was initialliy capital-

ized at $100 million, with Caracas, Venezuela, designated as its

;/ The Andean Group is composed of six South American countries--
Bolivia, Chile, Colombia, Ecuador, Peru, and Venezuela. It was pro-
jected initially by the declaration of Bogota, signed in 19€5 by all
of these nations except Bolivia. It was to be carried out within the
framework of LAFTA, as provided in the Montevideo Treaty in 1960 and
in the declaration of the American chiefs of State at Punta del Este,
Uruguay, in 1967. The six countries of the group combined have a popu-
lation of approximately 60 million and produce about 80 percent of the
petroleum, 50 percent of the -iron ore, and more than 40 percent of the
coal of Latin America as a whole.

2/ This phase of the agreement came to be known as the ColombianZ
Chilean position on economic integration.
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administrative headquarters. l/ It was designed to sfimulate economic
development within the subregion and especially to finance new or ex-
panding industries, whether owned privately or by a particular govern-
ment, that could only be established on a subregional basis. The cor-
poration was also to provide financing and administrative and tech-
nical assistance to subregional projects.

During 1968, difficulties arose which resulted in postponement of
the scheduled April meeting of the mixed commission of th; group and
of the anticipated signing of the basic agreement in May. The desire
to protect domestic industry (especially new enterprises) in the indi-
vidual countries and national differences in relative stages of eco-
nomic development appeared to be the greatest obstacles to progress by
the group, as with LAFTA itself.

The mixed commission meeting finally took place in June 1968,
with government and industry representatives seeking to eliminate dis-
agreement among the member nations. The draft agreement produced st
this meeting elevated subregional economic integratioﬁ,and the harmo-
nization of the respective economic and social policies to the same
important position as was held by subregional tariff reduction and the
common external tariff. Indeed, only the representatives of Colombia
and Chile showed concern about tariff liberalization at this initial

phase of the subregional group.

1/ By Dec. 31, 1968, Peru and Colombia had ratified this agreement.
At least three of the Andean countries must ratify before the corpora-
tion could become operative. With the ratification by Canada, the
corporation became operative in January 1970.



97

The majority of the members of the Andean Group, while acknowl-
edging the need for reduction of trade barriers, have indicated their.
recognition of the more urgent need to expand and diversify production
within the subregion and to attract the new investments essential to
economic development. The reduction and eventual elimination of tar-
iffs'and other charges within the subregion can only result in a
limited increase in the trade of that area if the members of the group
do not produce more of the commédities required by other members.

The Andean Group has been attempting to ;rrange industrial com-
plementation agreements similgr to those of LAFTA in order to stimu-
late economic growth in the subregion. In July 1968, four members of
the group (Bolivia, Chile, Colombia, and Peru) signed a complementa-
tion agreement concerning the petrochemical industry; the agregment
has received the approval of LAFTA. Also during 1968, possibiiities
were explored for such agreements in the automobile, steel, elec-
tronics, and fertilizer industries.

The pet%ochemical agreement involved 57 different products, each
of which is.to be producéd in one or moré of the member nations. Only
one of these products, however, has actually been produced within the
area. The subregional specialization should substantially reduce the
costs of refiniﬁg and distributing these products. Officials of the
group have estimated that approximately $70 million in subregional
petrochemical trade will be realized in 1970 as a result of the agree-

ment.



98

The complementation agreement required that participating coun-
tries reduce their import duties annually by 20 percent on petrocheme,
ical products not yet produced within their territories, the first
20-percent reduction to become effective on January 1, 1969. It fur-
ther required that such duties be completely eliminated at the time.
production is started on a specific product. All nontariff restric-
tions on the petrochemical trade within the group were to‘be elimi-
nated on the date the agreement became operative. The agreement also
stipulated that a common external tariff on trade in a given product
should go into effect at the time that product first goés into produc-
tion and that participants should harmonize their laws and regulations

affecting the petrochemical industry.

River Plate Basin (Cuenca del Plata) Group

During 1968 the River Plate Basin Group of countries--Argentina,
Bolivia, Brazil, Paraguay, and Uruguay--agreed upon a subregional
arrangement within the framework of LAFTA. This subregional group
is expected to concentrate its efforts on specific economic develop-
ment projects. The group held a meeting of its foreign ministers in
Brasilia, Brazil, in April 1969; subjects considered included insti-
tutionalization of the subregional agreement, establishment of a
group development bank, expansion of the infrastructure of the subre-
gion, and increased development and use of the water resources of the

five countries.
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Growth of Intraregional Trade

In 1968 the total value of trade between LAFTA members 1/ rose
to $1.6 billion, compared with the annual level of about $1.4 billion
registered in each of the 3 preceding years; in 1961, the year in
which LAFTA became operative, the value of this trade was $658 mil-
lion. The increa;e in total intraregional trade during 1968 was prin-
cipally the result of gains in the value of Argentine and Brazilian
trade within LAFTA; during recent years, these two countries conbined
have accounted for approximately 60 percent of the value of intra-
LAFTA trade.

There are several causes for this increase ih trade during 1968.
Argentina and Brazil have always héd considerable commerce with each
other and their smaller immediate neighbors, and recent economic de-
velopment has spurred activity in the industrial sector of eaéﬁ nation.
This economic development, in turn, has been aided substantially by
increased intra~LAFTA trade reéulting from tariff concessions on the
national lisfs, from the complementation agreements, and from the
industrial sector meetings. Argentins and Brazil were involved in a

very large share of these LAFTA activities.

1/ The statistics presented herein for total intraregional trade
cover only the original (since 1961) nine members of LAFTA: Argen-
tina, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Peru, and
Uruguay. Intraregional trade totals for the other two members, Bo-
livia and Venezuela, have not yet been included in the comparative
statistics of LAFTA because of their late accession (1966-67) to the
Association and the desire to preserve the comparability of recent
figures with statistics compiled for the earlier years of LAFTA. The
velue of the intra-LAFTA trade of these two countries combined amounted
to more than $200 million in 1967 (the latest complete year for which
official statistics were available at the time of the preparation of
this report ).
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Extraregional Trade Trends

In terms of value, the extraregional trade of LAFTA as a whole
was greater during 1968 than in the previous year. The extraregional
trade of countries such as Brazil and Mexico rose substantially in
1968, while that of countries such as Argentina and Peru decreased
considerably. During recent years, LAFTA trade with countries out-
side the region has generally followed an upward trend, although its
course was often irregﬁlar for individual years and countries.

U.S. exports to the nine original LAFTA countries rose in value
from $2.6 billion in 1961 to more than $3.3 billion in 1968. 1/ The
overall gain, however, was largely attributable to substantially in-
creased U.S. exports to Mexico, which rose in value from approximately
$800 million in 1961 to nearly $1.L4 billion in 1968. On the other
hand, U.S. exports to Argentina and Uruguay have declined considerably
during recent years; exports to Argentina were valued at $435 million
in 1961, compared with $281 million in 1968, while those to Uruguay

were valued at $50 million in 1961, compared with $28 million in 1968.

Miscellaneous Developments
During 1968 LAFTA cooperated with other groups on a number of
activities whose ultimate goal was the achievement of economic inte-
gration and a common market for all of Latin America, Some of the

more. noteworthy projects are discussed below..

1/ As with intraregional trade, Bolivia and Venezuela were not in-
cluded. If U.S. exports to these two countries are added to the LAFTA
total, then the increase in value was from $3.1 billion in 1961 to $4.0
billion in 1968. :
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The LAFTA-CACM Coordinating Commission 1/

The first meeting of the LAFTA-CACM Coordinating Commission was
held in Port-of-Spain, Trinidad and Tobago, October 1L-18, 1968. Its
menbership comprised representatives of the Permanent Executive Com-
mittee of LAFTA and the Executive Council of the General Treaty for
Central American Economic Inﬁegration of the CACM. These representa-
tives were directed to make studies and recommendations regarding in-
creased cooperation between the two regional organizations, as well as
the economic integration of Latin America as a whole. The conferees
discussed such specific subjects as the mechanics of the proposed
merger of the two regional organizations, the prospects for making
industrisl complementation agreements available to all countries of
Latin America, the feasibility of subregional groups composed of mem-
bers of both organizations, an understanding to halt the imposi£ion of
new import restrictions within the two regions, and the granting of
tériff preferences commensurate with the different degrees of develop-

ment in the countries concerned.

Latin American industrial congress

The economic integration of Latin America was the principal sub-
Jeet considered.at a meeting of Latin American industrfalists held in
Mexico City during March 1968. The Secretary General of LAFTA made a
major speech at the meeting, in which he emphasized the need for more

inveétments,inithe LAFTA countries. . Other important topics discussed .

27 The foreign ministers of LAFTA had euthorized meetings with repre-
sentatives of the CACM and the creation of the coordinating commission

at Asuncifn, Paraguay, on Sept. 2, 1967.
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included the financing of intraregional shipﬁents, the éarrying of
intraregional freight by Latin American ships, and the mineral resourges
of the LAFTA countries. Members of the congress were unable to reach
agreement on such important matters as the programmed (automatic) re-
duction of import duties, the integration of basic industries, and

regional enterprises.

Uniform trade statistics

The eighth annual LAFTA Conference approved a resolution which
directed that all member countries that had not al;eady adopted the
LAFTA version of the Brussels Tariff Nomenclsture should do so by
januaryil, 1970. Those members that had adopted it were urged to keep
their national tariff schedules current, taking into consideration
whatever amendments to this nomenclature might be approved by the
Brussels Customs Cooperation Council. An advisory commission on
nomenclature was authorized to conduct periodic investigations to in-
sure that the national nomenclatures of the LAFTA members are kept up
to date. In addition, the LAFTA Secretariat agreed to provide, upon
request, whatever technical assistance may be required by the indi-
vidual member nations in adopting and keeping this nomenclature

current.

CENTRAL, AMERICAN COMMON MARKET
During 1968, basic economic difficulties served to obscure the

future prospects of the Central American Common Market, }/ despite

1/ The Central American Common Market is composed of five countries:
Guatemala, El Salvador, Honduras, Nicaragua, and Costa Rica. It be-
came operative in 1961.
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the considerable progress achieved in removing virtually all
restrictions on intraregional trade and in extending the common ex-
ternal tariff to nearly all items imported from extraregional sources.
The value of intraregional trade reached a record high level in that
year. CACM imports from the United States and other extraregional
countries also rose in value in 1968. The value of total CACM exports
increased very little, however, resulting in a_cbntinuation of the
annual deficit in thé trade balance and in the balance of payments that
this region has been ekperieﬂcing in recent years.

By the end of 1968 the CACM appeared to be nearing the limit of
its forward progress; its success seemed contingent upon the broaden-
ing of its economic base. Industrialization, ineluding the system of
regional "integrated" industries, has been increasing at a slow rate,
owing fundamentally to the small size of the regional markets, %he
absenée of the majdrity of the CACM population from the money ecdnomy,
the low per capita income of those in the economy, the high rate of
illiteracy in the areé,'and the chronic shortage of local investment
capital. In 1968 there was growing evidence that the program of in-
tegrated industries was not moving satisfactorily because of the
small regicnal market which it serves. Integration appeared to be
confined largely to the establishment of assembly enterprises and to
the increased utilization of capacity in existing industries. The

limited industrial expansion achieved to date has increased the demand
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for extraregional imports of capital.goods which the region cannot
afford, with resultant balance-of=payments difficulties.

During the year, serious financial problems beset the CACM,
notably the loss of customs revenues resulting from the freeing of
virtually all intraregional trade, high interest rates, and the balance-
of~-payments deficit caused by the high level of imports from outside
the region. In July 1968, in an attempt to cope with theée problems,
the CACM imposed a 30-percent surcharge on nonessential extraregionsl
imports and optional consumption taxes on all imports regardless of
origin, subject to ratification and adoption by the individual members.
The meeting of the five CACM Presidents with the President of the
United States in July helped to strengthen the resolve of the regional
leaders to persevere toward their economic goals, and also resulted in
the pledge of new financial assistance to the CACM from the U.S. Gov-
ernment. In addition, the financing of fegional projects of the CACM
was stimulated by expansion of the capitalization and loans of the
Central American Bank for Economic Integration (CABEI) and the estab-
lishment of the new Central American Investment Bank during the year.
Unified monetary and fiscal policies and a customs union, so badly
needed by the CACM, were still unfulfilled goals at the close of 1968.
Political difficulties and national rivalries have dimmed the outlook
for attainment of these goals, at least in the near future.

Dufing 1968 the CACM increased its ‘cooperation with other coun-
tries and trade groups to implement the recommendations of the American

chiefs of State in their 1967 resolutions projecting the establishment
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of a Latin American common market. It became more apparent that the
CACM required pa?ticipation in a larger trading area than its own in
order to achieve its goals of economic growth and development. Accord-
ingly, steps were taken during the year to bring about the proposed
merger of the CACM with LAFTA, to increase trade with and financial
assistance from Mexico, to establish economic relations with the
Andean Group of South American nations and some of the Caribbean coun-

tries, and to explore the possibility of CACM membership for Panama.

Growfh of Intraregional Trade

During 1968 the intraregional trade of the CACM rose in value to
about $260 million, more than 20 percent greater than that in 1967;
in 1961 the value of this trade had amounted to only $37 million. Be-
tween 1961 and 1968, the share of intraregional trade in the total
foreign trade of the CACM rose from 7 percent to more than 20 éercent;

This continuved growth of intraregional trade is mainly attribut-
able to the extensive reduction of trade barriers within the region,
along with the CACM policy of substitution of products of regional
origin for a wide variety of products formerly imported from extra-
regional sources of supply. The overall regional expansion of trade,
however, has been uneven. In 1968 and other recent years, El Salvador
and Guatemala had sizable surpluses in intraregional trade, owing
primarily to their greater production and exportation of manufactured
commodities, while Honduras and Nicaragua, on the other hand, recorded
considerable deficits in trade with fellow members of the CACM, since

they were unasble to achieve a rapid expansion in the volume of their
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predominantly agricultural exports. In 1968, trade in manufactured
products within the CACM accounted for slightly more than 50 pefcent.
of the total value of intraregional trade, compared with about 37
percent in 1961.

By the close of 1968, restrictions had been eliminated on intra-
regional trade in about 98 percent of the items of CACM origin listed
in the Uniform Central American Customs Nomenclature (NAU&A). ;/

Trade barriers on the remaining 2 percent of intraregional trade items
were scheduled for removal by 1970. The remaining items, however,
included commodities important to the trade of the region, such as re-
fined petroleum products, coffee, wheat, and sugar; these items have
accounted, in recent years, for approximately 20 percent of the total
value of intraregional trade, as well as for an equally large share of

the total customs revenues collected by the five CACM countries.

Common External Tariff 2/
By the end of 1968 the five members of the CACM were imposing
common duties on about 95 percent of the items in the NAUCA that were
being imported from countries outside the region. By 1972, when the

Protocol of Guatemala 3/ is to become fully operative, the individual

;/ Nomenclatura Arancelaria Uniforme Centro América.

g/ The duties and charges of the CACM on imports entering from extra-
regional sources are governed by the Central American Agreement on the
Equalization of Import Duties and Charges, of 1959. In 1960 this
agreement was ratified by all five members of the CACM. The agreement,
along with the several protocols added to it in subsequent years, has
provided the guidelines for the establishment of the common external
tariff of the CACM.

3/ This protocol to the Central American Agreement on the Equaliza-
tion of Import Duties and Charges was signed in Guatemala City on

Aug. 1, 196k,
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CACM countries are to équalize their import duties on approximately

25 more items listed in the NAUCA, which will resuit in a common exter-
nal tariff on 98 percent of the NAUCA items. A common customs admin-
istration for the CACM was scheduled by the close of 1970; such a cus-
toms union is essential to the ultimate success of the CACM, for it
will be impossible_to achieve a free flow of commodities and sgrvices
within the region unless a system is established to distribute equi-
tably the revenues realized from CACM duties on extraregional imports.
By the end of 1968, products of Central American origin were circulat-
ing virtually free of restriction within the region; but most products
originating in third countries could not move freely from one CACM
country to another without the payment of the common external duty at

each national border.

Extraregional Trade

During 1968, as in 1967 and 1966, the CACM experienced a substan-
tial deficit in extraregional trade, caused largely by a sharp rise
in imports of capital goods and raw materials for the expanding in-
dustries andxﬁhe many new development projects within the region.
The heightened economic activity and increased per capita income have
resulted in an expansion of CACM imports of all types. Extraregional
exports of the CACM, on the other hand, have not increased at the
same pace as imports. The principal export items are agricultural
commodities subject to international agreements; low world prices
have reduced their value,yand a number of natural disasters have re-

]

duced the volume available for export.
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In 1968, U.S. exports to the CACM were valued at $366 million,
slightly above the level of 1967 and 1966. In 1961, the year when the
CACM became operative, U.S. exports to this market were valued at $210
million. During 1961-68, the relative share of the United States in
the value of global imports of the CACM remained at about 40 percent
annually.

U.S. imports from the CACM increased to $336 million in 1968
from about $300 million in 1967 and 1966; 1/ the total in l96l,was
nearly $200 million. While the value of coffee exported annually by
the CACM to the United States remained almost constant during 1961-68,
considerable gains were realized in the exportation of bananas, beef,

sugar, and shrimps.

Integrated Industries
In February 1968 a protocol to the Agreement on the System of
Central American Integrated Industries 2/ hbecame effective; under
this protocol, signed in January 1963 by the members of the CACM, the
first two of these enterprises (a tire factory in Guatemala and a
caustic soda and insecticide plant in Nicaragua) were established. A
glass factory in Honduras has also been designated as an integrated

industry... Another protocol, signed in November 1967, stipulated that

17 The principal CACM commodities imported by the United States have
been coffee, bananas, beef, sugar, shrimps, and cotton.

g/ Agreement signed by all CACM members in June 1958. Under this
agreement, products of an industry certified as regional were allowed
to move duty free throughout the CACM; products of noncertified indus-
tries were subject to duties on entry into any of the individual CACM
countries.
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other CACM industries, regardless of location within the region, could
enjoy duty-free intraregional trade for their products and the protec-
tion of the common external tariff, provided that each industry so
favored was capable of supplying at least half of the total regional
demand for such products. 1/ - |

Industrialization in the CACM, although increasing, has féced
formidable obstacles. The population of all five countries in 1968
was estimated at some 13 million, but the majofity of these people
were outside the money economy. In 1968 the annual economic gfowth
rate for the CACM was calculated to be slightly in excess of 5 percent,
but the average per capita income for the region was not much mére
than $300. Potential industries have been faced with a scarcity of
local investment capital and of skilled labor.

Progress in the establishment of integrated industries haé been
slow, as indicated by the few plants in operation by 1968. In part
this i§ because comparable concessions are often available to noninte-
grated industries from individual CACM govermnments and through the
"special system" protocol. Tariff protection and special tax incen-
tives have been extended by the different governments, under their
industrisl development laws. It has generally been legs difficult
for a national industry to obtain benefits from its owﬁ government
than for an integrated industry to obtain them from the five govern-

ments. Once.approved,.an integrated industry is subject to much ... .

1/ The arrangement intnoduced by the protocol of 1967 has usually
been called the "special system" to promote industrial activity within
the CACM,
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greater control from the CACM over price, qﬁélity, and marketing prac-
tices than is a nonintegrated industry from a single government.

The majority of Central American authorities still believe that
industrializat;on is essential to economic development of the region.
The architects of the CACM have sought'primarily’to achieve a balanced
regional economic development through more rapid industrialization
and diversification of the Central American economy; they‘were never
content‘with only the liberalization of intraregional trade and the
creation of a common external tariff. The liberalization of trade
among five small countries with similar economies can advance regional
economic development only to a limited extent. More substantial prog-
ress requires broadening of the economic base through increased re-
gional production. Differences in the degree of development and in
the distribution of industrial facilities among the individual mem-
bers of the CACM, however, could result in concentration of invest-
ment and economic activity in the more advanced countries at the ex-
pense of the less developed. The program of integrated industries
was introduced as a means of assuring even industrial development

throughout the region.

Balance-of~Payments and Fiscal Problems
During 1968 the balance-of-payments difficulties of the CACM
were intensified. TIncome from some basic "money" exports, such as
coffee, bananas, cacao, and cotton, was reduced by falling world

prices for these commodities and by various natural calamities.
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The accelerated commercial and industrial activity generated an in-
creased demand for imported products, especially capital goods and
raw materials unavailable in the region. Honduras and Nicaragﬁa were
particularly affected, since it has been difficult to expand earnings
from their predominantly agricultural exports. For the CACM as a
whole, the rapid rise of imports has substantially exceeded the com-
paratively slow increase of exports, resulting in growing annual defi-
cits in its trade balance and its balance of payments.

In June 1968 the finance ministers of the CACM, meeting in San
José, Costa Rica, drew up a protocol to the General Treaty for Central
American Economic Integration on measures to protect the balance of
payments. The protocol was designed to improve the balance-of-payments
situation by discouraging extraregional imports of luxury and other
nonessential goods and at the same time to provide compensatioﬁ to
the individual member governmenté for the loss of customs revenues
result;ng from reduced’importé. It reguired the imposition of a 30-
percent surchérge on all imported commodities entering the CACM from
third countries, with the exception of a number of products considered
essential. It also permitted optional consumption taxes to be levied
by the individual member nations on all imported products regardless
of origin; including a sales tax of 10 to 20 percent on luxury goods.
Considerable opposition to the protocol developed in private industry,
despite the encouragement of the five CACM Presidents. As of Decem-
ber 31, 1968, only Nicaragua, El Salvador, and Guatemala had deposited

their instruments of ratification with the Organization of Central
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American States (ODECA); E/ the'Honduraﬁ legislature ratified the
protocol in August 1968 but by the end of the year had not yet for-
mally notified the ODECA of its action.

If and when the protocol becomes effective, it will probably re-
sult in some reduction in the rate of growth of imports from the
United States and other industrial nations, especially imports of
consumer goods and nonessentials; however, it would promote economic
stability in the region and thereby imp;ove the prospects‘of the CACM

for obtaining loans for development projects.

The Central American Bank for Economic Integration

The Central American Bank for Economic Integration was chartered
in 1961, situated in Tegucigalpa, Honduras, and capitalized by both
U.S. and Central American funds. TIts basic aim is to promote regional
economic integration, with balanced development of the individual CACM
countries. The CABEI has concentrated on financing of regional indus-
trial, agricultural, and infrastructure projects; by 1968, CABEI loans
for such projects totaled approximately $125 million, 6f which about
$50 million was granted to regional industries.

In 1968 the total resources of the CABEI amounted to more than
$200 million. The original authorized capitalization of $20 million
had been expanded to $60 million; the remainder of the Bank's dis-
posable funds were supplied by loans from the United States and other
extraregional governments, from international banks, and from the

private sector.

1/ Organizacich de los Estados Centroamericanos.
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The Central American Investment Bank

Private financiers in the CACM countries established a new Cen-
tral American Investment Bank (BICA) 1/ in 1968 to finance regional
development. BICA will finance projects concerning more than one CACM
country and will encourage mergers of the small firms in the five
countries. Other activities planned for BICA include the development
of a regional market for securities of the CACM, the creation of an
acceptance market for commercial paper, and the underwriting of new

corporate stock issues.

Meeting of the Presidents

In July 1968 the President of the United States met with the
CACM Presidents in San Salvador, El Salvador, and visited each of the
five countries. In a joint declaration, the Central American Presi-
dents pledged themselves to give their full support to measures de-
signed to protect their respective balancesof payments, especially
the implementation of the Protocol of San José, still pending ratifi-
cation; to seek the prompt ratification of the Central American agree-
ment on tax incentives (to investors); to support measures to achieve
the coordination of national monetary policies and the establishment
of a Central American stabilization fund; to encourage the expansion
and diversification of agricultural production and the adoption of a
coordinated regional industrial policy; to support measures to com-
plete and improve the common market, by removing remaining restrictions

on intraregional tradevana-extending the common external tariff to - -

l/fBanco de Inversiones Certroamericano.
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products which have been exempt from it; to complete the Central
American capital market; to adopt measures to facilitate the free
movement of labor within the region; to aid in the building of the
regional infrastructure; l/ to provide the regional integration agen-
cies with the necessary funds to meet their expanding responsibili-
ties; to reaffirm their support for the formation of a Latin American
common market and the development of economic ties between the CACM
and other hemisphere groups; to increase their efforts to extend the
benefits of economic integration and development to thelr less privi-
leged citizens; to raise the educational levels, especially those of
the rural population; to work to improve health services for their
people; and to introduce reforms in the legal and administrative
structure of the ODECA in order to expedite regional development and
integration. ’

The President of the United States, recognizing the need for
financial aid for this ambitious program, authorized the negotiation
of new U,S,-loans to the CACM totaling $65 million. Of this amount,
$30 million was designated for the Central American Fund for Economic
Integration to provide a regidnal electric power supply and a tele-
communications network; the remaining $35 million was to be divided
among the five member nations to improve agriculture, education, and

infrastructure. g/ o e

1/ An integrated transportation, electrical, and communications net-

work for the region.

g/ The CACM is attempting to obtain, on a regional scale, a highway
program, an air navigation system, electric power transmission, and a
telecommunications network.
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Cooperation With Other Countries

During 1968 the CACM continued its efforts to expand its eco-
nomi : relations with other countries and groups, especially to achieve
a larger trading area. In October 1968 the first meeting of the joint
LAFTA-CACM Coordinating Commission was held in Port-of-Spain, Trinidad
and. Tobago, ;/ to discuss the proposed merger of the two regional of-
ganizations and other measures of trade liberalization and economic
integration. The CACM also attempted to establish economic relations
with the Andean Group of nations.

A joint commission continued to study means for increasing CACM-
Mexican trade and for providing Mexican financial assistance to the
Central American countries. CACM representatives also had conversa-
tions with officials of Colombia, Venezuela, and some of the Carib-
bean countries on the subject of economic cooperation. While the
possibility of Panamanian membership in the CACM continued tc be dis-
cussed during the year, the obstacles still appeared formidable; prog-
ress has been realized, however, in Panamanian participation in a

number of subsidiary agencies of the CACM. 2/

Trade and Economic Integration Treaties of Central America
Trade and economic integration treaties among Central American

courntries and the dates on which they were signed are listed below:

1/ See also section on LAFTA p. 101.
2/ see Operation of the Trade Agreements Program, 18th report
(processed ), pp. 175-176.
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Multilateral Treaty for Free Trade and Central

American Economic Integration

Agreement on the System of Central American Inte-

b.
c.

grated Industries--=-=--c-mccmcrmaccccrcccenn
a. Protocol (San Salvador)
Second Protocol (San Salvador )---------==-==--

Protocol (Special System To Promote Indus-

trial Activities )=-==-eceececccccccccmccaaaao

Central American Agreement on the Equalization

S

b‘
C.

h.
i.

of Import Duties and Charges-=--e--ce-eccccoean-

Protocol (Central American Preferential

Tariff Jemm—mmmm ;e m e e ————e
Protocol (First, of Managua )=-===-========ac--
Protocol (of San José )e=-=-e-emmmcmcaccccmaanan
. Protocol of Adherence of Costa Rica to

Protocol of Managug=--===e-eceeeccecmcccaaaa=
. Protocol (First, of San SalvadOr) -------------
. Protocol (of Guatemala )-=---c-emecmemecammeaaa

Special Central American Agreement on Equal-
ization of Import Charges on Textiles of
Rayon and Other Artificial or Synthetic

Protocol (Second, of San Salvador )=--=======--
Protocol (Second, of Managug )======re-=e-ee-n-

Treaty of Economic Association (signed by Guate-

malsa, El Salvador, and Honduras)

General Treaty for Central American Economic

a.
b.

C.

d.

Integration (GTEI )=mmmemmmmemommccee e mcmeeeew
Protocol (adherence of Costa Rica)-~=-m-==m-a-

Protocol, containing Uniform Central Ameri-

can Customs Code (CAUCA)-=m=mmcemec—ccceeaa-

Protocol (guaranteeing free trade in paper

and glass containers)------=-ecccccmmacaaao.

Protocol (Emergency Measures To Protect the

Balance of Payments Je--msececaoooacacmanaaa-

Constitutive Charter of the Central American

Qe

Bank for Economic Integration (CABEI )---==-====
Protocol (adherence of Costa Rica)==-=======n=

Central American Agreement on Fiscal Incentives

Q.

to Industrial Development------==cocmomeecaeme-

Protocol (on preferential treatment for

Honduras J====-=-=me oo e

' June 10, 1958

10,

. 29,

25

16,

13,
23,

. 13,

12,

. 13,

23,

31,

.23,

1958
1963
1965

1967

1959
1959
1960
1962
1962

1963
1964

1965
1965
1967

1960
1960
1962
1963
1966
1968
1960
1962
1962
1966
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Date signed

3. Central American Agreements on Transportation
a. Temporary Importation of Vehicles by Highway-- Nov. 8, 1956
b. Highway Travel-----=--e-m-omecmmcmmm o ccemeeae June 10, 1958
c. Uniform Road Signs and Signals---~-=-==c-c---- June 10, 1958
9. Special Protocol on Grains (Limén) ----------------- Oct. 28, 1965
10. Telecommunications Treaty (signed by Guatemala,
El Salvador, Honduras, and Nicaragua )~--------- Apr. 26, 1966
a. Protocol (adherence of Costa Rica)--------=--- Jan. 10, 1967
11. ©Protocol Amending the Temporary Regulations of
the ODECA Charter--m----=ceoacmccccccccacccmaeaa- Dec. 13, 1967
12, Protocol on the Admission of the Republic of

Panama to New Subsidiary Agencies of the ODECA--- Dec. 13, 1967

CARTBBEAN FREE TRADE ASSOCIATION

The Caribbean Free Trade Association (CARIFTA), 1/ establishing
a free-trade area among Caribbean countries of the British Commonwealth,
became operative on May 1, 1968. Antigua, Barbados, Guyana, and Trini-
dad and Tobago were charter members of the CARIFTA, On July 1; 1968,
the Association was augmented by new members from the Windward and
Leewarq Islands: Dominica, Grenada, St. Kitts-Nevis-Anguilla, St.
Lucia, and St. Vincent. Jamaica and Montserrat were admitted on
August 1, 1968.

Since May 1, 1968, free trade has existed within the area for
all intra-Commonwealth Caribbean trade. This trade was to be subject
to lists of reserved commodities which would be freed immediately or

within a 5-year period by the more developed countries. and within a

l/ The original agreement establishing the CARIFTA was signed at
Dickenson Bay, Antigua, on Dec. 15, 1965, by Antigua, Barbados, and
Guyana.
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10-~year period by the less developed countries. The CARIFTA's stated
objectives include the eventual formation of a full customs union with
a common external tariff; no provision for the establishment of such a
union, however, had been made by the end of 1968.

The entire CARIFTA area embraces a population of more than L.5
million, with a range for individual members of about 14,000 in Mont~
serrat to approximately 2 million in Jamaica. All member countries
stand to increase their sales of agricultural products because of the
creation of the CARIFTA., Owing to their more diversified production,
greater resources, larger labor force, and greater industrial poten-
tial, the larger countries will benefit to a greater extent than the
small member States. Nevertheless, the CARIFTA agreement has many pro-
visions designed especiglly to assist the less developed member coun-
tries, including the extension of financial aid and tariff preferences
to them by the larger, more developed members.

Trade between the United States and the CARIFTA will change
little in the near future. Broadening of the industrial base of the
area 1s_ a prerequisite for any substantial increase of this trade.
During 1968 the competitive trade position of the United States was
improved in Jamaica, Guyana, and Trinidad and Tobago when these coun-
tries permitted the duty-free entry of imported raw materials used

in their domestic industries.
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Removal of Intraregional Trade Restrictions

The immediate goal of the CARIFTA was the removal, as of May 1,
1968, of duties on intraregional imports, ;/ with the exception of
Guyanese petroleum products, g/ products protected in a member coun-
try by an agreement between the producer and the government, and com-
modities on special Reserve Lists. The agreement prohibits the impo-
sition by CARIFTA countries of quantitative restrictions on tfade with
other countries within the Association, 3/ except trade in agricul-
tural commodities that are listed in an "agricultural marketing pro-
tocol," trade that would cause balance-of-payments difficulties and
lead to reduction of domestic employment or production, and trade that
involves the protection of health, law and order, or public morals.
Quantitative restrictions not excluded were to be removed immediately;

they were not subjected to gradual phasing out, as were import duties

on products on the Reserve Lists.

The Reserve Lists

The agreement created two Reserve Lists of imported products on
which duties were to be eliminated in progressive phases over a period
of years; E/ these lists constitute the chief exception to the immedi-
ate removal of all trade restrictions. Such a gradual course has been

followed in order to avoid abrupt dislocations of production in a

1/ Art. 4.

g; Art. 38 of the agreement granted Guyana the right to protect any
retroleum-refining industry that it may establish in the future, up to
a third of its annual consumption of petroleum products.

3/ Arts. 13 and 1h.

_/ Annexes B .and D of the consolidated text of the agreement.
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member country resulting from a sudden increase in competition from a
more efficient industry in another CARIFTA country and to avoid an im-
mediate loss of revenue to a member country resulting from the removal
of import duties. Longer periods were allowed for trade liberaliza-
tion by the less developed countries because of their greater need for
protection of industries and their lesser ability to withstand sudden
and substantial losses of customs revenues.

In annex B of the Reserve Lists, import duties on biscuits,
brushes, and coconut-fiber products must be removed immediately by the
more developed countries of Barbados, Guyana, Jamaica, and Trinidad
and Topago, and progressively phased out over a 10-year period by the
less developed countries of the Leeward and Windward Islands; import
duties on preserved fruits, tobacco, paints, wooden containers, radio
and television sets, furniture, mattresses, underwear, outerwear, and
footwear must be gradually eliminated over a 5-year period by the
more developed countries and over a 1lO-year period by the less devel-
oped countries. In annex D of the list, the protective element in
revenue duties on beer, liquors (whisky, gin, and vodka), and petroleum
products must be eliminated progressively in 5 years by all CARIFTA
members. The protection afforded rum through revenue duties was to
be removed gradually, within 5 years in the more developed countries

and within 10 years in the less developed.

ThevBasic.Materials‘List-}/-contains-TS-items, raw materials and

1/ Schedule to annex C of the agreement.
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semimanufactured products which are considered to be of area origin
when used in production within the CARIFTA, even if imported from out-
side the area. Finished products made from items on this list will be
considered as of area origin regardless of the percentage that their
value added represents in the export price, The percentage of value
accounted for by imported materials not on the list may not beAin ex-
cess of 50 percent of the final export price if they are to receive

free-trade treatment.

Qualifying Process List

The Qualifying Process List, still in the formative stage, will
consist of a list of manufacturing processes, certifyiné that the fin-
ished products are of area origin if such processes take place within
a member country. The West Indian region ;acks a wide variety of
natural resources and depends heavily on iinported raw materials or
components. Accordingly, the process list will seek to qualify for
area treatment imports of certain materials required in advanced manu-

facturing or chemical processing.

The Agricultural Marketing Protocol

The Agricultural Marketing Protocol prohibits member countries
of the CARIFTA from importing a number of specified agricultural prod-

ucts.l/ from extraregional. sources. until they have purchased all the

E/ Carrots, peanuts, tomatoes, kidney beans, black pepper, sweet
pepper, garlic, onions, potatoes, string beans, cinnamon, cloves,
cabbage, plantains, pork,,poultry, eggs, okra, oranges, pigeon peas,
and pineapple. ‘
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supplies available within the region. This protocol was intended as

a positive instrument to encourage trade and coordinate production of
agricultural products among CARIFTA members, with the cooperation of
their respective agricultural marketing agencies. It is recognized,
however, that this move may not cause an expansion in such trade,
largely because most member countries of the CARIFTA have in force
very low import duties, or none at all, on such products. Until co-
ordination of agricultural production is achieved, however, individual
members may impose quantitative restrictions on imports from other
CARIFTA countries included in this protocol or render governmental

assistance to agriculture through subsidies and price guarantees.

Miscellaneous provisions

When a CARIFTA country ié losing its market in another member
country because of dumping by either a member or nonmember, it is ex-
pected to have recourse to the GATT provisions concerning this prac-
tice. 1/ If a CARIFTA member is suddenly faced with balance-of-
payments difficulties, it may impose quantitative restrictions on its
imports, prévided thqt the CARIFTA Council of Ministers is notified
initially. The Council must be consulted if the restrictions are
maintained for a long period. 2/

The less developed countries of the CARIFTA are permitted by the
agreement to impose a protective tariff on imported commodities enter-

ing from a more developed member if such commodities are in competition

I/ Art. 12.
2/ Arts. 15 and 22.
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with similar commodities produced by an embryonic industry; l/ the -
protective rate may be maintained as long as is necessary for the new
industry to become firﬁly established. Less.developed countries are

to be granted more generous incentives for attracting industries than

those allowed for the more developed CARIFTA members. 2/

Trade With the United States

At the close of 1968 it was still too early to measure the effect
of the CARIFTA on trade between the United States and the countries
of the Association. The volume of U,S. trade with this area is not
expected to change greatly iq the near future. The increase of CARIFTA
imports from the United States will depend largely on the expansion of
the industrial base of these countries, with the resultant rise in
their demand for rﬁw mgterials and semimanufactures. TU.S. expofts to
fhe CARIFTA during 1968 were valued at approximately $300 million.

During the year, Jamaica, Guyana, and Trinidad and Tobago listed
raw materials utilized by domestic industries and accorded such mater-
ials duty-free entry into their territories. This action placed U,S.
exporters in‘an equal competitive position with suppliers of the
British Commonwealth, who formerly employed Commonwealth preferences

on the import tariffs of these CARIFTA countries.

The Caribbean Regional Development Bank

The Caribbean Regional Development Banﬁ was established on May 1,

1968, but it did not begin_oﬁerations until early in 1970. Barbados

I/ ArE. 30,
2/ Arts. 8, 17, and 23, and annex F.
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will be the headquarters of the Bank. All the CARIFTA countries are
members of the Bank, with the exception of Jamaica; a non-CARIFTA
country, British Honduras, is also a member. The Bank will extend
loans from its special funds to the less developed member countries
for investment in the development of agriculture, industry, tourism,
and infrastructure.

A large proportion of the special funds and of the total capital-~
ization of the Bank is to be contributed by the more developed CARIFTA
countries. The initial capitalization of $50 million is to be provided
in part by Canada and the United Kingdom. .

In addition to the loans and investments, the Bank will provide
planning and technical assistance, along with coordination of the
various development programs of the member countries, in order to
achieve more efficient utilization of the resources of the area and
to create regional markets, The Bank will initially promote the diver-
sification of agriculture, the establishment of light industry, and
the expansion of tourism. This program should prove especially bene-

ficial to the smaller islands in the region.



