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The General Agreement on Tariffs and Trade (GATT)
INTRODUCTION

The Committee on Finance directed its staff to prepare a memo 
randum on certain provisions^of ^the Geneial Agreement on Tariffs 
and Trade which appear to discriminate against U.S. commerce, or 
which appear to be inadequate guides for the establishment of fair 
and reciprocal principles for governing the expansion of world trade. 
ThJs memorandum is not an exhaustive treatment ol" all the GATT 
principles. Rather, it attempts to highlight some of the issues raised 
by the GATT which the staff feels are important.

GATT AND THE INTERNATIONAL- TRADE ORGANIZATION
The collapse of international trade in the 1930's and the resulting 

political and economic effects led some world leaders to conclude that 
new international economic institutions were essential for inter 
national cooperation in international trade and payments, matters. 
The ultimate goals envisaged for such institutions were the prevention 
of war and the establishment of a just system of economic relations.

During World War II preparations were underway for the establish 
ment of these institutions. The Bretton Woods Conference in 1944 
resulted in the emergence of the International Monetary Fund (IMF) 
and the International Bank for Reconstruction and Development 
(IBRD). But it was recognized that an international organization to 
regulate trade was a necessary complement to the IMF and the 
IBRD.1 During the war years, the U.S. State Department had pre 
pared a draft charter of an International Trade Organization.2

At the first, session of the United Nations, the Economic and Social 
Council resolved that & conference to draft a charter for an ITO 
should be called. Four conferences were held. The last of these con 
ferences was held in Havana from November 21, 1947 to March 24, 
1948.

The ITO never came into being. Many of its provisions were con 
sidered too extreme. They would nave amounted to a virtual delega 
tion of congressional tariff setting and trade regulating powers under 
the Constitution to the Executive. •

To fill the gap caused by the death of the ITO, many of the clauses 
itt the drafts of the ITO charter were taken and put into a document 
called the General Agreement on Tariffs and Trade (GATT).

1 Tbe Bretton Woods Confei-ence resolved: "Complete attainment of * * * 
purposes and objectives [of the IMF] * * * cannot ba ocliieved through the 
instrumentality of the Fund alone; * * *" and recommended that the government 
seek agreement "to reduce obstacles to international trade and in other ways 
promote mutually advantageous international commercial relations * * *."

1 U.S. State Department Document 2411, December 1945.
(1)



The basic GATT agreement was completed in 1947 but it has never 
been submitted to the Congress for its study and approval. It is being 
observed by the United States through a "protocol of provisional 
application."

The "protocol of provisional application" stated that the eight 
governments who signed it would undertake "not later than Novem 
ber 15, 1947, to apply provisionally on and after January 1, 1948: 

(a) Parts I and III of the General Agreement on Tariffs 
and Trade, and

(6) Part II of that Agreement to the fullest extent not incon 
sistent with existing legislation." 3

This protocol is still in effect, although the GATT has been amended 
a number of times and affected by other protocols, including some 
that are not in force themselves. Thus, the basic treaty is a complex 
set of instruments, applying with different rigor to different countries.4

In spite of the fact that the GATT has never been specifically 
approved by the U.S. Congress as a treaty or otherwise, the executive 
branch trade spokesmen tend to view GATT as "the law." Whenever 
the Congress contemplates taking any action to protect a domestic 
interest, the Executive pointedly reminds it of the "international 
commitments" of the United States.5 It is not clear however, that 
the executive branch demands the same respect for adhering to 
"international commitments" from other signatories of the Agreement 
as it demands of itself.

For example, Japan has import quotas on 98 commodities without 
any finding of serious injury; Britain imposed a "surtax" on imports

3 The eight signature.*!, some with reservations, were Australia, Belgium, 
Canada, France, Luxembourg, The Netherlands, United Kingdom, and the 
United States.

1 For example, the GATT provisions regarding subsidies apply to some coun 
tries, but not to others. Even the fundamental principle of GATT—nondis- 
crimination—has been compromised by numerous exceptions in recent years. 
The GATT provisions have not prevented the widespread use of nontariff barriers 
in recent years as substitutes for tariff protection.

8 The prospect of "retaliation" against U.S. exports if the United States ap 
plied "unilateral" restrictions to foreign imports, was discussed by Secretary of 
State Dean Rusk before the Committee on Finance in tuese terras:

"Retaliation would simply be what is permitted by the rules of the game as 
that game is now practiced by some seventy countries accounting for about 85 
percent of world trade. I refer, of course, to the General Agreement on Tariffs 
and Trade—the GATT.

"The GATT is essentially a code of conduct for fairplay in international trade. 
The United States played a major role in its negotiation in 1947. Like many of 
the great initiatives of'the early post-World Warll days, it reflected a conviction 
that there must surely be a better way to organize man's affairs than had been 
the case in the preceding decaOes of self-centered nationalism. In the area of 
international trade policy, the GATT represents an attempt to prevent a repeti 
tion of some of the economic blunders of the 1930's.

"The GATT does this by establishing o legal framework for the stability of 
trade concessions negotiated, in good faith among sovereign countries. We accord 
others access to our market in return for the right of our exporters to sell in their 
markets. If we impair the access we have agreed to give others, two courses of 
action are available under the GATT. We ourselves can offer reductions of our 
import barriers on other products equivalent in trade value to the impaired con 
cession or the foreign country can withdraw concessions affecting an equivalent 
trade value for American exports in the foreign market. This may sound a bit 
complicated—the legal language of the GATT is much more complicated—but 
the idea is clear. It is retaliation—by agreement among all parties in advance 
that restrictive action by one party entitles the aggrieved party, as a matter of 
legal right, to compensatory action." [Emphasis supplied.]



and an "import deposit scheme," in violation of GATT; the Conti 
nental Europeans nave entered into "special commercial arrange 
ments" on citrus fruits and other products in violation of GATT 
MFN principles, and its common agricultural policy is significantly 
more protectionist than the previous individual country restrictions 
on agricultural imports, another violation of GATT principles. Outside 
of complaining, the United States has done nothing to demand com 
pensation or to retaliate against these violations of GATT principles.

The GATT was born more than 20 years ago at a time when 
Europe and Japan were in ruins and the United States completely 
dominated world trade as well as other matters. In the year in which 
GATT was negotiated, 1947, the United States had a $10 billion 
trade surplus. The attitude of many U.S. officials at that time was 
one of redistributing the wealth. We embarked on an ambitious 
Marshall plan aid program and later on a technical assistance program. 
U.S. officials were worried about the so-called "dollar gap" meaning 
that foreign countries did not have enough dollars to purchase needed 
imports. It is somewhat understandable that under these circum 
stances, the GATT would contain certain provisions designed to favor 
European countries and Japan.

Conditions in 1970 are vastly different from those in 1947. AJLthis 
point, the GATT should be redrawn to take out the mequitaL' TO vi 
sions which effectually discriminate against certain countries, aiainly 
the United States, and to put in new provisions to cope with new 
conditions in the world economy.

MOST-FAVORED-NATIOX TREATMENT
Nondiscrimination is intended to be the cardinal principle of GATT. 

It is embodied in article I. What you give to one you give to all. This 
principle is aimed at ̂ making anathema discriminatory bilateral trade 
agreements, preferences, and special commercial relationships.

However, the GATT sanctions the departure from unconditional 
MFN treatment in the case of customs unions and free trade areas 
(article XXIV), certain exceptions in article XIV, and the existence 
of certain preferences in article I, paragraph 2. These "exceptions" 
effectively allow European countries to depart from MFN treatment 
when it suits their commercial interests.

The United States generally observes the unconditional MFN 
principle although in recent years the United States has compromised 
on its rigid adherence to this GATT principle.6 This is particularly

• For 140 years, until 1923, the United States adhered to a "conditional" most- 
favored-nation principle, under which we would extend tariff and other trade 
benefits negotiated with one party to another, only if the latter offered reciprocal 
benefits. Under "conditional" MFN, no country would get a "free ride. The 
major considerations in the U.S. decision to change to an "unconditional" MFN 
principle were:

A. By 1923 international commercial relations were dominated by tariff 
rates and regulations, whereas previously tariffs were of relatively minor 
importance as compared with the right to trade at all. Bilateral negotiations 
with such trading partners were cumbersome and time-consuming.

B. The United States had become a major manufacturing nation and 
sought immunity from discrimination by other countries in order to compete 
abroad for markets.

C. Under the Tariff Act of 1922, the President was authorized to impose 
additional duties on the whole or on any part of the commerce of any country 
which discriminated ag&mst American commerce. Consistency, therefore, 
required that wo not initiate discriminatory rates.
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evident in the U.S. request for a GATT waiver on the United States- 
Canadian automobile pact and ths Presidential announcements in 
favor of a system of special "generalized tariff preferences" for less 
developed countries.

Qne of the provisions of article XXIV in defining customs unions 
was that such formations were required to "facilitate trade between 
the parties" by eliminating regulations of commerce on "substantially 
all trade between constituent territories of the union." In fact, how 
ever, this was violated in 1952 when the six European nations set up 
the European Coal and Steel Community to pool resources of coat, 
steel, iron ore, and scrap in a single market without internal frontier 
barriers. The GATT considered this project as limited to one sector 
of the economy and therefore not covered b}' the provisions relating to 
customs unions. Nevertheless, in light of the fact that the ECSC 
would have been agreed to by the six with or without GATT approval, 
the GATT granted a waiver.

France, West Germany, Italy, Belgium, Luxembourg, and The 
Netherlands signed in 1958 the Treaty of Rome, establishing the 
European Economic Community, a common market agreement. The 
legal question of whether the Rome Treaty is consistent with article 
XXIv of the GATT has never been settled but is obviously academic. 
Since the common market of Europe was established in 1958, other 
important trade blocs have alsio developed. The outer countries of 
Europe established the European Free Trade Association hi 1959. The 
countries of South America signed the Montevideo Treaty in 1960, 
creating the Latin American Free Trade Area (LAFTA), a free trade 
association among the South American countries. A common market 
among the Central American countries is in existence and now at 
Punte del Este agreement has been reached to integrate the Central 
American Common Market find the Latin American Free Trade Area 
into a Latin American common market. Japan is currently considering 
the establishment of a free trade area or common market with 
Australia and New Zealand (which already have a free trade area 
between themselves) hoping that it will later include Canada and the 
United States.

There are also tariff preferences, "reverse preferences'' and special 
commercial arrangements sprouting up all over the world.

In Asia, Australia has unilateraUy violated MFN by granting pref 
erences to less developed countries. There is growing sentiment of a 
Pacific Free Trade Area among Japan, Australia, and New Zealand. 
The British Commonwealth preference system violates the MFN 
principle. In short, there are very few countries if any, who observe 
unconditional MFrT treatment, without exceptions.

But, the problem is that the exceptions are growing and threaten to 
make the MFN principle a mockery. The EEC has special preferences 
for its 19 former African colonies which in turn give "reverse prefer 
ences" to EEC goods. The EEC has concluded or is in the process of 
negotiating discriminatory commercial arrangements witn Greece, 
Turkey, Israel, Spain, Tunisia, and Morocco. Applications for member 
ship with the community are being considered for Austria, Spain, 
Ireland, Great Britain, and others. All this involves a massive move 
ment away from MFN.
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Tariff preferences are by nature discriminatory, and yet the whole 

developed world seems to have accepted this as a necessary concession 
to the demands of the less^ developed countries. In short, the principle 
of nondiscrimination is being observed more and more in the breach.

It concern? us to see developing in the world a situation in which 
more and more trading partners of the United States are being incor 
porated in regional trade blocs which do not adhere to the uncondi 
tional most-favored-nation clause. The United Stales has eschewed 
joining a free trade area with North Atlantic countries mainly because 
of its concern for dividing up the world into competitive regional 
blocs. But, we have actively supported the participation of other 
countries in regional trade blocs, which threaten to accomplish the 
same unwanted result. In addition, as more countries enter into 
regional trade blocs the U.S. competitive position is bound to suffer 
from the inherent!}7 discriminatory nature of these arrangements. 
This fact has important ramifications in determining a future U.S. 
trade policy.

GATT PROVISIONS ON SUBSIDIES AND BORDER TAXES
Another important area in which GATT principles are both inade 

quate and discriminatory concerns subsidies and border tax adjust 
ments.

In essence, the GAIT provisions on subsidies and border taxes 
have been interpreted to permit the rebate of "indirect taxes" (such 
as value added or turnover taxes) on exports and the imposition of 
such taxes on imports, but to deny equivalent treatment for "direct 
taxes," such as income taxes.

TAX SHIFTING ASSUMPTIONS IN GATT

The entire border tax adjustment theory and practice is based on 
the assumption that "indirect taxes" are always and wholly shifted 
forward into the final price of a product and that "direct taxes" are 
always and wholly shifted backward to the factors of production.

The distinction between direct and indirect taxes on the basis of 
their presumed difference in incidence, though generally accepted two 
generations ago, is now widely questioned. All taxes on business are 
increasingly thought of as costs, with, varying effects and differential 
impacts depending on their form, but in one way or another con 
stituting a cost which must be recovered from customers or those who 
supply resources if the enterprise is to survive. Indirect taxes, at, least 
in the short run, are partially absorbed by the manufacturer depend 
ing upon the degree of competition in his markets, and hi the markets 
lor his raw materials. Direct taxes, especially the corporate income 
tax, are shifted forward to the price of the product sold to consumers 
to the extent that market conditions allow. Well known economists 
and fiscal experts brought together in a symposium, organised by the 
Secretary-General of the Organization for Economic Cooperation, and 
Development, hi September 1964, reached the following conclusions, 
»(1) "In practice, indirect taxes are not fully shifted into product

8S-07S—7«
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prices . . ." and, (2) "Certain direct taxes, and particularly the cor 
porate profits tax, may be partially shifted into product prices: 
although the degree of shifting may vary from country to country."

Businessmen operate with target rates of return in mind and will 
pass-on all costs, including taxes, into the price structure of their prod 
ucts to the extent that price elasticity of demand in the market will 
permit. Thus, modern economic theory suggests that the distinction 
in the GATT treatment of direct and indirect taxes is an extreme and 
arbitrary assumption \vhich does not stand the test of economic reality. 
The Business and Industry Advisory Committee of the OECD 
(BJAC) in a report on the problem of tax shifting stated: "In a strongly 
competitive situation the prices obtainable—and hence the degree of 
tax shifting—are substantially determined by the market itself." In 
short the GATT on border taxes are not "trade neutral."

Actually, the distinction between "direct", and "indirect" taxes is 
itself somewhat arbitrary and appears to be b"ase"d more on prevailing 
practice than on reason. The distinction is, in fact, not made explicit 
in the GATT provisions, out flows from interpretations of, and 
amendments to, various provisions. For example, value added taxes, 
according to GATT classification are considered to be indirect taxes. 
However, value added taxes fall on both costs and profits of the pro 
ducer (vulue added being defined as the difference between the value 
of a firm's purchases and sales) and to the extent that they fall on 
profits how can they be distinguished from a profits tax in effect? 
Corporate profits taxes are classified by GATT as "direct" falling 
entirely on the producer. Logically, if corporate taxes were reduced, 
prices should fall. But to the extent that tax reductions stimulate 
increased spending and demand, they could stimulate price increases. 
For example, there is no evidence that corporate tax reductions in 
1964, led to price reductions.

HISTORY OF GATT DISTINCTION

The provisions in GATT relevant to border taxes and subsidies, 
basically articles II, III, and XVI, are drawn from the Havana 
Charter of the 1940's. These provisions were themselves either a com 
promise (for example, article XVI) or were adapted from provisions 
of numerous bilateral trade treaties, including especially the United 
States?Canada reciprocal trade agreement of the mid thirties.7 The lack 
of precise or concentrated thinking about the border tax problem is 
illustrated by the absence of explicit definitions of key concepts. 8

There is no unified section of the GATT which deals exclusively 
with border taxes and is quite clear that the provisions of GATT 
which do cover border tax adjustments were not the product of care 
fully reasoned theory, or of experience molded in the crucible of exten 
sive usage.

M9 Stat. 3960 (1936). Effective May 14, J936.
1 For example, the meaning of linking the import charge at the border with 

"charge * * * applied, directly, or indirectly, to like domestic products" is not 
defined.



When the present GATT language was drawn up more than two
•decades ago, the question of border taxes did not appear to be a 
major one. Levels of indirect taxes were much lower. Under these
•circumstances, overlying simple and sweeping assumptions about tax 
shifting seemed acceptable, and already existing practices were incor 
porated in very general terms without searching examination.

IMPORT "EQUALIZATION" CHARGES
Border tax adjustments on the import side, i.e., import equalization 

charges, are permitted under Article II and III of the GATT, but only 
for "indirect taxes." Article II (Schedules of Concessions) provides 
that its terms shall not prevent any contracting party from imposing
•charges "equivalent to an internal tax imposed consistently with the 
provisions of paragraph 2 of Article III in respect of the like domestic

Kroduct or in respect of an article from which the imported product 
as been manufactured or produced in whole or in part". This exemp 

tion of indirect taxes gives a GATT blessing to the European practice 
of imposing "equalization" charges at the border. Article III (National 
Treatment of Internal Taxation and Regulation) provides in para 
graph 2 thereof that "products of the territory of any contracting 
party imported into the territory of any other contracting party 
shall not be subject, directly or indirectly, to internal taxes or other 
internal charges of any kind in excess of those applied, directly or 
indirectly, to like domestic products." This article is apparently 
being ignored by European countries which impose discriminatory 
road taxes against larger American cars. Japan and other countries
•also discriminate against American cars through their tax system.

EXPORT REBATES

Article XVI, adopted in 1955 deals with the question of border tax 
adjustments for exports in the following terms:

The exemption of an, exported product from duties or taxes borne by the like 
product when destined for domestic consumption, or the remission of such duties 
or taxes in amounts not in excess of those which have accrued shall not be deemed 
to be as subsidy.

This Article contains many va^ue terms which need clarification. 
For example, what is meant by "borne by the like product when des 
tined for domestic consumption" or "remission of such duties or taxes 
in amounts not in excess of those which have accrued"? These terms 
seem to be an attempt to apply the "destination principle" to indirect 
taxes, but the meaning of indirect taxes itself is not at all clear.9

• This principle states that internationally traded commodities should be subject 
to some specified taxes of the importing country and exempt from similar taxes 
of the exporting country in order to avoid double taxation. The principle contrasts 
"with (a) the origin principle as applied to other forms of taxation oc transactions, 
(b) income taxes levied according to source of income, or domicile or residence of 
the taxpayer, and (c) property taxes imposed according to the situs of the taxable
•object.
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In 1960, the contracting parties adopted a Working Party Report 
which listed a number of practices construed to be subsidies.10 Among 
these were the remission of direct taxes or social welfares charges on 
industrial or commercial enterprises and "the exemption in respect of 
exported goods, of charges or taxes, other than charges in connection 
with importation or indirect taxes levied at one or several stages on the 
same goods if sold for internal consumption. The implications of 
practices listed in (b), (c) and (d) of footnote 10 below were-not 
fully appreciated by the United States. They, in effect permitted the 
European countries to impose border taxes on imports and rebate 
indirect taxes on exports in accordance with their value added or 
cascade turnover taxes.

In the late forties and early fifties it is not surprising that U.S. trade 
officials were willing to incorporate existing commercial practices on 
border tax adjustments into the GATT agreement. There were much 
larger problems in international trade than border tax adjustments, 
which at that time were low—in the range of 2-4 percent and limited 
to around one-sixth of the goods traded—and then only in the case of a 
few nations. The United States and a $10 billion trade surplus in 1947 
which must have had an effect on our negotiators' attitudes.

But the failure to appreciate the consequences of excluding the so- 
called "indirect tax" rebates in 1960 from the general prohibition

10 Point 5 of the report adopted on November 19, 1960, dealing with subsidies 
stated:

"The following detailed list of measures which are considered as forms of export 
subsidies by a number of contracting parties was referred to in the proposal sub 
mitted by the Government of France, and the question was raised whether it was 
clear that these measures could not be maintained if the provisions of the first 
sentence of paragraph 4 of Article XVI were to become fully operative:

"(a) Currency retention schemes or any similar practices which involve a 
bonus on exports or re-exports;

"(b) The provision by governments of direct subsidies to exporters;
"(c) The remission, calculated in relation to exports, of direct taxes or social 

welfare charges on industrial or commercial enterprises;
"(d) The exemption, in respect of exported goods, of charges or taxes, other 

than charges in connexion with importation or indirect taxes levied at one or 
several stages on the same goods if sold for internal consumption; or the payment, 
in respect of exported goods, of amounts exceeding those effectively levied at one 
or several stages on these goods in the form of indirect taxes or of charges in 
connexion with importation cr in both forms;

"(e) In respect of deliveries by governments or governmental agencies of im 
ported raw materials for export business on different terms than for domestic 
business, the charging of prices below world prices;

"(f) In respect of government export credit guarantees, the charging of pre 
miums at rates whbh are manifestly inadequate to cover the long-term operating 
costs and losses of the credit insurance institutions;

"(g) The grant by governments (or special institutions controlled by govern 
ments) of export credits at rates below those which they have to pay in order to 
obtain the funds so employed;

"(h) The government bearing all >r pan of the costs incurred by exporters in 
obtaining credit.

"The Working party agreed that this list should not be considered exhaustive 
or to limit in any way the generality of the provisions of paragraph 4 of Article 
XVI. It noted that the governments prepared to accept the declaration contained 
in Annex A agreed that, for the purpose of that declaration, these practices gen 
erally are to be considered as subsidies in the sense of Article XVI: 4 or are covered 
by the Articles of Agreement of the International Monetary Fund. The represen 
tatives of governments which were not prepared to accept that declaration were 
not able to subscribe at this juncture to a precise interpretation of the term 'sub 
sidies,' but had no objection to the above interpretation being accepted by the 
•future parties to that declaration for the purposes of its application."



against export subsidies while including a specific prohibition against 
rebating "direct taxes", was a major blunder'. The United States by 
that time had run into serious balance of payments difficulties. Western 
Europe had become a prosperous "third force." Giving away commer 
cial advantages to prosperous Europe for the sake of their own internal 
tax harmonization objectives was an unwise and costly move, in which 
vague political objectives out-weighted clear commercial considerations.

BALANCE-OF-PAYMENTS SAFEGUARDS
Balance-of-payments considerations have exerted and will continue 

to exert a powerful influence on major countries' dispositions to deal 
with trade matters. Recent history shows that countries will adopt 
whatever measures they deem necessary to protect their balance of 
payments irrespective of GATT. The British imposed an import 
deposit scheme to control imports and prior to that they and the Cana 
dians adopted import surcharges to protect their balance of payments. 
The French subsidized their exports even beyond what the inequitable 
GATT rules allow. In developed as well as the less developed countries 
quantitative restrictions and licensing arrangements are legion.

The GATT recognizes that member countries may have to protect 
thsir balance of payments and international reserve positions and 
to this end Article XII sanctions the use of quantitative restrictions 
(quotas). Export subsidies or import surcharges arejnot allowed under 
GATT rules as balance-of-payments adjustment mechanisms; import 
quotas are. This rigidity in the GATT flies in the face of other pro 
visions of the GATT which are more flexible. Limiting available op 
tions to quotas also is inconsistent with the main emphasis of GATT 
to eliminate quotas as a trade protective device.

It is also difficult to understand why, if quotas are sanctioned by 
GATT as a balance of payments safeguard, the United States would 
be violating either the letter or the spirit of the agreement if it imposed 
quotas for balance of payments reasons—a position that has been 
stated by administration spokesmen. The United States has experi 
enced deficits in its balance of payments in every year since 1950, 
with two exceptions, and its international reserve position has dete 
riorated substantially. This would appear to fully justify the application 
of Article XII quotas for the United States. Member countries in 
GATT should face up to the lack of flexibility in Article XII, and 
decide whether quotas should be the only recourse available to a 
country suffering from chronic balance of payments problems. In 
facing this issue, the member countries should consider that in recent 
years many countries have not hesitated to use whatever means they 
deemed necessary to restore equilibrium notwithstanding the GATT.

CONCLUSION
In a number of areas the GATT is deficient and discriminatory. 

Its exceptions to unconditional MFN treatment favor common mar 
kets and free trade areas, and threaten to break up the trading world 
into competitive regional blocs. Kecent bilateral commercial arrange 
ments involving the European Common Market and other countries 
do not even pretend to justify their existence under article XXW. 
The United States could gradually become isolated as a trading-
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.aation if It continues to adhere to a policy of encouraging other nations 
to join regional trade blocs which violate MFN principles, while 
eschewing U.S. participation in such arrangements under the theory 
of "multflateralism."

The GATT treatment of subsidies and import charges discrimin 
ate against countries relying principally on one form of tax structure— 
direct or income taxes—in favor of other countries whose revenues 
are derived from a different system—such as value added taxes.

The GATT safeguard on balance of payments is an anachronism 
and is inconsistent with other principles in GATT. Furthermore, in 
recent years major countries such as England and France have im 
posed import restrictions for balance of payments reasons in complete 
disdain of GATT principles.

The GATT does not even pretend to be a guide hi agricultural trade 
which is now heavily controlled and subsidized, especially in the Euro 
pean Community.

In short, as presently constituted, the GATT is not a guide to fair 
trade. Its rules are often inequitable and outdated. It was written at a 
time when the United States held a virtual monopoly over production 
and trade and when the rest of the world suffered from an acute short 
age of dollars. Trade at that time was mainly between unrelated par 
ties at arms length transactions. Today, trade is increasingly becoming 
a movement of goods within a multinational business complex. The 
drafters of GATT may not have forseen all the postwar economic and 
structural changes. But no one can claim that world conditions have 
not changed sufficiently to require a new look at the GATT. It is the 
view of the staff that the GATT should bo redrawn to provide for 
principles of fair and free trade before the Congress approves its 
provisions.
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ARTICLE I
GENERAL MOST-FAVOURED-NATIOK' TREATMENT

1. With respect to customs duties and charges of any kind imposed 
on or in connection with importation or exportation or imposed on 
the international transfer of payments for imports or exports, and 
with respect, to the method of levying such duties and charges, and 
with respect to all rules and formalities in connection with importation 
and exportation, and with respect to all matters referred to i; para 
graphs 2 and 4 of Article III, any advantage, favour, privilege or 
immunity granted by any contracting party to any product originating 
in or destined for any other country shall be accorded immediately 
and unconditionally to the like product originating in or destined for 
the territories of all other contracting parties.

2. The provisions of paragraph 1 of this Article shall not require 
the elimination of any preferences in respect* of import duties or 
charges which do not exceed the levels provided for in paragraph 4 
of this Article and which fall witliin the following descriptions:

(a) preferences in force exclusively between two or more of the 
territories listed in Annex A, subject to the conditions set forth 
therein;

(b) preferences in force exclusively between two or more 
territories which on July 1, 1939, were connected by common 
sovereignty or relations of protection or suzerainty and which 
are listed in Annexes B, C, and D subject to the conditions set 
forth therein;

(c) preferences in force exclusively between the United States 
of America and ihe Republic of Cuba;

(d) preferences in force exclusively between neighbouring 
countries listed in Annexes E and F.

3. The provisions of paragraph 1 shall not apply to preferences 
between the countries formerly a part of the Ottoman Empire and 
detached from it on July 24, 1923, provided such preferences are 
approved under paragraph 5 of Article XXV,1 which shall be applied 
in this respect in the light of paragraph 1 of Article XXIX.

4. The margin of preference on any product in respect of which a 
preference is permitted under paragraph 2 of this Article but is not 
specifically set forth as a maximum margin of preference in the appro 
priate Schedule, annexed to this Agreement shall not exceed:

(a) in respect of duties or charges on any product described 
in such Schedule, the difference between the most-favoured-nation 
and preferential rates provided for therein; if no preferential rate 
is provided for, the preferential rate shall for the purposes of this

* • Pending the entry Into force of the Protocol Amending Part I and Articles XXIX and X Cf, this ref 
erence to Article XXV actually wads "aib-paragraph 5{») of Article XXV." although persto^ph 5 b no 
longer dlrided Into sub-paragraphs (a), (b). etc.. as was formerly the ease. The present text of paragraph 5 
iras formerly sab-paragraph 5(8) of Article XXV.

(33)
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paragraph be taken to be that in force on April 10, 1947, and, if 
no most-favoured-nation rate is provided for, the margin shall 
not exceed the difference between the most-favoured-nation and 
preferential rates existing on April 10, 1947;

(b) in respect of duties or charges on any product not de 
scribed in the appropriate Schedule, the difference between the 
most-favoured-nation and preferential rates existing on April 10, 
1947.

In the case of the contracting parties named in Annex G, the date 
of April 10, 1947, referred to in sub-paragraphs (a) and (b) of this 
paragraph shall be replaced by the respective dates set forth in that 
Annex.

ARTICLE II
SCHEDULES OF CONCESSIONS

1. (a) Each contracting party shall accord to the commerce of the 
other contracting parties treatment no less .favourable than that 
provided for in the appropriate Part of the appropriate Schedule 
annexed to this Agreement.

(bl The products described in Part I of the Schedule relating to 
any contracting party, which are the products of territories of other 
contracting parties, shall, on their importation into the territory to 
which the Schedule relates, and subject to the terms, conditions or 
qualifications set forth in that Schedule, be exempt from ordinary 
customs duties in excess of those set forth and provided for therein. 
Such products shall also be exempt from all other duties or charges 
of any kind imposed on or in connection with importation in excess of 
those imposed on the date of this Agreement or those directly and 
mandatorily required to be imposed thereafter by legislation in force 
in the importing territory on that date.

(c) The products described in Part II of the Schedule relating to 
any contracting party which are the products of territories entitled 
under Article I to receive preferential treatment upon importation into 
the territory to which the Schedule relates shall, on their importation 
into such territory, and subject to the terms, conditions or qualifica 
tions set forth in that Schedule, be exempt from ordinary customs 
duties in excess of those set forth and provided for in Part II of that 
Schedule. Such products shall also be exempt from all other duties 
or charges of any kind imposed on or in connection with importation 
in excess of those imposed on the date of this Agreement or those 
directly and mandatorily required to be imposed thereafter by legisla 
tion in force in the importing territory on that date. Nothing in this 
Article shall prevent any contracting party from maintaining its 
requirements existing on the date of this Agreement as to the eligibility 
of goods for entry at preferential rates of duty.

2. Nothing in this Article shall prevent any contracting party 
from imposing at any time on the importation of any product:

(a) a charge equivalent to any internal tax imposed consistently 
with the provisions of paragraph 2 of Article III in respect of 
the like domestic product or in respect of an article from which 
the imported product has been manufactured or produced in 
whole or in part;
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(b) any anti-dumping or countervailing duty applied consist 
ently with the provisions of Article VI;

(c) f««s or other charges commensurate with the cosfc of serv 
ices rendered.

3. No contracting party shall alter its method of determining 
dutiable value or of converting currencies so as to impair the value of 
any of the concessions provided for in the appropriate Schedule 
annexed to this Agreement.

4. If any contracting party establishes, maintains or authorizes, 
formally or in effect, a monopoly of the importation of any product 
described in the appropriate Schedule annexed to this Agreement, 
such monopoly shall not, except as provided for in that Schedule or 
as otherwise agreed between the parties which initially negotiated the 
concession, operate so as to afford protection on the average in excess of 
the amount of protection provided for in that Schedule. The provisions 
of this paragraph shall not limit the use by contracting parties of any 
form of assistance to domestic producers permitted by other provisions 
of this Agreement.

5. If any contracting party considers that a product is not receiving 
from another contracting party the treatment which the first con 
tracting party believes to have been contemplated by a concession 
provided for in the appropriate Schedule annexed to this Agreement, 
it shall bring the matter directly to the attention of the other contract 
ing party, lithe latter agrees that the treatment contemplated was that 
claimed by the first contracting party, but declares that such treat 
ment cannot be accorded because a court- or other proper authority 
has ruled to the effect that the product involved cannot be classified 
under the tariff laws of such contracting party so as to permit the 
treatment contemplated in this Agrjement, the two contracting 
parties, together with any other contracting parties substantially 
interested, shall enter promptly into further negotiations with a view 
to a compensatory adjustment of the matter.

6. (a) The specific duties and charges included in the Schedules 
relating to contracting parties members of the International Mone 
tary Fund, and margins of preference in specific duties and charges 
maintained by such contracting parties, are expressed in the appro 
priate currency at the par value accepted or provisionally recognized 
by the Fund at the date of this Agreement. Accordingly, in case this 
par value is reduced consistently with the Articles of Agreement of 
the International Monetary Fund by more than twenty per centum, 
such specific duties and charges and margins of preference may be 
adjusted to take account of such reduction; Provided that the Con 
tracting PartiesJLe., the contracting parties acting jointly as provided 
for in Article XXV) concur that such adjustments will not impair the 
value of the concessions provided for in the appropriate Schedule or 
elsewhere in this Agreement, due account being taken of all factors 
which may influence the need for, or urgency of, such adjustments.

(b) Similar provisions shall apply to any contracting party not a 
member of the Fund, as from trie* date on which such contracting 
party becomes a member of the Fund or enters into a special exchange 
agreement in pursuance of Article XV.

7. The Schedules annexed to this Agreement are hereby made an 
integral part of Part I of this Agreement.
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ARTICLE III
NATIONAL TREATMENT ON INTERNAL TAXATION AND REGULATION

1. The contracting parties recognize that internal taxes and other 
internal charges, and laws, regulations and requirements affecting the 
internal sale, offering for sale, purchase, transportation, distribution 
or use of products, and internal quantitative regulations requiring 
the mixture, processing or use of products in specified amounts or 
proportions, should not be applied to imported or domestic products 
so as to afford protection to domestic production.

2. The products of the territory of any contracting party imported 
into the territory of any other contracting party shall not be subject, 
directly" or indirectly, to internal taxes or other internal charges of 
any kind in excess of those applied, directly or indirectly, to like 
domestic products. Moreover, no contracting party shall otherwise 
apply internal taxes or other internal charges to imported or domestic 
products in a manner contrary to the principles set forth in paragraph 1.

3. With respect to any existing tax which is inconsistent with the 
provisions of paragraph 2, but which is specifically authorized under a 
trade agreement, in force on April 10, 1947, in which the import duty 
on the taxed product is bound against increase, the contracting party 
imposing the tax shall be free to postpone the application of the provi 
sions of paragraph 2 to such tax until such time as it can obtain release 
from ihe obligations of such trade agreement in order to permit the 
increase of such duty to the extent necessary to compensate for the 
elimination of the protective element of the tax.

4. The products of the territory of any contracting party imported 
into the territory of any other contracting party shall be accorded 
treatment no less favourable than that accorded to like products of 
national origin in respect of all laws, regulations and requirements 
affecting their internal sale, offering for sale, purchase, transportation, 
distribution or use. The provisions of this paragraph shall not prevent 
the application of differential internal transportation charges which arc 
based exclusively on the economic operation of tho means of transport 
and not on the nationality of the product.

5. No contracting party shall establish or maintain any internal 
quantitative regulation relating to the mixture, processing or use of 
products in specified amounts or proportions which requires, directly 
or indirectly, that any specified amount or proportion of any product 
which is the subject of the regulation must be supplied from domestic 
sources. Moreover, no contracting party shall otherwise apply internal 
quantitative regulations in a manner contrary to the principles set 
forth in paragraph 1.

6. The provisions of paragraph 5 shall not apply to any internal 
quantitative regulation in force in the territory of any contracting 
party on July 1,1939, April 10,1947, o:r March 24,1948, at the option 
of that contracting party; Provided that any such regulation which is 
contrary to the provisions of paragraph 5 snail not be modified to the 
detriment of imports and shall be treated as a customs duty for the 
purpose of negotiation.

7. No internal quantitative regulation relating to the mixture, 
processing or use of products in specified amounts or proportions shall 
bo applied in such a manner as to allocate any such amount or propor 
tion among external sources of supply.
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8. (a) The provisions of this Article shall not apply to laws, regula 
tions or requirements governing the procurement by governmental 
agencies of products purchased for governmental purposes and not with 
a view to commercial resale or with a view to use in the production of 
goods for commercial sale.

(b) The provisions of this Article shall not prevent the payment of 
subsidies exclusively tor domestic producers, including payments to 
domestic producers derived from the proceeds of internal taxes or 
charges applied consistently with the provisions of this Article and 
subsidies effected through governmental purchases of domestic 
products.

9! The contracting parties recognize that internal maximum price 
control measures, even though conforming to the other provisions of 
this Article, can have effects prejudicial to the interests of contracting 
parties supplying imparted products. Accordingly, contracting parties 
applying such measures shall take account of the interests of exporting 
contracting parties ^yith a view to avoiding to the fullest practicable 
extent such prejudicial effects.

10. The provisions of this Article shall not prevent any contracting 
party from establishing or maintaining internal quantitative regula 
tions relating to exposed cinematograph films and meeting the require 
ments of Article IV. _____

ARTICLE XII
RESTRICTIONS TO SAFEGUARD THE BALANCE OF PAYMENTS

1. Notwithstanding the provisions of paragraph 1 of Article XL 
any contracting party, in order to safeguard its external financial
position and its balance of payments, may restrict the quantity or 
value of merchandise permitted to be imported, subject to the pro 
visions of the following paragraphs of this Article.

2. (a) Import restnctions instituted, maintained or intensified by a 
contracting party under this Article shall not exceed those necessary: 

(i) to forestall the imminent threat of, or to stop, a serious 
decline in its monetary reserves, or

(ii) in the case of a contracting party with very low monetary 
reserves, to achieve a reasonable rate of increase in its reserves. 

Due regard shall be paid in either case to any special factors which 
may be affecting the reserves of such contracting party or its need for 
reserves, including, where special external credits or other resources 
are available to it, the need to provide for the appropriate use of such 
credits or resources.

(b) Contracting parties applying restrictions under sub-paragraph 
(a) of this paragraph shall progressively relax them as such conditions 
improve, maintaining them only to the extent that the conditions 
specified in that sub-paragraph still justify their application. They 
shall eliminate the restrictions when conditions would no longer 
justify their institution or maintenance under that sub-paragraph.

3. (a) Contracting parties undertake, in carrying out their domestic 
policies, to pay due regard to the need, for maintaining or restoring 
equilibrium in their balance of payments on a sound and lasting basis 
and to the desirability of avoiding an uneconomic employment of
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productive resources. They recognize that in order to achieve these 
ends, it is desirable so far as possible to adopt measures which expand 
rather than contract international trade.

(b) Contracting parties applying restrictions under this Article 
may determine the incidence of the restrictions on imports of different 
products or classes of products in such a way as to give priority to 
the importation of those products which are more essential.

(c) Contracting parties applying restrictions under this Article 
undertake:

(i) to avoid unnecessary damage to the commercial or economic 
interests of any other contracting party;

(ii) not to apply restrictions so as to prevent unreasonably the 
importation of any description of goods in minimum commercial 
quantities the exclusion of which would impair regular channels 
of trade; and

(iii) not to apply restrictions which would prevent the impor 
tation of commercial samples or prevent compliance with patent, 
trade mark, copyright, or similar procedures.

(d) The contracting parties recognize that, as a result of domestic 
policies cJirected towards the achievement and maintenance of full and 
productive employment or towards the development of economic re-^ 
sources, a contracting party may experience a high level of demand 
for imports involving a threat to its monetary reserves of the sort 
referred to in paragraph 2(a) of this Article. Accordingly, a contract 
ing party otherwise complying with the provisions of this Article shall 
not be required to withdraw or modify restrictions on the ground that 
a change in those policies would render unnecessary restrictions which 
it is applying under this Article.

4. (a) Any contracting party applying now restrictions or raising 
the general level of its existing restrictions by a substantial intensifi 
cation of the measures applied under this Article shall immediately 
after instituting or intensifying such restrictions (or, in circumstances 
in which prior consultation is practicable, before doing so) consult 
with the Contracting Parties as to the nature of its balance of pay 
ments difficulties, alternative corrective measures which may be avail 
able, *md the possible effect of the restrictions on the economies of 
other contracting parties.

(b) On a date to bo determined by them, the Contracting Parties 
shall review all restrictions still applied under this Article on that 
date. Beginning one year after that date, contracting parties applying 
import restrictions under this Article shall enter into consultations of 
the type provided for in sub-paragraph (a) of tliis paragraph with 
the Contracting Parties annually.

(c) (i) If, in the course of consultations with a contracting party 
under sub-paragraph (a) or (b) above, the Contracting Parties find 
that the restrictions are not consistent with the provisions of this 
Article or with those of Article XIII (subject to the provisions of 
Article XIV), they shall indicate the nature of the inconsistency and 
may advise that the restrictions be suitably modified.

(ii) If, however, as a result of the consultations, the Contracting 
Parties determine that the restrictions are being applied in a manner 
involving an inconsistency of a serious nature \vitn the provisions of 
this Article or with those of Article XTIT (subject to the provisions of 
Article XEV) and that damage to the trade of any contracting party
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is caused or threatened thereby, they shall so inform the contracting 
party applying the restrictions and shall make appropriate recom 
mendations for securing conformity with such provisions within a 
specified period of time. If such contracting party does not comply 
with these recommendations within the specified period, the Con 
tracting Parties may release any contracting party the trade of which 
is adversely affected by the restrictions from such obligations under 
this Agreement towards the contracting party applying the restrictions 
as they determine to be appropriate in the circumstances.

(d) The Contracting Parties shall invite any contracting party 
which is applying restrictions under this Article to enter into con 
sultations witfi them at the request of any contracting party which can 
establish a prima facie case that the restrictions are inconsistent with 
the provisions of this Article or with thos? of Article XIII (subject to 
the provisions of Article XIV) and that its trade is adversely affected 
thereby. However, no such invitation shall be issued unless the Con 
tracting Parties have ascertained that direct discussions between the 
contracting parties concerned have not been successful. If, as a result 
of the consultations with the Contracting Parties, no agreement is 
reached and they determine that the restrictions are being applied 
inconsistently with such provisions, and that damage to the trade of 
the contracting party initiating the procedure is caused or threatened 
thereby, they shall recommend the withdrawal or modification of the 
restrictions. If the restrictions are not withdrawn or modified within 
such time as the Contracting Parties may prescribe, they may release 
the contracting party initiating the procedure from such obilgations 
under this Agreement towards the contracting party applying the 
restrictions as they determine to be appropriate in the circumstances.

(e) In proceeding under this paragraph, the Contracting Parties 
shall have due regard to any special external factors adversely affect 
ing the export trade of the contracting party applying restrictions.

(f) Determinations under this paragraph shall be rendered ex- 
peditiously and, if possible, xvithin sixty days of the initiation of the 
consultations.

5. If then* is a persistent and widespread application of import 
restrictions under this Article, indicating the existence of a general 
disequilibrium which is restricting international trade, the Con 
tracting Parties shall initiate discussions to consider whether other 
measures might be taken, either by those contracting parties the 
balances of payments of which are under pressure or by those the 
balances of payments of which are tending to be exceptionally favour 
able, or by any appropriate intergovernmental organization, to re 
move the underlying causes of the disequilibrium. On the invitation 
of the Contracting Parties, contracting parties shaii participate in 
such discussions. _____

ARTICLE XIV l
EXCEPTIONS TO THE RULE OF NON-DISCRIMINATION

or
restrictions,
having equivalent effect to restrictions on payments and transfers

i Text as amended Feb. 15,1981, oa which dite *nn»r J was deleted.
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for current international transactions which that contracting party 
may at that time apply under Article VIII or XIV of the Articles 
of Agreement of the International Monetary Fund, or under analogous 
provisions of a special exchange agreement entered into pursuant to 
paragraph 6 of Article XV. *

2. A contracting party which is applying import restrictions under 
Article XII or under Section B of Article XVIII may, with the consent 
of the Contracting Parties, temporarily deviate from the provisions 
of Article XIII in respect of a small part of its external trade 
where the benefits to the contracting party or contracting parties 
concerned substantially outweigh any injury which may result to the 
trade of other contracting parties^

3. The provisions of Article XIII shall not preclude a group of 
territories having a common quota in the International Monetary 
Fund from applying against imports from other countries, but not 
among themselves, restrictions in accordance with the provisions of 
Article XII or of Section B of Article XVIII on condition that such 
restrictions are in all other respects consistent with tha provisions of 
Article XIII.

4. A contracting party applying import restrictions under Article 
XII or under Section B of Article XVIII shall not be precluded by 
Articles XI to XV or Section B of Article XVIII of tins Agreement 
from applying measures to direct its exports in such a manner as to 
increase its earnings of currencies which it can use without deviation 
from the provisions of Article XIII.

5. A contracting party shall not be precluded by Articles XI to XV, 
inclusive, or by Section B of Article XVIII, of this Agreement from 
applying quantitative restrictions:

(tt) having equivalent effect to exchange restrictions authorized 
under Section 3(b) of Article VII of the Articles of Agreement of 
the International Monetary Fund, or

(b) under the preferential arrangements provided for in Annex 
A of this Agreement, pending the outcome of the negotiations 
referred to therein.

ABTICLE XVI
SUBSIDIES 

Section A—Subsidies in General
1. If any contracting party grants or maintains any subsidy, in 

cluding any form of income or price support, which operates directly 
or indirectly to increase exports of any product from, or to reduce 
imports of any product into, its territory, it shall notify the Contract 
ing Parties in writing of the extent and nature of the subsidization, of 
the estimated effect of the subsidization on the quantity of the affected 
product or products imported into or exported from its territory and 
of the circumstances making the subsidization necessary. In any case 
in which it is determined that serious prejudice to the interests of anv 
other contracting party is caused or threatened by any such subsidi 
zation, the eontracting'party granting the subsidy shall, upon request, 
discuss with the other contracting party or parties concerned, or with 
the Contracting Parties, the possibility of limiting the subsidization.
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Section B—Additional Provisions on Export Subsidies
2. The contracting parties recognize that the granting by a con 

tracting party of a subsidy on the export of any product may have 
harmful effects for other contracting parties, both importing and 
exporting, may cause undue disturbance to their normal commercial 
interests, and may hinder the achievement of the objectives of this 
Agreement.

3. Accordingly, contracting parties should seek to avoid the use 
of subsidies on the export of primary products. If, however, a contract 
ing party grants directly or indirectly an) form of subsidy which 
operates to increase the export of any primary product from its ter 
ritory, such subsidy shall not be applied in a manner which results 
in that contracting party having more than an equitable share of world 
export trade in that product, account being taken of the shares of 
the contracting parties in such trade in the product during a previous 
representative period, and any special factors which may have affected 
or may be affecting such trade in the product,

4. Further, as from 1 January 1958 or the earliest practicable date 
thereafter, contracting parties shall cease to grant either directly or 
indirectly any form of subsidjr on the export of any product other than 
a primary product which subsidy results in the sale of such product 
for export at a price lower than the comparable price charged for 
the like product to buyers in the domestic market. Until 31 Decem 
ber 1957 no contracting party shall extend the scope of any such 
subsidization beyond that existing on 1 January 1955 by the intro 
duction of new, or the extension of existing, subsidies.

5. The Contracting Parties shall review the operation of the pro 
visions of this Article from time to time with a view to examining 
its effectiveness, in the light of actual experience, in promoting the 
objectives of this Agreement and avoiding subsidization seriously 
prejudicial to the trade or interests of contracting parties.

ARTICLE XXTV
TERRITORIAL APPLICATION—FRONTIER TRAFFIC—CUSTOMS UNIONS AND

FREE-TRADE AREAS

1. The provisions of this Agreement shall apply to the metropolitan 
customs territories of the contracting parties and to any other customs 
territories in respect of which this Agreement has been accepted 
under Article XXVI or is being applied under Article XXXIII or 
pursuant to the Protocol of Provisional Application. Each such 
customs territory shall, exclusively for the purposes of the territorial 
application of this Agreement, bo treated as though it were a con 
tracting party; Prosified that the provisions of this paragraph shall 
not be construed to create any rights or obligations as between 
two or more customs territories in respect of which this Agreement 
has been accented under Article XXVT or is being applied under 
Article XXXlll or pursuant to the Protocol of Provisional Ap 
plication by a single contracting party.

2. For the purposes of this Agreement a customs territory shall 
be understood to mean any territory with respect to which separate
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tariffs or other regulations of commerce are maintained for a sub 
stantial part of the trade of such territory with other territories.

3. The provisions of this Agreement shall not be construed to- 
prevent:

(a) advantages accorded by any contracting party to adjacent 
countries in order to facilitate frontier traffic;

(b) advantages accorded to the trade with the Free Territory 
of Trieste by countries contiguous to that territory, provided 
that such advantages are nut in conflict with the Treaties of 
Peace arising out of the Second World War.

4. The contracting parties recognize the desirability of increasing 
freedom of trade by the development, through voluntary agreements,, 
of closer integration between the economies of the countries parties to 
such agreements. They also recognize that the purpose of a customs 
union or of a free-trade area should be to facilitate trade between the 
constituent territories and not to raise barriers to the trade of other 
contracting parties with such territories.

5. Accordingly, the provisions of this Agreement shall not prevent, 
as between the territories of contracting parties, the formation of a 
customs union or of a free-trade area or the adoption of an interim 
agreement necessary for the formation of a customs union or of a 
free-trade area; Provided that:

(a) with respect to a customs union, or an interim agreement 
leading to the formation of a customs union, the duties and other 
regulations of commerce imposed at the institution of any such 
union or interim agreement in respect of trade with contracting 
parties not parties to such union or agreement shall not on the 
whole be higher or more restrictive than the general incidence of 
the duties and regulations of commerce applicable in the constit 
uent territories prior to the formation of such union or the adop 
tion of such interim agreement, as the case may be;

(b) with respect to a free-trade area, or an interim agreement 
leading to the formation of a free-trade area, the duties and^ther 
regulations of commerce maintained in each of the constituent 
territories and applicable at the formation of such free-trade area, 
or the adoption of such interim agreement to the trade of con 
tracting parties not included in such area or not parties to such 
agreement shall not be higher or more restrictive than the corre 
sponding duties and other regulations of commerce existing in the 
same constituent territories prior to the formation of the free- 
trade area, or interim agreement, as the case may be; and

(c) any interim agreement referred to in sub-paragraphs (a) and 
(b) shall include a plan and schedule for the formation of such a 
customs union or of such a free-trade area within a reasonable 
length of time.

6. If, in fulfilling the requirements of sub-paragraph 5(a), a contract 
ing party proposes to increase any rate of duty inconsistently with the 
provisions of Article II, the procedure set forth in Article XXVIII 
shall apply. In providing for compensatory adjustment, due account 
shall be taken of the compensation already afforded by the reductions 
brought about in the corresponding duty of the other constituents of 
the union.

7. (a) Any contracting party deciding to enter into a customs union 
or free-trade area, or an interim agreement leading to the formation
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of such a union or area, shall promptly notify the Contracting Parties 
and shall make available to them such information regarding the pro 
posed union or area as will enable them to make such reports and 
recommendations to contracting parties as they may deem appropriate.

(b) If, after having studied the plan and schedule included hi an 
interim agreement referred to in paragraph 5 in consultation with the 
parties to that agreement and taking clue account of the information 
made available in accordance with the provisions of sub-paragraph 
(a), the Contracting Parties find that such agreement is not likely to 
result in the formation of a customs union or of a free-trade area with 
in the period contemplated by the parties to the agreement or that 
such period is not a reasonable one, the Contracting Parties shall make 
recommendations to the parties to the agreement. The parties shall 
not maintain or put into force, as the case may be, such agreement 
if they are not prepared to modify it in accordance with these recom 
mendations.

(c) Any substantial change in the plan or schedule referred to in 
paragraph 5 (c) shall be communicated to the Contracting Parties, 
which may request the contracting parties concerned to consult with 
them if the change seems likely to jeopardize or delay unduly the 
formation of the customs union or of the free-trade area.

8. For the purposes of this Agreement:
(a) A customs union shall be understood to mean the sub 

stitution of a single customs territory for two or more customs 
territories, so that

(i) duties and other restrictive regulations of commerce 
(except, where necessary, those permitted under Articles XI, 
XII, XIII, XIV, XV and XX) are eliminated with respect to 
substantially all the trade between the constituent territories 
of the union or at least with respect to substantially all 
the trade in products originating in such territories, and,

(ii) subject to the provisions of paragraph 9, substantially 
the same duties and other regulations of commerce are 
applied by each of the members of the union to the trade of 
territories not included in the union;

(b) A free-trade area shall be understood to mean a group of 
two or more customs territories in which the duties and other 
restrictive regulations of commerce (except, where necessary, 
those permitted under Articles XI, XII, XIII, XIV, XV and XX) 
are eliminated on substantially all the trade between the con 
stituent territories in products originating in such territories.

9. The preferences referred to in paragraph 2 of Article I shall not be 
affected by the formation of a customs union or a of free-trade area 
but may be eliminated or adjusted by means of negotiations with con 
tracting parties affected. This procedure of negotiations with affected 
contracting parties shall, in particular, apply to the elimination of 
preferences required to conform with the provisions of paragraph 8 (a) 
(i) and paragraph 8 (b).

10. The contracting parties may by a two-thirds majority approve 
proposals which do not full comply with the requirements of para 
graphs 5 to 9 inclusive, provided that such proposals lead to the 
formation of a customs union or a free-trade area in the sense of this 
Article.
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11. Taking into account the exceptional circumstances arising out 
of the establishment of India and Pakistan as independent States and 
recognizing the fact that they have long constituted an economic 
unit, the contracting parlies agree that the provisions of this Agree 
ment shall not prevent the two countries from entering into special 
arrangements with respect to the trade between them, pending the 
establishment of their mutual trade relations on a definitive basis.

12. Each contracting party shall take such reasonable measures as 
may bs available to it to ensure observance of the provisions of this 
Agreement by the regional and local governments and authorities 
within its territory.

ARTICLE XXX
AMENDMENTS

1. Except where provision for modification is made elsewhere in 
this Agreement, amendments to tho provisions of Part I of this 
Agreement or to the provisions of Article XXIX or of this Article 
shall become effective upon acceptance by all the contracting parties, 
and other amendments to this Agreement shall become effective, in 
respect of those contracting parties which acc^t them, upon accept 
ance by two-thirds of tho contracting parties i-nd thereafter for each 
other contracting party upon acceptance by it.

2. Any contracting party accepting an amendment to this Agree 
ment shall deposit an instrument of acceptance with the Secretary- 
General of the United Nations within such period as the Contracting 
Parties may specify. The Contracting Parties may decide that any 
amendment made effective under this Article is of such a nature that 
any contracting party which has not accepted it within a period 
specified by the Contracting Parties shall be free to withdraw from, 
this Agreement, or to remain a contracting party with the consent of 
the Contracting Parties.
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