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The following report was -presen‘béd oré.l]y by the--dhairma_n of. the Committee
on the Rome Treaty at the Twentieth Meeting of the Twelfth Session:

"I have the honour to submit -to you-an oral report on the work of the
Committee on the Treaty of Rome as- requirsd by Section C of the terms of
reference of the Committee.

. "The Committee on the Rome Treaty held seven meetings during the .perdod.
from 4 to 7 November. - . At these meetings there. took place & very full '
discussion of various aspects of the Treaty of Rome, considered in the light of
the provisions of the General Agreement on Tariffs-and Trade, The .aspects
which the Committee discussed in turnm were tariffs,.use of quantitative
restrictions, trade in agricultural products, plan and schedule and tiae
association of overseas countries and territories with. the European Common
Market. “As a result of these discussions:the Committee decided to set up Lour
sub-groups to consider (4) Tariffs and Plan and Schedule; . (B) Quantitative:
Restrictions; (C) Trade in Agricultural Products; and (D) Associstion of
Overseas Territories. —_— S T

"The four sub-groups held meetings during the periocd from 11 to
27 November to consider, in greater detail than had been possible in the
Committee, the aspects of the Rome Treaty that had been referred to them. Ths
reports of the sub-groups were presented to the Committee at a meeting which
took place on 28 November. The Committee found tnat the reports contained no
definite conclusions, because either the time at the disposal of the sub-groups
or the information now available did not permit such conclusions to be drawn.
Accordingly, while the reports will contribute significantly to the future
consideration of these problems, they were largely of an interim chkaracter.
For this reason the Committee simply took note of tke reports and decided to
bring them to the attention of the CONITRACTING PARTIES for their information.
I have, therefore, the homour to table the four reports herewith which should be

regarded as annexes to this oral repqut.
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. "The Commitbee decided that it was premature to deal with Seotion B of
its terms of reference but directed its attention at the meeting on :
28 November to that part of Section C of its terms of referense which requires
the Comittee to 'make such recommendations as may be appropriate with ‘
respect to the contimzation of the work of the Committee', After discussion
$he Committee on the Rome Treaty decided to recommend to the CONTRACTING PARTIES
that (1) after the end of the Twelfth Session further considerations of
questions relating to the Rome Treaty should be carried on by the Intersessional
Committee; (2) that, in view of the great importance to all contracting parties
of these questions, the Intersessional Committee established for the period
between the Twelfth and Thirteenth Sessions should be constituted of
representatives of all cormtracting parties; and (3) that, in its work on the
Rome Treaty, the Imtersessional Committee should have the same terms of
reference as those of the Committee on the Rome Treaty, except that after the
Rome Treaty comes into force the reference to the Interim Committee should-be
replaced by a reference-to the appropriate-institutions of the European
Eoonomi e Commurd ty.

"Mpr, Cheirman, I have the honour to.submit these recommendations to the
CONTRACTING PARTIES, who, I hope, will see f£it to act upon them,

tBefore I conclude, I should also report that the Committee on the Rome
Treaty considered the Treaty establishing the Buropean Atomis Energy Community
which the CONTRACTING PARTIES referred to it at the meeting held cn the
‘6 November. After the legal position had been examined by a group of four
experts, the Committee at its meeting on 28 November considered a note
(which should also be regarded as an annex to this report) prepared by the
Chairman on the basis of the advice he had received from the four experts.
The Comrittee agreed with the conclusions set forth in paragraph 10 of that
note and decided to recommend that the Intersessional Committee should tzke
into qonsiderstion the provisions of the Treaty establishing the European -
Atomic Energy Commnity along with the Treaty establishing the Buropean ~
Economic Commnity. I trust—tbat—this recommendationidll. zlse comend itself
to-the CONTRACTING PARTIES,H
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ANNEX I

TARTFFS AND PLiN AND SCHEDULE

Report by Sub-Group 4

I. INTRODUCTTON

1. The Sub-Group examined the provisions of the Rome Treaty relating to the
esteblishment of a common tariff and the elimination of import and export dutdes
among the members. It examined alsc the arrangements which would be necessary
for the application of the provisions of paragraph 6 of Article XXIV concerning
the modification of bound items as a result of the introduction of the Common
Tariff and whether the Romé¢ Treaty contained a Plan and Schedule for the
camplete establishment of a customs wnion in the sense of Article XXIV.

2. Thers was exvensive discussion in the Sub-Group as %o the significancs to
be placed upon paragraph 4 in the examination of the tariff provisions of the
Rome Treaty., The representatives of the govermments of the Member Statea of

the Buropean Economic Connnun:.ty stated:

The terms of paragraph 4 on the one hand, and paragraphs 5 to 9 on
the other hand must be interpreted interdependently. Paragraph 5 of
Article XXIV starts with the word "accordingly" which indicates beyond
doubt the relationship which exists between these two sets of provisions.
The conditions.laid down in paragraphs 5 to 9 have. the purpose of ensuring
that Customs Unions or the Free Trade Areas are in conformity with the
general principle laid down in the second sentence of paragraph 4. In
other words, a customs union or a free trade area which fulfil the
requirements of the provisions of paragraphs 5 to 9 of Article XXIV would
automatically and necessarily setisfy the requirements of pa.ragraph 4 since
paragraphs 5 to 9 merely spell out the implications of paragraph 4. . This.
interpretation is confirmed by the records of the preparatory work relatad
to the adoption of the text of the present Article XXIV (cf. document W.12/18).

The view e:@ressed by certain contracting perties that the terms of
paragraph 4 of Article XXIV require the Six to take into consideration the
situation of each con’cractlng party is furthermore in contradiction with the
provisions of paragraph 5 et seq., particularly with those of paragraphs 5(a)
and (b) which deal with the general incidence of tariff rates a.nd cammercial

regxﬂ.a’oione .
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"The objective of parasgraph 6 is furthermore the maintenance of the
rights of the contracting parties acquired by concessions granted to
them, a fact which should tske csre to a large extent of the problem of
the countries the trade of which depends on one or on & few products.

3. Most members of the Sub-Group were not prspsred to accept this
interpretation., They belisved thet paragraph 4 establishes the basic
principles which a custams union should spply to be consistent with the
objectives of GATT. Where questions srise as to the application of the
provisions of parsgraphs 5§ to 9 in particular cases, such questions should be
resolved in a manner consistent with the principles embodied ir paragraph 4.
Some members of the Sub-Group felt, furthemmore, thet the CONTRACTING PARTIES
would have to verify whether the spplication of psragraphs S to 9 is consistent
with the eims of a customs union ss defined in parsgrasph 4. One member of

the Sub-Group pointed out that this problem might prove in actual practice, so
far as the Rome Tresty was concermed, to be minimal in view of peragrsph 6 of

Article XXIV.
II, COMON TARIFF

4. The Sub-Group considered whether, on the besis of the Rome Tresty and the
additional material submitted to the CONTRACTING PARTIES by the Interim
Committee, the future Common Tariff of the European Community could be
considered at this time as being likely to conform with the provisions of
peragraph 8(a)(ii) of Article XXIV. It noted that under the Rome Tresty
Member States would not be suthorized to depart from the Common Teriff but
would have to apply substantially the same duties to other countries once the
Customs Union is fully established.

5.  The Sub~Group exsmined the provisions of the Rome Treaty desling with the
Common Tariff in the light of the terms of paragraph 5(s) of Article XXIV.
Since the rates of duty sre not yet knmown for a large pert of the Common Tariff,
the Sub-Group came to the conclusion thet it was not possible at this time to
determine whether the Common Tariff would be consistent with the provisions

of paragraph 5(a) of Article XXIV,

6. In considering the basis on which the CONTRACTING PARTIES could best make
a judgment with regard to the Common Tariff in the light of provisions of
paragraph S(a)" of Article XXIV, most of the members of the Sub-Group felt that
an automatic application of a formula, whether arithmetic average or otherwise,
could not be sccepted, snd agreed that the matter should be approactzd by
oxamining individusl commodities on a country by country basis. Attention
was also drawn to the drafting history of parsgraph S(a) of Article XXIV,
sccording to which the term "genersl incidence of the duties" was used with
the intention "thet this phrase should not require e mathematicel aversge of
customs duties but should permit greater flexibility so that the volume of
trade may be tajen into account" (W.12/18).
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7. The representatives of the Member States drew attention to the fact that
the provisions of Article XXIV do not exclude any method of calculation for
the preparation of a common -tariff, provided however that the duty rates
applied as a result of the establishment of a customs union are not on the
whole higher than the general incidence of the duues which they replace.

The Member States base their calculation on the arithmetical average

method which is strictly in conformity with the provisions of paragraph 5 of
Article XXIV. For arriving at a still lower tariff level the Member States
furthermore in their calculation use the rates actually applied on 1 January 1957,
subject to the exceptions as provided for in Article 19 of the Treaty, and not
the legal and contractual rates which the Member States, in their view, would
have the right to apply under- the provisions of paragraph 5 of Article XXIV.

To the same effect the Member States provided ceiling rates for a great number

of products which have to be applied even in instances where the arithmetical

average would lezd to higher rates.

The Member States therefore consider that they have gone further-than

requested by the obligations since the application of their rules will lead teo

a common tariff, the level of which will be lower than that authorized under

the provisions of paragraph 5 of Article XXIV, . Further, the Member States do
not see the advantage of a product-by-product study which could lead tc nothing
but the confirmation that the duties of the common tariff are, as shown by the
study submitted to the CONTRAGTING PARTIES, on the whole, of a general incidence
which is not higher than the incidence of the rates which they replece. Finally,
the Merper States are not in a position to accept a country-by-country study for
the reasons stated above (paragraph 2) given in connexicn with the mterpretatn.on

of paragrarh 4 of Article XXIV.

8., Most members of the Sub-Group believed that the CCNTRAGIING PARTIES should
have an opportunity to make & thorough and detailed analysis of the proposed
Common Tariff on the basis described in paragraph 6 above, -at the earliest
practicable daze. It was envisaged that, in the first instance, this
sxamination would be carried out by each contracting party. Follcowing the
campletion of this step the CONTRACTING PARTIES should have an opportunity to
examine jointly the Common Tariff. Such joint consideration should take account
of the trading interests of contracting parties, including those whose exports

to the Community are made up of a small number of products.

9. Members of the Sub-Group stressed the importance of fixing low rates of
duty for the items in Iist G. They noted that the items in this list account
for approximately 20 per cent of the imports of the Members of the Community and
an- equal or larger percentage of the. exports of some contracting parties to the
Community. They also noted that the list includes several raw and industrial
materials which normally bear low rates of duty. The representatives of the
Member States pointed cut that Iist G contains inter alia industrial products
which in most countries normally do not :bear low rates,
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10. The representatives—of-the-Member States.explained that the rates.laid-
down in Iists B, C, D and E are ceiling rates in the sense that, if the
calculation of the arithmetic average between the rates of the Member States’
would lead to a lower figure, the lower.figure would be inserted in the Common
Tariff, and that the adoption of the rates of the items listed in IList G
jwould be consistent with the obligation to maintain the general tariff
incidence within the limits fixed by paragraph 5(a) of Article XXIV.

11. The representatives of the Members of the Community stated that they
would do everything in their power to ccmmunicate as soon as practicabls the
‘rates of the Common Tariff including those of List G, as well as any other -
information which the Six believe would expedite the examination of the Common
Tariff by the CONTRACTING PARTIES. ~ To this end the Member States will, as far
as practicable, transmit to the contracting parties as soon as possible a table
comparing the four national tariffs and the Common Tariff and a "Key" showing -
how +the -duties bound under Schedules II, XI, XXVII and XXXIII were incorporated
into the Common Tariff. In view of.the time-consuming work involved in the
actual preparation of the Common Tariff and the Key, it would not be possible '
to accept a definite time-table at this time. One Member suggested that, if
possible, sections of the Common Tariff should be transmitted as they are
completed. The representatives of the Six pointed out that this suggestion
could not be accepted since the Common Tariff has to be judged as an entirety
but they undertook to transmit this suggestion to *he Commission of the European

Economic Community.,

III. ARRANGEMENTS FOR THE APPLICATION OF PARAGRAT:. 6 OF ARTICLE XXIV

12, The Sub-Group confirmed unanimously that paragraph 6 provides that if: the
Common Tariff would involve in its implementation the raising of any duty rate
above that specified in the schedules, negotiations should take place.und?r the
procedure provided for in Article XXVIII. The Sub-Group agreed that the!
provisions of paragraphs 1, 2 and 3 of Article XXVIII apply; any modification
of the procedures that might be required will be made by the CONIRACTING .PARTIES
when they make arrangements for the negotiations. However, the representdtive
of the Six declared that they could not commit themselves to such negotiations
without prior consultations as to the methods of the application of paragraph 6

of Article XXIV.

The Sub-Group noted that the Treaty provided the possibility for the
institutions of the Community to enter into tariff negotiations on the dutids
of the external tariff including those which would be fixed for the product
enumerated in Iist-G-and those presently rot bound under the General Agreemént.

13. The Sub-Group, subject to a reservatian by the representative of the §ﬁx
that they are not in a position to commit the institutions of the Community;
recognized that the negotiations required under paragraph 6 should be completed
before Members of the Community took the first Step toward achieving a commo
tariff at the beginning of 1962, It also agreed that any suggestion made o

the precise timing of these negotiations should be reviewed by the appropriaze
intersessional machinery or at the Thirteenth Session, in the light of progrdss
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made by Members of the Community during the next few months towards completing
their tommon Zariff, It was suggested that the Mumbers of the Commnity be
requested tc submit their Common Tariff rate to the CONTRACTING PARTIES nob
later than 1 July 1959. It was envisaged that the CONTRACTING PARTIES would
then require from twelve to eighteen months to examine the tariff and prepare
for the negotiations. A tariff negotiating conference might be convened during
the latter part of 1960 or early in 1961, Some members of the Sub~-Group
believed that it might be comvenient for the joint examination of the Common
Tariff envisaged in paragraph £ above, to take place at the same time as the
negotiations required under paragraph 6 of Article XXIV. The representatives
of the Member States declared that they could not undertake a firm commitment
concerning the suggested time~table but would endeavour to submit the Common
Tariff to the CONTRACTING PARTIES with the shortest possible delay. At the
same time they indicated that the examinetion of the incidence of the Common
Tariff should precede the negotiations envisaged in paragraph 6 of Article XXIV.

14. The question was raised whether the negotiations under paragraph 6 of
Article XXIV would be conducted by the individual Member States or by the
Comrminity as a whole. The representatives of the Member States quoted the
provigions of the Rome Treaty which state that the Commission, duly authorized
by the Council, would be responsible for conducting tariff negotiations with
third countries concerning the Common Tariff,

15. The Sub-~Group took note of a statement made by the Japanese Member of the
Sub-Group and the reply received from the representative of the Six reproduced
in document W.12/58/Rev.l and Add.l,

IV, ELIMINATION OF THE IMPORT AND EXPORT DUTIES AMONG THE MEMBERS

16. The Sub-Group noted the provisicns of Articles 12 to 17 of the Rome Tisaty
which provide for the elimination of customs duties between Member States. In
this connexion it noted in particular that according to Article 110 the aim of
the commercial policy of the Community is, inter alia, to contribute to the
lowering of customs barriers and to take into account the favourable incidence
which the aboliticia of customs duties as between Member States may have on the
increase of the competitive strength of the enmterprises in those States.

V. PLAN AND SCHEDULE FOR THE COMPLETE FORMATION OF A CUSTOMS UNION

17. Most Members of the Sub-Group felt that the Rome Treaty contained a
fairly detailed Plan and Schedule for the elimination of tariff barriers among
the Member States. The Sub-Group did not examine the Plan and Schedule from
the viewpeint of the elimination of non-tariff barriers in respect to trade
among the Mexmber Stabtes since these matters had been considered by other
Sub-Groups. In regard to the tariff barriers, however, some delegations felt
that no such detalled plan was yet forthcoming for the last stage of the
operation. The representatives of the Member States agreed that the Plan and
Schedule were not as detailed for the latter part of the operation as for the
first two stages but pointed out that the Member States were committed to
complete the Customs Union within a period which would in no case exceed
fifteen years.
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- Attention was also called to the provisions in the Treaty of Rome which .
allowed for a delay in the transition from the first to the second stage, and
it was suggested that the CONTRACTING PARTIES should recommsend under
paragraph 7(b) of Article XXIV that the Community should inform them in. the
event of recourse to those provisions. - The representatives of the 8ix,
however, indicated that they were not in-a position to accept this recommendation.
The possible prolongation of the first stage cannot be considered to be a
modification of the Plan and Schedule since the Plan itself provides for this
prolongation; paragraph 7 of Article XXIV cannot therefore be invoked.

18, The Sub-Group noted that, under paragraph 7(c) of Article XXIV, any .
substantial change in the Plan or Schedule should be cammmicated to the
CONTRACTING PARTIES which would be free to ask the Six to consult with them if
the change appeared likely to jeopardize or delay unduly the formation of the
Customs Union.

VI. FINAL REMARKS

19. The Sub-Group draws the attention of the Committee to the fact that it has
not reached conclusions on some points which should be resolved before the
CONTRACTING PARTIES examine the Common Tariff to determine if it is consistent
with the provisions of paragraph 5(a) or enter into tariff negotiations
envisaged under paragraph 6 of Article XXIV. For example, paragraph 12 of this
Report suggests that the proposed time~table for the negotiations of bound rates
should be reviewed in the light of the progress the Community Members make in
preparing the Common Tariff. Furthermore, it will be necessary to prepare
negotiating rules and procedures before the opening of such negotiations. It
might also be desirable to consult with the Commission of the Earopean Economic
Community about the explanatory material which the Member Stztes might provide
for the CONTRACTING PARTIES. The Sub~Group, therefore, suggests that these-
matters be referred to an appropriate intersessional machinery-for further
consideration.
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ANNEX II

- QUANTITATIVE RESTRICTTONS
tzport by Sub-Group B

l. The Sub~Group considered in the light of the éiscussions in the Committee
those provisions of the Rome Treaty releting to the use of quantitative restriee
‘tions, particularly those used for balance~of-payments purposes, in the light
of Articles 30 to 37, 108, 109, 110, 111 and 113, both as regarde their appli-
eation in:the transitional period and thereafter.

2e Members of the Sub~Group expressed sonscern that under the Rome Treaty
provisions a Member State would be permitted to use quantitative restrictions
not justified by its own balange~of-payments position. They recognized that
this eause for concern would be removed if at some future stage the integration
of the economies of the Six proceeded to the point where in effect they held
their foreign exchange reserves in common. :

3. The Six considered that the opening phrase of paragraph 5 of Article XXIV
provided a gensral exception under which'they were entitled to deviate from

the other provisions of the General Agreement, inecluding Articles XI to XIV,
ingofar as the application of these provisions would constitute obstacles to:
the formation of the Customs Union end to the achievement of its objectives,.

In their opinion, icle XXIV imposed an obligation on the Member countries

of a customs union/to eliminate insofar as possible - but only to that extent -
quantitative restrictions existing between them, without necessarily extending
such elimination to .countries which are not members of the Union, which as a -
corollery, implied that the Member States may meintain or impose restrictions
applying to non-Member csuntries only. With respect to the relationship of
countries within the Union to third countries, the Six comnsider that the pro-
visions of Article XIV:8{a)(ii) required the States forming a customs union to
apply "substantially the same duties and other regwlaticns of commerce', The
Six recall ian this respect that the phrase "other regulations of commerce"
appearing in paragraph 8(a){ii) should be interpreted in the light of the pro-
visians of paragraph 5(a) which represent, -as will be shown, a supplement to
the rules set forth in paragreph 8(a)(ii) and which therefore has the same object.
In their view paragraph 5(a) of Article XXIV refers expressly te restrictive
regulations of commerce., It is therefore clear that the words "other regulations
of commerce'appearing in paragraph 8(a)(ii) refers in particular te restrictive
regulations of commerce. It was pursuant to-paragraph 8(a)(ii) that the Six had
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adopted provisions relating to the establishment of a common extermal tariff
and common regulations of commerce which may be applied notably in the field

of quantitative import restrictioms. ~In their opinion, paragraph 5(a) of
Article XXIV defines the scope of these common regulations of commerce: they
mist not on the whole be more restrictive than those applicable in the con-
stituent territories prior to the formation of the Union, all things being
otherwise equal. By implication this rule gives the countries which are
members of a customs union ‘the right to apply restrictive measures other than
those which they would have been sble to apply if the Union had not been
established. Otherwise, the overall incidence of the quantitative restrictions
applied by the Member States of the Union would be nothing more than the sum of
the restrictions applied by each of these countries and there would be no object
in stipulating in Article XXIV that .this overall incidence should not be more
restrictive than those restrictive regulations applied before the formation of
the Union. Now, the General Agreement has been reviewed only two years ago,
and the Six are of the opinion that all the sentences included in Article XXIV
are meaningful, Accordingly, the Six are of the opinion that the restrictive
measures which should be taken in the conditions referred to above by one or
more members of the Community, irrespective of the level of their balance of
payment:s, do not cénstitute a measure of additional protection for the
Commnity as a whole. These additional measures mey, moreover, affect
commodities which are not produced in the:country or countries which take these
measures, in which case théy cannot be considered as “protective" measures taken
by that country or those countries.

4, Most members of the Sub-Group had a different interpretation of .
Article XXIV, In their view counbries entering a customs union would contimue
to be governed by the provisions of Article XI prohibiting the use of
quantitative restrictions as well as by the other provisions of the Agreememnt
which provided certain exceptions permitting the use of quantitative
restrictions where necessary to deal with balance-of-payments difficulties.
Further, adherence to these provisions would in no case prevent the establish-
ment of a customs union. Since paragraph 8(a)(i) permitted where necessary
the use of quantitative restrictions for balance-of-payments reasons, it
followed that the use of quantitative restrictions by individual countries
within the Union for these reasons could not be regarded as preventing the
formation of a customs union as defined in Article XXIV.

5. Most members of the Sub-Group could not accept the interpretation of the

Six of parc: ~aph 5(2). In their view the use of the term "regulations® in

this paragraph and in paragraph 8(a)(ii) does not include quantitative
‘restrictions impésed for balance-of-payments reasoms. An examination of the
provisions of the Agreement indicates that the term "regulation" is consistently
used to describe such matters as customs précedures, grading and marketing
requirements, -and similar routine comtrols in internmational trade. This inter-
_pretation is-reinforced by the fact that in 8(a)(i) the term "regulation" is qual-
ified by the word "restrictive" in the one instance where Article XXIV specificdly
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refers to the balance-of-payment Articles. Moreever, the temm "regulation"
does not appesr in the balence-of-payment Articles of the General Agreement,
The General Agreement prohibits the use of quantitative restrictions for
protective purposes and permits their use only in exceptional circumstances
and mainly to desl with balence~of-payments difficulties. Accordingly the
notion that paragraph 5(a) would require that temporary quantitative restric-
tions should be treated in the same way as normal protective megsures such

as tariffs in determining the trade relations between countries in a customs
union and third countries would be contrary to the basic provisioms of the
Agreement which preclude the use of quantitetive restrictions as an acceptable
protective instrument,

6, These members for the reasons mentioned above, could not accept the

term Yother regulation of commerce” in 8(a)(ii) inecluded quantitative restric-
tiom. Moreover they pointed out that if paragraph 8(a)(ii) were interpreted

to require a common level of quantitative restrictions against third countries,
this would be incompatible with the explicit permission in parsgraph 8(a) (i)

for the use of quantitative restrictions within ths system for balance-of-payments
reasons gince it would appear not to be practicable to0 have a common level of
quantitative restrictions agalnst third countries in a situation where countries
within “the Customs Union mede use of their right to impose such restrictions
against their partners, Moreover, the effect. of such an arrangement would be
that some country or countries in the Unlon would be imposing quantitetive
restrictions not required by their own individual belance-of-payments pcsition
and would, therefore, be raising barriers to trade with other contracting

pasties,

7. Most members of the Sub-Group believed that the imposition of commcn
quotas by the Six, quite apart from being contrary to:Articie XII of the GATT,
would be cantrary to fundamental sconomic reasoning unless they held theixr
reserves in common, Common quotas could mean that a member of the Customs
Union in balance-of-payments difficulties would be umnable to apply restrice
tions appropriate to its particular.difficulties while other members would be
applying restricticns.not~reguired or justified dy their payments poé'ipion.
Under such a system, unless restrictions were also imposed between the Six,
imports would temnd to flow to the country not in a position to finangce them
at the expense of the other members who had no difficulty in Tinancing them,

8, Most members of the Sub-Group emphasized that if the Six were individually
no longer to be bound by the balance-of-payments provisions of the Agreement
rermitting the use of quantitative restrictions only in carefully defined
circumstances, then the balance of rights and obligations under the Agreement

would be impaired,
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9, The Sub-Group next considered how the Custome Union was likely to

develop insofar as the use of quantitative restrictions for balarce-of-payments
Teasons was concerned, Some members suggested that the Six countries

during the transitional period would be relaxing the restrictions between
themselves, At the same time; as their payments position permitted, their
restrictions against other countries would also be reduced, Th» representative
of the Six compared this outlook with what had token place under the OEEC
programme of liberslization of trade which: bad mever been the subject of a
complaint under the Agreement. Other members of the Sub-Group poimted oub
that the fact that they had not yet formally raised the question of the compatie
bility of the OEEC liberalization programme should not be considered as meaning
thet they had by implication acceptel that it was in full compliance with the
General Agreement. Their silence on this point was to be attributed to their
feeling that as a practical matter this programme was, on the whole, moving

in the right direction.

10, TFollowing an exchange ¢f views on the provisions of the Rome Treaty in
the field of quantitative redtrictions, the Sub-Group noted tlat these provisions
" wore not maendatory and imposed on the members of the Community no.obligation
to take action which would be inconsistent with the Genmeral Agreement. On the
other hand because eof the very general scope and competence conferred on the
Institutions of the Community, it could be within their powers to take measures
which could be inconsistent with the GATT whatever the interprebation given to
the provisions of Article XXIV. The Six pointed out thait many contracting
parties had permissive domestic legislation of a general character which, if
implemented in full, would emable them to impose restrictions in a manner ‘
contrary to Article XI. These countries were not, however, required to

consult with the CONTRACTING PARTIES about their possible intentions as regards
the implementation of such legislation. The Six could not accept that any
contracting party by virtue of its adherence to the Rome Treaty should be
subjected to additional requirements or cbligations as to the comsulbations
about the use of quantitative restrictions. This appiied particularly to
prior consultation regarding the relevant provisions of the Rome Treaty. .

11, The Sub~Group took the view that Member States of the Six as regards their
individual use of quantitative restrictions should be subject to the consultation
procedures applicable to other contracting parties in like circumstances, and
agreed that it would not be proper to envisage any special corsulsvavinm
procedures. If in the application of the provisions of the Treaty any Member
country found it necessary to take action which would bring into play the
consultation provisions of the General Agreement, taen the sountry concerned
would fulfil its obligations under GATT.

12. The Sub-Group noted that Article XXIV, paragraph 7 lays down certain
responsibilities for the CONTRACTING PARTIES in relation to proposals Ior a
customs union. In view of the uncertainties about the way in which the
provisions of the Rome Treaty would be impiemented the members or the Sub-Group
other than the Six considered that at this stage it was not possible to make a
judgment that the application of the provisions of the Rome Trecty concerning
the use of quantitative restrictions would or would not be compatible with

the relevant provisions of the General Agreement. In these circumstances the
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Sub~Group concluded that at the present time it was not possible to decide

what recommendations it miglit-deem dppropriate under Article XXIV but this

should not be construed to mean that the CONTRACTING PARTIES mlght not wish
to take action at a later stage,

13, Accordingly the Sub~Group considered that there was no need for the
CONTRACTING PARTIES to take a formal decision to set up special machinery to
deal with the use of quantitative restrictions by members of the Six, However,
the closest possible co-operation should be arranged with the Community in
order that they might work together with the CONTRACTING PARTIES for the
harmonious attainment of the objectives of the Common Market and the General
Agreement, Because of the importance to international trade of action which
might be taken by the Six and of the desirability of a clear understanding
shared between the Six and the other contracting parties, it was agreed that
discussion of the problem which might arise in the f£isld of quantitative
restrictions should be provided for in whatever arrangements are made for
continued liaison with the Six and the Institutions of the Commurity. Any
particular problems that might arise in the actual application of import
restrictions by the individual members of the Community would be exemined.

in the consultations under the provisions of the General Agreement. Furthermors,
it was pointed out in the Sub—Group that it was desirsble to keep a close
collaboraticn with the International Monetary Fund - as is already provided
for in paragraph 1 of Article XV ~ in relation to the problems which might
arise as a consequence of action taken by the Six in matters of quantitative
restrictions for balance~of-payments reasons,
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ANNeX TIT
TRADE IN AGRICULTURAL FRODUCTS

Report by Sub-Group C

I, INTRODUCTION

l. The Sub-Gpoup considered the agricultural provisions of the Rome Treaty in
relation to the Gemeral Agreement. The discussicn covered the arrangements to be
applied during the transitional peric~d and the development during thst period of the
coumon._agricultural poliey to be applibd not leter than et the end of thet period.
The Sub-Group sonsidered alse the probable effects of the common organizetion and
its agrieultural poliey on the interests-of third countries, with-specisl reference
t0 those eountries whose economies depend mainly on the production and exports of

a few agricultural commodities.

2., The Sub-Group hesrd a statement of the representative of the Six in which he
stressed that the Genmeral Agreement does not forbid conferring powers from nstional
authorities on common institutions. Contracting perties could, in his spinion,
only intervene if the Community executed these powers in s way contrary to the
obligations under the General Agreement. Hers, contracting parties hed all
guarsntees they needed as, in the Rome Treaty, it was stipuleted that the Six
countries would abide by the obligetions they undertook in the GATT; it foliowed,
therefore, that the provisions of the Rome Treaty concerning agriculture are in
complete accordance with Article XXIV of the GATT. In the course of the
discussion, the observer for the Interim Committee stressed thst, the fact that
the Six consider thet the Rome Treaty is consigtent with Article XXIV, did rot
imply thet the institutions of the Community would be free to shape their policy
irrespective of the international commitments of the Member Ststes. As was pointed
out alresdy in the general discussion, the Community was bound by the provisions
of Article 234 and therefore, in shaping the commercisl policy of the Cormunity,
it had to take inbo account the international commitments of the Member States.
This did not mean that the institutions would be debarred from considering
measures which were not consistent with the provisions of the General Agreement,
bub, as any individual contracting perty, they would have to reconcile their
action with the provisions of the General Agreement by appropriate methods. The
other members of the Sub-Group duly noted these stetements which helped to clarify
to a certain extent the relations between the Cormunity and the General Agreement,
but felt thet this still left many importasnt questions unresolved.
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II, MEASURES TO BE APPLIED DURING THE TRANSITIONAT, PERIOD

(1) Minimum prices

3. The representative of the Six in reply to questions explained the intentions
underlying the system of minimum prices. Minimum prices can be applied by eech
of +the &°x countries under the conditions laid down in Article 44, paragraph 1.
On the other hand, the provisions of the Rome Treaty leave Member countries fres
to apply minimum prices to third countries as well. Its aim is to facilitete the
abolition of internal trade barriers and thus to comply fully with the provisions
of Article XXIV by means which take into account the specisl conditions prevailing
in the agricultural field, and thus to facilitate the process of adaptation to a
common price level and of equalizstion of the conditions of agricultural producers,
They were not in & position to give more definite indications as to the scope of
the minimum prices, as the objective criteris would be determlned only later,
¥hile the system of minimum prices is applicable to sll products enumerated in
Annex II which conteins a certasin number of tropical products, the Six stated

thet minimum prices would bs used only for a limited number of products, and only
in cages where the progressive sbolition of customs duties and quantitative
restrictions between Member States may result in prices likely to jeopardize the
achievement of the objeoctives set out in Article 39 of the Rome Treaty. Members
of the Sub-Group observed that since the products listed in Anmnex II were subject
{0 the provisions of Articles 38 to 46 of the Treaty, minimum price arrangemenis
could be applied to products of which there wss no production st =2ll or only minimal
production in the countries of the Six, provided the conditions in Article 44,
paregraph 1 were satiasfied,

4, As regesrds ths probable effects on imports from third countries of the
minimum price system, the Sub-Group was informed that the refersnce in Article 44,
parsgraph 1 "in a non-discriminatory masnner" was understood to relate only to trade
emong the Six snd did not imply a commitment to apply the seme treatment to the
imports from third countries. In the opinion of the Six, however, this operation
of minimum prices to the intra-Community trade would not necessarily lead to s
reduction in such imports snd peragraph 2 of Article 44 was intended to teke inmto
account the interests of third countries because of its influence on the price
levels, Serious doubts were expressed on this point by members of the Sub-Group
who thought that, contrary to the view held by the Six, paragraph 2 of Article 44
did not seem to offer any guarantee in this respect. In the view of some members
the imposition of minimum prices appeared to require basrriers to trade between the
Six themselves as well ss between the Six and third countries, In'addition, in
their opinion, the provisions in paragraphs 1 snd 2 of Article 44, taken together,
seem to lend themselves to thé interpretation that the spplication of minimum
prices could result in a displacement of the trade with outside countries. In
other words, if there is en increase in demand, there is no assurance that outside
suppliers will share in thet inerease, snd, if there is no increase in demand, it
is quite possible that imports from outside would decline. They fesl also that if
minimum prices are applied to trade among the Six, it could become necessary, -
depeiding on the level of prices established, to apply to imports from outside-
quotes, which would not be consistent with the GATT provisions, or, if imports
would be subject to minimum prices plus an externsl tariff, this could in effect
seriously restrict and perheps even prevent imports, These fears persisted even
though the representative of the §ix'stated once egain thet, in stressing them,
the members of the Sub-Group did not take into account thst the Community would
abide by the provisicns of the General Agreement,
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(1%) Long-term contracts

5. Members of the Sub-Group, while recognizing that the Gemeral Agreeament -did
not forbid the use of long-term conmtracts as such, felt that the proposed form of
the contracts could hardly be reconciled with the provisions of Article XXIV,
Purther, their use was likely to lead to additional import barriers and restraints
of multilateral trade contrary to the provisions of the General Agreement., lMany
members thought that since these contracts would be based on the average volume of
exchanges between Member States during a fixed period preceding the entry into
force of the Treaty, the increase in this volume, which is provided for in
Article 45, paragraph 2, -could take place oniy at the expense of supplises from
other countries. In such cases conflict with the provisions of the GATT would
appear to be inevitable., The provision in that paragraph that due account should
be teken of traditional trade currents did not, in the opinion of several members,
seem to offer adequate guarantees sgainst such a develomment. The fears expressed
by many members persisted even though the representative of the Six pointed out
that the main aim of the long-term contracts was t0 make possible a development
towards freeing trade in certain products for which the provisions in the Rame
Treaty relating to the abolition of quantitative restrictions and import duties
are not adsequate because of the existence of certain national regulaetions.

6. Particular concern was expressed with respect to the provisions of Article 45,
paragraph 3, This paragrapn, while indicating certain circumstances in which
imports from third cocuntries could be permitted, also gave the institutions the
power to prevent even such limited imports., The representative of the Six
explained that, under this paragraph, it was intended to permit individual
countries among the Six to preserve their traditional trading interests with
outside countries, and that the decision to deviate from that principle would
require a unanimous vote, as stated in the last sentence of the paragraph. Thsse
explanations were not considered as convincing by many members of the Sub-Group
who maintained that these provisions were likely to produce hamful effects for
outside -countries.

7. The representatives of the Six, while assuring members that due consideration
would be given to traditional trade currents, recognized that the carrying out-of
long~term contracts might, in some cases, lead to a reduction in impoarts from
outside the Common Market. They thought that the Six as a whole should have the
‘same.possibilities in the field of agricultural.policy, as has each of the
conmtracting parties. A fall in imports could well be envisaged in any country
whose agricultural production expanded. This view was not found acceptable to
several members who emphasized that, the mere fact that certain restrictive
measures as at present applied by some of the Six kad not been formally challenged
as being in conflict with specific provisions of the General Agreement did not
justify their perpetuation. Moreover, action of the Six taken in the field of
agricultural policy would have to be congistent with Article XXIV of the General
Agresment. The representative of the Slx gave assurances that the long-term
contracts would only be; applied to a limited number of products and only unmtil
the national organizations are replaced by one of the forms of common organization
provided for in the Treaty. '
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III. ESTABLISHMENT OF A COMMON CRGANTZATION

8, As regards the setting up of the common orgeniza’ion and the elsboration of
the common agricultural policy to be pursued, some members of the Subnfroup were
of %gi opinion that the plans outlined in the Treaty are too vague to ensble it
to e to any definite conclusion. It was, however, observed by these members
at bhe measures listed in Article 40, parsgraph 3 ineluded some, the implemém-
-tation of which might be in conflict with Artiele XXIV or with other provisions
of the Gensral Agreement which are not affected by that Article; in this respect,
ooncern was partieularly sxpressed regarding the ocmmon mschinery for stabilizing
exports and imports. Attention was also drawn to the mandatory requirement in -
Article 46 in respect of the application of a countervailing charge.  The - -
representative of the Six pointed out that the countervailing charges mentioned in
Article 46 were of a temporary nature concerning only relations between the Member
States of the Community. Their aim is to restore the balance in competitive
oonditions when, as a result of the existence in one Member State of a national
marketing organization, a product bemefits from an sbnormally favourable
eompetitive position compared with that of the same produet in one or more of

the other Member Stetes of the Community. Several members expressed the opinion
that as it was difficult to have a clear idea about what the-.poliey after the
transitional period will be and as, moreover, the setting up of a cammon
organization would proceed by steges auwing the transitional period, adequate
means should be established in order to enable the CONTRACTING PARTIES to follow
the plans of the Common Market institutions as tkey unfold.

9. With respect to the measures contemplated to replace national market
organizations by & common organization, members of the Sub-Group asked :for
clarificetion of the provisions of Article 43, paragraph 3(a) in order to have a
clear idea of what would be the scope of the guarantee regarding the standard of
living of producers. The representative of the Six stated that the measures
envisasged should not necessarily be taken to mean that a certain price would be
guaranteed to producers, but that the aim was to offer guarantees of a wider
scope, and to take also soecial factors into account. These guarantees would avoid
t00 sudden and abrupt changes in the living standard of producers in individual
Member States. TFears were: expressed in the Sub~Group that if such guarantees were
aimed at maintaining prices high enough to support the highest-cost producer, this
would lead to an expansion in production which would not be justified for purely
economic reasons and that the sum total of the value of the guarantees granted
would exceed what is provided for under the present individual systems. The
representative of the Six wished to dispel these fears and stated that if marginal
producers were protected in the way indicated, the Cammunity would never reach the
objectives set out in the Treaty. As regards specifically the wording in the
English version of Article 43, paragraph 3(a) "due account being taken of the time-
factor in respect of possible adjustments and of necessary specializations", it was
explained by the repreésenmtative of the Six that it has to be qonsidered as the
counterpart of the requirement with regard to the guarantees mentioned previously
in this paragraph and requires that the possible sdjustments and necessary
adaptations in the Community as s whole would have tc be taken into account in .
determining the equivalen* guarantaes.
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IV, EFFECTS ON COUNTRIES WHOSE ECONCMIES DEFEND ON ONE OR A FEW FPRODUCTS

10. In the sourse of the discussion great importance was by some members attached
to the effects which the Treaty may have on countries whose economies depend
mainly on the exports of ome or a few agricultural commodities. By way of
illustration it was pointed out that there were, for a commodity like sugar,
provisions laid down in the Treaty, the sffects of which could be regarded as very
dangerous for these countries. In addition to the extremely high rate in the
rroposed Common Tariff which was arrived at by agreement and not by averaging the
existing duties, tho system of minimum prises could lead to the exclusion of this
product from the market of the Six. Furthermore, the teriff quotas for coffes,
cocoa, and bananas, together with tariffs to be negotiated among the Six could
produce harmful effects on suppliers other than the associsted territories, The
uncertainty about the rates to be applied for several agricultural commodities

was a matter which added to the feeling of concerm, In this connexion, the

points were mede that the application of minimum prices could lead to disruption
of established trade channels and an increase in State trading irn commodities

not produced in the metropolitan territories of the Six, and also that there

were no trensitional problems justifying the application of minimum prices or
State trading measures,

11, Tke represemtative of the Six gave the assurance that the Treaty would now
be used in such a way as to exclude imports; he stated in particular that the
tariff quotas or suspensions provided for by Article 25 would have effects which
are in line with the interests of third countries as they would permit the

imports of certain quantities at a reduced duty or duty-free. A4s regards minimum
prices for tropical products, the inclusion of the latter in Anmnex II does not
necessarily mean tbat minimum prices would apply to those products. As regards
the Camnon Tariff for sugar, it wu8s stressed that it was lower than the aritimetic

average of the legal rates,

12, The Sub~Group noted the expressicns of concern by the representatives of
countries whose economies depend on a few products, and most of the members came

to the conelusion that the CONTRACTING PARTIES, when they consider necessary
arrangements with the Six along the lines suggested in Sestion V below, should

pay particular attention to the effects of the agricultural policy of the Community
on the trade cf those countries.

V. CONSISTENCY WITH THE GENERAT AGRERMENT AND LIATSON WITH THE
CONTRACTING DARTIES

13, Members of the Sub-Group commented on the agricul‘bural provision3 in the light
of Article XXIV of the GATT, They believed that paragraph 4 of Article XXIV
establishes the basic principles which should be applied in the fomation of a
customs union in order that it may be consistent with the objectives of the GATT.
Where questions arise as to the application of the provisions of paragraphs 8 te 9
in particular cases, such questions should be resolved in a mamer consistent with
the principles embodied in paragraph 4. Some members said they could very well
envisage that the result of the common agricultural policy would be the exclusion
of all, or a large part of, the trade with third countries. The representative of
the Six, while understanding the motives for concern which had been expressed,
stressed that there was no provision of the GATT that compelled the Six to have a
common agricultural policy. If they planned to have it, it was because their
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final objective was the establishing of an Economic Union, the Customs Union being
only one aspect of it. He saw nothing in the agricultursl provisions of the Rome
Treaty which would run counter to Article XXIV; if,; later on, the instituvions
were faced with situations where measures inccnsistent with their international
comitments were found necessary in order to carry out their sgricultural policy,
the Cammunity would ask for e waiver under the Gemerasl Agreement. . In fact it was
his opinion that the common agricultural policy of the Community was cily subject
to discussion within the CONTRACTING PARTIES, when there was the question of
conerete action which would bc contrary to the obligations under the Genersl

Lgreement .,

14, The members of the Sub-Group other than the representatives of the Six noted
tha large area of discretion left to the imstitubions of the Six and the lack of a
sufficiently precise plan ss to how the agricultural provisions of the Rame Treaty
would be applied both in regard to trade of third countries with Members of. the
Community, and in regard to the removal of barriers to trade between the Member
States. The majority of members of the Sub-Group considersd moreover that the
particular measures envissged under the Treaty carried a strong presumption of
increased external barriers and a substitubion of new internal barriers in place
of existing tariffs and other measures, For these reasons the members of the Sub-~
Group, excluding the representatives of the Six, decided that it wae not able to
determine at this time either that the agricultural provisions of the Rome Treaty
or their implementation would be consistent with the provisions of the General

Agreement.

15, The Sub.--Group noted that Article XXIV, paragraph 7, lays down certain
responsibilities for the contracting parties in relation to proposals for a
Customs Union, Although it is not proposed that recommendetions under peragraph 7
should be made at the present time, this should not be construed to mean that the
CONTR:LCTING PARTIES may not wish to take action under this peragraph at a latver

stage.

16, All the members of the Sub-Group except the representatives of the Six stated
that, for various reasons, it would be necessary to provide for some regular and
appropriate machinery so that the CONTRACTING PARTIES could follow anrd consider
together with the Six the measures tc be taken in the course of establishing the
camon agricultural policy and organization and the relationship of these measures
with the provisions of the General agreement. ‘

17. The representative of the Six thought that Article 229 and the General
Agreement provided adequately for any liaiscn thet might be found necessary. Ke
further stated that an obligation for the Six to supply information on their-
megsures was not warranted so long as other individual contracting psrties were not
under any obligabtion tc communicete the measures they take in the field of
agricultural poliecy. He alsc stated that he did not see how the fact that certain
national powers wers taken over by the common institutions could be interpreted as
being in conflict with Article XXIV, He suggested that this question should be
referred to the CONTRACTING PARTIES., But he stated thet in no case could he agree
that special liaison machinery, whatever might be its objects or scope, should be
esbablished as irilcle XXII provided ths possibilities for consultation which the
contracting partics may cesire,
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fther members of the Sub-Group stressed that the eim of a liaison machinery was
not- to exercise control. over- the carrying. out of the agricultural provisions,
nor. was it -suggested that each measure teken would necessarily require
‘consultetions with the CONTRACTING PARTIES. ' B e

18, The representetives of the Six felt thet the question as to whether or not
machinery should be set up should be left to the Committee, whereas the other
members of the Sub-Group, having consideréd peragraphs 16 and 17 above,
rocommend 1o the Comittee that. suitable machinery be set up.
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-AMNEX IV
ASSUCIATION OF. OVERSEAS TERRITORIES

Report by Sub=Group D

1,~ The Sub-Group examined, in the light of the pronsions of the General
Agréement on Tariffs and Trade , and of the discussion in the Committee on the
Rome Treaty, the provisions of the Treaty relating to the assoclation with the
Comron Market of the overseas territories,

A, Similtanecus establishment and co-existence of customs unions and

free-trade areas

2, Some members stated that under the terms of the General Agreement, it was
not contemplated that ths same group of countries should belong at the same time
te 2 customs union and & free-trade area., This argument was developed in a note
submitted by the delegation of Ceylon, which is reproduced in Appendix A,

3. One member of the Sub-Group stated that under paragraph 5 of Article XXIV,
in the case of a customs union, the custom duties in the external tariff might
differ under certain conditions from the duties previously applied in the
constituent territories provided they were not on the whole higher or more
restrictive than the general incidence of the duties in force bufore the
estaplishment of the union; but when a free-trade area was formed under
paragraph 5(b), it was necessary to maintain, in respect of third countries,
duties not greater than those which were .reviously in force., As the Customs
Union of the Six involved certain increases in those duties, the free-trade

area could not be constituted without infringing the provisions of paragreph 5(b),

4o This inconsistency between the provisions relating to the establishment of
a customs union and the formation of a free-trade area is a fact which gives rise
to a legal position. The fact that the obstacle thus ¢reated can be easily
circumvented does not prove anything against this legal situation. On the other
hand, the existence of this inconsistency and the very fact that it can be cir-
cumvented show that the authors of Article XXIV did not contemplate the creation
at the same time of a customs union and of a free-trade area, Moreover, it is
not go obvious that the Six might have overcome the difficulty as easily as they
seem to believe,
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‘5« The representative of the Six and some other members could not- accept this
views The representative of the Six pointed out that the provisions of the Genmd
Agreement relaving to customs unions and free-trade areas should be considered
togebher,  If the authors of the Havana Charter had intended to oppose the
similtameious establishment and the co-existence of thé two systems, they would
hgve included appropriate provisions in the text which they had drafted,

One could not introduce into the Agreement restrictive provisions

“which it did not contain, and limit the rights of sovereign States on points .
which they had not accepted, It seemed to him that the theory of the income
patibility of co-exlstence was even less justified than that of the incompati-
bility of simultaneous establishment, and therefore the representative of the
Six wished to reply to the latter principally. There was an additional
objection to it: if the text of Article XXIV only prevented the simultaneous
formation of the customs union and the free-trade area,'that obstacle could be
very essily and sutomatically overcome by staggering the establishment of the
two systems over a period of time. However short the intervening period
(whether a month or s day), the establishment of the two systems would ne longer
be simultaneous., The representative of the ‘Six considered that it could not be
maintained that the guthors of the General Agreement, if they had intended to
avold the simltaneous establishment of a customs union and a free-trade area:’
{a) would have omitted prons:Lons referring to such an important inconsistency,
oF (b) would have included provisions which could so easily be circumvented,

6. With regard to the argument based on tariff changes that might poss:.bly
result, the representative of the Six pointed out that the tariff increases
which might result from the Treaty of Rome for certain countries in the freew
trade area were not the legal consequence of the provisions establishing that
area, tut of those which established the customs union. Therefore, since the
formation of the free-trade area was not in itself the legal cause of any
inerease in a national tar °f, ‘but that increase resulted only from the customs
Union, the free-trade area was consistent with the provisions of the relevant
paragraph of Article }QLW .

7» The representative of a country which in 1947 was already a party to a
customs union stated that at that time his country!s representatives had sought
‘an assurance that the article which had later become Article XXIV of the General
Agreement really permitted the association of a customs union and a free-trade
‘area, and the reply hed been in the affirmative, Another member of the Sub-
Group pointed out that France, which had strongly proposed the inclusion of
provisions relating to free-trade areas, had a customs union arrangement with
the Principality of Monaco and would certainiy not have accepted a text which
would have prevented it from joining such an area.

8¢ The Sub-Group felt that the question of the co-existence of a customs union
and a free-trade area was an impprtant question which the CONTRACTING PARTIES
would have to study further with a view to reaching a decision on this pointe.
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B. Consistencx or otherwise of the provisions of the Treaty of Rome regardigg

the’ assoc:.ation with the rules of GATT

9e Most manbers of the Sub-Group considered that for the reasons set forth
below the provisions of the Rome Treaty relating to the Association of the
Overseas Territories (Part Four and Implementing Convention) are incompatible
with Article XXIV of the General Agreement and that such Association extended
the preferences authorized under paragraph 2 of Article I of the General
Agreement to territories which were not entitled, under the Agreement, to deviate
from the most-~favoured-nation provisions cf GATT,

10, Some members considered that the concept of a free-trade area did not
allow of the conciliation of the divergent interests of industrialized countries
with the interests of territories which exported only raw materials, and which
had scarcely yet embarked on the subsequent stages of economic development,
They contended that the preparatory work showed that those who drafted the
Havana Cnarter did not have that idea in mind when they inserted in the Charter
the provisions at present embodied in Article XXIV of the General Agreement.

Onc member pointed out that the Havana Conference had not envisaged an exception
to Article I of the General Agreemert whlch would cover nearly a quarter of world
trade; agcording to this member the Havane Conference had only envisaged a
possible customs union between France and Italy, and one between Argentina and
Chile., For those reasons, those members thought that there was a fundamental
incompatibility between the principles of Article XXIV of the General Agreement
and the proposed association provided for in the Rome Treaty which, in any case,
nowhere indicated that such an association would constitute a free trade area,
and whose language structure references and technique are those of an extension
of preferences.

1l. A member of the Sub-Group observed that in his opinion the Rome Treaty gave
rise to the following misgivings. The attempt to give Europe in association
with the overseas territories a large degree of self-sufficiency would have
restrictive effects on world trade as a whole, It would also be prejudicial to
Europe itself, coasidering that Europe has to obtain its raw materials at reason-
able prices in order to maintain a flow of exports of manufactured goods to other
parts of the world, amd the common tariff would allow a high preference to be
granted to the associated territories. Finally, the diversicns of trade
resulting from the implementing of the Rome Treaty might outweigh its beneficial
effects if the Common Market were not to follow a competitive policy allowing

of & reduction in the export prices in the Member countries.

12, A member of the Sub~Group also stressed the danger, from the point of view
of the application of the fundamental principles of the General Agreement as
laid down in Article I, that could result from the extension of preferential
systems under cover of the Rome Treaty, whether the provisions of that Treaty
were in conformity with the rules of the General Agreement or not, When the
under~developed countries which had not belonged to any preferential system had
become parties to the General Agreement, they had obviously understood as other
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contracting parties had that the existing systems which the Agreement as an
exception authorized to be maintained would not be further extended, They now
found that the facts were contrary to what they had hoped. The new- preferences
would lea.d to substantial damage insofar as their trade and the rhytlm of .
economic development are concerned. The Association of the Overseas Territories
therefore constitud a new fact and gave rise to the question whether the time

had not come to envisage a revision of the General Agreement, under the provisions

of Article XXX,

13, It was pointed out that measures intended to promote the economic expansion
of the under~developed territories certainly deserved the greatest sympathy,

but the steps taken to implement such measures should not become detrimental to
other under~developed territories. It was common knowledge that one of the
causes of the inadequate economic development of certain countries was the
1imitation of the world demand for certain primary commodities. In that
respect, the associated territories would be favoured, since their exports would
be admitted free of duty to the vast importing market constituted by the Six,
The demand for the products of those territories would therefore increase and
production in their territories be artificially stimulated to the detriment of
‘producers as a whole, On the other hand, entry into .the market of the Six would
remain subject, for exports of the same products when originating in the other
under~developed countries, to the payment of customs duties, The system which
benefited some would therefore be prejudicial to others; it was therefore
fundamentally contrary to the rules of the General Agreement,

1i. Other arguments of a legal nature were also advanced by one or more members,
Paragraph 4 of Article XXIV provided that the purpose of a customs union or free~
trade area should be to facilitate trade between the constituent territories.

The Rome Treaty nevertheless recognized that certain aspects of the Association
of the Overseas Territories might have a contrary effect, in view of the fact
that Article 134 authorized the Six tc prevent, by means of aporopriate measures,
diversions of trade which might be caused to their detriment by -the duties on
imports applied by a Member territory of the free-trade area to goods coming -
from a third country.

15, Under paragraph 8(b) of Article XXIV, .it was necessary for the formation
of the free~trade area to be accompanied by the elimination of the duties and
restrictive regulations of commerce on "substantially all the trade" of the
constituent territories, Paragraph 8(b), however, authorized, where necessary,
the maintenance of the restrictions permitted under Articles XI, XII, XIII,
XIV, XV and XX of the General Agreement, The Rome Treaty deviated from that
rule, as it did not provide that the associated territories should eliminate
their export duties, which were considerable, on exports to the territory of
the Six. Further, the assoelated territories would be empowered under
Article 133, paragraph 3, to levy import duties on products originating in the
territory of the Six when such duties correspond to their fiscal requirements
or to the needs of their economic development. Some representatives noted
that for certain territories the Six were debarrsd permanently by prior inter—
national obligations from reducing duties discriminatorily in respect of trade
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between these territories and the Customs Union of the Six, which meant that to
that extent a free trade area could not be fully established, Moreover, there
is no clear provision in the Treaty for the complete and permanent elimination
of quantitative restrictions against imports from the Six into the overseas
territories,

16, In that connexion, it should be recalled that paragraph 8(b) mentioned
above was baged on the prineciple of elimination of duties which contemplated

an elimination of existing duties, This elimination should apply to
substantially all trade. Now, Article 133, paragraph 3, of the Treaty ran
counter to those principles since it did not provide for elimination of existing
duties and further it permitted the associated territories to levy new duties
unrestrictedly over the whole tariff field, depending upon the need to protect
their industry or to contribute to their budgets and to meintain such duties in
force without any time limit., As already mentioned, paragraph 8(b), in
derogation of the rule regarding the elimination of internal obstacles, made
provision for certain restrictive trade regulations authorized under certain
Articles of the General Agreement; the list of these did not, however, include
Article XVIII, concerning governmental assistance to economic development.

The application of the customs duties and of the restrictions instituted under
Article XVIII did not therefore benefit from the exception for which provision
was made in Article XXTV, The latter did not mske provision for allowing one
constituent territory of a free-trade area, in order to protect its industry, to
levy import duties on imports from another constituent territory.,

17, One member of the Sub-Group asked the Six to indicate what proportion of
trade (a) between each overseas territory and the metropolitan territory and
(b) between the overseas territories as a whole and the metropolitan territory
as a whole would be subject to protective or fiscal tariffs. It was suggested
that this proportion would be much greater than a proportion based gn a total
volume of trade which includes the intra~Buropean trade of the Six.

18, It was to be expected that the provisions of Article 133, paragraph 3
of the Rome Treaty would make it possible to increase import duties in the
asgociated territories to such an extent that it would be impossible to claim
that substantially all the trade of the area was not subject to any customs
levy. The Association of the Overseas Territories, which opened up vast
prospects for them both in the field of investment and as regerds outlets for
their exports, would give a strong impetus to the industrialization of those
territories. It was natural that such development should require increasing
customs protection, particularly in view of the difference between the .
productivity of the Six and that of the territories in question., Moreover,
the increased autonomy which these territories must be presumed to be likely
to attain will prevent the metropolitan govermment from exercising control
over the degree of protection introduced by these territories. '

1 The representative of the Six indicated that this latter proportion
would amount 0 1.4 per cent (see paragraph 30.)
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19, Paragraph 9 of Article XXIV - stipulated that the formation of a customs
union or of a free-trade area should not affect the preferences authorized in
paragraph 2 of Article I of the General Agreements those preferences might,
however, be eliminated or adjusted by means of negotiations, in particular

the preferences of which the elimination was required to conform with the
provisions of paragraph 8(a)(i), and paragraph 8(b). The Associstion of the
Overseas Territories provided for in the Rome Treaty ran counter to this rule
gince it strengthened the preference: referred to in paragraph 9 and established
new preferences in favour of imports originating in the associated territories.
The interpretative note of this paragraph moreover states that it is understood
the provisions of Article II require that "when a product which has been
imported into the territory of a member of a customs union or free-trade area
at a preferential rate of duty is re-expcrted to the territory of =nother
member of such union or area, the latter member should collect a duty equal to
the difference between the duty already paid and any higher duty that would

be payable if the product were being import.ed d:.rectly into its territory’,
Certain members pointed out that this note indicated the course which should
have beén followed in order to link the preferential systems existing between
Belgium, France and the Netherlands on the one hand, and the overseas terri-
tories, on the other, with the Customs Union provided for in the Treaty.

20, Most of the representatives were of the opinion that the proposed
arrangements were an extension of the preferential systems already existing
between some of the metropeclitan countries of the Six and their associated
overseas territories and were, therefure, contrary to Article I (2). They
pointed out that when the General Agreement had been concluded the system then
existing between France and the French overseas territories has been deemed to
be a preferential system, and it seemed strange to argue that that system constie
tuded a free-trade area, at a time when the overseas territories were being
granted a higher degree of protection against imports from the metropolitan
territories of the Common Market. In 1955, moreover, the CONTRACTING PARTIES
had considered that the compensation tax levied in France introduced an increase
in the margin of preferences in excess of the maximum margins permissible under
Article I of the General Agreement.

21, To sum up, mocst of the representatives thought that substantial barriers
to t he free movement of goods between the wvarious constituent units would remain
after the full implementation of the overseas territories provisions of' the
Treaty of Rome (e.g. on export duties) and that barriers to trade would increase
progressively in view of the need to protect the industrial development of the
overseas territories. For this and the other reasons set cut in the other
paragraphs of this Section of the report, and taking into account the whole of
the discussion of the Sub-Group, they remained of the view that the proposals
did not conform to Article XXIV, but constituted an extension of existing
preferential systems contrary to Article I:2 of the General Agreement.
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22, On the other hand, the representatives of the Six considered that the
rules of the Rome Treaty concerning the issociation of the Overseas Territories
(Part Four) were in corformity with the provisions of the General Agreement
concerning free-trade areas, The arguments put forward in support of this
view-point can be summarized as follows:

.23, At the time when the Havana Charter was drawn up, the concept of an
integrated Europe was already familiar. The Charter could not have placed any
limitation on the realization of such aspirations. None of the provisions of
the Charter limited the ¢reation of customs unions or free-trade areas to cases
where such institutions would relate to only a very small proportion of
international trade, or to the case of a free-trade areas established between

countries at a comparable atage of industrialization.

2, The fact that the Treaty did not call the Association a "free-trade arsa't
in no way altered the nature or legal structure of the Association. While the
provisions of the Treaty related to various questions connected with trade, they
also concerned other matters (such as investmenta) which-did not fall within
the normal fremework of & free-trade area; the latter term had therefore not
been used bscause it did not provide a legal short-cut covering all aspects of
the Association of the Overseas Territories.

25. The Rome Treaty fulfilled the conditions laid down in article XXIV of the
General Agreement for fres-trade areas, ia that:

substantially all trade was liberalized;

the duties and restrictive regulations maintained by each constituent
territory ~ in the case of a free-trade area including also a customs
union = would not; on the whole, be higher or more restrictive than
were the general incidence of the duties and regulations in force
before the formation of the arca; and there was a plan and schedule
for the formation of the area within a reascnable length of time.

26. There was no reference to Article XVIII either in the Treaty of Rome or in
the official memoranda which the Interim Committee had addressed to the
CONTRACTING PARTIES. It had mersly been stated, during the general discussion,
that paragraph 3 of Article 133 corresponded to the same concern for the under-
developed countries that had led to the inclusion in the General Agreement of
Article XVIII. But the Treaty of Rome did not make any legal use of

Article XVIII. Furthermore, the argument which had been drawn a contrario
from the fact that Article XVIII was not one of those referred to in

Article XXIV:8(b) did not take into account the fact that Article XXI was not
mentioned either. It would be difficult, hawever, to dispute the right of
contracting parties to avall themselves of that provision which related,

inter alia, to traffic in arms, fissionable materdals, etc., and it must
therefore be concluded that the list was not exhaustive. In any case, the
only question at issue was whether the protective duties that were authorized
applied to a proportion of the trade of the area consistont with the requirement
that duties should be eliminated on substantially all the trade.
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27, Among the import duties authorized by Article 133 were fiscal duties,
They were non-discriminatory, however, and were compensated by internal levies
when there was local production. They ‘should therefore not be taken into
consideration, : '

28, The principle of the progressive elimination of customs duties was
clearly stated in Article 133, paragraph 2, It was therefore appropyiate
~to examine only those duties that should be considered, i,e, protective
duties, With regard to them, the representative of the Six pointed out that
the elimination of duties within the area - as required by paragraph 8(b) -
could not be mterprd:ed as meaning that a duty could not be reimposed or
introduced, In the absence of any precise provision to that effect, such a
restrictive interpretation could not be accepted, The General Agreemen‘b
merely provided that the duties in force at a given moment should not affect
more than a fraction of the trade, so as not to jeopardize the requirement
that substantially all the trade should be liberalized.

29, The General Agreement did not specify what that fraction must be and it
now had to be deotermined,  Some delegations had requested proof of the
existence of a free~trade area, but tie representative of the Six was justified
in asking first for a precise definition of the constituent features of such
an area and in particular of the fraction which constituted "sctbstantially a1l
the trade., The representative of the Six stated that, for his part, he

could provide:

"= a definition of the liberalization of substantially all trade as
referred to in Article XXIV;

- information regarding the minimum percentage of -liberalization which
would exist at the moment when the Treaty entered into force;

- the reasons why the present percentage should not increase unduly;

- an undertaking in case the percentage in question should fall short of
"substantially all" the trade as he had defined it,

30. The representative of the Six said that the annual volume of trade

between the territories constituting the free-~trade area (including the trade
between the individual members of the Customs Union) was approximately

$ 7,868 million, and the fraction which might be subjected to the protective
duties provided for in Article-133, paragraph 3 of the Treaty amounted to
barely ¢ 108 million, namely 1.4 per cent of the trade between the European

and overseas territories constituting the free-trade area, (The products

which might be affected by these duties are listed in Appendix B to this report.)
The representative of the Six considered that this liberalization of

9846 per cent certainly fulfilled the requirements of the Article in question,
and even went beyond those requirements, He was surprised to hear it

contended that the liberalization did not apply to "substantially all' the

trade while-at the same time no definition of the term “Wsubstantially ali was
forthcoming, For their part, the Six had proposed the following definitdons

a free~trade area should be considered as having been achieved for substantially
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21l the trade when the volume of liberalized trade reached 80 per cent of total
trade. As long as no counter definition was brought forward, it seemed to them
logioally and legally unacceptalble that they should be charged with infringing

a rule, the exact contents of which the competent body refused to define,

31, In reply to the criticism that he was fitting the legal structure of the
Association of Overseas Territories into the concept of Article XXIV, ex post facto,
the representative of the Six said that for his part he was afraid that the counter
definition of "substantially all the trade" which would be brought forward might

be adapted retrospectively to the percentage of liberalization which they had
quoted., Therefore, taking into account the figures which he bed already swplied, he
would refrain from providing figures concerning the percentage of trade liberali-
zation in regard to trade between the European territories of the Community, on

the one hand, and the associated overseas territories, on the other, The
representative of the Six added that if his answer seemed incomplete, he would

point out that, for his part, he had not obtained any answer at all to his request
concerning a definition of "substantially all" the bHrads,

32, Regarding the way in which that percentage might change in the future, the
yapresentative of the Six pointed out that the industrializazion of the overseas
territories should normally only result in the levy of protective duties to the
extent that the newly-established industries produced for the domestie market and
not for expurt, Furthermore, any inerease in the volume of trade subject to
protective duties (constituting the numerator of the fraction) would only result

in an increase in the percentage if it was not cancelled out by a corrssponding
increase in total trade (constituting the denominator), There were therefore
reasons for thinking that the amount of trade affected wouid continue to be only

a small proportion of the total trade, ILas%iy, 1f that was not the case at a given
moment in the evolution of the free~trade area, and more precisely if the percentage
subject to protective duties reached 20 per cemt, the institutions of the European
Economic Community would then, but only then, be entitled, using their prerogatives
and in virtue of Article 234 of the Treaty, to apply for such waivers as they deemed
necegsary. Consequently, not only were third countries assured that the free-
trade area had aiready been achieved in respect of substentially all the trade,

but also they were safeguarded against any subsequent development which might

impair that "achievement in respect of substantially all the trade",

33, The Sub-Group considered whether or not the CONTRACTING PARTIES should
gpecify the proportion of trade on which duties could be maintained within a
free~trade area, The representatives of the Six proposed that the percentage
of trade on which duties should be eliminated be fixed at 80 per cent,

34, Many members of the Sub-Group sald that each case of a proposed customs
union or free-~trade area.had to be considered on its merits and that it was,
therefore, inaporopriate to fix a general figure of the percentage of trade
which could be subjected to internal barriers without running counter to the
definition in paragraph 8(b) of Article XXIV, A matter to be considered was
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whether the pztovis:'lons ©of a free~trade area pointed towards a gradual increase
of barriers affecting the trade between the constituent parties or a gradual
reduction of such barriers. Moreover, any calculation of the percentage of
trade not freed from barriers would need to take account of the fact that this
trade would be, or would have been, larger if the trade has been allowed to
flow freely. Some members of the Sub-Group thought that it would be
unrealistic to apply the same criterion to a free-trade area such as that
existing between Nicaragua and El Salvador and to a free~trade area the members
of which were highly industrialized countries accounting for a large percentage
of world trade.

35. It was pointed out by some members of the Sub-Group that the question
which the CONTRACTING PARTIES had to consider was whether the Association of

the Overseas Territories with the Customs Union of the Six constituted a
free~trade area, Tt was therefore necessary to determine whether the
restrictions applied in the overseas territories on trade with the Six were
compatible with the existence of a free-trade area, in the sense of Article XXIV,
These members noted that the representatives of the Six had supplied no
information to show what proportion of the trade between the Six and the-
everseas territories would conbtimus to be restricted by duties or quotas, Any
calculations of the percentage of trade affected should, however, in the view
of these members be based solely on the trade tetween the Six as a whole and the
assoociated overseas territories,

36, The representative of the Six replied that in any case, irrespective of
the method by which it was computed, a percentage was only useful and meaningful
if it could be compared with a definition of "substentially all the trade" in
Article XXIV, From that point of view it seemed to him logically and legally
unacceptable that the CONTRACTING PARTIES should pass judgment on the legality
of a juridical structure within the terms - of a rule while at the same time
refusing to define the terms of that rule, More precisely, it was not
acceptable to judge whether the volume of trade on which protective duties

wers levied jeopardized conformity with "substantially all' as required by
Article XXIV, when no definition of "substantially allY had been accepted

beforshand,

37, A member of the Sub-Group also stressed that not only the statistical
aspect but also the economic aspects of the question must be considered., The
extent of the distortion of trade which might result from the establishment of
the free-trade area must be weighed against the positive effects which the
institution of that area might have on international trade &s a whole, To
view the problem from this angle was quite in keeping with Article XXIV, which
authorized such structures only to the extent that they contributed to an

expansion of world trade.

38. The representative of the Six asked the Sub-Group to note in its report that
owing to lack of time he had been unable to reply to some of the criticisms

which members of the Sub-Group had maode, Other members also felt that they

had not had sufficient time to develop all their arguments,
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Ce The problems which Association of the. Overseas Territories raises fgor
the trade of other contractig_g E_r_ties to the General Agreement

39, A member of the Sub-Group referred to the statement made to the Camittee
by a representative of the Six, to the effect that the Six were prepared teo
consider as and when it occurred any prejudice which the Association of tkhe
Overseas Territories might cause to the trade of third countries,

40, Tte representative of the Six pointed out that it was necessary to
determine whether.any prejudice which might be caused was to be attributed to
any inoconsistency as between the Treaty and the rules of the General Agreement-
or.whether it was merely inherent in a situation resulting from & group-
arrengement that was consistent with the provisions of the General Agreement.

41, A number of delegations wanted special consideration to he givem to the
practical problems that the Association of the Overseas Territories with the
Oommon Market would cause for third countries, and wished such protl ems to be
examined on a product-~by~-product basis, In view of the short time available,
however, and without prejudice to studies that might be made by the inter~
sossional machinery established by the CONTRACTING PARTIES, however, the
delegations agreed to the following proposals: .

{a) The delegations of countries outside the Association should
be.free t0 transmit to the secretariat memoranda summarizing

their problems.

(v)  The delegations would also transmit to the secretariat a list.
of the products of intorest to each country whose trade would
be affected by the Association of the Overseas Territories.
This l1ist would not be exhaustive sinece the common tariff of
the Six is not completely known.

42, The Sub-Group was of the opinion that the CONTRACTING PARTIES should give
consideration, inter aila, to the effects of the Association of the Oversseas .
Territories on the trade of third countries, and that in view of the possible
pffeots of the Treaty of Rome, such examination should commence in January and
deal first with products as the following: cocoa, coffee, bananas, oilseeds
and vegetable oils, wood and timber, tobasco, hard fibres, cotton, sugar and
tea, A further examination should relate to the possible effects of the
provisions regarding the overseas territories in respect of:

(1) products exported to the Six from the overseas t’erritories;
(11) products imported into the overseas territories from the Six;

(111) products involved in trade between the overseas territories,
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Particular consideration should be given, dus, account being teken of the
production programmes of" individual countries and of foreseéable trends in
world consumption, to the effects upon the trade of countries having a similar
trade and similar development problems. It would be appropriate, in this )
connexion; to examide. the non~tariff preferences which the Six are empowered
by the Treaty to accord, both during and after the transitional period, to
the procducts of the associated overseas territories as well as the tariff
preferences accruing from the level of the Common Tariff; it would also be -
necessary to take into account the provisions of the Treaty of Rome concerning
such matters as the organization of the agricultural market, The representative
of the Six said that the fact that the Six had agreed to the study could not
impose on them obligations additional to those under the General Agreement,

43+ As no definite conclusions were arrived at concerning the Associaticn.of
the Overseas Territories, and as it did not seem possible either at the’
present juncture to commence tariff negotiations with the Six, several memhers
of the Sub-Group asked the Six to agree to refrain until the end of 1958, by
which time they felt that final decisions would have been taken by the
CONTRACTING PARTIES on this question, from applying, as authorized under
Article 233, paragraph 1 of the Treaty of Rome, eny tariff reductioms in
regpect of preducte criginating in the overscas territories, The representativs
of the Six said that the difficulty concerning negotiations only arose im
regard to the Common Taeriff, but that he could not give an answer to the above
request without first consulting the Interim Committee for the Common Market.

D, Procedures which might be established for further discussion of these

problems with the signstories of the Rome Treaty and eventually the _
" institutions of tie Common Mexrket

44, The Sub~Group supported the Chairman's proposals regarding the procedure
which should be adopted for further discussion of any questions relating to the
Treaty of Rome which it might not be possible to settle by the end of the
Twelfth Session. When the Committee was established, it was clear that the
work relating to the Treaty of, Rome would have to continue after the end of
the current Session, and the Committee had been instructed to report on that
matter. Moreover, it was apparent that the body that would take action during
the intersessional period would have to take up all the questions which the
Sub~Groups had not been able to settle, and it wes preferable that the .
Committee should be in a position to recammend the establishment of a body
which would deal with all outstanding questions listed by the various Sub~Groups.

45, Some members of the Sub-Group pointed out that the Committee should be
informed that a majority had advanced the view that the Association of the
Overseas Territories under the Treaty was not consistent with the provisions of
Article XXIV of the General Agreement, and that such intersessional machinery
a8 might be established should include in its consideration the above guestion.
The representative of the Six stated that in his opinion, in accordance with
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“the teims of reference, of “the Committee, the Treaty could only be examined
{or reported upon) as a whnle by'vmatever body was inst.mcted to carry out

that_exemination,

46. The Sub-Group considered that 21l the points referred to it deserved
further stddy. But it was principally on the points covered in Section G
above that the discussion in the Sub-Group had been incomplete. The Sub-Group
therefore suggested that in considering the question of establishing an inter-
sessional machinery and fixing its programme of work, the Camittee should give
priority to questions comnscted with Section C of this report.
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APPENDIX A

THE ROME TREATY AND THE OVERSEAS TERRTTORIES
ASSOCIATED WITH IT

Note cubmitted by the ADelegaf.ion,of- Ceylon

This paper has been prepared at the request of Sub-Group D appointed by
the Committee of the Whole to consider and report on the proposals in the Rome
Traaty for the association with it of Overseas Territories. This question has
an economic as well as a legal aspect and it has been discussed from both -
these points of view by the Working Group. This paper, however, confines
itself as far as possible to an examination of the legal position arising from
‘the proposal to associate the Overseas Territories,

It may be noted that nowhere in the Treaty is there any mention of the
intention to ersate or of the actual creation of a Free Trade Area between the
Customs Urlon countries and the Overseas Territories. It is, however, now
claimed that the association creates a Free Trade Area. The question, has,
therefore, to be examined on that basis.

Article I of the General Agrecment embodies and enshrines the fundamentsl
principle of the GATT and forms its very foundation. Article XXIV of the
General Agreement is & departure from this principle and was intended to
provide an exception. It is, therefore, essential that any proposal to
establish a Customs Union or a Free Trade Area should be carsfully examined in
order to see whether it is strictly in compliance with Article XXIV,

In the same way the Article itself should be interpreted strictly and
conetrued according.to its wording to obtain its clear intent and purposs.
The fact that such a strict legal interpretation of the Article is necessary
cannot be challenged especially as we find that the delegate of France has
relied on occasion on highly legalistic interpretation of the. GATT text, for
example when he asked for a precise definition of "subsvantially all the trade
in paragraph 8(a)(i) of clause XXIV.

It is therefore the intention of the Ceylon delegation to view the
Article in a strictly legal way with a view to extracting its clear meaning and
intent, and this paper is devoted to the examination of that question alone.
The views of the Ceylon delegation on the economic aspects of the association
in relation to Article XXIV have been placed before Working Group D and its
elaboration is not proposed in this paper. '
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In the interpretation of the document elarification can be found not
only by a reference to its actual provisions but also to the history and
philosophy underlying the egreement., It would, thersfors, be useful to begin
this examination with a reference to the earliest discussions. which led
finally to the incorporation of Article }Q(I\T in its present form in the
Generel Agreement.

Shortly stated , the original proposal was made in November 1945 by the
United States allowing member countries to join a Customs Union subject to
agreed criteria, This proposal underwent changes from time to time during
its examination in Iondon, New York and Geneva. But right up to the end of
the Geneve meeting of 1947, the provisions referred only to a Customs Union.
it was only at the Havana Conference, betwsen November 1947 and March 1948
that the suggestion was first made to include references to the establishment

of Free Trade Areas,

I have had recourse to this piece of history only to support my
argument that the wording of paragraph 8 of Article XXIV of the General
Agreement, providing an exception from the provisions of the General Agreement,
is for the creation of either a Customs Union or a Free Trade Area, If the
intention of the framers of Article XXIV had been otherwise, there would
have been a reference %0 a Customs Union or a Free Trade Ares or a combination
of both. The very fact that the Havana proposal was only to add authority for
the creation of a Free Trade Area in addition to a Customs Union, which had
already been provided for, adds force to this argument. In the result, the
ayzument of the Ceylon delegation is that in Article XXIV itself when
considered in the light of its history, it is ¢le=r that the intention is to
provide an exception when a Customs Union or a Free Trade Area 1is created.

It is evident moreover that at the time of Havana no one visualized a
Customs Union~cum~-Yree Trade Area, and certainly not one of the multitude and
camplexity of the type created by the Rome Treaty. What was in mind was
rather simpler associations; such as those between Nicaragua and El Salvador
or between the Benelux countries,

The ideas of many years thinking are now incorporated, so far as the
minds of men working in common have been eble to attain it, in the provisions
of GATT., It will be generally agreed that the General Agreement is not a
perfect instrument, but for all that it represents the law designed for the
greater liberty of the CONTRACTING BARTILS, When the' language of a section
is clear and is capable of only one meaning, thers is no alternative but to
follow this obvious meaning.

But as the very discussions on Article XXIV have revealed, there are
lacunse in the text insofar as it does not always deal precisely with all
possible situations. In such cases the CONTRACTING PARTIES bave to resort to



1/778
Page 36

the provisions of Article I of Revised GATT. which lays down the cbjectlives
of the Agreement itself, The importance 'of this Article is evident. It
expresses in clear and coneentrated form the philosophy of GATT, &nd helps
to f£ind solutions for problems not dealt with elsewhere in the Agreement.
But in this paper I confine myself to an examination of Article mv alone.

The view of the Ceylon delegation is that the association of the
Overseas Territories with the Customs Union in Burope as contemplated in the
Rome Treaty' ie inccmpa‘aible with the proviaions of Arbiole'mv '

‘We propose %o support this. pos:.tion by the following arguments.

1) The provisions of paragraph 3 of Article 133 of the Rame
Treaty read thus:~

"The countries and territories may, however, levy customs
duties which correspond to the needs of their development
and to the requirements of their industrialization or which,
being of a fiscal nature, have the object of contributing
to their budgets.m

From this it .is clear -

(a) that the Associated Territories constitute much more -
than follows from the definition of a Free Trade Area
as laid down in paragraph 8(b), which reads:~

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

(b) that it is not merely a question of preserving the status
quo up to & point and eliminating duties gradually. The
Article gives full power to the Member States to add new
duties, This is contrary to the definition of a Free '
Trade Area already quoted,.

(o)} that the definition of the Free Trade Area which requires
the elimination of even restrictions imposed under
Article XVIII has been ignored, The definition presupposes
that Article XVIII will not be applied to territories in a
Free Trade Area, i.e. that Artiecle XXIV is inappropriate
to underdeveloped countries,
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(d) that there is in the Treaty of Rome itself no limit to
‘the application of these tariffs, Assurances have been given
that the "tariffs will be.eliminated in reepect to substan-
tially all the trade", and that tariffs under Article 133
will be small, But this ignores many imponderables, the
shape the future will take, the futurs political relations
between the Six Member States and the Overseas Territories
and the pressure which may be brought to bear by inhabita.nts
of all overseas territories in years to come,

The first argument leads to the conclusion that the Rome Treaty now, under
discussion coreates the formation not of a Free Trade Area as contamplated in
Article XXIV but of & preferential area, Therefore, the Rome Treaty is not
in conformity with Article XXIV, , .

(2j Paragraph 5 of Artiecle XXIV begins as follows:~

"5, Accordingly the principles cf this Agreement shall not
prevent, as betwson the territories of contracting parties
the formation of a Customs Union or of a Free Trade Area
o> the adoption of an interim agresment necessary for ths
formation of a Customs Union of a Free Trade Area: Prcvided
that' :

The wording of the sécond part of the Agreament indicates that Customs
Unions and Free Trade Areas are alternative propositions for the territories
of contracting parties as mentioned earlier. In other words, far the same
territory, they are mutually exelusive, '

The second argument leads to the cénclusion that a Customs Union cannot
exist within a Free Trade Area,

(3) Paragraph 8(a)(ii) of Article XXIV reads as follows:~

n(ii) subject to the provigions of paragraph 9 substantially
the same cduties and other regulations of commerce are epplied
by each of the members of the Union to the trade of territories
not included in the Union.”

This paragraph is perhaps more easily understood if substitutions are
made to bring it into the present context, So amended it reads:-

1(i1) subject to the provisions of paragraph 9 substantially
the same duties and other regulations of commerce are applied
by Belgium, France, Germany, Itely, Iuxemburg, Netherlands to
the trade of all territories ocutside Belgium, France, Germany,
Italy, Iuxemburg, Netherlands,"

Now scme of the Overseas Territories are outside Belgium, France, Germany,
Italy, Luxemburg and the Netherlands. So are the territories of other contracting
parties, It follows that the tariffs on imports to the European Customs Union
from the Overseas Territories and from the territories of all other contracting
parties should be substantially the same.
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But the level of duties cn imports fram the Overseas Territories are
going te be zero, Therefore; the level of duties .of imports from the
territories- ot othem contracting parties must also baceme zero.

This argument is not vitiated by the: definition of-a Eree Trade Area,
In faot, it depende on and is sustained by the-definition of a Free Trade
Area, But.it proves that if definitions are strioctly adhered to, a Customs
Union which is part of a Free Trade Area has to extend to all cortracting
parbies the benefits of frea trade in respect of its imports,

The third argument, therefore, leads to the comlusion that a customs
Union within a Free Trade Area has to extend the benefit of frea trade tc
imports from all countries,

Sumarizing the three arguments the following conclueionS' are reached:~

(1) The Associated Territories will nct constitute a Free Trade
- “Area in ¢onformity with Article XXIV (First Argunient).'

(11) Even if they do, a Customs Union cannot exist within a Free
- Trade Area (Second Argument) .

(1i1) EBven if it can, the Customs Union must extend the benefit of
free trade to the imports from territories of all countries

(Third Argument).
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e

Products of the overseas countries and territories on whioh, -
4dn the presemt situation, p:roteetive dutias might be levied as
providad in Article 133, paragraph 3 ot i;he Treaty

Fish, =alted, dried cor smoked

ex fresh fish, filleted fish

Cereal flour, wheat

Cereal meal, maize

Crude vegetable oilss
groundnut oil
palm oil
palm kernel oil
kerite oil
copra oil (copra)
tung o0il
coconut  oil

Refined or purified oils:
groundnut oil
palm oil
karite oll

Preserved meat

Pregerved fish

Freserved crustaceans

Sugar

Sugar confectionsry, rot containing coooa
Cocoa buttasr

Chosolate

Tapioca

Jams

Preserved fruit

PFruit julces

Aerated spe waters

Lemonede

Beexr

Rum

Bx fish meal

Tobacco and cigarettes

Salt

Cement:

Oxygen

Acetylene

Quinine and its salts, ethers, esters and other derivatives
Medicines with a quinine base

Fortilizers

Prepared colours and paints, and varnishes

1411 the tndustries mentiored in thia appendix do not necessarily exist in
each of the asaociated countries and territories.
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Soap

Candles

HMatches -

Articles of pLaatic materiala ,

Seddlery and. harness, ttavel goods, handbags and the, like, of -leather

Plywood, blockboard, laminbeard, battémboard &nd veneewed panels

Reconstituted wood o

Wood packing cases, boxes and crates

Builders' carpentry and joinery

Boxes and bags of paper or paperboard

Cotton yarn, not put up for retail sale

Woven fabrics of cottan

Twine, cordage, ropes and cables

Outer garments and other articles, knitted or crochated, not elastic

Men's and boy's outer garments

Women's and girl's onter garments

Under garments

Travelling rugs and blankets

Tarpaulins

Jute sacks and bags

Footwear with soles of fabric or leather or mbber subsgtitutes; foetwear
with soles of rubber and uppers of canvas

Articles of cement

Articles of cellulose fibre-~cement

Bottles of dark glass

Tubes and pipes of iron or steel

Tube and pipe fittings of iron

Doors, window-frames, etc., of iron

Casks, drums, cans, boxes and similar containers, of sheet or plate,
iron or steel

Nails and tacks of iron or steel

Bolts and muts of iron or steel

Galvanized pails

Suitcases, trunks and chests of iron or steel

Copper wire

Articles of aluminium

Crown corks

Cycles and parts theresof

Ships, boats and other vessels for inland navigation

Gremophone records, resorded (other than for language courses)

Chairs and other seats

Furniture and parts thereof

Mattress supports, iuner-spring mattresses, mattresses of foam rubber
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ANNEX V
 TREATY. ESTIRLISHTNG THE ATOMIC RNFRGY COMMINITY

Note by the Chairman of the Committee.on the Treaty of Rome

1. At the last meeting of she Committee on 7 November, I mentioned that the
CONTRACTING PARTIES had referred to the Cormittee the text of the Buratom
Treaty with a request that the Committee examine those parts of the Treaty which
relate to the Common Market for miclear products. I indicated that I would
consult with Mr, Hoogwater, representing the Six Member States, Mr. Mégret

of the Secretariat of the Interim Committee of the Common Market and Euratom,
Mr. Hollis of the United States delegation and Mr. Jardine of the United Xingdom
delegation, and that I would report to the Committee at its next meeting,

2, The following notes set out the points which appear to be relevant to the
consideration by the CONTRACTING PARTIES of the provisions of the Buratom Treaty
relating to the common market for muclear products.

Creation of the Common Market for Nuclear Products

3. Except to the extent the Euratom Treaty provides for a different plan and
schedule for the formation of a common miclear mapket as provided for in Chapter
IX, trade in the products covered by the common mtrTket for nuclear products
enumerated in the three lists in Annex IV of the Euratom Treaty, is subject to

the provisions of the Economic Community Treaty. Articles 92 to 95 of the BEuratom
Treaty, however, provide for an accelsration of steps toward formation of the
Customs Unicn provided for in the Economic Community Treaty in the case of the
products covered by the muclear common market, The lists of products subject

to the provisions of these Articles may be modified by the Buratom Council.

Lo Freedom of trade in these products among the Member States is provided for
in Article 93 at the end of one year after the entry into force of the Treaty,
- except that freedom of trade for products in List B (products having both
miclear and non-nuclear uses) will be introduced when common tariff rates are
established for them and provided they are covered by a certificate that they
are intended for nuclear purposes. '

5« The earlier application of a common tariff for nuilear products is provided
for in Articles 94 and 95, .For the products in List A~ (basic muclear raw
materials) and List A~ (other muclear products) the common tariff will be applied
at the end of one year after the entry into force of the Treaty. For the products
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in List A" $he level of the common tariff will be that of the lowest bariff,
applied on 1 Jamary 1957 in any Member State, For the products in List e
the rates of the oommon tariff will be fixed by negotiation or, failing that, by
the Euratom Couneil, The CONTRACTING PARTIES will be Ji:nformed as soon as
~possible of the rates applﬁed to the products in List A™ and of the rates fixed
for the products in List A For the products in List B the rates of the cammon
tariff will be determined u.nder the rules of ths Economic Commnity Tresty and
will enter into forse in accordance with the provisiong of that Treaty unless
the Burstom Couneil should decide upon an earlier application., The acceleration
of the entry into force of thsse rates may raise special questions as to tie
application, where appropriate, of the procedures of paragraph 6 of Article XXIV,
Presumably the question whether, as a result of such rates, the common tariff
complies with paragraph 5{a) of that Article could most appropriately be deferred
until this problem is considered under the Economic Commmunity Treaty.,

Territorial Application
6, Article 198 of the Euratom Treaty stipulates that the provisions of the .

Treaty will apply to:
(a) the Buropean territories of Member States;

(b) +he non-European territories subject to the jurisdiction of
Member States; and ‘

(¢) the European territories for the conduct of whose forsiga
relations a Member State is responsible.

7. The rules governing the field of application of the Eccnomic Commnity
Treaty lead to the same results: the list of territories covered by these two
texts is the same; the same reservation applies to two of them - Surinam and

the Netherlands Antilles - namely that the Kingdom of the Netherlands is entitled
to ratify the Treaties either on behalf of the Kingdom as a whole (that is,
including Surinam and the Netherlands Antillei) or only on behslf of the

Kingdom in Europe and Netherlands New Guinea, In the event that the Euratom
Treaty should be applied to these territories or any of them without the Economic
Coommunity Treaty being applied in the same conditions, special consideration

by the CONTRACTING PARTIES would be necessary,

8. It is understood that the common tariff rates fixed for muclear products
will be applied also to imports from third countries into the non-Eherpean
territories included in the muclear common market,

9, Article 93 provides that non-Furopean territories under the ‘jurisdiection of
a Member State may contimue to levy import and export duties or charges "of a
purely fiscal nature", (An exception for fiseal charges levied by the
associated countries and territories is eonteined also in Artiele 133:3 of the:

Economic Commnity Treaty,)

1 Cf. Article 227 of ‘the Economic Community Treaty and the Protocol reslating
to the Application of the Treaty to the non-European parts of the Kingdom of the

Netherlands,
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Cenglusions
10, It appears from the for_egoing that:

(a) The arrangements for the introduction of frecdom of trade among
Member States and for the'establishmént of common rates for
mclear products should be taken into account by the CONTRACTING
PARTIES in their study of the customs union arrangements of the
Europsan Community Treaty and in their consideration of the
question of a plan and schedule for the customs union as required
by Article XXIV of GATT, -

(b) The CONTRACTING PARTIES will not be able to reach final conclusions
at this stage regarding the nuclear common market provided for in
Chapter IX of the Euratem Treaty, due to the fact that tBe rates of
the common tariff for the products emmerated in ILists A™ and B are

not yet known. :

(e) " If the Euratom Treaty should be épplied to a non-European territory
while the Economic Community Treaty is not applied to that territory,
the situation arising would require consideration by the CONTRACTING

PARTIES,

(d) The Committee on the Treaty of Rome, in making recommendations to the
CONTRACTING PARTIES for the continuation of the studies commenced at
the Twelfth Session, should recommend that the provisions of the
Euratom Treaty referred to in this Note be considered along with the

Economic Community Treaty.

(e) Any action that may eventually be taken by the CCNTRACTING PARTIES
relating to the Economic Cormmunity Treaty should take into account
the relevant provisions of the Euratom Treaty,



