Transatlantic Differences on Trade
and Tariff Policy ()

The purpose of this paper is to evaluate the significance of
existing and potential future conflicts between the United States
and Western Furope on matters of trade and tariff policy, and to
suggest ways in which these conflicts might possibly be resolved.
To put the issues in proper historical perspective, Section I contains
a brief review of the evolution of trade policy since the 1930’ and
its current status as codified and implemented by means of the
General Agrecment on Tariffs and Trade (GATT). For additional
background purposes, some facts are given in Section II concerning
the commodity structure and geographic distribution of the trade
of the U.S. and Western Europe and the import duties and other
restrictions used by these regions to protect domestic producers,

In Section III, we discuss the issues, outcome, and unresolved
problems of the Kennedy Round of GATT tariff negotiations that
was concluded in mid-196%. A number of issues that were on the
whole bypassed during the Kennedy Round and that are potentially
disruptive to trade relations are examined in Section IV, These
issues include nontariff barriers, trade in agricultural products, pre-
ferences for less-developed-country exports, and East-West trade.

(*) The authors are respectively Professor of Economucs at The University of Michigan
-and Foreign Service Officer, U.S, Department of State, on study assignment in the graduate
program in economics at The University of Michigan. The views expressed in this paper are
those of the authors and not of the organizations with which they are affiliated, The research
underlying this paper was carried en in part with financial assistance from The University
of Michigan’s Ford Program in International Organization. Paul Boeker and William
Culbert of the U.S. Department of State, William B. Kelly of the U.S. Office of the Special
Representative for Trade Negotiations, and Allen H, Garland of the Bureau of International
Commerce of the U.§. Department of Commerce are to be thanked for providing information
and their views on the issues to be discussed. We would like finally to acknowledge the
helpful comments received on an earlier version of this paper from Joha W. Evans of the
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In Section V we consider the various alternative metho'ds by v'vh1ch
further trade liberalization can be pursued and focus 1n.part1cular
on the efficacy of 2 North Atlantic Free T]:adc Area wh1f:h Wou¥d
exclude the Buropean Economic Community (EEC) Finally, in
Section VI, we offer our views on future forcign trade policy for
the U.S. and Western Burope. Our preference in this regard is for
a2 new round of multilateral negotiations under GATT,

L

The international trading system which ?VOIVCd in_ the late
nineteenth and early twentieth c.el?turies cqntamed two important
principles of trade policy for individual nations (r). The first was
that the use of trade barriers for protective purposcs bf: confined to
tariffs, the heights of which were clearly e\fidcnt to foreign Producers
and could be overcome by virtue of efficiency in production. The
second was the principle of nondiscrim.inatlon in traFic among ;hf—
ferent foreign nations which was codified by tEc inclusion of 2
most-favored-nation (MFN) clause in commer T treaties. ,

Both principles served well on the whgle prior to the 1930’s
when world production and trade were greatly expanding. Holwevcr,
with the anset of the Great Depression and the attendant disorder
in financial markets and widespread uncmployrr.lcnt, governments
resorted frequently to nontariff restrictions ar.ld direct controls over
international trade and payments, These actions were clcarly ar}:il-
thetical to long-accepted principles. It was to hm?lp rcversc.t'kns ti 3
towards severe protectionism and bcggar—.thy—nmghbor ‘polu1c1f:s an
to testore the principles of reliance on tariffs and nondxscrlml_nat}on
that the United States initiated its Trade Agreements Acts beginning
in 1934. These acts are noteworthy because t‘hcy m.arke-d téle m;lro-
duction of a new principle — that of reciprocity — into trade polcy
relations (2).

(1) An excellent discussion of the evolution of international trading arralngemen{s zm(}E
their embodiment in GATT after World War 11 and of the problems outstanding at prefstﬂ:i
s to be found ia . G. Jounson, The World Economy at the Crossroads (New York: Ouxfor

University Press, 1965}, esp. pp. 36-67.

(2) . W. Bvaws, U.S, Trade Policy: New Legislation for the Next Round {New York:

ind iproci : it has
Harper & Row, 1967), p. 30, has Jikened the principle of reciprocity to l]anus bci:auscbxt -
two faces, The forward-looking face is that of cooperation insofar as -‘tanf'f reductions d)' o
nation will induce other natians to do likewise. This face lacks precision, however, and:
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The foregoing principles were of central importance in the
planning of a “charter ” for world trade following Word War II,
and they later became embodied in GATT following the demise in
the U.S. Congress of the proposed International Trade Organization.
The purposes of GATT were essentially to sct forth “a series of
rules and conventions governing the relations among parties to the
Agreement with respect to their commercial policies” within a
framework of “ general principles for the conduct of international
trade ™ (3). The first and most important multilateral tariff nego-
tiation took place under GATT auspices in 1947, This was followed
by a number of additional negotiations in the 1950’s, These were
generally rather laborious exercises in which negotiations were car-
ried out on an item-by-item: basis primarily for manufactured goods.
Some concessions were made on agricultural products. However,
the beneficial effects were often vitiated by nontariff barriers inas-
much as the major trading countrics were unwilling to compromise
their domestic agricultural interests, 'This was true above all for the
U.S. which applied for and received in the early 1950’s a waiver
from GATT with regard to its agricultaral policies.

provides no guidance to the negotiator, The second face of reciprocity is seen accordingly
in the process of actual tariff bargaining in which the participants seck tariff concessions to
obtain as large an increase in exports as the increase in imports which may result from the
concession, Thus, as Evans peints out (p. 33}, the logic of reciprocity in practice does not
differ in effect © from the value judgments of a primitive mercantilist ¥, B, Batassa, Trade
Liberalization Among Indusirial Countries: Objectives qud dlternarives (New York: McGraw-
Hill, 1967), esp. pp. 6g-73, makes much the same point,

(3) Thus, as JoHNsoN, op. cit., pp. 42-44, has put it:

“... GATT establishes the rule of law and consultation in international trading
relations: one basic principle is that the relations of the parties to one another should be
embodied in binding legal instruments, the interpretation of which generates a body of rules
and precedents for the resclution of conflicts; another is that any actual or proposed policy
change by a party to the Agreement should occasion consultation aimed at avoiding or
minitizing damage to the trading interests of other contracting parties; a third is that
members pledge themselves to werk steadily towards the reduction of barriers to international
wrade through negotiation within the GATT framework.

As regards the principles of international trade, the central one is the principle of
non-discrimination, ‘The contracting parties oblige themselves to extend most-favoured-nation
treatment to one another; they also oblige themselves to reduce existing preferential arrange-
ments gradually, through negotiation, and ulumately to eliminate them, and to introduce no
new preferences, There is, however, an important exception to these obligations, which has
proved crucial in subsequent developments: countries are free to establish free trade areas
and customs unions, ... A second major principle is that protection to existing industries
should be provided exclusively through tariffs, not through other commercial measures,
especially not by import quotas ”.
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By the end of the 19507, U.S. initiative towartzls ﬁurthcr_tariff
reductions was flagging under the weight of protectionist sentiment
at home. This was reflected in the rather limited scope for tariff
reductions provided in the rgs8 extension of the Tradc Agreements
Act, It so happened that it was about at this time thaF the EEC
came officially into existence. The impetus for economic coopera-
tion in Western Europe had actually begun much earlier under the
Marshall Plan via the creation of the Organization for European
Economic Cooperation (OEEC). The OEEC's task was to foster
cooperation among member countries in ordcr. to accelerate recon-
struction and growth and liberalize international trade. It was
clearly understood that this cooperation was to be sought without
interfering with. the traditional sovereignty of the member cou.ntries.
There began at this same time a movement to _bind the cont1_n.cnta1
West European countries together both economically and po]}mcally
in order to mollify the longstanding Franco-Germgn animuosity ar-1d
to solidify the North Atlantic alliance militarily vis-2-vis _the Soviet
Bloc. 'This movement which culminated in the formation of th.c
EEC was given strong backing by the US. in the b'elief that it
would accomplish. the aforementioned ends fhore effectively than a
looser OEEC type of arrangement, 7

"The impact of the EEC on trade and tariff policy was noticeable
immediately because of the planned implementation of the common
external tariff (CXT) and the fact that the EEC member countries
were now to be represented in GATT as a bloc 1:athe1' than, 11’1d1—
vidually (4). This change became clear in the “Dillon Round” of
tariff negotiations under GATT in 1961 when the U.S. had very
little negotiating authority and the EEC suggested a 20 per cent
across-the-board reduction in its CXT provided reciprocity was
attained. While it turned out that more was accomplished during
the Dillon Round than had initially scemed possible, it became very
clear that the EEC would henceforth be in a strong position to
affect future negotiations under GATT, It was obvious by the same
woken that the U.S. would no longer be able to act unilaterally on

(a3 The formation at this time of the European Fret.: Trade Association (EFTA}1 was
locked upon as a temporary expedient which would afford its members the benefits of lower
tariffs on their mutual trade until such time as an accommeodation could be rc.ached to pt?—l'mlt
an enlarged membership in the EEC, Since EFTA metnbers individually retained so‘verexgnty
over their tariffs vis-i-vis the rest of the warld, their representation in GATT continued on
an individual-country basis,
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tariff matters, This was brought home in the spring of 1962 when
in response to the U.S. removal of previous tariff concessions on
‘imported carpets and sheet glass, the EEC retaliated by raising its
tariffs on a number of U.S, products (5).

The Kennedy Administration was deeply concerned lest the
EEC turn out to be highly protective with regard to trade both in
agricultural and industrial products and discriminatory with regard
to imports from less developed couatries (LDC’s) that were not
associated with the EEC (6). There was concern also about the
growing importance of the EEC and its possible rivalry with the
U.S. in international economic and political affairs (7). In order to
meet the challenges in international trade posed by the EEC, Pre-
sident Kennedy asked Congress for and obtained in the form of
the Trade Expansion Act of 1962 the most liberal authority which
Congress has ever granted for tariff negotiations. It was on the
basis of this authority that the U.S. sought the sixth round of tariff
negotiations under GATT which came to be known as the “ Ken-
nedy Round ”.

Before reviewing the specific issues posed by the Kennedy Round
and the outcome of these negotiations, it may be useful as a back-

drop to provide a few facts about the foreign-trade characteristics of
the U.S. and Western Europe,

(5) These cvents are described briefly in L. B, Knause, Europesn Economic Integration
and the United Stares (Washington: The Brookings Institution, 168), pp. z211-12.

{6} A notc of discord was struck in mid-1g63 when the BEC introduced measures
which virwally curtailed all imports of American chickens into Germany. The U.S. had the
choice of directly retaliating against EEC goods or sceking to demonstrate injury to its
interests via GATT arbitration, As Krausk, op. ¢if., p. 213, put it, the U.S, chose aot to
* escalate the chicken war * and opted for the arbitration alternative, They were permitted
subsequently by GATT to withdraw previous concessions on an equivalent amount of imports
from the EEC. This episode clearly presaged the difficulties that were to emerge during
the Kennedy Round aegotiations on agricultural products,

(7) JouNson, op. ¢it., p. 52, has made the following observation in this regard:

“It is one of the major ironies of post-war economic policy history that the United
States should have devoted so much effort to the creation of a Furopean supereconomy,
whose existence and policies now constitute the most serious threat to the attainment of the
foreign cconomic {and military) policy objectives the United States intended to serve by

creating it, The obvious analogy with the tale of Frankenstein’s monster requires no
elaboration *,
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Some indication is given in Table 1 of the commpdity com-
position and geographic distribution of the merchandise exports
and imports of the U.S., EEC, and EFTA ifor 196§. These three
regions, of course, occupy a position of prominence in *_world trade,
accounting for more than 50 per cent of total trade in 1966 (8).
But what is noteworthy when we examine the ﬁgu{cs more closc.ly
is that a substantial proportion of this trade was .mtrarcgmnal in
character between the U.S. and Canada and within and bgtwccn
both the EEC and EFTA (g). Looking at the export data in the
top of Table 1, it can be scen that the value of' U.S. exports was
about one-third primary products and two-thirds manufactured
goods, and that about 28 per cent of total U.S. exports went to EEC
and EFTA in 1966, Both EEC and EFTA are in contrast relatively
more specialized in the exports of manufactures than the U.S., and
they export considerably less to the U.S. than they do to cach‘othcr
and to the remaining regions, U.S. exports are apparently oricnted
more towards the Developing Areas than is the cqse for both EEC
and EFTA. It is evident finally that none of the three regions
exports very much to the Soviet Bloc., .

On the import side, the value of U.S. imports in 1966 was about
40 per ceat primary products and 6o per cent manufactures. The
bulk of U.S. imports of primary products came f}‘om Canada and
the Developing Areas, The EEC and EFTA were important sources
of U.S, imports of manufactures as were the Other Industnal. Arcas,
chicfly Canada and Japan, Somewhat less than half the imports
of the EEC and EFTA consisted of primary products obtained in
large measure especially from the Developing Areas. The greatest
proportion of EEC imports of manufactures came from within
Europe. Although less pronounced, this was the case also for EFTA.
As was true for exports, imports from the Soviet Bloc were not of
great importance in any of the regions indicated. .

The data recorded in Table 1 are intercsting and important
because they tell us something about the nature of international

(8) According to GATT, Intesnasionnl Trade, 1966 (Geneva, 1967), p. 309, total workd

trade amounted to $zo0.7 billicn in 1966, .
{g) Canada is included in the data for Other Industrial Arcas in Table 1, The same

is ttue of Japan,
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specialization and the exchange of goods by source and destination
for the U.S. and Western Europe. U.S. trade is cvidently directed
much more to Canada, Japan, and the Developing Areas than to
Western Europe, while a substantial proportion of Western Eunrope’s
trade is intraregional and otherwise oriented more to regions other
than the U.S. These facts suggest a number of implications for
policy that we shall have occasion to examine later,

It is also of interest to consider briefly the tariff protection
which exists in the U.S, and Western Europe. Tariff comparisons
are notoriously difficult to make because the rates themsclves are
not an accurate indication of restrictiveness and there is no unam-
biguous method by which the individual rates can be weighted
to obtain an overall average (10). Some idea of the height of tariffs
may nevertheless be obtained from the data in Table 2, It will be
noted that the averages refer to nominal tariffs and effective tariffs.
The former reflect the rates taken from the official tariff schedules.
While these rates may be relevant for analyzing consumer choice
between imported and domestically produced goods, they do not
afford a satisfactory indication of protectiveness because they fail to
take into account the structure of rates with reference to domestic
value added in the process of production, That is, the tariff rates
in the U.S. and in the other industrial countries are typically escal-
ated according to the stage of production, rising from raw materials
to semimanufactures to finished goods, with consumer goods gene-
rally bearing much higher rates than capital goods. The successive
stages of the production processes will thus be accorded greater
effective protection at rates which may be substantially in excess of
the nominal rates listed in the official tariff schedules (11).

(10) That is, without knowledge of the heme and foreign demand and supply schedules
for particular goods, we cannot determine how restrictive a 5 per cent or 5o per cent tariff
may be, It is common, moreover, to weight individual rariffs by the value of imports, thus
in effect assigning a weight of zerc to prohibitively high tariffs,

(11} A simple example may help to illustrate this point, Let us define the effective
tate of protection of a production process j as Ty=(#— % ay#)fey, where # represents the
actua] tariff rate on the commodity at the last stage of production; 4, the tariff rate on
commeodity i (with =1...n) which represents inputs into the production process; @y, the cost
per unit value of output of § of the input of commodity / which is used in process 73 and #,
the value added in process j per unit value of output. Suppose that for a given production
process, imported materials account for half the world-market price of the final product and
that such materials arc dutiable at 10 per cent while the duty on the final product is 20
per cent, The effective rate of protection on value added in the given production process will,
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PERCENTAGE DISTRIBUTION OF U.S., EEC, AND EFTA EX‘PORTS%AND IMPORTS OF PRIMARY PRODUCTS AND MANUFACTURES TaBLE 1
. § OURC]
BY DESTIN Atigy WD S E, 1966
United Stazes Fxports : EEC Exports EFTA BExports
—— _,4_—4_,_5\ e —
Destination of Exports Primary Products |  Manufactures Tota] [Hmay Products | Manufactures Total gﬁﬂ Manufactures Total
» " w1 % % % % % %
e """ -
I. United States . + « « « « « v — — — 0.8 70 7.8 2.1 8.4 10.5
g BEC e e e e e e 7.9 10.5 By | 10.6 335 441 71 18.2 25.3
30 BETA o o 0 o e e e 35 6.4 6.8 39 15-1 19.0 6.2 16.3 22.5
4. Other Industrial Areas . .« - « + - 1.7 27.2 38.g 3 8.7 10.1 Ly 17.2 19.1
|
5. Devcloping Areas . « . -+ .+ v o - 9-9 22.3 322 9 13:3 152 2.0 16,2 18.2
6 Soviet Bloc . . . . . v o e o+ 0.5 0.2 0n | 0.6 3.2 38 oy 3.8 44
g0 Total o+ o e e 13.5 66.5 100.0 Loag.r 80.9 100.0 20.0 80.0 100.0
8, Value in § (pilliens) . . « - o . 9.59\ 14.05 28.64 ‘1 10-04 42:59 52.63 5.58 22.34 27.92
\‘. I | .
r United States Tmports (f.0.b.) [ EEC Imports (c.i.f.) EFTA Tmports {c.i.f.) .
Source of Imports peimary Products |  Manufactures Total !Primai‘y Products [ Manufactures Total II:; :dnl?;é Manufactures Total
. ” A % % % % %
J S M A R -
|
1. United States . . . « « o+ o+ =+ — — - | 4.6 6.2 10.8 3.2 5.9 0.1
| g BEC + o o e e e e e 1.7 14.5 162 103 324 427 7.3 23.9 3L.0
3 EBETA . oo 23 0.2 s El 37 98 135 5.7 13.9 19.7
"i 4. Other Industrial Areas . . « . o+ .+« 132 28.0 412 | 3 29 8.1 107 6. 7.5
! 5, Developing Areas 22.3 8.0 3o : 79 31 2r.0 14.0 4.1 18.1
| ' ! 2.8
!‘ 6. Soviet Bloc . . . « « o . . 0.3 0-4 ot i r.o 3.8 2.8 1.8 4.6
: S I
\ g Total o e 399 Go-1 wa ) 554 100.0 436 56-4 100-0
: 7,
8. Value in § (bilfions) . . . . . . . 10.11 15.26 3.3 301 29-72 53.63 14.78 16.11 33.89
. w mntdiﬂl!- singe the grou £ : B .
Notes: Figures may not add exactly due to rounding, Primary products inchde food, 1 and o taleen ﬁp OU‘CO_'-mmes was not separately identified, EEC and EFTA imports from the United States
and fuels; manufactures include base metals, chemicals, capital goods, textiles, passenger cm]’and faph e g, dU?' ﬁmﬁd States exports to these regions with an adjustment of xo per cent to allow for
manufactures, Other Industrial Areas include Australia, Canada, Finland, Greece, Icela’;dc;hfzi as residud ) reight charges.

. M . N
New Zealand, South Africa, Spain, Turkey, and Yugoslavia; the percentages shown were ource: Adapted from GATT, International Trade, ro66 (Geneva, 196%7), pp. 168, 184, and 200
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The conclusion that effective rates of protection will be higher
than nominal rates is clearly evident in Table 2 (x2), There is
apparently not a great deal of difference in effective protection be-
tween the U.S. and EEC, whereas the structure of U.K. rates is
more highly protective. Even Sweden, which has always been con-
sidered a low-tariff country, has high effective protection on some
categories of goods. The data in Table 2 thus suggest that there
was substantial scope for tariff reductions via the Kennedy Round
even though nominal tariffs were comparatively low in many in-
stances, It should also be borne in mind that the rates in question
apply to trade with the less developed countries (LDC’s) as well as
to trade among the industrialized countries themselves, What is
important here according to the more detailed calculations that have
been made on an individual-industry basis is that effective tariff rates

TABLE 2

AVERAGES OF NOMINAL AND EFFECTIVE TARIFFS FOR FOUR COMMODITY
CATEGORIES FOR THE U.S., EEC, UK., AND SWEDEN, 1962

{Per cent)
\

U.5. EEC U}‘K Sweden
Category — -
MNominal | Effective | Wominal | Effective| Nominal | Kffective| Nominal| Effective

Intermediate

Products {2y . . . 8.8 | 7.6 26 | 1200 | 1L | 23,3 3.0 5.3
Intermediate

Products (b . . . 152 | 28.6 | ¥3.3 | 28.3 | 2 | 343 85 | 208
Consumer Goods . . | 175 | 259 | 17.8 | 30.9 | 23.8 | 404 | 124 | 239
Investment Goods . 10.3 | 13.9 | L7 | 15.0 | 7.0 ] 23.0 8.5 | 121
All Commodities . . 1.6 | 2000 | ILg | 18.6 | 155 | 27.8 68 | ms3

{(2) Manufactures whose main inputs are natural raw Inaterjals,

{b) Intermediate goods at higher levels of fabrication.

Sourcey B, Bavassa, * Tariff Protection in Industrial Countries: An Bvaluation », Journal
of Political Economy, Vol. LXXIII {December 1963), p. 501.

therefore, be 30 per cent (Tyj=(.20—.50% .10)/.50=.30), as compated with the nominal rate
of 20 per cent applicable to the final product itself. To put this in another way, the demestic
value of the labor and capital used in the given production process receives protection on the
order of 30 per cent in excess of what this value would be if the services of these factors were
purchased at world-market prices,

(12) The composition of total trade for the countrles included in Table 2 plus Japan
has been used to weight each country's tariffs, This avoids some of the weighting difficulty
mentioned earlier except in cases where rates may be uniformly prohibitive.
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in the industrialized countries are particularly high on goods in
which the LDC’s may have a special interest for export purposes (13).
As we shall see, the case for trade preferences for LDC exports rests
importantly on this fact.

Tariffs are, of course, neither the only nor necessarily the most
important impediment to international trade, This is particularly
the case with regard to primary products that are covered by some
domestic price support or control program. Nontariff barriers
(N'T'B’s) also, of course, affect trade in manufactured goods, although
it is often very diflicult to document their existence and to determine
precisely what their effects may be (14).

So much for background. Let us turn now to the Kennedy
Round.

I1I.

The Sixth Round of Trade Negotiations, better known as the
Kennedy Round, held under the auspices of GATT and completed
in Geneva on June 30, 1967, has been called “... the most compre-
hensive assault on barriers to trade that has ever taken place” (15).

(13) Effective rates of protection in the industialized countries are also substantial on
the processing of many agricultural products. Sec, for example, H. G, Jomnson, Ecoromic
Policies ‘Toward Less Developed Countries (Washington: The Brockings Institntion,
1967), p- 9T

(x4) A convenient list of NTR's is given in ibid., pp. 204-5. The various NTB’s arc
classified there according to whether they fall under foreign trade policies; administrative
practices; internal economic policies affecting imports; and internal health and safety regulations
affecting imports, An alternative grouping can be found in W. B. Krry, “ Nontariff
Barriers *, in B. Bavassa and Associates, Studies in Trade Liberalization: Problems and
Prospecis for the Industrial Countrics (Baltimore: Johns Hopkins, 1967), p. 266, and in
R, E. Baowmy, ©Nontariff Barriers: A Brief Survey ®, in U.8. Senate, Committec on
Tinance, Compendium of Papers on Legislotive Oversight Review of U.S. Trade Policies
{Washington: Government Printing Office, 1968), p. 338. The following proupings are used
by Kelly and Baldwin: quantitative contrels and state trading; government procurement policy;
customs valuation and practices; antidumping legislaticn and practices; border tax adjust-
ments; and other internal measures that restrict teade {e.g., differcntial road-use taxes, dif-
ferential taxes on spirits, etc.),

{x5) Office of the Special Representative for Trade Negotiations, * The Kennedy Round
Agreement *, contained in Jeint Economic Committee, The Future of U.S. Foreign Trade
Policy, Hearings before the Subcommittee on Foreign Economic Policy, Vol. 1 (Washington:
Government Printing Office, 1967), p. 11. This statement provides a good summary of the
Kennedy Round agreements and is the principle source of the factual information used in
this paper,
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The agreements reached will apply to an estimated total of $40 bil-
lion of world trade, with cuts on industrial products averaging about
35 per cent. Measured in terms of 1966 trade, the U.S. is reducing
tariffs on approximately $7.5 to $8 billion of imports and obtaining
tariff concessions on about the same amount of U.S. exports. This
sounds like an impressive achievement.

However, before deciding whether or not this in fact is the
case, it may be useful to examine the original goals of the Kennedy
Round and to see how they were altered in what turned out to be
an arduous set of negotiations. When President Kennedy first pro-
posed the Trade Expansion Act (TEA) in January 1962, it was aimed
primarily at mitigating the burdens on U.S. trade from what ap-
peared to be potentially ominous developments stemming from
formation of the EEC. More generally, the TEA was considered
to be in line with the broad policy of furthering a spirit of cooper-
ation between the U.S. and Western Europe. The EEC had passed
through its initial stages and was moving ahead of schedule towards
its objective of internal free trade. Moreover, it was expected that
the Community would soon expand to include the U.K. and other
EFTA members, Finally, developments after 1957 had provided
ample evidence that the cra of the chronic “dollar shortage ” had
passed. Thus, concern over persistent U.S. balance-of-payments de-
ficits added urgency to the need to negotiate reductions in the EEC’s
common external tariff,

The TEA, which was passed by Congress on October 11, 1962,
granted to the President negotiating authority that far exceeded any
that had previously been given, Authority was included for the
reduction of most industrial tariffs by 50 per cent, reduction of tariffs
on agricultural products to zero in connection with maintaining or
expanding exports to the EEC, reduction of tariffs on specified
tropical products to zero, and reduction to zero of very low nuisance
tariffs. The TEA also contained some quite radical departures from
traditional U.S, tariff negotiating policy. One sharp break with
precedent was the “ dominant supplier ” provision which authorized
the President to remove tariffs entirely on any product in which
combined EEC and U.S. trade accounted for 8o per cent of the
free world total. It was anticipated here that the UX. would
shortly become a member of the EEC. Another provision, which
granted authority to provide adjustment assistance to industries and
labor groups who were adversely affected by imports, was designed
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to supplant the traditional approach of granting tariff relief in such
situations,

A further important innovation in the TEA related to bargain-
ing methods and was not specifically mentioned in the TEA at all.
As Fvans put it, “.. the Congress had tacitly consented to the
President’s expressed intention of negotiating an agreement to cut
tariffs across the board, thus breaking the shackles imposed by the
traditional item-by-item negotiations ” (16). In referring to the TEA,
Evans noted that full utilization of the impressive grant of authority
would have resulted in an average reduction of well over 50 per cent
in the U.S. tariff (17). Thus, it can be seen that the U.S. entered
into the Kennedy Round with its sights set extremely high, How-
ever, disappointments were not long in coming. The rejection of
Britain’s bid for membership in the EEC effectively nullified the
“ dominant supplier ” authority. Further, it soon became painfully
apparent that the EEC intended to pursue a protectionist agricultural
policy rendering U.S. negotiating auchority in that area virtually
useless. The authority for removing tariffs on tropical products was
thwarted by the EEC’s unwillingness to disturb existing preferential
arrangements with a number of African countries. In sum, the
sweeping U.S. initiative that had been expected to usher in a new
era of cooperation among the nations of the “ Atlantic Community ”
was getting a rather unenthusiastic reception.

It was clear from the start that there were important issues in
dispute and the EEC intended to drive a hard bargain. The Econ-
omist expressed it pungently as the Kennedy Round was nearing
completion: “ Instead of producing a ¢ grand design” for an Atlantic
partnership as it was supposed to do, the Trade Expansion Act has
led only to the most squalid and interminable negotiations over such
Byzantine points as tariff disparities” (18). Tariff disparities were,
in fact, one of the contentious issues that arose carly and stayed
late (1g). This insistence by the EEC that higher U.S. tariffs neces-
sitated some adjustments in the straight linear-cut formula delayed

(16) J. W. BEvaws, op. cif., p. 8. Note that the discussion of the TEA draws on
Chapter 1 of this book. '

(v} Ibid., p. 8.

(18) The Economist, * Round and Round to Disillusion ®, April 15, 1967, p. 249.

(19) For a discussion of these issues, see R.H. Batpwix, “ Tariff-Cutting Techniques
in the Kennedy Round *, in Trade, Growih, and the Balance of Payments: Fssays in Honor
of Gottfried Haberler (Chicago: Rand McMally & Co., 1965).
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and embittered the negotiations, but in the end was not allowed to
block their success. Other principal issues in dispute included: the
American selling price (ASP) method of customs valuations which
applied to certain chemical products, providing an extremely high
level of protection; the U.S, practice of withholding customs valua-
tion during antidumping investigations which hampered trade by
creating uncertainties regarding the duty that would finally have
to be paid; and the cereals problem which centered on assuring
reasonable access to the EEC market for North American grain
growets,

Looking at the actual results achieved by the Kennedy Round,
it is clear that the major area of progress was in industrial goods.
The full 50 per cent tariff cut was achieved on a broad range of
manufactured products, Cuts of between 30 to 50 per cent were
made on many more (20).

The chemical-sector bargaining was complicated by the ASP
issue. It was resolved only in the very last stages of the negotiations
when the EEC shifted its previous stand and agreed to a two-part
deal on chemicals, The unconditional part of the package called
for a weighted average duty reduction of 43 per cent by the U.S.
on an estimated $325 million of dutiable imports from the EEC,
UX., Japan and Switzerland. Those countries in turn agreed to
tariff reductions averaging 26 per cent on nearly $goo million of
U.S. chemical exports, The second part of the chemicals package
was made contingent on elimination by the U.S. of the ASP valua-
tion system, which can only be accomplished through the passage
of further 1.8, legislation (ar),

(20) The principal negotiating countries made reductions averaging over 35 pet cent
on the following product categories: machinery both electrical and nonelectrical; photographic
equipment and supplies; automobile and other transport equipment; optical, scientific and
professional instruments and equipment; paper and paper products; hooks and other printed
material; fabricated metal products; and lumber and wood products including furniture.

The steel sector was a special sitvation in which the U.S., a net importer of stes]
products, had a schedule of tariff rates generally lower than the other participants. Through
bilateral and multilateral negotiatons, the tariffs of the major sieel-producing countries were
brought mwuch closer together, Practically all the peaks in steel tariffs were climinated, so that
almost all rates will be bound at 15 per cent or less, with most well below 10 per cent.

(2r) 1f the Congress concurs, the U.S. will climinate the ASP method of valning
benzenold chemical imports and establish ad valorem tariffs calculated to provide a cemparable
degree of protection. Thaose concerted rates, with certain exceptions, would then be reduced
in stages by 5o per cent or to an ad valorem rate of 20 per cent, whichever is lower. (The
main exceptions are dyes, which would be reduced to 30 per cent, and sulfa drugs which
would be reduced to 25 per cent). The Evropean side of the ASP package would include
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In the increasingly important field of NTB’s, the major accom-
plishment was the negotiation of an antidumping code. The code
specifies rules and procedures to be followed in antidumping actions
similar to those in existing U.S. legislation and regulations on the
determination of sales at less than fair value and injury to domestic
industries. Of particular importance is the fact that under the code,
U.S. exporters will have a chance to defend their interests in foreign
antidumping actions. The principal U.S. concession was an agree-
ment to revise existing Treasury Department regulations to limit the
time that appraisement is withheld in connection with antidumping
actions to a maximum of go days, and to assure that investigations
will not be initiated unless there is evidence of injury. As mentioned
earlier, there were also certain concessions on NTB’s contingent
upon Congressional concurrence in the ASP bargain.

In agriculture there was little that was negotiable. The EEC,
which was in the process of formulating its Common Agricultural
Policy (CAP), was unwilling to accept substantial reductions in its
level of protection, It was not possible to negotiate a reduction in
the highly restrictive effects of the EEC’s variable levy system (22).
The EEC tariff cuts on agricultural items of interest to the U.S.
affected a total volume of U.S. trade valued at only slightly more
than $200 million (23).

Although guaranteed access to the BEEC market proved unob-
tainable, a World Grains Agreement was negotiated which esta-
blished a minimum price for wheat some 21.5 cents per bushel above
that contained in the present International Wheat Agreement and

substantial further tariff reductions on chemicals imported from the U.S, In addition,
significant nontariff concessions have been offercd as part of the ASP deal: Belgium, France,
and Iraly would modify road-use taxes to climinate discrimination against U.S. automobiles,
and Switzerland agrecd to remove limitations on imports of canned fruit preserved with
corn syrup.

In the textile sector, tariff reductions were selective and well below the average cuts.
A result of the negotiations in this sector was the extension of the Long-Term Cotton
Textiles Amangement (LTA) which provides for a system of limitations on cotton textile
exports by the LDC’s to the advanced industrial countwics, The latter countries agreed to
enlarged import quotas and certain tariff reductions (U.S, reductions on cotton textles
amounted to a weighted average of 21 per cent) as concessions to the exporting countries
for obmining an extension of the LTA until September 30, 1970.

(22) See footnote 41 below for a brief comment on the EEC’s variable import levies.

{23) The U.8. was also able, however, to obtain some agricultural concessions from
Japan, Canada, the UK., the Nordic countries and Switzerland, The concessions received
will enhance the export opportunities for a number of preducts including: soyheans, tallow,
tobacco, poultry, zrd horticultural products, such as citrus and canned frait,
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somewhat below current market prices. The new agreement also
provided that the participating countries, including both exporters
and importers, will contribute 4.5 million tons of wheat to a multi-
lateral food aid program. This was a much smaller program than
the U.S. wanted. The U.S. share of the program will amount to
42 per cent of the total,

The I.DC’s benefited less from the Kennedy Round than had
been anticipated when those negotiations began. The hoped-for
generalized preferences for the exports of such countries and removal
of duties on tropical agricultural products did not materialize. How-
ever, the developed countries did agrec on the principle that full
reciprocity was not to be expected in tariff negotiations with the
LDC’s and, in fact, some concessions of interest to them were
granted, The United States, for example, made concessions bene-
fiting LDC’s covering over $goo million of their exports, including
the elimination of the duty on $325 million of that total.,

But, such concessions were significantly lower than those made
with respect to manufactured products traded chiefly among the
industrialized countries. It appears, therefore, that even after taking
the Kennedy Round reductions into account, the levels of both
nominal and effective tariffs on manufactured products of interest
to the LDC’s are still relatively high and greater on the average
than tariffs on products traded mainly among the industrial coun-
tries themselves (24). The extension of the Long-Term Cotton
Textiles Arrangement implied, moreover, that there would be little
improvement in the ease of access of LDC products into the indus-
trial countries,

Iv.

The successes and failures of the Kennedy Round serve to
identify a number of principal trade policy issues of the future. In
a wide range of manufactured products, tariffs have been reduced
to a point where they are a much less important barrier to trade
than formerly. As a result, nontariff barriers to trade have become

(24) For information on the effects of Kennedy Round tariff reductions on the rates
applicable to the LDC’s, see UNCTAD, The Kennedy Round: Preliminary Evoluation of
Results with Special Reference to Developing Countries, TDJG and Supplements 1-3 (4 Sep-
tember 1967). For an analysis reaching different conclusions pointing to greater benefits
from the Kennedy Round ta the LDDC’s, see the special study by the GATT Secretariat (1967).
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relatively more important than in the past. Substantial liberalization
of trade in agricultural products was not accomplished so that the
problem of assuring reasonable growth of trade in that sector re-
mains. The needs of the LDC’s for expanding cxports through
significantly improved access to developed country markets were not
met, and this continues to be a major policy issue. Finally, an issue
that was raised but not pursued in depth in the Kennedy Round is
what the policy of the U.S, and Western Europe should be with
respect to Fast-West trade. In gencral, the issuc of broad tariff
liberalization is perhaps now less pressing and problems related to
particular commeodities and to the relationships between groups of
countries stand out in sharper relief. Let us now examine some
of these problems in greater detail.

Nontariff Barriers

We have already pointed out that the Kennedy Round con-
tributed relatively little to the reduction of NTB’s, except for the
agreement among GATT members on an antidumping code and
the EEC chemical package that was made conditional on U.S. eli-
mination of the ASP method of valuing, in particular, imports of
benzenoid chemicals. As tariffs have been reduced significantly in
the periodic GATT negotiations, more attention has become focused
on the impediments to trade represented by NTB’s. As noted earlier,
the N'TB’s that have attracted the most attention are quantitative
controls and state trading; government procurement policy; customs
valuations and practices; antidumping legislation and practices; border
tax adjustments; and a variety of other internal measures that restrict
trade. NTB’s are particularly troublesome not only because they
involve outright trade restrictions as in the casc of import controls,
but also because of the uncertainty which their administration may
create (25).

(25) In comparison with tariffs, quantitative restrictions on imports have the cffect of
sovering the tclation between domestic and foreign prices. Such restrictions give rise,
moreover, to “ queta” profits equal to the aforementioned price difference times the quantity
imported, These profits will accrue cither to Importers or exporters and ordinarily not to the
government, as in the case of a tariff, At least with a tariff, if the forcign producer
increases bis efficiency, he may be able to overcome the tariff. Improvements in efficiency
are of little use, however, in overcoming quantitative controls on imports.
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It is difficult to negotiate the reduction or climination of NTB’s
because they have so often historicaily been introduced as an adjunct
of some particular domestic policy. Unless the domestic policy in

uestion is changed, therefore, little can be done concerning the

NTP’s involved (26). In some cases, however, the domestic con-
ditions that led to the imposition of the NTB’s may no longer exist,
although it may be difficult to convince the vested interests that
this is so. In order to pin-point some of the problems posed by
NTB’s in the U.S. and Western Europe, it may be useful to discuss
briefly the different types of N'TB’s that have been mentioned.

Quantitative Controls and State Trading. - We have already
indicated that import quotas on agricultural products are common-
place in both the U.S. and Western Furope in instances where farm
prices are supported domestically at levels in excess of world prices.
There seems little likelihood that such quotas will be removed or
liberalized significantly in the near future. As far as nonagricultural
products are concerned in trade between the U.S. and Western
Europe, the most important restrictions are those affecting the import
of U.S, coal into Western Europe. Since protection of coal mining
has many of the same characteristics as protection of agriculture, it
will be similarly difficult to effect much in the way of liberalization.
There is, in addition here, the larger question of the relation of
coal to other forms and sources of energy which must be considered
in the context of energy policy in individual nations and in the EEC
as a whole (27).

There are in contrast comparatively few quantitative restrictions
affecting industrial products traded between the two regions since
most of these restrictions in Western Europe, especially, which dated
from the 1930’s and the carly post-war dollar shortage, were removed
under OEEC auspices (28). Both regions, however, retain significant

{26y Thus, for example, we could hardly expect countries to do away with import
quotas on agricultutal products that are covered by domestic price supports. If a different
type of domestic agriculteral program were adopted, say one in which deficiency payments
were made dircetly to farmers, the impost quotas would no longer be needed.

(27) See W. B, KriLy, op. eft., p. 308, for a discussion of these points, It should also
be mentioned that the U.8. has import quotas on petrolenm and petroleum products. These
quotas <o not affect Western Europe directly, however,

(28) The few remaining. restrictions on imports of U.8. industrial praducts into the
Western Turopean countries are noted in ibfid., pp. 270-71.
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restrictions .affecting imports of manufactured goods from Japan,
and Japan in turn has many restrictions of its own (2g).
State trading is not of much importance in the U.S. and Western

Europe (30). This issue is likely to grow in importance, however,
as Hast-West trade expands in the future.

Government Procurement Policy, - On the surface, at least, the
U.S. appears to be especially vulnerable to criticism because of
the “ Buy American * Act which grants a 6 per cent price preference
for domestic over foreign producers and an added 6 per cent for
small firms or firms in depressed areas. The preference given to
US. firms for defense procurement is 50 per cent, and a very sub-
stantial proportion of foreign aid is tied to the procurement of U.S,
goods. The European countries are by no means liberal with respect
to government procurement, however, for as Kelly points out, “ the
a,'bsenc.e of legislation or regulations does not necessarily constitutc
liberality; it may afford the widest possible latitude for restricting
trade ™ (31). To the extent that such formal and informal arrange-
ments for government procurement restrict trade, there would appear
to be some scope for reducing or eliminating the most obvious ex-
cesses through negotiations invelving the affected parties,

Customs Valuation and Practices (32). - The treatment of im-
ports for customs purposes is considerably rmore complicated in the
U.S. (and Canada as well) than in Western Furope. This is because
of Fhe complexity of the 1.8, tariff schedules and the different bases
which exist for valuation of certain imported products. With regard
te nomex}clature, the U.S. schedule differs significantly from the
comparatively more simple Brussels Tariff Nomenclature (BTN) in

(20) 1bid., pp. 274-46.

RCOR is confined chiefly in the case of the U.8, to subsidized agricultural exports
which go mainly to the LDC’s, while in Western Europe state trading affects such goods as
ethyl alcohol, alcobolic beverages, salt, mannfactured tobacco, matches, and coal, See ibid
pp. 276.78, for additional details, ’ ' ?

{31) Ibicli., p. 278. Kelly goes on to say (pp. 275-Bo):

“ Most industrial countries other than the United States are more subtle in granting
preferences to domestic producers in government procutement, These preferences most often
fesult f-rolm the exercise of broad administrative discretion because there are usually no specific
lfnlilyt ::téc:;al’ 1rllaws or regulations. In addition to administrative discretion, practices that
pablciy eliy g;bﬁifypic:‘;uzltg .tcr;orr]mpfitc forhgovemment coneracts i‘ncl'udc little ot no advance
mppﬁe.-s,”_ et regulations that preclude foreign bidding, and closed lists of

(32) See i&id., pp. 284-g5.
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effect in most other industrialized countries. As far as special import-
valuation problems are concerned, the most widely publicized in-
stance is the ASP method of valuing benzenoid chemicals, which
became a great bone of contention during the Kennedy Round, As
we have already noted, at EEC insistence the climination of ASP
valuation was made a condition for further tariff reduction on che-
micals. It also appears that the U.S. is relatively slow in adjudicating
valuation disputes. These are things which the U.S. could correct
unilaterally or on the basis of some quid pro quo vis-a-vis Western
Furope, 'This is not to deny, of course, that significant short-run
administrative difficulties might be experienced if the U.S. were in
fact to adopt the BTN and otherwise attempt to simplify its customs

procedures.

Antidumping Legislation and Practices (33). - Dumping refers
to selling a good abroad at a lower price than at home, It may arise
when firms have enough market power so that they can charge
different prices in different markets. What is of concern to import-
ing countries is not price discrimination per se. Rather it is the
possibility that such discrimination may be used in a predatory
fashion to stifle competing producers in the importing countries,
By the same token, exporters are concerned that antidumping pro-
cedures may be used for protective purposes in the importing
countries,

We noted earlier that an international antidumping code was
agreed upon during the Kennedy Round, The impetus to obtain
agreement came chiefly from the U.S. concern that restrictive anti-
dumping measures might be introduced in Western Europe as tariffs
on intra-EEC and EFTA trade were removed and the external tariffs
of these regions lowered as a result of the Kennedy Round. This was
the case especially since antidumping procedures were administra-
tively determined in Western Europe and there were no clearcut
criteria for determining injury.

The new international antidumping code is designed to en-
courage impartial and more rapid investigations and to offer criteria
for determining injury. The effect in this regard may be not only
to deter Western Europe from utilizing antidumping procedurcs to
restrict trade. There may also bhe an improvement in the administra-

(33) Sce ibid., pp. 255-300.
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tion of the U i 1
i unccrtainé's. law Wh_lchl has been subject to criticism because of
¢ dur.n v 1c§ created with respect to valuation in alleged cases
ping and the long delays in the settlement of claims

Border Ta ; i
enorder jf»fc Adjmtf?aem‘s (34). - The issue of border tax adjust-
ments aris 1 conncction with the indirect taxcs (e.g., sales tax
rov Ii- Eax, excise tax) which are commonly used es;pcciall ir;
iwestem nlsrope. Indirect taxes are typically levied upon consgm -
fior Crs0I1 Il'a.st to direct Faxcs which are levied upon business proﬁl;s
and p ‘tﬁ al income, It is permissible under GATT rules for coun
ies Wlh. ﬁn.mdlrect tax system to levy an import equa]izatior;
amounvtv 01;_: 115 intended to subject imported goods to thé same
. indirect tax as will be refle i i
cted in the [ simi

o . _ rice of similar

gonaﬂ ;):filuc?d do(xinestlcallg, Under this system ofptaxing interna
- d goods according to where th ‘ ]

ronally ods ing ey are consumed (i.e.
rebatseo ginfid dest{natlon principle), exporters will thus reccixfe z;
¢ td' he indirect taxes that are included in the price of the

or i
mgire :t tagX(:zic(l]sl.1 \%f'ﬁrld ‘mark;:t prices are freed consequently from
rect . ¢ prices of imported goods will ‘
‘ refle
the indirect taxes in the consuming coungtry o then only
Direct t i .

o e Ozﬁgecs on incorne (c?.g'., the corporation income tax) cannot
o rebted o ’lf?l)orts or be 1mpgsc-d additionally on imports under
oAL .b 1;3 reason for this is that direct taxes are presumed
e gondh Oeri y ttc ficttc))rsdof production in the country in which

ginate, order tax adjustment i
7 t is held to b
sary, therefore, because direct ] “he orices
; taxes will not be refl in t 1
o Fnal et . ' reflected in the prices
_ ; e theoretical rationale here i
Giomal products. ale here is that under con-
petition, where firms are ass imi
: umed to be max i
profits, a tax on profits will h nadicr
, ‘ ave no effect upon the d inati
of optimum firm out i ; © aible o o
‘ put. That is, firms would b
ot optimy s, s would be unable to pass
fhe 1ax a:jlv Ct;) Fons;flmf:lrs by raising prices and restricting oug)ut
withou s}i y a ectl'ng their profits. The question. arises, how-
o (,) oi to hW cther thl,s. conclusion is applicable to situati;)ns of
gopoly where firms enjoy an important element of market power

(34) Good discussions of i
the dissues of bord i ‘
b, poh Ggod disa . ' of border-tax adjustments are t i
B BALASSI:\, an?s;al afxd Social I.Sarr}ers to Hconomic Integration in the Atlz(l)ntihce Af:un’fl in
S assn, and ssociates, Studies in Trade Liberalization, esp. pp. 220 el I;a -y
s i _ , ESpP. PP- -33, 4 !
R T’zzelﬁsjcyl?tjni }, md]omt Beonomic Comimittee, Isswes 3:;3fm' gbjem{:nz}
o : alicy: ompendsun: of Statements Subni 3 ;
ergn Economic Policy (Washington: Gavernment Printing Oﬂ!?f::d ;;636 Subcommitiac on
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and thus may be in a position to shift the corporation income tax
wholly or in part on to consumers in the form of higher prices.
It may be, therefore, that since the U.S. relies extensively on a
corporate profits tax, its exports of manufactured goods are placed
at an unfair disadvantage vis-d-vis exports of countrics where indirect
taxes are rebated.

Whether or not this is so is primarily a factual question. It is
noteworthy that the most authoritative recent study of the U.Ss.
corporation income tax has concluded that there is no evidence that
it is shifted forward to consumncrs in the form of higher prices in
the short run (35). If this conclusion is indeed correct, there are no
grounds accordingly for the U.S. to give a rebate on exports and
impose an extra surcharge on imports. But suppose in any event
that the U.S, adopted a system of indirect taxation in licu of the
corporation income tax in an cffort to improve its export position.
It has been estimated that ander such circomstances the decline in
U.S. export prices would not likely be more than 5 per cent and the
decline relative to other countries’ export prices could be as little as
t or 2 per ¢ent if they adopted measures which reduced their export
prices as well (36). It does not appear, therefore, that U.S, exports
are at much of a disadvantage because of the system of direct tax-
ation employcd.

This is not to say, however, that the existing tax systems in the
U.S. and Western Europe are perfectly neutral with respect to foreign
trade, There are many cases in which the distinction between direct
and indirect taxes cannot be made clearly and in which export
rebates in fact undercompensate of overcompensate for the effect of
the taxes. It is important, therefore, to scrutinize the existing tax
systems with great care and to remove present inequities in the
treatment of foreign-traded goods as well as to keep new inequities

trom occurring (37).

{350 R, J. Gornox, “ The Incidence of the Corporation Income Tax in U.S. Manufac-
turing, 1g25-62 7, Americon Feonomic Review, Vol, LVII (September 1967). .

(36) See R.Z, Avrmin and I Srtemi, © Price of U.8. Exports and the Mix of Direct
and Indirect Taxes *, American Bronemic Review, Yob, LIV (September 1964).

{37} There has been considerable discussion following President Johnson's balance:—of-
payments message 0 garly 1968 of the desirability of the U.S. initialing barder tax adjust-
ments on its experts and imports. Unless it can be proven that these adjustments Were
necessary to offset “ unfair * export tebates ahroad, the FEC in particular might undertaie

retaliatory measures to negate the U.8. actions.
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NTB(,)t}.wr Czl\(fj???taﬂﬁ Barriers (38). - Thcre are a variety of other
s in addition to those already mentioned. These include annual
automobde: road-use taxes used cspecially in France, Belgium, It la
an‘d Austrlg. These taxes are imposed in such a \jva fs tojdi:l »
minate against U.S. automobiles, Another example isythe. excis il‘l‘
anlc} tmport-duty differential resulting from the method of vfriifz
igri orrlt zsscs§rpcnt used by tl'lf: U.S., which discriminates against
nported spirits. Some countries impose quotas on imported moti
picture films and television programs. Other examples include o
quirements of. marks of origin on labelling that may involve undrc—
exgel;fe,] the 1mlposition of needlessly restrictive standards of safe:lge
;?1 Ortea lt]h on 1.m1‘)orted goods,ﬁ and restrictions on the contents o)é
ports by specifying the precise references to be used in product
advertising in such a way as to favor domestic goods. proct
e We have already noted that not much can be done to modify
e restrictiveness of particular N'TB’s without changing the under
lying domestic policies at the same time (39). Perhaps sogmc rogr ;
can be made nevertheless by tying the removal or reduction Of I’\Ig[‘]?:S
to multlla}tcral tariff reductions as was done during the Kenn dS
Round with regard to the chemical negotiations. Agreement l'fl ;
also be.sought to standardize and harmonize various restriction _3});
the ultimate end in mind of eliminating them T

Agricultural Products

As far ag trade in agricultui‘al i

. products is concerned, th i
Ewd;nce already that the EEC’s common agricultural poli::y (gf’ﬂ;;
.ash ad an unfavorable effect upon U.S, agricultural exports, espe-
clally temperate zone foodstuffs (40). In view of the syst:zm of

(38) KeiLy, op, cit., pp. 301-7.
mbﬂdi(;g)ofh‘?a:;inm{)p c111;15 l;lecn ma_de.of the other side of the NTB coin to take account of
pubsidics of vario. bssi:il‘n s which ar.trﬁmally encourage internaticnal trade. Among these may
oo ment tmns. Sube ies to.d‘omcsmc preducers or facters of production; maritime subsidies;
pmestc war P N ation subsidies; 1'esear.ch and development subsidies; and special tax bcnaﬁts’
e o o i st-ractibd frem the varicus forms of restrictive business practices which mayl
e & A.Bricf ;Tf] cl;’ of these matters are discussed briefly in Barowmw, “ Nontariff
oy Kano Vey ¥, esp. PP 342-44; see alsc Dosser, op. cit., esp. pp. 233-35.
US. sl C,x Z:,;-taii » PP, gg-100, has estimated an annual loss of $150 to $200 million for
st pe t.fl Ussurmg 155865 as a tesult of EEC policies. ‘Thus amount was equal to
Fh er cont of 8. exports of agricultural products (p. 102). He estimated a loss i
- agricultural exports totalling $a,05¢ million for the period 1g58-70 {pp. 102-9 and 22:2)n
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variable import levies used in implementing the CAP (412{ thz
chances are that U.S. exports will be even more adversely a C(.:ti
in the future. How serious this will be depends upon the. heig ‘t
of domestic farm pricc:suwithin the EEC and how production res-
i ance especlally.
PondgoieFjllderstagding Z}f the direction of possible future develop-
ments may be obtained by examining briefly th§ French pos&tmn
that the world markets for temperate zonc agrlcultura}l pro utcis
should be “organized” in order to af:hxevc higher prlcesi. in d e
markets of the industrial countries, 'w1th‘ the excess supplies that
may be generated by such a policy being diverted on a col_lccgsmnlary
basis to the markets of the LDC’s to acccler_atc economic evelopé
ment (42). It thus appears that the Worlld Grains Agrccrr_le}lft P“Nor ke
out during the Kennedy Round is quite consistent wit lrarillgc ;
views, That is, if prices in the E_EC are set at _suﬂﬁmcni g 1g1
levels, the expansion of French grain output especially cou eas1.d y
exceed total EEC needs. Hence, provision Would have to be m.a::1 e
to export surplus output and the World Grains Agreement proviaes
n outlet.
SuChPiance’s ptoposals for the organization .of markets for temgerat{i
zone foodstuffs can be looked upon essentially, 'thCFl, as a rat1onaé
ization for a highly restrictive CAP. Such a pghcy is bcln(gi; purs;lle
despite the obvious fact that the overseas suppliers can produce t E:}slc
temperate zone products much more cheaply than France orC 12
other countries in the EEC. It is thu.s unfortunate that tl:lC Ad
will most likely ramify the inadequacies of a system of high an:
inflexible farm prices which would cut off cheaper Enports(ideltl-
courage the expansion of higher cost output, and perhaps a 0
the world’s agricultural surplus accumulations (43).

ings of - i in i&id., p. g1 as follows:
1) The workings of the CAP are described in ibid., p ‘
S‘LET)arget prices fir individual products are sct for the marl::; ]j.s a \lehlolc, \;ltth ;ir:;ic
i iatl these prices cannot be undermined by world market cobti
slight deviations, To ensure that pric : ¢ I ket e
i i i ¢ levies is provided, These levies are cak
tions, a system of variable impott y » s,
i : impo: ducts may have over domestic p
mpletely any price advantage that imported pro ; : o
;Ci)nci 'theie lezrdels) are easily adjusted, the EEC market is completely insulated from wor
ice developments ™. o -
e (sz)c S[;me indication of French views on the “ organization " of commcqlt}; nh‘;z:ﬁi
is given in the statcment by V.G. D’Esraing in UN, Proceedings of the U'?ﬁi o
Conjerence on Trade and Depelogmens, Policy Statements, Vol. 11 (New York:
Nations, 1954), pp- 105-98. . o i "
(43) 9’1?11; -rf:)linmﬁnts by Krause, op. ¢, pp. 117-18, are worth noting in t?;f- l:gﬁ?cul-
“The BEC is not the only factor distorting the world market m.cctiarél‘sm o e
tural products, Most agricultural importers and many cxporters —— including
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The World Grains Agreement which contemplates using agri-
cultural surpluses to accelerate economic development is, of course,
nothing really new. Surplus disposal has been an integral part of
the U.S. foreign aid program since the mid-1gs0’s and has to a
limited extent been carried out also under United Nations auspices.
Surplus commodity aid has been important to some LDC’s in
enabling them to restrain inflation, free additional foreign exchange
for use in importing capital goods, and raise consumption and
nutrition standards. Some of these benefits may have been offset,
however, by the depressing effects of surplus disposal upon the
domestic agricultural output in the recipient countries and upon
supplies of the same or related goods produced and exported by
other exporting countries, some of which were themselves under-
developed. Tt is frequently overlooked, morcover, that agricultural

surpluses may be a relativcly inefficient way to transmit economic
aid to the LDC’s (44).

In summary then, the EEC’s common agricultural policy pro-
mises to be a continuing source of conflict insofar as U.S. agricultural
exports to the EEC may be severely restricted in the future. There
may be some consolation to the extent that surplus commodity aid
to the LDC’s will be furnished by the EEC via the World Grains
Agreement, The benefits of such aid to the LDC’s are not altogether
clear, however, and it should be borne in mind that there are other
ways in which aid objectives can be more effectively accomplished.

States — imust share the blame. But in other countries the errors of this policy have been
recognized in part, and in many countries -— most noticeably the United States — policy
changes have been introduced to reduce the degree of market distortion, The fact that such
an important atea as the EEC is moving in the opposite direction is disconcerting, Spokesmen
for the EEC have pointed out that the Community is merely following the path of the
United States in its agticultural policy. While this assertion is undoubtedly true, it is hardly
a justification for repeating all the errors that have marked the U.S. experience ”.

(44) Once produced, surpluses may have ne alternative use. But it does not follow
that the production of future surpluses should be purposefully encouraged as a means of
providing additional aid, Tf one adopts this line of reasoning, would it not be better to
encourage, instead, the production of surplus machinery, vehicles, and other manufaciured
goods which are equally and perhaps more vitally needed for development? Or, to go one
step further, would it not be better siill to make outright financial grants to developing
countries and leave the spending decisions up to them?
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Trade Preferences for LDC Exports

One of the most pressing trade policy iSSU(?S facing the U.S. at?ld
Europe is clearly the formulation of some s'ultablc.respons-e to i Z.
insistence by the LDC’s that measures favoring their exports in th
markets of the developed countrics are long past due. Thelr{' s,rgwui—
ment is that they have received little benefit ﬁrorp the trade liberal-
ization that has been achieved under thp pr.mmplcs of reclpr%i.ty
and MEN treatment which are embodlcc_l n ‘the. GATT. ]c:-,ly
view efforts to achieve gencralized tra@; hbcrah_zat}on, such as t lc1
Kennedy Round, as inherently invollvmg negotiations am%ng nlcd
countries affecting trade primarily of interest to the dgvelope dwior l.
Moreover, it is agreed that in the absence of greatly 111creasdejE evels
of foreign aid, the dependence of developr.nent on increase oreilgf}c
exchange earnings by the 1.DC’s makes it u}‘gcmfly nccgssary {Ff at
action favoring thelr exports be take'nl. This _1mp11es both an chf)rh
to maximize their receipts from traditional primary prqducts, whicl
constitute the bulk of their exports, and also a move to increase thclr;r
production of manufactures for export purposes and for import sub-
Stltu%‘%r;:. a vatiety of reasons ranging fror}n the protcctmmslt agr;
cultural policies of most developed' countries to gcncrally sugg;s
demand, the prospects, with certain exceptions, are not goo£ (fr
rapid and dynamic expansion of primary produgt exportg (fl:.g., 00 tls,
fuels, mineral ores, and agricultural raw materlals),_whm cm$§ y
account for about 85 per cent of LDC export carnings (45) . usci
attention has shifted to the manufacturing sector where it 1s believe
is more promising. ‘
e C;-gtclr(:e(,)khoivever, ifis argugd that the obvious;lyl-dcs.u:‘able developci
ment of manufacturing for export by thf: LDC’s is being frustlrated
by what amounts to discrimination against them by the -dcvef ope
countries in the form of high effective dutu?s. on th_e !{mds ; gro-
ducts they can produce efficiently and special restrictions a éctg;i
their exports epitomized by the Long-Term-Arrangement on .0

{45y H. G. JomwsoN, Beonomic Policies Toaluard Less Dcwl_opel'dd‘ C‘ouinnt:::fl,a ti;;[;-l-
pp. 136-f2, contains a good discussion of the various techniques, 'mf};nmind i
commodity agreements, that have heen used or considered for maxx_t{x;;r ;tén o e ool
LDC carnings from primary products exports. ‘Also, a bala-nccd consl o it -
policies ds interspersed in the testimony of various economists contaity -
Committee, The Future of U.S. Foreign Trade Policy, op. cit., pp» 219705
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Textiles. Thus, the view has been taken, particularly in the United
Nations Conference on Trade and Development (UNCTAD), that
discrimination against the LDC’s should be replaced with discrimi-
nation in their favor,

A consideration of how a system of preferences for LDC ex-
ports would work raises many thorny technical and substantive
problems (46). To begin with, the sclection of products and coun-
trics to be covered by the system would entail difficult decisions.
Some manufactures produced by 1.DC’s, such as cotton textiles, are
already considered “ too competitive ” by many developed countries
and would not be likely prospects for preferential treatment. A
number of countries could be considered either among the most
developed of the LDC’s, or the least developed of the developed
countries. Should they give preferences of receive them, and who
decides? What arrangements should be made to protect domestic
industries in developed countries that are injured by preferential
imports? How long should a preferential systern last in order both
to give sufficient time for infant industries to reach maturity in
LDC’s and to avoid unduly perpetuating inefficient manufacturing?
Should the preferences be terminated by raising the preferential
rates or lowering the MFN ratest What, if anything, should be
done about the great relative differences among LDC’s in their
ability to take advantage of export opportunities presented by pre-
ferences? How should pre-existing preferential arrangements like
that between the EEC and certain associated African countries be
handled? Simply raising some of the questions indicates the com-
plexity of the issues involved.

In the original UNCTAD meeting in Geneva in the spring of
1964, the U.S, flatly opposed, on the grounds of its commitment to
the MFN principle of nondiscrimination, the concerted recommend-
ation of the LDC’s that preferences be granted for their exports (47).

{46} The bhest reference for a straightforward and comprehensive presentation of the
issues is UNCTAD, The Quesifon of the Granting and Extension of Preferences in Favour of
Developing Couniries, TD{BJC.2/AC.1/7 (3r May 15967). Sec also the papers by ], Pwveus,
“ United States Trade with Less Developed Countries *, and . B, Tary, *“Imports of
Manufactures From Less Developed Countries *, contained in Joint Fconomic Committee,
Issues and Objectives of U.S. Foreign Trade Policy, op. cit., pp. 18¢-215 and pp. 216-44, for
a fuller treatment of the subtleties of some of the arguments concerning preferences.

(47) At that meeting the U.8, was isolated in its opposition to virtually all the LDC
proposals. Sece JownsoN, Eeonomic Policies Toward Less Developed Countries, pp. 251-54, for
a list of the voting records of the major developed countries at the first UNCTAD mecting.
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Europe was equivocal on the question of prefcrencels, V’F}tlh %eSE};;
countries abstaining from the vote on that proposal. 1. eE S,
since softened its attitude and agreed, together with theh uropeag
countries, to explore the question of preferences at the sccon
UNCTAD meeting in New Delhi in early 1968. . :

The U.S. insists, however, that any preferential syﬁm for
1.DC’s must be a general one. It is firmly opposed to e{ pr?i i erlatlzﬁ
of special preferential arrangements between particu air e\}fle to}zhc
countries and LDC’s. Moreover, the indications arc ¢ eardt a1 ¢
U.S. views the dismantling of reverse preferences that deve qpet
countries enjoy in the markets of LDC's as a necessary prereélulsl e
to the establishment of a generalized system of preferences (48).

A number of European countries, most notably France, do not
share the aversion to regional preferegtlal arrangements .arid reveﬂljsc;
preferences, and this constitutes a si‘gmﬁcant_area of postsllb.e com. 1cd
in the trade policies of the Atlantic countries. The ¢ a1act{:r _?ind
seriousness of that conflict may well be fufrther defined and clarific
as a result of the second UNCTAD meeting. - . "

Quite aside from the difficult and complex issues assecmted wit
setting up a generalized system of prefferences, thel;;a is ttheﬁric;z
basic question of whether such a systemn 1s the best and mos CLDC’S
method of transferring resources needed for development 1n - n
A preference system most likely would be uneven and 1JJ£1c:ecr1 a1§ ;d
its effect, benefitting some LDC,S.,' gener.ally the more a ‘cfia ice
ones, much more than others, It is 1mp0351b1e‘to be sure in j[atvas.1 ‘
that the preference margins would be suf.ﬁment fto _stlmvéa ; d%c
nificantly exports of manufactures and semi-manu gc}?lres. mfﬁ the
LDC’. Some LDC’s would waste resources establishing 1r1£e <
industries that would be unable to survive the removal of pre ere,rlf:eﬁ.t

In administering the preferences, the developed ‘countrflesi:l mlg ‘
feel compelled to institute a system to handle clalm's1 ob 3;.’1103
from Preferential imports. As the record on cotton textiles ]?C ;o é
the industries that can most efficiently b.e established by LDC's ¢ S
often the most vulnerable to damage 1 the advancedhcountrliei é
There is the danger, thercfore, that preferences might Pprov

v ist i in
the occasion for heightened activity by protectionist interests

i i i veferences
{48) The chief Instances of preferential arrangements, 1lncl|ud}ng }I;Evc];;;cind it 'ch;
are in connection with the association of certain African coumdrles with the

British Commonwealth system.
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the developed countries, a prospect that cannot be viewed with
cqguanimity,

In sum, the case for preferences over multilateral tariff reduc-
tions is by no means clearcut. IF jt were possible to increase aid
levels, that might well be the preferred alternative, Preferences can
be viewed as a second best alternative, therefore, in the sense that
they provide a method for " transferring resources from developed
countries to LDC’s that otherwise might not be transferred at all.

East- West Trade (49)

It will be recalled from Table 1 that Bast-West trade accounted
for only a fraction of one per cent of U.S. exports and imports in
1966, A little under 4 per cent of EEC exports and imports was
accounted for by the Soviet Bloc. The corresponding figure for
EFTA was about 4.5 per cent. It is evident, therefore, that Fast-
West trade is of only marginal importance to the West,

It has been official U.S, policy in most of the postwar period
to keep Fast-West trade to a minimum in order to avoid enhancing
the economic and, therefore, the political and mulitary strength
especially of the Soviet Union, This policy was adhered to by our
allies in Western Europe in the early postwar years and during the
Korean war period. Subsequently, however, as the political climate
between East and West has become warmer and a rapprochement
of sorts achieved among the major powers, there was a marked
increase in interest in expanding trade between Western Europe and
the Soviet Bloc, This was much less true, however, as far as the U.S,
and the Soviet Union were concerned, Thus, the U.S. continued
to maintain its highly restrictive laws and regulations governing
East-West trade, and it was not until 1966 that an effort was made
to introduce more permissive legislation in this regard. This legis-
lative program has been stalled, however, in view of the Vietnam
conflict.

In spite of this, some progress is indicated by the participation
of Czechoslovakia and Poland in the Kennedy Round talks, and in
the accession of Poland to the GATT in September 1g67. The Polish

(49) For a review of many of these issues, see K. R. Hawsen, “ East-West Trade:

Dilemma or Delusion? * in Joint Economic Committee, Issues and Objectives of U.S. Foreign
Trade Policy, ap. cit.
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accession may weil become the prototype for other Eastern Eurqﬁein
countries desiring to expand their trade with the West. IL_ Wll :1
interesting therefore to sce how these arrangements arc transiate

. e |

e ’lEIrlst‘:Ct;;fcst Furopeans are apparently much'more. cognizant _of
and ready to develop further trade opportumtlcs'Wlth the Sovllltl?t
Union and the countries in Hastern Europe t:ha'n is the US, T 3
difference in trade policy has causcd'so.me _:Er1ct10n in the past ar}]l
may constitute a further source of friction in the future, This wil
he the case especially the more the West Europeans ta:ke exception
to U.S. policy in Asia and the more they ft.zcl it is in their own
interests to seek closer relations with the Soviet Bloc. _

1 we were to assume a scttlement of the Vietnam conflict and
restoration of more harmonious relations chwceg the _U.S. a{_nd
U.S.S8.R., the question arises as to the directions in Whlcf‘l po icy
should move with respect to East-West 'trade. If the SOVlf.:t Bloc
countries decided to expand further their trade contacts w1t.h the
West and to permit additional Western firms to und'ertakc invest-
ment activities similar to those initiatcc} by FIAT in the S?;[‘V}ift
Union, East-West trade could very well increase significantly. 1(s1
would be all the more likely particularly if the We§t were to exten
cquipment credits and other forms of export financing to Bloc coulrjl—
tries. There are, of coutsc, many problems Fhat Woul-c_l have. to be
resolved if trade was expanded, particularly in connection w_lth thfi
state trading and planning control aspects of the Bloc countries an
the marketing of Bloc goods 10 the'Wcst. Progress on these }SS:UC?
will depend fundamentally on the willingness at the highest politica
levels to seek cooperation and closer econonlic relations, It may .not‘
be too soon, therefore, to begin cxtendlng the grounc.lwo;rk in terms
of the adaptations that will be necessary in trade policy in the West
as a whole.

V.

Having reviewed in the two preceding sections the accomplish-
ments and unresolved problems of the Kennedy Round, the qli‘llf!S'
tion arises as to where we go next as far as trade apd tariff policy
is concerned. There are a number of possiblc. p_ohcy alt_crnati‘ves,
but before discussing them there are two overr}dmg cons1dcrat1oiz
which deserve mention. The first has to do with the fact that t
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1967 Kennedy Round tariff reductions are to be spread over a five-
year period. What this raises is the question of the appropriate and
politically most feasible timing of any new initiative in trade libe-
ralization. The sccond consideration inveolves whether or not the
split in Europe between the EEC and EFTA will be maintained in
the future. Related to this is the question of the desirability of
another round of multilateral negotiations under GATT.

Keeping the foregoing considerations in mind, the main avail-
able policy alternatives appear to be the following: 1) another round
of multilateral negotiations under GATT, with the same or an
expanded EEC membership, and broad negotiating authority which
should include the possibility for across-theboard, staged tariff
reductions and sectoral free trade; 2) a North Atlantic Free Trade
Arca (NAFTA) including the EEC; and 3) a NAFTA without the
EEC (50). 'The idea of a NAFTA has attracted attention in recent
years as doubts have grown about whether the GATT alternative
is the best means of obtaining further trade liberalization. The
third alternative of a NAFTA without the EEC came to the fore
carly in the Kennedy Round when the hardline EEC position
threatened to disrupt the negotiations. In view of the unfavorable
outlook for carly British entry into the EEC, this alternative con-
tinues to be very widely discussed. It thus deserves separate
comment,

In our judgment, there are formidable difficulties which stand
in the way of creating a NAFTA without participation of the EEC.
It will be recalled from Table 1 that trade between the EEC and
EFTA is much more important than their trade with other re-
gions (51). It makes much more sense, therefore, to attempt to
bridge the gap between EEC and EFTA than to expend a great
deal of effort to form a NAFTA without the EEC. This would
appear all the more true in light of the fact that the tariff effects

(50) B. Barassa and Associates, Studies in Trade Liberalization, op. cif., contains a
series of valuable studies of the many intricate political and cconomic factors involved in the
various approaches to trade liberalization from the standpoints of the U.8., UXK., EEC,
Canada, Scandinavia, and Japan. Sce also MaxwrLn Stamp Associates, The Free Trade drea
Opiion: Opportunity for Britain (London: The Atantic Trade Study, 1g67); and T. Gricen
and 8. Lea, “ The Free Trade Area Concept as Applied to the United States”, in Joint
Economic Committee, Issues and Objectives of U.S, Foreign Trade Policy, op. cit,

(51} Thus, in 1966, EFTA accounted for 19.0 per cent of EEC exports and supplied
13.5 per cent of EEC imports, Correspondingty, the BEC accounted for 25.3 per cent of
EFTA exports and supplied 31.0 per cent of EFTA imports,
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of EEC and EFTA have been to divert a significant amount of
trade to within each of the two blocs that would otherwise have
occurred between them (52). It will be further recalled from Table 1
that the U.S. trades more with Canada and Japan (included in
Other Industrial Areas) than with either the EEC or EFTA. These
might be an cven greater potential, therefore, for a Canadian-
American free-trade arca and some arrangement with Japan than
for 2 NAFTA (53). Another consideration in questioning the effi-
cacy of a NAFTA concerns the LDC’s. They would hardly be in
a position to assume the obligations of a frectrade arca, although
they might well be given nonreciprocal or even prcfercntial access
to NAFTA for their exports of manufactures. There is an imme-
diate problem, however, for it would be necessary to distinguish
between the LDC’s with and without ties to the EEC.

Tt is particularly difficult from the U.S. standpoint to determine
whether it would be most desirable Po-l.it-ically to support efforts to
anite the EEC and EFTA or alternatively to seek to maintain their
separation, The worrisome aspects of an expanded EEC concern
the powerful challenge and counterbalances to U.S. economic and

olitical interests that might ensue. It would be especially undesir-
able, for example, if an expanded EEC were to move in an illiberal
direction economically and extend preferential arrangements to
particular LDC’s that would further fragment the developing world.
On the other hand, it can be argued that an expanded EEC which
included the UK. and the Scandinavian countries would be more
conducive to represcnting U.S. views and interests in Furope and
would strengthen the position of those present EEC members that
are concerned about Franco-German domination of the EEC. More-
over, an expanded EEC might be considered a stabilizing force n
Europe.
It is conceivable that an organization such as NAFTA could
bring pressures of a liberalizing sort to bear upon the present EEC
member countries. But there is a danger as well of creating antag-

(52) Kaause, op. cit., P 72 has cstimated the loss of trade in manufactured products
due to trade diversion as the result of the formation of the EEC and ERTA to be $1,145
million in 1948 prices. The loss in trade by the EEC due 1o BFTA was estimated at $279
million and by EFTA <due to the EEC, $378 million. Thus, half of the total estimated
amount of trade diversion in manufactured goods oecurred in the blocs vis-3-vis one another.

{53) This assumes, of course, that Canada could overcome its fears of U.S5. economic
domination, and that Japan would agres to reduce its protection of domestic manufacturing
and alter its 1rading relationships especially with the LDC’s in Asja.
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([)]nésms (;mthm Europe and of worsening relations between the
s zﬁ) th_e EEC. On balance, it strikes us that the pursuic of
rade liberalization via the NAFTA alternative excluding the EEC
ci)uld very well prove to be divisive to the world economy. This
E te;natlvl;f }}as merit “prlmarily as a contingency plan which might
azd rought into play if t}.lc EEC balks at further trade liberalization
a is intransigent in rejecting the membership applications of the
K. and the other EFTA. countries, If that happened, then some
type of broar‘i free or preferential trade grouping outsidc,of the ‘EEC
mlgi}t conceivably be the only viable way to gain the benefits of
f:on.tmued trade liberalization for those nations willing to enga
in it (.5_4). At this point in time, however, it is our view thatgtl%z
possibilities of progress along traditional lines have clearly not been
exh.austfsd. One cannot be certain, moreover, that thg NAFTA.
alternative excluding the EEC would lead to more trade creation
than.trade diversion, There is much to be said accordingly for
keeping alternatives such as NAFTA excluding the EEC goz the

VI

Having expressed our view in favor of a new initiative
under GATT, it must be recognized that since the implementation
of the Kennedy Round has scarcely begun, sentiment may be stron
for.m‘arkmg time for a while before a new initiative is undertakeng
This is understandable particularly since the Kennedy Round rove(i
to be 50 arduous, There is a serious danger of rc:trogressionP how-
ever, insofar as the forces of protectionism might become st’ronger

.(54) In such an event, the GATT rules would have to bhe modified to allow for trad
lg:,:;lﬁnij.e?;tﬁﬂ:f Et:ondltlci:inal MPN treatment. That is, GATT regulations presently do imet
mit pref al frec trade groupings that are not aimed at complete internal free

This implies that conditionai MFN, which means the grantn P wade. soncess -
zﬁﬁzﬂ :.:f}Il‘l;ng (;0 rcs:ipl'ocate }n:-t not to others, is prohibirci. In En Zitigidii ;obi:m;j::::smg;
rcgu-laﬁ:)ns beem0 ;ﬁ-’, ;;tGATT , Fel:‘;ruary 16, 1963, p. 617, it was proposed that GATT
reguiations he modii 0 approve regiqnal preferences under three conditions: (1) preferences
3 y tariff reductions within the gronp, not by increases for outsiders; (2) tariff

reductions must apply uniformi
y to all products of g oy
nwust be offered to any outsiders prepared J&t)cn compl;- membets; and (3) comparable facilitics
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to fill whatever vacuum is created by inaction or hesitation in draft-
ing new legislation (55). ‘ o |
o If a segenth round of GATT multilateral negotiations 1s to be
held in the near future, the question. is how far the t%ﬂﬁhcu‘iz %n
industrial lproducts should go and to what fcxtenéhizt]i%n; sosudimi
1biect iati he purpose of am _
subjected to negotiation for the pur] . T gt the
i ltogether their trade-restricting cficcts. By T , the
%?glgw?ll OEZVE completely removed all tariffs affecting .mtra—;;)m
m:mity trade and solidified their common external tariff (fC h’Izr
Whether or not they can be pcrsuaded to cut the CXT any urtthc
then becomes the main issuc. It is £aiﬁ toE Esg thattfllp to’frlll(;WEEC
X ' inding together, T
CXT has served as a force binding the - b
iti in the CXT, therefore, as weakening
may look upon additional cuts in o, o s
untrv ties. 1€, however, attcmpts cou '
?:eeém(t)tie: (ihanythc CXT which would promote thf: ‘cc')heswencss.l of
the EEC, the effect could be to enhance the Po-ss1b111ty of furt. her
multilate;al wade liberalization (56). What this would mean ine-

izati ic polic
vitably is closer harmonization of other forms of economic polcy,

particularly monetary and fiscal policy, and the furtherance of com-

in ar i de
mon cfforts in areas besides trade. . o
1f the EEC is receptive to this line of thinking, what form then

iati i lternatives, the one
might the negotiations take? Of the various 2 ,

i ' is a series of staged tariff reduc-
which to us 1s most commendable g il roone

i i le. This is ¢
(i following some rearranged timetab : .
L\;?lﬁih (\)zvaos em%loyed fcﬁ' manufactured products in the forma‘(tllon of
both the EEC and EFTA. In comparison With. the long and drawn-
out negotiations of the Kennedy Round thl(ﬁ% gcrc dbai;%dep?I;

| . - \ an

the principle of reciprocity, the success O ' ,
r;;ufing tlzlriffs has been remarkable, As far as the U.S, 1s con

; i i , cit., P. 132
(55) As Bavasss, Trade Liberalization Aong Industrial Countries, op. cit., P. 133

! ‘F [: r lack ok 4 better CX])l‘eSS on, Wwe inay s eak ()i ar ‘insta bl‘l‘l[y effect accor iﬂg
‘ . 3 i
) & I 3 }' P 2

i i ition of stable equilibrium
to which economic and political relationships are bardly cver in a pos;;m oE‘ ;t o :l{) i
bot have the tendency to Inove in onc direction ar the other. us, 1 ; e the
u fon .
sures ior the liberalization of trade, protectionist counterpressures may gain
pres
‘ ; oy i Trade
United States as well as abroad ™. ‘ ' o the T
The spate of protectionist bills introduced in Congress since expiralio!
i in mi to bear out this view. o
e e s oo Seiim' W. Dmoin, Jr., * Future Negouating Issues ar_lgd
imi iew i in W. Dz , T, ting i
A similar view 13 expresse ' . g T s,
Poli '5(56121 Foreign Trade”, in joint Bconomic Committee, Issues and Obj
clicies ;

Foreign Trade Policy, op. cit., p. 16,
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cerned, there is some precedent for favoring general tariff reduc-
tions, which is to be found in the dominant-supplier ” authority
in the Trade Expansion Act of 1g962. This authority proved to be
premature from the EEC standpoint and at the time was based upon
an incorrect premise concerning the entry of the UK. into the EEC.

But conditions have changed, and it is possible that such authority
could now be put to good use,

What we are suggesting, therefore, is a move under GATT
auspices to freer trade and perhaps ultimately to free trade in indus-
trial products, In light of the experiences of EEC and EFTA, the
tarift cuts might be staged over a period of 1020 years and no
cxceptions permitted. There is no reason why a similar plan for
liberalization could not be applied to a number of NTB’s, although
admittedly this would be difficult because of the domestic policy
changes entailed. In any event, problems of removing NTB’s would
be greatly simplified within a general framework of trade liberal-
ization as compared with attacking the N'TB’s one by one.

In order to be certain that the effects of trade liberalization
were not undone, agreement would have to be reached on acceptable
policies to deal with import displacement. The most desirable policy
here is one in which firms and workers affected unfavorably by
imports would be eligible to receive special adjustment assistance (57).
This would be preferable to an escape-clause system in which foreign
producers were faced with the uncertainty of whether a tariff con-
cession would be withdrawn in the event that displacement occurred,

A further attractive feature of staged tariff reductions on indus-
trial products is the possibility of coordinating them with a system
of general preferences for LDC manufactured-goods exports, Thus,
for example, the LDC’s might be granted complete or partial pre-
ference on their exports to the industrialized countries to take effect
immediately. These preferences would then be reduced over time
as the staged tariff cuts were made, and they would expire as of

(57) As mentioned carlier, the Trade Expansion Act (TEA) contained a provision for
adjustiment assistance. Unfortunately, the language of the provision was so strict as to
render it virtually useless, Adjustment assistance is also provided for in the Canadian-
f’xmcrican Automobile Pact. The experience to date under the Pact has been very favorable
in contrast to the TEA since the criterla for labor displacement have been more broadly and

liberally interpreted. It is to be hoped thar new trade legislation will have liberal adjustment
assistance provisions,
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the date of the final cuts (38)- While there is no way of foretclling
how the LDC’s would respoad to preferences, surely a period of
1o-20 years would be Jong cnough to expect something to happen.
If in fact the responses were limited to only a few countries or were
not significant in general, it would indicate that the case for pre-
ferences had been exaggerated. Preferences aside, the LDC’s might
in any event benefit considerably from general tariff reductions by
being assured access to the markets of the industrial countries. This
is something which the LDC’s have not been able to count on to
date, as we have witnessed in the case of cotton textiles.

The preceding discussion has been prcdicatcd on the assump-
tions that the EEC would agree to reductions in its CXT and to
a gencralized system of tariff preferences vis-a-vis the LDC’s. These
are large assumptions in view of the role that the CXT has played
to date in solidifying FEC ties and the French conception in par-
ticular of EEC relations with the associated African countrics, If
it turns out that the EEC is not receptive to additional tariff reduc-
tions and generalizcd preferences, Alternatives such as NAFTA
might then be considered more seriously. But for the time being
at least, our predilection is to work through cxisting institutions
and try in the process €0 make these institutions more liberal in
outlook and behavior.

Our remarks to this point have related to the timing and form
of a new initiative for liberalizing international trade in industrial

roducts and at the same time fostering exports and growth in the
1.DC’s. While much of our discussion is relevant also for agricultural
products, trade liberalization will obviously be much more difficult
to achieve here. Yet given the importance of U.S. exports cspecially
of temperate-zone foodstuffs, it is certainly in this country’s interest
to seck expanding markets in Europe, particularly in the EEC. The
EEC members are after all not indifferent to what it costs £o obtain
their food requirements. And as these countries continue to grow,
their agricultuml sectors will decline in relative importance. Pres-
sures may develop therefore within the EEC to ohtain agricultural
products more cheaply through imports, and it may become easier

(5B) Preferences for LIDC exports need not be delayed untit new tariff-reduction authority
is obtained. A start could be made by providing advance implementation of Kennedy Round
reductions on products of interest to the 1.DC's. "'his has been suggested by Ambassador
W. M. Rorw, U.S. Special Trade Rapresentative for Trade Negotiations, in a statement, “ The
Future Work of GATT *, reprinted in the Department of State Budletin, January 1, 1968, p- 13-
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to effect cha i ' -
declines Tﬁgfé llrsl E);hcy as the importance of the agricultural sector
. 10 guar L
which means that th % antee, of course, that this will happen
adopt a more lib .t e '.S. should continue to press the EEC t(;
Finall re _lhelal policy towards agricultural imports
policy 1 Sjt(iuwn rc_gard to East-West trade, it is evident that U.S
po.licg s Wesgestr:%ned by outmoded political considerations while
dcncies'fo ern Europe is mgch. more closely attuned to the téna
e E1r greater economic liberalistn in the Soviet Uniéfl and
doubt mak]m‘)pe' ‘Thc settlement of the Vietnam conflict will no
oot ma 1:: it easier to effect a change in U.S. policy. It is difﬁcﬁlt
bﬁci';lus cg o e markf:t Eotentlal.in the Soviet Bloc for Western goods
i sT%otcnt'lal is essentially politically determined via ccgntral
countrie% o etrc:1 1sl reasoln to believe, however, that if the Bloc
nted themselves more t d
West i 1 owards the West and if
crodi lgntalﬁ‘r%nwaslwﬂhng tlo extend medium- and long-term expto}ﬁ
cing, there might be ntial ,
trade (59). 5 g a substantial increase in East-West
In i . .
" tmdccir;céusmpé tl1e1_e is ev1d.cntly much that remains to be done
atestion tarit POI}CY- Whllc there are a number of particular
%Vest | sEconcermng industrial products on which the U.S. and
ster nowi S,
conccrtgd uéope may Not sce eye to eye, there are none which with
Coeerted. 1j:tuomt xgou]d_ fail to yield to some form of resolution in
re, Questions concerning trade i i
are - g e in agricultural product:
is th‘;ilft(ﬁtunately another matter. What is impgortant in :fn 21;;;
o leaste Itrill(_)mer%;um‘ for trade liberalization be sustained. j{t the
y , this will serve to contain protectionist influences 111&
s < )

more positively, to confer signi i
! significant he i iali
countries and the LDC’s alik%e. gains upon the industrialized
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(59) Ha ;
thWeer?gghe l]; SSEN;I'IO;;'SZ,\Z;'EPI.B];?O’ ]“1‘; Sbugge‘;‘:ttd that a level of wrade of §1 billion annually
H [ ) cou i i ' . L
in facilitating the necessary policies. e echieved if both regions were seriously interested




