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PREFACE

Fconomic development in the developing nations, at the rate and
extent in which it is undertaken to-day, is clearly a post-war
phenomenon, It is also a post-war phenomenon that international econo-

ns do express their desire and willingness to assist

(@]

political orpganizati
economic develonment in the developing nations,

The purpose of this study is to find out to what extent the
General Agreement on Tariffs and Trade, on international organization,
has contributed towards economic development of the developing nations
since its creation. We do this by f£ollowing the policy changes that
have occurred in the GATT between 1948-67; and then we attempt to
evaluate the effects of these policy changes, on the developing nations'
economic advancements

In chapter I we attempt to give What the developing nations’ view
are on some of the problems in international trade relating to the
economic relationship between the developed and the develoning nations.

We examine the original text of the general Agreement in Chapter II
to see what the Agrgemcpt had to offer in 1948 to encourage economic
development. In Chapter IIT we follow the changes in GATT's policy
during the period 1948-67, We attempt to evaluate GATT's contribution in

Chapter IV,
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In the conclusion we endeavour to discuss the reasons why
developed nations, especially the United States, do aid developing
nations through international organizations. The emphasis in this
conclusion is on U.S. help to the developing nations through the
GATT. This emphasis is an obvious recognition of U.S. position
and power in the world today.

In many parts of this thesis we have had to discipline our-
selves to keep close to our objectives. This is because this study
is only a small part of a wider and complex study and the danger of
talking about matters which are not directly pertinent to our objectives

was very great.
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CHAPTER I

Introduction:

In this chaptér we shall attempt to discuss the economic problems
of the deveioping nations in international trade, as the developing nations
see them. Our main concern here would be to attempt to discuss the
problems of international trade caused by the interaction between the
developed and the developing economies of the world economy. We shall
do this in such a way as would enable us to present the trading policies
of the developing nations. This bias is a necessary step because we shall,
in the subsequent chapters, endeavour to see how far the General Agreement
on Tariffs and Trade (GATT), as an international organization has helped '
the developing nations in making these policies effective.

We shall dwell at length on the proceedings of the United Nations
Conference on Trade and Dévelopment of March-June 1964 (UNCTADI) because
it was the first international conference, since the comé;z;;;ﬁ of the
lHavana Charter, that the United Nations convened purposely to deal with
the problems of international trade as they relafé to economic develop-
ment.

| The UNCTADI was attended by one hundred and twenty-two countriesl
of wich about ninety were developing countries. The countries, that
attended, did so in their political capacities; but a large part of the
materials studied were supplied by experts in the various fields of

international trade and finance. The basic document for the UNCTADI

1. Some of the countries who attended the UNCTADI were not members
of the United Nations. e.g. West Germany
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was prepared by the Secretary-General of the UNCTADI, Raul Prebisch, under
the title "Towards a New Trade Policy for Development'. ThQVUNCTADI was
not intended to be a confrontation between the developed and the develo-
ping nations; but it turned out to be so. The different vicws of the
developed and the developing nations as to what were the best ways to

help solve the problems of economic development was apnarent all the

way through the proceedings. The developing nations were on the offensive
pushing the unorthodox views on issues while the developed nations appeared
to be defending the established and'existing rules in matters of trade.

The immediate relevance of the UNCTADI to our present work is
that it provides us with what could be called the views of the developing
nations on the problems relating trade and economic development. It was
at UNCTADI that the views of the developing nations, for the first time,
took on an identifiable and articulate form.

At this point, the warning is in order that the various provisions,
principle and resolutions, adopted by the UNCTADI by majority voting should
not be considered as binding on the nations that attended this conference.
The provisionsyprinciples and the resolutions were meant to guide the
nations who attended the conference in their trading policies. It is note-
worthy that the United States and many of the developed nations voted
against some of the most important matters discussed at the conference.

The disappointment which surrounded the conference sprang from the fact
that many of the nations that had the ability to make the deliberations

of conference profitable dissented or abstained on many of the key issues.?

2. The United States, for example, voted against, nine of the fifteen
general principlesyabstained in two and voted for four.



It is necessary that, before we plunge into the detailed
discussion of the problems we examine the basic distinction between

the developed and the developing economics.
Sectorial Division and Characteristics:

The non-socialist economies in the world today are commonly

4+ I APAATAMAF | P 2=
referred t :

o as world cconomy and this ‘'world economy' has bheen
divided into two broad sectors, namely the developed and the developing
cconomies. The usual definitions of these sectors are based upon the

income per capita levels. The countries which have Gross National

Product per capita of one thousand dollars more per annum3 are considered

developed or well on the way to the developed status and those which have
less than this amount per annum are considered developing countries. By
this measure of the one hundred and forty-five non-socialist countries
listed in the "World Bank Atlas”,4 only twenty-three countries are deve-
loped and the other one hundred and twenty-two countries are developing
countries.

This way of dividing the world economy into two distinct units is
arbitrary; at times, it is inadequate and in some cases even misleading.
For example, Kuwait which is listed as having the highest GNP per capita
of three thousand, two hundred and seventy dollars, per annum, is not
comparable to the United States when we come to consider the structure of
their respective economies, the products the two countries produce for

exports and thosethey/import, and the levels of technology generally used

3. See Dowd, Douglas (ed.), America's Role in the World Economy,
Boston: D.C. Heath and Company, 1966, p. 109.

4. World Bank, "Gross National Product Per Capita (U.S. Dollars)"
World Bank Atlas, 1967 edition. '




in both countries. lHowever, the distinction betwecen the two sectors
becomes useful when we consider other characteristics of the sectors.
Thg.geveloping nations produce predominantly primary materials for export
to the\developed countries, and import largely manufactured and semi-
manufactured goods, from the developed countries. While the developéaW
economies are very diversified, the developing economies tend to he
monocultural, that is, the developing economies tend to rely on one crop
to produce between fifty and ninety per cent of their national income.

With the notable excention of a few such as India, Indonesia and
Brazil, most of the developing nations have small populations. According
to the figures in the World Bank nublication, cited abovc,5 about more
than half of the developing nations have populations of less than five
million and about a quarter of them have populations of less than a
million.

The ngmiquycloping' projects the efforts of these countries to

1ift themsel?es from traditional societies, aescribed bYRWIWfWESW§t°w as
a society ”w%ése structure is developed within limited production function,
based on pre-Newtonian science and technology and on pre-Newtonian atti-
tudes towards the physical world”6 into what he calls the take-off stage.

Rostow describes the.latter stage as the interval when the old blocks and

assistances to study growth are overcome and forces making for economic

5. World Bank, op. cit.

6. Rostow, W.W. The Stages of Economic Growth,
(New York: Cambridge University Press, 1960), p. 4.




progress set in and compound interest becomes built into the institutional
structure of the society.

By Rowstow's analysis of economic development, one can say that
most of the developing nations are in the stage which he calls the second
stage of growth. He describes this stage as the period of transition
during which the pre-conditions are developed.7

This categorical term ‘developing countries' is rather too broad;
since it covers countries in different stages of the developmental scale.
For example, Argentina Brazil, India and the United Arab Republic are well
on their ways to the take-off stage; while others like New Guinea and
Malawi are far away from this stage. It seems the only justification for
the use of this term is that the broad group of countries it covers in

Latin America, Africa and Asia have some problem common to them all.

The Role of Trade and the Goal of Economic Development:

The economic development of the developing countries is a problem
which it is widely agreed today, needs a two pronged attack, namely attacks
on the domestic and international fronts. On the international front,
which is our main'concern in this thesis, a key role is being more and
more attributed to trade in the development process. Whether, in fact,
an increase in trade - especially an increase in exports of the developing
countries - does contribute to the achievement of the goals of development,

is not our concern here. The arguments dealing with this matter have been

pursued elsewhere by people8 better qualified to deal with them. It is not

7. 1Ibid., p. 6.

8. This matter has been well treated by international economists
such as G. llabeler, H.W. Singer, Gunnar Myrdal, Raul Prebisch, R. Nurkse
and J. Viner. '
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for us, here, to question the logic underlying the policies which the
developing nation have come to hold collectively in persuing their trade
rclations with the developed nations; even though perhaps a lot is there
to argue with.

E;cry policy has a goal, which the policy is only a means to its
achievement. The goal of the developing nations is simply to develop;
and by develop they mean, in the shortest possible time, to raise their
present Gross National Product per capita levels, which they consider
'low;to higher levels through economic growth. The goal of economic
development in the developing nations, therefore, is rapid economic
development. Thg developing nations' preoccupation with policies to
expand trade is only important in so far as, they believe, it is conducive
to that goal.

Since the World War II, the developing nations have been trying to
get the developed nations to recognize that the problems of economic
development were special problems, which in the context of the twentieth
century pattern of trade, needed attention and measures other than those
universally prescribed to regulate international trade. Their complaints
were voiced in the United Nations, its specialized agencies and in the
GATT.

A response to this persistent pressure led in 1962 to the United
Nations and its specialized agencies pledging themselves to mobilize their
experiences and to co-ordinate their efforts in a sustained attack upon
disease, hunger, ingorance and poverty and to lay the foundations in all
developing countries for a more modern and productive economy. This

effort is what is known as the "United Nations Development Decade', whose



target was raising the developing nations' average rate of cconomic
growth from its 1950's 4.5‘769 p.a. to a minimum rate of 5% p.a. by 1970.
Even though this target of 5% has already come to be regarded by the
developing nations as too low, it has come to be considered in growth
terms as the goal of economic development in the developing nations.

According to the basic documen%O for the UNCTADI written for
the conference by its Secretary-General, Raul Prebisch, the implication
of the 5% minimum growth target is that first, if incomes for the
developing nations are to increase at this rate, their imports must
increase at a rate much more than 6%. This is because '"'any acceleration
in the rate of growth requires additional investment; and the import
content of this investment is normally higher than that of income as a
whole”.11 Another implication of the 5% growth target is that exports
of the developing countries would also have to rise at the rate of 6%
per annum, in order to maintain balance-of-payment equilibrium. This
document estimates that at existing rates of.growth there is a widening
gap in the balanée-of-payments of the developing countries and that at
higher growth rate consistent with the objectives of rapid development,
the gap would be even greater.

From the standpoint of the developing nations, the most distinctive
phenomenon of economic development is the phenomenon of the persistent

tendency towards external imbalance associated with the development process.

9. United Nations, U.N. Yearbook of National Statistics, 1965,
Table 8B, p. 488,

10. Prebisch, Raul, "Towards a New Trade Policy for Development',
United Nation Conference on Trade and Development, Vol II, (New York:
U.N., 1964), pp. 5-64.

11. 1Ibid., p. 5.




The developing nations, therefore, are most concerned with factors in their
trade relations with the developed nations which go to influence this pheno-
menon. We shall now take the major factors which have influence on this

phenomenon and attempt to give the developing nations® view on them.
The Factor of Terms of Trade:

The developing nations hold that the trend in the terms of trade
has been against them for a long time because the relative changes in
primary and manufactured commodity‘prices are against primary commodities.
Despite strong representation12 to the effect that the deterioration in
terms of trade is'not as bad as the developing -countries think, they insist
that the "The foreign earnings of the developing countries have suffered

severely from the deterioration in terms of trade”.l3

The developing
countries believe that unless these countries succeed in obtaining additional
resources, they will be unable to achieve the reasonable rates of growth set
as a target in their plans. The developing nations also hold very strongly
that "From a pragmatic point of view, this means recognizing that countries
experiencing a deterioration in the terms of trade have a prima facie claim

upon additional internation resources - resources over and above those which

1
they would have received in the normal course of events'.

12. "To convey an idea of the absolute magnitude of the 'burden or
'loss' involved, let me mention that the U.N. report (United Nations, World
Economic Survey, 1962, Part I, Developing Countries in World Trade), computes
that ""had the terms of trade of the less developed countries been stablilized
at their 1950 level, the aggregate purchasing power of their exports in terms
of imports in 1960 would have been greater to the extent of $2.3 billion'.
This is not a negligible sum, but compared with the national income of the
less developed areas of the world or its annual increase, it is quite small''.
G. Habeler, '"Integration and Growth of World Economy in Historical
Perspective'", The American Economic Review, Vol. LIV, March 1964, pp. 17-18.

13. Prebisch, Raul, op. cit., p. 12.

14. 1Ibid.




According to a computation based on figures supplied by the United
Nations Statistical Office, between 1950-61, the terms of trade of primary
commodities fell by 26% in relation to those bf manufactures, mainly owing
to the rise in the price of the latter. It should be noted, however, that
the magnitude of the deterioation was less for some developing countries
than this figure indicates, betause those countries also imnoft primary
commodities and export manufactures, even if on aismall scale in the
latter case. From the overall standpoint, even if these circumstances
are taken into account;the‘dcterioration in the terms of trade betwecn
developing and developed countries over the period in question was 17%.

In order to illustrate the significance of this factor, the
developing countries compare the effects of the movement in the terms of
trade with the net allocation of international finance to the developing
countries. According to U.N. statistics used by Paul Prebisch in his
document, net flow of all types of finance, including loans, investment
and grants-in-aid from 1950 to 1961 '"amounted to $47, 400 million. This
figure drops to $26,500 million, if remittances of interest and profit
for the same period are deducted. The fall in the purchasing power of
total exports for the developing countries due to the deterioration in
the terms of trade has been estimated at almost $13,100 million, which
means that after the cost of servicing is deducted, approximately half
of the benefit of this flow was nullified by adverse effect of the

deterioration in terms of trade.
The Factor of Commodity Export:

The developing countries believe that while primary commodity
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exports are, with a few exceptions (petroleum), expanding relatively
slowly, demand for imports of manufactured goods is tending to grow rapidly
at a pace that increases with the rate of development. They belicve
strongly that the resulting imbalance creates a serious external bottle-
neck which makes development difficult. They assert that the imbalance
must be rectified if development is to be accelerated in conditions of
dynamic equilibrium; since the accelerated economic development of
developing countries depend largely on substantial increases in their

share in world trade.15

TABLE 1

World Production and Exports of Primary Commodity and Manufactures, 1960.

Volume Index  Average Annual

(1928 = 100) Percentage
Increase

Production
Total 236 2.7
Manufacturing 293 3.4
Primary , 170 1,7
Primary,excluding Petroleum 159 1.4
Export
Total 190 2.0
Manufactures 260 3.1
Primary Commodity 158 1.4
Primary Commodity, excluding Petroleum 137 1.0
Source

Bureau of General Economic Research and Policies of the U.N. Secretariat.
(Taken form UNCTADI, Vol. II, page 12).

As the above table illustrates, between 1928 and 1960 production

of manufactures grew at 3.4% per annum, while that of primary products

15. United Nations, "Final Act and Report', United Nations
Conference on Trade and Development, 1964, Vol. I, Section I, paragraph 3,
p. 3.
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including petroleum grew only 1.7%, and without petroleum grew at 1.4%
per annum. On the export side manufactures increased by 3.1% per annum,
on the average in the stated period, while primary products increased by
1.4% and excluding petroleum by only 1.0%. This decline in the exports
of primary commodities is attributed to two types of factors. 'TFirst
there were spontaneous economic factors which led to a slackening in
relative demands for primary commodities and secondly, there were factors

- . g = . " 1
deriving from protectionist policies of the industrial centre".

The World Trade Share Factor:

TABLE 2

World Export: 1955-1965. (Value in Million U.S. Dollars).

1955 1957 | 1959 1961 1963 1965
Total World
Exports 81,610 | 97,080 97,130 | 112,570 |129, 860 132,040
Developed
Nations' Exports 58,750 72, 710 72,630 86,700 99,540 98,240
Developuy
Nations' Exports 22,860 24,370 24,500 25,870 30,320 33,800
Source

United Nations, Yearbook of International Trade Statistics, 1965).

World trade has expanded substantially in recent years. Since 1955
the value of world exports has nearly doubled. However, the countries
did not share proportionately in this expansion of international trade.

- While exports of developing nations, as Table 2 shows, rose from $ 22,860

16. Raul Prebisch, op. cit., p. 12.
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million in 1955 to $33,800 million in 1965. This was a rise
of about 48%. Howecver, the expansion of exports from thesc countriecs
proceeded at an appreciably lower rate compared to the ratc of expansion
of the developed nations'. The developed nations’ expansion, as Table IT
shows, was from $58,750 million in 1955 to $98.240 nillion in 1965. This
gives the developed nation an increase of nearly 70% within the same
period compared to the 48% increase of the developing nations.

As a result of this slow rate of expansion in the developing
nations’ exports, the developing nations share of world export declined

steadily from about one-third in 1955 to about one-fifth in 1965.

Between 1950-1962 the total exports of the developed countries to
the developing countries increased by 98%, rising from $10,650 million to
$21,600 million. This contrasts with the exports of the developing countries
to the developed countries, which increased only by about 56%, rising from
$13,220 million to $20,660 million.

The relative goqd showing of the world primary commodity exports
during 1950-61 where they grew at 4.6% per annum is explained by this
basic document on Page 13 that '"the large industrial countries - usually
on the basis of Subgidies - and the few petroleum-exporting countries -
accounted for the marked increase in primary exports.”17 This document
shows that the industrial countries enlareced their share of the world
exports of primary commodities from 47% in 1950 to 55% in 1961; while
over the same period the share of the developing countries fell from 41%

to 29%, (excluding petroleum). It also shows that while the world export

17. United Nations, op. cit., paragraphs 16-17, p.21.



13

of primary commodities grew at the rate of 4.6% per annum, the exports of

the developing countries expanded at the rate of 1.9%.
The Factor of Protectionist Barriers:

One of the rcasons for the decline in the rate of expansion of
the developing nations' share of World Trade in the 1950's and the carly
1960's was the inability of the developing nations to attain a higher rate
of export expansion to the industrialized markets; because the developed
nations erected barriers against the developing nations' exports.

Among the foremost of such barriers, special mention was made at
UNCTADI of the preferential tariffs. These tariffs seriously hamper the
processing of raw materials in the developing countries because, as a rule,
they rise in proportion to the degree of processing.18 |

Indeed, Bela Balassa in an arti.cle19 based on é paper he presented
to the UNCTADI, found that the findings of his article provide empirical
support for the proposition that the structure of protections in the
industrial countries is biased against the imports of manufactured goods

from the developing countries. Balassa found also that, while tariffs

tend to rise with the degree of fabrication - i.e. preferential tariffs -

18. Johnson, Harry G., in his book, The World Economy at the Cross-

roads, (New York: 0.U.P., 1965) says on pp. 84-85, "The barriers to industrial

the developed countries, however, are real and incontrovertible; and in the
author's judgement, they are more severe than the developing countries
themselves have yet fully realized. . . . (on preferential tariffs)

it is simply that protective effect of a tariff schedule in promoting
industrial production is measured not by rates of duties levied on the
commodities, but by effective rate of protection of value added in
manufacturing process."

19. Belass, Bela, "The Impack of the Industrial Countries' Tariff
Structure and Their Imports of Manufactures from Less Developed Areas',
Economica, New Series, Vol. 34, No. 136, Novemher 1967, pp. 372-383.
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the tariffs on the maufactured goods of intercst to the developing nations
bear higher duties - nominal as well as effective - than the technologically
sophisticated products traded among the industrial nations. Table 2 shows
that, while nominal tariff on the total imports of manufacture averages at
11.4% and effective tariff averages at 19.1% (i.e. effective as percentage
of nominal being 168%), the nominal averages for manufactures from deve-
loping countries at 16.3% and the effective tariff averages at 32.8%, giving

the effective as percentage of nominal as 201%.

Table 3

AVERAGES OF NOMINAL AND EFFECTTIVE TARIFFS ON MANUFACTURES
" IMPORTED BY THE INDUSTRTAL COUNTRIES

|
Tariff averages on the
Tariff averages on the | imports of manufactures
total imports of from developing
manufactures ' countries.
Country Nominal Effec- Effective Nominal Effec- Effective
tive as a tive as a
percentage percentage
of nominal of nominal
United States 11.6 20.0 172 17.9  35.4. 198
United Kingdom 15.5 27.8 179 19.5 37.3 191
European Com-
mon Market 11.9 18.6 156 14.5 27,7 194
Sweden 6.8 12,5 184 9.8 21.2 216
Japan . 16.2 29.5 182 18.0 36.7 207
Industrial '
Countries 11.4 19.1 168 16.3  32.8 201

Source: Bela Balassa, "Tariff Protection in Industrial Countries: An
Evaluation'", Journal of Political Economy, December 1965, p. 591, and
United Nations, Commodity Trade Statistics, 1964. (Reprinted in Economica,
Vol. 34, No. 136, p. 374). T

Note: In averaging tariffs, 1964 data on the individual countries' non-
preferential imports from all sources of supply and from developing countries
respectively, have been used as weights. Tariff averages for the industrial
country group have been calculated by assuming that Canadian duties are equal
to those of the United States and that Sweden's tariffs pertain to the
Continental member countries of the European Free Trade Area.
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Table 4

THE COMMODITY COMPOSITION OF EXPORTS OF MANUFACTURED GOODS
FROM DEVELOPING COUNTRIES TO INDUSTRIAL ECONOMIES, 1964

Inter- Inter- Con- Invest-
mediate mediate sumer ment Total
Products Products Goods Goods
I 11

($ thousand)

Latin America

Non-preferential 246,722 60,006 16,265 2,201 325,194
Preferential 15,017 1,854 35,357 - 18,228
Total 259,739 61,860 19,622 2,201 343,422
Africa
Non-preferential 34,671 19,129 4,980 - 58,780
Preferential 5,025 4,633 788 - 10,446
Total 39,696 23,762 5,768 - 69,226
\fiddle East
Non-preferential 39,079 85,828 ©11,145 - 136,052
Preferential - - - - -
Total 39,079 85,828 11,145 - 136,052
Asia
Non-preferential 105,222 309,711 336,288 19,327 770,548
Preferential ' 56,093 113,622 165,763 11,951 347,429
Total 161,315 423,333 502,051 31,278 1117,977

Developing Countries

Non-preferential 425,694 474,674 368,678 21,528 1,290,574
Preferential 74,135 120,109 169,908 11,951 376,103
Total 499,829 594,783 538,586 33,479 1,666,677

Source: United NatiS%s, Commodity Trade Statistics, 1964, New York, 1966.

Note: Preferential imports include British trade with the Commonwealth. On
the system of classification, see text. (Reprinted in Economica, Vol. 34,
No. 136, p. 377.).
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Table 4, also taken from Balassa's work, shows that if all tariff
restriction against manufactured goods from developing countries were
removed, the gain for the four exporting areas - with data inclusive of
exports to Britain under the Commonwealth preference system in parentheses -
would be: Latin America $325.2 (343.4) million;'Africa $58.8 (69.2) million;
Middle East $136.1 (136.1) million; and Asia $770.5 (1,118.0) million; adding

up to a total of $1,290.6 (1,666.7) million.
Summary of the Problems and their Solutions:

The developing countries, therefore, see thrce major problems
relating to international trade in primary commodities; First, the
question of prices; second, access to the markets of the
industrial countries; and agricultural surplus and their utilization in
development policy. And in manufactures the major problem is the degree
of protection against such products from the developing countries. These
foq? major problems appear in the international accounts of the developing
countries.as shortage of foreign exchange or, as it is commonly referred to,
balance -of payment problems.

According to the workings of the international economic system,
these problems could be solved in many ways, each of which could be considered
as alternative to the others. The foreign exchange of these countries could
be increased through increase in export of primary products or through
increase in foreign aid or through increase in exports of manufactures. But
what the developing countries really want is a little bit of each. 1Indeed,
the basic document written for UNCTADI, by Raul Prebisch, in prescribing what

could be done to solve these problems says: ''A combination of interdependent
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elements is involved; and it is an essential condition for success that the
various measures adopted, should be integrated with an overall policy for
achieving the desired result'.'.20

The way the developing countries want their problems solved by the
international trading community as it turned out at the UNCTADI, was by means
of special arrangements which deviate from the standards and accepted
practices which had governed the trading relationé of the Western World
since the Second World War. Unlike previous years, it became clear at
the UNCTADI that the emphasis had shifted from direct aid from the deve-
loped to the developing countries to special trading arranpements between

the two trading sectors:\ hence, the slogan '"Trade not Aid".

On the most-favoured-nation principle,z1 which is the back-bone
principle to post World War II international trading arrangements, the
conference agreed that international trade should be conducted to
mutual advantage on the basis of the most-favoured-nation treatment, and
should be free from measures detrimental to the trading interests of other
countries. However, developed countries should grant concessions to all
developing countries and -extend to developing countries all concessions
they grant to one another and should not, in granting these or other

concessions, require any concessions in return from developing countries.

20. Prebisch, Raul, p. 6.

21. The most-favoured-nation principle is the fundamental
principle governing the trade relations in the World, especially those
nations who are members of the GATT. This principle means that any
trading concession granted by one nation to another is automatically
extended to all third nations. For a legal meaning of this principle,
see the preamble of the text of the GATT.
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New preferential concessions, both tariff and non-tariff, should be made
to developing countries as a whole and such preferences should not be
. : : 22
extended to developed countries.
This clause has promnted Harry G. Johnson to say,

" . . . the international cconomic philosophy of the
develonine countries starts from the recognition that
the developed countries discriminate against them;
but rather than seeking to renlace that discrimination
by principles of equitable and efficient international
competition, the developing countries seck to have
such discrimination preserved, but invented in their
favour .”23

The UNCTADI made provisions for international commodity arrangement,

"with the basic objection of stimulating a dvnamic and
steady growth and ensurine reasonable predictability

in the rcal export earnings of the developing countries

while takine into account the interest of con-

sumers in importing countries, through remunerative,
equitable and stable prices for nrimary commodities,
having due regard to their purchasing power, assured
satisfactory access and increased imports and con-
sumption, as well as co-ordination of production and
marketing policies.”24

This clause has prompted ilarry G. Johnson again to say: '"Concretely,
what the developing countries want is first, international price supports
for their primary products, comparable to the price support provided for

domestic agriculture by the United States and the Common Market, and

22. United Nations, UNCTAD I, 1964, Final Act and Report, Vol. 1,
Second Part, Section I, General Principle.8, p. 10.

23. Johnson, Harry G., pp. 94-95.

24, United Nations, op. cit., Section II, paragraph 58,
Sub-section 9, p. 12. (See also Annexes A.II.1 and A.II.2).
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justified by essentially the same logic, to be implemented by international
commodi ty arrangementszS
On the vital question of access to the industrial markets for the
manufactured and semi-manufacturcd goods produced by the developing
countries, the conference recommended to the participating Governments,
the adoption 6f certain guidelines in their foreign trade and assistance
policies and programmes providing for increased access, in the largest
possible measure, to market for manufactured and semi-manufactured products
of interest to developing countries, so as to enable ;he countries to
increase and diversify thecir exports of these products on a stable and
lasting basis
Perhaps the most novel measure taken at this conference was the
recommendation that ''each economically advanced country should endeavour
to supply, in the light of principles set forth in Annex A.IV.1, finan-
cial resources to the developing countries of a minimum net amount approaching
as nearly as possible to 1% of its national income having regard, however,
to the special position of certain countries which are not importers of

. 27
capital'.
GATT's Position:

GATT, with its limited powers, came to be the international organi-

zation which is responsible for ordering and regulating the trade rclations

25. Johnson, Harry G., op. cit., p. 95.

26. United Nations, op. cit., Section III, paragraph 64, p. 13.
(See also Annexes A.III.4 ‘and A.111.6).

27. 1Ibid., Section IV, paragraph 70, p. 14.
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between the non-socialist countries of the world after the collapse of
the International Trade Organization, whose much more comprchension
charter intended it to be the organ responsible for the detailed trade
arrangements between the developed and the developing countries. GATT's
inability to deal with the broad problems relating to trade and development
has been well-aired by the developing countries. They have called the
GATT '"the rich man's cluh”;28 due to what they consider to be the GATT's .
preoccupation with the problems and interests of the developed countries
and the GATT's inability or reluctance to face the broad problems
relating to trade and development.
The convening, and the institutionalization, of thc UNCTAD into
one of the specialized agencies of the U.N., has been regarded by some29
as a proof of GATT's failure to attend to the trade and development
problems. Others see the functions of GATT and UNCTAD, not as rivaling
cach other, but as complemcntary.30
There is some evidence, though, that the GATT, since it was signed,
has tried to adapt itself to meet these problems. We shall endeavour, in

the next two chapters, to examine how far the GATT has adapted its policies

to accommodate the interests of the developing nations. We shall, in

28. See Gardner, Richard, "GATT and the UNCTAD'", International
Organization, Volume 18, Autumn 1964, p. 696.

29. This view is held by James C. Ingram, International Economic
Problems, New York: John Wiley, 1966, pn. 96-97.

30. White, Eric Wyndham, the Director-General of the GATT till 1967,
says in "Whither GATT?", (Geneva: GATT/1006, October 1966), p. 5, "It
appears to be fashionable to picture the GATT and the UNCTAD as locked in a
viscious jurisdictional struggle. Nothing to my mind could be more erroneous
or more irresponsible . . . the functions of the two organizations are
demontrably complementary."




Chapter TI, pnresent what the original Aereement had in the way of
encouragina cconomic development in the developine nations, so that
we can, in Chapter TII, follow GATT's policy evolution towards a more

positive encouragement to cconomic development.
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CHAPTER  II
Origin and Background of GATT:

Looking back for the twenty-three years after the second World
War, it is impossible to escape noticing two of the fundamental assumptions
that have guided American foreign policy during this period. The first has
been that the creation of a peaceful and orderly World requires economic
co-operation among nations, both big and small, and the removal of economic
causes of friction. And the second is that this can be achieved best by
expanding a stable world economy that provides for all nations non-
discriminatory access to supplies and market.

The chaos into which the world economy had worked itself during
the interwar years resulted in the unpleasant events of the 1930's when
the world suffered from an intense economic depression, and many govern-
ments attempted to seek shelter behind various kinds of protective trade
barriers such as high tariff protection, quota protections on imports
and exchange controls. As the GATT publication-puts it, "It became
evident during the Second World War that these restrictions might become
permanently fastened'upon the world unless resolute attempts were made to
dismantle and outlaw them.”1 We can, therefore, quite rightly, say that
the true origins of the elaborate and institutionalized international
economic system set up after the war, under American leadership, are to

be found directly in the unpleasant experience of the interwar period.

1. GATT, General Agreement of Tariffs and Trade Publication,
Geneva, 1966, p. 5.
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The starting point for these international economic institutions,
however, are to be found in the war years, in that the ideas which gave
birth to these institutions were germinated during this period and they
lie in the Atlantic Charter of August 1941 and in the Mutual Agrecment of
February 1942, 1In the Charter, as well as in the Agreement, Britain and
the United States, speaking for themselves, and by inference also for
their allies, committcd themselves " . . . to bend their efforts to cnable
all nations, great or small, victorious or vanguished, to benefit under
equal conditions from [the] material resources of the world which were
necessary for their trade and economic prosperity.”z

The original idea was the creation of a three-strand system which
would regulate the entire international economic scene. The International
Monetary Fund would take care of the monetary side of the;system and
principally help countries in balance-of-payments difficulties overcome
them and also maintain a fixed exchange rate for currencies. The
International Bank of Reconstruction and Development, as the name suggests,
was to help with economic development and post war reconstruction. The
third leg of this tripod was to be the International Trade Organization
(ITO), which would take care of the broad field of tréde and related
fields.

The Bank commenced operation on June 25, 1946, and the Fund on
March 1, 1947. 1In the case of the ITO, due to the complexity of its
functions, its charter was not completed until March 1948, when an

elaborate blueprint, for its creation entitled "The Havana Charter for an

2. Atlantic Charter of August 1941, Point 4. Also Article 7 of
the Mutual Aid Agrcement of February 1947.
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International Trade Organization'", emerged. However, while the charter
of the ITO was being worked out, the governments which the Economic and
Social Council of the United Nations appointed as the Preparatory Committee
for the ITO charter agreed among themselves to sponsor negotiations aimed
at loweing customs tariffs and reducing other trade restrictions among
themselves, without waiting for the ITO itself to come into being.3

In accordance with the above agreement, the first tariff negotiation
conference was held at Geneva in 1947. The resulting tariff concessions
were embodied in a multilateral treaty called the General Agrcement on
Tariffs and Trade, usually referred to as the GATT. This agreement
included a set of rules4 designed to prevent the tariff concessions from
being frustrated by other protective devices. The Agreement was signed on
October 30, 1947, by twenty-three countries and came into force on January
11, 1948.

The GATT was originally intended as a stop-gap arrangement, pending
thelentry into force of the Havana Charter and the creation of the ITO.

Its purpose was simply to carry out the part of the charter of the ITO,

3. They agreed with the words ''the task of the World Conference
would be facilitated if concrete action were taken by the principal
trading nations to enter into reciprocal negotiations directed to the
substantial reduction of tariffs and the elimination of prefercnces
on a mutually advantagcous basis . . .". - Report of the Sccond
Session of the Preparatory Committee of the United Nations Conference
on Trade and Employment, United Nations: Geneva, 1947, p. 70.

4. See pp. 28-29 below.

5. For detailed discussion of the ITO Charter see William A.
Brown, The United States and the Restoration of World Trade Institution,
(Washington, D.C.: The Brokings Institution, 1950).
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which dealt with trade matters in .the field of tariffs and other barriers
in international trade during the few years within which the Charter was

6
expected to take to go through the slow process of ratification.

It became clear that the various governmental acceptances of the
Havana Charter denended on the position of the United States government;
so with the indication in December 1950 that the Charter would not be
sun;itfed_again to the United States. Congress, the attempt.to establish
the International Trade Organization with its substantive provisions
covering the international aspects of employment policy, ecnnomic deve-
lopment, investment, the whole range of commercial policy and inter-
gnvernmental commodity agreement in primary and related commodities
was abgn@pnnd. Therefore, from 1951, the GATT which was not intended to
take on the whole range of international trade problems, found itself
alone facing the extra challenges which existed as a result of ITO's
default.

The GATT was not equipped to fill the vacuum left by the ITO. It
was not envisaged as an organization in the sense that the ITO was meant
to be or that the U.N. is in that it did not have a permanent charter like
the above two organizations, nor did it have a permanent institution
through which its work could be carried out all the time. It was only an

arrangement between a group of nations to reduce tariff and other trade

barriers between themselves. And in order to create understanding between

6. '"While the Agreement does not in a formal sense stand or fall
with the Charter, it was an instrument of policy bound up with the Charter"
Brown, Ibid., p. 6. See also General Clauses of the GATT, New York: U.N.
1947, Article XXIX.

b
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the members of this group of nations on the arrangements reached, the
members were to meet periodically to administer and examine the arrange-
ments. A minimum amount of rules and procedures such as were necessary
for effective administration of these arrangements were agreed upon and
prefixed to the arrangements, in the nature of concessions, arrived at.
Strictly the term 'Agreecment', in the case of GATT, rcfers to this set
of rules and the concessions; but the convention has come into use where
the term 'Agreement' means today, only the prefix set of rules. These
sets of rules '"defines in precise terms the right and obligation of the
cqntracting parties. It has provisions for impairment where there has
been nullification or impairment of the rights of a contracting narty'.
In short, these rules specify the underlying principles of tariff
concessions; they specify how disputes are to be settled and they spell
out penalties for breaking these rules.

Even though the GATT 1is only a treaty administered collectively

by the CONTRACTING PARTIE88

and still not a formal organization, it has
in fact, grown to become a continuing institution which to all intents and

purposes can be regarded an organization. In the words of Eric Wyndham

White, "The GATT . . . had the potentiality to become, and has, in fact,
become an international 'organization' for trade co-operation between the

. 9 : . :
signatory states'.” By this statement Wyndham White could only mean that while

7. Greenwald, J.A., "UNCTAD and GATT as Instruments for the Deve-
lopment of Trade Policy'", Proceedings of the American Society of International
Law, 6lst Annual leeting, Washington, D.C. April 27-29, 1967, p. 155. These
Tules are examined further on pp. 9-16 helow.

8. When the words CONTRACTING PARTIES are written in canitals, it
refers to all the member governments acting jointly. This is a convention
used by GATT, which we shall adopt all through this work.

9. White, Wyndham Eric, "GATT as an International Trade Organization,
Some Structural Problems of International Trade', (mimeograph), 1961.



27

the GATT is not strictly an organization in the formal sense of the word
in that it has no charter and was intended to ho trongicent,it is the nearest
thing to a permanent body in matters to do with trade co-operation between

nations on the intcernational scene.  The GATT Filis a vacuum10 which only
an organization can fill adeauately so,Afor want of a better institution,
the CONTRACTING PARTIES tacitly look upon the GATT as an organization.
Despite abortive attemptélin 1954 to turn the GATT into an organization
under the name Organization of Trade Co-operation, OTC, the member

states have given every encouragement to informally rcﬁove the image of
impermanence that surrounded the GATT and have strengthened the secre-

tariat of the GATT to take on wider duties.12

The Original Agreement:

The GATT, as it was adopted in October 1947 is technically comnlex,
because the problems of international trade are in themselves technical and
complex. It is essential to observe that even though the Original Agree-

ment has been amended on a number of occassions, the main objective of the

Agreement stayé the same. The preamble expresses the objectives of the

10. Sce Evans, John, "General Agreement on Tariffs and Trade', Inter-
national Organization, Vol. XXTII, No. 1, Winter, 1968.

11. The OTC did not materialize because it could not collect the
necessary amount of signatures. llere again the U.S. failure to sign the
Charter was the main cause of it.

12. The changing of the title of the Executive-Secretary to
Director-General is a sign of the creeping change in the status of the GATT. Tt
would not be far-fetched to suggest that this silent metamorphosis which the
GATT is undergoing is a way round the strong lobbies in the U.S. Congress,
who are opposed to the U.S. participation in any kind of international
trade organizations. It should be remembered that the opposition of such
lobbies killed both the ITO and the OTC.
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Agreement in the words:

"Recognizing that their relation in the field of trade
and economic endeavour should be conducted with a view
of raising standards of living, ensuring full employ-
ment and a large and steady growing volume of rcal
income and effective demand, developing the full use
of the resources of the world and expanding the pro-
duction and exchange of goods;

Being desirous of contributing to these objectives by
enterine into reciprocal and mutually advantagcous
arrancgements directed to the substantial reduction of
tariff and other barriers to trade and to the elimi-

nation of discriminatory treatment in international
commerce,

i

Have through representatives agreed as follows:
(Preamble of the text of the GATT, General Clause of

the GATT, New York: U.N., 1947).

Despite the complexity of the Agreement, the original text of the
GATT contains essentially‘four fundamental principles around which its
detailed rules have been built.\ The first is that trade should be
conducted on the basis of non-discrimination. The second is that
domestic industries should only be protected by means of customs
tariffs and not through other commercial measures. Thé £hird princinle,
inherent in the Agreement, is the idea of consultation.aimed at avoiding
damage to members trading interests. Finally, the GATT provides a frame- .
work within which negotiations can be held for the reduction of tariffs and

other barriers to trade.

In the structure of the Agreement,13 Article I deals directly with

the most-favoured-nation obligation, and Article II contains the tariff

concession negotiated. . Article III deals with internal taxes and it is

13. For the remaining part .of this chapter, we shall be
discussing the text of the Original Agreement as arrived at in
October 1947.
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Pased‘on the principle that internal taxes shall not be applied to
protect domestic industry. Articles IV to X, usually referred to as the
"technical Articles', provide general rules relating to transit trade,
anti-dumping duties, custom cvaluation, custom fdrmnlitics and marks of
origin. Article XI states the general prohibition of quantitive
restrictions. The conditions under which cuantitative restrictions can
be used to safeguard balance-of-payment are stated in Article XIT.
Article XIIT is the article that provides that quantitative restrictions
musf be applied without discrimination and Article XIV states ecxcention
to Article XIII. The relations between the CONTRACTING PARTIES and the
International Monetary Fund are treated in Article XV. Further articles
are concerned with subsidies(XVO, state trading(XVIIl emergency measures
&Ix)and general security exceptions(XX and XXﬂ. The pnrovisions for
action by the CONTRACTING PARTIES to settle differences arising out of
the application of the GATT are contained in Articles XXIT and XXIII.

Part III of the Agrecment contains Articles XXIV to XXXV. This
part includes the rules regarding the establishment of Customs Unions
XXIV, the general principle of tariff negotiation Artigle XXVIII, and
other articles dealing with the technical matters rglating'the operation
of the Agreement. An important provision contained in Article XXV pro-
vides for joint action of the CONTRACTING PARTIES.

W

Original Text and Economic Development:

With regard to economic development, the only article that, in
the Original Agreement of 1947, attempted to directly assist the developing

nations in their efforts to develop, was Article XVIII. This article
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'

recognized that the developing nations needed to maintain a degrec of
flexibility in their tariff structurc for the establishment of particular
industries and may need to apply quantitative restrictions for the balance
of payments purposes as a result of the high level of demand for imports
likely to be generated by their programmes of cconomic development. But
not even this article was addressed exclusively to the problems of deve-
lopment.14

It must be noted that in 1947, when the text of this Agrecement
was being written, what was in the minds of major and influential powers
when they came to this article was not only development, but also
reconstruction. It is nothing startling to reveal that of the two
problems, reconstruction was foremost in their minds. This is because
it was a highly held belief at the time that the success of any post=
war international economic order was contingent upon the resurrection of
Europe.

Despite strong representation by the nine developing nations among
the original twenty-three members, for automatic exemption from the rules
and principles of the GATT when the developing nations believed their
economies needed measures not consonant with the Agreement, the developed
nations (notably the. United States), were insistent upon universalizing
any exceptions. In the end the text lay down elaborate procedures through

which a country sceking exemption for developmental or reconstructional

14. Paragraph I of Article XVIII reads "The CONTRACTING PARTIES
recognized that special governmental assistance may be required to
establish, development or reconstruction of particular industries or
particular branches of agriculture, and that in appropriate circumstances

the grant of such assistance in the form of protective measures is justi-
fied . . M, ,
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reasons had to pnass. First, if a CONTRACTING PARTY, in the interest of
its programme, economic development or reconstruction, considers it
desirable to adopt any non-diseminatory measures, which would conflict
with any obligation which it has assumed under Article TI, or with any
other provisions of this Agreement, such applicant contracting party was
to notify the CONTRACTING PARTIES and the apnlicant was to transmit to
the CONTRACTING PARTIES a written statement of the considerations in
support of the adoption of the proposed mcasures.15 Then any contracting
party which considers that its trade would be substantially affected by
the proposed measure shall transmit it's views to the CONTRACTING PARTIES
within a prescribed period.

After this comes a series of negotiations aimed at reaching
substantial agreement between the CONTRACTING PARTIES to release the
applicant contracting party from the oblications it sought waived.
llowever, paragraph 4c of Article XVIII grants that, if an applicant finds
itself in a situation wherc, while waiting for the CONTRACTING PARTIES to
concur upon his application, its economy is in danger of being flooded
with imports, and if no effective preventive measures consistent with
the Agreement could be found, the applicant contracting party may, after
informing, and when practicable consulting with, the CONTRACTING PARTIES,
adopt such other measures as the situation may require pending a determi-
nation by the CONTRACTING PARTIES, provided that such measures do not
reduce imports below the level obtaining in the most recent representative
period preceding the date in which the contracting party's original noti-

fication was made under Paragranh 2 of this Article.

15. Article XVIII, Paragraph 2a.



32

The above was the contents of Article XVITI, the article which
aimed to provide the escape for the CONTRACTING PARTIES who necded extra
measures in aid of development of particular industries. Reading the
Basic Instruments and Seclected Documents over the years, it appears as
though in practice Article XVIII was not invoked very often. In fact,
it appears as though only Ceylon and a few others invoked this article on
a number of occasions. Rathcr? most of the developing nations who wanted
escapes for one reason or another resorted to the mildly administered
escape clauses in the Agreement for measures necessitated by balance-of-
payments difficulties provided in Article XII. This latter article was
easier for the developing.nations to resort to because most of them were

in balance-of-payment difficulties.
Article XVIII and Reasons for Its Rigidity:

With the hindsight of twenty years, reading this article dealing
with the problems of '"development and reconstruction' in its original form,
it is evident, eQen thpugh the difficult language of the Article, that the
Agreement displayed a gross lack of detailed attention to these proﬁlems.
The steps by which to gain exemption for the purposes of 'development or
reconstruction' were undeniably cumbersome. In the words of Eric Wyndham
White, "Article XVIII in‘its original form was, unattractive and somewhat
grudging expression of a generally recognized need for flexibility in the
obligation of developing countries. It was also repugnant to the latter
because of its negative character as a series of exceptions to thcﬁintqr—

; 5 1
national commercial code of conduct."

16. White, Eric Wyndham,'"The GATT and Economic Development'. An
address at the Sth SENZA Central Banking Course, Karachi. Geneva: GATT, 1964.



The lack of detailed attention for the problems oFVdevclopmcnt
cvident in the original Agrecment is exnlicahlelif we consider the state
of the world and the pressing neceds of the time the A¢reement was signed.
As we have already mentioned, for practical and psychological reasons,
the uncertainties of the immediate post-war years centred attention on
Europe. The United States policyemakers at the time shared this
perception of the European problem, as represented by William L. Clayton
in the words "Europe is steadily deteriorating. The political position
reflects the economic. One political crisis after another merely denotes
the existence of grave ceconomic distrcss.”17 And the United States policy.
makers believed also that the only trade policy to make Lurope cconomically
strong and hence politically stable was a policy which adopted in whole the
American belief in the approximations of liberal trading principles. For
this belief, therefore, concessions for departure from these central
principles were to be made difficult to gain. The American opposition to
the British insisténce on maintaining the preference system illustrates
the American position at the time.

The most important reason for the lack of detailed attention to
development in the Agreement of 1947 was that the GATT in its.beqinning
was meant as a by—prbduct of the ITO, whose Charter was more directly
involved with development and pertinent fields. But apart from this,
we can discern other factors which contributed to this neglect.

First, at that time the phenomenon of developmenf had not acquired
the importance and urgency it has today. Many of the countries which are

today pushing hard for development, were not politically independent and,

17. Clayton, William L, "GATT: The Marshall Plan and OECD",
Political Science Quarterly, Vol. 78, December 1963, pp. 493-503.
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therefore, economicaily controlled; and only a few of those who were
independent, acccded to the Agrecment.

\ The United States' repeated reminder that the GATT was only a
temporary measure and that the ITO would deal fully with problems of
development coupled with the concession made by the GATT in Article
XVIII towards the infant industry argument made these latter countries
content for the time being.

Secondly, the political overtones and inherent.dangers for the
international community were not fully evident at the time. The political
interests of the developed countries in 1947, the year.of the Truman
Doctrine and the start of European containment, were very much focused
on Europe. The Cold War menace had not involved to any significant
extent, the developing nations; therefore, thé developing nations did
not feature much in the foreign policies of the Western developed nations,
whose creature the GATT principally was.

The third factor is that, in 1947, not much was known of the
technical implications of economic development. In fact, the use of the
phrase ''development or reconstruction' in Paragraph 1, Article XVIII, is
symbolic and expressive of the thinking at the time concerning the under-
standing of the meaning and implication of economic development. The use
of this phrase shows how little or no distinction was made between the
problems of development and those of reconstrﬁction.. The pfevailinq
thinking at the time did not take into account the structural differences
between the developing economies and thé reconstrucfinﬁ of Europecan
economies. The common belief of the time was that the developing nations,

if only they would follow the codes laid down according to the doctrine of
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comparative advantage, principles of free-trade and the rules laid
down by the then new international economic institutions, their problems
would be solved.

It is safe to say that in the turmoil of the immediate post-war
arrangements, as far as the GATT was concerned, the developing nations'
interests were not given priority. One can even say that they were
ignored or at best shelved. But in the subsequent years conditions
changed to enable the GATT to pay more attention to the developing
nations' interests. Least among the changed conditions was the increase
in numbers of the developing nations in the GATT. 1In 1947, of the original
twenty—three.mcmbers, twelve were developing nations; and in 1955, the
membership had increased to thirty-four, of which sixteen were developing
natiqns. L§m1960, the total membership was thirty-nine of which nineteen
were developing nations; but by 1964, the:year of UNCTAD I, out of the
total seventy-six member countries of GATT, fifty-two of them were
developing nations:.

But despite the increase in the numbers of-developing nations,

and despite the fact that the GATT's rule permit '"one country, onc vote"

18

and majority voting,

the developing nations could not use their numbers
and their majority to change things in their favour. This is because,
they realized that decisions could be effectively carried only if the
CONTRACTING PARTIES reached the decisions by consultation and negotiation
rather than the wishes of the majority or the 1argesf block forced on the

minority.

Policy formulation among nations in the commercial field is a very

18. See Article XXV, Paragraphs 3 and 4.



36

delicate matter since nations regard this field as a vital part of their
sovereignty. The few who have the ability to make changes cffective tend
to become extra-sensitive if a policy change is forced on them by the
many who have no such ability, but are thought to seck only benefits
accruing from the policy change.

The nature of the negotiations used by the CONTRACTING PARTIES of
the GATT cast the developing nations in the role of '"benefit seckers' very
carly on. Tariff negotiations under the GATT are governed by the effort
of cach negotiation to obtain reciprocity from his partners, or somecthing
better if he could. But since the large part of world trade takes place
between the developed nations, a large part of the dealings were between
these nations; besides, in the early tariff negotiations19 where agri-
culture was completely cxempted, the developing nations had very little to
offer. All the developing nations could do as the early years of the
GATT wenf by was to press their claims that their problems could not be
solved under the rigidity of the original Agreement and to seck changes
to enable them to take effective part in the GATT's deliberations.

In short, in the ecarly years of the GATT, the developing nations
were cast in the role of agitated spectators, whose main preoccupation
was denouncing the unfairness of the rules of the game. Their ideas of
fair play, which we have examined in depth in the proceeding chapter,
became known euphemistically as the '"demands of the developing nations''.
These demands sought to change in their favour the consensus which Qoverned

commercial policies in the post-war era.

19. Before the '"Kennedy Round" there had been five tariff-
necgotiation sessions: Geneva in 1947, Annecy (France) 1949; Torauay
(England) 1950-51, Geneva in 1956 and 1961-62. '
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The GATT, however, started in 1954-55 to undergo some major policy
changes aimed at accommodating the interest of the developing nations and
harmonizing them into a workable and stable trading system. The main
reasons for these changes were that by the mid-fifties, the Europcan
reconstruction was nearing completion and more had come to be known
about the problems of development, and also that the international
political scene has changed significantly for attention of the major
powers to be turncd elscwﬁere.

In the next chapter, we shall cndeavour to give a picture of the
policy changes with regard to economic development, that have occurred
in the GATT since 1954, to enable us in Chapter IV to assess how bene-
ficial the GATT has been to the developing nations, given that the goal

of their economic policies is to develop.



CHAPTER ITI
Preliminary Remarks:

Our concern in this chapter is, given the rigidity of the original
Acreement, to follow systematically the policy ecvolution which the organi-
zation has undergone in the recent ycars to identify itself more closcly
with the problems of‘ecbnomic development. We shall attempt to ¢ive a
picture of how, in the context of GATT's activities, the problems of
trade and economic development in the developing nations have oradually
changed from being the exclusive responsibility of the developing nations

and increasingly has come to be looked upon as substantially a responsi-

bility of the international trading community.
The First Major Change:

The first major policy change in the field we are concerned with
was undertaken at the eighth session of the CONTRACTING PARTIES in
September-October 1953. At this sessiop the CONTRACTING PARTIES decided
to undertake a thorough review of the structure and operation of the
GATT in the light of its seven years of experience.

In November 1954, at the ninth session of the CONTRACTING PARTIES
(October 1954-March 1955), the CONTRACTING PARTIES met with this purpose
in mind. The CONTRACTING PARTIES at this meeting re-affirmed the basic
objectives and obligations of the GATT and took measure to give it a more
secure and permanent basis. Some hasic provisions were significantly

strengthened and improved. For example, they added new provisions relating

37
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to export subsidies and decided to consult regularly on quantitative
restrictions still maintained for balancc-of-payment reasons. In the
latter case, the provisions required that the develoned nations consult
with the organization once a year, and developing nations once every two
years.

For our present purpose, the most important decision at this
review session was the amendment to Article XXVIII of the original
Agreement, the article dealing with the problems of trade and development.
The revised article aimed to give the developing nations increcased
flexibility in the use of tariffs and other measures for their economic
advancement. At the time of the review the mood of the developing nations
in the GATT was that of frustration bordering on despair and loss of faith
in the GATT. This mood resulted from unfulfilled expectations. This is
because, as we said eérlier, the developing nations found the original
Article XVIII did not give them enough freedom to take extra measures to
deal with their development problems. The new Article XVIII tried to give

them a better deal.
The Main Features of New Article XVIII:

The opening paragraph was amended to link progressive development
of the ecconomies of developing nations more directly to the objectives of
the General Agreement on Tariffs and Trade. . The opening paragraph reads:

"The CONTRACTING PARTIES recognizes that the attainment
of the objectives of this Agrecment will be facilitated
by the progressive development of their economies, parti-
cularly those CONTRACTING PARTIES the economies of which
can only support low standards of living and are in the
early stages of development.';

1. 1955 edition of the Agreement, Article XVIII, Paragraph 1.
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In the case where a develoning nation wishes to modify or
withdraw a concession, that is, raise or withdraw a tariff, Section A of
the new Article grants the developing nation the frecdom to do so any time
by simply notifying the CONTRACTING PARTIES and entering into negotiations
with the CONTRACTING PARTIES affected by the withdrawal. TIf, howcver,
agreement is not reached in sixty days, the matter is to be referred to
the CONTRACTING PARTIES who will authorize the increase if they aré'satise
fied that the applicant contracting party offered reasonable compensatory
adjustment to the CONTRACTING PARTIES involved in the dispute. FEven where
the CONTRACTING PARTIES are not satisfied with the compensation offered by
the applicant, but find that the apnplicant party has made very reasonable
efforts to offer adequate compensation, the CONTRACTING PARTIES can autho-
rize the modification or withdrawal of the. concession. But in the 1a£ter
case, CONTRACTING PARTIES adversely affected will be free to make substan-
tially equivalent adjustment in the tariff obliqétion towards the applicant.

The CONTRACTING PARTIES recognize that the developing nations tend,
when they are in rapid process of development, to experience balance-of-
payment difficulties arising mainly from efforts to expand their internal
markets as well as from instability in their terms of trade. Therefore,
in order to safegua;d their external financial position and to ensure a

level of reserve adequate for the implementation of their programmes

2. Ibid., Article XVIII, Section A.



41

Section B of Article XVIIT allows that developing nations may, subject

to the provisions of paragraphs X-XII of Article XXVIIT, control the
general level of their imports by restricting the quantity or value of
imported merchandise. Due regard, however, is to be paid to the interests
of the CONTRACTING PARTIES in such mattérs affectine the reserves of other
CONTRACTING PARTIES.

In short, Section B of Article XVITT nrovides that the anplicant
developing nation, in matters which involve other non-discriminatory
measures inconsistent with the Agrecement affecting a bound item, must
consult with other CONTRACTING PARTIES substantially interested in the
matter. The article also provides that the CONTRACTING PARTIES must
agree on the proposed measure if they aré satisfied that a recasonable:
attempt has been made by the applicant party to safeguard the interest of
other CONTRACTING PARTIES.3

Section C of this Article ¢rants to a developing nation that finds
that governmental assistance is required to promote the establishment of a
particular industry, (i.e. in matters relating to non-discriminatory measures
inconsistent with the Agreemént affecting a product not subject to a tariff
binding), could within thirty days of notification, if the CONTRACTING
PARTIES make no reauest for consultation, apply the proposed measure.
However, should the consultation be requested, the applicant country is
allowed to proceed with the proposed measure, if the CONTRACTING PARTIES
are satisfied that no measure consistent with the provisions of the

Agreement will achieve the developmental objective. An agreement to let a

3. Ibid., Section B.




contracting party proceed with such a measure provides the applicant
international protection against retaliatory measures by other CONTRACTING
PARTIES. 1In this new Article XXVII, the applicant is protected against
delaying tactics by the provision that if a concurrance is not obtained
within ninety days of the application, the applicant country may go ahead
with the proposed measure after informing the CONTRACTING PARTIES.4

Comparing the 1955 revised text of the Agreement to the original
text, it becomes clear that by an objective reading, thé revised text was
more sympathetic to the needs of the developing nations in so far as it
permitted to the developing nations measures which before were disallowed
by the GATT. We can say that if for ‘the first seven years of GATT's
existence the Agreement kept its developing nation members in a straight-
jacket, the 1955 review session attempted to loosen the seams of this
jacket.

The two year period after this review session was not very
remarkable in the sense of major policy changes. This period, however,
had its own modest acﬁievements. For example, in January 1956 the GATT
inaugurated a training programme for government officials, mainly from
developing countries. What this training entailed was that every six
months a group of govermment officials, for the most part holding
fellowships under the United Nations Development Programme, join the GATT
secretariat for a period of training. By 1968 two hundred and thirty-five
officials from some seventy countries had taken this course. The course

comprises an intensive study of the GATT, as well as the general problems

4. TIbid., Section C.
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which have to be taken into account in the formation of an efficient

-
. . . . . 2
commercial policy in developing nations.

Haberler Report:

Due to the Korean War, the prices of primary and agricultural
products became artificially high in the period 1951-52. When the stock
piling for the war efforts ceased, the prices began to fall. The ensuing
wide fluctuatiéns and the downward trend in prices greatly concerned the
CONTRACTING PARTIES, especially the developing nations. Therefore, at
the twelfth session of the CONTRACTING PARTTES, the Ministers revicwed
the prospects of international trade. They considered that there were
some disturbing elements, includine the failure of the export trade of
the developing nations to expand at a Trate commensurate with their
growing import needs. They decided to set up a Panel df Exnerts6 to
examine the trends and prospects in international trade, including
"

in particular the failure of the trade of less develoned countries

7
to develop as rapidly as that of industrialized countries '" and to submit
a report and suggestions for examination by the CONTRACTING PARTIES at

their thirteenth session on 15 October, 1958.

5. General Agrecement on Tariff and Tradé, GATT, (Geneva: GATT,
1968), p. 14.

6. The Panel of Experts was made up of Dr. Campos, Director of
the Brazilian National Bank for Economic Development and Professor of
Economics at the University of Brazil; Gottfried llaberler, Chairman,
Professor of Economics at Harvard University; .James Meade, Professor of
Political Economy, University of Cambridge; Jan Tinbergen, Professor of
Development Programming at the Netherlands Institute for Advanced
Economic Studies, Rotterdam.

7. Paragraph 2 of the Panel of Experts' terms of reference. Sce
"Trends in International Trade', »n. 1.
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This was the origin .of what is commonly known as the '"Haberler
Report”;8 This report was very important in that it 4fecvealed a lot of
things about international trade, the full extent of which were not fully
appreciated before. 1In the conclusion of this report the Pancliof Experts
found that in their opinion there was some substance in the feecling of
disquiet among primary producing countries, at that time, that rules and
conventions about commercial policies were relatively unfavourable to
them.9 They also found that to their minds further progress in inter-
national economic matters depended on the willingness of the industrial
and non-industrial countries to negotiate in a wide range of their
cconomic and financial policies.lo

The findings of the Haberler Report were very important. First,
this report generally supported the demands for change in the international
trading system which the developing nations had been advocating. Secondly,
it pointed out to the CONTRACTING PARTIES that any progress and stability
in the international economic system depended on a close co-operation
between the two sectors in the world economy. Thus we see that the
Haberler Report confirmed the suspicion that the position of the developing
nations was unfavoured by the conventions and principles underlying the
post-war arrangements.

Important as they were, the Haberler Report findings did not

8. This report was published by the GATT under the title "Trends
in International Trade', (Geneva: GATT, October, 1958).

9. GATT, Trends in International Trade, (Geneva: October, 1958),
Paragraph 62, p. 11.

10. Ibid., Paragraph 64.



reveal anythine new which the CONTRACTING PARTIES did not know or did

11 ; . :
not suspect. The importance of this report and its relevance to our
present work lies in the use to which the findings of the report was nut.
It was the laberler Report which vrovided the initial guidelines for- the
work of the CONTRACTING PARTIES in tackling, in subseaucnt ycars, the.
trade and development problems of developine nations, as well as the

trade effects of agricultural protectionism in industrial countries.
Programme for the Expansion of Trade:

The Haberler Report was the genesis of the far-rcaching nolicy

innovations initiated by the CONTRACTING PARTIES at their thirteenth

ARt e
P A R S N A AT

session held in Geneva in October-November 1958. At this Ministerial
session, the CONTRACTING PARTIES adopted the Prqgramme for‘the‘ﬁxpaﬁsion
of Trade. This programme, as the name implies, aimed at expanding world
~—— : ; _ :
trade tovthe benefit of all the member nations of GATT.

The programme for the expansion of trade was simply the expression
of the intent to expand WOrld trade, believing that such an increase would
mean an advance towards the aims of the GATT. “hat the CONTRACTING PARTIES
did was simply to select three problem areas in world trade for closer
study and action to remove barriers of all kinds in these problem areas,

which hampered rapid world trade growth.

The three problem areas were first, in the field of tariff

11. "The GATT annual reports of International Trade 1954-56, drew
attention with increasing insistence to the failurc of the export trade
of the non-industrial areas to expand commensurately with the expansion of
trade between the industrialized countries themselves or in line with the
expansion of world trade generally.'" White, Eric Wyndham, The GATT and
Economic Development,(Geneva: GATT, January 1964), p. 6.
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negotiations; second, in the ficld of protectionism in agricultural
products, and thArd, in the field 6% problems facing the developing
nations in expanding their trade with the rest of the world.

Three committces were established to implement the programme.
Committee I was to deal with the quesion of further multilateral tariff
negotiations. Committee IT was to concern itself with the nroblems thatarise
in the trade of goricultural products; and the third committee - Committee
ITI - was to tackle the problems facing the developing countries in
expanding their trade with the rest of the world.

These problems of world trade, which these committees were set
up to tackle are all inter-related. Tor examnle, a further reduction of
tariffs, or more liberal agricultural policy, based on the most-
favoured-nation clause, would benefit the economic development in the
developing ﬁations through expanded exnorts; and this would in turn
benefit the trade of developed nations in the form of increased exports
to the developing nations. Ncvertheless, it is Committee III which
interests us here, primarily since it is the committee which deals
directly with the problems of the developing nations.

Committee TTT tackied the problems of development in a svstematic
way. First, the committece identified trade barriers on commodity-by-
commodity basis on p}oducts of interest to the developing nations. They
then pressed individual countries or groups of countries to remove these
barriers from the products produced by the developing nations. In doing
this, Committee III had the use and supnport of all available GATT machinery.

This committee later extended this commodity-by-commodity approach into the
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broad study of develonment plans and export potentials of develoning
nations. Committee IIT also undertook other mecasures to expand cxports
through preferences, trade information and trade promotion scrvices.
The work of Committee TIT often led to the establishment of
machinery in the working syvstem of GATT. TFor example, a Snecial Groupn

on Trade in Tropical Products was set up in 1962 and in 1964 the GATT

]

13
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International Trade Centre = was opened with the objective of helpjnq the
developing nations with market information about export oppor;unities.
_And, again, in 1962, the GATT in co-operation with the United Nations
Economic Commission and with financial assistance.from the United Nations
Technical Assistance Authorities, initiated short courses on foreign
Trade and Commercial policy in Africa. The courses are held twice a year
and cach time in a different African capital.

. At the nineteenth session of the CONTRACTING PARTTES held in
NOvember-December 1961, the GATT Ministers proposed the Declaration on
phe Promotion of the Trade of the Less Developing Countries,14 which was

adonted by the CONTRACTING PARTIES on December 7, 1961. This declaration

which provided further directions aimed at expanding the export earnings

12. Activities dealing with trade promotion and study of deve-
lopment plans began in November 1960. The object of the study was to
cxamine the export targets embodied in the plan, to comparc it with
market prospects and to advise on how to convert the export notential into
real exports for the developing nations. Four development plans have been
studied so far:
a) Trade of Less Developed Countries: Special Report.
Development Plans: Study of Third Five-Year Plan
of India, (Geneva: GATT, 1962-3), June 1962.
b) Study of Second Tive-Year Plan of Pakistan, (Geneva:
GATT, 1962-7), 1962.
Similar studies have been made on Kenya and Uganda.
13. The GATT and UNCTAD joined together in January 1968 to run this
centre under the shortened name of International Trade Centre. Regular publi-
cations of this centre include a quarterly magazine, International Trade Forum.

l4. See a copy of the declaration in Appendix I.
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; of the developing countries, was based on the work done by Committece ITI.
In this declaration, the CONTRACTING PARTIES concurred that their
governments would observe the principles cmbodied therein to the fullest
extent possible with the object of reducing, in the near future,

obstacles to the export of the less developed countries.

Programme for Action}5

At the twentieth session of the Ministers of the GATT in October-
November 1962, it was.decided to convene a ministerial.mccﬁjng in 1963 to
consider a programme for further liberalization 'of trade both in nrimary
and secondary products. This meeting was convened in May 1963 and among
other things the Ministers endorsed an Action Programme proposed by a
group of developing countries. The Action Programme was aimed at, yet
again, glving further impetus to the activities of CONTRACTING PARTIES
in the field of economic development. The programme was an eight point
affair providing for a wide range of concessions for the developing nations.

The programme called for a standstill as regards the erection of
new tariff and non-tariff barriers. It requested the elimination of
quantitative restrictions and duty-free entry for all tropical products
cntering the developed markets. The fifth point called for the reduction
and elimination of tariff barriers to the export of semi-processed and
processed products from developing countries. The sixth point called for
the progressive reduction of internal fiscal charges and revenue duties.
The secventh point provided a mcasure for reporting action taken by

CONTRACTING PARTIES with respect to the ahove.

15. Sce Appendix II.



Point ecight was an appeal to the CONTRACTING PARTTES to give urgent
consideration to other appropriate measures which would facilitate the
advancement of the developing nations. The Action Committec was created

to supervise this programme.
Action on the Action Committee:

The Ministers of all the industrial countries with the exception
of the Ministers of the membef states of the European Economic Community
(CEC), agreed to thc:Programmc of Action subject to some understandin;zs.16
The Ministers of member and associated states of the ECC endorsed, in
principle, the general objectives of the programme and declared themselves
ready to contribute, for their part, to the fullest extent nossible, towards
the advancement of the developing nations. But with respect to the most
appropriate methods of achieving the objectives mentioned in the programme,
the position of the EEC MInisters differed.

The Ministers of the EEC and its associated states recognized that
while some points contained in the programme could be regarded as objectives
to which concrete policies should be adopted, the first seven points of the
programme referred only to measures for the elimination of barriers to
trade. In their view, more positive measures were required to achieve

the marked and rapid increcase in the export earnings of the developine

countries as a whole. Accordingly, these ministers urged that international

16. The understandings are set out in paragraphs 3 and 4 of
"Conclusions and Resolutions Adopnted at the Meeting of Ministers, May
1963", GATT, Role of GATT in Economic Deveclopment.




action should in particular be directed to a deliberate effort to
recognize international trade in products of intercst to the less
developing countries. They also urged that effort should be made
to ensure increasing exports at rcnumerative, equitable and stable
prices for the less developed countries producing primary products.

These Ministers believed that with regard to processed and
semi-processed prgducts, a study should be made to determine the sclective
measures specially conceived to mecet the needs of the developing nations,
which could assure these countries the necessary market for the products
in question. For these stands, the EEC Ministers suggested various
relaxationsl7 of present rules regarding non—discriminafion. bDue to
their different perception of the tactics to gain the end of helping
the development of the developing nations, the Community's Ministers
were not able to support the Action Programme, except in principle.

The EEC nations' dissent was significant in itself and its
implications were even more so. This is because it was the first time
that a group of developed nations had come out clearly to say that
economic development could be better aided, not through the present system
of arrangements, but through a totally different one. In essence, the

"Brasseur Plan', from which the EEC dissent derives, advocates a totally

17. The relaxations suggested by the Ministers were based on the
"Brasseur Plan', which is a plan submitted to the GATT in March 1963 by
M. BRrasseur, Minister for Foreign Trade and Technical Assistance of
Belgium. This plan calls for a sclective, temnorary and decreasing
tariff preferential system instead of an automatic and general preference
system. Sce a discussion of this plan in Hoffman, Michael, "Can the
“GATT System Survive?'", Llovds Bank Review, Vol. , July 1964.




different system where international trade is directed to ensure increasing
exports at renumeration, eauitable and stable prices for developing nations.

This plan is closer to what the developine nations were asking for
at the time than anything agrced to, or cven offered. But this meant also
that there had anpeared a split in the developed nations camn as to which
was the rTight way to aid the economic development of the developing nations.
Before the division was simnly between the bulk of the developing nations
against the bulk of the developed nations. Prior to the ennunciation of
the '""Brasseu Plan' the U.S.-British view wﬁs supported by all the developed
nations.

The most interesting thing about the EEC dissent was that desnite
the fact that the EEC nositiqn was closer to their nosition, the develomning
nations did not adopt the EEC stand nor did they even throw their weight
behind the EEC. Indeed, the group of developing mnations who sponsored
and supported the Action Programme exnressed disapnointment with the
understanding and positions as set out by some industrialized countries
and said they '"found them to be unhelpful'. This was a direct expression
of disapproval against both the EEC and the other developed nations.
Towards the other developed nations, the disapproval was against their
escapist understanding of the Programme and towards the EEC it was against
introducing a stand which, even though the developing nations would wish
it could be implemented, had no such chance, since the other developed
nations, especially the U.S., would not support it; and without U.S.
support, no effective step can be taken in such matters today.

It was bad enough to have the developing :nations posed against

the developing nations as to what to do to aid economic development.
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The EEC dissents created a third force. This means that for any effective
stand concerning economic development in the developing nations to be
taken, the developing nations have to anpeal to two groups instead of

one. It is safe to say that it is easier to convince one group about

the means to an end than it is to convince two groups with differnt

views on the means to the cﬁd.

Besides the Action Programme and the controversy within the
developed nations camp, other things were discussed at the May 1963
Ministerial session, At the same time that the problems of development
were being discussed, the Executive-Secretary revived a proposal which
he had put forward early in 1963; The proposal was desiened to bring
about a greater degree of order in the substantive aspects of Committee
ITI's work. The central proposal envisaged that for each of the developing

nations in GATT a basic paper should be prepared which would contain inter
alia, import/export balance sheet which would contain the export potential
of the countries and their likely demands for import. GATT's role in this
proposal would be to use its authority to ensure conditions in the world
market which would enable such export potential when developed to express

itself in terms of real exports. This proposal was welcomed unanimously

by the Ministerial meceting.
Kennedy Round:

At the same eventful Ministerial meeting of May 1963, it was agreced
to hold comprehensive trade negotiations, on the most-favoured-nation basis,
beginning on May 4, 1964. It was agreed that the participation be the

widest possible and that the negotiations would deal with both tariff and



53

non-tariff barriers. The tariff negotiation would be based on a place of
substantial linear tariff reductions, 1i.c. across-thec-board reduction
instead of the traditional differential rcductions. It was further
agreed that the negotiations were to have the bare minimum of exceptions.
It was also agrced that the negotiations should provide for acceptable
conditions of access to the world market for agricultural products,
especially those from the developing nations. A major agreement in the
preparation for the May 4, 1964, trade negotiations was that the deve-
loped nations would not expect to receive reciprocity from the deve-
loping nations. This trade negotiation lasting from 'May 1964 to .June
1967 is what has come to be known as the Kennedy Round.

The origins and novelties of the Kennedy Round are, strictly,
outside the scope of this work, except in so far as they help us to
understand the GATT's policy evolution in the context of economic
development. llowever, the Trade Negotiation Committee met at the
Ministerial level in May 164 and formally opened the Kennedy Round, and
in March 1965 this committec adopted procedures for the negotiations on
agriculture and for the participation of developing countries in the
Kennedy Round.

The Committce on Trade and l)ovelopment18 met in January 1967 at
Punta del Este, Uruguay, to review the progress of GATT in the trade and
development field, with particular reference to the problems of concern
to developing nations in the Kennedy Round. 1In a statement before this

meeting, the Director-General of the GATT told the developing nations to

18. This committee will be explained later.
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pressure the develoned nations so that they would make far-rcaching
concessions in the Kennedy Round. In the same speech he also asked the
developing nations to realize that:

"Tt would he churlish not to recognizc that the offers
by the developed countries at present on the table are
more comprehensive than anything achieved before in
international commercial negotiations and that, in
many casecs, they represent a considerable political
effort by the decveloped countries concerned vis-a-
vis their own industrial, commercial and public
opinion. It is equally a fact that the develoning
countries stand to gain a great deal from these offers."

From the point of view of the developed nations, there is no

]

doubt that the Kennedy Round negotiations were very successful in so
far as industrial tariffs are concerned. But from the noint of view of
the developing nations it was not perhaps so successful. Eric Wyndham
White, summing up the gains of the develoning nations at the Kennedy

Round, said:

"Turning to the developing nations . . . it must be
admitted that the result fell short of what could

be desired. They were not, however, negligible.

As regards tariff cuts, on the basis of those pro-
ducts which are specified by the developing countries
as of current or potential future export interest, '
the results were, in general, as favourable as the
overall result, set out.”20

The overall results of the Kennedy Round as it benefited the deve-

19. Statement by Director-General at the Opening Meeting of
Committee on Trade and Development Session at Punta del Este, Uruguay,
January 1967, GATT, COM. TD/W/44.

20. White, Eric Wyndham, The Kennedy Round of Trade Negotiations,
GATT, (W-51), INT(67)192, July 1967.




loping nations has been repoduced in full as set out by GATT in Appendix
IIT1. Of the seventy-nine agricultural product headings, which include

both temperate zone and tropical foodstuffs, and covers over 2,000 items

in the tariff of the six major import markets,21 the GATT report estimates

that while 11% of these items were duty-free before the Kennedy Round,

the proportion rose to 19% after the Kennedy Round. And the proportion

L T L [

of items dutiable at more than 15% ad Valorem has declined from 49% to

22

38%. In the case of the 7,000 tariff items under the manufactured

product headings, the proportion of duty-free items rosc in the Kennedv

Round from 5% to 7%, and the category items dutiable at less than 10% ad

Round. The category dutiable at more than 15% ad Valorcem comprised 14% .

23

of all items as against 35% before the Kennedy Round.
I1f, however, we base the appraisal on the goods which the developing
nations currently export in significant quantities, the results, according
to Wyndham White, show that "51% will benefit from tariffs cuts, by the
industrialized countries, of 50% or more, and_some 25% by tariff cuts of
24

less than 50%."" -

25
The GATT Secretariat  has estimated again that in the case of

21. The six markets are the EEC, the U.S., the U.K., Japan,
Sweden and Switzerland. Appendix IIT, Paragraph 1.

22. See Appendix IIT, Paragraph 6.
23. Appendix IIT, Paragraph 5.
24. White, Eric Wyndham, op. cit.

25. Miles, Carol, "After the Kennedy Round', International
Affairs, Vol. 44, No. 1, January 1968.
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the chief participants (i.e. developed nations) taking as a base the value
of their imports of industrial products in 1964 which was $29,300 million,
$5,300 (18%) were already frec of duty; $3,900 million (13%) had no cuts
made; $12,000 million (41%) had the expected 50% cuts and $8,000 million
(28%) had cuts of less than 50%.

There is no doubt that the developed nations have cut their
tariffs significantly and that this could lead to increased trade among
éﬁéh: Bﬁt in the case bf the developing nations' exports to the developed
markets, despitc the appreciable and significant cuts, the average tariffs
against their products are still higher than competitive products from
develoﬁcd countries. In Chapter T, Balassa's work revealed that the
average tariff on developing nations products were higher than competitive
products emerging from developed markets. Therefore, we can say that
despite the reductions at the Kennedy Round there is still the fact that
the &eveloping nations' exports still face higher tariffs in the developed

markets than do similar products emerging from developed nations.
The New Part IV of the GATT:

The pinnacle of GATT's evolutionary development to date was reached
in June 1966 when the new Part IV of the GATT received de jure recognition.
The seeds of conception of the Part IVlie againvin the ministerial meeting
of Méy 1963. The Ministers recognized ''the need for an adequate legal and
institutional framework to enable the CONTRACTING PARTIES to discharge
their responsibilities in expanding EQS trqd?wgfh}?ss developed Countries“26

and, therefore, set up the Committee -on Legal and Institutional Framework

to look into the matter. A special session of the CONTRACTING PARTIES was

26. GATT, Activitics of GATT, 1964-65, (Geneva: GATT, 1965), p. 7.




convened in November 1964-February 1965 to studybthe draft of a new
Part IV of the Agreement embodying the above recognition. The new
Part IV was accepted and submitted for approval by governments. In
February 1965, the CONTRACTING PARTIES formally added the new articles
of the Part IV to the Agreemnt. A declaration providing for de facto
application of the new articles pending entry into force of the Protocol,
was adopted at the same time. At the same spccial meeting the CONTRACTING
PARTIES apnointed the Committee on Trade and Development and gave it wide
terms of refcrence to enable it to imnlement this new Part IV of the
Agreement more effectively. The Committee on Trade and develonment
succeeded Committee III of the Trade and Expansion Programme and the
Action Committee of the Action Programme, and it takes over where the
latter two leave off.

The New Part IV is made up of three articles which became Articles
XXXVI, XXXVII and XXXVIII of the text of the General Agreement. These
articles deal respectively with the principles and objectives, commitments
and joint action. Article XXXVI essentially deals with general principles
and objectives which will govern the policies of the CONTRACTING PARTIES
in relétion to the developing countries. This article accepts the need
for the CONTRACTING.PARTIES to help the developing nations in their
efforts to develop through increasing their export trade and their
external earnings. In this articlc the developed nations agreed not to
expect reciprocity in return for concessions extended to the developing
nations.

In Article XXXVII the CONTRACTING PARTIES set out certain under-

standings by the developed and the developing nations in furtherance of
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the above obiectives. Except where compelling rcasons make it impossible,
the developed countries agree to yefrain from increasing barricrs to the
export of products of special interest to the developing countries and to
give high priority to the reduction of existing barriers.

Article XXXVIIT lists various forms of joint actions to promote
the trade and development of the developing countries and covers studies
and consultations in respect of trade and developments of the less deve-
loping countries. These joint actions include taking action, where
appropriate, through international arransements, to provide improved
and acceptable conditions of access to world markets for primary products
of particular interest to developing countries and to devise measures
designed to stabilize and improve conditions of world markets in these
products including measures designed to attain stable, equitable and
renumerative prices for exports of such products. In this article, the
CONTRACTING PARTIES also undertake to seek appropriate collaboration in
matters of trade and development policy with the United Nations and its
organs and agencies.27 In this article they also undertake to establish
such institutional arrangements as may be necessary to further the
objectives set forth in Article XXXVI and to give effect to the provisions
of this Part (i.e. Part IV of the Agrcement).

This new Part IV gives a contractual and legal basis for commit-

ments on both individual and joint action by CONTRACTING PARTIES to ensure
that developing countries can increasingly find means to raise their

standards of living through participation in international trade. The

27. GATT, New Part IV, Article XXXVIII, Paragraph 6.



importance of this new part of the Agreement is simply that it incorporates

what had hitherto been only demonstrated, namely GATT's efforts to hel
. - NN Sl e p

developing nations in their cconomic development, into the Agreement and
thus links this concern more dircctly with the Agrecment.
llaving traced the policy evolution of the GATT this far, it is

appropriate to turn in Chapter IV to cvaluate the extent to which GATT's



CHAPTER TV

Tn the first chanter we tried to present the international economic
policy of the developing nations, as it was presented at the UNCTADI, We
chose UNCTADI because it was the first time that the developing nations'
international economic policy, shapeless for a long time, received clear
definition and articulation,

We examined the original Agreement in chanter II to scc what the

.GATT had in it for the developing nations. We came to the conclusion that

it did not have much to encourage economic development in the develoning
nations. Some reasons were given for this point. We said that the
Agreement did not appreciate the structural differences hetween economic
reconstruction and economic development and also that{ at the time.the
Agreement was formulated, not much was known about the Problems.of economic
development. The United States' almost religious attachment to universalizing
the principles which were to govern international trade was given as one
of the major reasons for this omission. Another reason for this omission
was that the GATT was thought to be only an interim measure, pending the
ratification of the Chanter of the ITO, The main contributing factor to
the paucity of consideration for the problems of development was that

the reconstruction of Europe was by far, by all political and economic

reckoning, the top priority in the immediate post-wawy period.
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We concluded in this chapter that, at that time, all the develon-
ing nations could do was to call attention to their nlight and to
pressure for action in their favour. Tt was not until the mid-1950's, when
the completion oF.the Furopean economic reconstruction was in sight,
and more had come to be known about the prohlems of develonment, and the
political situation has forced the developed nations to take a serious
look at the developing nations, that the GATT turned its attention to
the interests of the developing nations in international trading relations.

In the third chapter, we attempted to show that the policies of
the GATT, as revealed by the chaggés in the texts of the Agreement, and
the organization's various activities have not remained static over the
yegrs but have changed in a systematic and traceable manner to encourage
economic development.

First, the Agreemcat was revised, in 1955, to make it more
sympathetic to the peculiar needs of economic development. Committee ITI
and the Action Committee were created in 1958 and 1963 respectively, to
implement programmes aimed at increasing the external earnings of the
developing nations. The work done by these creatures of the contracting
parties were hased on ad hoc declarations adopted by the contracting

parties, It was not until the new Part IV of the Agreement came into

effect,

in June 1966, that the Agreement 'legally'" bound the contracting

parties to ensure that economic development in the developing nations

was aided through international trade.
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FEvaluation of GATT'S Contribution

What good then has the nolicy progress of the GATT done to the
economic interests of the developing nations? Refore we can give an
answer to this question, we must remind ourselves that the aim of
the developing nations has been to advance their economy and this means
to increase their income per capita from their present low levels to
something higher. est in the CGATT is to use the organization
to aid this economic advancement, through increased export earnings.
GATT's part in the economic progress of these nations has been to
create conditions in which the external trade earnings of the developing
nation can increase.

A way to evaluate GATT's contribution could be to follow the
export performance of the developing nation from 1955 to 1947, Ve make
export performance the indicator because the largest part of GATT's
efforts in assisting the developing nations has been to boost their ex-
port earnings. The years 1955 and 1967 have been chosen because the
former was the yar after the first major policy change occured in

GATT and the latter is the latest year for which statistics are avail-

able.
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Table 2 on page 11 of chapter I gives the values of the exports

of the two sectors between 1955 and 1965,

The granh above has been made

' i I . .
from the figures™ in Table 2 and it shows us the percentage changes of

export performances of hoth sectors.

From Figure T we see that the

developing nations share in world exports has consistently declined from

1The figures for the years 1966 and 1967 were taken from
International Trade im 1967: Estimates by -The GATT Secretariat (GATT/1023,

March 13, 1968).
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N

8.0% in 1955 to 18.5% in 1967; but that of the developed nations
have steadily climbed from 72,0% in 1955 to 81,5% in 1967.

We can see from the table that during this ten vears period, the-
value of exports of both the developed and the devecloping nations have
been increasing. In the case of the developing nations their export has
increased in value from $22860 mil, in 1955 to 333800 mil in 1965, This
gives the developing nations a total rise in value of 47,9, ; in this ten
year period and an average rise of 4.8.% p. a. The develoned nation
exports on the other hand have grown in value from $58,750 mil in 1955
to $98,240 mil in 1965. That is, they have gained in value by 73.1%
within a space of ten years and at an average yearly growth of 7,3%,

The above different rates of growths in the exports of the developed
and the developing nations account for the interpretation of the ahove
graph that the sﬁare of the developing nations in total world export has
declined from 28.0% in 1955 to 18,5% in 1967 within this period.

Mowever, when we divide this ten year period of 1955-65 into
two five-vear periods we sce that between 1955-59 the developed nations
exports grew hy 23,6% while the developing nations exnbrts grew only
by 7.2%, But in the period 1961-65 the developed nations' exports grew
at 13.3% while in the same period the developing nations exports grew
at 30,7%,

On the imports side, the developing nations' imports increased
from $23,020 in 1955 to $37,480 in 1965; this gives an average yearly
increase of 6,3%. This means thet within this period, the trade deficit

incurred by the developing nations has increased from $160 mil to
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to $3,680 milz, giving the percentage increase of 2,200% and an average
increase of 22% p.,a. The GATT Secretariat estimates that in 1967 the
develoning nations purchases increased by approximately 3% raising the
trade deficit of this group of countries from $1.9 bil in 1966to approxi-
mately $2.7 bil in 1967.3

1f the actual trade deficit for the developing nations do not look
too big, it is important.to know that this modest trade deficit recorded
by developing nations in the year proceeding 1967 was the result of
substantial export surplus of the petroleum producing countries among
the developing nations. This surplus earnings substantially off-set
the combined trade deficit of the developing nations. The GATT
Secretariat estimates that exports of the developing countries, which
are not petroleum producers, declined hy about 2% in 1967 while their
imports advanced by 2%, As a result, the trade deficit of this latter
group of nations, which had already reached a record level of $7,000 mil

in 1966 increased further to about $8,000 mil, in 1967,

Judgement on GATT's evaluation

Judged by the performance of the developing nations economies in
the period 1955-1967, it is tempting to say that the GATT's contribution
towards economic advancement in these countries could not have amounted

to much, This is because the export performance,as defined by the

2We arrived at the trade deficit by simply subtracting the years
export value from its import value,

3
Og.cit.
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developing nations' share of world exports,has deteriorated during this
period when the GATT, as we saw in the previous chapter, had devoted
time and attention to bhoosting the developing nations'export earnings,

It is also tempting to say that since the performance of the
developing nations’ exports have not only not improved, but deteriorated,
perhaps the various declarations, decisions and outward show of activity
through the various programmes and committees have all been emnty gestures
on the part of the developing nations to keep the developing nations
quiet. That is, that the ostentatious display of assistance to the
developing nations’ economic advancement through the GATT has not
amounted to anything more than economic chicanery calculated to hoodwink
the developing nations into believing that the developed nations,
working through the GATT, have been endeavouring to assist in the economic
development of the developing nations.

Based on these figures given above, it is easy to come to the
conclusion that the GATT'Q efforts have failed or that they have been
deceitful, Any such coﬁclusion about the work and effort of the GATT
in this field, to the present writer, will be rash and indeed unfair,

This is because of two factors.
First, granted that the performance of the developing nations'
e e
export has been disappointing over the ten-year period of 1955-65 a
careful look at the rate of increase of their exports in the period
1961-65 reveal a 30.0% increase as against 13.3% increase for the developed

nations exports. Again the figures show that during this five-year

period the developing nations exports increased from 23,0% to 25.6%.
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Could this mean that the efforts of GATT have begun to pav off? This
would have been a safe assumption had the developing nations share of
world exnorts not decreased from the 1965 percentage of 25.3% to 18.5%
in 1967. This decline in 1966-67 is explained hy the GATT Sccrctariat4
that the level of imnorts by the develoned nations were low, because of
the slowing down of wérld trade expansion in this particular vear,.
This point leads us to the second reason why it would be rash and unfair
to blame the poor performance of the developing nations exnorts, during
the period under review, on the lack of effectiveness of GATT's nolicies
in this regard or the deceitfulness of the nolicies,

Tt is that the task of evaluating GATT's contribution towards
economic develonment is an enormous one which cannot be propnerly done
with the meagre information we have accumulated in this work. Before
we can come to any Tespectable estimate of GATT's contribution, we have
to consider the effects of all other factors which contribute towards or
detract from the increase of the external earnings of the developing
nations.

Thgse factors include the effectiveness of the various economic
:policies pursued by the developing nations, the efficiency of the pnroduction
in the developing natijons, the lavéi‘of industrial activity in the
developing naéions; and other factors like the contributions of the
United Nations, direct foreign aid and a lot more factor$, These factors

are interelated and inter-dependent and they affect the external earnings

Srpad,
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of the developing nations to varying degrees. For example, as we said
earler, the GATT Secretariat has estimated that the slowing of world
trade expansion in 1967 had particularly severe effects on the develop-
ing nations' external earnings that year,
The developing nations' own views on GATT's contribution to
their development vary from the extreme view that the GATT has done
nothing to the other extreme that the GATT has done a lot., A representative
view on the GATT's contribution is that expressed by the Indian

Ambassador K., B. Lall in 1965 when he said:

"While over the last fifteen years
tariffs on industrial products of
interest to the industrial nations
have gradually been brought down,
those on products of interest to the
developing countries have remained
at a high level,"S

It is true that there still remained high tariffs on some products of
real interest to the developed nations, In chapter I the work Bela
Balassa, which we quoted, gave empirical support to this assertion. We
showed also in chapter'III that despite the far reaching concessions
made at the Kennedy Round they were not enough to remove the extra
tariffs levied agaihsf some important products of interest to the

developing nations.

SAmbassador K. B. Lall of India at the 7th World Conference of
the Society for International Development.
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It is also true, we must admit, that the barrier'against the
developing nations exports were higher than they are now, The credit
for the reduction in tariffs against developing nations products goes
largely to the GATT,

An important point to note is that some of the things that GATT
does to increase the external earnings of the developing nations can
easily be overlooked because they are not spectacular and much advertised,
For example, the International Trade Centre which the GATT has been
operating since 1964 contributes a lot in the field of market research
for potential exports of the developing nations., The six-monthly S
courses organized in Geneva for officials from developing nations to
acquaint them with the formulation of efficient commercial policy and
also the shﬁrt courses in Africa on foreign trade and commercial policy‘
are all modest;but positive contributiongby GATT towards increasing
the external earnings of the developing nations,

Whatever we may think and say about the results of GATT's efforts,
there seems to be no doubt that in terms of policy change, the GATT
has gone a long way in the last ten years. Should it be raised that
policy changes above do not mean much unless they are backed by the
political will to carry what has been decided into effect, it is
necessary to remember that it take political courage, prudence and will
to agree to such changes in the first place, The policies of international
organizations, agreed upon by its members, do not often change as

rapidly as those of the GATT have changed in the last decade.



The most striking thing that the GATT, as an international
organization, has done in the field of the relation between economic
develonment in the developing nations and international trade is that in
a per;qq“of fourteen years, the member nations have come; through the
umfﬁ__ instrumentality of the GATT, to make economic development, through
international trade, the joint responsibility of both the developed

and the developing nations,
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CONCLUSION

The Reality about International Organizations:

In the final analysis, international organizations do not in their
basic elements consist of anything more than a congerie of nations acting
jointly, in a given place, in a matter or matters of common concern.
International organizations are, in the end, not more than an extension
of the uiplomatic arena. In the case of all international organizations
their singular usefulness is that they provide a place for dinlomatic
confrontation, contact and bargainine.

However, the mistake is often made of blaming international -
organizations for failing to do one thing or the other as though these
organizations have got independent lives and wills of their own. There
is, in particular, the tendency to blame GATT as an organization rather
than to regard the situation as indicatfng primarily the reluctance of the

1
GATT members to alter their policies or to follow them up. The 'will'
of GATT is the integral of the individual wills of its members and usually
directed and led largely by the will of the most important members of the
organization.

It is useful to remember that international organizations are
crecated by a group of powerful nations who at a particular time in
history have the upper hand in international politics. No matter what
situations broucht about their creation, once created, international
organizations become agents which tend to institute the ideas of the

most powerful of the nations that created them. That is, the nowerful

1. Gardner, Richard, "The UNCTAD"
Vol. XXII, No. 1, Winter 1968, vp. 69-70.

, International Organization

bl
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creators of international organizations use them to help maintain a status
quo.2 The status quo policies which the powerful nations pursue through
the international organizations admit limited or, at best, evolutionary
changes only. The policies of international institutions change only if
the conseauences of thebchanqe are more acceptable than the conscquences
of no chance. And, in all cases, the changes aim at ensuring that the
organizations would still Be under the control of the powerful among their
creators. |

Small powers, late comers in the power game and displaced powers,
in short, the underdogs at a particular time in history, on the other
hand tend to pursue revolutionary noliéies aimed at increasing their
share of power at the expense.of the big and established powers; and
usually these lesser powers tend to want these changes in a short time.
Herein lies one of the root causes of the instability of the international
history - a clash between status auo policies and revolutionary poli_cies.3

The history of international econo-political institutions as we
know them today dates from the days of the League of Nations. The history
of the disgruntled powers who wanted to increase their share of power,
namely Nazi Germany, Fascist Italy, Communist Russia and Imperial Japan,
support the above thesis for the period of the interwar years.

In the post-war IT period, despite the step-level chanqe4 in the

2. Morgenthan, Hans J., in his book Politics among Nations,
(New York: Alfred A. Knopf, 1967), says: '"A nation whose foreign
policy tends towards keeping power and not toward changing the distri-
bution of powerin its favour pursues a policy of the status quo.'", p. 36.

3. Revolutionary policies can be defined as policies which want
changes in power in favour of those who pursuc them.

4. Kaplan, Morton A., in his book, System and Process in Inter-
national Politics, (New York: John Wiley and Sons, Inc. 1967), uses the
term 'step-level' change to describe a transformation in the characteristic

behaviouypr ©of the internations’ -stem. Like Kaplan we agree that there was
a step-level change after t! 'nd World War.
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make-up of the international scene, the above thesis still_holds. The
United States and Russia emerging from the war as the most powerful
nations in the world, teamed together where they could, as in the case
of creating the U.N., to attempt to order the world to their liking and

-
where they could not work together, tacitly apreed to disagree.”

The United States being by far the most powerful in the West after
the war, set about to create conditions in which her principles and ideology
could function. Thus, multilateralism in trade and finance became the
vogue and institutions were erected to carry this out. The GATT, being
the trade wing of the United States economic triology, emphasised the
priority of its chief creator. First, on the United States' international
scale of importance was the reconstruction of Europe. It was not until
1955, when the European reconstruction was about finished and the dictates
of international politics, at the time, had demanded a shift of emphasis,
that the United States and its European allies turned attention to econo-
mic development in the developing nations.

It is truc that at the negotiating conferences of both ITO and the

GATT the developing nations, notwithstanding their small number and relative

5. This may sound a very benign interpretation of the early cold

war period, but the way the history of this period went, it is a logical
interpretation. The Moscow Foreign Ministers Conference of 1943 at which

the U.S.S.R. first agreed to the formation of the United Nations and

subsequent conferences which led to the formation of the U.N. were a series

of conferences which led to the crecation of a consensus between the U.S.

and the U.S.S.R. as to how the political problems of the post-war era were

to be handled; each, of course, ensuring that they had an escape through

the use of the Veto. On economic matters, the two major powers could not

agree, so each side went their way to create a system of their own. Thus,

the U.S. championed the creation of the TFund, the Bank and the ITO; while

Russia busily worked in the East to let all economic roads lead to Moscow.

The biggest point in support of this interprctation, perhaps, lies in the

way the two super powers have ignored Chapter VIT,Articles 39-47 of the 1.\,
Charter dealing with "actions with respect to threats of the peace' and the
establishment of the Military Staff Committec of the Security Council. Both sides
know they cannot agree on common and 1 anent U,N, military command, but they
have kept the facade of vdic meetir "11 now, This, to the present
writer's mind, interpr in agre: disagree, ‘
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political and cconomic weakness, tried their best to bring the attention
of the major powers to the peculiar nature of their problems. Clair Wilcox,
wriiting about the Geneva trade negotiations in 1949, says:

"The most violent controversy at the conference and
the most protracted ones were those evoked by issues
raised in the name of economic development
The underdeveloned countries attacked the Geneva
draft at several points. They challenged the
commitment to negotiate for the reduction of tariff.
They objected to provisions which enabled the parties
to the GATT to determine whether this commitment has
been fulfilled. They soucht frecedom to sct up new
preferential systems, imposc important quotas, and
emply other restrictive devices without prior
approval. And they proposed that a scmi-autonomous
cconomic development committee be established within
the trade organization for the purpose of facili-
tating these escapes.”6

Despite the impression of tough fights by the deQelopinq nations
all they got were the meagre provisions embodied in Article XXVIII of the
original Agrecement. Whereas in the past such a blatant neglect of a
ginger group among the community of nations might have snarked some trouble
for the status quo powers, then as much as perhaps today, it would have
been great folly on the nart of the developing nationms to have started
anything like a mass walk-out or open non-co-operation. They realized
rightly that all they could do was to wait, and while waiting, protest
for recognition of %heir problems. And this they did until recognition

camec in the mid-fifties.

Why the Developed Nations Aid the Developing Nations: 7 ¢

&

\f S s

We have said earlier that ecconomic policy is a vital part of the

6. Wilcox, Clair, A Charter for World Trade, (New York: MacMillan
1949), pp. 48-49. o ‘




foreien policies of nations of todav and also that thc economic concessions
agiven by the developed to the developine nations amount in all their
disguises to a kind of foreien aid; in that, in the final analysis they
entail transfer of income from the develoned to the developine nations.

The question has been asked and has been much debated as to why

. . ’ ® 3 ; :
developed nations, and espcecially the United States, eive foreion aid
to the developing and other needy nations. A brief look at this nrohlem
is in order because it would give us some idea as to why the pnolicies of
GATT have evolved so progressively in the past fourteen years.

We realized also that the reasons which we have giwven as being
the causes of GATT's policy evolution startineg in the mid-fifties could
not by themselves alone account for the sudden surge of enthusiasm to aid
the developing nations through the GATT.

The answers to the question , why do the donor countries give aid
to the needy countries usually reveal three iicasons as being the main

vl {(_;

motivating factors. ~The three reasons arc political security, economic

Srveanes
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benefits and humanitarian impulses of the donor countries.

Sienificant among the scholars who think that the humanitarian

s

impulses of the donor countries are the dominating factors is Gunnar Myrdal.
He seems to think that this process of aid-giving has been determined laraely
by somec kind of an ideal - a living force in the minds of these nations - of
achieving an ever-greater equality of opportunity for all their citizens.
Myrdal thinks that this process has some kind of psvchological basis, in

the minds of those nations secking for integration. He believes this

psychological process in the minds of the donor countries has been taking

7. In the subseaquent pages we shall emﬁhasisé the United States
because it is the most important nation in aid giving.
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place over the last century because of a revolution in moral jideas, a
spill-over of the desire to redistribute income and caualize opportunities.

On the first and most massive aid givine programme, the Marshall
Plan, Myrdal says:

"It does not require any comprehensive or deep study of
the American motives for this extraordinary aid to say
from first-hand observation of the American people that,
in the beginning, the main attitude was much more the
positive one of sympathy and solidarity rather than the
negative one of fear of communism.”g

This is not the last word from !yrdal. IHe says, in 1960, that:
. .

"There is a basic sentiment of cenerosity towards those
who are less fortunate - a symnathy for, and solidarity
with, the underdog. This has its roots in America's
singular material and spiritual history. I believe
that important elements of Amcrican behaviour in
external and internal relations would he misunderstood
if this trait were not rccognized.”10

Myrdal's stand may be true or could have a lot of truth in it. Indeed,
GilbertWinham in his Ph.D. dissertation on the Marshall Plan, for which
he used the techniocue of content analysis, found that among the complex
of motivations the main one was the way the American policy-makers

perceived the "Economic Plight”ll in Europe at the time.

8. Ranis, Gustav (ed.), The United States and the Developing Economies,
(New York: W.W. Morton and Company Inc. 1964), np. 15-16.

9. 1Ibid., . 16

10.  Dowd, Douglas (ecd.), America's Role in the World Economy, (Boston:

oy

D.C. lleath and Company, 1964), v. 115.

11. Winham, Gilbert, "An Analysis of Foreien Aid Decision-Makineg: The
Case of the Marshall Plan" (unpublished Doctorate dissertation, Chanel Hill,
University of Northern Carolina, 1967). Gilbert Winham subsumes under the
term "economic nlight', '"economic depression' and "humanitarian suffering'. He
defines "economic depression' as "any statement which perceives the national
economies, or components thercof, of European countries to be in a state of
economic depression, crisis, severe under production; or to be suffering from
fﬁ319§h§335 or to be in need of economic assistance because of depression or
war damage.', p. 165. He dfines 'human suffering' as '"Any statement which
perceives human suffering (by individuals or groups) among the ponulations of
the European countries, or that European countries neced assistance to avoid
human suffering.', p. 1606,
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However, when we take a look at the history of the period and
America's part in it, Myrdals stand becomes rather unconvincing. In fact,
the more we consider the circumstances of the time and Ancrica's reaction
to these circumstances and, indeed, the assumptioﬁs upon which the American
policy-makers acted and still do act, the more the words of .Jacob Viner

sound convincine. He savs in his book The Pole of the United States in

the World FEconomy:

"The only factor which could persuade us ]Americans]
& to undertake a really large proocramme of economic
Ny aid to the underdeveloped countries would bhe the
decision that the friendship and alliance of those
countries are strategicallv, politically and psycho-
logically valuable to us in the cold war, that
cconomic aid on a large scale can be relied upon

to assure such fricndship and alliance to us, and
that the cost to us of a greatly enlarged programme
of economic aid would not be an excessive price to
pay for these strategic gains.”17

A report of Staff Papers presented to the Commission on Foreigen
Economic Policy in February 1954 lists the ten assumptions which guided the
Administration and Congressional leaders in the review of the situation in
1947-48, which led to the passage in April 1948 of the Economic Co-operation
Act (Title 1 of the Foreien Assistance Act of 1948). The first six of the
ten underlying assumptions merit quotation in full, since they give us a
deep insight into the objectives of American aid:

'""1. That the recovery of Europe as a whole was

vital to world recovery and was a prercaui-
site for achicvine the general aims of

12. Ranis, loc. cit., p. 16.

13. U.S. Government, Staff Papers, Commission on Foreign
Economic Policy, (Washington, D.C.: U.S. Government Printing Office,
February 1954).
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the United States' commercial and financial
nolicy.

2. That it was necessary, therefore, that Europe
should be given priority in assistance.

3. That, in the interest of American seccurity
strone measures had to be taken to check the
advance of communism in Furope.

4. That the communist interest in LRurope was
primarily internal subversion and infiltration,
exploiting how standards-of-living and cconomic
stagnation or collapse, rather than overt
military aggression.

5. That the most suitable means of counteracting
this tyne of communist threat were economic
and financial.

6. That a 4 year Europcan Recovery Programme made
possible by United States assistance would
serve the double purpose of making Europe
independent of extraordinary foreign assistance,
and of raising livine standards and maintaining
hich levels of employment and would, thercfore,

serve both the economic and security interests
of the United Statcs.”14

It should also be remembered that President Truman in ennunciating
the principle which subsequently became known as the "Truman Doctrine',
attributed the predicament of Greece and Turkey - the two political trouble
spots in Europe at the time - to '"soviet aggression in its widest sense'.
Indeed, it must be remembered that the "Bevin Letter”15 of March 1947 which
inspired the "Truman Doctrine' and hence the subsequent complex of activi-

ties in Europe and elsewhere, did speak in a despairing tone about communist

14. Ibid., p. 27.
15. Bevin, Ernest, the British Foreign Sccretary sent a letter,
subsequently referred to as the "Bevin Letter", to the United States, in

March 1947, calling the U.S. attention to the situation in Europe at the
time.
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activity in Gurope.

The origin of America's post-war IT aid to other narts of the
world outside Furope, on the scale as we know it todayv, is to be found
in 1949 in President Truman's Point TV sugeestion. Accordine to the
Staff Papers mentioned above, President Truman made his Point TV
suggestion "partly in response to mountine pressure from underdeveloped
countries, especially the Latin American countries, for large-scale aid
for cconomic development, and partly to promote certain specific United

: 16 . : ;
States interests.'" All the seven underlying assumptions upon which the
subsequent Act for International Development of 1950 were based arec worth
cuoting. They are:

"1l. That friendly and co-operative relations with the

underdeveloned countries could not be maintained
without the satisfaction to some extent of their
asnirations for ranid economic development.

2. That ereater nroduction and hicher standards of
living in thosc countrics could plav an imnortant
part in exnandine world trade and hence, in the
solution of Eurone's recovery problems.

3. That, since world recovery depended in part upon
a renewed flow of forcign investment, it was necessary
to allay fears of colonialism and economic immerialism
in connection with foreign investment.

4. That technical assistance could make a great contri-

bution to increased production and pave the way for
private investment.

w

That raising the standard of livine in the under-
developed countries would partly help to nrevent
them from becoming a prey to communist infiltration.

6. That technical aid could contribute sionificantly to
increasing the availability to the United States of
strategic materials.

16. U.S. Government, op. cit., p. 29.
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7. That the nrogramme would provide a practical
outlet for the humanitarian instincts of the
American pcople.”l7

From the above it is possible to say that America, and perhans
other developed nations, give aid to the poor and needy nations because
they believe this to be in their national interest. I[lumanitarian
consideration cannot be ruled out altogether. There is no doubt that
the picture of millions dying and starving, could inspire the gencrosity
of the donor countries. It is cven possible, as Milton Fri_cdman]8 says,
that the national intecrests of the donor countries and their humanitarian
ideals are coincidental. It is hard to believe, however, that the chief
motivating factor for giving aid could be any other than that the donor

country finds it to be in its national interest.
What National Interest Could Mean:

If we say the developed nationg, and especially the United
States, give foreign aid because it is in their national interest, the
first thing to clear up is what we mean by 'national interest'; and for
our present purpose what makes aid as given through the GATT become part
of their national interest.

1t is difficﬁlt to explain what a national interest means or
implies in the abstract. It is quite impossible to find general agreement
on what the national interest really is, in practice, on any particular

issue. Any major controversy in foreign policy centres round different

17. Supra, p. 29.

18. Ranis, loc. cit., p. 24.
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ideas about what the national interest indicates. For example, the
recent controversy in Britain surround British application to enter the
Common Market, the current debate in the United States about her
involvement in Vietnam and indeed whether a develoning nation should
join the GATT or not, are all debates about what the national interest
indicates. The national interest of a nation is not the same for all
time - it changes from time to time. Thus, the United States in both
wars did not enter the war until it became clear that their national
interests were involved.

The meaning and the implications of the term '"mational interest"
hinges on the word 'interest'. 1If we give the word a three-way split,
it becomes a bit clear. The word as applied to foreign policies could
be used to mean:

i) Immediatc national interest - mcaning the direct
self-prescrvation of a state.

ii) Distant national interest - implying the pursuit
of national claims and settlements of situations
which sooner or later could threaten the dircct
security of a state.

iii) Milieu national interest - this means the preser-
vation of a particular valuc in a part or the whole
of the world to prevent unpleasant developments for
the nation in future.

The foregin policy of the United States, and for that matter, the
foreign policy of all the major powers, show that thev pursue their
national interest broadly along the three ways explained above. 1In the
cases of the 1962 Cuban Crisis and the 1965 Dominican Renublic episode,
the United States seemed to have perccived the involvement of her immediate

national interest. That is, the United States saw these two incidents as

direct threats to her existence The various TFar East wars and conflicts
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in which the U.S. has been involved since the Second World War scems to
have involved her distant national interests.

The Staff Papers sums un the objectives of American foreign policy
in this curt statement:

"TForeign aid has been made available since the war

as one of the general means of rebuilding a world
order in which 1. the values of a free democratic

cocietyv can he nrecerved
society ye

y can be preserved; 2. the prosperity of the

American people promoted; and 3. the security of

the United States assured."1q

The order in which the three points above appear is interesting in the
context of what we have been saying about the three meanings of national
interest. It is interesting that the first concern of the United States
was the preservation of the democratic values and the third concern was -
the security of the United States. This is because at this time, 1954,
the United States was not directly threatened by anything in the world;
but her distant and milieu interests could be considered threatened. As
we shall see below the United States in the particular case of aiding the
developing nations through the GATT did so because it was primarily in her
national interest.

We have already mentioned that by the end of the war the pheno-
menon of economic development had become a potent force in international
politics; a force which any realistic foreign policy had to take into
account. This accounts to a éreat extent for the reasons why the deve-
loped nations, and especially America, took notice of this phenomenon in

the original Agreement, even if they did so grudgingly.

19. U.S. Government, Staff Papers, loc. cit., p. 40.
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The underlying reason causing the sudden surge of enthusiasm in

the policy cvolution in the GATT vis-a-vis economic development was that

it was in the mid-fiftics that the Russians decided to spread the cold

war into the developing and uncommitted parts of the world. As Milton

Friedman says, it was clearly in the American national interest that the

developing nations choose the democratic rather than the totalitarian

‘\'
AN

. P49 - . e . -
way of life. In short, it was a case of aidine the develoning nations

in their desperate cffért to deveclop or leave them to sink or swim,
according to their efforts, and thereby risking the probability of their
being saved by the communists. It must be remembered that it was in the
mid-1950's that the Russians started to woo the developing nations through

economic aid.?! Tt was therefore, to protect the U.S. milieu interest from
communist interference iﬁ the‘mid—IQSO's‘thaf'the 1.5 gavé her blessing
to the policy evolution of the GATT during this period.

Continuity in Philosophy and Changes in Method'

The undérlying philoscpny*fo ard-givirng by America has remained
the same, namely to forestall events unpleasant to the United States
emé;ging from the recipient countries. The»steady philosophy is apparent
ﬁhen we see that the "Foreign Economic Policy for the 1960's' says on .'/
Page 16: "Without prospects of growing trade opportunities with the Weét,

. . these countries, [the developing countries] ‘- too, would be forced

. 22 .
to turn cast for their markets." President .Johnson, as late as 1968,

20, Ranis, loec. cit.

21. "In fact, it was in 1955 that the Soviet Union, its satellites
and Communist China followed the example of the United States by cxtending
long-term credits and grants to the newly developing countries.'" Fran M,

Coffin's testimony before the Senate Committee on Foreign Relations, 1962.
See Ranis, Supra, p. 62.

22. U.S. Conaress, Joint Economic Committee, Foreign Economic Policy
for the 1960's, Report of the .Joint Fconomic Committece to the Conoress of the

United States with Minority aﬁaﬁhtheerEEQET—§7EE“EBHE;EE§, 2nd seééibﬁj‘ibéé}

n. 16,
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commentine on the threatened cuts in his foreien aid bill by the louse

of Renresentatives is reported, by the 'Time Magazine' to have said: "It

is madness to so jeopardize our |America's] own sccurity and the orderly
: 123
nrogression.of the world.
lHowever, there have been changes in the ways in which foreion aid
is given. Max Millikan sccs thesc tactical changes in three main wavs:
a. Some changes in the ways in which some of the
more important of the developed nations have
perceived their interest in the development
process.
b. Changes in the diagnosis and understanding
of the problems of develonment both in deve-
loped and the developing nations.
c. Changes in the nature of the institutional

-arrangements employed by the world community
to carry out its development activities.24

In the early days of the post-war foreign aid the top priority was the
transfer of knowledge and techniques responsible for the progress of the
developed countries to the developing world through programmes of technical

: 25
assistance.

The early 1950's being a period of critical East-West confrontation
saw the bulk of U.S. aid given in the form of military grants. But in the
late 1950's and the early 1960's, when the Communist menace had subsided,

the emphasis was placed on combating hunger, illiteracy and disease. It

23. "Time'", Foreign Aid, July 26, 1968, p. 29. We have so far
attempted to show the motivations which necessitate giving aid to the
developing nations. We must remember that there are other motivations
which militate against the giving of aid. For example, it has been
argued that aid creates inflation in the donor countries and makes the
recipient countries lazy and extravagant. We shall not go into the

latter points because they are strictly outside this present work.

24. Millikan, Max, "Introductory Essay'",  International Organization,
Vol. XXII, No. 1, Winter 1968, pp. 4-5.

25. This was the ma ea behind President Truman's Part IV nronouncement.



85

was during the late fifties and early sixties also that the U.S. forcign
aid underwent changes which brouch it necarer to the kind of programmec that
could be multilateralized. It is very interesting to note that it was
during this period that in the GATT the Trade Expansion Programme of 1958,
the declaration on the Promotion of the Trade of Less Developed Countries
of 1961, the Action Programme of 1963 and the convening of the UNCTAD of
1964 took place. This drive towards multilatecralization, in the casc of
GATT, which has not been without its sct-backs as cxamplified by the threce-
way split on the Action Programme and at the UNCTAD T, culminated in the

de Jure recognition of the new Part IV in June 1966.

The developing nations, whose chief economic interests is to
develop, have found that their intercst in world trade developments are
advanced better within the organization than outside it. In the words of
Max Millikan:

"National self-interest is unauestionably and
appropriately the dominant element in the concern
of the less developed countries with the world
development and problems since each is dependent
for capital, technical assistance, and trading
opportunities on the policies of the developed

world.”26

& - : S ; : 27
In 1954 the Economic Commission for Latin America conducted a survey™ to

find out why some countries joined the GATT and others did not. The seven

Latin American Countries which werc full members of the GATT at the time

26. Millikan, Max, loc. cit., p. 3.

27. [Economic Commission for lLatin Amecrica, Study of Inter-Latin

American Trade, E/CN.12/369/Rev. 1, (Geneva: April 1956), pp. 6-7.
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of the survey were found to have joined the GATT mainly because they found
that within the GATT their tradine intercsts are better advanced and
protected.

Perhaps the most eloauent testimony to the fact that the developing
nations find the GATT very useful lies in their active participation in
GATT's work. Another pointer is the fact that as against the nine deve-
loping nations among the original twenty-three members in 1948, in 1968
of the scventy-six full members of the GATT forty-nine are devcloning
nations. And nine developing nations maintain de facto recognition by
the organization and two developine nations are pnrovisionally acceded to
the GATT.

In the end, it all boils down to the simple fact that iﬁ is inﬂi{
the national self-interest of both the developed and the develoning
nations to work together on their tradine nroblems. But with regards to
further policy evolution in the GATT or making the policy changes already
achieved much more meaningful and useful to economic develovment, it will
be foolhardy to hazard a guess. It depends upon so many indeterminates,
it is better left undiscussed than discussed; but unaquestionably the power
to change things lies largely with the developed #nations.

The danger to this working svstem between the develoned and the
developing nations, it seems to us, will come from a slow response, on
the part of theldeveloped nations, to the developing nations' urge to developed.
This is because the urge to develon, judeing by the develonment history of
the developed nations, seems '"'as if increase of appctites had grown

. 28 .
by what it fed on", and like the urge for power, does not seem to cease

save, perhaps, in death.

28. Shakesneare, Hamlet, Act I, Scene ii, Line 144,
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APPENDIX I

PROMOTION OF THE TRADE
OF LESS-DEVELOPED COUNTRIES

Declaration proposed by the GATT Ministers
on 30 November 1961 and adopted by the
CONTRACTING PARTIES on 7 December 1961

1. The CONTRACTING PARTIES recognize that there is need for rapid
and sustained exéansion in the export earnings of the less-developed
countries if their development is to proceed at a satisfactory pace.

They recognize the magnitude of the task before the govermments of those
countries in increasing per capita incomes and faising the standard of
living of their peoples. To achieve these ends, increasing amounts of
foreign exchange will be required for financing the imports needed to
sustain and develop the economy. Although international aid is now and
will continue to be essential in covering these needs, aid can be no
substitute for trade. In the final analysis, economic development will
have to be paid for from the earnings of the countries concerned.

2 The export trade of the less-developed countries is not growing
at a pace commensurate with the growth of their foreign exchange needs or
with the growth of Qorld trade generally. The CONTRACTING PARTIES accord-
ingly recognize the need for a conscious and purposeful effort on the part
of all governments to promote an expansion in the export earnings of less-
developed countries through the adoption of concrete measures to this end.
The success of the efforts of developing countries will depend to a great
extent upon their ability to find the necessary markets. Accordingly,

contracting parties should reduce to a minimum restrictions inhibiting



access to markets for the export products of the less-developed countries.
The governments of the major industrialized areas, on Qhose markets the
less-developed countries must necessarily largely depend, recognize a
particular responsibility in this respect.

3. The CONTRACTING PARTIES agree that, if the needs of the less-
developed countries for enlarged and diversified export trade are to be

met, these countries must develop trade in other than traditional products.
They note that some developing countries already have the investment and
technological resources for the processing of raw materials and are able

to produce efficiently some manufactured goods. They recognize that it is
desirable that these countries and others possessing the necessary materials
and skills be provided with increased opportunities to sell in world markets
the industrial goods which they can economically produce, and urge that
governments give special attention to ways of enlarging these opportunities.
4, The CONTRACTING PARTIES recognize that govermments can contribute
to the general objectives outlined above by observing the following
principles and taking into account the following facts regarding tariff

and non-tariff measures affecting access to markets.

(a) Quantitative restrictions. Governments should give immediate

and special attention to the speedy removal of those quantitative import
restrictions which affect the export trade of less-developed countries.
Where it is necessary for a government to maintain such restrictions under
appropriate provisions of the GATT, it should apply them in a non-
discriminatory manner causing the minimum hindrance to international
trade, pursue policies designed to remove the underlying conditions

requiring the use of such restrictions and, pending their elimination,
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give careful and sympathetic consideration to progressive increases in
quotas. Contracting parties which are in process of moving out of
balance-of-payments difficulties should take particular care that
liberalization benefits are extended in the fullest measure to the
trade of less-developed countries, having regard to the urgent need for
helping these countries attain rapid, self-sustaining growth.

(b) Tariffs. Governments should give special attention to tariff
reductions which would be of direct and primary benefit to less-developed
countries. In this connexion, they should consider the elimination of
tariffs on primary products important in the trade of less—developed
countries. They should also consider reducing those tariffs which differ-
entiate dispfoportionately between processed products and raw materials,
bearing in mind that one of the most effective ways in which less-developed
countries can expand their employment opportunities and increase their
export earnings is through processing the primary products they produce
for export.

(c) Revenue duties. Fiscal charges, whether imposed as tariff

duties or internal taxes, may inhibit efforts directed towards increasing
consumption of particular products important in the trade of less—developed
countries and, even where applied equally to imports and to competing
domestic products, can be a serious obstacle to the expansion of trade.

The CONTRACTING PARTIES appreciate that adjustments in a fiscal system

may be a complex matter, with important financial, economic and other
consequences which have to be taken into account. Bearing in mind, however,
the urgent development needs of less—developed countries and the current

financial and economic situation in the industrialized countries mainly
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concerned, they agree that the removal or considerable reduction of
revenue duties and fiscal charges in industrialized countries would be
a useful contribution to the foreign exchange earning capacity of less-
developed exporting countries.

(d) State trading. Access to markets for products of the type

studled by Committee III should not be unnecessarily impeded through the
operations of State import monopolies or purchasing agencies. For many
products exported by less—developed countries, the priées charged on resale
by some State monopolies, whether in countries with centrally-planned
economies or in others, involve an implicit heavy taxation of imports.
Countries operating State import monopolies or purchasing agencies should
endeavour to improve access to their markets for products of less-developed
countries by decisions to import larger quantities of the products concerned
and, if necessary, by reductions in the differepce between import and sales
prices.

(e) Preferences. Some less—developed countries benefit neither
from the preferential tariff systems which were in operation when the
GATT came into being nor from the preferential treatment being established
in the new customs unions or free-trade areas. The CONTRACTING PARTIES
appreciate the concern of these less-developed countries whose export
trade in certain products may be placed at a competitive disadvantage by
the preferred treatment given to certain less-developed suppliers. They
note, however, that the benefits afforded participating less-developed
countries may include not only tariff preferences but other forms of
assurances in the marketing of the products concerned. While it is import-

ant that these various advantages should not operate to the detriment of
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other less-developed countries, it is also necessary that action to deal
with this problem should be on a basis that meets the marketing needs of
supplying countries now enjoying preferred access to markets.

(£) Subsidies. The subsidization of either the production or export
of primary products may restrict the market opportunities of less-developed
countries. Where this is so, the governments concerned should seek to
limit the use of the subsidies in question with a view to avoiding injury
to the export earnings of less-developed countries.

(g) Disposal of commodity surpluses. Governments disposing of

commodity surpluses should bear in mind that the products concerned are
generally important in the export trade of one or more less-developed
countries, and that this is an added reason for careful observance of
the principles and guidelines regarding such disposals accepted in the

GATT Resolutions of 4 March 1955l on the Disposal of Commodity Surpluses

and on the Liquidation of Strategic Stocks and in the Principles of

Surplus Disposal of the Food and Agriculture Organization of the United

Nations.

S In negotiations for reductions in barriers to the exports of
less-developed countries, contracting ﬁarties should adopt a sympathetic
attitude on the question of reciprocity, keeping in mind the needs of
these countries for a more flexible use of tariff protection. In making
arrangements to bring about a general reduction of tariffs, account should

also be taken of the special needs of less—developed countries.

lGATT Basic Instruments and Selected Documents., 3rd Supplement,
pages 50-51.




6. An important contribution to the expansion of export earnings
can also be made by intensified efforts to improve the production and
marketing methods of the less-developed countries. The efforts of the
less—-developed countries along these lines woula be greatly assisted if
the industrial countries would give greater attention to this matter in
the framework of their technical and financial assistance programmes.

T Efforts to expand the export earnings of the less-developed
countries and efforts to lessen the instability of such earnings which
results from fluctuations in primary commodity markets should proceed
concurrently. Progress towards reducing market instability, or towards
offsetting its effects on foreign exchange receipts, is essential if the
maximum benefits of the trade expansion effort are to be realized; at

the same time, progress towards a diversified export trade will reduce

the vulnerability of primary exporting countries to market fluctuations.
8. Finally, it is recognized that there are important possibilities
for encouraging sound economic development in the less—developed countries
through increased trade among themselves and that these countries should
keep this in mind in formulating their tariff, commercial and economic
policy measures. Less the development‘of this important trade potential
be prevented or unduly delayed, they should strive to attain and preserve
liberal access to one another's markets in the same manner as they now
seek to secure improved access to the markets of the economically advanced

countries.
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APPENDIX II

ACTION PROGRAMME

Proposed by a group of less-developed countries

(1) Standstill provision

No new tariff or non-tariff barriers should be erected by indus-
trialized countries against the export trade of any less-developed
country in the products identified as of particular interest to the less-
developed countries. In this connexion the less—-developed countries would

particularly mention barriers of a discriminatory mnature.

(1i) Elimination of quantitative restrictions

Quantitative restrictions on imports from less—developed countries
which are inconsistent with the provisions of the GATT shall be eliminated
within a period of one year. Where, on consultation between the indus-
trialized and the less-developed countries concerned, it is established
that there are special problems which prevent action being taken within
this period, the restriction on such items would be progressively reduced

and eliminated by 31 December 1965.

(iii) Duty-free entry for tropical products
Duty-free entry into the industrialized countries shall be granted

to tropical products by 31 December 1963.

(iv) Elimination of tariffs on primary products

Industrialized countries shall agree to the elimination of customs
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tariffs on the primary products important in the trade of less-developed

countries.

(v) Reduction and elimination of tariff barriers to exports of semi-

processed and processed products from less-developed countries
Industrialized countries should also prepare urgently a schedule
for the reduction and elimination of tariff barriers to exports of semi-
processed and processed products from less-developed countries, providing
for a reduction of at least 50 per cent of the present duties over the

next three years.

(vi) Progressive reduction of internal fiscal charges and revenue duties
Industrialized countries shall progressively reduce internal
charges and revenue duties on products wholly or mainly produced in less-

developed countries with a view to their elimination by 31 December 1965.

(vii) Reporting procedures

Industrialized countries maintaining the above-mentioned barriers
shall report to the GATT secretariat in July of each year on the steps
taken by them during the preceding year to implement these decisions and
on the measures which they propose to take over the next twelve months to

provide larger access for the products of less-developed countries.

(viii) Other measures

Contracting parties should also give urgent consideration to the
adoption of other appropriate measures which would facilitate the efforts
of less-developed countries to diversify their economies, strengthen their

export capacity, and increase their earnings from overseas sales.
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APPENDIX III

REVIEW OF KENNEDY ROUND RESULTS FROM
THE STANDPOINT OF DEVELOPING COUNTRIES

Preliminary Summary of Results:

1. In its meeting concluded on 27 July 1967, the GATT Committee on
Trade and Development discussed arrangements for reviewing the results of
the Kennedy Round from the viewpoint of developing countries. For this
purpose the GATT secretariat prepared a general survey of tariff reductions
made by the six major industrialized participants in the negotiations -
namely, the European Economic Community, the United States, the United
Kingdom, Japan, Sweden and Switzerland — on selected products of particular
export interest to developing countries. The six markets mentioned above
account for more than 90 per cent of all imports by the industrial countries
from the developing areas. The survey comprised 367 product headings of
the Brussels Tariff Nomenclature (of which: agricultural products 79, non-
agricultural raw materials 47, fuels 6 and manufactures 235), and close to
10,000 individual items in the six import tariffs. The~product headings
surveyed cover more than 95 per cent of all exports from developing to
developed countries.

2. To facilitate comparisons between duty rates in force before

the Kennedy Rouna and those which will be applicable when the results are
fully implemented, the product headings comprised in the GATT secretariat
survey were grouped into twenty-three commodity classés, such as tropical

products, processed foodstuffs, clothing, machinery, etc. The tariff items
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in each class were presented in frequency distributions according to their
level both before and after the Kennedy Round and, subsequently, according
to the depth of the cut (i.e. less than 50 per cent, 50 per cent, more
than 50 per cent but less than 100 per ceant, and complete elimination).

3. Two major qualifications have to be made before the results of
the review can be discussed. The secretariat survey presents the tariff
reductions in unweighted averages. It would have been of some interest

to know the current trade values corresponding to each tariff item
included in the survey. Such an evaluation of the Kennedy Round results
could not be prepared in the short time available. It should be noted,
however, that wéighting by actual values of trade conducted under each
tariff item, which is the only weighting system readily available, could
give only a very approximate assessment of the importance of the tariff
reductions negotiated. The true importance of these tariff reductions

can only‘be measured in terms of the incremental trade which they will
generate. For obvious reasons, this cannot be calculated, or reliably
estimated, in advance.

4, Also, the summary does not indicate how the incidence of tariffs
at different stages of the processing of the commodity has changed in each
of the product classes and groups as a result of the Kennedy Round. For
this purpose it would be necessary to describe changes in tariff profiles,
i.e. the sequence of tariff rates applicable to a raw material and the
products it leads to at the successive stages of processing. This analysis
could not be performed for lack of both time and complete sufficiently
detailed data.

S The seventy-nine agricultural product headings, which include
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both temperate zone and tropical foodstuffs but exclude cereals and most
meat and dairy products, covered over 2,000 items in the tariffs of the
six major import markets. While 11 per cent of these items were duty

free before the Kennedy Round, the proportion has now risen to 19 per
cent. The proportion of items dutiable at more than 15 per cent ad valorem
has declined from 49 to 38 per cent.

6. The 235 manufactured product headings included slightly less
than 7,000 tariff items. The proportion of duty-free items has been
raised in the Kennedy Round from 5 to 7 per cent; the category of items
dutiable at less than 10 per cent ad valorem now comprises 62 per cent of
all items as against 32 per cent before the Kennedy Round. The categories
dutiable at more than 15 per cent ad valorem now comprise 14 per cent of
all items as against 35 per cent before.

13 Going into sub-divisions, duty reductions on tropical products
will mean that 33 per cent of all items in this sector will be accorded
duty-free entry as compared to 13 per cent prior to the Kennedy Round.

In many instances, previous suspension of duties on tropical products are
now consolidated in the GATT concessions. Further, about 36 per cent of
the dutiable products will be subject to rates of 10 per cent ad valorem
or less, as against. 42 per cent at present; while the proportion of items
dutiable at more than 10 per cent declines from 42 to 28 per cent.

8. In processed foodstuffs, the proportion of duty-free items rises
from 6 to 12 per cent; that of items dutiable at less than 10 per cent,
from 25 to 32 per cent; while the proportion dutiable at more than 10 per
cent declines from 67 to 54 per cent.

9. In cotton yarns and fabrics, the great majority of reductions
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have been made on items dutiable up to 10 per cent ad valorem. Tariff
items subject to duties within this range now account for 63 per cent of
the total as compared to 44 per cent before the Kennedy Round, and the
proportion of duty-free items has risen from 2 to 4 per cent. Further,
items subject to duties between 10 to 15 per cent and 15 to 20 per cent
ad valorem, which accounted for 26 and 16 per cent, respectively, of all
items in this group before the Kennedy Round, represent now only 18 and

14 per cent respectively. The share of tariff items dutiable in the

range of 20 to 25 per cent will now be 4 per cent as compared to 10 per

cent previously. Duties exceeding 25 per cent ad valorem are now negligible
in this product class. According to an agreement reached in April 1967,

the Long-Term Cotton Textile Arrangement was extended for a period of three
years as from 1 October 1967. 1In respect of a number of items, duty
reductions by the EEC are tied to the life of this Arrangement.

10. In clothing, there were and are no duty-free items. However,
items dutiable at less than 10 per cent will represent 12 per cent of the
total as against 4.5 per cent at present; and 32 per cent of all items will
be dutiable in the range of 10 to 15 per cent as against only 5.5 per cené
at present. Before the Kennedy Round 53.5 per cent of all items in the
group were dutiable at more than 20 per cent ad valorem; this proportion
will now decline to 29.5 per cent.

1A [ In leather and leather manufactures (excluding footwear) of
interest to developing countries, tariff items in the duty range of 0 to

5 per cent, accounting for 7 per cent of all items in this product class
before the Kennedy Round, now represents 32 per cent. On the other hand,

the proportion of items dutiable at more than 10 per cent has been reduced
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from 61 to 28 per cent of all items.

12. In footwear, the proportion of items dutiable at less than 10

per cent rises from 16 to 65 per cent.

13. In wood manufactures, including plywood and veneer, the proportion
of items in the category of 0 to 10 per cent ad valorem duties rises from

28 to 72 per cent.

14. In miscellaneous manufactur
countries, mainly articles of cork, plaiting materials, basket work,
artificial flowers, furniture, toys and sports goods, the proportion of
items in the 0 to 10 per cent duty category has been increased from 25 to

66 per cent, while that of items dutiable at more than 20 per cent has

been reduced from 25 to 7 per cent.
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