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Preface 

The original purpose of this study was to compile a contemporary 
case history of the most important negotiations in the history of 
the US Trade Agreements program in order to provide future ad-
ministrators and students with an appreciation of the issues and the 
negotiating techniques involved that could not be obtained from 
official reports. 

Like most plans that take several years to materialize, this simple 
concept was drastically modified before the book was completed. 
The Kennedy Round did not end until nearly two years after the 
stüdy was begun. This delay provided an opportunity to expand on 
the original plan and, as background for the case history, to explore 
the origins and evolution of the complex issues in intergovernmen-
tal commercial relations that the negotiators had been called upon 
to unravel. 

The scope of the study was still further enlarged when my ex-
perience conducting a graduate seminar in international commer-
cial policy convinced me that there was a serious deficiency in the 
literature bearing on that subject. There were excellent works on 
the theory of international trade and a considerably smaller num-
ber of authoritative, but often outdated, works on limited aspects 
of international trade relations and agreements. But anyone who 
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wanted a general survey of commercial policy was forced to piece 
the picture together from many sources, not all of equal merit. The 
plan of the present book, therefore, evolved around the dual pur-
pose of providing a text which, while maintaining its central focus 
on the Kennedy Round and its place in history, could also serve as 
an introduction to the general subject of commercial policy for use 
both by students and by those with practical problems to solve. 

There is no escaping the necessity of asking the reader to accept 
on faith some of the statements I have made that are based on per-
sonal experience. Where I have been aware, however, of the exist-
ence of any published sources against which my accuracy may be 
checked, I have cited them. That this has often been impossible is 
accounted for by a problem that is more or less peculiar to trade 
negotiations. Because of the natural aversion of governments to 
conduct their bargaining in public, most internal documents bear-
ing on a negotiation are restricted to a limited audience within the 
government concerned, and those documents submitted to the in-
ternational organization concerned (in this case the GATT) are 
often similarly restricted. When the latter have eventually been re-
leased, they have usually ceased to be of sufficient interest to jus-
tify publication for general use. As for the internal documents of 
the US government, none involving the Kennedy Round have as 
yet been released. 

The contents of US classified documents available to me during 
this study have, of course, not been divulged. And, while many 
GATT documents now in the public domain have been cited, it is 
regrettable that readers will not find copies readily available unless 
they have access to the files of the GATT secretariat or the files of 
government departments in Washington or other capitals. 

It may be helpful to the reader to have an advance view of the 
way in which the general framework of the book has been fitted to 
its dual purpose. Part One follows the economic and legal devel-
opment of the issues, emphasizing their relevance to the interna-
tionally accepted rules of commercial policy incorporated in the 
GATT. 

Part Two examines the political and economic climate that in-
spired the Kennedy administration to seek from Congress the extra-
ordinary delegation of authority that was contained in the Trade 
Expansion Act of 1962 and the changes in that climate that oc-
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curred between the passage of the act and the inauguration of in-
ternational negotiations. It analyzes the influence of the growing 
realization in the United States that the European Economic Com-
munity had become a fact and of the rise and subsequent decline 
of the concept of "Atlantic Partnership." 

The prolonged preliminary bargaining over the negotiating rules 
for the formal negotiations is the subject of Part Three. Although 
the reader may conclude that the space devoted to this phase is as 
excessive as the extraordinary length of time consumed by the pre-
negotiations, the case can be made, however, that the preliminary 
phase justifies more detailed treatment than the formal negotia-
tions. The Kennedy Round was the first multilateral trade negotia-
tion that attempted to substitute an automatic procedure for hag-
gling over individual tariff rates; the effort to translate that aspira-
tion into a formula is in itself of historical interest. But the more 
persuasive reason for the length of Part Three is that there is more 
to be learned about the possibilities and pitfalls for future negotia-
tions from this period than from the more formal phase of the 
negotiations that followed. The reader should not, however, be 
misled by the word "period" into assuming that the rule-making 
phase ended on a single date and was then succeeded by the ne-
gotiation proper. For the four major objects of negotiation — in-
dustrial tariffs, agriculture, nontariff barriers, and the trade of less 
developed countries — the progression from the first to the second 
phase occurred at widely differing points in time. Thus, the divi-
sion between Part Three and Part Four is, of necessity, functional 
rather than chronological. 

Part Four examines the formal period of each of these concep-
tually separate negotiations and seeks to show the manner in 
which the issues that proved too intractable to be settled sepa-
rately were carried forward and resolved in a compromise that was 
multifaceted as well as multilateral. 

While the treatment of Parts Two, Three, and Four is imperfectly 
chronological, each at least enjoys a natural terminal date. By con-
trast, Part Five suffers from the inexorable tendency of present to 
become past and future to become present. Its arbitrary cutoff 
date, imposed by the exigencies of publication, is roughly mid-
1970. Its two chapters appraise the results of the Kennedy Round 
from the vantage point of that time and examine not only their in-
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fluence but the influence of external developments on the pros-
pects for future rounds and, indeed, for the future of the multi-
lateral trading system established after the Second World War. It is 
the contemplation of these post-Kennedy Round developments 
that' raises the specter of GATTerdammerung, suggested in the 
title of the book. 

I have received help above and beyond the call of duty from so 
many people in the United States and abroad that it will be im-
possible to name them all. There is no difficulty, however, in know-
ing where my thanks should begin. If it had not been for Professor 
Raymond Vernon my study would not have been begun and, if 
begun, would have been far less successful. He persuaded me to 
undertake the project, was largely responsible for the hospitality 
proffered to me by the Center for International Affairs of Harvard 
University during the early stages of my research, and read and 
criticized with care and penetration the entire first draft. Also, the 
Rockefeller Foundation gave me valuable financial assistance dur-
ing the initial year, and the Center for International Affairs financed 
a visit to the site of the Kennedy Round during the final weeks of 
the negotiation. 

Others who read and gave me their most useful criticism of se-
lected chapters were Professors Isaiah Frank, Gottfried Haberler, 
Charles Kindelberger, Raymond Mikesell and Gardner Patterson, 
as well as Dean D. Gale Johnson, Wil l iam B. Kelly, Jr., G. Maggio, 
Margaret Potter, and Oscar Zaglits. My special thanks go to W i l -
liam Diebold, Jr., who read the entire manuscript in its penulti-
mate form. His keen eye and his superior knowledge of some of 
the less familiar territory into which I ventured have spared the 
final version a number of errors that might have escaped even the 
keen eyes of the editors at the Center for International Affairs and 
Harvard University Press. 

Those in and out of the United States government who went to 
unusual effort to provide me with essential information and docu-
ments include, in addition to Mr. Maggio and Mrs. Potter in the 
GATT secretariat, Mr. F. A. Haight of that organization and Sir Eric 
Wyndham White, then its Director General; Wil l iam Hart, John 
Boyd, and John Howard of the US Tariff Commission; Walter Hol-
lis and Lucille Thompson of the US Department of State; Theodore 
Gates and Caroline Jahn of the Office of the Special Representa-
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tive for Trade Negotiations; and Paul Luyten, Leonard Tennyson, 
Alessandro Silj, and Pierre Malvé of the Commission of the Euro-
pean Communities. 

Among the typists who at one stage or another labored to pro-
duce a legible copy, my special thanks are extended to Margaret 
Thompson, Louise Richards, and Pearl Clark. 
Clark. 

No one, of course, expended more time and effort on the enter-
prise than the editors. Mrs. Marina S. Finkelstein of the Center for 
International Affairs had the more difficult task of forcing my re-
luctant steps to follow the path of scholarly citations and of sug-
gesting a more economical and intelligible organization of the text. 
And, Miss Rita Howe of the Harvard University Press provided 
a sympathetic and workmanlike polish to the final product. To 
both of them, my sincere thanks. 

My wife, Avis, gave almost as much to this book as did the 
author. From the typing of first drafts, through the search for elu-
sive sources, right down to the galley slavery of proofreading, she 
provided practical as well as moral support. 





Introduction 

Ten months after John F. Kennedy's inauguration, his adminis-
tration launched the campaign that culminated in passage of the 
Trade Expansion Act of 1962.1 The act has been described both as 
the most sweeping delegation of tariff negotiating power in the 
thirty-year history of the Trade Agreements Program and as the 
most extraordinary legislative accomplishment of Kennedy's presi-
dency. 

It is possible to quarrel with both of these claims. On two earlier 
occasions Congress had authorized the President to cut existing 
tariffs in half. It is true that the act did contain the unprecedented 
authority to reduce certain tariffs all the way to zero in an agree-
ment with the European Economic Community (EEC). But what in 
1962 had seemed to be the most powerful of the weapons pro-
vided was to prove unusable in practice. What did make the 
Trade Expansion Act unique, however, was the fact that, to some 
extent in the provisions of the law itself but more importantly 
in its legislative history, Congress demonstrated a willingness to 
allow the President unprecedented latitude in using the authority 
that it granted him. 

Why and how this revolution in congressional attitudes was 
achieved is the subject of a later chapter. At this point it is enough 
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to recall that the spark that set it off was the unexpected speed 
with which the European Common Market was being achieved. 
Recognition of that success brought unprecedented unanimity as 
to the need for new negotiating tools and techniques that would 
permit the United States to deal effectively with its first near 
equal in the history of the Trade Agreements program. 

The product of this short-lived unanimity was the Kennedy 
Round, with its notable successes — and its failures if measured 
against the optimism that dominated Washington during John 
F. Kennedy's short term. But "success" and "failure" have little 
meaning except as they relate to known ends and to obstacles 
overcome. To appreciate the ends that motivated the actors in 
the Kennedy Round is as important to an understanding of their 
achievements as is an examination of the processes by which they 
managed to reconcile their differences. 

Some of the objectives of the negotiators had origins that were 
no older than the European Economic Community. Thus, "Atlan-
tic Partnership," if it was in fact an objective of the American ad-
ministration, could not have been conceived until the successful 
negotiation of the Treaty of Rome. No previous trials or errors 
could provide a clue to the road blocks that stood in its way. 

But most of the aims of the protagonists were simply the latest 
manifestations of efforts that had begun soon after the end of 
World War II. Though some took on new forms or heightened 
visibility as a result of the emergence of the Common Market, each 
had a history upon which negotiating plans could draw. In all 
GATT tariff negotiations "reciprocity" had played its contradictory 
roles. The Kennedy Round simply presented a unique opportunity 
for remolding it into a more consistently constructive force. Nor 
were the problems presented by domestic farm policies, by non-
tariff barriers, or by the frustrated aspirations óf developing coun-
tries inventions of the 1960's. The solution of these and other 
issues had simply taken on a new urgency in the context of 
European integration. 

It is for reasons such as these, rather than a zeal for history 
as such, that the first six chapters of this study have been written. 
By tracing the evolution of the problems faced in previous nego-
tiations, we may be able to understand the successes and failures 
of the Kennedy Round. 



Part One: The Issues 
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Tariff Negotiations, 1934-1962 

When the US Trade Agreements program was launched in 1934, 
alternative methods of achieving its objectives were considered. 
The method finally chosen, that of negotiating reductions in in-
dividual US tariff rates in exchange for reciprocal concessions by 
other countries, was pursued with no essential change for the 
next thirty years. 

By 1933, the Smoot-Hawley Tariff of 1930 — the highest in 
American history — had accentuated the reduction of US imports 
and exports that accompanied the depression. In that year, im-
ports fell to 33 percent of their 1929 value.1 During the 1920's ex-
ports of capital by the United States had supported a large net 
export of merchandise. Even when loss of confidence curtailed 
the capital flow, an export surplus continued, financed largely by 
imports of foreign gold. But gold transfers could not continue 
to support that surplus indefinitely, even at the disastrously low 
level to which exports had fallen. Only a massive increase in 
imports would permit a major recovery in US export trade.2 The 
quickest way to accomplish this would have been for the United 
States to reduce its tariff unilaterally, and this possibility was 
favored by some. But a number of considerations led to the 
Roosevelt administration's decision to seek reduction in the high 
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Smoot-Hawley rates, but only in exchange for "reciprocal" reduc-
tions by others.3 

This decision to negotiate tariff reductions on a reciprocal 
basis, combined with the equally fundamental decision to con-
tinue the existing policy of avoiding discrimination among sources 
of supply, led inevitably to other decisions that were to establish 
the basic technique of tariff negotiations for the next thirty years. 
Cordell Hull had considered the possibility of a broad, horizontal 
tariff cut, in concert with other countries. But he abandoned this 
plan when he became convinced that neither the US Congress nor 
the governments of other countries would agree to "a worth-
while multilateral undertaking" of this kind.4 This meant that tariffs 
would be negotiated piecemeal, item by item. And, since con-
ducting such a negotiation simultaneously with many countries 
was, at the time, regarded as impossible,5 separate, bilateral nego-
tiations were inevitable. 

From 1934 until the postwar period, this bilateral pattern for 
trade negotiations severely restricted the choice of articles on 
which tariff reductions could be granted. The Trade Agreements 
Act of 1934 reaffirmed the policy of extending "Most Favored 
Nation" (MFN) treatment to virtually all countries. Thus, any 
tariff reduction granted in a bilateral negotiation had to be "gen-
eralized," leading to the practice of limiting such reductions to 
tariffs on products supplied principally by the negotiating partner 
in order that "unrequited benefits" to other countries might be 
avoided. That they should be avoided insofar as possible followed 
from one of the expressed purposes of the Trade Agreements Act 
— namely, to obtain foreign markets for US exports in exchange 
for reductions in the United States tariff. 

Another practice that became a common feature of tariff nego-
tiations, especially between 1934 and 1947, was a direct result of 
the same dilemma: the separation or "ex-ing out" of portions of a 
tariff item for negotiating purposes. For example, many countries 
produce and export chinaware; but the United Kingdom had a 
virtual monopoly on expensive bone china. By reducing the duty 
only on bone china sold at more than a stated minimum price, 
the benefit of the reduction could be denied other china exporters 
without technical violation of MFN. This practice broadened the 
scope of bilateral negotiations, but it also resulted in a tariff struc-
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ture that was unduly complex and sometimes irrational. The 
negotiating partners of the United States operated under similar 
handicaps insofar as they, too, either were bound by existing 
treaties to extend M F N treatment to third countries or followed 
a unilateral policy of tariff nondiscrimination. 

In addition to the limitations imposed by reciprocity, the US 
administration was further restricted by inhibitions against grant-
ing tariff reductions that might result in serious injury to a com-
peting domestic industry. Although this restraint was not spelled 
out in the prewar legislation itself, it was implicit in the decision 
to negotiate on a selective, item-by-item basis and was explicit in 
the legislative history of the Trade Agreements Act.6 

Under the circumstances, it is remarkable that US administra-
tions managed to expend as much of their negotiating coin as 
they did. In 1934 the President was authorized to reduce any tariff 
by 50 percent of its 1934 level. From 1934 until 1945, when the 
authority of the original act was replenished, bilateral negotiations 
were concluded with twenty-seven countries.7 The concessions 
granted by the United States in these bilateral agreements in-
volved tariff reductions on approximately 64 percent of all duti-
able imports.8 These rates were reduced, on the average, by 44 
percent of their base date level. This appeared to be a substantial 
accomplishment. 

Measured solely by the statistical results, these bilateral agree-
ments taken together went further toward correcting the excesses 
of the Smoot-Hawley Tariff than did even the most far-reaching 
of the subsequent multilateral negotiations until the Kennedy 
Round. But these gains were aided by some circumstances that 
no longer existed in later negotiations. The negotiations of the 
1930's began from a level of tariffs that was widely recognized 
to be exorbitant. And, except for two supplementary agreements 
with Cuba, which affected only preferential rates of duty, and one 
supplementary agreement with Canada, each bilateral agreement 
was the first of its kind between the partners involved and pre-
sented a unique opportunity to reduce those tariffs with which 
the partner was especially concerned, including many that ex-
ceeded even the demands of the protected industries themselves. 

Comparable statistics do not exist to measure the benefits 
achieved for US exports in these bilateral negotiations. Were they 
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available, they would tell only part of the story. As was pointed 
out by the US Tariff Commission in its evaluation of the prewar 
negotiations, a substantial part of the benefit to US export trade 
was derived from the "general provisions" of the agreements 
entered into, including the guarantee of M F N treatment and the 
agreement of the signatories not to impose quantitative restrictions 
on imports from each other of products for which tariff conces-
sions had been granted.9 From the incomplete statistics available, 
however, it would seem that, in terms of the number of items, 
a larger proportion of the tariff concessions granted by others 
consisted of the "binding" of existing duties than was true of con-
cessions granted by the United States.10 Unless the total trade 
covered by the concessions of others was greater than that 
covered by United States concessions, which does not appear to 
be the case, this fact suggests that the United States did not insist 
on complete reciprocity in a statistical sense. Its negotiating 
goals were evidently tempered in part by recognition of the extra-
ordinarily high US tariff levels which it brought to the bargaining 
table and, in the case of negotiations with less developed coun-
tries, by broader policy considerations.11 

The First GATT Negotiation: 1947 

By the time the end of World War II was imminent, only a rela-
tively small part of the authority granted the President in the Act 
of 1934 remained. Tariffs on 40 percent of US dutiable imports 
had already been reduced by the full 50 percent permitted under 
the act,12 and many others had been substantially reduced, though 
by less than the maximum permissible amount. President Roosevelt 
therefore asked for and obtained the first authority to reduce 
tariffs to below the levels authorized by the act of 1934. The 
new act, signed into law in 1945, authorized the President to re-
duce tariffs by 50 percent of their level on January 1, 1945.13 

Rates that had in previous negotiations been reduced to the 
maximum allowable could now be cut to as little as 25 percent of 
the level established in the 1930 tariff act. 

Except for some minor concessions resulting from a bilateral 
agreement concluded with Paraguay in 1946, all of this new au-
thority was available to the administration when, in November 



Tariff Negotiations, 1934-1962 9 

1946, it invited other countries to join it in the first multilateral 

conference for the mutual reduction of tariffs. But other provisions 

of the original act of 1934, as well as its legislative history, re-

mained unchanged. In spite of the unprecedented task it faced, 

the administration was therefore still constraiined to select tariffs 

for negotiations only after a study of the possible effect on in-

dividual US industries and then to barter concessions, item by 

item, in exchange for reciprocal advantages for American exports. 

The 1947 tariff negotiating conference in Geneva was but one 

of several preparatory steps intended to lead to the creation of an 

International Trade Organization (ITO), wh ich was to perform, 

for international commercial relations, a role parallel to that of 

the International Monetary Fund (IMF) in the field of exchange 

rates and controls. The General Agreement on Tariffs and Trade 

(GATT), created by the Geneva negotiation in 1947, was to have 

been absorbed into this broader institutional structure. It was 

not foreseen that the GATT wou ld prove to be the only lasting 

product of the Geneva Conference.14 

Confronted with the problem of organizing a tariff negotiation 

among twenty-three countries while adhering to the item-by-

item method, the original G A T T partners undertook a task that 

had been judged impossible by the United States government in 

the 1930's. In some ways the problem was more difficult in 1947. 

Nine of the twenty-two countries at Geneva already had bilateral 

agreements with the United States, and they accounted for 83 

percent of all U S imports from the group.15 Thus, many of the tariff 

reductions that could be exchanged with these major negotiating 

partners without risk of injury to "sensit ive" industries had al-

ready been granted. 

O n the other hand, some factors favored the Geneva negotia-

tions. Except for the United States, Canada, and certain Latin Amer-

ican countries, the negotiating countries seriously needed dollars. 

Their active participation was ensured by the prospect of im-

proved access both to the United States market and to the few 

other markets able to pay for imports in hard currency. But, be-

cause they were to be permitted to maintain quantitative restric-

tions against imports while their monetary reserves were still 

dangerously low, their own tariff concessions on imports from the 

dollar area wou ld not become fully effective until some later date. 
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In the meantime, their domestic industries were not likely to be 
jeopardized by undue exposure to US competition. 

This did not mean, of course, that the United States was bound 
to "lose" as a result of the Geneva negotiations. The tariff conces-
sions it received would acquire value when its partners emerged 
from their payments difficulties and discharged their obligation 
to dismantle their import controls. Meanwhile, if, through re-
duced US tariffs, other countries could earn dollars with which to 
pay for American exports, the danger of a serious slump in US 
employment could be averted. Furthermore, both the political 
and economic interests of the United States lay in the restora-
tion of more normal economic relations within the Western 
world. The immediate compensation for tariff concessions granted 
by the United States at Geneva would be the contribution those 
concessions, themselves, could make toward that objective. 

The Geneva negotiating techniques and those used in later GATT 
negotiations were not, and could not have been, truly multilateral. 
For the most part, they followed closely the procedures that had 
been developed in bilateral bargaining. Each pair of negotiators 
exchanged "request lists," followed by "offer lists." Initial offers, 
as before, were largely limited to the items of which the country 
receiving the offer was "principal supplier" to the country pro-
posing to reduce or bind its tariff. But when pairs of countries 
exchanged offers, the lists were made available to all other par-
ticipants, who were then able to take them into account in their 
own bilateral negotiations. Where two exporting countries stood 
to benefit substantially from a tariff concession, the offer could be, 
and often was, made contingent on the receipt of "compensa-
tion" from both. At the end of the day, when the concessions of 
each negotiating partner were consolidated into its GATT "sched-
ule," all contracting parties16 acquired contractual rights even to 
those concessions which they had had no part in negotiating.17 

Thus, within the limits imposed by "reciprocity" and by item-by-
item bargaining, the Geneva negotiations achieved some of the 
benefits of multilateralism. 

The results of Geneva were respectable indeed, even though, in 
both scope and depth, they fell appreciably short of the combined 
results of the bilateral agreements of the preceding twelve years. 
This was not surprising, given the fact that tariffs of the United 
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States and of many of the other participants in 1947 started at a 
considerably lower level than they had in 1934. About 54 percent 
of US dutiable imports were affected by tariff reductions granted 
at Geneva, as compared with 64 percent in all the previous bi-
laterale. The weighted average reduction of those rates that were 
reduced was 35 percent, as compared with a 44 percent average 
for the combined prewar bilaterals.18 Tariffs on US dutiable im-
ports as a whole were reduced by an average of 18.9 percent. This 
reduction, of course, is calculated from the levels prevailing in 
1945, which were substantially lower for most products than the 
negotiating base for prewar reductions. 

Reports by the US Tariff Commission on the Geneva negotia-
tion do not provide comparable data concerning the concessions 
obtained by the United States from others. But they do summarize 
the combined concessions obtained in all negotiations, including 
the Geneva Agreement. From 1934 to 1948, the United States re-
ceived tariff concessions from its negotiating partners on products 
that accounted for 62 percent of their total imports from this 
country.19 Of these concessions, less than half were tariff reduc-
tions; the rest involved the binding of existing duties or of duty-
free status. On the other hand, about 17 percent of the duty re-
ductions involved tariff elimination.20 United States negotiators 
were not permitted by legislation to make similar concessions. 

Diminishing Returns: 1949-1962 

Measured either in terms of volume of trade directly affected by 
tariff concessions or of average depth of tariff reductions achieved, 
after 1947 no negotiation until the Kennedy Round produced re-
sults approaching those of the first Geneva Agreement (see Table 
1). The most far-reaching of these negotiations, held at Torquay in 
1950-1951, resulted in an average reduction of 26 percent in the ad 
valorem equivalent of those duties that were reduced, but 
achieved little more than a 3 percent reduction in US tariffs on 
dutiable imports as a whole. 

There were reasons for these diminishing returns. In 1961, when 
the Trade Expansion Act was proposed by the Kennedy adminis-
tration, it was a common belief, reflected in the congressional 
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hearings, that the item-by-item form of negotiation had outlived 
its usefulness. There was much to support this judgment, especially 
under conditions that have prevailed since the formation of the 
European Economic Community (EEC) in 1957. But the assertion 

Table 1. United States duty reductions in GATT negotiations. 

Imports of items on 
w h i c h tariff was reduced Average reduction Weighted average 

G A T T Conference as a percentage of of tariffs that reduction of 
total dutiable imports» were reduced6 all duties 

(percent) 

First Round, Geneva, 
1947 54 35 18.9 

Second Round, Annecy, 
1949 5.6 35.1 1.9 

Third Round, Torquay, 
1950-1951 11.7 26 3.0 

Fourth Round, Geneva, 
1955-1956 16 15 (approx.) 2.4 (approx.) 

Fifth Round, Geneva, 
1961-1962 20 20 (approx.)c 4.0 (approx.) 

Source: US Tariff Commission, Operations of the Trade Agreements 
Program: First Round, lune 1934-April 1948, pt. IV, Table 6; Second 
Round, Third Report, Table 7; Third Round, Fourth Report, Table 1; 
Fourth Round, Ninth Report, Table 1 and p. 60; Fifth Round, Fourteenth 
Report, Table 1 and p. 19. 

"1939 imports in the case of the First Round. For subsequent Rounds, 
import data are for latest year available at the time of the Tariff Commis-
sion's postnegotiation report. 

bFrom rates in force immediately before negotiation. 
cNo authoritative figure available. Most US reductions were by 20 per-

cent. Those that were less may have been offset by reductions of more 
than 20 percent in very low rates and in rates that were over 50 percent 
and reduced to that level. 

concealed more than it revealed as it blanketed under a single 
cover some causes that were, in fact, related to negotiating meth-
ods and others that would have ensured slim results no matter 
what techniques had been employed. 

Meager Results 

Limited objectives at some of the conferences were no doubt 
responsible for their meager results. Neither the Annecy negotia-
tions in 1949 nor the Torquay negotiations, for example, involved 
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an exchange of tariff concessions among all the GATT contracting 
parties. The sole purpose of the Annecy Conference was the nego-
tiation of agreements with eleven countries then seeking acces-
sion to the GATT. The ten countries with which agreements were 
actually reached provided only 8.2 percent of the dutiable im-
ports of the initial GATT countries.21 The negotiations at Torquay 
in 1950-1951 were more ambitious. For the United States, they 
involved not only agreements with seven newly acceding coun-
tries, the largest being the Federal Republic of Germany, but also 
supplementary agreements with an important group of existing 
contracting parties as well, including the Benelux Customs Union, 
France, Italy, and Canada. Countries with which the United States 
negotiated accounted for about 35 percent of US dutiable im-
ports.22 

The Fourth Round of multilateral negotiations, in 1955-1956 at 
Geneva, involved a large number of contracting parties, including 
most of the more significant trading countries. But the resulting 
concessions by the United States affected only a small percentage 
of its dutiable imports from any country except the United King-
dom, which had failed to conclude any agreements during the 
preceding negotiating round, at Torquay. Although the countries 
with which agreement was reached accounted for almost 60 per-
cent of those imports,23 as shown in Table 1, the resulting tariff re-
ductions affected only 16 percent of US dutiable imports. The net 
effect was to reduce the average tariff level of US dutiable imports 
by around 2.5 percent. 

The Fifth Round of trade negotiations under the GATT, popu-
larly known as the "Dillon Round," was convened for two quite 
distinct purposes. In order to establish a customs union as an 
essential feature of the European Economic Community, the Treaty 
of Rome,24 had set the level of the Common External Tariff (CXT) 
for most products by an arithmetical average of duties in force on 
January 1, 1957, in the four customs territories of the member 
states.25 Where the CXT involved an increase in any rate previous-
ly bound in GATT by a member state, it was required under Para-
graph 6 of Article XXIV of the General Agreement to negotiate a 
release from the other contracting parties that had been bene-
ficiaries of that binding. The first phase of the negotiations in 
1960-1961 was devoted to this operation. As will be seen later, 
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the "XXIV: 6 negotiations" left certain difficult problems unsolved, 
which later added to the complications of the Kennedy Round. 

The second task of the conference was a reciprocal reduction 
of the tariffs of all the participants. Within the modest limits of 
available authority, the principal US objective was to obtain a re-
duction in the CXT of the Common Market in order to lighten the 
adverse effect on US exports of the gradual adoption of free trade 
among the six.26 But the Dillon Round also engaged the United 
States with most of the largest among the other contracting par-
ties, negotiations being concluded with twenty-three countries, 
including the members of the EEC and the European Free Trade 
Association (EFTA),27 as well as Canada and Japan—countries 
which provided about 60 percent of total US imports. The United 
States granted concessions which consisted mostly of tariff reduc-
tions but also included the binding of some existing duties on 
about 20 percent of US dutiable imports.28 The reductions granted 
constituted about a 2.4 percent weighted average tariff cut for 
dutiable imports taken as a whole. 

Reduced Negotiating Authority 

As has already been pointed out, the limited objectives and 
scope of the Second and Third Rounds of negotiations could ac-
count in large measure for their meager results. But other reasons 
need to be found for the relative sterility of the Fourth and Fifth 
Rounds. The tremendous influence of the United States imme-
diately following the war, as well as its ability to obtain ready 
international acceptance for its commercial policy objectives, had, 
by 1955, been partly eroded. Also, most European countries were 
approaching the point at which they could no longer invoke bal-
ance of payments difficulties as a reason for forestalling, through 
quantitative restrictions, the trade effects of tariff concessions 
previously granted. At the same time, after some twenty years of 
whittling away at tariffs, many contracting parties were finding 
further reductions more difficult politically. In the case of the 
United States, this growing political resistance was expressed in 
the inadequate bargaining ammunition that was provided US 
negotiators after the initial round of GATT negotiations in 1947.29 

During the 1949 and 1950-1951 conferences, the President had 
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available for negotiating purposes only that part of the 1945 grant 
of authority—to reduce a tariff rate to 50 percent of its 1945 level 
—that had not already been expended. When the negotiation was 
with countries seeking accession to the GATT, as was the case at 
Annecy, this was not too great a handicap. For, at least in theory, 
the United States was able to obtain credit for reductions pre-
viously granted on products of export interest to them and often 
had unused authority covering other products in which they were 
interested. But where negotiations were with existing contracting 
parties, as was usually the case in subsequent rounds, most of the 
available coin that could be used without serious political cost had 
already been spent. Since no other participant was obliged to 
negotiate within similar predetermined limits, it is a fair conclu-
sion that this attrition in US authority had much to do with the 
diminishing results achieved in 1949 and 1950-1951. 

Although United States negotiators entered both the 1955-1956 
Round and the Dillon Round in 1961-1962 with new powers, this 
authority did not approach in usefulness that available for the first 
GATT negotiation. The Trade Agreements Extension Act of 1955 
had authorized the President to reduce any tariff by 15 percent 
of the rate in existence on January 1,1955, or, alternatively, to re-
duce a rate to 50 percent ad valorem*—the reductions to be 
brought into effect in three annual installments. The President was 
also authorized to employ any unused authority remaining from 
the act of 1945 in the negotiations for the accession of Japan, 
which preceded the 1955-1956 Round. But this authority did not 
extend to the multilateral negotiations that followed. 

When the United States entered the Dillon Round, the Presi-
dent again had available new authority, provided by the Trade 
Agreements Extension Act of 1958, under which he could reduce 
a duty by 20 percent of its level on July 1, 1958; reduce a rate by 
two percentage points (for example, from 6 to 4 percent); or re-

*The use of "percent" in differing senses is all but unavoidable. In this sen-
tence "15 percent" refers to the allowable reduction in terms of the preexisting 
level; a 15 percent reduction in a tariff of 20 percent ad valorem would result 
in a tariff of 17 percent. In certain contexts this could also be referred to as a 
reduction of "three percentage points." The ad valorem level of the tariff desig-
nates its height as a percentage of the unit value of the imported product, 
whether the duty is expressed in ad valorem, or in "specific" terms. 
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duce to 50 percent ad valorem any rate that was above that level.30 

Only in the case of tariff rates below 10 percent ad valorem would 
the power to reduce the rate by two percentage points yield a 
greater reduction than if the general 20 percent authority were 
used. Thus, the Extension Act had the rather illogical effect of per-
mitting a reduction of more than 20 percent in rates already so 
low as to be relatively ineffective. Since it did not permit moving 
a product from the dutiable to the free list, it would do nothing 
in the way of eliminating "nuisance tariffs." 

In the case of the Dillon Round, there is irrefutable evidence 
that limits on the President's authority restricted achievement, at 
least in the negotiation between the United States and the EEC. 
For, at the beginning of the conference, the EEC had offered to 
reduce the CXT on industrial products in general by 20 percent if 
others would do likewise. For most products, the maximum reduc-
tion the President could offer was 20 percent. But, as a practical 
matter, much of this authority could not be used because of the 
safeguards the Congress had erected against tariff reductions 
that might injure a domestic industry. 

While the drastic reductions in negotiating power help account 
for the shallowness of tariff reductions achieved in negotiations 
after 1947, the principal cause of the meager trade coverage of 
reductions, especially in the Fourth and Fifth Rounds, was the 
complex of limitations that were placed on the President's ability 
to use the maximum authority nominally available to him. 

The Escape Clause 

In the 1942 agreement with Mexico, the United States had ob-
tained a general clause to permit it to withdraw or modify a tariff 
concession that resulted in serious injury to a domestic industry. 
In 1945, when Congress was considering the administration's re-
quest for a new grant of negotiating authority, it obtained from 
President Roosevelt a commitment to include a similar clause in 
any future agreement. No formal machinery was established for 
dealing with complaints from domestic industries at that time. 
But in 1947, in order to forestall a move by protectionists in Con-
gress to require a detailed report by the Tariff Commission on the 
entire Trade Agreements program before the Geneva negotiations 
could be held, the President issued an executive order that estab-
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lished a formal procedure for handling escape clause cases. Under 
the order, the Tariff Commission was given a central role in the 
investigation of complaints, but the decision remained with the 
President. 

When the text of the GATT was drawn up, the US negotiators 
obtained the inclusion of Article XIX, which closely followed 
the language in the US-Mexican Agreement and permitted the 
unilateral withdrawal of a concession if it resulted in increased 
imports that caused or threatened serious injury to a domestic 
industry. In the Trade Agreements Extension Act of 1951, however, 
Congress insisted on including detailed criteria and procedures 
governing the administration of the escape clause. As incorporated 
in the act, these provided, inter alia, that the Tariff Commission 
"upon request of the President, upon resolution of either House 
of Congress, upon resolution of either the Senate Finance Com-
mittee or the House Committee on Ways and Means, upon appli-
cation of any interested party, or upon its own motion" must 
promptly investigate claims of possible injury, report its findings, 
and make its recommendation to the President. The commission 
was also required to send copies of the report to the two congres-
sional committees. If the President failed to follow the recommen-
dation of the commission, he was required to report to the con-
gressional committees his reasons for failing to do so. In the case 
of perishable agricultural commodities, the Secretary of Agricul-
ture was given powers and responsibilities analogous to those of 
the Tariff Commission.31 

In 1955 these escape clause provisions were made even more 
restrictive. President Eisenhower's administration supported the 
1951 provisions and then yielded to demands for still more crip-
pling requirements.32 The result was the passage of an act that 
made it difficult for the Tariff Commission to avoid recommending 
invocation of the escape clause in any case where an industry, 
defined to include "subdivisions" of industries with diversified 
production, should be suffering from reduced earnings for what-
ever cause at a time when imports were increasing.33 The act of 
1955 did not stop with economic injury, but provided an alterna-
tive course that a domestic industry might pursue in seeking to in-
sulate itself from competition: to persuade the Director of the 
Office of Defense Mobilization, and the President, that imports 
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were threatening to impair national security and should be re-
stricted. 

The Extension Act of 1958, under which the Dillon Round was 
subsequently negotiated, again reinforced the escape clause pro-
visions both by increasing the amount by which the President 
could raise a rate of duty and by providing that the Congress, 
through passage of a concurrent resolution receiving a two-thirds 
vote in each house, could override the President if he should 
disapprove a recommendation of the Tariff Commission. 

The effect that the escape clause alone may have had on the 
administration's use of the authority nominally delegated to it is 
difficult to appraise. No president is anxious to grant a concession 
that he is likely to have to withdraw later, especially since under 
the GATT the contracting parties adversely affected have the 
right to retaliate unless adequate compensation is paid. On the 
other hand, the knowledge that a tariff concession was not irre-
vocable may have resulted in the administration's taking some 
chances that would otherwise have seemed imprudent. There 
is no room for uncertainty, however, as to the effect of another 
limitation placed by Congress on presidental discretion — the so-
called "peril point" provision. 

Peril Points 

Congress, unwilling to rely on presidential self-restraint, restored 
to the act of 1951 a provision that had been added in 1948 but 
repealed in 1949. This required in effect that, before any negoti-
ation, the Tariff Commission set, for each rate to be negotiated, 
a point below which the duty might not be reduced without 
causing or threatening serious injury to domestic industry. If the 
President should reduce a rate below this "peril point" he was 
required to report his action and his reasons to Congress.34 Though 
it left the final decision to the President and though superficially 
it seemed a logical extension of the escape clause concept, this 
requirement was, in fact, much more restrictive, as it was clearly 
intended to be. The Tariff Commission was not authorized to 
weigh the advantages of a tariff reduction against the degree of 
risk involved. Nor did it have any responsibility for the success 
of the negotiations. Since the commission was given the impos-
sible task of estimating the effect of a tariff reduction before 
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the fact, understandable caution dictated that it insure itself against 
unexpected developments by giving predominant weight to the 
possibility of future injury, however remote.35 

The peril point provisions remained in the Extension Acts of 
1955 and 1958 and were in force during both the Fourth and Fifth 
GATT Rounds. In the first of these, the President in no case reduced 
a rate below the points established by the Tariff Commission. But 
the Dillon Round, where a reduction in the level of the new 
tariff of the European Economic Community was the most im-
portant prize to be achieved, came close to a breakdown because 
of the inability of US negotiators to respond favorably to the 20 
percent linear offer of the EEC. An agreement of sorts was salvaged 
only by President Eisenhower's decision to "breach" the peril 
points on products involving some $76 million of US imports.36 

A few points stand out in this brief survey of earlier tariff 
negotiating experience. As will be seen, some of them were very 
much in the minds of the Kennedy administration when it pre-
pared for a new round of negotiations. 

In prewar agreements the system of negotiating item by item 
had worked surprisingly well, even under the handicap of bilateral 
negotiations, so long as the tariffs of most of the negotiators were 
high enough to provide a comfortable cushion against competi-
tion. But the results achieved in these early agreements were 
promoted by a recognition on the part of the US negotiators 
that the high starting levels of the Smoot-Hawley Tariff called for 
deeper tariff cuts than those made by their negotiating partners. 
If this recognition had been explicit, it might well have influenced 
the accepted meaning of "reciprocity," and this in turn could 
have changed the course of the Kennedy Round. 

In the immediate postwar period the traditional negotiating 
techniques were again able to accomplish impressive results. The 
circumstances at that time were peculiarly favorable, and the US 
administration was in a strategic position. Its political influence 
was reinforced by the compulsion of most other countries to 
sell more goods to the dollar area and by the knowledge on their 
part that their balance of payments difficulties would enable them 
to pay for US concessions in promissory notes. 

Returns from subsequent negotiations diminished sharply, how-
ever. This cannot be attributed exclusively to the declining use-
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fulness of the item-by-item method of negotiation. For the reduc-
tion in usable authority given the President would in itself have 
precluded US tariff cuts approaching those achieved in 1947. And 
this limitation, in turn, would inevitably have affected the extent 
to which others were willing to cut their own tariffs. Basically, how-
ever, both the limitations on presidential authority and the item-
by-item negotiating technique were manifestations of deeply 
rooted attitudes, in the United States and elsewhere, toward the 
value of tariff protection. Before this relationship can be explored 
further, it is necessary to look more closely at the role played by 
the concept of reciprocity, which has governed all negotiations 
since 1934. 



2 

Reciprocity 

There is no definition of reciprocity in the Trade Agreements Act 
of 1934 or in succeeding legislation; nor does the GATT itself con-
tain a definition. These were fortunate omissions. For, a precise 
meaning, especially if it had been expressed mathematically, might 
have precluded much of the progress in tariff reduction that has 
been achieved since 1934. So long as tariff concessions resulted 
from negotiations in which the only requirement was that each 
side accept the result, each negotiator remained free to apply his 
own system of weighing the results. Without this flexibility it 
is hard to see how a balance could ever have been struck. 

If the concept of reciprocity was fortunately blurred in its out-
lines, it nevertheless did contain a hard kernel of common agree-
ment: each partner wanted to increase his exports in return for any 
increase in imports likely to result from his own tariff concessions. 
Usually, though there were exceptions, the aim of the negotiator 
was even more precise: to see that the expected increase in his 
country's exports should at least equal any likely increment in its 
imports. Harry Hawkins, a former State Department official who 
participated in early negotiations under the Trade Agreements 
Act, has written that a strict application of the policy of reciprocal 
tariff reductions meant negotiating "with a view to producing a 
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dollar's worth of increased exports for every dollar's worth of in-
creased imports."1 In more recent studies as well, equality of 
trade increments is assumed to be the universal objective of tariff 
negotiators, an assumption that was certainly implicit in the pro-
cedures followed in every tariff negotiation under the GATT be-
fore the Kennedy Round.2 Each started with the exchange of data 
on the trade coverage of requests and offers; on this statistical 
base were built arguments over the "quality" of the proposed 
concessions, that is, over the increments of trade likely to result 
from each. 

The Problem of Low-Tariff Countries 

Reciprocity in this sense has had one paramount claim to 
validity: those governments that have had valuable tariff conces-
sions to offer have been in a position to enforce it. It has not always 
been accepted as equitable, however. Thus, within three years of 
the founding of the GATT, the low-tariff countries of Europe, led 
by the Benelux Union and the Scandinavian countries, made clear 
their dissatisfaction with negotiating techniques and objectives 
which, they contended, favored those participants whose high tar-
iffs gave them greater bargaining power. Their sense of injustice 
was sharpened by the progressive dismantlement of quantitative 
trade restrictions in Europe under the aegis of the Organization 
for European Economic Cooperation (OEEC),3 a process that fo-
cused attention on disparities of tariff levels on the European Con-
tinent and resulted in a proposal by the "Low-Tariff C lub" in the 
O E E C that GATT consider the "European tariff problem."4 This 
was sidetracked, however, when the French delegate, M. Pflimlin, 
in September 1951, proposed to the Sixth Session of the G A T T a 
formula for a 30 percent average tariff reduction by all GATT 
contracting parties.5 The "French Plan" was later amended by the 
French delegation and further refined by a GATT working party 
in October 1953. 

The revised plan would have produced only a modest narrow-
ing of tariff-level disparities in percentage terms.6 But it would 
have bypassed the problem of differences in bargaining power. It 
left to each country the determination of how the reduction in its 
own tariff was to be achieved, as long as the rates in each major 
sector of import trade were cut by an average of 30 percent. Rates 
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above an agreed maximum would have been reduced to that level, 
and very low rates would have been excused from any reduction. 
After much study and debate, this scheme was frustrated by oppo-
sition from the United Kingdom and by limitations on the Ameri-
can President's authority to reduce tariffs—a restraint reinforced 
by his commitment to Congress to use even this limited authority 
on a selective basis.7 

Nothing came of these proposals. But, since the completion of 
the text of the Havana Charter8 in 1947, the Contracting Parties 
have conducted tariff negotiations under a rule that was designed 
to strengthen the hands of the low-tariff countries: "The binding 
against increase of low duties or of duty-free treatment shall in 
principle be recognized as a concession equivalent in value to the 
substantial reduction of high duties." 

The omission of any standards of measurement to apply to this 
rule is perhaps an indication that it was not expected to be effec-
tive except where it was simply a statement of fact. There are, of 
course, cases in which the binding of a low tariff is a valuable bar-
gaining counter. Where there is any likelihood that a rate may in 
fact be increased, with a restrictive effect on imports, binding it 
against increase often does have substantial value to some other 
participant. But where there is no such likelihood, an offer to bind 
an existing low rate is usually greeted with polite indifference. It 
is in fact very doubtful that the existence of the low-tariff rule has 
brought results substantially different from those that would have 
been achieved through bargaining power alone. 

The Problem of Measurement 

When a negotiator invokes his right to reciprocity, he is speak-
ing a language that both he and his fellow bargainers understand. 
Yet his meaning cannot be expressed with mathematical preci-
sion. Even after the bargain has been struck and has had time to 
make itself felt, it is usually not possible to determine exactly 
what the negotiators thought they were obtaining. To measure 
the trade value attributed by a negotiator to a concession granted 
or received would require a knowledge, among other things, of 
his assumptions concerning relevant elasticities in supply and de-
mand and, when an existing rate is to be bound, of his assump-
tions concerning the likelihood that it would be increased. Such 
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assumptions may not have been explicit even in his own calcula-
tions. Nor, in view of the many extraneous factors that always 
arise to produce unforeseeable results, can the reciprocity ac-
tually achieved be determined by examining later trade flows. 

Calculated Departures from Reciprocity 

Aided by the inadequacies of the tools available for forecasting 
the effects of tariff changes, governments have at times been able 
to depart from the strict reciprocity expected by the public and 
thus to conclude agreements that would otherwise have been im-
possible. Nor have such departures always depended on statistical 
ambiguity. The initial GATT negotiation of 1947 was an instance 
of open deviation from reciprocity, at least in the short run, it 
being well understood that concessions granted to the United 
States by most participants would, at best, have only a delayed 
effect on US exports.9 In asking for the legislation that made the 
negotiations possible, the principal purpose of the Truman ad-
ministration was to lead the world out of the morass of trade re-
strictions and controls inherited from the depression and World 
War II. While testifying in favor of the legislation, William L. Clay-
ton, then Assistant Secretary of State, openly acknowledged this 
aim.10 But even with their unassailable reasons for seeking world 
rehabilitation rather than immediate export advantage, adminis-
tration witnesses found it necessary to make the point that reci-
procity would be automatic and that the dollars earned by the 
rest of the world would promptly be used to slake an unsatisfied 
thirst for American goods.11 Thus, even in the extraordinary cir-
cumstances prevailing at the end of the war, it was not possible 
to overlook the power that the concept of reciprocity exerted on 
the public and legislative mind. 

The Arguments for Tariff Protection 

No matter how much weight is given to influences that may 
have led governments at times to accept less compensation in tar-
iff negotiations than would be suggested by a dollar-for-dollar in-
terpretation of reciprocity, their consistent obeisance to the con-
cept confirms that it is at least a political reality with which they 
must reckon. They cannot ignore the pervasive belief that, when 
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a country grants a tariff concession, it incurs a cost that must be 
compensated. What reasons are there, however, for believing 
that government policy makers also think that the reduction of a 
tariff (or the sacrifice of freedom to increase it) constitutes a cost 
to the community? Since most governmental policy makers are 
reasonably sophisticated, this is much the same as asking whether 
there are economic arguments for tariffs that have any validity 
at all. 

There are common arguments in favor of tariffs that relate to 
the economy as a whole. In examining them first, the use of tar-
iffs to transfer real income from one group of the population to 
another can temporarily be ignored. Some of the more naïve argu-
ments used to justify protecting domestic producers against im-
port competition may be discarded without close attention. Per-
haps the prize should be awarded to the US Tariff Acts of 1922 
and 1930, which aimed at a "flexible tariff" that would be just suf-
ficient to offset differences between foreign and domestic costs of 
production.12 Accomplishment of this goal, if it were possible, 
would eliminate all foreign trade. Related to this fallacy is one 
that has proved more durable: the conviction that tariffs are nec-
essary to "prevent the importation of low wage rates" from abroad. 
It is unlikely that this belief, which in its primitive form, ignores 
the causal relationship between high productivity and high 
wages, has influenced government policy makers in recent years 
any more that the "flexible tariff" concept of 1922 and 1930.13 

There are, however, more respectable reasons for concluding 
that a tariff can be beneficial to the country imposing it. But these 
apply only in limited cases and usually under circumstances that 
are short lived. A classic case, of course, is that of the revenue 
tariff. In a country where the immature state of administration 
makes other forms of taxation impracticable, a tariff may be the 
only means of raising revenue. But a revenue tariff is an anachro-
nism among the highly developed countries for whom reciprocity 
in tariff bargaining is relevant. The same may be said of the " in-
fant industry" argument. There are undoubtedly cases where it 
will pay a developing country to impose a tariff in order to help 
a new industry surmount the extra costs and uncertainties it must 
encounter during its formative period. But, as Haberler has 
pointed out, in a developed country with an organized capital 
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market there is no need for the government to substitute its judg-
ment for that of private investors.14 In the United States, the elec-
tronics and color television industries had no trouble finding the 
capital to permit them to survive their growing pains. 

The Terms of Trade 

The "terms of trade" argument for tariffs also has academic re-
spectability. And, unlike the "infant industry" argument, it applies 
to the major, industrialized, trading nations, at least in theory. No 
modern economist questions that a tariff imposed by an impor-
tant trading country will, if others take no counteraction, usually 
result in reducing the price that the country—as distinguished from 
its consumers—pays for its imports. The foreign producer pays 
some part of the tariff and, up to a certain tariff level, the loss to 
the economy of the importing country resulting from the rela-
tively inefficient use of its resources can be more than offset by 
the reduction in import costs.15 But even if this "optimum tariff 
level" could be determined in concrete cases, the theory fails to 
provide a useful guide to tariff policy, if only because other coun-
tries cannot be expected to remain passive while one country im-
proves its terms of trade at their expense. And, even if the cer-
tainty of retaliation could be ignored, no country with global in-
terests, like the United States, could rationally adopt a policy 
aimed at enhancing its own prosperity by deliberately dragging 
down that of other countries. 

"Second Best" Uses of Tariffs 

O n a more or less equal footing with the "terms of trade" argu-
ment for tariffs is the "theory of the second best."16 Applied to 
international trade, it provides justification in economic welfare 
terms for the imposition of a tariff at a certain level for a particular 
product if the tariffs of the same country on other products can-
not be altered, and if the tariff levels of trading partners remain 
fixed.17 Governments have, in fact, been influenced, consciously 
or unconsciously, in fixing the tariff level for a product by the 
levels of the tariffs of their trading partners and the levels of their 
own tariffs on other products. But there is no evidence that they 
have made tariff policy with the theory of the "second best" ex-
plicitly in mind. Even if they have been aware of the theory, it has 
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provided them with no yardstick for determining the tariff levels 
that would best promote the overall welfare. 

"Balance of Payments" Uses of Tariffs 

The influence of balance of payments considerations on tariff 
policy has been limited and generally negative; they have prob-
ably prevented tariff reductions, but have rarely led to increases 
in statutory tariff rates. Many influences have militated against 
the use of increased tariffs to deal with a payments deficit. If an 
increase were prolonged, the effect on the general level of costs 
in the economy could easily offset the initial trade effect and 
worsen the balance. Furthermore, if temporary restriction of im-
ports is needed to halt a drain on a country's gold and foreign ex-
change reserves, the use of quantitative restrictions, permitted by 
the GATT in these circumstances, or of temporary surcharges have 
generally been preferred.18 In the early postwar years the prefer-
ence for the use of quotas was decisive because the many coun-
tries then suffering deficits had fully operative systems of import 
licensing and because widespread inconvertibility required a pre-
cision in the use of discriminatory controls that tariffs could not 
provide. Now that postwar quantitative restrictions have largely 
been dismantled, a tendency among countries having balance of 
payments difficulties to resist further tariff reduction may develop. 
But the erection or maintenance of tariffs as insurance against pos-
sible future payments problems has not as yet played a noticeable 
part in shaping tariff policies. 

Reciprocity and Political Factors 

Transfer of Income 

Up to this point we have considered the economic effects of 
tariffs upon the economy regarded as a whole. But the welfare of 
an economy is not a simple aggregate of the incomes accruing to 
its component parts. No government can be concerned only with 
total income and ignore its distribution. Seen in this light, many 
government tariff decisions that would otherwise seem irrational 
emerge as being at least understandable. 

Any transfer of income that can be effected by tariffs could in 
theory be accomplished more directly, without incurring the same 
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risk of reduced efficiency. Where, for example, all political par-
ties agree that it is desirable to improve the lot of unemployed 
coalminers, it would probably be less costly to the economy to 
pay them a subsidy until they can find other employment than to 
stimulate demand for coal by restricting imports of petroleum. 
But it does not necessarily follow that it is irrational for a govern-
ment to take the latter course if voting consumers prefer a hidden 
tax on their consumption to an open tax on their income. In these 
circumstances the better solution may be considered politically 
unavailable. 

It is also simple political wisdom to favor those groups in the 
population that wield political power, at the expense of politically 
weaker groups. And where no acceptable social objective would 
be furthered by a more candid transfer of real income, the use of 
the tariff is a rational choice. In such cases alternative methods of 
effecting the transfer of income are likely to be too obvious and 
too much in conflict with accepted standards of equity to please 
even the segments of the population to be favored.19 

It is easy to find examples of this use of the tariff in the United 
States. In the logrolling that went into the constitution of the 
Smoot-Hawley Tariff of 1930, Congress tried to benefit most spe-
cial interest groups in the economy, though it succeeded only in 
harming all of them. More recent "escape clause" actions in 
which various presidents have raised the tariffs on bicycles, spring 
clothespins, watches, carpets, and glass have been more success-
ful in the selective use of tariffs to transfer income. 

If there are political reasons for governments to impose tariffs 
for the benefit of favored groups, there are even stronger reasons 
for the reluctance to make tariff reductions that would withdraw 
from these groups privileged positions they already enjoy. And 
these reasons are especially persuasive when the groups concerned 
are producers no longer able to compete at world market prices. 
These are the "sensitive" industries whose products have been 
excluded from tariff negotiations in the past and that appeared on 
"exceptions lists" in the Kennedy Round. 

There can be little doubt that the desire to favor particular 
groups of producers in the economy has influenced governments 
in deciding whether particular tariffs should be reduced. But, 
again, there is no reason to believe that these considerations have 
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determined their attitude toward the reduction of the general 
level of tariffs or toward reciprocity in tariff negotiations. 

Other Political Motivations for Seeking Reciprocity 

There is, of course, no reason to rule out the possibility that 
governments may be motivated in tariff bargaining by political 
considerations that are less rational than those discussed above. 
They may, for example, respond to what they believe is a perva-
sive prejudice of the electorate against imports. Or, even if there 
is no reason to believe that the population considers imports per 
se to be evil or unpatriotic, they may act on the assumption that it 
will disapprove of any increase in imports that is not directly com-
pensated by an equal increase in exports.20 But such explanations 
do not fit very closely with the trend of public opinion in the 
United States since the end of World War II. In fact, they ignore 
the change that has taken place in the average American's view of 
the role of the United States in the world—a change that has not 
been overlooked by professional protectionists. Current fashions 
in semantics are revealing. No lobbyist for higher tariffs or import 
quotas in the first half of the 1960's cared to be labeled "protec-
tionist." Yet, as Bauer, Pool, and Dexter have pointed out, when 
the Smoot-Hawley Act was being considered, "the prototype of 
the argument for lowering a particular tariff began in effect thus: 
'Of course I favor protectionism, but.' "21 A similar shift can be 
seen in the labels under which lobbyists do business. An associa-
tion which operated from 1885 to the 1950's under the artless 
title of "The American Tariff League" found it expedient in the 
1950's to change its name to "Trade Relations Council." Wash-
ington's most single-minded spokesman for industries seeking 
protection, O. R. Strackbein, operates under the noncommittal 
title of "President of the Nation-wide Committee of Industry, 
Agriculture and Labor on Import-Export Policy." Even recent 
American administrations have found it desirable to avoid the un-
pleasant words "restriction" or "protection" to characterize their 
occasional concessions to business pressures; in official pro-
nouncements, for example, the framework within which petro-
leum imports are curtailed is almost invariably referred to as the 
"Oi l Import Program." 

Advocates of protection for particular domestic industries are 
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not hard to find, but in the present decade the evidence does not 
point to the existence of protectionism as a dominant ideology 
that would account for the attitude of governments toward reci-
procity. To the extent that protectionism in this sense does per-
sist, it would be reasonable to expect that its force would be 
greater in some countries than in others. But, in tariff negotiations, 
the United States has been as insistent upon reciprocity as France 
or Japan. The unanimity with which governments have behaved 
as if increased imports represented an economic cost cannot be 
explained in terms of mercantilism. Nor is it necessary to do so. 
For there is one motivation that is common to all countries that 
have engaged, or expect to engage, in future tariff negotiations: 
the urge to retain bargaining power for that purpose. 

Preservation of Bargaining Power 

In an environment in which negotiation has become firmly en-
trenched as the method usually employed for altering tariff rates, 
it is rare to find a government prepared to forego future bargain-
ing power by a unilateral reduction of tariffs, even where to do so 
would give its citizens an immediate increase in real income. 
Thus, in the GATT debates in the early 1950's, when low-tariff 
countries asked for special consideration in the bargaining process, 
they were preoccupied less with their inability to obtain a balance 
of advantage from the negotiations immediately in prospect than 
with a fear that reductions equivalent to those of higher-tariff 
countries would strip them of the bargaining power needed in 
future rounds.22 The same worry strongly influenced the Euro-
pean Economic Community during the Kennedy Round. 

The US Congress, too, has been concerned with the preserva-
tion of bargaining power. The earliest congressional delegation of 
tariff-making authority was in the Tariff Act of 1890, in which the 
President was authorized to increase tariffs against the products 
of individual countries in order to provide a weapon that could 
be used to obtain improved treatment for US exports. Much 
more recently, in Section 252 of the Trade Expansion Act of 1962, 
the Congress provided that: "the President shall . . . to the extent 
he deems necessary and appropriate, impose duties or other im-
port restrictions on the products of any foreign country or instru-
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mentality establishing or maintaining [unjustifiable] foreign import 
restrictions against U.S. agricultural products, when He deems 
such duties and other import restrictions necessary and appro-
priate to prevent the establishment or obtain the removal of such 
foreign import restrictions."23 Admittedly, this provision was aimed 
at a limited range of trade barriers especially irksome to Congress, 
and not at customs tariffs. But it serves as a recent illustration of 
the natural tendency of governments and legislators to attach 
value to import restrictions for their potential advantage as nego-
tiating counters. 

In the few postwar instances in which governments have re-
duced tariff rates without compensation, they have usually sought 
to keep as much as possible of the bargaining power associated 
with previous, higher rates. In some cases, the reductions have 
been characterized as "temporary," and the previous rates care-
fully preserved in a showcase labeled "statutory tariff." Rarely, if 
ever, has the reduced rate been consolidated in the country's 
GATT schedule until the maximum compensation could be ex-
tracted in a subsequent negotiation. 

A number of sound economists have also suggested that the 
tenacity with which government officials cling to their bargaining 
counters in tariff negotiations is a reflection less of the consid-
ered policies of their governments than of their own zeal for ne-
gotiation and their desire to enhance their own reputations as 
practitioners of the art. As Professor Taussig put it: "The negotia-
tors are tempted to try to get the better of each other, to make a 
show of doing a smart thing."24 This does help to account for the 
intensity of the bargaining that takes place. But it cannot be held 
responsible for the persistence of "reciprocity" as the objective 
of the negotiations. 

The desire of governments to cling to all possible bargaining 
power is sufficient explanation for the reluctance of negotiators to 
yield more in the way of concessions than is required in order to 
obtain valuable concessions from their negotiating partners. Tar-
iffs that have no intrinsic economic value for the country that 
maintains them have acquired value because of the insistence of 
other countries on reciprocity in the bargaining process. And this 
opens up the real possibility that the US Trade Agreements pro-
gram, in spite of its creditable accomplishments, has itself gen-
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erated forces that limit its future Usefulness. It has created a 
market for bargaining power, and, precisely because of its earlier 
success in reducing tariffs, it may have inflated the values govern-
ments attach to the tariffs that remain. 

Once it is recognized that governments attach value to tariffs 
for the bargaining power they represent, there is no need to as-
sume that the levels of existing tariffs reflect their judgment of the 
margin of protection required for maximum collective satisfac-
tion. Tariff levels may be maintained in spite of the fact that a 
lower level would raise the country's real income. 

The urge to hold on to existing tariffs for their future bargain-
ing power is even consistent with an interest in the economic wel-
fare of other countries. The major negotiating powers all have in-
terests beyond their borders. The United States, for example, has 
reasons for seeking the most efficient use of resources and the 
maximization of real income throughout most of the world. In 
these circumstances, the husbanding and efficient use of bargain-
ing power can be viewed not as a means of obtaining national 
advantage but as an international duty. Each responsible govern-
ment may believe that its own contribution to global welfare will 
be enhanced if, in exchange for its own tariff reductions, it exacts 
the largest possible reduction in the trade barriers of friendly 
countries. 

Summary 

No single explanation will cover all the circumstances that cause 
governments to resist reductions in their tariffs. Efforts to favor spe-
cial domestic interests, concern with the distribution of real in-
come, temporary balance of payments considerations, even the 
vestigial influence of long-dead schools of economic thought— 
all play their part. But all of these domestic concerns together will 
not explain the persistence of tariff bargaining on the part of 
countries that could profit from unilateral tariff reductions. 

It is here suggested that the existence of tariff bargaining is in 
itself a sufficient reason for the insistence on reciprocity; antici-
pation of a future need for negotiating power provides incentive 
enough for hard present bargaining. Thus, the cost a government 
incurs when it reduces or binds a tariff may be measured less by 
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any possible disadvantages from increased imports than by the 
value it believes a negotiating partner would place on that action. 
Once this simple, and observable, fact is recognized, it becomes 
less difficult to understand how a number of governments intent 
on the reduction of tariffs for their mutual benefit can be diverted 
from that purpose into a contest in which each seems as much 
concerned with denying benefits to its partners as with obtaining 
benefits for itself. 
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Nondiscrimination, 1947-1967 

Opposition to discrimination in international trade has been the 
central theme of American commercial policy almost from the 
beginning of the nation. Washington proclaimed it in his Farewell 
Address. John Quincy Adams publicly explained that American 
deviations from this basic principle were "essentially defensive 
and counteracting to similar regulations . . . operating against 
us."1 During the latter half of the nineteenth century the United 
States officially pursued a policy of conditional most favored na-
tion treatment for bargaining. But agreements negotiated under 
this policy were "negotiated primarily for the purpose of elim-
inating discrimination against U.S. exports by European countries 
rather than for the purpose of obtaining or granting preferential 
treatment."2 

Even during the depression of the 1930's, when nondiscrimina-
tory trading in the world had been largely replaced by bilateral 
agreements, Cordell Hull persuaded Franklin Roosevelt to reject 
a discriminatory agreement that had been negotiated with Ger-
many for the disposal of US cotton.3 And, in the 1930's and early 
1940's, one of the principal American targets was "to end the 
British Commonwealth system of preferential trade, which was 
firmly established and extended in the Ottawa Agreements of 



Nondiscrimination, 7947-7967 35 

1932."4 To further this design, the United States, in the Mutual 
Aid Agreement of 1942, obtained the agreement of the United 
Kingdom that one of the objectives of the lend-lease settlement 
was to be the "elimination of all forms of discriminatory treatment 
in international commerce." Even before the end of the war, in 
preparing its proposals for an international trade organization, 
the United States included as a central objective the elimination 
of tariff preferences and the nondiscriminatory application of 
other regulations of trade.5 

By the beginning of the Kennedy Round, however, the form of 
the discrimination to be combated and the kind of weapons 
available for use against it had radically changed, both because 
of the decreasing importance of colonial preferential tariff sys-
tems and because of the increase in new forms of regional dis-
crimination that had come to be accepted as consistent with other 
US foreign policy objectives. 

Although the existence of discrimination in international trade 
was not a subject for negotiation in the Kennedy Round, fears of 
the effects of the new discrimination inherent in the European 
Common Market provided the negotiations with their initial im-
petus and helped dictate their course. To help understand its in-
fluence, we must trace the role of "discrimination" in US com-
mercial policy, beginning with an effort to define the term. 

Some Definitions 

Any definition of discrimination that can be applied to the real 
world of trade necessarily involves arbitrary elements. First, if we 
accept the convention—itself arbitrary—of excluding from the 
term differential treatment in favor of domestic producers, which 
can be identified by the word "protection," the definition of dis-
crimination that would then fit most neatly into the fabric of in-
ternational trade theory would be: any official action that has the 
effect of diverting the pattern of international trade from that 
which would have resulted had all foreign suppliers received 
equal treatment. Such a definition may have conceptual meaning, 
but it has, unfortunately, little practical value. In this sense, dis-
crimination could only be avoided under total free trade. Any 
protection of domestic producers must inevitably result not sim-
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ply in reducing imports but in influencing their distribution 
among different supplying countries. There is no practical way to 
equalize the amount of protection granted to different products. 
Even if all tariffs were set at the same ad valorem level, their re-
strictive effect would differ widely from one product to another. 

To be of practical use in international discourse, therefore, the 
definition of discrimination must be narrowed to include only 
differential treatment of the same product when imported from 
different countries or, to use the language of the GATT, differen-
tial treatment of "like products." This definition, too, involves 
arbitrary judgments, and it cannot be applied with precision. The 
Contracting Parties have, for example, tacitly accepted as "non-
discriminatory" differential tariff rates on different grades or 
"value brackets" of such products as chinaware. But it is not clear 
that they would be equally tolerant if a red wine produced in 
California from Pinot Noir grapes were charged a tariff rate higher 
or lower than that levied on a Romanée Conti from the same va-
riety of grape grown in the Côte d'Or region of Burgundy and 
bottled on the vintner's premises. Yet, to a connoisseur, these are 
hardly "like products." In spite of its deficiencies, GATT usage 
will ordinarily be followed here. When it is not, the exception will 
be noted. 

A few words also about the term "Most Favored Nation," which 
can be quite puzzling. As the words would imply, its original 
meaning depended on the existence of discrimination; the coun-
try that obtained the right to MFN treatment, usually in a bilateral 
treaty, was assured that no other country would be treated more 
favorably. This is still the formal meaning. But, as the exchange of 
MFN commitments has spread, the term has become almost syn-
onymous with nondiscrimination. Thus, it is customary to refer to 
a tariff being applied "on an MFN basis" as if it were applied with-
out discrimination to all imports. But, when a country maintains a 
two-column tariff (the lower tariff being charged on imports from 
countries receiving preferences), the higher, and less favorable, 
rate is known as the "MFN rate." This Alice in Wonderland inver-
sion of meaning is, of course, the natural result of the fact that the 
MFN obligation incorporated in international treaties and agree-
ments, including the GATT, has normally been subject to excep-
tions in favor of existing systems of tariff preferences. 
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Finally, as almost universally used today and as it will be used 
throughout this discussion, MFN means unconditional most fav-
ored nation treatment. The conditional form of the MFN clause 
has little present importance, though it did play a significant role 
in the earlier history of US trade relations. 

Tariff Discrimination by the United States 

The MFN Clause 

The general use of the unconditional MFN clause by the United 
States in its commercial treaties goes back only to 1923.6 Begin-
ning with the first American commercial treaty with France in 
1778, the United States usually accorded only conditional MFN 
treatment, which entitled treaty partners to receive the benefit of 
the most favorable treatment granted to a third party only upon 
payment of compensation equivalent to any that had been paid 
by the third party. Thus, although the United States usually applied 
a single-column tariff to goods from all sources,7 it explicitly re-
served the right to discriminate against its treaty partners if that 
condition were not met. The partners were governed by the same 
clause in their obligations to the United States, though in their 
treaties with others they normally accorded unconditional MFN 
treatment. 

In 1923 the US government announced a new policy of includ-
ing the unconditional MFN clause in future commercial treaties. 
During the following decade twenty-nine treaties or executive 
agreements with the unconditional clause were concluded.8 But 
most of the United States' major trading partners proved reluctant 
to exchange unconditional MFN agreements with a country pos-
sessing a high, albeit nondiscriminatory tariff, especially since 
that tariff was nonnegotiable.9 An opportunity to meet those ob-
jections came with the Trade Agreements Act of 1934. The ex-
change of unconditional MFN commitments that resulted helped 
lay the groundwork for later MFN multilateralization under the 
GATT. These contractual commitments to MFN were, of course, 
subject to the usual exception for established systems of tariff 
preferences, as among the members of the British Commonwealth 
and the members of the French Union, as well as the one be-
tween the United States and Cuba. 
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Nontariff Discrimination 

During the depression of the thirties, the discriminatory effect 
of preferential tariff systems was overshadowed by the wide-
spread use of discriminatory quantitative restrictions. Under the 
impetus of balance of payments difficulties, or simply as the re-
sult of efforts to preserve established export markets in the face 
of declining demand, most of the countries of the world beyond 
the dollar area became enmeshed in a variety of bilateral pay-
ments and clearing agreements that had as their effect, if not as 
their object, a tendency toward the bilateral equalization of pay-
ments between participants. This could be accomplished, of 
course, only by discrimination. The result of this bilateralism was 
a drastic reduction in the volume of world trade and the distor-
tion of its content and flow. 

During World War II normal trading relations were interrupted. 
In the early postwar period the acute balance of payments diffi-
culties and currency inconvertibility of most countries, including 
the former belligerents in Europe, led to a new complex of largely 
discriminatory financial and trade controls. One of the principal 
purposes behind the creation of the International Monetary Fund 
(IMF) and the International Bank for Reconstruction and Develop-
ment (IBRD), and behind the negotiations that led to the creation 
of the GATT, was to generate conditions under which multi-
lateralism and nondiscrimination could be restored to interna-
tional economic relations. 

The General Agreement on Tariffs and Trade 

In an earlier chapter, the GATT was discussed primarily as a plat-
form for the multilateral negotiation of tariff concessions, but it 
performs other equally important functions without which the 
exchange of commitments concerning tariffs would have little 
meaning. It provides both a body of agreed rules to govern trad-
ing relations among the contracting parties and a framework for 
the administration of those rules and for reconciling conflicts of 
interest in the international trade field. 

A very few basic obligations support the entire GATT structure. 
Perhaps the most fundamental one, on which many of the more 
detailed rules rest, is the commitment of contracting parties to 
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accord MFN treatment to each other. This obligation extends not 
only to customs duties but to other charges, rules, or formalities 
in connection with importation or exportation.10 Some articles 
specify the manner in which the obligation is to be interpreted 
and applied in specific cases such as the use of quantitative re-
strictions (when they are permitted) and the operation of state 
trading monopolies. Almost as basic as the obligation of nondis-
crimination is the general prohibition against the use of quantita-
tive restrictions.11 One of the important reasons for this rule was 
the drafters' desire to eradicate a practice that had been a power-
ful aid to the growth of discrimination and bilateralism. 

Given the kind of trading world the prospective contracting par-
ties faced in 1947, these basic commitments inevitably were sub-
ject to exceptions. Thus, the applicability of the most favored 
nation obligation to tariffs was qualified by the traditional excep-
tion for existing preferential systems; this exception was severely 
limited, however, by a provision that, even within a recognized 
preferential system, no new preference could be created nor any 
preferential margin increased. 

Two other exceptions to the basic rules were the most widely 
used during the first ten years of GATT: the permission to use 
quantitative restrictions for balance of payments reasons and the 
accompanying exception that permitted discriminatory applica-
tion of the restrictions where the country concerned was entitled 
under IMF rules to discriminate in its exchange controls.12 So long 
as important currencies were inconvertible and each deficit coun-
try needed to conserve its hard currency reserves, this exception 
simply confirmed a practice that was almost universal in 1947 and 
that persisted through most of the following decade. In later 
years, however, the incidence of discriminatory quantitative re-
strictions and of preferential tariff systems declined. Another ex-
ception to the rule of most favored nation treatment, which per-
mitted customs unions and free-trade areas, has, on the other 
hand, gained dramatically in importance. 

Regional Integration 

GATT treatment of customs unions (and free-trade areas) is in 
sharp contrast to that accorded preferential systems. While new 
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preferences are prohibited,13 Article XXIV of GATT explicitly per-
mits the association of two, or more, contracting parties for the 
purpose of eliminating trade barriers between them without ex-
tending the same treatment to other contracting parties. In the 
original US proposals for the ITO Charter, this exception had 
been limited to customs unions, that is, to areas involving both 
free trade among the partners and an external tariff identical for 
all of them. This exception was broadened during the negotiation 
of the GATT rules in two respects, both of which were to prove 
very significant: the inclusion of "a free-trade area," in which 
each partner remains free to follow an autonomous tariff policy 
toward outside countries, and an "interim agreement," involving 
the gradual completion of a customs union or free-trade area in 
accordance with a firm schedule.14 At the time, the negotiators 
did not anticipate that these additional exceptions would have 
sufficient appeal for any group of major trading nations to pro-
vide a serious loophole in the basic requirement of nondiscrimi-
nation. 

More than one student has been intrigued by the reasons why 
the founders of the GATT, while condemning the exchange of 
partial preferences, gave their blessing to total discrimination. The 
favorite explanation relates to global economic welfare. Clair 
Wilcox, a key American participant in the negotiations, presented 
the following defense: "A customs union creates a wider trading 
area, removes obstacles to competition, makes possible a more 
economic allocation of resources, and thus operates to increase 
production and raise planes of living. A preferential system, on 
the other hand, retains internal barriers, obstructs economy in 
production, and restrains the growth of income and demand. It 
is set up for the purpose of conferring a privilege on producers 
within the system and imposing a handicap on external competi-
tors. A customs union is conducive to the expansion of trade on 
a basis of multilateralism and non-discrimination, a pereferential 
system is not."15 

Both Article XXIV and Professor Wilcox's rationale were written 
before the publication of a series of pioneering theoretical studies 
of the economic effects of customs unions.16 In essence, these 
analyses point out that a customs union (or free-trade area) can 
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create new trade, which would otherwise not have occurred, be-
tween partners to the union; it can also displace trade that for-
merly took place between either partner and a third country. 
Professor Viner argued that at least in the short run, before any 
secondary effects of economic integration could be felt, the 
"trade creation" resulting from the union would involve an in-
crease in total welfare through an improved allocation of re-
sources, and the "trade diversion" would produce a deteriora-
tion as compared with the existing pattern. He concluded that, 
where the trade creating role was predominant, the union as a 
whole would benefit, but, in the short run at least, the outside 
world would lose. While succeeding literature has qualified these 
conclusions, it has not detracted from Viner's basic point that 
both influences will normally be present and that, in order to de-
termine the balance of advantage for the members of the union 
and for the world as a whole, each customs union would have to 
be considered on its merits. 

It should be emphasized that Viner's conclusions and most sub-
sequent theoretical explorations of the problem were based on 
static analysis and dealt only with short-term effects. The theory 
that emerges does not, therefore, either support or refute the be-
lief that has been implicit, and sometimes explicit, in American 
support of economic integration in Europe and elsewhere— 
namely, that the dynamic, or long-term, effects will be favorable 
not only for trade within the union but for the trade of third 
countries. The economic growth induced by freer competition 
within the union will, it is believed, raise the level of demand for 
the imports of third countries and reduce the costs of goods ex-
ported to them by members of the union. 

One student contends that this official American faith ignores 
the other side of the equation: "If market expansion within the 
union is to lead to long-run gains, why should not market con-
traction outside the union lead to over-all losses for the world in 
the long run? . . . Similarly, if a union enhances capital formation 
and growth within the union, why should not trade diversion out-
side the union damage investment opportunities and hence capi-
tal formation and growth outside the union?"17 It is true that coun-
tries outside the union have no assurance of long-term benefits 
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from the creation of trade that can be expected inside the union, 
but they will certainly lose in the short run from whatever trade 
diversion results from its formation. 

The body of theory that developed from Viner's study was not 
available to the drafters of the GATT. It has been argued, how-
ever, that they drafted Article XXIV with the purpose of minimiz-
ing the probability of trade diversion outweighing trade creation 
in global terms. For example, by requiring the elimination of sub-
stantially all barriers to trade within the union they ruled out the 
possibility that preferences would be established only for those 
products in which one partner or another could count on replac-
ing the trade of third parties.18 The desirability of outlawing a se-
lective exchange of preferences in order to prevent a preferential 
area from being predominantly trade diverting also underlined 
Clair Wilcox's rationale for the GATT provisions governing cus-
toms unions. Insistence on virtually complete free trade within 
a union, if it was to have the benefit of the GATT exception, was 
surely aimed at preventing a selective exchange of preferences in 
the guise of a customs union.* 

It should be noted, parenthetically, that a partial customs union 
or free-trade area involving a limited number of products will not 
necessarily involve more trade diversion than a complete one. It 
is unlikely, for example, that the inclusion of agricultural prod-
ucts in the European free trade area would have made it more 
favorable to the trading interests of third countries. To take a 
more extreme example, the European Coal and Steel Community, 
while clearly not falling within the provisions of Article XXIV, 

*Working with simplified models it is possible to conclude that as barriers 
within an area approach zero, while barriers against the outside world remain 
fixed, the increments of trade creation will tend to diminish but that no such 
diminution will take place in the increments of trade diversion. This in turn 
suggests that there is a stage in the formation of a union beyond which a further 
reduction of internal barriers will result in a decrease in welfare, that is, that the 
optimum result will be achieved from a partial union. It does not, however, jus-
tify the conclusion that the distinction made in the GATT rules between a pref-
erential trading area and a customs union is "irrational." (See H. G. Johnson. 
Money, Trade and Economic Crowth [Cambridge, Mass.: Harvard University 
Press, 1962], pp. 45 and 46.) Preferential areas do not typically comply with the 
assumption implicit in the theorem, namely that of a uniform percentage mar-
gin of preference for all products. In a preferential area the members more 
typically limit the exchange of preferences to those products in which trade 
diversion is most likely to outweigh trade creation. 
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could not possibly have involved as great a short-term risk to the 
trading interests of third countries as did the creation of the EEC. 

But this is not to argue against the soundness of the GATT rule. 
If an exception had been permitted for the exchange of duty-free 
treatment in selected products, the attempt to prevent agree-
ments aimed solely at trade diversion would have been seriously 
prejudiced. It is true that nonmembers will receive little if any 
short-term benefits from greater efficiency within the union. If 
the dynamic effects are ignored, they may have more to lose 
from a complete than from an incomplete customs union between 
other countries. This fact might seem to suggest that the original 
contracting parties, in insisting on completeness, were more con-
cerned with aggregate world welfare than with their own trading 
interests. This conclusion does not necessarily follow, however. 
The United States was prepared to postpone direct trade advan-
tages in favor of speeding the recovery of a world disrupted by 
war and, more particularly, the economic recovery of Europe, 
both for reasons of security and to reduce the cost of the Mar-
shall Plan. Other contracting parties had equally compelling rea-
sons for agreeing to the exception and for endorsing its bias in 
favor of total discrimination even if they did not themselves ex-
pect to become parties to any regional arrangement. This was so 
because an exception for customs unions was traditional in MFN 
treaties, and there was little reason to believe that a GATT with-
out such an escape could have obtained general acceptance. That 
being the case, there was merit in making it difficult to resort to 
the exception by limiting it to cases where the countries con-
cerned were prepared to undertake a drastic realignment of their 
trading relations. 

Trade Discrimination under the GATT 

When the GATT was founded, every country discriminated to 
some degree in its international trading relations. Existing prefer-
ential tariff regimes sanctioned by the GATT exception included 
countries and territories that in 1947 conducted at least 60 per-
cent of total world trade. Discriminatory quantitative restrictions, 
justified on balance of payments grounds, were even more wide-
spread and were used by countries accounting for some 78 per-
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cent of world imports. These percentages were, however, in no 
way indicative of the proportion of world trade that was affected, 
either favorably or unfavorably, by discriminatory treatment. For 
example, those countries involved in preferential areas, except 
the British Commonwealth, conducted a very small part of their 
total trade with their preferential partners, and not all of that 
trade was subject to tariff preference. Even in such a relatively 
complete preferential area as the British Commonwealth, some 
imports were unaffected by preferences because imports from 
third countries encountered no competition from exporters with-
in the Commonwealth. 

The scope of discriminatory quantitative restrictions in 1947 
was considerably greater than that of tariff preferences if we look 
only at the number of countries involved and the number of 
products to which those restrictions nominally applied. But such 
a count would be misleading. The persistence of a heavy United 
States positive trade balance during most of the postwar decade 
reflected the fact that many products demanded by the rest of 
the world were obtainable only from the dollar area. When these 
goods were considered essential, the licensing of dollar imports 
was discriminatory in form but not in effect. O n the other hand, 
most countries maintaining quantitative restrictions also dis-
criminated as between imports from different soft currency 
areas as the result of bilateral payments agreements. Thus, to de-
termine with any precision the volume of trade benefiting from 
preferential treatment is extremely difficult.19. 

The Attrition of Preferential Tariff Systems 
under the GATT 

In the fifteen years following the formation of the GATT the im-
portance of both tariff preferences and discriminatory quantita-
tive restrictions in world trade declined greatly. In the case of tar-
iff preferences this can be attributed largely, though not exclu-
sively, to the reduction of M F N duties in GATT tariff negotiations, 
reinforced by the rule prohibiting the introduction of new prefer-
ences. In the field of quantitative restrictions, nondiscriminatory 
liberalization was made possible by the restoration of convertibil-
ity to the currencies of the major trading countries, achieved 
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under the combined impetus provided by the European Pay-
ments Union (EPU) and the IMF. The influence of the latter 
in eliminating discriminatory exchange controls was paralleled by 
the GATT rule limiting the discriminatory use of quantitative re-
strictions. Has the direction of change since 1947 established a 
clear trend either toward or away from the nondiscriminatory 
trading world that was one of the stated objectives of American 
policy after the war?20 

In 1947, by far the largest of the preferential tariff systems in 
terms of the volume of trade conducted among members was that 
of the British Commonwealth. In addition to the United Kingdom 
and some thirty dependent territories, it involved Canada, India, 
Australia, New Zealand, the Union of South Africa, Ireland, South-
ern Rhodesia, and a number of smaller independent members. 
While the area of Commonwealth preferences was not identical 
with that of the so-called sterling area, a rough measure of the ef-
fect of the declining incidence of Commonwealth preferences can 
be obtained by observing the trend of trade within the latter. In 
1953, about 45 percent of total United Kingdom imports originated 
in the sterling area; by 1961, this ratio had fallen to 34 percent. In 
the same period the share of the rest of the sterling area in United 
Kingdom exports fell from about 47 to 37 percent.21 

Some part of this decline can almost certainly be attributed to 
reductions in margins of preference resulting from GATT negotia-
tions. According to Gardner Patterson, the average ad valorem 
margin of preference on those goods that received preferential 
treatment when imported into the United Kingdom fell from 17-20 
percent in 1937 to 11-13 percent in 1949, and to 9 percent in 
1957.22 More recently, the formation of the European Free Trade 
Association (EFTA), while not affecting the margin between MFN 
rates and the preferential rates granted to Commonwealth coun-
tries, further reduced the value of United Kingdom preferences to 
the outside Commonwealth insofar as EFTA members compete 
with it for British imports. 

Preferences maintained by the colonial powers of continental 
Europe at the end of the war were subjected to similar attrition 
during the GATT tariff negotiations from 1947 to 1960. But the 
creation of the European Economic Community, instead of dilut-
ing these preferences, led to an expansion of their territorial appli-
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cation. Under the Treaty of Rome, each of the six member states 
agreed to grant duty-free entry to the products of the overseas 
territories of each of its partners. Each of the overseas territories, in 
turn, was required to grant to each of the six the same treatment 
that it granted to the products of the metropolitan territory to 
which it was attached.23 Later, after the African territories had be-
come independent, they signed a Convention of Association with 
the Community in order to preserve this preferential treatment.24 

The same convention, the Yaoundé Convention, however, also 
substantially reduced the Community's common tariff on a num-
ber of tropical products of particular interest to certain other un-
derdeveloped countries, thus reducing the margins of preference.25 

This amelioration was not sufficient to calm the fears of the new 
countries in Africa outside the area of EEC preference; a number 
of them expressed an interest in negotiating with the Community 
in order to extend to their products the preferences accorded to 
their favored African competitors. In July 1965 the Community 
reached an agreement with Nigeria providing it preferences on 
many of its exports to the EEC, but explicitly withholding from this 
treatment certain products (cocoa beans, palm oil, peanut oil, and 
plywood) that were key exports of the African signatories of the 
Yaoundé Convention.26 In 1968 an agreement was concluded with 
the East African Community (Kenya, Uganda, and Tanzania) pro-
viding for a temporary exchange of preferences between it and 
the European communities. Ratification of this agreement was not 
completed before September 1969, when it was replaced by a new 
association agreement.27 

The extension of preferences by the entire EEC to the African 
territories of some of its members was not considered by the Com-
munity to be in contravention of the GATT rule against new prefer-
ences. Instead, it was presented to the Contracting Parties as a 
"free-trade area" between the Community on the one hand and 
those territories on the other.28 This characterization was difficult 
to sustain in face of the fact that, under the Association Agreement, 
protective or revenue tariffs were permitted on a substantial part 
of the imports into the African territories from the six, and no pro-
vision was made for freeing trade among those territories. If the 
Contracting Parties had faced up to the issue, they would almost 
certainly have held that the arrangement failed to comply with the 



Nondiscrimination, 7947-7967 47 

requirements of Article XXIV and contravened the "no new prefer-
ence" rule. However, probably motivated by the belief that, in a 
direct confrontation over a policy which France considered vital, 
either the EEC or the GATT would suffer irreparable damage, the 
United States supported the Community in avoiding a definitive 
GATT finding. In any event, the arrangement was allowed to stand 
without interference from the Contracting Parties. 

Other than the British Commonwealth system and the prefer-
ences between the continental European countries and their Afri-
can territories, the remaining preferences of any importance in 
1947 were those between the United States on the one hand and 
Cuba and the Philippines on the other. American preferences in 
favor of Cuba were also diluted by successive reductions in MFN 
tariffs in GATT negotiations and were totally suspended as a result 
of the rupture in US-Cuban relations after the advent of the Castro 
regime. In 1962 the United States also declared an embargo on 
most trade with that country, and the 1962 Tariff Classification Act 
whipped the dead horse by suspending MFN treatment for imports 
from Cuba. The preferences granted the Philippines were already 
being dismantled at the time of the 1947 tariff negotiation; the 
1946 US-Philippine Trade Agreement provided for the gradual 
elimination of preferences in both directions, with their final 
elimination to be achieved in 1974. 

Quantitative Restrictions under GATT 

In spite of the definition of discrimination with which this chapter 
began, it is difficult to deal with quantitative restrictions without 
taking into consideration the incidental and unintentional dis-
criminatory effects of their use even where they are formally non-
discriminatory. In Article XIII, the Contracting Parties made an ef-
fort to establish standards for applying quantitative restrictions 
without discrimination. A country applying import restrictions was 
required to aim at "a distribution of trade . . . approaching as close-
ly as possible the shares which the various contracting parties 
might be expected to obtain" in the absence of any restriction. 
Where quotas were allocated among supplying countries, they 
were to be determined either in consultation with the substantial 
suppliers or based on the shares in a previous period, "due account 
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being taken of any special factors" that might have affected the 
pattern of trade. 

These rules were probably adequate to prevent intentional dis-
crimination and thus discouraged the exchange of reciprocal favors 
between countries, but they could hardly ensure the same distri-
bution of trade that would have taken place in the absence of 
quantitative restrictions. "There is no such thing as a non-dis-
criminatory quota, but only a quota which may be more discrimi-
natory than another."29 The dismantling of quantitative restrictions, 
even where not formally discriminatory, has contributed to the 
restoration of the trading patterns that could be expected to result 
if the only impediments to trade were nondiscriminatory tariffs. 
This point having been made, the rest of our discussion will be de-
voted largely to developments in the field of quantitative restric-
tions that are discriminatory—in form as well as effect. 

In 1947 the only contracting parties not using quantitative re-
strictions to conserve foreign exchange were the United States, 
Cuba, and Belgium. All of the other twenty discriminated against 
imports from the dollar area, as did virtually all non-GATT coun-
tries except those in the Western Hemisphere whose currencies 
were tied to the dollar. Even among soft currency countries, dis-
crimination was widespread, virtually every country outside the 
dollar area conducting some part of its trade under bilateral pay-
ments agreements designed to create or maintain "an approxi-
mate bilateral balance in their current trade."30 Mikesell has de-
scribed some 50 agreements involving the United Kingdom and 
360 agreements outside the sterling area.31 While these agreements 
were in force, nondiscrimination, even as between soft currency 
countries, was impossible. 

The history of the gradual liquidation of quantitative restrictions 
maintained for balance of payments reasons, and the somewhat 
more rapid disappearance of formal discrimination against imports 
from the dollar area, cannot be recounted here.32 By 1963, dis-
criminatory quantitative restrictions had almost entirely disap-
peared. But the transition to this state had been slow. Both the 
GATT and the IMF had been more or less continuously involved in 
efforts to speed the laggards and to consolidate the progress that 
had been painfully gained. GATT, for example, held annual, and 
often spirited, "consultations" with the countries that still invoked 
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the right to use quantitative restrictions.33 In October 1949, after 
the general move toward the convertibility of European currencies 
in the late 1950's had removed the monetary basis for discrimina-
tion, the Board of Executive Directors of the IMF called for its 
elimination as quickly as possible.34 The board recognized, how-
ever, that a reasonable amount of time would have to be allowed 
for the complete elimination of discrimination. After that declara-
tion, formal discrimination as between different Western currency 
areas was rapidly eliminated by all industrial countries.35 

The OEEC Code of Liberalization: Seeds of 
Common Market and EFT A 

The roots of the two great European areas of free trade go back 
to the formation of the European Payments Union in 1949 and to 
the companion code of intra-European quota dismantlement un-
der the aegis of the Organization for European Economic Coopera-
tion. The EPU was established to eliminate bilateral balancing of 
accounts by permitting the multilateral clearance of debits and 
credits in intra-European transactions. Since this arrangement con-
tributed toward the effectiveness of the Marshall Plan, it was sup-
ported by the United States, even though one of its immediate 
effects was to broaden the area of discrimination against dollar im-
ports.36 In order to accomplish the purposes of the EPU, it proved 
necessary to remove the intra-European trade barriers that had 
grown up hand in hand with bilateral payments agreements. From 
this need grew the OEEC Code of Trade Liberalization, adopted in 
August 1950.37 

The essence of the OEEC Code was the establishment of pro-
gressively increasing percentages of imports to be liberalized, that 
is, freed of quantitative limitation when originating within the 
OEEC area. While the resulting liberalization decreased the inci-
dence of discrimination by the Western European countries against 
each other, it intensified the discrimination practiced not only 
against the dollar area but against soft currency countries outside 
Western Europe. 

It will be recalled that Belgium was one of the few countries that 
did not in 1947 maintain quantitative restrictions for balance of 
payments reasons. It was also the only country of Western Europe 
that did not discriminate against dollar imports. One result of the 
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formation of the EPU, however, was the inauguration of discrimi-
natory quantitative restrictions by Belgium. Heavy and persistent 
Belgian credit balances within the EPU had threatened the break-
down of the clearance system. In order to reduce those balances 
and to make a greater contribution to the hard currency reserves 
of the EPU, Belgium undertook to restrict her imports from the 
dollar area. The needs of the regional system were given prece-
dence over the rules of the GATT. The United States lodged a for-
mal objection in the GATT but was not able to prevail over the 
large and influential membership of the OEEC. In any event, a re-
spectable body of opinion then held that this departure from the 
GATT rules would actually hasten the restoration of the general 
convertibility that was one of the principal GATT objectives.38 

In the early days of the OEEC Liberalization Code, emphasis 
was placed on increasing the percentage of liberalization within 
the area; little attention was paid to relaxing restrictions against 
imports from the outside as the balances of the EPU countries with 
nonmembers improved. In fact, there were early indications that 
the continental European countries looked forward without enthu-
siasm to the day when they would no longer have the right to dis-
criminate. In 1954, for example, at a meeting of the Contracting 
Parties to the GATT, Benelux proposed an amendment to the Gen-
eral Agreement to the effect that "the rule of non-discrimination 
should not be applicable to contracting parties which endeavor, 
by means of freely concluded agreements, to reach a closer inte-
gration of their economies."39 The European Coal and Steel Com-
munity (ECSC) had been formed in 1952, and the Western Euro-
pean Union had very recently been thrown together following the 
rejection of the European Defense Community by the French Par-
liament. The main concern of Benelux seems to have been fear 
that after convertibility any OEEC member in balance of payments 
difficulties would, if not allowed to discriminate, be forced to re-
strict its imports from within the OEEC area.40 The Benelux pro-
posal was supported by other Europeans, notably France, but op-
posed by the United States and Canada, with some support from 
the United Kingdom.41 While this effort to introduce regional con-
siderations into the GATT criteria governing the use of discrimina-
tory restrictions failed at the time, it was significant as evidence of 
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a growing sentiment within Europe for regional discrimination un-
related to the exigencies of international payments. 

By 1956, considerable liberalization had been achieved by OEEC 
members; most had by then liberalized more than 90 percent of 
their intra-area trade.42 Though not members, the United States 
and Canada, as articulate observers, had protested against the in-
tensification of discrimination against dollar imports and sought 
to persuade the organization to undertake a program for the lib-
eralization of dollar trade as well. Fairly rapid strides were being 
made in this field by 1956. Between November 1955 and August 
1956, for example, Austria increased its percentage of liberalized 
dollar trade from 8 to 40; Denmark, from 38 to 55; Germany, 
from 68 to 92; and Italy, from 24 to 40. France, which had lagged 
in both intra-area and extra-area liberalization, finally removed 
quantitative restrictions during the same period on some 250 prod-
ucts originating in Canada and the United States.43 By the time the 
OEEC Liberalization Code was formally brought to a close in 1960, 
the major European currencies had been made convertible. Even 
in 1960, however, eight developed countries continued to invoke 
the balance of payments provisions of the GATT to justify the 
maintenance of certain nominally nondiscriminatory quantitative 
restrictions.44 In addition, many underdeveloped countries con-
tinued to maintain discriminatory restrictions, which they justified 
on balance of payments grounds.45 

Protective Discrimination 

It can be stated as a general proposition that the purpose of dis-
criminatory quantitative restrictions has not been the protection 
of domestic industry.46 The one conspicuous exception to this gen-
eralization is the maintenance of discrimination against Japan by 
many contracting parties. 

In August 1955, after negotiating with as many of the contracting 
parties as were willing to participate, Japan obtained admission to 
the GATT. But this did not entitle Japan to nondiscriminatory treat-
ment from the entire membership and, of the thirty-three contract-
ing parties at the time of Japanese accession, fourteen declined to 
apply the GATT in their relations with the new member. This de-
nial of contractual benefits to a new contracting party was made 
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possible by Article XXXV of the GATT, which stipulates that the 
provisions of the agreement will not apply to relations between 
two contracting parties if they have not entered into tariff negotia-
tions with each other and if, at the time of the accession of one of 
them, either does not consent to such application. This provi-
sion had been included in the GATT in order to permit participa-
tion by countries whose political relations with each other were 
strained. But its invocation by countries that accounted for about 
40 percent of Japan's exports to the contracting parties was moti-
vated primarily by commercial considerations.47 

The period of the late 1950's and early 1960's was one of rapid 
increase in the membership of GATT, largely through the acces-
sion of newly independent countries. Most of these countries in-
voked Article XXXV against Japan when they acceded. Some of 
them probably acted out of genuine fear of Japanese competition 
with the domestic industries they hoped to establish. Others, more 
or less automatically, followed the practice of the former metro-
pole which had sponsored their membership in the club. While 
there is no evidence that the sponsoring governments influenced 
them to take this action, it is not hard to see that the refusal of a 
former colony to grant MFN treatment to Japan might prove help-
ful to a country hoping to maintain its privileged position in a tra-
ditional market. Also, some of the newly independent contracting 
parties withheld GATT treatment from Japan because of the bar-
gaining power they believed this would give them in future eco-
nomic relations with that country.48 

Eventually Japan entered into bilateral discussions with the 
United Kingdom and those continental Europeans invoking Article 
XXXV and, by the mid-1960's, succeeded in establishing formal 
GATT relations with all the major contracting parties. The price it 
paid was potentially heavy: separate bilateral agreements in which 
Japan agreed to the restriction of imports of Japanese goods, nec-
essarily on a discriminatory basis, if Japanese exports of a product 
should threaten "market disruption" in the recipient country. The 
agreement with the United Kingdom also included a list of "sensi-
tive" items, on some of which the United Kingdom was permitted 
to continue to restrict Japanese goods while Japan agreed to im-
pose "voluntary" export controls on others. Thus, in the Japanese 
case, the revocation of Article XXXV has not resulted in a signifi-
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cant narrowing of the geographic scope of potential discrimina-
tion. And, in December 1968, some thirty small contracting parties 
still continued to withhold GATT commitments toward Japan. 

Formal discrimination against imports from Japan, however, has 
not been the only device that has been used by GATT contracting 
parties to ensure themselves against the full impact of Japanese 
competition. Japan itself was partly responsible in the early 1960's 
for the introduction of a number of informal agreements with the 
United States, under which Japan agreed to limit exports of speci-
fied products to the US market in order to forestall the threat of 
still more stringent import restrictions.49 By the mid-1960's, some 

.twenty countries had reached similar agreements with Japan, and 
the United Kingdom had extended the same technique to arrange-
ments concerning textile imports from India, Pakistan, and Hong 
Kong.50 

The most important case of trade restriction by "voluntary 
agreement" is the Long-Term Cotton Textile Arrangement (LTA) of 
October 1, 1962.51 This agreement will be dealt with in a later 
chapter, but it would be misleading to omit it from a survey of 
trade discrimination. While the import quotas permitted by the 
agreement itself are ostensibly nondiscriminatory, the threat of 
quota imposition under cover of the agreement has been effective 
in obtaining adoption by the exporting countries of "voluntary" 
export quotas, the size of which is at least in part a function of the 
respective bargaining power and the political influence of the par-
ties. Thus, the enormous volume of world trade in cotton textiles 
has been effectively removed from the scope of the GATT prohi-
bitions against both quantitative restrictions and discrimination. 

Customs Unions and Free Trade Areas 

The first major new departure from nondiscrimination after the 
GATT came into force was not the formation of a customs union 
or free-trade area, as contemplated by Article XXIV of that agree-
ment, but the creation of regional free trade in a major industrial 
sector. The Treaty creating the European Coal and Steel Commu-
nity was signed by France, West Germany, Italy, Belgium, the 
Netherlands, and Luxembourg in April 1952 and went into effect 
in July 1952.52 It provided for the gradual establishment of free 
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trade in coal, iron, and steel among the signatories and the ulti-
mate adoption of common tariff rates by them against imports 
from nonmembers. Although it clearly fell far short of meeting the 
GATT criteria for a customs union, it was welcomed by the United 
States and others as a step in the direction of European economic 
integration. The GATT Contracting Parties granted the members 
the necessary waiver to permit them to implement the agreement, 
subject to annual consultations in which the Community was to 
report on progress and afford other contracting parties an oppor-
tunity to raise any problems that might be created for their trade.53 

Much later, in January 1965, the United States and Canada made 
use of the precedent of the ECSC in arriving at a preferential agree-
ment in the automotive sector. The US-Canadian Automotive 
Agreement established free entry into the United States of auto-
mobiles and parts produced in Canada.54 In applying for a waiver 
from its GATT obligations, the United States representative argued 
that 90 percent of Canadian production was owned by US auto-
mobile firms, that free entry would simply permit the completion 
of the virtually total integration that already existed in the sector, 
and that there was not likely to be any effect on the trade of third 
countries. 

The arrangement, at least on the Canadian side, did not go as 
far in the direction of sectoral free trade as had the ECSC. Free 
entry of automobiles and automobile parts into Canada was lim-
ited to imports by established automotive manufacturers and con-
ditioned upon their maintaining both the level of their domestic 
production and the same ratio of domestic production to sales as 
in a stated base period. On the other hand, the Canadian under-
taking was nominally nondiscriminatory and was applicable to im-
ports from all sources, though the manufacturers in a position to 
take advantage of it were overwhelmingly affiliates of American 
companies. The Contracting Parties, perhaps influenced by the 
fact that they had little chance of reversing an agreement already 
signed and implemented, granted the necessary waiver to the 
United States on December 20, 1965.55 

In spite of such aberrations as those involved in the LTA, the 
ECSC, and the US-Canadian Automotive Agreement, the trend 
among GATT countries from the 1940's to the mid-1960's was 
clearly away from discrimination effected through preferential 
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areas or through quantitative restrictions. While the effects of this 
change were at least partly obscured by a phenomenal rise in cus-
toms unions, free-trade areas, and looser associations created in 
the name of economic integration, it would be misleading to sug-
gest that the two trends canceled each other. 

The trade effects of customs unions and free-trade areas are 
bound to differ from the systems they are replacing. If they comply 
strictly with the GATT definition of completed unions they must 
result in some trade creation, and as they continue to proliferate 
they must reduce the average level of protection in the world and 
increase the total volume of trade, however much they may divert 
it from its most economical course. 

While there are many distinctions between a completed customs 
union or free-trade area and other forms of discrimination, the 
dividing line is not so clear during the transitional stage. Further-
more, in some cases that stage may prove permanent since some 
preferential areas that have been justified as transitional arrange-
ments are likely never to achieve their ostensible goal of trade 
integration. 

By the end of 1968 there were two virtually completed customs 
unions in existence, one major free-trade area and a host of other 
regional associations—all created since the GATT.5 6 By far the 
most important of these was the European Economic Community. 
O n March 25, 1957, the same six countries that had formed the 
ECSC in the early 1950's signed the Treaty Establishing the Euro-
pean Economic Community (Treaty of Rome).57 The treaty called 
for the elimination of all industrial tariffs on trade among the mem-
bers, the alignment of industrial tariffs imposed on imports from 
third countries, and the adoption of a common agricultural policy 
—all to be completed in accordance with a predetermined sched-
ule over a period of twelve years. The timetable was later acceler-
ated. By January 1968 the elimination of industrial duties and the 
adoption of a common external tariff had been achieved, and a 
common policy had been adopted for most major agricultural 
products. In July 1967 a further step toward the economic integra-
tion of the six countries was taken when the respective executives 
of the EEC, the ECSC, and Euratom were merged into a single 
body.58 

The European Free Trade Association was created later than the 
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EEC but reached its more limited goal even more rapidly. In Janu-
ary 1960, at Stockholm, the United Kingdom, Denmark, Norway, 
Sweden, Austria, and Portugal signed the Convention Establishing 
a European Free Trade Association (Stockholm Convention).59 The 
treaty calls for internal free trade in products other than those of 
agriculture and fisheries but does not involve the adoption of a 
common external tariff. The goal of internal free trade for indus-
trial products was achieved on December 31, 1966. The United 
Kingdom continues to grant preferential treatment to members of 
the Commonwealth, but Britain's EFTA partners apply their MFN 
duties to the other Commonwealth countries. 

The only remaining regional arrangements that have come close 
to achieving total free trade are the Central American Common 
Market and the Caribbean Free Trade Association (CARIFTA). Be-
ginning in the late 1950's a number of tentative free trade combi-
nations were initiated in Central America with relatively small suc-
cess. But in 1961, Nicaragua, El Salvador, Costa Rica, Guatemala, 
and Honduras signed the General Treaty of Central American Eco-
nomic Integration, which has resulted in the establishment of a 
common external tariff and of free trade in nearly all the goods 
traded within the area.60 CARIFTA, a smaller, though relatively 
complete, free trade area in the Caribbean, has achieved free trade 
in most products exchanged by a number of Caribbean countries.61 

The popularity of regional arrangements, inspired by the suc-
cessful negotiation of the Treaty of Rome, has spread rapidly, par-
ticularly among less developed countries. But by the beginning of 
1969 most of them had scarcely progressed beyond the scattered 
exchange of preferences in a few products. In Latin America, an 
earlier agreement to achieve a free-trade area among eleven coun-
tries of South America and Mexico was superseded in April 1967 
when all the countries of South and Central America agreed to 
form a Latin American Common Market within fifteen years, 
though with no agreed plan or schedule for reaching that result. 

In Africa and the Near East a number of incomplete "free trade 
areas" or ' customs unions" have been agreed to but not rein-
forced by a firm plan or schedule. These include the West African 
Customs Union, the Equatorial African Customs Union, and agree-
ments to form a customs union among the Maghreb states and 
among the members of the Arab League. 
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The only African integration movement that has yet shown 
much promise of becoming a complete customs union is the 
East African Common Market, formed by the states of Kenya, 
Tanzania, and Uganda.62 Aided by the large measure of integra-
tion that existed when the predecessor territories were British 
colonies, the union at its peak had achieved a common external 
tariff, internal free trade except for some agricultural products, 
and a common currency. But in 1963, signs of disintegration be-
gan to appear, and by 1967 internal tariffs had been erected on a 
substantial portion of intraunion trade, the common currency 
had been replaced by national currencies, and steps had been 
taken away from the harmonization of fiscal policy and labor 
mobilization. Present prospects seem to be either that disintegra-
tion will continue or that the union will stabilize as a more or 
less free-trade area. 

Even this listing omits a number of lesser agreements, in some 
cases overlapping those named above, that have been concluded 
in the name of regional economic integration. If all of the so-called 
customs unions and free-trade areas that have been agreed upon, 
at least in principle, since the mid-1950's should eventually achieve 
free trade among their members, the volume of international 
trade affected could have revolutionary consequences. In practice, 
however, the GATT requirement that substantially all trade be-
tween the partners to a union be freed has lost much of its force. 
The manner in which the Contracting Parties dealt with the Treaty 
of Rome establishing the EEC ensured that the limitations of Article 
XXIV would no longer be taken at face value. When that treaty was 
submitted to the Contracting Parties, it contained two features 
which could reasonably have been found deficient in terms of the 
GATT definition of a customs union. The first, the absence of de-
tail concerning the "common agricultural policy" which remained 
still to be negotiated within the EEC, was hardly alluded to in GATT 
discussions. But the second feature, the provision dealing with the 
association of the overseas territories, did give rise to vigorous de-
bate.63 As has already been pointed out, the Contracting Parties 
finally left the question of conformity to GATT in the air. Thus, by 
tacit but reluctant consent, both the EEC and the association agree-
ments were given de facto recognition as if they conformed to the 
provisions of Article XXIV.64 
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When in 1959 the Stockholm Convention establishing the EFTA 
was submitted to the Contracting Parties, the total omission of 
agricultural products aroused little serious criticism. And, although 
certain clearly discriminatory bilateral agreements affecting agri-
cultural trade among the EFTA partners were attacked, the solu-
tion that had been adopted in the case of the EEC—to defer judg-
ment—was repeated. When the association agreement of EFTA 
with Finland was examined, a more serious issue of conformity 
with the GATT arose because of a parallel agreement between Fin-
land and the Soviet Union under which Finland was required to 
extend to Russia the same duty-free treatment accorded to its EFTA 
associates. Since there was no program for a similar extension to 
the exports of non-EFTA contracting parties, this provision was 
strongly criticized, but the political desirability of tying Finland as 
closely as possible to Western Europe apparently outweighed the 
arguments for preserving the integrity of the GATT rules.65 

When the Contracting Parties examined the association agree-
ment between the EEC and Greece in 1962,66 these precedents 
again prevailed. In this case, the Contracting Parties were probably 
also influenced by the knowledge that the principal purpose of the 
agreement was to mitigate some of the damage to Greek trade that 
could be expected from the preferences that had been created 
within the Common Market. When, later, a somewhat similar 
agreement was negotiated between the Community and Turkey, 
a stiffer attitude by the Contracting Parties would have had explo-
sive political implications; once again, the Contracting Parties 
avoided reaching a definite judgment.67 

The industrialized countries in the GATT have long been reluc-
tant to oppose any action taken by underdeveloped countries 
which the latter believed to be needed for their economic devel-
opment. Nowhere has this been more apparent than in the passi-
vity with which the Contracting Parties have received notifications 
by African and Latin American countries of the formation of "cus-
toms unions" and "free trade areas" that ignore the GATT criteria. 
No serious objection has been raised to these arrangements, al-
though, as in the case of the two European areas, the Contracting 
Parties review them from time to time in order to follow their prog-
ress, if any, toward internal free trade. 
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The Direction of Change 

If the extent of discrimination practiced in international trade is 
gauged solely by the volume of commerce favorably (or unfavor-
ably) affected, it is difficult to say in what direction the incidence of 
discrimination has changed since the end of World War II. A sta-
tistical approach would bring little enlightenment. At the outset 
it would encounter the question of how to deal with nominal, as 
opposed to effective, discrimination. How, for example, should 
one treat the trade of countries which invoked Article XXXV of the 
GATT against Japan but actually admitted Japanese goods without 
tariff discrimination? How would one treat countries that main-
tained licensing systems for the purpose of restricting dollar im-
ports, but admitted many of those imports freely because the re-
quired goods were not available elsewhere? 

If measurement of the extent of discrimination in any quantita-
tive sense is impracticable, one observation seems justified con-
cerning the means by which discrimination instituted in the 1950's 
and 1960's has been accomplished. New preferences, whether or 
not sanctioned by the GATT exception for economic integration, 
had, at least until 1970, been for the most part accomplished by a 
reduction of tariffs rather than increased protection against third 
countries. In terms of their effect on the average level of protec-
tion, they can be said to have furthered one of the objectives of 
the GATT. But the question of what effect the proliferation of 
preferential arrangements may have had on the future integrity of 
the GATT as a multilateral contract is a more serious matter and 
one that will be examined later. 

The Momentum of Large Customs Unions 

The drive toward regional integration was the most significant 
commercial policy development of the decade of the 1960's. Any 
appraisal of the long-term effects of this drive will have to take 
into account and evaluate the tendency for large customs unions, 
such as the EEC, to attract new members. 

It is not difficult to see some reasons for such a tendency. Third 
countries which, as a result of the formation of a union, are dis-
criminated against in their former markets have an incentive to ob-
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tain admission to the union. At the same time, as the union grows 

in size, its members may find it progressively easier to face the 

increased competition jnvolved in the continuous and accelerated 

expansion of a great customs union. Thus, it is at least a possibility 

that what started as regional integration could eventually become 

universal and bring an end to trade discrimination. 

By the end of the 1960's, however, it was too soon to find con-

firmation of such a future in the observable tendency of the Euro-

pean Communi ty to expand its membership. The desire of out-

siders to obtain admission, though not necessarily to accept at 

once the full responsibilities of membership, has been clear in the 

case of Greece, Turkey, Spain, Austria, Israel, and a number of Af-

rican countries not included among the original associates. But it is 

much less clear that such encouragement as the Communi ty has 

given to many of these applicants has been based on economic 

considerations. If this encouragement is political, it can as easily 

result in a proliferation of preferential agreements as true eco-

nomic integration. Nor is there assurance that the Communi ty will 

be as receptive to additional applicants. 

The renewed efforts of the United K ingdom and other EFTA 

countries to join the European Communi ty also fail to point clearly 

the direction of future developments. Their economic motivation 

is clear and helps to illustrate the attractive force of a customs 

union as large as the C o m m o n Market. But the encouragement 

they received in 1969 and 1970 after the repeated rebuffs adminis-

tered earlier by France may have been more the result of political 

than of economic motives. If politics should continue to prevail, 

the desire of prospective new members to belong to a larger unit 

may well lead to the creation of two or more rival communities. 

In that case, instead of universal free trade and nondiscrimination, 

the world may be moving simultaneously toward the elimination 

of discrimination within great " reg ions " and the growth of dis-

crimination between them. 



4 

The Problems of Agricultural Trade 

Present international agricultural trade problems have deep roots 
in the farming origins of every industralized country. They are in-
fluenced by the social, political, and aesthetic values that all ma-
ture countries attach to the survival of the family farm and of a 
rural society. For this study it is essential to examine the modern 
development of the restrictive complex that has so far frustrated all 
efforts to fit the agriculture of the Temperate Zone into a system of 
competitive trading relations among industrialized countries. 

Agricultural Policies during the Depression and World War II 

During World War I, agricultural production in North America and 
Europe was stimulated by high prices. In the postwar deflation, 
prices dropped sharply. Farmers demanded government interven-
tion. During the 1920's this generally took the form of increased 
tariff protection. In net importing countries tariffs were a reason-
ably effective device for transferring real income from the relatively 
prosperous industrial sector to agricultural producers. The United 
States also tried higher tariffs. But higher tariffs could do little to 
compensate American farmers for the loss of their export markets. 
As Zaglits has pointed out, the failure of US trade statistics at that 
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time to distinguish between agricultural imports competing with 
American production and noncompetitive imports, such as tropi-
cal products, obscured the fact that the United States was a heavy 
net exporter of the kinds of agricultural goods produced in this 
country.1 Ignorance of this fact contributed to demands for pro-
tection. President Harding, in asking Congress for emergency tar-
iff legislation in 1921, said: "Today American agriculture is men-
aced . . . through the influx of foreign farm products, because we 
offer, essentially unprotected, the best market in the world."2 The 
increase in agricultural duties that followed, combined with a sub-
stantial increase in US tariffs on industrial products, contributed to 
the inability of European countries to maintain their former im-
ports of American foodstuffs. 

O n e lasting product of the collapse of farm prices in the 1920's 
was the popularization of the concept of a "parity price" for do-
mestic agricultural products. O n two occasions the United States 
Congress passed bills under which domestic prices would have 
been fixed at a level estimated to give the farmer a "fair exchange 
value" for his product in the United States, it being assumed that 
surplus production induced by these prices could be exported at 
world market prices. These bills were vetoed by the President, but 
the parity concept survived and played an important part in do-
mestic agricultural policy during the 1930's. 

Agricultural prices recovered only moderately during the latter 
half of the 1920's and then, in 1929, both prices and exports joined 
in the general headlong decline. The high protection afforded by 
the Smoot-Hawley Tariff of 1930 was, of course, powerless to re-
store either domestic or foreign demand. It simply reinforced the 
trend toward higher protection by those countries that had hither-
to provided the American farmer with his principal export outlets. 

The development of systematic agricultural price supports in 
the United States did not begin until 1933, when, somewhat para-
doxically, the Roosevelt administration was also preparing plans 
and legislation for the Trade Agreements program. But a fre-
quently unappreciated fact is that the wave of governmental in-
tervention in agricultural prices and production began not in the 
United States but in Europe.3 It may be well, therefore, to begin 
a summary of the developments of the 1930's with a survey of the 
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early European experiments with contrivances for divorcing agri-
culture from the discipline of the marketplace.4 

European Agriculture in the 1930's 

One European innovation was the licensing of agricultural im-
ports. In the 1930's this was often associated with the introduction 
of exchange controls. It is, therefore, not always easy to determine 
whether the dominant motivation for licensing was conservation of 
foreign exchange or the redistribution of domestic income in favor 
of farm producers. The former was most likely in Eastern Europe, 
where intervention in international payments began early in the 
depression.5 By the end of 1931 exchange controls were in force 
in Austria, Bulgaria, Czechoslovakia, Estonia, Hungary, Latvia, 
Yugoslavia, and Turkey. In Western Europe, however, governmen-
tal intervention was more clearly designed to serve the purpose of 
supporting farm income. Actually, this support put increasing 
strains on the economies of the countries that pursued it and, ac-
cording to Svennilson, did nothing to improve the efficiency of 
agricultural production. "From a productivity point of view the 
protection of agriculture . . . suffered from a double weakness . . . 
It was never able to restore the prosperity of the farmer to a level 
which would have given a stimulus to rapid modernization. On 
the other hand, it prevented — by maintaining income derived 
from less efficient production — an increase in productivity."6 

Nevertheless, as Lamartine Yates has shown in his studies of 
six Western European countries, in each country the shift from 
tariff protection to more direct forms of price or income support 
began in 1930 or even earlier. Long before the close of the decade, 
each had developed systems, differing from commodity to com-
modity, that not only transferred real income to farmers from the 
rest of the economy but insulated producers, to a greater or lesser 
degree, against outside price competition. 

Denmark supported wheat and barley prices with a sliding scale 
tariff and required that millers use specified proportions of domes-
tic wheat and rye in the production of flour. The prices of sugar 
and homegrown sugar beets were fixed, and sugar imports were 
placed under quota limitations. Butter exports began to suffer 
severely from an increased duty in Germany and from intensified 
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competition by Australia and New Zealand. In response, the 
Danish government in 1934 established a two-price system under 
which losses on export sales at competitive prices were compen-
sated by an arbitrarily high price for butter consumed domestically. 
This system, in turn, required high tariff protection against imports 
of the raw materials used in the production of margarine. A similar 
system was adopted to permit the continued export of beef, and 
the resultant high domestic price was protected against imports 
through the operations of the Exchange Control Board. 

In the Netherlands there was less emphasis on the maintenance 
of export markets; the measures adopted during the 1930's were 
primarily directed toward maintaining the prices of agricultural 
products for home consumption. However, a two-price system for 
butter was introduced, enforced by a tax on domestic consumption 
and a subsidy on exports. Wheat growers were guaranteed a price 
that was more than twice the world price, but were allowed to 
produce wheat on only one-third of their acreage. A Wheat Com-
mission was empowered to monopolize purchases and resales to 
millers. The latter, in turn, were subjected to mixing regulations. 
Production of fodder cereals was subsidized and protected against 
outside competition by an official import monopoly. 

Until the depression the Netherlands had been a net exporter of 
potatoes, and the decline of exports in the 1930's threatened a re-
duction of prices disastrous to growers. Prices were sustained by 
direct subsidies, by compulsory reduction of acreage, and by the 
establishment of minimum prices in the home market and a sub-
sidy for exports. As early as 1931, sugar beet prices were supported 
by subsidies to beet sugar factories and by acreage limitations. 

Since Belgium was a net importer of most farm products, it was 
able to rely largely on tariffs and quotas to protect farm income. 
However, wheat growers received additional support in the form 
of a guaranteed minimum price, and millers were required to in-
crease the proportion of domestic wheat used in making bread 
flour. Producers of cheese and dried milk were subsidized, and 
imports of dairy products subjected to licensing. Of some histori-
cal interest is the fact that Luxembourg, Belgium's customs union 
partner, agreed to restrict shipments of dairy products to Belgium,7 

perhaps the earliest case of the use of "voluntary" export controls 
to protect producers in an importing country. 
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France introduced a "far reaching quota system" in 1931.8 But 
import quotas were supplemented by more direct intervention. 
Millers were permitted to use only domestic wheat in bread flour. 
Wheat acreage was limited, and exports subsidized. Through the 
regulatory operations of the Wheat Office producer prices were 
fixed, small producers received the benefit of a differential price, 
and producer taxes were used to pay for denaturing wheat to be 
withheld from human consumption and to defray the cost of ex-
port bounties. Domestic offerings of sugar were limited by manu-
facturing quotas. In the case of dairy products, the conventional 
devices of import quotas and export subsidies were supplemented 
by price-fixing agreements between producers and wholesalers, 
with government sanction. 

In Switzerland, intervention in support öf domestic agriculture 
antedated the decade of the 1930's. In 1929, the Swiss government 
created a wheat monopoly to purchase wheat from producers at 
support prices and to make all sales to millers. Its losses were paid 
from the public (Confederation) treasury. In 1932, import quotas 
on feeding stuffs were reinforced by the creation of an official 
monopoly with power to control trade in and utilization of feed. It 
even determined the amount of concentrated feed that cultivators 
were allowed to give their animals. Growers of barley, oats, and 
maize were paid direct subsidies from the proceeds of an addi-
tional tax on imports. Deficiency payments were introduced to 
support milk producers. Prices of cattle, pigs, and eggs were sup-
ported by various devices, including production quotas for pigs 
and a requirement that egg importers buy any domestic produc-
tion unable to find a market. 

Germany, during the 1930's, more than matched the other 
countries of Western Europe in the support and regulation of agri-
cultural production, imports, and prices. For balance of payments 
reasons in the early 1930's, and in preparation for a war economy 
later in the decade, Germany drastically curtailed imports by the 
use of trading monopolies, sliding scale duties, and mixing require-
ments. For some products, control over imports was supplemented 
by acreage quotas and, for others, by the establishment of maxi-
mum as well as minimum prices. 

One result of the widespread interference with agricultural 
prices in Western Europe was to bring about wide divergences in 
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market prices prevailing at the same time in different markets. 
From 1936 through 1938, in the six continental countries discussed 
above, the minimum variation between the price in the cheapest 
market and that in the highest market ranged from 22 percent for 
barley and oats to 100 percent for wheat.9 The longer these price 
differences were maintained, the harder, of course, was bound 
to be the restoration of anything approaching competitive trade. 
But the full effect of ten years of agricultural autarchy in Western 
Europe and its implications for the future were obscured first by 
world wide depression, then by preparations for war, and finally 
by the war itself and its aftermath, in spite of the postwar efforts of 
the victorious nations to untangle the web that had been woven, 
only meager results had been achieved by the beginning of the 
Kennedy Round — nearly twenty years later. 

US Agricultural Policy, Ί933-Ί94Ί 

As has been pointed out, during the 1920's efforts to support 
farm prices and incomes in the United States were confined to the 
imposition of increased tariffs. The climax of this foredoomed ex-
periment was reached in the unprecedentedly high rates of the 
Tariff Act of 1930. By 1933 the continued deterioration of domes-
tic farm prices had created social and economic problems that 
could not be ignored, and the new Roosevelt administration 
plunged into more direct forms of governmental intervention that 
differed in detail but not in spirit from those that had already be-
come common in Europe. The United States then set a course 
for agriculture that pointed in almost the opposite direction from 
the initiative it was simultaneously taking to encourage competi-
tive world trade under the authority of the Trade Agreements 
Act.10 Once chosen, it could not easily be reversed. 

As John Leddy has pointed out, the first effort to solve the 
problem of farm surpluses might have achieved its purpose with-
out serious conflict with the administration's trade program.11 The 
Agricultural Adjustment Act (AAA) of 1933 provided for the pay-
ment of "parity prices," in the case of specified "basic" commod-
ities, to farmers on that part of their production required for 
domestic consumption, on the condition that they cooperate by re-
duction of their acreage.12 This subsidy was to be financed from the 
proceeds of a tax charged on the processing of both domestic and 
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imported products. Since it was to be paid directly to the farmer 
and did not affect export prices it would not have required non-
tariff restrictions against imports or subsidies on exports. In 1936, 
however, the Supreme Court held the combination of processing 
tax and subsidy to be unconstitutional.13 A description of the 
various devices then developed to restrict acreage and maintain 
agricultural prices would lead us too far from our topic, but the 
measures used for preventing increased imports from frustrating 
domestic price maintenance do require attention. 

It is obvious that an effort to support domestic prices at higher 
than competitive world prices can succeed only if the forces of 
competition both within the home market and between it and 
world markets can be prevented from operating normally. If the 
necessity of subsidizing exports is to be avoided, additional pro-
duction stimulated by high prices must be restrained, except in 
cases where domestic demand is comfortably above domestic 
production. In the United States restraint was first accomplished 
by limiting the benefits of the higher prices to farmers who volun-
tarily shifted production out of surplus crops14 and later by the 
establishment of mandatory acreage allotments for the "basic" 
crops of corn, wheat, cotton, rice, tobacco, and peanuts. The ten-
dency for supported prices to attract imports must also be cur-
tailed. Import limitations were authorized by an amendment 
(Section 22) of the A A A in 1935, which actually went much further 
than needed to offset this tendency. If the President found, after 
a report from the Tariff Commission, that imports were interfering 
with A A A programs, he was authorized to impose quotas and to 
restrict imports to as little as 50 percent of their level in a base 
period. Section 32, added to the act at the same time, authorized 
the use of 30 percent of all customs revenues for certain purposes 
including the subsidization of agricultural exports.15 

The original purposes of Sections 22 and 32 were not protec-
tive. In other words, they were not designed "to take markets 
away from other countries."16 American agriculture as a whole 
was not inefficient, and even under conditions of free competi-
tion it could have retained its share of both the domestic and 
foreign markets. But free competition did not exist abroad and was 
out of the question within the United States if the smaller and 
weaker farm units were not to be sacrificed. The purpose of the act 
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was to maintain farm income at home and regain foreign markets 
that had been lost as a result of increased protection and govern-
mental support. What it accomplished, however, was to help 
•freeze the pattern of agricultural policies in other countries and 
to make changes more difficult later. 

Before World War II, Sections 22 and 32 of the AAA were little 
used; imports in the "basic" commodities were minimal, and 
domestic droughts in 1934 and 1936 eliminated the surplus prob-
lem during much of the period. But on two occasions the estab-
lishment of Commodity Credit Corporation (CCC) loan rates, 
and, consequently, the US price level, at above world prices did 
lead to the introduction of both import restrictions and export 
subsidies. In 1939 American cotton exports fell sharply, and the 
Department of Agriculture instituted export subsidies in July of 
that year. The effect was to reduce world market prices to the point 
where it would have paid to ship cotton to the United States. To 
forestall this, the first import quotas under Section 22 were insti-
tuted. On the other hand, the rate for the wheat loans in 1938-1939 
was set at so high a level as to threaten a further reduction in US 
wheat exports. To forestall this, an export subsidy was instituted. 
The outbreak of war and the closing of European markets led to a 
curtailment of exports in spite of the subsidy, but the spread be-
tween the supported US price and the Canadian price neared the 
point at which it would have been profitable for Americans to im-
port Canadian wheat or flour in spite of the US tariff of forty-two 
cents a bushel. Import quotas were imposed to prevent this from 
occurring. 

The export subsidies for cotton and wheat had more serious 
repercussions on the foreign relations of the United States than did 
the related import quotas.17 This country had not been an impor-
tant market for other countries in wheat or in the restricted types of 
cotton. But the potential loss to other exporters of their markets in 
third countries as a result of US export subsidies was a serious 
threat. Countries exporting any of the products eligible for this 
treatment under Section 32 were naturally apprehensive over signs 
that export subsidies had become a feature of US policy. 

If the establishment of domestic prices at above world levels 
had been the only way to relieve the hardships of farmers during 
the depression, it might have been justified. But it made almost 



The Problems of Agricultural Trade 69 

indispensable the introduction of export subsidies to avoid the 
loss of existing markets, and of quotas to prevent imports from 
frustrating the domestic program. 

Agriculture in Prewar Trade Agreements 

It will be remembered that, while the United States was ex-
perimenting with direct intervention on behalf of domestic agricul-
tural prices, it was also engaged in the negotiation of bilateral trade 
agreements aimed at the reciprocal reduction of tariffs. It was es-
sential to all parties that these agreements contain provisions to 
prevent the nullification of tariff concessions by the use of other 
forms of import restriction. But the clash between this need and 
the provisions of Section 22 had to be resolved. As might be ex-
pected, it was resolved in favor of the latter. Thus, to the standard 
clause in trade agreements prohibiting import quotas on items 
that had been made the subject of tariff concessions was added 
an exception for import quotas imposed in connection with gov-
ernmental measures operating to regulate or control the "produc-
tion, market supply, quality or price" of the like domestic prod-
uct.18 

It may seem surprising that the United States was able to ob-
tain acceptance by others of an exception tailored so closely to 
accord with its particular form of agricultural supports. In fact, this 
agreement might have been more difficult to obtain if its effect 
had been to jeopardize any important tariff concession. But, as the 
United States did not grant tariff reductions in prewar agreements 
on any of the "basic products" on which import quotas were likely 
to be imposed,19 the exception had little practical effect. 

Effects of the War 

During World War II, all the countries of Europe, including the 
United Kingdom, introduced direct governmental management 
of agricultural production and distribution. Even neutral Sweden 
and Switzerland intensified governmental intervention in agricul-
ture in an effort to increase domestic production and replace the 
imports that could no longer be obtained. 

The United States also stepped up its price supports and controls 
during the war. In 1941, in the "Steagal Amendment" to the Com-
modity Credit Corporation Appropriation Act, Congress broad-
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ened the scope of price support legislation by making supports 
mandatory for a number of nonbasic commodities, including dairy 
products, and authorized the Secretary of Agriculture to provide 
support for other products, at his discretion.20 In 1942 it raised 
mandatory price supports for the basic products to 92.5 percent 
of parity and for the Steagal commodities to 90 percent.21 And in 
the Surplus Property Act of 1944 it increased the borrowing power 
of the C C C and authorized it to sell from its stocks for export at 
below domestic prices.22 

In Europe, at the end of the war, a new incentive for restrict-
ing imports was added to the desire to protect domestic pro-
ducers: the necessity of conserving scarce foreign exchange. Thus, 
when the rules of the GATT were negotiated in 1947 and 1948, 
both the United States and the industrial countries of Western 
Europe had in effect extensive machinery for supporting their do-
mestic agricultural production and limiting imports by one device 
or another. 

The "United States Exception" 

Reconciling GATT rules with the methods used by the United 
States for the support of its agricultural producers was more dif-
ficult than the similar problem had been in prewar bilateral agree-
ments. The application of the GATT prohibition against the use 
of quantitative restrictions was broader and encompassed not 
only items on which tariff concessions had been granted but trade 
in general. Thus the GATT rules, unless qualified, would have pre-
vented the kind of action Congress had contemplated in Section 
22, even if no tariff concession were granted on the product con-
cerned. 

Given this background, the United States delegation at the 
GATT negotiation could not have pressed for a general prohibi-
tion against import quotas without insisting on an exception that 
would permit their use to prevent imports from frustrating the pur-
poses of domestic production or marketing controls. On the other 
hand, too broad an exception could have rendered the GATT 
valueless as an aid to American agricultural exports. The dilemma 
was resolved by an exception that permitted a contracting party 
to restrict the imports of an agricultural product where necessary 
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to the enforcement of measures "which operate . . . to restrict" 
the production or marketing of the like domestic product (Article 
XI, 2 [c]). 

It was clear to all that this exception had been drawn to meet 
the American case, for the United States was the only major agri-
cultural producer making widespread use of direct price supports 
combined with domestic acreage or marketing limitations. Again, 
it may seem surprising that the exception was accepted by others 
in this form, but it would have been difficult to argue against the 
logic of limiting it to cases in which domestic production was re-
stricted. Furthermore, other agricultural exporting countries, such 
as Canada and Australia, must have welcomed this limitation 
since it imposed contractual limits to the use of Section 22 which 
that legislation did not, itself, contain. As for the European ne-
gotiators at Geneva, they were primarily concerned with efforts to 
obtain the greatest possible freedom to use quantitative restric-
tions for balance of payments reasons, and they were probably re-
lieved to learn that the United States was also unable to accept an 
unqualified prohibition against the use of import quotas. 

The "Protocol of Provisional Application" 
and the US Agricultural Waiver 

Most contracting parties would have had to obtain some 
changes in domestic legislation in order to accept all the GATT ob-
ligations. If the ITO Charter had been submitted to the Senate as a 
treaty and so accepted, its status in domestic law would have been 
unequivocal.23 Other countries would presumably have obtained 
the legislative sanction required by their own constitutional sys-
tems at the time that their parliaments consented to ratification. 
Pending ratification of the charter, however, the signatories to the 
GATT brought the latter instrument into force by acceptance of 
a "Protocol of Provisional Application," under which each govern-
ment committed itself to carry out the obligations of Parts I and 
III of the agreement, and the obligations of Part II to the fullest 
extent not inconsistent with existing legislation. Because the char-
ter was never ratified, all the contracting parties continue to apply 
the agreement subject to that qualification. The result has been to 
permit the continued use of those protective systems that were 
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required by legislation on their books on January 1, 1948.24 

The problem of making the GATT rules fit the system of Ameri-
can price supports did not end with the agricultural exception in 
Article XI. Beginning in 1948, members of Congress repeatedly 
chided the executive branch for being too backward in its use of 
Section 22, and Congress amended the law on several occasions 
to make it increasingly difficult for the President to limit the use 
of import quotas to cases in which domestic production was cur-
tailed, as required by the GATT provision. But the escape pro-
vided by the Protocol of Provisional Application would not have 
permitted the United States to ignore the limits of the GATT excep-
tion, since the language of Section 22 at the time of signature 
of the protocol left to the discretion of the President the decision 
whether or not to impose quotas. 

In 1951, the Congress, unimpeded by the international obliga-
tion contained in the GATT, passed an amendment to the Defense 
Production Act that virtually required the Secretary of Agriculture 
to impose restrictions on imports of a number of products, includ-
ing dairy products, for which no domestic production controls ex-
isted or were feasible.25 The action the administration subsequently 
felt required to take in accord with this legislation was clearly con-
trary to its GATT commitments. The violation was not overlooked 
by the agricultural exporting members of the GATT. In the fall 
of 1951, the Contracting Parties held that injured parties were en-
titled to seek compensation from the United States. In 1952 they 
authorized the Netherlands to restrict its imports of American 
wheat flour in compensation for US quotas against some types 
of cheese produced primarily in that country. 

In 1951 Congress also amended Section 22 of the AAA to re-
quire the President to carry out its provisions regardless of any 
international agreement.26 Beginning in 1953, the executive branch 
began applying Section 22 more nearly in accordance with the 
wishes of agricultural senators and congressmen. When the GATT 
was subjected to general review and amendment in 1955, the 
United States sought to regularize its quota system and requested a 
waiver, which the Contracting Parties granted.27 Once again, US 
negotiators were assisted by the preoccupation of other countries 
with their own balance of payments restrictions. For, as their inter-
national balances reached or approached the point where they 
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no longer required the use of import restrictions, many countries 
found that the protection afforded by quotas was difficult to dis-
pense with. In the published record of the review session, the 
reproduction of the US waiver is followed immediately by a deci-
sion of the Contracting Parties specifying the circumstances under 
which the obligations of Article XI would be temporarily waived 
on behalf of countries no longer in balance of payments difficulties 
in order to allow them more time in which to dismantle these 
"hard core" restrictions.28 

The GATT Record 

Although international trade in Temperature Zone agricultural 
products has greatly increased since 1947, it is difficult to appraise 
the extent to which this can be credited to the application of GATT 
rules and to GATT tariff concessions. Much of it must have been 
the natural consequence of general liberalization in international 
trade and payments, some of which would have taken place in 
any event. 

While many tariff bindings and some tariff reductions on agri-
cultural products have been granted by the United States and 
other countries, an examination of those that affected more than 
negligible volumes of trade shows that they usually consisted of 
concessions by temperate countries on tropical and subtropical 
products; by tropical countries on Temperate Zone products; on 
products of use to farmers in the importing country, such as seeds 
and breeding animals; on partially processed specialties of the ex-
porting country; and on seasonal fruits and vegetables, limited to 
a time of year in which the domestic product is not available. 

There were important exceptions, however. For example, in 
order to save the 1947 Geneva negotiations from threatened break-
down, the United States granted valuable reductions in its duties 
on raw wool. At Geneva, and again at Torquay in 1950-1951, the 
United States reduced duties moderately on certain cheese special-
ties of Italy, Canada, and the Netherlands. For its part, in pre-
Kennedy Round negotiations the United States obtained valuable 
tariff concessions on canned fruits and "variety meats" and tariff 
bindings on industrial tallow and tobacco. Free bindings for cot-
ton, soybeans as well as soybean oil, cake, and meal, and duty 
bindings for canned fruits and vegetables granted by certain mem-
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ber states of the EEC in earlier negotiations were assumed by the 
Community as a whole in the "Article XXIV:6 negotiations" of 
1960-1962. 

Any evaluation of the concessions that have been exchanged 
in GATT negotiations on agricultural products is complicated by 
the widespread resort to nontariff barriers. In 1948 the panel of 
experts appointed by the Contracting Parties to review the im-
pact of impediments to world commodity trade identified a long 
list of measures that were used by contracting parties to dis-
courage imports, encourage exports, or stimulate home produc-
tion of Temperate Zone agricultural products.29 In addition to im-
port duties the measures the panel identified as restricting trade 
included: import quotas or embargoes, the operation of state 
trading organizations, multiple exchange rates, mixing ratios, and 
agreements with foreign exporters to limit their exports. They 
did not attempt to measure the economic impact of these non-
tariff barriers, but they concluded that "agricultural protectionism 
in the highly industrialized countries is now a major factor restrict-
ing the world trade in such products."30 

The panel's findings — the so-called Haberler Report31 — led to 
a number of procedural decisions by the Contracting Parties aimed 
at making the GATT rules more effective for agricultural products. 
The most important was the inauguration of regular "consulta-
tions" with the principal importing countries concerning measures 
employed by them for the protection of their domestic agriculture. 
In spite of the pressures thus brought to bear, however, the dis-
mantlement of quantitative restrictions enforced against agricul-
tural imports continued to lag well behind the liberalization of 
industrial imports. When, in 1965, the GATT secretariat collected 
and tabulated data from contracting parties on the measures they 
still used to affect agricultural trade, all of the twenty-one indus-
trialized, non-Communist countries that responded admitted to 
restricting trade in one or more agricultural products by devices 
other than tariffs. All of them made some use of quantitative re-
strictions; ten operated trading monopolies; four (counting the 
EEC as a unit) imposed variable levies on some imports; at least 
four, including the United States, supported prices of some prod-
ucts at predetermined levels; and one, Great Britain, made wide 
use of deficiency payments. 
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A Longer Perspective 

In the light of frequent demonstrations that industrialized coun-
tries were not prepared to subject their farm producers to inter-
national competition, it has sometimes been suggested that the 
Contracting Parties should abandon any attempt to enforce the 
GATT in the agricultural sector. If the support of farm incomes by 
means of fixed agricultural prices is to be considered a permanent 
feature of national agricultural policies, this would be realistic ad-
vice, at least with respect to those basic products for which price 
supports are technically feasible. The assumption that price sup-
ports are here to stay is easy to understand. Most inhabitants of 
developed countries have become accustomed to societies in 
which farmers demand supported prices and have the political 
power to enforce their demands. 

Is this really a stable situation that is likely to endure or is it more 
likely to prove transitory in the longer sweep of history? In at-
tempting to answer this question, differences of detail between 
countries and temporary deviations due to wars, depressions, and 
the creation of new economic boundaries may be ignored. Then 
it becomes possible to see some degree of inevitability in a model 
built somewhat along the following lines: The early stages of in-
dustrialization bring increased income not only to the townsman 
but to the rural population. As urban incomes rise, per capita con-
sumption of food increases. The introduction of new manufactur-
ing techniques expands the demand for agricultural raw materials, 
while the migration of labor to the factories ensures fuller em-
ployment and higher incomes to those remaining on the farms. 
The distribution of income within the agricultural sector, how-
ever, does not undergo any important change. 

Sooner or later some changes begin to be felt that cause the 
incomes of one group — the smaller and less efficient farmers — 
to move against the trend of increasing prosperity, as measured by 
the growth of real income for the rest of the population. As urban 
incomes continue to increase, the income elasticity of demand for 
food declines, and food prices cease to respond to still further in-
creases in incomes. The share of agriculture in the national income 
begins to decline. And at the same time the distribution of that 
share changes. The farmers who combine necessary personal 
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qualifications with access to capital and adequate land are able to 
apply the new technology to their production. Their unit costs 
fall more rapidly than those of small farmers, whose per capita in-
comes then decline rapidly in relation to those of the urban 
population. 

If economic forces were allowed to play themselves out, the 
small farmer would leave the land for the city, and a new equilib-
rium would be established with only "efficient" farmers surviving 
and prices continuing to reflect progressively lower agricultural 
costs. But, typically, there is a protracted period in which economic 
forces are not allowed to establish a new equilibrium. At the outset 
of industrialization, small farmers are necessarily the majority 
group in the population and wield dominant political power. This 
power is extended, even after the rural population has been re-
duced to a minority, by a tendency for the democratic processes 
to move slowly in response to geographic or occupational shifts in 
the population. The state responds to this political power and in-
tervenes to prevent farm prices from falling. As a result, the ten-
dency for surplus farm labor to move into industry is held back. 
This in turn delays the rise in farm productivity, and the spread be-
tween competitive prices for farm products and supported prices 
creates surpluses that require further state intervention. 

While these changes are taking place, the decline in agriculture's 
share of the total wealth created by the economy paradoxically 
enables the small farmer to exploit his political power more effec-
tively, for it makes feasible a deliberate transfer of income to him 
from the rest of the economy—a transfer that would not have been 
possible when the major source of wealth was the output of fam-
ily farms. The small farmer's new minority position has another 
positive effect on his political power. As a minority he has a real or 
imagined need to organize in order to protect himself against ex-
ploitation by the rising power of the cities. And organization is 
made possible by the class solidarity that arises out of his new 
position. To the disproportionate political power he is able to exert 
through his own efforts is added the support of large farmers, 
who also profit from high agricultural prices, and of the manu-
facturing and service industries that are tributary to agriculture. 

The stage of supported farm prices can last a long time, but it 
does not rest on a foundation that can endure permanently. For 
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one thing, while supported prices can retard the shift of popula-
tion from rural to urban areas, that movement continues, and, with 
it, rural voting power declines. At the same time, the continued 
trend toward larger, industrialized farm units increases the share 
of agricultural income received by those who do not need special 
help from the consumer or the taxpayer. It is not too difficult to 
believe that, as this process continues, the point will be reached 
when the declining political power of the farmer will no longer be 
able to impose on the urban population a method of income 
transfer that provides unnecessary windfalls to wealthy industrial-
ized farm units.32 

The time may eventually come when the now highly industrial-
ized country can adopt agricultural policies determined by con-
siderations of the general welfare rather than the political power 
of the farmers. The decision may, even then, be made to provide 
a level of income to high-cost farmers that is not justified by 
considerations of optimum utilization of the economy's resources. 
But this can then be accomplished by direct assistance, in the 
form of income supports that will not burden the consumer with 
artificially high prices. The understandable preference of the 
farmer for receiving his support in the form of high prices will not 
forever be backed by sufficient political power to enforce his 
will. 

Recent Trends in Industrialized Countries 

Does this idealized model of the historic progression of societies 
from rural to urban economies bear any resemblance to reality? A 
brief survey of the present trends of agricultural policy in the West-
ern industrialized countries provides some cases that seem to sup-
port the affirmative and others that either call its validity into 
question or that may be explained as further instances of tem-
porary, if prolonged, interruptions in the trend. 

Take the case of Great Britain. In spite of frequent reversals of 
policy caused by wars, depressions, and political realignments, 
Great Britain has for many years conformed more closely than 
other industrial countries to a pattern of agricultural policy that 
could be expected of a mature industrialized society. In general, 
the support of agricultural incomes has been made a charge on the 
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taxpayer rather than on the consumer. While the method of defi-
ciency payments used results, in effect, in the farmer receiving a 
higher price for his product than competitive world prices, these 
payments have been limited to "standard quantities" and have 
thus provided less stimulus to increased high-cost production 
than direct price supports would have. They have also reduced 
the need for extraordinary measures to control imports. After con-
vertibility was restored to the pound in the late 1950's, the only 
trade restriction used to supplement these supports was a mod-
erate duty on imports from outside the preferential area. Since 
1962, however, the system has been modified by the enactment of 
legislation to permit the government to enforce minimum import 
prices for grains by means of "equalization fees." The purpose of 
this change was to limit the burden on the exchequer and to pave 
the way for transition to the Common Market system in the event 
of British accession to the EEC. The use of import fees has, how-
ever, been subject to bilateral agreements negotiated with export-
ing countries. In these agreements the United Kingdom undertook 
to reduce incentives to domestic producers if the share of imports 
in the British market should decline, but this undertaking has not 
been fully carried out.33 

The future of these policies is obscured by uncertainty as to 
whether Great Britain will succeed in obtaining membership in the 
Common Market. If not, it is unlikely that Britain will incur the lia-
bility of stimulating further uneconomic agricultural production by 
the support of noncompetitive prices. But if accession to the Com-
munity should occur while the present agricultural policies of the 
six prevail, Great Britain will probably have to accept increased 
costs to its consumers and industry in order to obtain access to 
European markets for industrial products. 

The United States entered on the road toward an industrial so-
ciety much later than Great Britain. And because much of its land 
is well suited to mechanized farming, the end of the road is bound 
to look quite different from the British model. With the aid of re-
search supported by the government and massive private invest-
ment, the larger part of American agriculture has been brought to 
a position where it can compete under free-trade conditions with 
the most efficient producers abroad. The less competitive sectors 
such as sugar and dairy products still require government aid at 
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present levels of production, as do most small farmers. But as more 
producers either leave their farms or receive progressively more of 
their income from the industrial and service sectors of the econ-
omy it is possible, setting politics aside, to visualize a future in 
which American agriculture will consist almost entirely of large 
units capable of profitable operation at competitive world prices. 

It is risky to look for signs of a trend in the developments of only 
a few years. But we may be justified in attaching more than transi-
tory significance to certain changes that have taken place in Ameri-
can agricultural policy during the 1960's. For, even if these policies 
should be reversed for a time, as is always possible, the fact that it 
has been politically possible to adopt them even temporarily in-
creases the likelihood that any reversal will itself be temporary. 

What happened was that the reappearance of food deficits in 
the world during the 1960's, and the resultant reduction of stored 
surpluses in the United States, helped greatly "to reestablish the 
market place as the primary factor in farm pricing."34 Although the 
trend toward the ascendancy of market price was limited largely 
to grains and cotton, in these two products the changes were sig-
nificant. In the years 1963-1965 the Commodity Credit Corporation 
purchased only 4 percent of the US wheat crop, as compared with 
an average purchase of 27 percent from 1953 through 1960, though 
farmers received substantial additional payments through domes-
tic marketing certificates. Corn purchases, which amounted to 
from 8 to 16 percent of the crop in those earlier years fell to 1 per-
cent. In December 1966, John A. Schnittger, Undersecretary of 
Agriculture, predicted that exports of corn and cotton would re-
quire no subsidy in the following year; grain sorghum, little or 
none; and wheat, but twenty to twenty-five cents per bushel—"far 
below former levels."35 Six months later Gale Johnson wrote that 
the market had been permitted to function in the distribution of 
corn and cotton but that in 1966-1967 substantial export subsidies 
were paid on wheat "even though the market price of wheat was 
significantly above the loan rate or support price."36 

These steps away from noncompetitive price maintenance were 
facilitated both by changes in world supply and demand and by 
changes in the character of US support legislation. In the case of 
feed grains, wheat, and cotton, loan rates were reduced to world 
market levels or lower, and producer payments were used to sup-
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plement farm income. Financial incentives were provided for the 
diversion of acreage from those crops still in surplus, such as short-
staple cotton.37 In August 1968 President Johnson signed an act38 

which drastically revised the price support and acreage allotment 
program for extra-long-staple cotton and substituted direct pay-
ments to producers in place of price support. 

Even if there are no future setbacks in this trend toward a market 
economy, it has so far bypassed some important American crops. 
Dairy supports have continued to be supplemented by import 
quotas and export subsidies, and the support level for industrial 
milk was raised in response to a decline in production in 1966-
1967. Whether the American dairy industry will eventually be able 
to compete in world markets without assistance or in the United 
States market without high protection remains uncertain. 

Poultry meat represents a different kind of exception to the 
trend away from intervention. American exports had for some time 
been competitive and were expanding rapidly without the aid of 
subsidies until, in 1962, the EEC adopted a variable levy system that 
virtually closed Community markets to outside imports. Denmark, 
which had shared the important German import market with the 
United States, tried for a while to regain its position in that 
market by pricing poultry for export at below its domestic price. 
When this was frustrated by a corresponding increase in the Com-
munity levy, its low-priced exports were diverted to Switzerland 
and replaced Swiss imports from the United States. The American 
response, in 1966, was to begin to subsidize exports to Switzerland. 
Domestic prices in the United States continue to be determined 
by market forces. When domestic demand catches up with the 
production that has been made surplus by the direct and indirect 
effects of the EEC policy, there may be no further reason to con-
tinue the subsidy. 

The likelihood of permanently achieving a market economy for 
agriculture is enhanced by the diminishing manpower devoted to 
agricultural production. In the United States, for example, annual 
man-hours spent in agricultural production declined from 1949 
to 1964, by nearly one-half, and labor costs fell from 15.5 percent 
to 9 percent of production costs.39 However, a substantial part of 
this decrease has taken place in such capital-intensive crops as 
grains and soybeans. If the full potentialities of the agricultural sec-
tor for independent viability are to be realized, the present move-
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ment away from small family farms and from labor-intensive to 
capital-intensive crops will have to be carried considerably fur-
ther. Furthermore, because of the tendency of agricultural produc-
tion to overcompensate for price changes, it may not be possible, 
or even desirable, to leave all crop prices entirely free to fluctuate 
with changes in supply and demand. Typically, in deciding what 
and how much to plant, the farmer tends to respond to the sup-
ply-and-demand conditions of the previous crop year rather than 
to those that will prevail when his product next comes to the 
market. The dissemination of information about plantings and 
forecasts of market conditions can at best mitigate but not pre-
vent the resulting tendency of farm production, when regulated 
solely by a free market, to produce alternating surpluses and 
shortages. A price stabilization program designed to cushion the 
impact on both the producers and consumers may be necessary, 
perhaps through stocking and destocking by governments. 

If it should prove possible to dispense with the use of price 
supports designed to maintain domestic prices permanently above 
a world equilibrium level, market forces could play a more deci-
sive role in agriculture. And negotiations designed to liberalize 
international trade would have a better chance of succeeding. 

In contrast to the United States, the countries of Western Europe 
have not, on the whole, traveled far along the road toward un-
supported prices, partly because the continental system of land 
inheritance delayed by decades the introduction of industrialized 
farming methods and the movement of farm labor from the land. 
Denmark and the Netherlands are exceptions; during the 1950's, 
until the formation of the European Common Market, both 
achieved something closely approaching free trade in agricultural 
products. Since the end of World War II, however, the technologi-
cal revolution in agriculture has also made rapid progress else-
where in Western Europe. In France, for example, wheat yields 
per acre increased by nearly 50 percent from 1950 to 1960. Given 
a chance to work itself out, this technological revolution may 
contribute to the movement of labor from the land and even-
tually lead to a lower level of protection against outside com-
petition. 

It now appears that the Common Market may have to be put 
in a class with wars and depressions as an interruption in the nat-
ural evolution of the agricultural sector in industrialized econ-
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omies. In effect, the Common Market added two new factors to 
the still formidable political power of the small farmer: exposure 
of the less efficient farmers to new competition from within the 
Community intensified the demand for protection against im-
ports from third countries; at the same time, European Commu-
nity member states with the lowest agricultural costs, such as 
France in the case of wheat and Italy in the case of fruits and 
vegetables, had a strong incentive for demanding higher protec-
tive walls around the Common Market. Before and during the 
Kennedy Round the demands for agricultural autarchy by both 
the lowest cost and the highest cost countries of the Community 
appeared to be overriding. 

Nor had the EFTA countries other than the United Kingdom 
shown much tendency toward freeing agricultural trade or to-
ward the substitution of income support for the maintenance of 
producer prices; Switzerland, although the largest per capita im-
porter of agricultural products, relied heavily on price supports 
and on the quantitative limitation of imports. Sweden and Norway 
protected virtually all their agricultural production by nontariff 
barriers. Austria made extensive use of quantitative restrictions 
and subsidies. The agricultural populations in both Sweden and 
Switzerland are, however, declining, and if this trend continues 
those countries should have an increased incentive to move away 
from price supports toward a system of income support more 
compatible with the restoration of price competition in interna-
tional trade. 

GATT and the Common Agricultural Policy 

The Treaty of Rome, while laying down specific rules for the 
establishment of the customs union in industrial products and 
some agricultural products, provided little more than procedural 
guidance for the construction of a common market in most of 
agriculture. For such basic products as meat, dairy products, vege-
tables, cereals, fats, sugar, wine and tobacco,40 the treaty estab-
lished alternative objectives for a Common Agricultural Policy 
(CAP) in such broad and general terms as " common rules con-
cerning competition," the "compulsory coordination of national 
market organizations" or "a European market organization," but 
left the details to be worked out by the commission with the ap-
proval of the Council of Ministers.41 
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In 1962 and 1963, as the EEC began to develop the details of 
the CAP for specific farm products, much of the attention of the 
GATT Contracting Parties was directed to a debate over the 
evolving policies of the Community as they affected agricultural 
import prospects. Feelings ran high, in part because the other 
GATT countries were conscious of their inability to influence 
materially the trend toward agricultural autarchy that appeared 
to be developing in the Common Market. Spokesmen for the 
Community, emboldened by the unqualified support the six had 
received from the United States in earlier GATT discussions of 
the Treaty of Rome, presented the CAP as a fait accompli, not 
subject to change. Their defense of the regulations had a plaus-
ible legal basis: for the multitude of restrictions that had pre-
viously affected agricultural production and trade in the member 
states, they said, there was to be substituted a comprehensive de-
vice—the variable levy—which was not ruled out by any provi-
sion of the GATT.42 Furthermore, a legal impediment to the use 
of variable levies had been removed during the 1960-1962 negotia-
tions, when the Community had denounced the fixed tariff bind-
ings previously granted by member states in the case of products 
for which a variable levy was anticipated.43 

The details of the variable levy system differ according to the 
economic characteristics of the farm products involved. But the 
concept is basically the same for all. In contrast to the fixed mar-
gin of protection afforded by a tariff, the variable levy is based on 
a predetermined price to be received by producers. This price is 
enforced by the establishment of a corresponding minimum price 
below which the product is not permitted to enter without pay-
ment of a supplementary levy. Then an import levy is imposed 
equal to the difference between the minimum import price and 
the lowest price at which the product is offered for importation. If 
the offering price falls, the reduction is compensated by an in-
crease in the levy. For some products, the internal producer price 
is further protected against errors in calculation, or delayed ad-
justment, by a governmental guarantee to purchase the product 
from producers at an "intervention price," which is only marginally 
below the support price. Finally, in order to permit disposal abroad 
of the surpluses that high price supports induce, provision is made 
for automatic "refunds" to exporters, normally equal to the 
amount of the levy on imports. 
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In short, Community producers are insulated from the effect of 
any price competition with the outside world.44 If, because of the 
general trend toward increased agricultural productivity, produc-
tion costs decline both within the Community and abroad, the 
Community producer can lower his price in order to increase his 
share of the Community market. A comparable decrease in the 
offering prices of foreigners will not help them, for it will be fully 
offset by an increase in the levy. The variable levy system, with 
differences in detail from product to product, has been adopted 
for grains, livestock, dairy products, sugar, poultry, and eggs. Some 
elements of the system have also been introduced for certain fruits 
and vegetables. 

In some respects, the variable levy system is reminiscent of the 
US system of price support that occupied the early attention of 
the drafters of the GATT. Although its methods differ substan-
tially from the American system, the objective is the same: the 
maintenance of a domestic price unrelated to the world price and 
defended by import restrictions and export subsidies. But Article 
XI of the GATT provides that imports may not be restricted unless 
domestic production or marketing are also curtailed. If the United 
States had not later had to provide for its own departures from 
this criterion—by the "U.S. waiver"—it would have been in a posi-
tion to insist, though not necessarily with success, that the EEC 
similarly limit the damage that variable levies are permitted to do 
to imports. 

The Common Agricultural Policy, or at least the variable levy, 
poses a much more difficult problem for the tariff negotiator than 
the US system of price support. It is true that the existence of Sec-
tion 22, and the GATT waiver to permit its use, presents the threat 
that US tariff concessions on many agricultural products may be 
impaired by the imposition of quantitative restrictions. But impair-
ment can be identified and compensated for under the provisions 
of the GATT. Under the variable levy system, on the other hand, 
the level of protection cannot be bound without abandonment of 
the system itself. If any limit were to be imposed on its effective-
ness without destroying its purpose, it would be the level of the 
price that is guaranteed to domestic producers that would have to 
be bound. As the Kennedy Round demonstrated, the Community 
has been unwilling to contemplate such a binding except in the 
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context of an agreement under which world prices and producer 
prices in other countries were also fixed. 

If the Common Agricultural Policy in something like its present 
form is assumed to be a permanent feature of the Common Mar-
ket, the barrier to further liberalization of trade in agricultural 
products is a formidable one. There are reasons to doubt, however, 
that it can survive for long without fundamental revision. The abso-
lute support of agricultural prices without relation to world prices 
will impose costs on the economy as a whole that are likely to 
prove unacceptable, especially to those member states that are net 
importers of agricultural products in intracommunity trade. These 
costs are already proving to be particularly difficult to overlook 
when they take the form of export subsidies paid out of a com-
mon fund to which all member states contribute.45 

In 1968, Commissioner Sicco Mansholt made a number of far-
reaching proposals46 for reducing the cost of the CAP in general, 
and for eliminating the most uneconomic producing units. No 
action had been taken on these proposals by early 1970, but they 
promised, even before new strains brought on by the French 
franc devaluation in August 1969, to provide the Community 
with fuel for future internal crises. While it seems certain that 
progress toward a less costly system will be slow, the forces work-
ing for lower costs are likely to triumph. The dependence of the 
Common Market countries on international trade, and on the ex-
port of industrial goods, is too great to permit them to ignore the 
impact of an autarkical agricultural policy on their overall price 
structure. 

The Trend of Agricultural Protectionism 

There is no satisfactory means of measuring the amount of inter-
national trade that is prevented by the existence of nontariff bar-
riers. Because such barriers are most frequent and widespread in 
agriculture, it is especially difficult to determine whether, on bal-
ance, agriculture has shared in the trend toward freer trade that has 
taken place in industrial materials and manufactured goods since 
the end of World War II. Even if there has been such a sharing, it 
is evident that the liberation of trade in agricultural products has 
lagged far behind that in other sectors. The postwar dismantlement 
of quantitative restrictions, which reached its climax in the late 
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1950's, was concentrated largely in industrial goods. With the ex-
ception of Japan no major industrial country continues to impose 
import quotas on these goods. But many of these countries have 
retained a hard core of restrictions on certain agricultural imports. 
The most important movement away from the use of agricultural 
quotas has been their dismantlement by the member states of the 
EEC. But this was accompanied by the introduction of the Com-
mon Agricultural Policy, including variable levies. 

Tariffs do, however, play an important role in world agricul-
tural trade. The concentration of quantitative restrictions, state 
trading, and variable levies tends to be in such basic products as 
grains, meats, dairy products, and tree crops, on which large 
masses of farmers depend. Other products, individually less im-
portant but representing a significant total, are traded freely, with 
imports limited only by customs duties. Even among products sub-
ject to quotas and other nontariff barriers, the tariff frequently 
constitutes the effective protection. 

In spite of a widespread belief to the contrary, agricultural prod-
ucts have been included in postwar tariff negotiations. But the re-
ductions achieved have been substantially less on the average than 
those in other sectors. Thus, when the Kennedy Round was 
launched, the tariffs that had survived previous tariff negotiations 
were far from negligible.47 From the point of view of the agricul-
tural exporting countries, therefore, a major objective of the new 
negotiations was to obtain a substantial reduction in tariffs against 
agricultural products even if the simultaneous dismantlement of 
nontariff barriers should prove to be impossible. 
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Nontariff Barriers 

When the GATT Contracting Parties decided to launch the Ken-
nedy Round, they decreed that it should deal with nontariff bar-
riers as well as tariffs.1 But they failed to say what they meant by 
the term. Neither the GATT, nor any other convention, establishes 
precise limits to its application. If taken literally and in its broad-
est sense, "nontariff barrier" would include even those geographic 
features that, within historic times, have impeded trade: the Atlan-
tic Ocean before Columbus, or the Alps before the building of the 
Simplón and Saint Gotthard Tunnels. But students and practitioners 
of commercial policy have not customarily included in the term 
phenomena over which governments have no control. Some 
writers have however included in the term: regional differences in 
consumer preferences and private cartel arrangements; quasi-
environmental barriers, such as the absence of international uni-
formity in electrical safety standards; and barriers resulting inci-
dentally from governmental actions unrelated to foreign trade, 
such as the administration of health regulations and patent laws.2 

If these impediments are to be treated as nontariff barriers, then 
one of the more important environmental phenomena to which 
attention should also be drawn is that of bureaucratic zeal. Who 
is more familiar than a customs official with the maze of regula-
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tions created by governments to ensure that duties are fully paid, 
statistics collected, and the health, safety, and morals of the citi-
zenry protected? Why should he not conclude that his govern-
ment's intent was to reduce trade to a minimum and, accordingly, 
do his patriotic bit toward that end? 

To bring the discussion down to more concrete terms, non-
tariff barriers may usually be distinguished from customs duties 
by the fact that the nontariff barriers usually have, or once had, a 
rationale independent of trade. Their total abandonment would 
rarely be feasible. Sanitary regulations and safety standards are 
essential to a modern society. Importers complain that customs 
formalities are unduly burdensome and discourage trade. But cus-
toms officials must classify imports in order to determine the ap-
plicable rate of duty, and where a tariff is expressed in ad valorem 
terms the value for customs purposes must be established. So long 
as the regulations and administrative practices designed to achieve 
these purposes are not carried beyond the point of genuine need, 
they cannot usefully be classified as nontariff barriers even if they 
have the incidental effect of impeding international trade. And, 
since what rs necessary in one country may be excessive in another, 
the problem of formulating international rules to limit the use of 
nontariff barriers involves complications that do not exist in the 
case of tariffs. 

In deciding that nontariff barriers were to be included in the 
Kennedy Round negotiations, the Contracting Parties had in 
mind only measures taken by governments or removable by gov-
ernment action without the sacrifice of essential nonprotective 
objectives. Even these limitations leave so large a field that the fol-
lowing summary will have to be limited to those barriers that have 
been under international discussion or negotiation since the end 
of World War II. 

Of the twenty-three articles in the General Agreement devoted 
to good conduct in trading relations, fourteen prohibit or regulate 
the use of specified nontariff measures that can restrict imports. If 
universally applied, the existing rules would have gone far to-
ward protecting the results of the tariff negotiations. But the Pro-
tocol of Provisional Application permitted each Contracting Party 
to continue practices required by legislation existing on a specified 
base date.3 To give some of the original rules their intended force 
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was one of the reasons for subjecting nontariff barriers to negotia-
tion. But this was not by any means the only one. There were 
sound reasons for including in the Kennedy Round a complex of 
trade practices that had entered only peripherally into previous 
bargaining sessions. The depth of the tariff reductions contem-
plated increased the potential importance of existing practices 
and the temptation to introduce new ones. At the outset of the 
Kennedy Round, it was hoped that some of the more restrictive 
devices used by individual contracting parties for which the pro-
tocol provided a legal escape, as well as practices not mentioned 
in the GATT, would succumb to the negotiating process.4 

Paratariff Barriers 

In GATT discussions and elsewhere, the term "nontariff barrier" is 
customarily applied not only to measures entirely unrelated to 
customs duties but also to those whose incidence is felt through 
their effect on the amount of duty collected. At times, however, 
a useful distinction has been made between the former, called 
"nontariff" and the latter, called "paratariff" barriers. Paratariff 
barriers, such as arbitrary standards of valuation or classification 
for customs purposes, are qualitatively different from other non-
tariff barriers in that they can restrict only where there is a duty. 
Furthermore, any reduction in the applicable rate of duty must 
have the effect of reducing the additional protection afforded by 
the standard of valuation, however arbitrary.5 

On the question of tariff classification, the rules of the GATT 
are virtually silent, though one provision does obligate contract-
ing parties to publish relevant judicial decisions and administra-
tive rulings so that traders may take them into account.6 With re-
spect to valuation, however, the provisions of the agreement are 
much more explicit. The key requirement (Article VII, 2[a]) is that 
the dutiable value "should be based on the actual value of the 
imported merchandise . . . or like merchandise, and should not 
be based on the value of merchandise of national origin or on 
arbitrary or fictitious values."7 But the Protocol of Provisional Ap-
plication permitted contracting parties to retain standards of 
valuation already required by their laws. As a result, while the 
GATT has probably prevented the adoption of more restrictive 
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standards of valuation, it has had little effect on those already in 
existence. 

Even where the GATT members are convinced that their valua-
tion practices conform with the GATT criteria, individual varia-
tions create uncertainties for international traders. As the GATT 
Technical Working Party charged with a comparative study of 
valuation procedures and standards applied by contracting parties 
pointed out in 1955, the variations in practice, even among coun-
tries nominally using the same standards for determining dutiable 
value, are numerous.8 Although the United States was the only 
contracting party which admitted that it sometimes applied "arbi-
trary or fictitious values," other reported practices could also have 
justified that description. In Canada, for example, customs officials 
were authorized, on goods purchased for reduced prices at the end 
of the season, to assess duty on the basis of average prices during 
the previous six months. In France, pharmaceuticals were assessed 
on the basis of retail price rather than on their wholesale value. 
Nevertheless, presumably because its customs law has been con-
structed piecemeal over the years, the United States surpassed all 
major trading countries in the bewildering variety of its valuation 
practices.9 Even in the 1960's, after two simplifying changes in US 
law applying to most products, US valuation practices are more 
complex and prove more confusing for the importer than those of 
most other countries. In 1961, for example, the Treasury Depart-
ment reported that about 87 percent of US customs invoices were 
appraised on a basis similar to that used by countries adhering to 
the "Brussels Definition" of valuation.10 But, of the remainder, 
some were valued at a calculated export (FOB) equivalent of the 
wholesale price of the import when sold in the United States 
("United States Value"),11 others at a valuation estimated from 
whatever information could be obtained on cost of production 
in the exporting country,12 and still others at the price at which 
similar goods are offered by US producers. 

American Selling Price 

By far the most notorious of US valuation practices is that of 
assessing some duties on an "American Selling Price" (ASP) basis, 
a "paratariff" barrier that was to become a key issue in the Ken-
nedy Round. Unlike "United States Value," ASP does not bear 
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even a tenuous relationship to the true export value of the mer-
chandise, being based on the domestic price of competing mer-
chandise produced in the United States. It is, however, applied 
only to a relatively small segment of US imports: benzenoid chem-
icals, rubber footwear, canned clams, and low-value knitted 
woolen gloves. 

ASP protects domestic production on two different levels. First, 
in almost all cases use of ASP results in a higher tariff than would 
have been the case had the nominal tariff rate been assessed on 
export value. According to a US Tariff Commission study, tariffs 
collected on ASP items in 1966 ranged up to 172 percent of their 
export value.13 Kelly has estimated that, on the average, the use of 
ASP approximately doubles the duties that would otherwise be 
collected.14 But, since any ad valorem duty becomes meaningful 
only in connection with the standard of valuation used and since 
ASP has been in effect for the products to which it now applies 
throughout the life of the GATT, these high duties do not exceed 
the levels the United States has bound against increases in GATT 
negotiations. 

A similar generalization applies to the valuation practices of 
other countries. The EEC and EFTA countries base their calculations 
of ad valorem tariffs on the imported (CIF) value of the merchan-
dise, thus including freight and insurance costs in the valuation 
base, whereas the normal United States basis for valuation is the 
value of the merchandise when shipped from the exporting coun-
try (FOB), that is, without freight and insurance costs. If, however, 
the GATT should be accepted definitively and the Protocol of Pro-
visional Application should disappear, the provisions of Article 
VII, 2(a) quoted above, would require that the United States alter 
the ASP and "United States Value" bases of valuation, whereas the 
European system of valuing imports at their CIF prices would prob-
ably still conform to GATT requirements. 

The second inhibiting effect of ASP is, simply, uncertainty. This 
uncertainty is of two kinds. Whether a benzenoid chemical or a 
shipment of rubber footwear will be subject to ASP valuation de-
pends on whether there is a competitive domestic product. Its cus-
toms status, especially in chemicals, is subject to rapid change 
since the industry is constantly experimenting with the commercial 
production of new products or variants of old ones. A domestic 
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producer can thus affect that status by beginning the manufacture 
and sale of a product not previously produced domestically. What 
is perhaps even more galling to foreign exporters is the fact that 
American producers, when they set their selling prices, also de-
termine the level of the duty. Uncertainty as to whether a par-
ticular import will be subject to ASP valuation and as to the level of 
that valuation can present a serious obstacle to trade even when 
the foreign product is sufficiently low in price to be profitably 
sold after payment of a duty based on ASP.15 

Administrative Impediments 

Articles IX and X of the GATT are devoted to the establishment of 
some simple guidelines designed both to minimize customs fees 
and formalities and to reduce the likelihood of unnecessarily oner-
ous marking requirements for imported goods. But, by the nature 
of the problem, the GATT provisions themselves can do little 
more than exert moral pressures in this field and provide a basis 
for complaint in flagrant cases. On a number of occasions the Con-
tracting Parties have attempted to increase the effectiveness of 
these provisions by supplementary undertakings. In 1952 they 
adopted a Code of Standard Practices concerning documentary re-
quirements16 and recommended the total abolition of consular 
invoices and fees that "represent an indirect protection to do-
mestic products or a taxation of imports or exports for fiscal pur-
poses."17 The latter effort met with modest success; a number of 
contracting parties subsequently abolished all consular formali-
ties,18 and by 1957 only a handful of governments, all in less devel-
oped countries, still required consular invoices for most imports. 
In 1956, the Contracting Parties examined a number of proposals 
concerning certificates, and marks, of origin, made to them by 
the International Chamber of Commerce. Some were adopted 
in the form of recommendations to governments.19 Reinforced by 
the influence of the International Chamber of Commerce, they 
have had the effect of gradually wearing away some of the more 
onerous customs formalities and administrative practices. 

Safety and Health Restrictions 

Article XX of the GATT exempts from the general rules of the 
agreement measures "necessary to protect human, animal or plant 



Nontarifí Barriers 93 

life or health." These measures must not however be so applied as 
to result in "arbitrary or unjustified discrimination" or in "a dis-
guised restriction on international trade." 

Naturally enough, such regulations have given rise to dissatisfac-
tion, especially those in the field of health. US restrictions on the 
importation of certain meats from Argentina, because of hoof-and-
mouth disease in some sections of that country, have been most 
vigorously criticized. For its part, the United States objected when 
France excluded imports of American poultry on the ground that 
hormones fed to American chickens might have a deleterious ef-
fect on the fertility of Frenchmen. The United States also objected 
when British health authorities refused to permit the importation 
of American lemons treated externally with a preservative they 
thought might injure the health of consumers. 

Safety standards unrelated to health have less freqently given 
rise to charges of unreasonable restriction of trade. During the 
Kennedy Round, however, there was considerable criticism of the 
requirement, imposed by several states and local communities in 
the United States, that boilers and pressure vessels be stamped 
with the seal of the American Society of Mechanical Engineers, a 
seal that is not issued to manufacturers outside the United States 
and Canada. Some foreign complaints also arose when US safety 
standards, initiated in 1967, were applied to European automo-
biles. While these standards do not involve overt discrimination 
between domestic and imported vehicles, European manufactur-
ers have declared some of them to be unnecessary and imprac-
ticable when applied to smaller cars. Furthermore, they feel an 
American manufacturer can more easily afford the added cost of 
these innovations since his major competitors are subject to the 
same requirement. 

Internal Taxes 

The GATT rule concerning the application of internal taxes to im-
ported goods is simple in concept. Briefly stated it is that no in-
ternal tax or charge should be levied on an imported product that 
is not levied equally against the like domestic product. In other 
words, except for import duties, imported products are entitled 
to "national treatment" in the imposition of taxes.20 

Charges of clear-cut violations of this rule have been rare. In 
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fact, the only case that formally engaged the Contracting Parties 

was Brazil's imposition in 1948 of a number of internal taxes dis-

tinguishing between like products of domestic and foreign origin.21 

In this case, there was little disagreement that the Brazilian taxes 

contravened the agreement, and the item was removed from the 

agenda of the Contracting Parties only after the taxes in question 

had been repealed in 1956.22 

More difficult problems involving-internal taxes have arisen in 

instances not covered by the GATT rule or where the interpreta-

tion or equity of the rule was in dispute. Thus, the US assessments 

on imported spirits as well as European road taxes and border tax 

adjustments all figured prominently in the Kennedy Round. 

US "Wine Gallon" Assessment 

Though it does not formally distinguish between domestic and 

foreign production, the US system of assessing the excise tax on 

distilled spirits does in practice place the latter at a disadvantage. 

This is so because such spirits, when imported at less than 100 

proof, are nevertheless taxed as if they were 100 proof, a rule that 

would also apply to domestic products if they were less than 100 

proof when withdrawn from bond. The spirits may be withdrawn 

at the higher proof and then diluted to a lower proof before bot-

tling, however, so the domestic bottler does not have to pay the 

full tax on weaker spirits. O n the other hand, if imported spirits are 

to be sold at lower than 100 proof, the importer's choice is either 

to import in bulk and bottle in the United States or to pay a tax on 

the water that was added when the spirits were bottled abroad.23 

Since foreign spirits such as Scotch whisky or French cognac are 

customarily bottled at less than 100 proof and are more saleable in 

the US if bottled in Britain and France, respectively, a nominally 

nondiscriminatory tax in fact bears more heavily on the foreign 

than on the domestic product. 

European Road Taxes 

Another example of taxes that were protective in effect before 

the Kennedy Round (and still are) is the imposition by a number 

of European countries of differential automobile road use taxes. 

These taxes are designed to fall more heavily on the larger, more 

expensive, or higher-powered cars. If this goal had been accom-
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plished by an evenly graduated tax based on any one of these 
criteria or a combination of them, the heavier tax burden borne 
by the type of car produced in the United States could have been 
considered an unavoidable by-product of the American manu-
facturer's preference for automotive bulk. But, in some cases, 
the progression in tax rate was anything but gradual. The French 
tax, for example, which was based on "fiscal horsepower," was 
graduated fairly evenly up to sixteen horsepower and then was 
abruptly multiplied more than five times; the highest tax paid 
by any standard French automobile was 150 francs, while most 
American cars attracted a tax of 1,000 francs.24 When expressed as 
a percentage of value, the inequality of treatment appears even 
greater. Kelly cites a case in which the tax per unit of value was 
more than sixteen times greater for an American car than for a 
European one.25 

Austria levied a similar road tax. Based on cylinder capacity, the 
rate jumped from 816 schillings for 2,500 cubic centimeters to 
3,600 schillings in the bracket from 2,500 to 3,000 cubic centi-
meters. The Mercedes 220SE coupé paid a road tax of about $31 
a year; the Chevrolet Belair, $208. Belgian and Italian taxes were 
graduated more -evenly, but they, too, imposed much heavier 
levies on American types of cars than European types, even when 
the latter were more expensive. 

Border Tax Adjustments 

During and after the Kennedy Round a hitherto modest flurry 
of American business and governmental protest over the "border 
taxes" of European countries grew into a minor storm. Because 
the subject has attracted so much attention, it deserves fuller 
treatment than do most other nontariff barriers. Involved were 
the imposition of internal taxes on imported products and the re-
mission of such taxes when the similar but domestically produced 
product was exported. (The term "border tax adjustments" is 
used to cover both these related practices since they almost in-
variably occur together.) 

The use of border tax adjustments is nearly universal. The US 
excise tax on whisky is, for example, imposed on the imported 
product as well as on the domestic, but American whisky is 
excused from the tax when it is exported. The disadvantage to 
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which American trade is reputedly subjected because of border 
tax adjustments arises out of the fact that US opportunities for 
such adjustments are much more limited than are those of major 
competing countries. Every continental Western European coun-
try, for example, imposes a "turnover tax" or manufacturers' sales 
tax, in one form or another, on the value of most domestic pro-
duction. The United States, on the other hand, has relied much 
more heavily on a corporate income tax. Under GATT rules, 
border tax adjustments are not permitted as compensation for 
income taxes, usually referred to as "direct" taxes, but are per-
mitted for taxes on products, referred to as "indirect" taxes. 

The GATT does not use the terms "direct" and "indirect" in 
relation to taxes. But it does authorize the imposition of any 
internal tax on an imported product, provided it is "applied, di-
rectly or indirectly, to like domestic products."26 It also specifies 
that exemption of an exported product from taxes borne by the 
like product when destined for domestic consumption, or the re-
mission of such taxes, is not a subsidy.27 In view of the key role 
played by the word "product," neither of these provisions could 
reasonably be interpreted to cover taxes on income derived from 
production. 

The storm occasioned by these provisions and their application 
originated in the observation of American businessmen that for-
eign countries engaged in a practice the United States was not in 
a position to emulate. But academic and government economists 
have developed a rationale that has supported and intensified the 
businessman's reaction. The theoretical case made with increasing 
frequency during and after the Kennedy Round may be stated 
in somewhat oversimplified terms as follows: 

1. The GATT rules are based on the classical theory that in-
direct taxes are always fully "shifted forward" into the price of 
the product and that direct taxes are always shifted backward, 
that is, are absorbed by the producer in the form of lower re-
turns.28 

2. The intention of the GATT rules, and their effect if the as-
sumptions on which they are based were correct, would be to 
neutralize the effect of internal taxes on international trade. But 
most modern economists today agree that an indirect tax may 
in part be shifted backward — the amount of backward shifting de-
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pending upon the degree of imperfection in the market and 
on the price elasticities of supply and demand. Similarly, they tend 
to agree that some forward shifting of direct taxes is likely to take 
place, though there are wide differences of emphasis, and some 
economists suggest full forward shifting while others suggest full 
backward shifting.29 

3. Because their underlying assumptions are wrong, the GATT 
rules do not ensure that the border tax adjustments they permit, 
or prohibit, will result in neutralizing the effect of internal taxes 
on international trade. Therefore, the rules should be changed. 

This line of reasoning contains the questionable premise that 
the GATT rules were based solely on the classical theory of tax 
shifting. In fact, in their formulation they simply reflected the 
universal practice of governments. And that practice can easily 
be explained by practical and political considerations. When 
they imposed a tax on a domestic product, governments did not 
want to place their domestic producers at a disadvantage vis-à-vis 
their competititors, either in their own or in export markets. To 
make sure that such a disadvantage did not exist, they had no 
choice but to apply the domestic tax to imported products and 
to exempt the domestic product from the tax when exported. It 
made no difference whether they were aware that the classical 
theory of tax shifting was imperfect. If their object was to be sure 
that the domestic producer was not placed at a disadvantage, total 
compensation was necessary so long as it was impossible to deter-
mine that part of a tax on a product was not shifted into its price. 
From the viewpoint of the domestic producer the case was also 
simple. Any part of the domestic tax on his product that was 
not charged against the competing imported product was bound 
to put him at a disadvantage of some kind — a competitive dis-
advantage if the tax were shifted forward into his own price, or a 
reduction in his profits if, as a result of the exemption of the 
competing import, he found it necessary to absorb part of the tax. 

But why were the architects of the GATT not equally inter-
ested in neutralizing the adverse competitive effects of income 
taxes? Here, it is likely that the classical theory of tax shifting did 
play some part. But even if governments had been skeptical of the 
full validity of the theory, practical considerations would have 
discouraged the effort to draw up a GATT rule permitting a 
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contracting party to offset a direct tax at the border. If such an 
effort had been made, the first problem would have been: what 
level of tax? A compensatory tax on imports would of necessity 
have to be charged on a product; it could not be assessed on the 
income of a foreign producer. It would be necessary, therefore, 
to assess a tax against imports equivalent to the tax paid by the 
competing domestic producer on income attributable to his sale 
of the product concerned. But there would be as many levels of in-
come tax per unit of output as producers, the producer at the mar-
gin perhaps making no profit and paying no income tax. If the 
problem of allocating the tax among several products sold by one 
producer were added to this problem, there would seem to be rea-
son enough why governments, or the drafters of the GATT, did 
not attempt to provide for border tax adjustments to compensate 
for the direct taxation of business enterprises. 

It may be noted, parenthetically, that the practical considera-
tions arguing against attempts to determine the amount of income 
tax borne by a product are consistent with the classical theory 
that, under conditions of competition, income taxes are not 
shifted forward. This is not to say that the level of corporate and 
other income taxes in a country will not affect the overall price 
level and therefore indirectly affect the prices charged by the 
producer who pays an income tax. But that is quite different from 
concluding that a relationship can be established between the 
price of a particular product and the rate of income tax paid by 
its producers. 

Changes in Border Tax Adjustments 

If consideration of border tax adjustments is carried only this 
far, it seems possible to conclude that, while the GATT solu-
tion does not ensure that all adjustments will be "trade neutral," 
it does provide the only basis likely to be both politically gener-
ally acceptable and workable in practice. Alternative rules are 
unlikely to approximate trade neutrality as closely until techniques 
are devised for measuring the precise amount of tax shifting in the 
case of each tax and each product. So long as no important 
changes occurred in the level of border tax adjustments, these 
considerations would be enough to account for the fact that the 
GATT rules aroused no controversy during the first fifteen years of 
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their application. But their general acceptance was reinforced 
by a tacit recognition that any trade distortion the institution of a 
border tax adjustment might initially cause would eventually tend 
to be offset or overshadowed by changes in other factors affecting 
the competitive position, such as changes in relative wages and 
prices and in exchange rates. Thus, if there has been no recent 
increase in the level of taxes, the argument that border tax adjust-
ments give a competitive advantage to the country using them be-
comes increasingly difficult to sustain.30 

One reason why border tax adjustments came to the fore during 
the Kennedy Round was that changes in European internal taxes 
and in the level of the related border tax adjustments were im-
pending, the EEC having at the time of the Kennedy Round 
launched a program to eliminate the differences among the in-
ternal tax systems of member states.31 Although all the EEC coun-
tries except France were scheduled to change their systems of 
taxation, the impending German changes attracted most attention 
not only because they were to come first but because of the large 
German balance of payments surplus. 

The German changeover involved an increase in its border tax 
adjustments stemming from two separable causes: a change in its 
domestic system of taxation and an increase in the average level 
of tax. The effect of the change of system was a shift, on the aver-
age, from undercompensation at the border to full compensation. 
Before changing its system in the interest of Community tax har-
monization, Germany had for many years imposed the "cascade" 
form of turnover tax on business transactions. Each time a product 
changed hands, even though it was destined for further process-
ing or manufacture, a tax was imposed at a uniform rate based on 
the value of the product at the time of transfer. Under this system 
the cumulative tax borne by the final product depended on the 
number of times there had been a change of ownership, from the 
raw material to the final product. A border tax could not be based 
on the total amount of tax charged on the domestic product at 
various stages, as, depending upon their degree of vertical integra-
tion, that amount would differ among producers. Germany there-
fore assessed border taxes that were estimated to be not more 
than the average tax paid on the domestic product. In fact the 
border taxes so determined were generally agreed to have been 
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well below the average domestic tax; both border taxes and export 
rebates undercompensated for the domestic turnover tax. 

But under the French tax on "value-added" (TVA), which served 
as the model for the EEC, there is no reason for undercompensa-
tion. The tax imposed on each transaction is calculated on the basis 
not of the total value of the product when it changes hands but on 
the value that has been added by the seller since his purchase of 
the raw materials or components going into its production. Under 
this system the cumulative tax on the final product is always a 
known percentage of its total value, and the amount of tax to be 
charged at the border can be determined precisely. 

Under the tax harmonization program of the Community, Ger-
many was required not only to change its system of tax collection 
but to raise the level of its domestic tax rate above the previous 
average level and to compensate fully at the border for this new 
level. Because of the previous undercompensation, the result was 
an increase in border collections greater than the increase in in-
ternal taxes. Although the first change along these lines did not 
take place until January 1968, it was known to be in prospect 
through much of the Kennedy Round and was one of the points 
at issue between the delegations of the Community and the United 
States. 

State Trading 

Several interrelated provisions in the GATT deal with those prac-
tices of state monopolies that result in import restrictions and in 
discrimination among sources of imports.32 Except for state mon-
opolies created to produce revenues, their use by contracting 
parties with market economies has been largely limited to trade in 
agricultural products, where the protective effect has tended to be 
obscured by the use of many other nontariff barriers. Nevertheless, 
the opportunities that state trading offers for the erection of more 
or less invisible nontariff barriers remain. And the temptation to 
exploit those opportunities may well have been increased by the 
substantial reduction of tariffs in the Kennedy Round. 

As the term is used in the GATT, state trading exists where a 
government agency exports or imports for resale. But the term 
also covers cases in which an autonomous, or quasi-autonomous, 
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enterprise receives from the government the exclusive power to 
import or export a product. Such agencies are, of course, as old 
as international trade itself. The earliest examples were probably 
monopolies established for the purpose of raising revenue through 
the sale of such essential products as salt. Later, more modern 
necessities such as matches, and near-necessities such as tobacco 
and alcoholic beverages, became favorite vehicles. It must be ob-
vious that, in the absence of special rules to govern its trading 
decisions, such monopoly could frustrate the intent of many 
GATT commitments without involving its government in overt 
violations. It can discriminate between foreign sellers solely on the 
basis of source. It can charge a markup on the resale of imports 
higher than the markup charged on the comparable domestic 
product, with the same effect as a protective tariff. It can also, by 
the simple act of limiting its own foreign purchases, restrict the 
quantity of merchandise that is imported. 

With theoretical success but little practical results, GATT drafters 
tried to devise rules that would subject the decisions of govern-
ments implemented through state trading monopolies to the same 
kind of limitations that applied to the laws and decrees through 
which governments influence private trade. Discrimination, for 
example, was outlawed by the requirement that such a monopoly 
should choose among foreign sources "solely in accordance 
with commercial considerations."33 Price protection was pro-
scribed by the rule that the markup charged on resale of an im-
ported product must not exceed the country's tariff rate on the 
product, if bound in its GATT schedule.34 And, finally, actions 
equivalent to the quantitative restriction of imports were outlawed 
by the requirement that the monopoly " import and offer for sale 
. . . quantities of the product . . . sufficient to satisfy the full do-
mestic demand."35 Both the limitation on the resale markup and 
the requirement that domestic demand be met were waived in the 
event that some other form of treatment was specified in the 
GATT tariff schedule of the country concerned. 

Except for instances in which special arrangements were nego-
tiated and included in the schedule of a contracting party, there 
has been no case in which the state trading provisions of the agree-
ment have been invoked or in which any contracting party has 
complained of their violation by another. In 1947, as a concession 
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to the United States, France in Its GATT tariff schedule recorded 
an undertaking to limit the resale markup on imported wheat. In 
1949, Italy granted a similar concession on wheat and rye. France 
also agreed in the 1947 negotiations to a minimum annual pur-
chase commitment for leaf tobacco and cigarettes. 

In the case of a larger number of state monopolies, operated for 
revenue purposes, no effort appears to have been made to apply 
the GATT provisions. France has state monopolies for the import 
of petroleum and coal; Germany, for alcoholic beverages; Italy, 
for cigarette paper and lighters. The operations of the French coal 
monopoly and the Italian cigarette monopoly clearly have protec-
tive effects. 

Contracting parties have not, however, demanded compliance 
with the GATT state trading provisions in these instances, almost 
certainly because of the difficulty of obtaining accurate informa-
tion concerning the details and results of monopoly operations. 
But it is rather curious that available GATT records show no case 
in which a contracting party tias demanded that a country main-
taining an import monopoly reveal its resale markup for imported 
goods in order to determine whether it exceeds any tariff binding 
in its GATT schedule. 

Twenty years after the founding of the GATT, the devices formu-
lated by the Contracting Parties to prevent state trading from frus-
trating other commercial policy commitments have yet to prove 
their worth. It is interesting, nevertheless, that there was no 
noticeable increase in the use of state monopolies during a 
period when tariff protection was being lowered and quantitative 
restrictions progressively dismantled. There is no evidence to 
show whether this resulted in any way from the GATT rules or 
entirely from political inhibitions in capitalist societies against state 
incursions into fields already occupied by private trade. 

The drafters of the Treaty of Rome also struggled with the ques-
tion of state monopolies. They evidently recognized the danger 
that state trading could negate the objective of free trade among 
the member states. But the treaty does little more than empower 
the commission to make proposals for the "adjustment" of existing 
monopolies and, where a member state maintaining a monopoly 
has failed to make such adjustments, to authorize other members 
to apply "safeguard" measures.36 
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Both the GATT and the EEC deal with systems in which most 
trade is conducted by the private sector. Within their respective 
spheres, they aim at giving the forces of the marketplace maximum 
opportunity to do their work on behalf of the most efficient alloca-
tion of resources. Perhaps further experimentation will prove that 
state trading can be fitted into these systems. If not, both the GATT 
and the EEC may be forced to outlaw state monopolies — a formid-
able task. If this proves impossible, members of these systems may 
have to negotiate directly with the state monopolies of other mem-
bers without too much regard for liberal trading principles in 
order to wrest from them some other assurances against the abuse 
of their monopoly power. 

East-West Trade 

The drafters of the GATT were aware that the rules governing 
state trading by capitalist countries do not provide an adequate 
basis for regulating the commercial policies of Communist coun-
tries or for bringing about a measure of equality between the ob-
ligations of countries on either side of the hyphen in "East-West 
trade." 

The necessity of dealing with the problem did not arise in the 
initial GATT, as there were no Communist countries among the 
original Contracting Parties. In 1948, however, one of the original 
signatories, Czechoslovakia, fell into the Communist orbit and 
adopted a totally planned economy. This could have raised the 
issue of how the trading system of such a country could be recon-
ciled with GATT rules. But, in fact, the problem was never directly 
faced. In 1951, at the request of the United States, the Contracting 
Parties authorized the United States and Czechoslovakia to sus-
pend the application of all GATT obligations between them on 
political grounds.37 In the ensuing years, contractual relations be-
tween Czechoslovakia and all other contracting parties have nomi-
nally remained in force, but there is ample evidence that they have 
not been taken literally by either side. Thus, though all "Western" 
contracting parties have been involved in many complaint actions 
against each other, there has been no case since 1951 of a com-
plaint procedure involving Czechoslovakia, either as plaintiff or re-
spondent. 

The case of Yugoslavia is quite different. For some time Yugo-
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slavia has been building a competitive trading system within a 
planned economy. In November 1959 the Contracting Parties acted 
favorably on a Yugoslav request for a form of association with the 
GATT short of full membership. But it was clear that Yugoslavia 
was not yet " in a position to assume all the obligations involved 
in accession to the General Agreement." While continuing to 
move toward such a position, it agreed to apply the provisions of 
the GATT to its trading relations with contracting parties "to the 
extent compatible with its current economic system." For their 
part, the Contracting Parties agreed to take the objectives of the 
agreement as the basis for their own trading relations with Yugo-
slavia and to grant it treatment comparable to that Yugoslavia 
might extend to them.38 In December 1961 Yugoslavia reported to 
the Contracting Parties that it had made further progress toward 
the development of a competitive trading system and that on 
March 9,1961, it had adopted a new provisional tariff applicable to 
all commercial imports, which it was prepared to subject to nego-
tiation in the GATT.39 

When the Kennedy Round was projected, Yugoslavia was ac-
cepted as a participant in the negotiations in order to provide a 
basis for its full accession to the GATT. This recognition of Yugo-
slavia's ability to carry out the obligations of the agreement was 
based upon the development of a trading system that differed 
substantially from that prevailing in the USSR and other East 
European countries. It represented no exception to the Contract-
ing Parties' general recognition that the trading systems of the 
other Communist countries were incompatible with the obliga-
tions of the GATT. 

The one remaining effort at reconciling the GATT rules with the 
trading systems of totally planned economies was Poland's nego-
tiation to obtain full accession to the GATT. As will be seen in a 
later chapter, this negotiation was quite different from the Yugo-
slavian. It broke new ground that may set a precedent for the fu-
ture accession of other Communist countries. 

Government Procurement 

Where a government purchases for its own use (and not for re-
sale, as in the case of state trading), the GATT explicitly exempts 
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it from the usual rules requiring national treatment in the applica-
tion of internal regulations40 and from the requirement of non-
discrimination among foreign suppliers.41 There is no economic 
justification for these exemptions. If participating countries want to 
obtain the economies associated with an optimum allocation of 
resources, there is as much advantage in competition for public 
as for private purchases. Furthermore, so long as countries differ 
in the role of the public sector, the effect on trading patterns will 
vary from country to country. These exemptions were dictated at 
the time by what seemed to be political necessity; it was not 
thought that any government would agree to forego the right to 
grant some priority to domestic suppliers when public funds were 
expended. Both during and since the Kennedy Round, however, it 
has been apparent that the total exemption of government pro-
curement from any international disicipline is a source of dissen-
sion among contracting parties and that it tends to weaken 
government resolve to live up to the spirit as well as the letter of 
the GATT obligations that relate to private trade. 

Since 1962 a working party of the Organization for European 
Cooperation and Development (OECD) has been studying the 
practices of member governments in the fields of public procure-
ment and the award of government contracts. An interim report in 
August 1965 revealed that comparatively few countries would ad-
mit that their official purchasing agents were required to give 
preference to domestic suppliers.42 Many, however, reported that 
the governmental departments concerned were given discretion to 
decide whether the purchase of foreign goods was in the national 
interest; nearly all admitted the absence of any rule that foreign 
firms be invited to submit bids. Some did require that tenders be 
advertised in the case of certain categories of procurement, but 
usually with exceptions. In many countries, a patriotic procure-
ment officer would seem to have even more chance than a cus-
toms official to strike a blow in favor of domestic producers 
at the cost of the taxpayer. 

The "Buy American" Act 

The distinguishing features of the US system of preferences for 
domestic producers in the award of government purchase con-
tracts are that such preference is required by law43 and that the 
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legal requirement is implemented by an executive order specifying 

the margin of preference to be granted when the prices of a do-

mestic and a foreign purchase are compared.44 The United States is 

the only contracting party to the G A T T to enact such obviously 

protective legislation. Few other governments have provided offi-

cials with explicit, numerical bench marks for determining when 

a purchase from foreign sources should be judged in the public in-

terest. 

Intercountry comparisons of the degree of protection for do -

mestic suppliers of government purchases are complicated by the 

fact that a number of countries claiming not to give priority to 

domestic suppliers have no established procedure for insuring 

that qualified foreign suppliers are given an opportunity to submit 

bids. The guidelines in the executive order cited above have the 

merit at least of reducing the uncertainty faced by foreign sup-

pliers. The executive order adopted in 1954 established as a general 

rule a 6 percent price margin in favor of domestic production and 

one of 12 percent in the case of goods produced in depressed 

areas or by small businesses. But, it also authorized the heads of 

government departments to exceed those margins if they decided 

that it was in the national interest to do so. Mak i n g use of this 

exception on the grounds that it was required as an aid to the US 

balance of payments, the Secretary of Defense instructed purchas-

ing officials in the Defense Department to apply a 50 percent mar-

gin to purchases of materials to be used within the United States 

and, with certain exceptions, to "offshore purchases" as well. This 

decision came shortly before the passage of the Trade Expansion 

Act and the commencement of active preparations for the Ken-

nedy Round. A s will be seen later, " B u y Amer i can " became one of 

the first nontariff barriers to which the negotiators addressed them-

selves. 

Antidumping Duties 

Next to ASP, the nontariff barrier receiving the greatest attention 

during the Kennedy Round was that resulting from the administra-

tion of antidumping laws. 

" D u m p i n g , " as the term is used in the GATT and in international 

agreements in general, is simply a special case of "differential 
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pricing." Goods are said to be "dumped" in a foreign market if 
they are offered for sale at a price lower than that at which they 
are sold in the home market or in a third market. Except in the un-
real world of perfect competition, it is often profitable for a busi-
ness enterprise to sell its product at different prices in different 
markets. An enterprise that enjoys a monopoly in a market where 
the price elasticity of demand is low may be able to maximize its 
profits by a permanent policy of selling at above average cost in 
that market and below average cost in another where that elas-
ticity is relatively high. Even firms that do not enjoy a complete 
monopoly in any market may find it worthwhile in selected mar-
kets to sell at below both marginal and average cost if goods 
that have already been produced would not otherwise be sold. 

Most economists who have studied dumping agree that, except 
where it has the effect of stifling competition and is later suc-
ceeded by high monopoly prices, the country "victimized" by 
dumping is really its beneficiary.45 Obviously, the receipt of 
dumped goods is likely to improve its international terms of trade. 
But the effect on a competing domestic firm can be destructive, 
and it is understandable that governments which insist on protect-
ing individual domestic industries by means of tariffs will insist on 
the right to take counteraction against dumped exports that com-
pete with domestic production. 

The GATT endorses what was already a common governmental 
practice and permits contracting parties to impose "antidumping 
duties" against dumped imports equal to the margin of dumping, 
but only if they cause or threaten injury to a domestic industry or 
materially retard the establishment of such an industry. In Article 
VI of the GATT, dumped imports are defined as articles introduced 
into the commerce of an importing country at less than the com-
parable price charged for the like product in the exporting country 
or, in the absence of a domestic price with which the import price 
can be compared, if sold at less than the highest comparable price 
charged in a third country or at less than the cost of production. 
Finally, the GATT provides that, in making these price comparisons, 
due allowance be made for "differences in conditions of sale, dif-
ferences in taxation, and other differences affecting price compar-
ability."46 

These rules, of course, open up endless opportunities for con-
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flicting interpretations. How serious does injury need to be be-
fore it is considered "material"? Is a reduction in profits to be 
considered "injury"? If so, how should the blame be assigned 
among various possible causes? Is it legitimate to compare an end-
of-season sale for export with a domestic sale at the height of the 
season? Can losses incurred by an individual firm be considered 
injury to the "domestic industry"? How inclusive is the term "in-
dustry" intended to be? Can export prices of one seller be com-
pared with domestic sales by another in the country of export in 
order to determine whether differential pricing has occurred? If 
goods are offered at the market price prevailing in the importing 
country, should this be taken as proof that domestic producers 
have not been injured? These are only a few of the opportunities 
for disagreement, some of which might be resolved by a more 
detailed international code of antidumping practices and some 
of which could only be resolved by some procedure for inter-
national adjudication or arbitration. 

But the most serious issues that have arisen in recent years over 
dumping and antidumping are related not so much to the actual 
imposition of antidumping duties as to the restrictive effect of ad-
ministrative procedures pursued by an importing country in decid-
ing whether or not to take antidumping action. Before the Kennedy 
Round the United States was the target of more complaints on 
this score than all the other contracting parties combined. This 
did not necessarily mean that US antidumping policy was more 
restrictive than that of other major trading countries. It could con-
ceivably have meant that business firms in other countries engaged 
in export dumping more frequently than American firms: this hy-
pothesis would not be inconsistent with the frequency of monop-
olies and cartels in some countries. It could also have stemmed, in 
part, from the fact that, during much of the postwar period, most 
countries except the United States and Canada resorted to the 
use of quantitative restrictions for balance of payments reasons 
and thus were able to counter dumping without the use of anti-
dumping duties. 

The most likely reason that the United States was the most fre-
quent object of complaints in this field was the complex of cum-
bersome and time-consuming procedures imposed by American 
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antidumping regulations until the end of the Kennedy Round. In 
fact, it would seem that foreign exporters actually suffered from 
the care exercised by the US Treasury and Tariff Commission to 
collect and weigh all the relevant facts before a finding of in-
jurious dumping was reached.47 

Foreign countries complained of the US practice of withholding 
customs "appraisement" of the imported goods until the case was 
finally settled. In many cases that settlement did not come for a 
year or more after importation. While the importer could obtain 
release of the imported goods by posting a bond, he could not 
know what the eventual "duty paid" cost would be. 

Paradoxically, the fact that the majority of antidumping cases in 
the United States had been resolved in favor of the importer simply 
added to the complaints of foreign countries since it tended to 
support their charge that American procedures were put into 
motion before there was even a prima facie finding that injurious 
dumping had taken place. This impression was strengthened by 
the procedure followed under US regulations in existence before 
and during the Kennedy Round. The most controversial of these 
was the practice of conducting two independent investigations in 
each case: one to determine whether the import involved sales 
"at less than fair value" and one to determine whether imports 
involving such sales were injurious to a domestic industry. The 
second investigation was begun by the US Tariff Commission only 
after the first had been completed by the Treasury Department. As 
a result, months often elapsed after the withholding of appraise-
ment before any attention was given to the question of injury, and 
more months passed before a final decision was reached. This 
problem became the central theme in the negotiation of an Anti-
dumping Code in the Kennedy Round. 

Between the end of World War II and the Kennedy Round, most 
other countries were much more sparing in the initiation of anti-
dumping action than was the United States,48 but American ex-
porters have often complained that their trade was being harassed 
by unreasonable antidumping action by Canada. Under a law that 
was in effect before the GATT, and which was therefore exempted 
by the Protocol of Provisional Application, Canada assessed anti-
dumping duties on products offered at below a "fair value," deter-
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mined in advance, and it did not, as called for-by the GATT pro-
visions, require a finding of injury before assessing an antidumping 
duty. 

Although American exporters had not encountered similar 
difficulties in Europe in recent years, there was, nevertheless, in-
creasing concern during the Kennedy Round lest the possibilities 
for impeding imports through antidumping action might be in-
creasingly exploited as tariffs were reduced. This fear was based, in 
part, on the belief that the GATT definition of dumping was 
broad enough to include pricing practices commonly followed by 
American exporters. Some degree of differential pricing between 
markets is fairly normal business practice in firms enjoying a mea-
sure of oligopoly. While these price differences are generally too 
small to justify significant antidumping duties, they could serve as 
a basis for harassment of normal trade. Before the Kennedy Round, 
the legally prescribed procedures of most furopean countries 
were typically less detailed than those of the United States and 
left more latitude for administrative discretion. While this tended 
to make for more expeditious handling, it also deprived the af-
fected importer of some of the safeguards provided by US laws 
and regulations, such as an assured hearing and-access to informa-
tion submitted against him. 

As the Kennedy Round opened, therefore, antidumping pre-
sented a promising field for fruitful negotiation — a field in which 
all parties stood to gain from the development of a code-of uni-
form behavior by governments. Under such a code, it appeared 
possible that the practices of the US could be streamlined so as 
to reduce the uncertainties and delays experienced by foreign 
traders, and the procedures of other governments, particularly 
those of Western Europe and Canada, could be revised to safe-
guard exporters of other countries against future uncertainties. 

Differential Application of Domestic Regulations 

Many domestic laws or regulations that are essential for the 
protection of health, public security, safety, or industrial property 
rights have a nontariff barrier effect, usually unintentional, that 
arises out of the different conditions under which domestic and 
imported products are introduced into the market. Inspection at 
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the border provides a more effective means of enforcement than 
usually exists within a country's territorial limits. This fact has, quite 
understandably, been exploited by governments. If one American 
firm infringes the trademark of another, the owner of the trade-
mark must seek redress in the courts.. But US law places on the 
customs inspector the responsibility of denying entry to any for-
eign product that infringes a domestic copyright. If food pro-
duced in the United States fails to meet the standards imposed 
by domestic regulation, the violator may or may not be prose-
cuted. But, if an attempt is made to import substandard food, it 
can be confiscated at the border. 

Often a genuine effort is made to equalize the treatment of 
domestic and imported goods, but complete equality is difficult 
to achieve. Officials of the US Department of Agriculture certify 
meat-packing plants abroad that meet US federal standards, but 
they can do so only when they are satisfied that the standards of 
the foreign country are sufficiently high and are fully enforced. 
The approach to equality in the enforcement of health and safety 
standards may yield, in time, to effort and to the establishment 
of mutual confidence among governments. In other cases, such as 
the US "Wine Gallon Assessment," the protective effect of the law 
is an anomaly that could easily be removed by legislative action. 

Restrictive Business Practices 

There are some areas of incidental trade barriers that arise simply 
out of government inaction. In one of these, that of private re-
strictive business practices, the United States is less subject to 
criticism than most other governments The American antitrust 
laws not only protect domestic producers against conspiracy in 
restraint of trade, but give the foreign exporter similar protection 
in the US market. But, in countries which do not share the Ameri-
can prejudice against cartels, American exporters can be effec-
tively precluded from the market by agreements between a private 
monopoly and the available wholesale and retail outlets. 

Disparate Standards 

The inaction of governments is responsible for an even more 
elusive category of nontariff barrier. Through tradition and do-
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mestic laws, wide variations in standards of industrial measure-
ment and design have developed. Anyone who has attempted to 
use an American electric shaver in Europe knows that it must be 
equipped with a built-in transformer to convert 220 volt or 180 
volt current to 120 volts and a set of adapter plugs to fit the be-
wildering variety of wall outlets to be found in Great Britain and 
on the Continent. When and if uniform standards for electrical 
goods, for screw threads, and for the measurement of weights and 
distances should be adopted by all countries, the problem of sell-
ing in foreign markets will involve much less costly preparation 
and risk. 

This summary of some of the more important nontariff barriers 
is far from complete. But it is probably sufficient to explain both 
why the Kennedy Round negotiators could not ignore the field and 
why any progress they might have made was bound to leave most 
of the field unplowed. 



6 

Trade of Less Developed Countries 

Preparations for the Kennedy Round coincided with a developing 
crisis in economic relations between the developing and the de-
veloped parts of the world. The rising sense of frustration felt by 
the less developed countries in the pace of their progress found 
expression in mounting complaints against the wealthier countries 
and demands for positive action by them to narrow the gap in 
living standards between industrialized and unindustrialized coun-
tries. 

These demands extended well beyond the realm of trade policy, 
covering, as they did, direct financial aid, supported commodity 
prices, stabilization of export proceeds, shipping policies, and 
loans at low interest rates. These issues were considered by a 
United Nations conference convened in Geneva from March 23 
to June 16,1964.1 But the issues directly related to trade had been 
explored before. They had occupied much of the attention of the 
Contracting Parties for nearly ten years, a period that culminated 
in detailed consideration during the meeting of the GATT ministers 
in May 1964. 

The GATT and Developing Countries 

The original text of the General Agreement gave no explicit 
recognition to the special export problems of less developed coun-
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tries. It will be remembered that, as an agreement intended to 
bridge the time until the International Trade Organization should 
come into being, the G A T T was patterned in large part on the pre-
war bilateral trade agreements of the United States. It did, how-
ever, contain some important extensions of the traditional rules, 
extensions that reflected both postwar conditions and the special 
preoccupations of the founders. Among these, the less developed 
countries did obtain some recognition of their special needs in 
Article XVIII .2 But that article contains no evidence that attention 
was devoted to a problem that has in recent years occupied the 
spotlight — the need to provide special stimuli for the exports of 
less developed countries. 

Article XVII I did not single out less developed countries alone 
as its beneficiaries. The special facilities accorded to a contracting 
party in the interest of its economic development were paralleled 
by identical facilities for use by any contracting party engaged in 
postwar reconstruction. Such facilities were thus legally available 
not only to Brazil and Burma but also to France and the United 
Kingdom. Still under the influence of the tradition of reciprocal 
trade agreements, the drafters went to some lengths to avoid 
making any formal distinction between different classes of mem-
bers. Article XVIII was, therefore, concerned exclusively with the 
circumstances that would justify a country — presumably under-
developed or unreconstructed — in imposing import barriers not 
otherwise permitted under the agreement. In facilitating the use 
of measures to prevent imports from interfering with develop-
ment plans, it reflected the prevailing fear, in Europe as well as in 
Asia and Latin America, of unrestrained competition with the 
United States. 

When, a few months after the close of the Geneva conference, 
fifty-six countries met to agree on a charter for the ITO, this mis-
trust of competition persisted, especially among the greatly en-
larged contingent of less developed countries. Now representing a 
majority of thirty-two, these countries insisted on, and obtained, 
many changes in the Geneva draft of the charter. But instead of 
using their influence to make it more difficult for developed coun-
tries to evade their commitments, they threw their weight in gen-
eral with those developed countries that wished to weaken those 
commitments. Their opposition extended even to the most favored 
nation (MFN) clause, on which most of the benefits they could 
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hope to derive from the GATT necessarily depended: "The most 
violent controversies at the conference and the most protracted 
ones were those evoked by issues raised in the name of economic 
development . . . The underdeveloped countries attacked the 
Geneva draft at several points. They challenged the commitment to 
negotiate for the reduction of tariffs. They objected to a provision 
which enabled parties to the GATT to determine whether this 
commitment had been fulfilled. They sought freedom to set up 
new preferential systems, impose import quotas, and employ other 
restrictive devices without prior approval. And they proposed that 
a semi-autonomous economic development committee be estab-
lished within the trade organization for the purpose of facilitating 
these escapes."3 

Tariff Negotiations 

Given the GATT emphasis on the negotiation of reciprocal 
benefits, it is not difficult to understand why the less developed 
countries were skeptical of their ability to obtain worthwhile 
benefits from the GATT and why they concentrated their efforts 
on preserving the maximum freedom of action to protect their 
domestic markets against import competition. That such misgivings 
have persisted throughout most of the two ensuing decades re-
quires explanation, however. In 1965 a spokesman for one of the 
largest of the less developed contracting parties, looking back over 
the record until then, said: "The developing countries of course 
had had no bargaining power, politically or economically. The 
rule of reciprocity has required them to give a matching conces-
sion, but clearly they were not in a position to give any. While 
over the last fifteen years, tariffs on industrial products of interest 
to industrial nations have been gradually brought down, those on 
products of interest to developing countries have remained at a 
high level."4 

No one has made an empirical study of the extent to which the 
developed GATT countries have held their less developed partners 
to the principle of reciprocity in tariff negotiations. The sheer vol-
ume of labor that would be involved in a statistical analysis of the 
thousands of tariff concessions granted in the five GATT negotiat-
ing conferences before the Kennedy Round is sufficient to dis-
courage the most ambitious student. But there are conceptual 
difficulties as well. A less developed country is the principal sup-
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plier of only a relatively small number of products, but in many 
cases one or more such countries have been substantial benefici-
aries of tariff reductions negotiated between two developed coun-
tries. What weight should be given to these indirect concessions? 
Statistics will not show whether they entered into the tariff bar-
gaining or were crumbs dropped accidentally from the table of the 
rich. Consider another problem. In the early GATT negotiations, 
especially, many less developed countries, now independent, were 
represented by the governments of their respective metropoles. 
The tariff concessions obtained on their behalf may have been ex-
tracted in exchange for concessions in the tariff of the colony or 
in exchange for a concession by the metropole itself. What sort 
of allowance should be made in the negotiating balance sheet 
for this sort of reciprocity? Most difficult to deal with is the fact 
that the perceived value of a tariff concession at the time it is nego-
tiated involves judgments as to its probable effect on trade that are 
not subject to statistical measurement. 

There are sufficient facts concerning one important negotiation, 
however, to make it possible to test the generalization that less 
developed countries did not receive significant benefits from the 
pre-Kennedy Round negotiations. In 1949 the US Tariff Commis-
sion published an analysis of the results of US tariff negotiations 
showing, for all "principal" dutiable articles (those imported into 
the United States in amounts of $500,000 or more in 1939), the 
tariff concessions granted by the United States both at Geneva in 
1947 and in previous bilateral negotiations, together with the value 
of imports from the leading suppliers to the United States market.5 

If we designate as "less developed country items" all those articles 
of which a less developed country was the principal supplier to 
the United States or on which a tariff concession was negotiated 
directly with a less developed country, we find the following re-
sults. Of the 246 principal articles in the United States Tariff Classi-
fication (omitting preferential rates applied only to Cuba), 53 were 
of special interest to less developed countries. Of these, tariffs on 
21 items, or 40 percent, were reduced at Geneva, and the tariffs on 
14 items, or 26 percent of the total, were reduced by the full 50 
percent permitted by the law. 

Some of these reductions might be discounted on the 
grounds that they were of principal benefit to American pro-
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cessors of the raw material involved, such as manganese ore, 
bauxite, raw wool (of a type principally supplied by Uruguay), 
and zinc ores, though imports of a number of these directly 
competed with the output of domestic producers. But tariff 
reductions were also granted on processed products and 
simple manufactures, such as mica films and splittings, zinc 
metal, shelled Brazil nuts, burlaps, and jute bags. Geneva con-
cessions included not only tariff reductions but the binding of 
reductions that had been granted to one or more countries 
in previous bilateral tariff negotiations. If these are included 
in the tally, 65 percent of the less developed country items 
were subjects of concessions. 

Unfortunately, data concerning the results of later negotia-
tions are not available in sufficient detail to permit a similar 
analysis of concessions on products of particular interest to 
less developed countries. But it is possible to trace the effects 
of those negotiations on the same products discussed above 
— those that were clearly of special interest to less developed 
countries in 1947. Of these 53 items, by 1966 the tariffs on 3 
had been removed entirely, and those on 2 others had been 
temporarily suspended. The 1966 rates (ad valorem equival-
ents in the case of five items involving compound rates) rep-
resented reductions to below the 1948 level in 23 cases, of which 
7 were reductions of more than 50 percent. The tariffs on 3 items 
had been increased by termination of an earlier bilateral trade 
agreement. It should be noted that some of the tariff changes in-
cluded above resulted from the reclassification of the United States 
tariff and not from negotiations. 

Even had they been more complete, these cuts would not of 
course have refuted the contention that the less developed coun-
tries lack tariff bargaining power. Given their poverty of bargain-
ing power, however, the fact that substantial direct concessions 
were obtained suggests that concessions, at least by the United 
States, were granted to them without the requirement of strict 
reciprocity. This impression is strengthened by an analysis of the 
rather scanty facts available concerning the concessions they 
granted. The Tariff Commission study cited above reveals that 
less developed countries granted tariff concessions to the United 
States in 1947 on products of which their imports from that coun-
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try were less than $14 million.6 A precisely comparable figure for 
the other side of the bargain is not available. But, excluding prod-
ucts of which total US imports were less than $500,000, US con-
cessions on products of which a less developed country was the 
principal supplier, together with concessions negotiated directly 
with a less developed country, involved more than $45 million of 
imports from those countries.7 

Dispensations from the GATT Rules 

The escape hatch in the GATT for "economic reconstruction 
and development" was never used by a developed country. Nor, 
with one notable exception, was it extensively used by less de-
veloped countries. The exception took place in 1949, when, fol-
lowing the procedures of Article XVIII, Ceylon applied for and 
was granted "releases" permitting it to impose quota limitations 
for specified periods on imports of a long list of simple manu-
factures under the provisions of its Industrial Products Act.8 In 
response to further applications, these releases were later ex-
tended and supplemented to cover other products. In no case 
was a request by Ceylon denied by the Contracting Parties, 
though the representatives of that country obtained little plea-
sure from the laborious sessions in which successive working par-
ties struggled to satisfy themselves that the criteria of Article 
XVIII had been met. Cuba, India, and Haiti also had recourse to 
the provisions of the original Article XVIII, though on a much less 
extensive scale than Ceylon. In 1949, in a single decision of the 
Contracting Parties, Cuba was granted the right to continue to 
restrict imports of certain cordage fibers, and India was permitted 
to maintain restrictions on the importation of grinding wheels.9 

In the same year Haiti was granted the right to continue to limit 
imports of tobacco and tobacco products by means of a state 
monopoly.10 But the Haitian release was later judged by the Con-
tracting Parties to have been unnecessary, on the ground that the 
restriction was required to enforce a domestic mixing regulation 
that was sanctioned by the GATT. The United Kingdom, too, ap-
plied for a release on behalf of its territory, Northern Rhodesia, 
but withdrew the application after encountering opposition on the 
ground that injury would accrue to the trade of another less de-
veloped territory, the Belgian Congo.11 
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In 1956 Article XVIII was amended to increase the ease with 
which it could be used for economic development and to elim-
inate the possibility of its application to postwar reconstruction. 
In addition to a new section that provided more lenient standards 
for the periodic "consultations" with less developed countries 
resorting to quantitative import restrictions for balance of pay-
ments reasons, the amended article liberalized the conditions un-
der which protective measures might be imposed for purposes of 
economic development. But the only less developed countries to 
take advantage of this new dispensation were Ceylon and Cuba; 
moreover, these countries invoked the amended article only for 
the purpose of renewing or enlarging the coverage of measures 
that had previously been authorized by the Contracting Parties. 
And when, as has frequently been the case, a less developed 
country has found it expedient to apply an import restriction 
other than the quantitative limitations permitted for a country in 
balance of payments difficulties, it has usually proved not too dif-
ficult to obtain a waiver of its obligation by the required two-
thirds of the Contracting Parties. Neither developed nor less devel-
oped countries have hesitated to seek waivers when needed, 
though requests by the former have often encountered stiff resist-
ance. Of the 39 successful requests for waivers from 1949 to 1963, 
including extensions of earlier waivers, 24 involved dispensations 
granted directly or indirectly for the benefit of less developed 
countries. Most of the waivers granted directly to less developed 
countries were designed to permit the use of surcharges on im-
ports for balance of payments reasons or the temporary increase 
of bound duties, pending renegotiation. The indirect waivers were 
in all cases granted to a developed country to permit the con-
tinued use of tariff preferences for the benefit of formerly depen-
dent territories or territories for which it had assumed special 
responsibilities. 

The Program for the Expansion of Trade 

As early as 1954, and repeatedly in the next few years, annual 
progress reports prepared by the GATT secretariat had under-
lined the widening gap between the trade expansion of developed 
and less developed countries. In 1958, the Haberler Report, which 
confirmed the findings of the GATT secretariat, marked a turning 
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point in GATT history.12 This report d id not f ind any general ten-
dency toward discr iminat ion against the exports of less devel-
oped countries per se, but it d id ident i fy many factors, inc luding 
trade barriers and unfavorable price trends, that impeded the 
growth of the earnings of those countries f rom the export of 
foodstuffs and industrial raw materials, and it provided the im-
petus for a wide-ranging search for novel methods of improving 
those earnings. The first f ru i t of the Haberler Report was the de-
cision of the Contract ing Parties in November 1958 to launch a 
program directed toward an expansion of international trade and, 
inter alia, toward "mainta in ing and expanding the export earn-
ings of the less developed countries."13 

The GATT program that was launched by this report included: 
analysis of the development plans of individual countries in order 
to help channel development efforts into products for wh ich ex-
port prospects were favorable; establishment of a trade informa-
t ion and advisory service; and technical assistance in market de-
velopment and export trade promot ion. Most important of all, 
the Contract ing Parties also init iated a program, pursued w i th 
moderate success, that was aimed at the unilateral reduction, by 
developed GATT countries, of their barriers to the importat ion of 
products of less developed countries, w i th special emphasis on 
tropical products. 

The Haberler Report thus introduced a radical change in the 
status of the less developed members of the GATT. The benefits 
they were to derive f rom their part icipation were no longer as-
sumed to depend on what they were able to offer in return. Their 
wealthier partners had tacitly abandoned the expectation of reci-
procity in favor of a sense of unilateral obl igat ion. But such results 
as fo l lowed in the ensuing period of mutual exhortat ion and vol-
untary action by developed countries served only to increase the 
expectations of the poor countries and to give rise to demands 
that voluntary action be replaced by the assumption of contrac-
tual commitments. 

Beginning w i th the GATT ministerial meeting in the fall of 1961, 
the Contract ing Parties were occupied w i th the effort to reach 
agreement on a new set of GATT provisions that wou ld formal ize 
and insti tut ionalize the movement to expand the exports of the 
less developed members. This movement reached a climax in 
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1964 when the Contracting Parties wrote into the agreement a 
new section (Part IV), which entered into force in 1966. 

The new Part IV of the GATT was essentially a qualified, and at 
some points emasculated, version of a set of provisions submitted 
by the less developed contracting parties themselves to the draft-
ing committee,14 which preceded the November 1964 meeting of 
the Contracting Parties. Among these were demands that the de-
veloped countries bind themselves not to increase any barrier 
to the import of products of particular interest to less developed 
countries. Instead, they should "take immediate steps" for the 
reduction and elimination of such barriers; take similar action 
concerning internal taxes that impeded consumption of those 
products; eliminate differentials between low tariffs on raw ma-
terials and higher tariffs on processed products; "take full account 
of the need" to improve the prices of products exported by less de-
veloped countries in relation to the prices of products imported 
by them; give priority in tariff negotiations to reducing tariffs on 
products of interest to the less developed countries without re-
ciprocal action on their part; grant less developed countries tariff 
preferences on imports of manufactured products; and stabilize 
the prices of primary products "at remunerative levels" through 
international commodity arrangements. 

As the agreed text emerged, most, though not all, of these pro-
posals survived, but in qualified form. Developed countries com-
mitted themselves not to increase existing import barriers or 
internal taxes affecting imports from less developed countries 
"except when compelling reasons" necessitated such action. They 
also agreed to "accord high priority" to reducing these barriers 
and tariff differentials between raw materials and processed goods. 
They agreed to procedures calling for reports, complaints, and 
confrontation of individual contracting parties in order to make 
these commitments as effective as possible.15 They also accepted 
as a contractual commitment the pledge they had made earlier, in 
a ministerial resolution, whereby they would not expect reciprocity 
from less developed countries in tariff negotiations.16 

Preferences 

One of the more insistent demands that remained unsatisfied 
was that the developed Contracting Parties grant preferential tariff 
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treatment to imports from less developed countries. This issue not 

only separated the developed from the less developed countries; 

it also created divisions within both camps. Mo s t of the former, 

with a few exceptions, including the United States, declared that 

they agreed with the idea of preferences " i n principle." But the 

majority held widely differing views as to the conditions under 

which preferences should be granted. A l though the less developed 

countries presented a united front in their demands for prefer-

ences, a fundamental conflict of interest among them persisted in 

private. The African countries enjoying preferential access to EEC 

markets were aware that they wou ld probably lose exports if the 

preferences they enjoyed were extended to all less developed 

countries. M o r e generally, there was a divergence of outlook 

among less developed countries, depending upon their relative 

size and on the stage they had already reached in the development 

of manufacturing industries. The least industrialized among them 

saw little likelihood that they wou ld gain from generalized pre-

ferences under which they wou ld have to compete on equal terms 

with, for example, India or Brazil. 

The failure of the less developed countries to obtain the agree-

ment of the developed countries in 1964 did not end their cam-

paign for preferences. It did, however, ensure that the rules under 

which the Kennedy Round was to be negotiated wou ld still re-

quire the generalization of tariff concessions to all contracting 

parties. 

Effective Tariff Rates 

It was noted above that, when Part IV of the GATT was nego-

tiated, one of the demands made by the less developed countries 

was that the developed contracting parties reduce the "differen-

tials" between their tariffs on raw materials and processed goods. 

M o r e explicitly, they asked that the tariff structures of developed 

countries be realigned so as to remove an artificial obstacle to 

the initial processing of raw materials in the exporting countries. 

A n d in back of this demand lay a doctrine that had already re-

ceived some attention under the G A T T program of action: 

namely, that the tariff pattern typical of most developed coun-

tries — low tariff rates on raw materials and progressively higher 

rates at later stages of processing — can result in "effective tariff 
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rates" on processed products that are higher, sometimes a great 
deal higher, than the protection suggested by nominal tariff 
rates.17 

To take the simplest example of the effect of tariff differentials, 
assume that a raw material not produced in the country of import 
is admitted free of duty and that the same material, after a simple 
stage of processing, bears a nominal duty of 20 percent ad va-
lorem. Then, the entire amount of that duty serves as protection 
to the domestic processing industry. If the value added by pro-
cessing is half the value of the processed product, the "effective 
rate" of tariff protection to the domestic processing industry will 
be 40 percent. If the value added is only one-fifth of the product 
value, the effective rate will be 100 percent. 

The tariff rate on the product of the processing of a raw ma-
terial imported free of duty is a special and simple case of a more 
general formula for determining the influence of tariff structure 
on the effective rate of protection afforded by a nominal tariff 
rate. For a difference between the nominal rate and the effective 
rate to exist, it is not necessary that material inputs be admitted 
free of duty. If the duty on imported inputs is lower than the nomi-
nal rate of duty on the final product, the latter, when applied 
against the value added in processing, will yield a higher effec-
tive rate of protection to the processing industry than that indi-
cated by the nominal rate. 

In 1968, the secretariat of the GATT produced a study of the 
tariff structures of certain industrialized countries to serve as a 
basis for estimates of the "effective incidence" of duties on vari-
ous copper products.18 This study is relevant to the export prob-
lems of less developed countries because they provide a sub-
stantial part of world exports of copper ore, concentrates and 
mattes (59 percent in 1965), unrefined copper (91.3 percent), and 
refined copper (48.5 percent).19 On the basis of the tariff rates 
that will be in force after the full Kennedy Round reductions have 
taken effect, the secretariat found that copper in its simple forms, 
through refined metal, will enter the EEC, the United Kingdom, and 
the United States either free of duty or at very low rates. In the 
same countries, the rates for such simple forms of processed cop-
per as bars, rods, and wire range from an ad valorem equivalent of 
7 to 13 percent. The secretariat found, however, that effective 
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rates of protection for the domestic production of wire, to take a 
representative example, were 40 percent in the EEC and the United 
Kingdom and 37.5 percent in the United States. 

Several students have attempted to estimate effective tariff rates 
for a broad range of manufactured products. Because published 
input-output data are rarely available at the level of individual tar-
iff items, the results necessarily involve excessive aggregation, 
which limits their usefulness for some purposes. Nevertheless, the 
results do confirm the conclusion that was to be expected: that 
effective rates of protection for domestic processing and manufac-
turing are in most cases substantially higher than the correspond-
ing nominal tariff rates. 

In 1965, Bela Balassa estimated effective tariff rates of the United 
States, the United Kingdom, the EEC, and Japan in 1962 for a list 
of 36 product groups, covering the entire manufacturing sector ex-
cept for food processing. The input-output coefficients for this 
study were based on the manufacturing pattern in Belgium and the 
Netherlands. The selections from Balassa's findings, given in Table 
2, are incomplete but illustrative. 

Table 2. Estimated effective rates of protection for selected product 
groups in four developed countries, 1962 (percent). 

Product US UK EEC Japan 

Thread and yarn 31.8 27.9 3.6 1.4 
Textile fabrics 50.6 42.2 44.4 48.8 
Hosiery 48.7 49.7 41.3 60.8 
Leather 25.7 34.3 18.3 59.0 
Ingots and other 

primary steel 
forms 106.7 98.9 28.9 58.9 

Bicycles and 
motorcycles 26.1 39.2 39.7 45.0 

Source: Bela A. Balassa, "Tariff Protection in Industrial Countries: 
An Evaluation," Journal of Political Economy, LXXIII (Dec. 1965), Table I. 

In 1966, Giorgio Basevi calculated effective rates for the United 
States, at the four-digit level of the Standard Industrial Trade Clas-
sification (SITC), by using the input-output data of the Census of 
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Manufactures for 1954 and 1958. Some samples of his findings for 

1958 are given in Table 3. 

Table 3. Comparison of nominal and effective tariff rates in the United 
States for selected products, 1968 (percent). 

S IC Industry title Nominal rate Effective rate 

2031 Canned seafood 13.6 28.4-33.5 
2071 Confectionary products 16.5 25.6-30.8 
2824 Synthetic rubber 10.0 15.7-20.2 
3151-3152 Leather gloves and mittens 35.3 73.0-75.9 
3333 Primary zinc 6.6 6.8- 8.3 

Source: Giorgio Basevi, "The U. S. Tariff Structure: Estimates of Effec-
tive Rates of Protection of U. S. Industries and Industrial Labor," Review 
of Economics and Statistics, XLVlll (May 1966), pp. 147-160. 

The concept of effective tariff rates is of much broader signifi-

cance than simply its application to the trade of less developed 

countries. But the subject has come to be associated with that trade 

because a number of students have maintained not only that 

effective tariff protection against imports from less developed 

countries tends to be higher than nominal protection but that ef-

fective rates in general bear more heavily on imports from those 

countries than from developed countries.20 

This conclusion has been based in part on Balassa's findings that 

effective tariff rates tend to be higher on consumer goods than 

on other categories of manufactures21 and on the assumption, 

probably correct, that less developed countries are more likely to 

have a comparative advantage in the production of consumer 

goods than in other manufactures. But developed countries are 

the dominant exporters of the largest number of consumer goods. 

They would be the principal beneficiaries of an elimination of tar-

iff differentials on an M F N basis. 

The category in which the lowest effective rates occur is, of 

course, that of raw materials, in which the less developed coun-

tries as a whole have the greatest comparative advantage. A m o n g 

the remaining categories, Balassa found the second lowest average 

effective rates to be in products involving an early stage of process-

ing, including a number of products that are typical exports of less 
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developed countries. The evidence supplied by these averages 
would seem to be at best inconclusive. 

Johnson has also applied effective tariff rates estimated by Ba-
lassa and Basevi to two lists of products "of special interest to less 
developed countries."22 Some very high effective rates are re-
vealed. But here, too, the evidence does not seem to justify the 
conclusion. Because less developed countries are presently impor-
tant exporters of comparatively few manufacturers, recourse has 
been had to lists of products in which those countries themselves, 
in the GATT and in the UNCTAD, have expressed a particular ex-
port interest. But these lists include many products of which de-
veloped countries are the dominant suppliers. One list, for 
example, includes metal manufactures, nonelectrical machinery, 
precision instruments, synthetic materials, and chemical products. 

These considerations not only call into question the frequently 
expressed belief that the typical tariff structures of developed 
countries are peculiarly unfavorable to the exports of less devel-
oped countries; they also suggest that the benefit of the elimina-
tion of tariff differentials, even on the products in which those 
countries have expressed a special interest, may well accrue to 
developed more than to developing countries. 

Potential Benefits to Less Developed Countries 

The importance of the effective tariff rate concept to the trade 
prospects of less developed countries is its demonstration that 
protection against many of the exports of those countries, and 
against the exports of developed countries as well, is higher than 
is suggested by nominal tariff rates alone. But efforts to apply it as 
a more precise guide to policy formulation suffer not only from 
insufficiency in the data available but also from certain serious 
limitations in the general applicability of the formula that is uni-
versally used. 

1. Neither nominal nor effective tariff rates tell the whole story 
of the obstacles that imports face in penetrating the market in com-
petition with domestic production. The domestic producer may 
be, and in fact usually is, favored by lower transportation costs, 
proximity to his customers, consumer preferences, and so forth. 
Furthermore, the total restrictiveness of any tariff rate, nominal 
or effective, will depend on the elasticities of supply and demand 
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in the importing and exporting countries. Therefore a direct com-
parison cannot be made either of rates on different products in 
the same country or of rates on the same products in different 
countries. At best, the "effective tariff rate" can be said to measure 
the extent to which the domestic producer can be less efficient 
than would have been the case in the absence of the tariff and still 
compete in the domestic market against imports. For this purpose, 
however, an effective rate, where the necessary data are obtainable 
for application of the formula, does provide a more meaningful 
approximation to reality than the nominal rate. 

2. The formula that is universally used in the calculation of ef-
fective tariff rates involves the assumption that the ratios betweèn 
different material inputs and between them and the output remain 
constant even if tariffs are changed. This assumption, the validity 
of which will vary from case to case, decreases the likelihood that 
effective rates can be determined with the precision that would be 
needed if, for example, an effort were made to reduce effective 
rates to a predetermined Jevel. 

3. The formula assumes that the cost of each material input to 
the domestic producer is equal to its world price plus the rate of 
tariff on it. This relationship commonly does not exist. Often the 
material input will be available at the world price or even below it, 
regardless of tariff. One of the important inputs in steel manufac-
ture is coking coal. The United States is an exporter, not an im-
porter, of coking coal. If the United States were to impose a sub-
stantial duty on it, the formula would show a very much lower 
effective rate for steel ingots than the 106 percent estimated by 
Balassa, but the competitive position of a potential exporter of 
steel ingots to the United States would not be affected by the 
change. The imposition of a tariff on coking coal would represent 
surplus protection for a product that is not affected by import com-
petition at any tariff level. This qualification in the application of 
the formula is required wherever the material inputs are subject 
to surplus protection. In that case, part or all of the tariff on those 
inputs is irrelevant to the measurement of the effective protection 
afforded to domestic processing or manufacture. 

The extent to which the reduction of tariff protection, whether 
achieved by the elimination of tariff differentials or simply by a 
reduction in tariffs, could assist the exports of a less developed 
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country will in part depend upon the availability to it of the neces-
sary material and nonmaterial inputs. Again using steel as an ex-
ample, if a less developed country has cheap iron ore but no cok-
ing coal and if the cost of importing the latter is prohibitive, a de-
crease in the effective rate for steel in foreign markets will not 
affect the composition of its exports. 

The technological advantages of vertical integration in a devel-
oped country can also stand in the way of the practical benefits a 
less developed country could obtain from the reduction of effec-
tive tariff rates. An industry will sometimes find that the savings 
due to carrying a raw material through the various stages of proc-
essing and manufacture domestically more than offset any savings 
that might be made by importing a material in an advanced state 
of processing or semimanufacture. 

With all these qualifications, however, there seems little doubt 
that some less developed countries would obtain substantial bene-
fits if the tariff structures of industrialized countries were to be re-
vamped so as to eliminate those artificial obstacles that now tend 
to make it more profitable for the former to export their indige-
nous raw materials than to export them in processed or manufac-
tured form. The cases in which these benefits are most likely to 
accrue, at least in the short run, are those with which this discus-
sion began: namely, those where the raw material inputs are pres-
ently exported in raw form by less developed countries to devel-
oped countries. In these cases the exporting country has proved 
that it can produce the needed raw materials at a price no higher 
than the world price. And, since processors or manufacturers in 
the importing country are currently purchasing the same material 
at no less than the world price plus the tariff, the formula for de-
termining effective protection is most likely to be valid. If, in addi-
tion, the processing does not require sophisticated skills or a high-
ly developed infrastructure, and if the cost advantages involved in 
shipping the product in processed form are not offset by the tech-
nological advantages of vertical integration in the importing coun-
try, the likelihood that the less developed country can increase its 
foreign earnings over those yielded by its present trade pattern 
seems to be good indeed. 

One final factor must be taken into account in an appraisal of 
the benefits that could be derived from a restructuring of the tariffs 



Trade oí Less Developed Countries 129 

of industrialized countries. Other things being equal, the cases in 
which the largest spread exists between nominal and effective 
rates, and therefore where the most dramatic reductions in the lat-
ter are possible, are those in which the potential increases in ex-
port earnings of the less developed countries are the smallest. For 
these are the cases in which the value added by processing is 
smallest in relation to the total value of the end product. 

These considerations tend to confirm a conclusion that emerges 
from almost any examination of the problems faced by the less de-
veloped countries in expanding their exports: the difficulties are 
both formidable and varied. Some of the obstacles are the result, 
often accidental, of the trade policies of developed countries. 
Others can be removed only by fundamental changes in capital 
flows and in the domestic economic, social, and political struc-
tures of the less developed countries themselves. No single ap-
proach will succeed, but neither should any promising avenue be 
abandoned simply because it alone is inadequate. 
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The United States and the EEC: 
The Trade Expansion Act of 1962 

In one way or another, all of the developments that combined, in 
mid-1961, to create an unprecedented demand in the United States 
for new initiatives in the trade field involved the rapidly changing 
scene in Western Europe. During the first three years of its exis-
tence the European Common Market had achieved spectacular 
successes, which coincided with economic frustrations in the 
United States. While the members of the new economic bloc in 
Europe had accumulated gold and foreign exchange, the United 
States had been steadily losing gold and increasing its liquid lia-
bilities to foreigners. At the same time, the remarkable accelera-
tion of economic growth and investment in Europe contrasted 
sharply with relative stagnation at home. 

Unaccustomed to a passive role in world economic events, 
Americans were nearly all united on one theme: something should 
be done. If, it was thought, the growing market in Europe could be 
made more accessible to outside competition, the disappointing 
performance of American exports could be corrected. But this 
would require a vigorous initiative on the part of the United States, 
since what information there was about the evolving external poli-
cies of the Community was not encouraging. Then, at the end of 
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July 1961, Prime Minister Macmillan announced in the House of 
Commons that Her Majesty's government would seek member-
ship in the Common Market. This step promised to intensify both 
the dangers and the opportunities inherent in the resurgence of 
Europe.1 

The adverse trend in the United States' balance of international 
payments had begun long before 1961, though it had attracted 
little public attention. But complacency had been shattered by the 
quickening loss of gold—the depletion of the hoard in Fort Knox 
that had for a generation been, for Americans, a symbol of their 
invulnerability. In the three years preceding John F. Kennedy's 
election {1958-1960), the United States had lost $4.7 billion in gold, 
or almost three times as much as in the previous seven years.2 This 
was not an auspicious climate in which to begin an administration. 
It must have been clear to the new President that his most ambi-
tious plans for exercising American leadership in the world would 
have to be weighed against their potential effect on the US balance 
of payments. 

The contrast with the position of the EEC added to Washington's 
concern. The treaty creating the Community had gone into effect 
in January 1958. In the next three years the six, collectively, in-
creased their reserves by over $6.5 billion.3 During this time, the 
member states exerted a strong attraction for foreign capital and 
outstripped the US rate of economic growth by more than two to 
one, as measured by Gross National Product. 

It almost seemed that the European Economic Community had 
skipped the stage of infancy and begun life as a healthy adolescent, 
threatening to outgrow its elders before it came of age.4 It is true 
that some of the essential features of maturity were still missing, 
such as a common agricultural policy without which not even a 
customs union, much less a full economic union, could be 
achieved. But in mid-1961 there was little serious doubt, at least 
in Washington, that the members would succeed in reaching the 
compromise necessary to bring agriculture within the Community 
framework. The apparent confidence of the member states in their 
ability to complete their integration had been demonstrated in 
December 1960 when they had, six months ahead of schedule, 
unanimously agreed to make a further reduction of 10 percent in 
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their remaining tariffs o n imports from within the Community. At 
the same time they had agreed to a further acceleration that would 
bring the elimination of internal tariffs to the halfway point by July 
1962—a full two and a half years ahead of the timetable specified 
in the Treaty of Rome.5 There were, therefore, persuasive reasons 
to believe that the Community had acquired a momentum that 
would surmount any remaining obstacles. 

If the state of the American domestic economy had been more 
encouraging, the sight of the C o m m o n Market soaring into orbit 
could only have beerl· interpreted as proof of the success of Ameri-
can policy. The creation of a Europe able to stand on its own feet 
had been the purpose of the Marshall Plan. The same goal, to-
gether with the desire to tie Germany to its Western neighbors, 
had led the United States to shield the Community, during its in-
fancy, from any breeze that might retard its growth. Washington 
had opposed the efforts of European outsiders to broaden the area 
of the Community, for fear that its progress toward full integration 
would suffer.6 And, when some members of the G A T T had ques-
tioned the conformity of the Treaty of Rome to the provisions of 
the General Agreement, the American delegation had given its 
support to the Community's refusal to submit to the procedures 
proposed.7 

The Kennedy administration continued to lend sympathetic sup-
port to the EEC, but it is apparent from later developments that 
the speed with which the six were developing their muscles had 
aroused anxiety lest this newly emerging force the United States 
had helped to create might weaken the Western alliance as a 
whole. This was a likely outcome should the six fail to pursue the 
liberal trade policy toward the outside world that had been pro-
claimed in their treaty8 and promised by their spokesmen.9 

By early 1961 any doubt as to where the US interest lay had been 
resolved by the gold loss and the apparently irreversible progress 
of the C o m m o n Market. In his balance of payments message of 
February 6, President Kennedy therefore stressed the need to in-
crease American exports and to lower the trade barriers main-
tained by others. He also promised to use the tariff negotiations 
then being conducted in the G A T T to obtain "the fullest possible 
measure of tariff reduction by foreign countries."10 
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Some unpalatable facts emerged during those negotiations, and 
they were to play a significant part in the policy decisions of the 
first few months of the new administration. For one, the negotiat-
ing tactics of the Community, which was, for the first time, repre-
sented by the European Commission, had dispelled any hope that 
the commission would prove more "outward looking" than the 
individual member states from which it had received its mandate. 
Related to this lesson was the even more important one that the 
bargaining authority with which the US delegation was equipped 
(a maximum tariff reduction of 20 percent, further curtailed by 
"peril points") was woefully inadequate to the task of opening up 
the Community's markets.11 

It will be recalled that, for the United States, the double goal of 
the 1960-1961 round of negotiations was to obtain tariff bindings 
from the Community equal in value to the former bindings of the 
member states and, in addition, to achieve a substantial reduction 
in the Common External Tariff. It had originally been intended that 
negotiations concerning the first of these objectives would be con-
cluded before talks on the second began, but this proved to be im-
possible. The United States was unable to reach agreement with 
the Community concerning compensation for the tariff bindings 
withdrawn by the six until it had also concluded the second phase, 
known as the Dillon Round. 

The most serious problem that arose in the first phase—the 
"XXIV: 6 Negotiations"—involved agricultural imports. The six had 
not yet agreed among themselves on the Common Agricultural 
Policy (CAP) foreseen for the more basic products such as grains, 
meats, and dairy items. They declined, therefore, to bind any tariff 
rates on about one-third of their agricultural imports from the 
United States, thereby keeping their hands free to pursue what-
every future policy they might decide to adopt. Thus, in early 1961 
the US administration had solid reason to suspect that some un-
pleasant surprises lay ahead, especially for American agricultural 
exports. President Kennedy expressed this concern to Walter Hall-
stein, president of the European Economic Commission, when they 
met in Washington in May, four months after the President's bal-
ance of payments message. While the details of their interview 
were not made public, the communiqué issued at the close of the 
meeting confirmed in diplomatic language the impression that 
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Kennedy had referred to the problems that would be raised for 
the United States and the alliance by a protectionist policy on the 
part of the Community.12 

This was the stage onto which Great Britain stepped as a new 
actor at the end of July. There were other actors in the wings. The 
smaller EFTA countries had been even more concerned than Great 
Britain over the commercial division of Europe; British accession 
was expected to be followed promptly by the accession of Den-
mark and Norway and by some form of association for the EFTA 
neutrals.13 Thus, the prospect was not simply for a community en-
larged by one but for a single market in most of Western Europe. 
Washington could hardly have been surprised at the British move. 
The subject must have been discussed when Undersecretary Ball 
visited London in March 1961 and again in the following month 
when Prime Minister Macmillan met with President Kennedy in 
Palm Beach.14 At any rate, when the news was out, the American 
administration gave emphatic support to British accession. 

Clearly, an expansion of the European Community carried some 
economic risks for the United States. An enlarged Community 
meant a greater area of preferential treatment, to the disadvantage 
of US exports, at least in the short run. But there were potential 
economic advantages as well. When the United Kingdom took its 
seat in the council of the Community, there was a good chance 
that it would cast its weight on the side of a liberal trading policy. 
It was generally accepted that Germany and the Netherlands fa-
vored maximum trade with the outside world. They also had shown 
themselves most anxious to welcome the United Kingdom as a 
partner. The three together, it was thought, would wield decisive 
power in Community deliberations. And if a genuinely liberal ap-
proach to external trade were adopted, the resulting reductions in 
the level of protection against outsiders might more than offset the 
additional trade preferences to be created between Britain and its 
EEC partners. 

The political reasons for welcoming the British initiative were, 
however, probably decisive. The smaller members of EFTA had 
tried to forestall what they feared would be a serious division of 
Europe by proposing some form of tariff accommodation between 
EFTA and the EEC. The United States, which had greeted the crea-
tion of EFTA "with a coolness that for a time verged on hostility,"15 
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supported the successful efforts of the EEC commission to block 
this move. At the time, the American intervention was attributed 
to concern over the effect of increased discrimination on the US 
balance of payments.16 This concern would also have provided a 
reason for opposing an enlargement of the Common Market by 
accession. But accession would have avoided features which had 
turned Washington policymakers against both EFTA and proposals 
for incorporating EEC within a Europe-wide free-trade area. Be-
cause EFTA had been created as a reaction to the formation of the 
Common Market, it was regarded, not entirely rationally, as a 
threat to the successful integration of the six. A similar lack of con-
fidence in the survival power of the EEC was presumably respon-
sible for part of the opposition to bridge building between the 
EEC and EFTA, though that hostility was compounded by fears lest 
a union that included the neutrals would threaten the survival of 
NATO. To policymakers already disposed to support a common 
market, enlargement of the EEC seemed to avoid these causes for 
concern and to have the added advantage of bringing about the 
end of EFTA. Finally, American support for accession could have 
erased the resentment which had, at least in Great Britain, Den-
mark, and Norway, resulted from active American opposition to 
their "bridge building" efforts.17 

It was true that the accession of the United Kingdom, Denmark, 
and Norway to the Common Market would leave the neutrals, 
Sweden, Switzerland, and Austria, further out in the cold than be-
fore. This had its potential dangers. Even though they could not 
contribute directly to the alliance, it was undesirable to leave them 
as prey to seduction by Eastern Europe. But, if the Kennedy admin-
istration weighed this risk, it evidently felt that the danger would 
be reduced by a successful Kennedy Round and that it was not so 
serious as to offset the advantages of British entry into the Com-
munity. 

Although abortive, the British application for membership 
served one purpose that did produce lasting results. It provided an 
ideal background for the President's request for new powers in the 
trade field. Without this new element, it would have been difficult 
for President Kennedy to inject into his request to Congress the 
necessary sense of urgency, at least while the outcome of the Dil-
lon Round was uncertain. With the prospect of a greatly enlarged 



The United States and the EEC 139 

Community, however, the administration could present a compel-
ling argument for asking for power to take new and more heroic 
measures before it was too late. 

The Campaign for New Trade Legislation 

The inadequacy of existing negotiating powers to cope with the 
situation developing in Europe had been clear to the new adminis-
tration even before it had taken office. Shortly before his inaugura-
tion John Kennedy had received a detailed plan for dealing with 
the problem. It had been prepared by a quasi-official task force 
hastily organized under George Ball, who was to become his 
Undersecretary of State for Economic Affairs. Reporting much 
later in the New York Times, Felix Belair provided a description of 
this report that accurately forecast many of the features in the ad-
ministration bill presented to Congress in January 1962.18 Signifi-
cantly, however, Belair's account did not include certain provisions 
which, in the administration bill, were most closely linked with the 
prospects for an enlarged European community.19 These features 
were apparently added later, in light of the British bid for acces-
sion. 

A little more than two months after Macmillan's announcement 
of the British decision, an intensive and skillfully managed cam-
paign was launched, culminating in the passage of the Trade Ex-
pansion Act of 1962.20 The opening gun was fired not from the 
White House but from the other end of Pennsylvania Avenue. On 
October 6,1961, after returning from a tour of Europe, Representa-
tive Hale Boggs, a supporter of the administration, told the press 
that a simple extension of the existing trade agreements legisla-
tion, due to expire in June 1962, would be "grossly ineffective in 
dealing with the common economic front of Western Europe."21 

On November 1, two more balloons were launched in circum-
stances that ensured front-page treatment. Speaking before the 
forty-eighth meeting of the National Foreign Trade Council, 
George Ball emphasized the need for new negotiating authority 
"sufficiently broad in scope to meet the opportunity and challenge 
of the European Economic Community." Nor was increased au-
thority enough. The President should have the right to negotiate in 
ways that departed radically from "the traditional form . . . We can 
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no longer afford to l imit our negotiations to trading on an i tem-by-
item basis."22 

O n the same day, the press carried news of a report by Christian 
A. Herter, Secretary of State under President Eisenhower, and Wi l l 
Clayton, w h o had been President Truman's Undersecretary of State 
for Economic Affairs. In their report, the two former statesmen 
formulated a creed that was to be heard repeatedly in the ensuing 
crusade. " W e believe that the United States must form a partner-
ship w i t h the European Common Market and take the leadership 
in expanding a free wor ld economic communi ty . "2 3 

O n November 8, the major offensive began w i th a news confer-
ence by President Kennedy. Having out l ined the need for action in 
the tariff f ield, he added: " M y judgment is that the t ime to begin 
is now . . . One third of our trade generally is in Western Europe, 
and if the Uni ted States should be denied that market we w i l l 
either f ind a f l ight of capital f rom this country to construct fac-
tories w i th in that wal l , or we w i l l f ind ourselves in serious eco-
nomic t rouble." Again, " the people of this country must realize 
that the Common Market is going to present us w i th major eco-
nomic challenges and, I hope, opportuni t ies." Finally, he made it 
clear that he had no intent ion of wai t ing for the conclusion of the 
Di l lon Round before coming to Congress for new and more 
powerfu l bargaining weapons; he wou ld present his request in 
January 1962.24 

The terms in wh ich the choices open to the Uni ted States were 
presented in these prel iminary sallies created some confusion as to 
what was meant by "par tnership" and whether it impl ied more 
than fr iendly compet i t ion. In an address to the National Associa-
t ion of Manufacturers on December 6, President Kennedy made an 
effort to clarify his administration's intent. New authority was re-
quested because: "a trade pol icy adequate to deal w i th a large 
number of small states is no longer adequate. The EEC cannot bar-
gain effectively on an i tem by item basis. I am not proposing, nor is 
it either necessary or desirable, that we jo in the Common Market, 
alter our concepts of pol i t ical sovereignty, establish a 'r ich man's' 
trading communi ty , abandon our tradit ional most-favored-nation 
pol icy, create an Atlantic free trade area, or impair in any way our 
close economic ties w i th Canada, Japan and the rest of the free 
wor ld. "2 5 Not unti l the fo l lowing month d id the administrat ion re-
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veal just how it proposed to avoid the more damaging conse-
quences of an exclusive free-trade block within Europe without 
departing from these engagements. But in his speech on December 
6 the President gave more content to what had up to then been en-
visaged as quite a modest partnership: "What I am proposing is a 
joint step on both sides of the Atlantic, aimed at benefiting not 
only the exporters of the countries concerned but the economies 
of the free world. Led by the two great common markets of the At-
lantic, trade barriers in all the industrial nations must be brought 
down." 

Traditionally, in tariff matters the legislative machinery begins 
to turn with hearings before the Ways and Means Committee of 
the House of Representatives. Formal congressional examination 
of the bill that was to become the Trade Expansion Act followed 
the normal pattern. But more than a month before the administra-
tions proposals had been submitted to the Congress, Representa-
tive Boggs and the influential subcommittee he headed were al-
ready playing a role in the campaign of education and persua-
sion.26 The subcommittee opened its public hearings on December 
4, 1961, with statements by Governor Herter and Mr. Clayton. It 
then heard a succession of witnesses, almost all favorable to the 
general approach of the Kennedy administration, though there 
were substantial differences in emphasis and some disagreements 
over detail. Chairman Boggs was able to bring out a rounded pic-
ture of the views of those who favored vigorous action in the trade 
field. But he also obtained the pungent opposition testimony of 
Mr. O. R. Strackbein who, as president of the Nation-wide Com-
mittee of Industry, Agriculture and Labor on Import-Export Policy, 
was presumably able to represent all interests opposed to tariff 
negotiations.27 

The Administration Bili 

The hearings before the Ways and Means Committee were based 
on a draft bill submitted by President Kennedy, together with an 
explanatory letter dated January 25,1962.28 The features of the bill 
most relevant to the key issues that arose during the hearings and 
in the Kennedy Round itself can be briefly summarized as fol-
lows:29 
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Summary of HR 9900 
A. Delegation of negotiating authority to the president: 

1. General authority: 
a. To reduce existing tariffs by 50 percent from existing 

levels, reductions to be staged over five years; 
b. To reduce to zero existing tariffs of 5 percent or less, ad 

valorem equivalent. 
2. Authority tied to an agreement with the EEC: 

In an agreement with the EEC: (a) to reduce to zero the 
duty on any category of articles in which the United 
States and EEC (including new members, if any) to-
gether supplied 80 percent of world trade; (b) to reduce 
to zero the tariff on any agricultural commodity or prod-
uct if this would tend to maintain or expand US exports 
of the same commodity or product; (c) to reduce to 
zero the tariff on any tropical product not produced in 
significant quantity in the US, if the EEC should take 
comparable action on a nondiscriminatory basis. 

B. Limitations 
In addition to the normal provision for public notice and pub-
lic hearings before negotiations, a stipulation that the president 
should reserve from negotiation products subject to current 
escape clause or "national security" actions. 

C. Adjustment assistance 
Elaborate provisions for assisting industries or workers injured 
by increased imports resulting from tariff reductions. 

D. Extraordinary assistance 
The counterpart of the traditional escape clause, providing for 
withdrawal of tariff concessions (that is, restoration of tariffs to 
higher levels) resulting in increased imports which cause or 
threaten serious injury. Frivolous utilization of this provision 
was discouraged both by a tightening of the definition of injury 
and the requirement of a prior finding that adjustment assist-
ance would be inadequate to redress the injury. 

It will be noted that these legislative proposals omitted a peril 
point procedure. President Kennedy also attempted to free himself 
from negotiating precedents established in previous rounds. In his 
message to Congress, he said: "It would be our intention to em-
ploy a variety of techniques in exercising this authority, including 
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negotiations on broad categories or sub-categories of products." 
And "the traditional technique of trading one brick at a time off 
our respective tariff walls will not suffice to assure American farm 
and factory exports the kind of access to the European market 
which they must have . . . We must talk instead of trading whole 
layers at a time . . . as the Europeans have been doing in reducing 
their internal tariffs, permitting the forces of competition to set 
new trade patterns."30 The old limitation to item-by-item bargain-
ing was dead, so far as the legislative record was concerned. If it 
should also prove possible to drive its ghost irrevocably from the 
negotiating table, a new era in international commercial relations 
could be said to have begun. 

The request for authority to reduce certain tariffs without limi-
tation went far beyond any previous authorization to reduce a 
rate by more than 50 percent.31 In favorable circumstances, the 
sweeping delegations of power under the so-called "dominant 
supplier" (or 80 percent) clause and that dealing with tropical and 
agricultural products, could mean the total elimination of tariffs 
over a significant range of US imports. The draft also reflected the 
importance the administration attached to reaching an agreement 
with the EEC, as each of these unique powers was contingent on 
joint action with the Community. In the case of the provisions on 
tropical and Temperate Zone agricultural products, the Commu-
nity's cooperation could certainly not be taken for granted. The 
kind of action required of the EEC in the case of the dominant sup-
plier authority was not specified. But in the context of the rest of 
the bill and the emphasis placed by administration witnesses on 
"reciprocity," the Congress probably assumed that this authority 
would not be used except where the Community should also agree 
to reduce a tariff by more than 50 percent. Even in 1962, however, 
there were good reasons to question whether the six would be 
able to agree among themselves on tariff reductions of that depth 
affecting an appreciable number of products. 

What, then, was the rationale for the dominant supplier provi-
sion? The fact that 80 percent of world trade was conducted by the 
United States and the EEC, taken together, did not, of course, en-
sure that the two areas would be equally competitive for the prod-
ucts in question. Since there was nothing in the formula to require 
that both areas be on a net export basis, it seems clear that the pro-
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vision was not designed primarily to avoid "injurious" competition 
with domestic producers. The only plausible rationale for the 80 
percent provision was that it would have permitted deeper tariff 
cuts by the United States for the benefit of the EEC than the admin-
istration was prepared to make for the benefit of other negotiators; 
the percentage limitation would have ensured that unrequited 
benefits to third countries would be minimized. In fact, the pro-
vision was strongly reminiscent of efforts in the OEEC two years 
earlier to draw up a list of European commodities on which the 
EEC and EFTA could reduce tariffs without undue benefit to third 
countries entitled to most favorite nation treatment.32 If used to 
the maximum, and reciprocated by the EEC, the authority could 
have resulted in a quasi free-trade area, limited in commodity 
coverage, without departure from MFN obligations. There was 
no public evidence at the time that such a result was desired by 
the policy makers of the Community. But the dominant supplier 
provision probably did serve one purpose: to bring to the support 
of the legislation many Americans who felt that the United States 
should share in some manner in the success of the Common 
Market without any real departure from its established policies. 

The Congressional Hearings 

The Ways and Means Committee began its hearings on the admin-
istration's bill on March 12,1962. Whatever else the hearings may 
have accomplished, they made a significant contribution to the 
employment of printers and papermakers, for the published record 
ran to 4,233 pages. Some aspects of the proceedings before both 
the Boggs subcommittee and the Ways and Means Committee 
itself are worth recalling for the light they cast on the objectives of 
the administration and the attitudes of other participants, public 
and congressional. 

The theme that appeared most frequently in the testimony of 
nongovernmental witnesses was the threat represented by a sys-
tem of tariff preferences from the benefits of which American ex-
ports were to be excluded.33 On the other hand, a number of 
witnesses welcomed the European economic explosion; they felt 
that it reminded the United States of its traditional faith in the 
therapeutic value of competition. One witness who appeared be-
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fore the Boggs subcommittee called this "the most important 
single lesson from European experience."34 This view also found 
expression in the report of the subcommittee: "Europe, through 
the Common Market, is rediscovering the benefits of a very old 
economic principle, namely, that rising productivity and increasing 
economic opportunities stem from an increasing specialization or 
division of labor — and from a wide area of competition to stimu 
late the energies . . . of free enterprise."35 

It had been a long time since the faithful had been presented 
with so convincing a miracle. A group of industrialized countries 
had undertaken the total elimination of tariff protection against 
each other's trade. And what had followed? A growth rate twice 
our own and an impressive increase in reserves. True, the relation-
ship of cause and effect was not so simple. The upsurge in Euro-
pean economic growth had begun before the Community was 
formed. And other forces contributing to growth detracted from 
the clinical value of the European experience.36 But the argument 
was persuasive enough to worry those who opposed the bill on 
protectionist grounds. One congressman saw this clearly and did 
his best to show that the glittering vision on the horizon was only 
a mirage: " I am amazed that all the testimony we have had before 
us has been with reference to the great economic and political 
strength of the European Common Market. I think that it is a false 
premise. I do not think it is a strong economic and political unit. 
It is my belief that in two years it will dissolve of its own weight. 
What are these agreements going to mean to Italy when the Fan-
fani government changes to a Communist government, which it 
will in the next twelve months? What is it going to do to Germany 
when it makes a deal with Russia . . . That will leave nothing but a 
heartbeat in France. When that man's heart quits beating, that 
country will go into the Communist orbit."37 

But not all the opponents of the bill discounted the power of 
the Community. When Representative Keogh taxed Mr. Strackbein 
with merely updating the doom "that you predicted might have 
been reached 3 years ago, or 5 years ago, or 7 years ago," the presi-
dent of the Nation-wide Committee of Industry, Agriculture, and 
Labor on Import-Export Policy joined the ranks of the admirers of 
European integration. " W e have been able to bask in this country 
in great comfort because we had the know-how, we had the in-
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genuity, we had the great mass market. Now that day is gone. 
Europe is establishing a mass market. Those people . . . have 
bought our system and they are in full cry."38 

Third Countries 

Relations with the rest of the world were not completely over-
looked in the hearings. They were treated as important, but at a 
far lower level of excitement and urgency. The Report of the Boggs 
subcommittee, for example, after discussing the pressing problem 
of trade with the EEC under the general rubric of "Trade Policy," 
introduced the discussion of the rest of the free world with the 
words, "Relations with Third Countries."39 It is true that the Presi-
dent's message,40 and much of the testimony of the government's 
star witnesses, made it clear that one of the important, though sub-
ordinate, purposes behind the administration's request for new 
authority was to permit the participation of other friendly coun-
tries in the fruits of the proposed tariff negotiations. Japan and 
the less developed countries were especially singled out as worthy 
beneficiaries. Canada sometimes received favorable mention.41 

But even here, much of the contribution of the negotiations to the 
trade of these "third" countries was to consist of their improved 
access to the market of the Community, brought about at least in 
part by a judicious use of the President's new power to bargain 
with the EEC. The "partnership" was to be between the US and 
Europe, but it was to benefit the world as a whole. 

Agriculture 

The problems of agriculture played a prominent part in the 
Ways and Means Committee hearings. Even more than in the case 
of industrial trade, European protectionism provided the principal 
theme. By the time the hearings opened, the general lines of the 
Community's Common Agricultural Policy had been revealed 
and they were not reassuring. At its marathon meeting from De-
cember 29, 1961, to January 14, 1962, the EEC council had sur-
mounted its, up to that time, greatest crisis and had agreed on the 
framework of that policy, including the use of the variable levy.42 

That action led many witnesses and congressmen to demand that 
satisfactory access to Europe's agricultural markets be made a sine 
qua non for any commercial disarmament between the two great 
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trading powers. During the hearings, all three of the national as-
sociations of agricultural producers supported the legislation in 
general, but both the Farm Bureau Federation and the Grange 
asked for amendments designed to deny benefits to the EEC should 
it unduly restrict agricultural imports.43 

The spokesmen for particular agricultural interests were more 
blunt. Presaging the "chicken war" that was to erupt over a year 
later, the spokesman for the poultry industry saw in the Common 
Agricultural Policy "grossly unfair treatment." While supporting 
the bill, he asked that the President's bargaining kit be strength-
ened "by adding the same kind of tools and authorities which are 
threatened to be used against us" so that variable import levies 
would not be used against US agriculture "without effective 
counteraction being taken."44 

The administration showed its own concern. The Secretary of 
Agriculture said, "we must try to make certain that any swap with 
them [the EEC] includes assurances that reasonable terms of ac-
cess will be provided for our agricultural products."45 And Mr. 
Ball assured the committee that the act was designed "to main-
tain the position of US farm products in the enormously important 
Western European market."46 Spokesmen for the administration 
avoided too many commitments, including any commitment that 
agriculture would necessarily be treated in the same manner as 
industry. But some public witnesses were more explicit in predict-
ing that if any dent were to be made in agricultural protection, 
techniques different from those applied to industrial products 
would have to be used. One witness foresaw some of the most dif-
ficult negotiating problems, if not their outcome, when he sug-
gested that a coordination of national policies would be needed, 
not only at the level of international trade "but including do-
mestic levels and patterns of production and marketing."47 

Reciprocity 

The diversity of view expressed or implied as to the meaning of 
"reciprocity" was as great as that which was later to develop in 
the Kennedy Round itself. There was, however, almost no dissent 
from one demand — namely, that reciprocity must be obtained. 
President Kennedy, in his speech to the American Association of 
Manufacturers, had said that he did not propose a unilateral re-



148 The Climate 

duction of trade barriers. In the hearings, most of the witnesses 
and congressmen who touched on the question of balancing con-
cessions emphasized the necessity for obtaining reciprocity, 
especially from the EEC. An exception, however, was generally 
made for less developed countries. There appeared to be at least 
tacit agreement among all those who favored negotiations of any 
kind that the backward and newly emerging countries should 
receive substantial benefits but that they could not be expected to 
grant equivalent concessions in return.48 

With this exception on behalf of the less developed countries, 
it is interesting to note that no witness, even from among those 
who considered that the reduction of American tariffs would 
have a directly beneficial effect on the American economy, con-
templated the possibility of a grant of authority to the President 
to cut American tariffs in the absence of comparable action by 
others. In the years that had intervened since 1934, the concept of 
tariff reduction by bargaining had become so deeply entrenched 
that no witness mentioned the possibility of any other approach. 

There was little effort by administration or other witnesses to 
define what they meant by reciprocity, but their concepts of an 
acceptable bargain were far from identical. Many witnesses, in-
cluding some administration spokesmen and a number of indepen-
dent experts, appear to have taken it for granted that "linear" tariff 
negotiations would necessarily involve equal percentage cuts by 
the participants, and they were satisfied, without further analysis, 
that this would produce a bargain fair to the United States and 
acceptable to the other participants. Some who started from the 
same premise, however, welcomed the linear approach because 
they believed it would increase American exports more than im-
ports. The reasons varied. Believing that the EEC tariff was on the 
whole higher than that of the US, some concluded that equal 
percentage reductions would mean deeper absolute cuts in the 
former than the latter.49 

Secretary of the Treasury Douglas Dillon arrived by a different 
route at the conclusion that the US trade balance would benefit 
from equal linear tariff reductions. Pointing out that the US had a 
positive balance in its trade with the EEC, he reasoned: "If tariffs 
on our exports and imports are reduced to a comparable extent, 
the neutral assumption would be that exports and imports would 
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rise by the same percentage. As a result, the American trade sur-
plus would become larger." He went on, however, to express his 
own belief that competitive conditions would for some time be 
such as to give the United States a greater advantage than was 
suggested by this simple mathematical demonstration.50 

Rather curiously, no witness explicitly expressed a more cogent 
reason for believing that the United States could expect to achieve 
a net trade advantage from equal percentage tariff reductions, 
though this alone could explain the urgency with which new 
initiatives in the tariff field were being pressed. A reduction of 
the external tariff of the Community would not only reduce the 
level of protection afforded to domestic producers within each 
member state; it would also forestall a part of the preferential 
advantage the exporters of each member state were due to receive 
in the markets of other member states at the expense of outsiders. 
If we can assume that, in the absence of a customs union among 
the six, the United States would have been willing to trade equal 
percentage tariff cuts with each of the constituent states, the added 
advantage to be derived from reducing the margins of preference 
within such a union would make the bargain more than worth-
while. Jacob Viner made a related but different point during the 
hearings when he said that the US was entitled to receive more 
than equality from the negotiations because the creation of a 
Common Market had placed American exporters at a competitive 
disadvantage going beyond that which resulted from tariff protec-
tion by each member state. This, of course, amounts to an assertion 
that outside countries could expect compensation for the forma-
tion of a customs union even though it conformed to the criteria 
of the GATT. Whether or not the United States had a legal right to 
such compensation has never been established; it did, however, 
clearly lack the bargaining power with which to extract it. But 
the disadvantage Professor Viner had in mind would at least be 
mitigated by any reduction in the Common External Tariff of the 
Community. 

A number of witnesses who talked about reciprocity believed 
that the United States should demand more than equality from its 
trading partners for a different reason: in order to obtain payment 
for what was believed to be short payment received in past nego-
tiations or to offset the use by European countries of nontariff bar-
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riers, such as quantitative restrictions, which had nullified some 
earlier tariff concessions.51 

One industry spokesman, who had been a public adviser to the 
American delegation to the Dillon Round, objected to equal per-
centage cuts on still different grounds: "this proposal made by the 
Common Market in the current GATT negotiations made for un-
told difficulties. The same percentage cuts on high tariffs as on low 
tariffs did not bring about the desired position of equitable reci-
procity." In place of linear cuts, he proposed the adoption by the 
members of GATT of a maximum or ceiling tariff for all products 
— to which any higher rates would promptly be reduced — and 
a timetable for the progressive lowering of this ceiling until, by 
1970, it should reach 5 percent ad valorem.52 

This last proposal bore a family resemblance to a less sys-
tematic divergence from equal cuts espoused by many witnesses, 
namely, equalization, or "harmonization," of US and EEC tariff 
rates on the same products. Witnesses who advocated the elimina-
tion of rate disparities ran the gamut from those who simply pro-
posed it as a desirable objective, to be achieved through the 
normal bargaining process,53 to those who believed that the tariff 
of the EEC was generally much higher than that of the United 
States and that the United States had a right to expect unilateral 
reductions on the part of the EEC to eliminate this inequity. A 
popular comparison was between the 22 percent EEC tariff on 
automobiles and the US rate of 6.5 percent.54 Similar disparities 
between US and EEC tariff rates on aluminum, photographic 
equipment, and shoes were invoked as evidence that a fair 
balance could be achieved only by unilateral European action 
to reduce or eliminate the unfortunate imbalance that had been 
allowed to develop through the complaisance or incompetence 
of American representatives in past negotiations.55 

There is no way to be sure whether those American business-
men who believed in achieving reciprocity through equalization 
of tariff rates would have maintained their faith in that position 
had they realized that, in more cases than not, the shoe was on 
the other foot. Undersecretary Ball provided the committee with 
a list of products, including such important items as watches and 
woolen textiles, on which the US tariff was from twice to several 
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times as high as that of the EEC.56 But this testimony came too late 
in the hearings to influence many witnesses. It is likely that en-
lightenment came, if at all, a year later, when in May 1963, the 
United States was to react indignantly to the Community 's pro-
posal that the tariff bargain include the unrequited reduction of 
tariff disparities. 

Consciously or unconsciously, concepts of reciprocity were ad-
justed either to harmonize with the proposed new form of tariff 
negotiations or with the objective of reducing the deficit in the 
American balance of payments. One of the more explicit expres-
sions of the latter appeared in the following editorial submitted 
for the record during the Ways and Means Committee hearings: 
" O u r negotiators will certainly be instructed to win more than 
they grant. If the program does not result in a greater dollar in-
crease of our exports than our imports the whole program will be 
a failure, as the Administration obviously knows."57 The con-
gressional hearings must have made interesting reading for the 
Community 's negotiators. 

The Linear Approach 

The formation of the Common Market did more than underline 
the need for new tariff initiatives. It gave impetus to the conviction 
of experts that tariff liberalization by formula was not only essen-
tial but practicable. As far back as 1958, Raymond Vernon, who 
was later to be a member of President-elect Kennedy's task 
force, had suggested the negotiation of agreements in which the 
participants would undertake to reach " some average goal in 
trade-barrier reduction, such as an overall average reduction of 
some stated percentage . . . As a practical matter, this is the most 
promising technique of tariff negotiation now at hand. And it is 
an approach that meshes well with the plans of the European Eco-
nomic Community for the creation of a common external tariff 
applicable to the products of outside nations."58 

When the administration proposed abandonment of the tradi-
tional item-by-item negotiation, it could not have foreseen the 
exact shape of the negotiating rules subsequently agreed upon in 
the GATT. A possibility that was considered likely at the time of the 
hearings followed the lines of Vernon's suggestion: an equal, av-
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erage reduction in tariff levels, leaving each participant free to 
determine how this average was to be arrived at in its own case. A 
variation of this approach would have consisted of the application 
of the same technique within broad groups of products.59 

Administration witnesses avoided a commitment to any one 
negotiating technique, but it appears either that therr individual 
estimates of the techniques likely to be decided upon in the 
GATT were not identical or that the administration's views were 
modified during the course of the hearings. During the Boggs 
committee hearings, Undersecretary Ball had said that "this type of 
negotiation amounts to proposing uniform concessions of a certain 
percentage on much broader commodity groupings. It may mean 
negotiations on anything a country produces; it may mean nego-
tiations on all industrial items defined in a particular manner."60 

During the Ways and Means Committee hearings, however, 
Secretary Dillon seemed to expect an equal percentage cut 
"across the board."61 In the form in which the act was passed, no 
negotiating technique was favored; for the first time the Presi-
dent obtained complete freedom of action as to the techniques 
to be used. Except for the overriding but ambiguous pledge to 
obtain reciprocity, the legislative record freed him from the bonds 
of tradition and left him with maximum room to maneuver. 

Whatever the differences of view concerning the kind of linear 
tariff reduction that might be desirable or feasible, there was vir-
tual unanimity among witnesses that a radical departure from the 
item-by-item approach was essential. Many witnesses in the hear-
ings believed that the very nature of the Community's institutions 
precluded their agreeing among themselves on an item-by-item list 
of offers or concessions.62 As will be shown later, this argu-
ment had a substantial element of truth, and the failure of the 
negotiating plan to take it fully into account contributed toward 
some of the problems of the Kennedy Round. Many witnesses, 
however, rested their case on a simpler argument; they believed 
that Community spokesmen themselves had stipulated across-the-
board tariff reductions as the only method they were willing to 
contemplate.63 

In fact, before the House hearings were well under way, the 
European commission had formally stated not only that a linear 



The United States and the EEC 153 

negotiation was their strong preference but also, by implication, 
that it meant to them equal linear cuts: "It is a matter of special 
satisfaction that the President should have decided to ask Con-
gress for fresh powers to enable him to negotiate tariff reductions 
on the across-the-board principle followed by the EEC. If the 
President obtains these powers, the proposed tariff negotia-
tions between the Contracting Parties of the GATT should be 
able to advance more rapidly and effectively."64 

The 20 percent across-the-board offer of the Community in 
the Dillon Round65 had also been interpreted as confirmation of 
its determination to cut tariffs more deeply if others would join 
in a linear reduction. 

As later became clear, the 20 percent "linear" offer by the EEC 
was shaky evidence upon which to base a conclusion that the 
Community was ready to employ the equal linear method in a 
negotiation for another and deeper cut in tariffs. Their offer had 
in fact not been fully "linear," but had involved substantial excep-
tions. More importantly, it was not a proposal to reduce the level 
already decided upon for the common external tariff, on which 
member states were committed to align their own tariffs, but 
rather an offer to bind a reduction already decided upon as a 
compromise among the six for internal reasons. But, whatever the 
limitations on the Community's will to carry this process further, 
the proponents of the linear approach were right in their belief 
that the difficulty the six would have in deciding on individual 
tariff offers would multiply the obstacles to a fruitful tariff nego-
tiation under any form of item-by-item bargaining. 

Other Issues 

While the main debate in the congressional hearings naturally 
centered on the proposed delegation of powers to the President, 
a number of subordinate issues attracted their share of attention 
and generated their own heat. In any detailed history of the hear-
ings, some of these topics would be entitled to fuller treatment 
than can be given here. Our purpose will be served, however, by 
the briefest reference to some of them. 

Most favored nation treatment — There was almost no serious 
dissent from the administration's position that the closer rap-
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prochement with Europe should be accomplished within the 
framework of the most favored nation clause; that is, without 
abandoning the traditional US policy of applying identical tariff 
rates to imports from all friendly countries. The only divergence 
that had important support was the proposal of many witnesses 
and some members of Congress that the President be authorized to 
discriminate against countries which denied US exports reasonable 
access to their markets. 

Nontariff barriers - Related to the desire to equip the Presi-
dent with retaliatory weapons were complaints, registered by 
both supporters and opponents of the legislation, against quanti-
tative restrictions or other "nontariff barriers" maintained by 
others, especially by member states of the European Community. 
As will be seen, the intense interest in these barriers found some 
reflection in the act as it finally emerged. 

Adjustment assistance — No one topic excited more discussion 
than the novel provisions of the bill concerning assistance to 
business firms or labor groups injured by import competition. Sup-
porters of the legislation saw in them a means of breaking away 
from the strictly negative escape clause and peril point procedures 
that had, over the years, diluted the bargaining power of American 
negotiators and belied American claims to commercial liberalism. 
For the same reason, opponents of the bill greeted adjustment 
assistance with suspicion and hostility. They attacked it as an 
invasion by government of the domain of free enterprise. To 
support an industry by protecting it from foreign competition was 
in the American tradition. To help it by more direct means was 
alien and intolerable: "The total abdication of Congressional con-
trols and restraints . . . removes the last crutch fsic] of this and 
other fisheries and abandon us to the mercies of an influx of im-
ports which sound the death knell of a vital . . . industry. The 
energy and individualism of those Americans who have devel-
oped a substantial domestic industry, under our American system 
of free enterprise, now faces the surrender of Congressional pro-
tection . . . H.R. 9900 says to him, 'after you are ruined, prove it, 
and some government bureau will retrain you.' What will they 
make of this rugged and independent man? Keep taking from 
America the spirit of these entrepreneurs and you move into a 
stifled, state-dominated society closer to the Russian model than 
that to which we are entitled by our heritage."66 
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The Senate Hearings 

The hearings held by the Senate Finance Committee67 three 
months after the close of the Ways and Means Committee mara-
thon brought out little that was new. During the interval, some 
developments had cast doubt on one of the premises underlying 
the administration's legislative proposals. Public statements by 
both Chancellor Konrad Adenauer and President Charles de Gaulle 
had been interpreted as opposing British entry into the Common 
Market. Late in July, for example, a correspondent of the New 
York Herald Tribune wired from Brussels that the betting odds on 
British accession had been "reduced to 50-50."68 The administra-
tion did not, however, consider it necessary to alter its approach. 
George Ball, recently returned from a trip to Europe, believed that 
the negotiations between Britain and the Community had al-
ready achieved a wide measure of agreement and that solutions 
could be found to the problems that remained.69 

Senator Paul Douglas was less sanguine and referred to the 
"grave doubt" that Great Britain would accede to the Common 
Market. To him, this doubt suggested that the dominant supplier 
authority in the act, as then written, could easily become a dead 
letter. He pointed out that he and Representative Henry S. Reuss 
had been studying the problem and had learned that, if Britain 
were not included in the Common Market, the only item on the 
original list of products70 that would still meet the 80 percent test 
was aircraft. They therefore proposed an amendment to preserve 
the dominant supplier authority, no matter what the outcome of 
the British effort, by permitting the trade of EFTA countries to be 
counted in arriving at the 80 percent mark, whether or not they 
should become EEC members. During the hearings, he asked Ball's 
endorsement of this change. 

Ball opposed the Douglas proposal because he felt that it would 
be difficult to use the authority in a negotiation with several 
countries, as opposed to a single entity such as the EEC; any change 
in the legislation at so late a date could be interpreted as interfer-
ence in the UK-EEC negotiations, or at least as an indication that 
the US had written off their chances of success; and opponents 
(presumably British) of accession could use the change to argue 
that there was an alternative presented to Britain that had not been 
available before. 
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The first of Ball's reasons could be interpreted to mean that the 

intention of the administration was to use the 80 percent authority 

only in cases where the EEC was prepared to take action compar-

able to that of the United States. The argument which may have 

had the most substance was the second; such a change might have 

implied a US judgment concerning the outcome of the negotia-

tions. Senator Douglas, however, took particular issue with this 

point and suggested that the 80 percent provision in the adminis-

tration bill had itself been designed to influence the prospects for 

British entry. But, whatever may have been its decisive reason, the 

administration did not change its position, and the dominant sup-

plier authority remained in the bill without change. 

The Act as Passed 

After some difference between the two houses of Congress had 

been compromised in conference, the Congress passed the Trade 

Expansion Act of 1962 in a form that, in substance, granted virtually 

all the powers President Kennedy had requested.72 Some of the 

amendments adopted strengthened the President's hand. Some im-

posed minor restraints. None were crippling. 

The amendment which most affected the governmental negotiat-

ing machinery was the provision, concurred in by the President,73 

that required the appointment, with the advice and consent of the 

Senate, of a Special Representative for Trade Negotiations. The 

special representative was to take charge of the negotiations and 

chair the interagency organization that was to advise the President 

on the execution of the act. This change, while presumably giving 

some satisfaction to members of Congress who believed, or pro-

fessed to believe, that the Department of State had misused its 

position as a coordinator and negotiator, took no authority away 

from the President. President Kennedy later demonstrated that the 

provision need not have a protectionist effect by appointing to the 

new post Christian Herter, who had supported the purposes of 

the bill from the outset and who had the courage to resist any 

efforts of special interest groups to divert him from achieving 

them. A less drastic change in the staffing pattern for negotiations, 

also specified in the act, was the requirement that the President 
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include in each US negotiating delegation two members, of dif-
ferent political parties, from each house of Congress. 

There were two respects in which the act did curtail authority 
that the original bill would have conferred on the President. The 
administration's draft had included a provision requiring that the 
President "reserve" from negotiations products that were currently 
the subject of presidential action under the escape clause pro-
visions or national security provisions, either of the existing law 
or of the new act. To this limitation the Congress added a require-
ment that the President similarly reserve articles on which a ma-
jority of the Tariff Commission had previously found that imports 
were causing injury or threat of injury to a domestic industry and 
subsequently found that economic conditions in the industry had 
not substantially improved.74 

The only other significant change that curtailed the President's 
authority was the restoration of the prohibition that had been in-
cluded in all trade agreement legislation since 1951 ; it denied most 
favored nation treatment to countries "dominated or controlled by 
international Communism."75 For most Communist countries this 
would merely have frozen the existing situation, but the legislative 
history made it unmistakable that the President would be required, 
after a decent interval, to introduce discrimination against Poland 
and Yugoslavia, with whom he was attempting to work out satis-
factory trading relations.76 The administration opposed this pro-
vsion, but did not obtain its removal from the act until December 
1963. 

Another amendment served to give vent to congressional frus-
tration over the Common Market's variable levies on agricultural 
imports and the maintenance by foreign countries of nontariff bar-
riers against American products. This amendment instructed the 
President to refrain from negotiating tariff reductions in order to 
obtain the removal of any "unjustifiable" restriction that impaired 
the value of tariff commitments received by the United States and 
authorized him to adopt discriminatory measures against a coun-
try or instrumentality77 maintaining such restrictions penalizing 
American agricultural exports. It also authorized him inter alia 
to withdraw or withhold the benefit of trade agreement conces-
sions in retaliation for nontariff barriers under certain circum-
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stances. And it made clear the intent of Congress by referring in 
this connection to "variable import fees," which were at the heart 
of the Common Agricultural Policy already adopted by the Euro-
pean Economic Community.78 However, since these provisions 
were made subject to the President's discretion, they cannot be 
counted among the changes that curtailed the authority he had 
requested. 

Epilogue — The Elusive Partnership 

Among all the arguments, slogans, and facts that the Kennedy ad-
ministration relied upon to persuade the Congress to enact the 
Trade Expansion Act, the keystone was the need to maintain — or, 
alternatively, to create — a unique relationship with Western 
Europe. The terms "Atlantic partnership" and "special relation-
ship" were prominent in much of the testimony rn the Boggs 
Committee hearings.79 They were still being used more than six 
months later in the Senate hearings.80 It is not surprising that they 
led at least some members of Congress to assume that the admin-
istration had in mind an agreement with the European Community 
in which "third countries" would be assigned a less favored na-
tion position. This interpretation was explicit in certain comments 
and puzzled questions by committee members.81 And the pains 
to which spokesmen for the administration were put to explain 
what "partnership" did not mean, beginning with President Ken-
nedy's speech to the National Association of Manufacturers,82 sug-
gests that the misunderstanding was widespread. That it was a 
misunderstanding, there can be no doubt. Nothing in any adminis-
tration statement supports a departure from nondiscriminatory 
treatment of all friendly countries, in spite of the ambiguous con-
notations of the terms "partnership" and "special relationship." 
Nor would the administration bill, itself, have permitted such de-
parture. 

Under the circumstances, it may seem unnecessary to pursue 
further the question of what was not meant by "partnership," but 
it may be worthwhile to look more closely at the record to deter-
mine what kind of relationship with the EEC was actually visual-
ized and what, if anything, passage of the act would do to facilitate 
it. Here, a reading of the hearings suggests that the role anticipated 
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for the new legislation was less to provide a bridge across the At-
lantic than to remove a barrier to closer consultation and coopera-
tion with Europe, possibly in the OECD in Paris. What the act might 
have been designed to achieve in facilitating this cooperation was: 
first, to close the widening schism within Europe and between the 
two continents; second, to provide the United States with power 
to match that of the EEC in a concerted movement to free world 
trade for the benefit of all. It must also have been assumed, on 
the basis of the declarations of the Community spokesmen, that 
the six were ready, when the United States should be in a similar 
position, to join in such a drive. 
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The International Campaign: 
From Harmony to "Chicken War" 

While the Kennedy administration was occupied at home with its 
campaign to obtain unprecedented authority from Congress, it 
was also busy preparing the international stage for a new depar-
ture in tariff negotiations. Early meetings with its prospective ne-
gotiating partners were encouraging. 

Preliminary Activity 

Meeting of GATT Ministers, November 1961 

The campaign for new trade legislation was, it will be recalled, 
launched in the fall of 1961. Some months earlier the Kennedy 
administration had begun laying the international foundations for 
utilization of the authority it was to request of Congress. At the 
May 1961 session of the GATT, the US delegation had proposed, 
and the Contracting Parties agreed, that the session scheduled for 
November of that year should be attended by ministers who would 
consider new approaches to trade expansion. This proposal was 
advanced and accepted on the grounds that the results of the 
Dillon Round, still in progress, would be wholly inadequate to 
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meet the new situation created by the success of the Common 
Market. 

By the time the GATT ministers met in Geneva that fall, the need 
for action had been underlined by the British negotiations for 
Common Market membership, but some of the elements needed 
for decisive action were still absent. Encumbered by the impotence 
of the American negotiators and the determination of the Com-
munity to keep its hands free to construct its common agricultural 
policy, the Dillon Round continued to drag on. The President of 
the United States had not yet made his legislative proposals to 
Congress. The ministers, however, made their contribution to the 
campaign for new legislation by adding an international voice to 
the rising chorus in favor of a new form of negotiation. They 
agreed that the traditional GATT techniques were "no longer ade-
quate" to meet the changing conditions of world trade and that 
new devices, "in particular some form of linear tariff reductions," 
were required. They expressed "great concern" about the "degree 
and extent of agricultural protectionism and about widespread 
resort to non-tariff devices" impeding trade in agricultural prod-
ucts. To make a start toward the solution of the problem of farm 
products, they called for the formation of a group to study the 
possibility of bringing into a more ordered relationship the world-
wide complex of tariffs, quotas, price supports, and subsidies that 
governed international trade in wheat. In this way, and in their de-
cision to look later at the possibility of similar groups for other 
basic crops, they set in motion some of the machinery that was to 
function later as part of the Kennedy Round.1 

The seeming harmony of the ministers' report correctly reflected 
the atmosphere of common purpose that prevailed among the 
highly industrialized members of the GATT. But, beneath its diplo-
matic language one could read the serious reservations of two 
other groups of countries: both the less developed countries and 
certain more advanced countries dependent on exports of agri-
cultural or other primary materials contested the view that they 
could obtain a fair balance of advantage from participation in a 
linear reduction of tariffs. The less developed countries were espe-
cially motivated by fear of the import competition they would en-
counter if they were to join in a general razing of tariff walls. The 
primary exporters were both reluctant to expose their inefficient 
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industries to more competition in their home markets and doubt-
ful that tariff cuts by others, even if applied to all their exports, 
would greatly help their exports in the face of the nontariff barriers 
that weighed with special force on trade in agricultural products.2 

Canada, too, expressed reservations about its ability to participate 
in negotiations on a linear basis, primarily on the ground that its 
common border with the United States would make Canadian in-
dustries particularly vulnerable to drastic tariff reductions. 

While the less developed countries failed to obtain the explicit 
guarantees they would have liked, they did achieve their biggest 
gain up to that time when the GATT ministers recognized that "a 
more flexible attitude should be taken with respect to the degree 
of reciprocity to be expected" from them.3 They were less success-
ful in their efforts to obtain general agreement to a draft declara-
tion identical at many points with the joint proposals of the less 
developed countries that, three years later, were to form the basis 
for the new Part IV of the GATT.4 These countries did, however, 
obtain acceptance of the declaration "as a basis for future work" 
and an undertaking that it would be observed "to the fullest extent 
possible." Although they obtained no assurance that they would 
receive the sweeping advantages they sought in the negotiations, 
the ministers' acceptance of the declaration did provide them with 
a set of standards around which they could rally in later meetings. 

The more advanced raw material exporting countries—notably 
Australia, New Zealand, and South Africa—were, together with 
Canada, content at this stage simply to record their view that a 
linear tariff reduction would not give them "reciprocity." But, in 
spite of their dissent and the rising thunder from the side of the 
emerging nations, the meeting of the GATT ministers seemed to 
reveal a sufficient unity of purpose, at least among the industrial-
ized countries surrounding the North Atlantic, to justify the Ken-
nedy administration in its pursuit of new authority. 

Declaration of the EEC Council, February 1962 

Further support for President Kennedy's initiative came a few 
weeks later from the source that mattered the most—the European 
Economic Community. On February 6,1962, the Council of Minis-
ters of the EEC adopted a declaration concerning the President's 
legislative message to Congress which was obviously intended for 
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foreign ears. O n February 22 it was read to the Council of Repre-
sentatives of the GATT by the commission's representative.5 

The satisfaction Americans derived from the declaration hardly 
resulted from its tone. Within the limits of diplomatic nicety, the 
language was clearly critical. Thus the EEC council, "having taken 
cognizance of the statement by the [US] President... on 25 Janu-
ary 1962 . . . and having been informed of the status of the [Dillon 
Round of] tariff negotiations taking place at Geneva," expressed 
the hope "that further progress will be made in the reduction of 
customs duties."6 American representatives had no trouble under-
standing the meaning. It was merely a formal translation of the re-
proaches they had heard in private; if the US administration were 
not hamstrung by the constitutional separation of powers and by 
the niggardly grant of authority from Congress, it could match the 
20 percent across-the-board tariff reduction offered by the Com-
munity, and the Dillon Round could take a worthwhile step in the 
direction of that sweeping liberalization of world trade that the 
Community ardently desired. 

What was welcome in the EEC council's declaration was its al-
most explicit promise that, if the President could obtain the powers 
he was requesting, the Community would join in a linear negotia-
tion and would match whatever the US could offer: "[The council] 
notes that... the C O N T R A C T I N G PARTIES . . . at their nineteenth 
session declared themselves in favor of new tariff negotiating tech-
niques ... [and] expresses the firm conviction that... the essential 
requirements for the effectiveness of any further multilateral en-
deavour undertaken in the future in the tariff field is that all the 
parties concerned should have equivalent powers from the legal 
point of view."7 This official confirmation of the position that had 
been earlier taken informally by Common Market spokesmen 
helps to accöunt for the confident statements of administration 
witnesses during the hearings that the Community was only will-
ing to negotiate on a linear basis and that it had insisted that the 
United States equip itself for such an approach. 

Formal Preparations Begin 

During the spring and summer of 1962, further international 
preparations for the Kennedy Round were suspended, but passage 
of the Trade Expansion Act in the early fall led to a new surge of 
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activity. In the autumn of 1962, the executive secretary of the 
GATT toured GATT capitals to test the temperature and found it 
favorable.8 In October, a GATT working party was appointed to 
develop the details of a new negotiating plan.9 

At the twentieth session of the GATT, in November 1962, the 
United States administration, armed with its new authority, pro-
posed that, early in 1963, the Contracting Parties be convened 
again, at ministerial level, to make plans for a negotiating confer-
ence in 1964 and to provide directives necessary "to ensure the 
successful mounting and conclusion of a broad movement for the 
further liberalization of tariffs and trade."10 Canada, perhaps in 
order to correct any false impressions created by its claim to spe-
cial status in a linear negotiation, was a joint sponsor of the pro-
posal. 

The Contracting Parties accepted the US-Canadian initiative and 
selected May 16, 1963, as the date for a meeting at which GATT 
ministers would make final arrangements for the negotiations. 
They also appointed a Tariff Negotiations Working Party to prepare 
proposals for the conduct of the negotiations. This decision vir-
tually ensured that negotiations would take place and that they 
would use new techniques. But there was a wide gap between the 
judgment of ministers that some form of linear approach should 
be considered and agreement on the precise techniques to be em-
ployed and negotiating rules to be followed. The issues outlined 
by the executive secretary for the working party to explore11 may 
be reduced to the following: 

1. Should there be a uniform percentage reduction — which 
appeared to be the meaning attached to "linear" by the GATT 
ministers—or some other formula, such as equal average cuts by 
sectors? In either case, was there any further role for the concept 
of "reciprocity" that had governed all previous negotiations? 

2. Should the staging requirements of the Trade Expansion 
Act (cuts to be spread over five years) be applied by all participants 
or be taken as the outside time limit for giving effect to tariff reduc-
tions? Also, would the willingness of the United States to reduce 
certain rates by more than 50 percent be matched by others? 

3. On the assumption that cuts would be equilinear, should 
the inevitable exceptions12 be limited by compiling a "common 
list" of exceptions to be used by all, or by the negotiation of indi-
vidual Nsts? 
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4. Were any special rules needed in the case of agricultural 
products?13 

5. What rules should apply to countries claiming that special 
difficulties would prevent their applying the linear approach to 
their own tariffs? 

6. How much — or little — contribution would be expected 
from the less developed countries if they were to be considered 
participants? 

7. Should countries be permitted to exclude an item from re-
ductions when the "principal supplier" of the product was not a 
participant, without invoking an "exception"? 

The first meeting of the working party, held in mid-December 
1962, settled none of these questions, but it did avoid head-on 
collisions, especially among the highly industrialized countries. 
With the usual reservation» from the less developed countries and 
"special problem" countries, it based its deliberations on the as-
sumption that the negotiations would involve equal linear cuts 
across the board. Some of the prospective "linear" participants, in-
cluding the United States, however, made it dear that they would 
have difficulty in applying the basic rule to products whose prin-
cipal suppliers did not participate. This, of course, agitated the 
countries that had declined to participate on a linear basis and 
opened up a new field for disagreement—the definition of "par-
ticipant." 

It was disappointing, at least to the United States delegation, 
that the goal of a 50 percent linear reduction was accepted by the 
working party onLy as a basis for further discussion and not as a 
firm recommendation to the GATT ministers. And there was a fore-
taste of future troubles in the working party's failure to reach 
agreement that the percentage reduction should be the same for 
all linear participants, though at this stage deviation from that uni-
formity was proposed only by Switzerland and Sweden, two low-
tariff countries 

On a more nearly unanimous note, the working party tentatively 
rejected the notion of a common list of products to be excepted 
from the linear reduction because such a list would result in more 
exceptions by all participants than were required by any one of 
them. Its rejection was undoubtedly in the interest of maximum 
results, but the technique chosen in its stead was not necessarily 
the one best calculated to minimize exceptions. The US delegation 



766 The Climate 

had suggested that the exceptions lists of all participants be l im-

ited to a uniform maximum percentage of their total imports, and 

had tentatively proposed 10 percent as this maximum. That figure 

wou ld have been large enough both to cover the mandatory with-

holdings required by the new US legislation and to leave a gener-

ous margin for other especially "sensit ive" products. But it wou ld 

also have been small enough to permit a very respectable result 

from the industrial negotiations. If tariffs on the 90 percent of trade 

not excepted were reduced by 50 percent, the overall average re-

duction on dutiable products wou ld have been 45 percent. H o w -

ever, the US suggestion received little support in the work ing 

party; it leaned toward the submiss ion by each participant of a list 

of " m i n i m u m " exceptions, which wou ld then be subject to nego-

tiation. There is, of course, no way of knowing on what percentage 

of permissible exceptions agreement might have been reached if 

the US suggestion had been accepted. Its negotiation wou ld have 

been time consuming and difficult. But it might have proved less 

difficult than the negotiation of individual exceptions lists and 

wou ld have avoided a practice that was destined to plague the 

negotiations and probably to diminish their results: the " p a d d i n g " 

of exceptions lists for bargaining purposes. 

The work ing party also managed to skirt the potentially divisive 

question of the scope of the forthcoming linear negotiations. The 

agricultural exporters, including the United States, reiterated their 

watch cry: that the negotiations must provide market access for 

agricultural products comparable wtih that anticipated for indus-

trial products. But the differences between those exporters and the 

EEC, while vaguely discernible beneath the surface, did not break 

through until the work ing party's next meeting. 

O n the whole, this first attempt to convert the apparent har-

mony of the GATT ministers into a set of operating rules was mod -

erately encouraging, but the questions left undecided provided 

ample material for future disagreements. 

Storm Clouds 

Whi le comparative harmony dominated the multilateral prepara-

tions for the next assault on trade barriers, the Contracting Parties 

were concerned, as always, with the operation of their existing 
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contract. Disputes over interpretat ion and compl iance are part of 
the normal business of the GATT; in fact, they are the best evi-
dence that its provisions are being taken seriously by the member 
governments. Normal ly, confrontat ions between plaint i f f and re-
spondent occupy the stage briefly and usually w i th due regard for 
decorum and the tradit ions of d ip lomacy. Dur ing the period of 
preparation for the Kennedy Round, however, several issues in-
volv ing the principal actors in the for thcoming negotiations broke 
through the customary barriers of reticence and achieved a level 
of publ ic attention not normal ly accorded to international dif fer-
ences over commercial policy. The behavior of the actors may or 
may not have been caused by the heightened tension that pre-
cedes a major battle, but these skirmishes d id have their effect o n 
the future attitudes of participants i n the Kennedy Round. 

"Carpets and Glass" 

In March of 1962, for example, wh i le the Congress was in the 
early stages of its consideration of the Trade Expansion Act, Presi-
dent Kennedy signed an executive order substantially increasing 
impor t duties, unt i l then bound under the GATT, on certain types 
of woo l carpets and glass.14 A storm arose immediately. Before it 
had subsided, d ip lomat ic notes had been exchanged and less d ip-
lomatic statements made to the press; the Belgian Parliament had 
passed a unanimous resolution call ing on the American President 
to renounce his act ion; the American ambassador had f l own home 
for consultation, and EEC commissioners had made ominous fore-
casts of the effect on the Kennedy Round. 

President Kennedy's action was, of course, not w i thou t prece-
dent. Nor was its legality under domestic law or international con-
tract seriously challenged. Domestical ly his action rested on the 
"escape clause" in the Trade Agreements Extension Act. Interna-
t ional ly, his right to w i thdraw a tariff b ind ing f rom the US schedule 
agreed to under the GATT rested on the provisions of Art ic le XIX 
of that instrument. Art ic le XIX, however, also contains provisions 
designed to protect other contract ing parties against capricious 
use of the GATT escape clause and against impairment of the bal-
ance achieved in previous negotiations. It requires consultat ion 
w i th affected contract ing parties, normal ly before act ion is taken. 
If those consultations do not result in agreement, it also authorizes 



768 The Climate 

the affected parties to suspend the application of equivalent bene-
fits to the trade of the country utilizing the escape clause. 

Article XIX had been used before by the United States on several 
occasions. And, while its invocation has never been popular in 
other countries, it had rarely aroused such a violent reaction.15 If 
we discount the possibility that protectionist elements in Europe 
may have welcomed an excuse for approaching the Kennedy 
Round with caution, the explanation for the unprecedented outcry 
appears to lie in a combination of unfortunate coincidence and de-
plorable timing. The coincidence lay in the fact that the decisions 
affecting both carpets and glass struck a potentially heavy blow at 
the exports of the same two countries, Belgium and Japan. But the 
pill was somewhat sweetened for Japan by the fact that, in the 
same decision, the President had rejected two other recommenda-
tions of the US Tariff Commission, both of which would have 
meant a serious loss to that country.16 No similar consolation tem-
pered Belgium's reaction, which was reinforced by the fraternal 
indignation of its partners i n the Community and of the EEC com-
mission. 

The timing of the President's proclamation was even more un-
fortunate. It came when the Community was being asked to join 
in a partnership that would lead the world toward freer trade. Still 
worse, it followed by only twelve days the signature of a new 
agreement between the US and the EEC signaling the conclusion 
of their "Dil lon Round" negotiations. This fact was dramatized by 
the monthly Bulletin of the EEC; the April issue carried an optimis-
tic appreciation of the US-EEC agreement by Commissioner Jean 
Rey, followed by a retraction branding the "escape clause" action 
as " a poor prelude to the proposed negotiations with us on future 
trade relations." 

It was public knowledge that the two reports of the US Tariff 
Commission, on which the President's decision was based, had 
been in his hands for many months.17 This made it difficult to com-
bat the widely held belief that the United States had intentionally 
delayed action until it could conclude the Dil lon Round negotia-
tions on as favorable terms as possible. It also brought into ques-
tion the existence of an emergency sufficiently pressing to justify 
the President in making his decision before consulting the coun-
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tries most affected. The atmosphere was so charged with suspicion 
and distrust that the United States was also believed by some to 
have granted, in the Dillon Round settlement, new concessions on 
the very products affected a few days later by the escape clause 
action. This was not true, but it was an understandable deduction 
from the open indignation of European official spokesmen. 

Although the Tariff Commission's recommendations had been 
arrived at by unanimous vote in the case of carpets and by a 4 to 0 
vote in the case of glass, with one abstention, there was public 
skepticism in the United States as to the merits of its conclusion 
that imports were responsible for the troubles of the domestic pro-
ducers. A New York Times editorial suggested that the President 
had yielded to domestic pressure in order to obtain the support of 
the industries concerned and of certain members of Congress for 
the Trade Expansion Act.18 President Kennedy may have contrib-
uted to the general atmosphere of suspicion when he publicly de-
fended his action largely on the grounds that the US was experi-
encing difficulties with its balance of payments while Belgium was 
not.19 These grounds, of course, were irrelevant to the legal basis 
for invoking the GATT "escape clause." 

The errors of judgment were not all on one side of the Atlantic. 
The violence of the European reaction and the rigid position into 
which it necessarily froze the Community led to a denouement that 
helped no one and compounded the damage to all. Edwin L. Dale, 
Jr., wired the New York Times from Brussels about "reactions of 
anger and suspicion . . . among key officials of the Common 
Market," and quoted "a high French official" as saying: "The deci-
sion shows once again that when a European industry successfully 
breaks into the American market, it is always threatened with a 
tariff increase after the fact. It makes us wonder what will be the 
advantage to us of negotiating for the sweeping new tariff reduc-
tion your President has prepared."20 

The Council of Ministers of the EEC demanded that the United 
States enter into consultations with them, as required by the GATT, 
and said that the action of the US president had not been "in the 
spirit of the recent talks or the coming talks."21 The official Bulletin 
of the EEC undiplomatically threatened "retaliatory measures" in 
lieu of the more conciliatory "compensatory withdrawals" favored 
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in the GATT vocabulary.22 Meanwhile the Japanese, who had as 
much to lose as the EEC, more politely claimed that heavy losses 
would be incurred on orders already in production and requested 
a delay in execution to the end of August.23 This request was not 
granted, but on March 30 President Kennedy did extend the effec-
tive date from April 18 to June 12, to allow time for consultations 
in GATT.24 

The GATT consultations between the United States and the EEC 
were doomed to fail. For while the US representative indicated 
that he was authorized to negotiate for compensatory tariff con-
cessions of comparable value, the EEC negotiators were interested 
only in obtaining a reversal, or at least a substantial modification, 
of the President's proclamation. When their effort to extract from 
the United States a compromise offer along these lines failed, the 
EEC council voted to suspend the application to US trade of certain 
tariff bindings negotiated with the United States in the Dillon 
Round.25 

That ended the consultations. To the evident surprise of the 
Community's representative, the United States was unwilling to 
continue the discussions in the face of the retaliation already an-
nounced though not yet put into effect. The EEC may thus be 
credited with the final miscalculation in the series of mistakes that 
characterized the unpleasantness. In a complete misreading of the 
style of the Kennedy administration, they had apparently thought 
that a decision to retaliate would dislodge the United States from 
what they interpreted to be a bargaining position. When President 
Kennedy was asked at a news conference a few days later whether 
he was going to reconsider his executive order, he said simply, 
"No, it's going to stand."26 

There is no way of knowing whether, by reacting more circum-
spectly to the President's decision, the Community could have ob-
tained its modification. It does not seem at all likely that this result 
could have been achieved in the consultations even if the EEC 
council had not brought them to an end by its abortive power play. 
It is certain, however, that the Common Market could have ob-
tained some other concessions of positive value, and it is equally 
certain that different tactics by the Community would have less-
ened the rising tension in the atmosphere surrounding prepara-
tions for the Kennedy Round. But to say this is not to excuse the 
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US administration for a decision which, even with the benefit of 
more imaginative execution than it actually received, was bound 
to make the principal objective more difficult to achieve. 

Gallic Veto, Number One 

The controversy over carpets and glass was the first of a string of 
developments that demonstrated the fragility of the special Atlan-
tic relationship that had been successfully invoked by the Kennedy 
Administration in obtaining passage of the Trade Expansion Act. 
The next, and most dangerous, crack in the Atlantic bridge devel-
oped at its European anchor, but its effects spread to the entire 
structure, drastically altering the relationships among the parts. O n 
January 14, 1963, after fifteen months of negotiation, General de 
Gaulle brought to an end the British quest for membership in the 
Common Market.27 When the French President decreed that the 
British were not yet ready to be Europeans, he influenced not only 
the composition of the Common Market but all Atlantic relations, 
including the patterns of cooperation and influence among the six 
themselves and the position of the EEC in the Kennedy Round 
negotiations. 

The most direct effect of the veto on the trade negotiations was, 
of course, that the United Kingdom would have to participate as 
an independent negotiator, with its own tariff on the table, and 
not as a member of the Community. Looked at in isolation, and ig-
noring the political repercussions that were set in train, this was 
not necessarily damaging to the Kennedy Round. It is true that, as 
Senator Douglas had predicted, the dominant supplier authority 
in the Trade Expansion Act was virtually extinguished as a result,28 

but, as has already been suggested, it is problematical whether the 
authority to reduce tariffs to zero on an "Atlantic list" of products 
would have been usable in practice.29 Nor is it at all certain that the 
addition of the United Kingdom to the Community members 
whose agreement would have to be obtained would have made 
the task easier. While outside the six, Britain had a powerful in-
centive to cooperate in obtaining deep tariff cuts: namely, the 
necessity to reduce the growing EEC preferences that threatened 
to impede its exports to the six. But once inside the Common Mar-
ket, its immediate interests would have been radically changed. 
The Common External Tariff would have become its own tariff, 
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and any zeal it might have had toward trade liberalism would 
eventually have been tempered by the need to give British pro-
ducers time to accustom themselves to unrestrained competition 
from the Continent before taking on the rest of the world. 

In this narrow context, therefore, there was no certainty that the 
veto was harmful to prospects for the trade negotiations. The same 
cannot be said of its indirect effects. O n e of these, though prob-
ably not the most important, was to bring into the open De 
Gaulle's distrust of the "Anglo-Saxons," which had its echo in an 
increased wariness among American and British negotiators to-
ward any Community initiatives believed to have been dictated by 
France. It will be recalled that the De Gaulle veto closely followed 
on the meeting of Prime Minister Macmillan with President Ken-
nedy in Nassau, and on the resultant Polaris missile agreement 
which had aroused the general's ire.30 But, while De Gaulle's veto 
may have influenced subsequent relationships by revealing his 
attitude toward Atlantic partnership, his antagonism would pre-
sumably have found some other vehicle for expression if the UK 
negotiations had not been available for that purpose. 

The veto had a more significant effect on the course of the Ken-
nedy Round through the changes it wrought in the locus of power 
within the Community and in the ability of the six to reach deci-
sions. Although the currents it set in motion were far from straight, 
and even reversed their direction more than once, they appeared 
always to be out of phase with the trade negotiations in Geneva. 
The first reaction of the other five to the veto was a burst of resent-
ment that "stultified the development of the Community"3 1 and 
delayed decisions needed for progress in the Kennedy Round. This 
phase, however, was brief. The overriding concern of the others 
with the survival of the Community itself led them to suppress 
their anger and to find ways of meeting subsequent French de-
mands in order to avoid further vetoes that could lead to its dis-
solution. Thus, by late 1964, it was possible to look back on a pe-
riod of at least superficial solidarity and to say: "The fact that the 
Six did not break up in 1963 makes it almost impossible for them 
to break apart over any lesser issue."32 This judgment was con-
firmed when, in June 1965, De Gaulle's boycott of the Council of 
Ministers again put dissension in top position and again paralyzed 
the Community's ability to conduct its external relations for over 
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sevea months, but did not lead to dissolution of the Community.33 

The effect of these periods of paralysis on the trade negotiations 
is obvious. But the influence of the veto on those negotiations dur-
ing the intervening periods of solidarity will justify further atten-
tion when we examine the next phase of the preparatory work in 
Geneva. Meanwhile, one fact should be noted here. Community 
decisions from March 1963 to June 1965 were dominated by 
France. This seeming paradox is not difficult to understand. There 
can be little doubt that, as the other five drew back from the brink 
of destruction, they resolved not to come close again unless forced 
to do so in order to save the Common Market. And since France 
had established itself as the only member prepared to risk dissolu-
tion, it followed that it was General de Gaulle who had to be satis-
fied. 

This may well have been the result De Gaulle had in mind in 
choosing as the method for exercising his veto that best designed 
to humiliate not only Great Britain but his Common Market part-
ners. There were many rocks on which the UK negotiations could 
have been allowed to founder, with some inconspicuous aid from 
France. But, by choosing a method that demonstrated his willing-
ness to risk dissolution of the Community he made certain that 
France would be able to exercise an effective veto in the future 
over Community decisions, even after the date when, under the 
Treaty of Rome, they were to be reached by qualified majority 
voting. 

Thus, after the briefest of periods in early 1963, the EEC council 
again became an operating institution, capable of establing poli-
cies and giving negotiating instructions to the commission—pro-
vided France agreed with them. 

The "Chicken War" 

The dispute between the United States and the Common Market 
over the Community's barriers against imports of poultry covered 
too long a period to fit neatly into the plan of the present chapter. 
From the preliminary skirmishes in 1962 to the anticlimax in Janu-
ary 1964, the "Chicken War" encompassed both the initial period 
of harmony in the Kennedy Round preparations and the first phase 
of sharp contention over the negotiating rules. Some of the heat 
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generated by frozen chickens, therefore, may have been merely a 
reflection of the rising temperature in the negotiations. Neverthe-
less, as a foretaste of broader disagreements that arose later, the 
poultry controversy must be included in the catalogue of external 
factors influencing the bargaining in Geneva. 

From the beginning, public awareness of the issue was height-
ened, but understanding was clouded, by the tendency of the sub-
ject to turn the soberest journalists into wags. Presumably because 
of the low intellectual attainments of barnyard fowl, or because of 
their unprepossessing physique when plucked, there was some-
thing incongruous about their occupying the diplomatic spotlight. 
Whatever the reason, the "Chicken War" proved irresistible to car-
toonists, and those who composed headlines lost no opportunity 
for puns based on the vernacular verb "to chicken" or the adjec-
tive "foul." 

There is no way to determine whether this hilarity on the part of 
the press led the Community to take the issue more lightly than 
would otherwise have been the case. But it had no such effect on 
the US Congress or the Kennedy administration. In their view, 
what was involved was the almost certain loss of a profitable US 
export market. During the four years ending in 1961, the American 
poultry industry had built up its exports fivefold to $68 million an-
nually, about three-quarters of the total being taken by West Ger-
many.34 Then, as a result of the adoption of a Common Agricul-
tural Policy for poultry, German import charges rose from less than 
5 cents a pound in July 1962 to 13.5 cents in July 1963.35 This story 
is fully told by the US Department of Agriculture.36 For the present 
purpose, it is sufficient to outline the legal basis of the EEC action 
and the ensuing controversy over the rights held by the United 
States under the GATT. When, in the Article XXIV: 6 negotiations, 
the Community withdrew the tariff bindings previously granted by 
the six member states, it established new bindings of the CXT for 
most products, but not for a list of agricultural items which were 
candidates for the imposition of a variable levy.37 Poultry was one 
of these. The best the United States negotiators had been able to 
obtain was recognition by the EEC that the United States retained 
for these products unsatisfied "negotiating rights."38 

The increase in levies resulting from adoption of a Common 
Agricultural Policy for poultry in July 1962 was followed almost 
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immediately by a drastic decline in German imports from the 
United States. In August US exports, which had reached 33 million 
pounds in June, fell to 11 million pounds, virtually all of the de-
crease being attributed to a reduction in sales to West Germany.39 

Neither the United States nor the EEC acted promptly to initiate the 
negotiations foreseen in the March agreement, but activity at the 
domestic and diplomatic levels intensified without tangible result. 
In November, Secretary of Agriculture Freeman talked with EEC 
Commissioner Mansholt in Brussels and followed his apparently 
unsatisfactory interview with a saber rattling statement to the 
press.40 Committees of both houses of Congress held hearings that 
provided farm groups and legislators an opportunity to exhort the 
administration to take more aggressive action. Further formal dis-
cussions between US officials and the European commission in 
Brussels brought no relief, though they inspired the commission to 
propose to the EEC council a slight reduction in the levy on US 
chickens and an increase in the levy applied to imports from cer-
tain other sources suspected of dumping.41 The Council of Minis-
ters rejected this proposal and instead decreed an additional small 
increase in the levy on poultry from all sources.42 

The council's decision to increase rather than reduce the levy 
against US chickens brought a prompt response from Washington. 
Governor Herter issued a statement to the press deploring the de-
cision and announcing that the United States would invoke its 
rights of negotiation under the bilateral agreement. The first objec-
tive would be to obtain improved access to the EEC market. Failing 
that, the United States would insist on "balancing compensation" 
from the EEC.43 The ensuing negotiations, which began in Geneva 
on June 25, brought no result except an offer by the EEC commis-
sion to recommend to the council a reduction of about 10 percent 
in the levy. On August 6, Governor Herter announced officially 
that, having failed to obtain a satisfactory offer, the United States 
was making arrangements for the compensatory withdrawal of 
concessions covering about $46 million of EEC exports to the 
United States.44 

It was now the turn of the EEC to be indignant. On the day of 
Governor Herter's announcement, Commissioner Rey officially de-
plored the US decision and said it would "not help the atmos-
phere" at the forthcoming Kennedy Round negotiations. He also 
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expressed surprise at the figure of $46 million, which "greatly ex-
ceeded U.S. negotiating rights."45 

The "Chicken War" then moved into its final phase—that of 
contention over the value, in terms of trade volume, to be attrib-
uted to the negotiating rights reserved to the United States under 
the bilateral agreement with the Common Market. In contrast to 
the US figure of $46 million, the Community set the amount at $13 
million, but conceded that a case might be made for $19 million.46 

It is not difficult to understand the obstinacy with which each side 
clung to its original estimates. Both saw the dispute as involving 
much more than the few million dollars of trade immediately at 
issue. More important than the disagreement over the economics 
of the poultry trade was the question of how to interpret the nego-
tiating rights the United States had retained on all of the agricul-
tural products covered by the variable levy system. 

The adversaries were agreed on two fundamental facts: first, that 
the United States was entitled, both under the GATT rules47 and in 
equity, to compensation for the withdrawal by the EEC of the valu-
able binding of the German tariff and that, in the absence of an 
acceptable offer from the EEC, it had the right to withdraw from 
its own GATT schedule concessions of comparable value to the 
EEC; and, second, that the amount of these withdrawals, as mea-
sured by EEC exports to the United States, should not exceed the 
value of potential exports from the United States to Germany dur-
ing a period that would reflect the retained US negotiating rights.48 

In spite of this measure of agreement, at least two essential fac-
tors in the equation were in dispute and were bound to remain so 
unless resolved by a referee. The first of these arose out of the am-
biguity of the language of the bilateral agreement of March 1962, 
which referred to "the negotiating rights held under the General 
A g r e e m e n t . . . as of September 1,1960." The EEC contended that 
these rights, which existed at the outset of the "XXIV: 6 negotia-
tions," should be measured by the volume of trade in 1958, as that 
had generally been used as the "reference year" during those ne-
gotiations, though they conceded that trade in 1959 had been used 
in some cases. The United States argued that trade in the year 1960 
was the relevant base. Since the volume of US chicken exports to 
Germany totaled 4.9 million pounds in 1958, 37.7 million pounds 
in 1959, and 63.6 million pounds in I960,49 the selection of the 
reference year was cardinal. 
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The second issue was equally incapable of objective solution. In 
each of the three years referred to above, Germany had main-
tained discriminatory quantitative restrictions on the importation 
of chickens. Under pressure in the GATT, these were removed in 
April 1961. Both sides agreed that the proper basis for measuring 
the trade coverage of the withdrawn concessions was the trade 
level that would have been attained in the reference year (what-
ever it might be) in the absence of quantitative restrictions. But this 
agreement opened the door to new labyrinths of uncertainty. 
American spokesmen focused on the fact that German imports 
from the United States had doubled in the twelve months after 
Germany lifted its quantitative restrictions. A similar doubling of 
the imports in 1960 would have yielded a total of $46 million in 
that year. The EEC, on the other hand, asserted that a removal of 
the restrictions would have resulted at the most in only a 50 per-
cent increase above actual imports. Applying this increment to the 
higher of the two reference years that had been used in the "XXIV: 
6 negotiations," they arrived at a maximum constructed trade value 
of $19 million.50 

Any chance that differences of this magnitude might be recon-
ciled by negotiation was virtually eliminated by the fact that each 
side had staked its claim in public;51 a movement toward the posi-
tion of the other side sufficient to permit a compromise agreement 
would probably have involved unacceptable political costs. In fact, 
however, the question was not made a matter for negotiation. The 
United States stood on its unilateral right to determine the with-
drawals from its own schedule of GATT bindings, but there was 
open speculation that if it should proceed on the basis of $46 mil-
lion, the Common Market would itself make further counterwith-
drawals to which the United States might in turn have found it 
necessary to respond.52 

It did indeed appear that the world's two greatest trading enti-
ties were on a collision course. Yet it must have been obvious that, 
while a unilateral change of compass was unthinkable for either, 
the consequences of the impending shock were also unacceptable 
to both. Having failed to obtain relief from the increased levy, the 
United States had nothing to gain from the proposed withdrawals 
except avoidance of the potential loss involved in accepting the 
EEC evaluation of American negotiating rights. A conceivable 
course might have been to maintain its position "in principle" but, 
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in the interest of the Kennedy Round, to refrain from pressing it to 
the point of action. But this would have released a storm of pro-
test from US farm interests53 and might well have been so misinter-
preted in Europe as to lead to still more serious consequences in 
the future. Similar considerations would undoubtedly have de-
terred the Community from making a move toward accommoda-
tion to the American position. Furthermore, any conciliatory voices 
in Europe would have had to contend with the rule of unanimity 
in the Community and the carry-over of bad feeling from the car-
pets and glass case. 

The collision was avoided in the only possible way—by adjudi-
cation, or, more accurately, by a procedure resembling arbitration. 
In choosing this course, the combatants made GATT history. For, 
while the Contracting Parties had on various occasions used ex-
pert panels to deal with matters on which they were required by 
the agreement to reach a judgment, no dispute over GATT rights 
or obligations had ever before been voluntarily submitted by the 
disputants for GATT determination. When the United States pro-
posed this course to the Community in September 1963, the com-
mission hesitated at first to accept it. The hesitation to accept any 
compromise proposed by the other side was a natural enough re-
action. But the commission specifically objected to the American 
proviso that the decision of the proposed panel should be binding 
on both parties. Both this US stipulation and the commission's re-
sistance to it illustrate the level of mutual distrust that had been 
reached. For, in practice, the panel's finding was virtually certain 
to settle the issue, even though not formally binding on the parties. 
The Common Market could not legally have taken retaliatory ac-
tion against US withdrawals that they considered excessive without 
approval by the Contracting Parties,54 and there was virtually no 
chance that the Contracting Parties would approve retaliation 
against a level of US withdrawals that an impartial panel, con-
stituted by the Contracting Parties themselves, had found to be 
reasonable. Thus, both the US stipulation and the EEC objection 
to it were pointless. 

Fortunately, the United States dropped its proviso, and the EEC 
Council of Ministers approved the proposal on October 15,1963.55 

Agreement was quickly reached between the parties on the form 
of a joint request to the executive secretary of the GATT, and, on 
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November 21, the GATT Council of Representatives established an 
expert panel56 with the following terms of reference: "To render 
an advisory opinion to the two parties concerned in order to de-
termine: 'On the basis of the definition of poultry provided in 
paragraph 02.02 of the Common Customs Tariff of the European 
Economic Community, and on the basis of the rules of and prac-
tices under the GATT, the value (expressed in United States dol-
lars) to be ascribed, as of 1 September 1960, in the context of the 
unbindings concerning this product, to the United States exports 
of poultry to the Federal Republic of Germany'."57 For practical 
purposes ,the appointment of the panel represented the end of 
the "Chicken War." The unconvincing arguments submitted by 
both sides in their briefs58 and the somewhat questionable reason-
ing of the panel itself in its choice of the right reference period 
would provide material for an interesting monograph, but are not 
sufficiently pertinent to the Kennedy Round to warrant treatment 
here. As was almost inevitable, both parties promptly accepted 
the panel's finding of $26 million.59 

The anticlimactic phase of the drama was concluded in January 
1964, when President Johnson signed an order raising US duties on 
four products of primary interest to the EEC: high-priced brandy 
(affecting French cognac almost exclusively), trucks (primarily af-
fecting Volkswagen), and dextrine and starch (of interest primarily 
to the Netherlands). The selection of these products in itself estab-
lished another precedent in the GATT and in the external rela-
tions of the six. Although the dispute had been over entry to the 
German market, the United States correctly judged that its quarrel 
was with the Common Market as a whole. Thus, it was under no 
obligation to limit its withdrawals to products of primary interest 
to Germany. On the other hand, instead of adhering entirely to this 
logic, it selected products for withdrawal that would affect the 
three Common Market countries most directly concerned: Ger-
many, plus the two countries that had the most to gain from the 
exclusion of American chickens. 

These withdrawals were hardly popular with the affected coun-
tries, but they occasioned no such storm in the European press as 
had earlier episodes in the conflict. The submission to the GATT 
panel had at least served the purpose of damping public interest. 
The press no longer saw the "Chicken War" as a prelude to blood-
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¡er hostilities, and this in itself helped end the shooting. 

Although the earlier warfare left some scars, it is difficult to ap-

praise its effect on the Kennedy Round. The tragic death of Presi-

dent Kennedy in November 1963 and the spontaneous wave of 

sympathy in Europe temporarily overcame some of the European 

resentments that had been aroused. But the controversy had 

brought to the surface some fundamental conflicts of interest that 

could not be so easily buried and that would continue to dominate 

the broader negotiations in the field of agricultural products. 



Part Three: Sparring over the Rules 
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The Negotiating Rules 

A year and half elapsed between the tentative decision, made by 
the Contracting Parties in November 1962, to hold a new round 
of trade negotiations and the date when the Kennedy Round was 
officially opened. It was another six months before negotiations, 
in the traditional meaning of the term, could be said to have 
begun. The reason for this unprecedented period of gestation was, 
of course, the fact that for the first time the problem of reaching 
agreement on a rule for automatic tariff reductions had been in-
jected into the preparatory phase. 

In all GATT tariff conferences before the Kennedy Round, the 
preliminary decisions required of the Contracting Parties had been 
simple and procedural. But this new factor insured that the con-
ference rules would be as tightly negotiated as the ultimate con-
cessions themselves. In fact, had they been possible, totally 
automatic tariff reductions would have shifted the entire bar-
gaining process forward to the opening phase of the conference. 
The rules would no longer have been procedural; they would 
have determined the shape and content of the final agreement. 
The "negotiating conference" would then have been reduced to 
the dull task of verifying and recording results. 
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There was, of course, no prospect that the Kennedy Round 
would achieve total automatism. The legal requirement that the 
United States administration withhold certain products from the 
negotiations, the certainty that others would also require lists of 
exceptions, and the inadequacies of any formula as an approach 
to agricultural protection, made it inevitable that an automatic 
plan would have to be supplemented by bargaining over indi-
vidual products. Compared with earlier negotiations, the Kennedy 
Round did not succeed in avoiding, or even ir> shortening, the 
period devoted to product bargaining. What made the new nego-
tiations unique was that the bargaining period was preceded by 
a preparatory phase in itself as long as any previous negotiating 
Round. 

It would simplify this presentation had there been a single date 
on which the first phase was concluded and the next begun. In 
a strictly ceremonial sense, there was such a date. When a meet-
ing of GATT ministers was convened in May 1963 to confirm the 
earlier decision of the Contracting Parties, it established a date 
one year later for the end of the preparatory phase and the opening 
of negotiations. If all had gone well, by May 1964, with the rules 
for automatic reductions settled, preparatory work in national 
capitals and at EEC headquarters would have been concluded, and 
participants would have been ready to begin negotiating over 
those residual problems that had not been solved by formula. In 
fact, when the ministers met for the formal opening, they were 
able to do little more than take note of the stage that had been 
reached by the committees and working parties. 

Six months after the formal opening, negotiations on individual 
tariffs began, but only for tariffs on industrial products. Other sec-
tors of the negotiation — those concerning agricultural tariffs, 
nontariff barriers, and the participation of less developed countries 
— did not begin until after even greater delays. Each had its own 
date for the completion of the bargaining over rules and the start 
of the bargaining over specific products. 

Linear Reductions 

The effort to translate into specific rules the agreement reached 
in principle to seek across-the-board tariff reductions turned up 
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more problems than had been anticipated. Though they had been 
held below the surface as long as possible, some problems had 
been apparent from the beginning: whether the linear approach 
would encompass all sectors or be limited to industrial products; 
whether the standard reduction under the linear rule should be 
the 50 percept permitted in the general authority of the Trade Ex-
pansion Act or some lesser percentage; and how exceptions should 
be determined and limited. All of these provided ample room for 
disagreement. 

But the most significant and far-reaching of the issues that de-
veloped — reciprocity — had previously caused no visible dis-
agreement. All prospective "linear" participants in the Kennedy 
Round had at least this much in common: while they favored, or 
were at least prepared to accept, the procedural implications of 
linear tariff reductions, they would not trust them to produce the 
kind of reciprocity they had sought in past negotiations and still 
continued to seek. In a note to the Working Party on Procedures 
for Tariff Reductions, the executive secretary of the GATT displayed 
some uncertainty as to the role reciprocity would play in a linear 
negotiation.1 

The first meeting of this working party, in December 1962, re-
vealed no dissent from the consensus, as reported by the secre-
tariat, that "the linear approach must lead to a departure from 
the rigid balance-of-benefits theory that had governed the nego-
tiations under the item-by-item approach" but "the participating 
countries would, nevertheless, expect a general 'across-the-board' 
balance between concessions granted and received."2 

When the GATT ministers met in May of the following year, 
they not only accepted this view, but specified the way in which 
the goal of reciprocity should be reconciled with linear reduc-
tions: "in the trade negotiations it shall be open to each country 
to request additional trade concessions or to modify its own 
offers . . . to obtain a balance of advantages between it and the 
other participating countries."3 

Clearly, by the time the prenegotiating phase was officially 
opened, any thought of substituting a concept of automatic mu-
tual benefit for a balance of concessions had been discarded. 
Since it seemed generally accepted that the results of the linear 
reductions would in the end be subjected to some process of 
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adjustment for the sake of reciprocity, it might have been ex-
pected that this acceptance would have made agreement easier 
as to the nature of the linear reduction. In fact, it did not prevent 
a prolonged and sometimes bitter debate over the nature of the 
procedures and standards to be used. 

Tariff Disparities 

It had been clear from the beginning that the traditionally low-
tariff countries of Europe were unconvinced that equal across-the-
board tariff reductions would be as beneficial to them as to 
countries whose tariff reductions would start from a higher level. 
But it was the EEC which, during the prenegotiations, emerged as 
the most vigorous opponent of equal percentage cuts. While there 
had been earlier hints, this opposition first crystallized at a meet-
ing of the working party on April 22,1963, when the Community's 
representative presented as an "informal suggestion" a formula 
for automatic but unequal cuts. 

The origin of this proposal cannot be stated with certainty. Ac-
cording to one version, the proposal had originally been suggested 
on a personal basis by a German official in the Community's 
"Article 111 Committee," but had been quickly adopted by 
France. When others in the committee refused to make it an in-
struction to the commission, it was agreed that the commission be 
authorized to "float" the idea informally in the GATT working 
party in order to obtain the reactions of others. Its implications 
for the success of the Kennedy Round may not have been fully 
understood by its authors. But even though presented as a "sug-
gestion," the proposal created the first major storm of the Kennedy 
Round. Some of the bitterness of the ensuing debates remained 
even after the suggestion had been abandoned in favor of a quite 
different method of dealing with tariff disparities. 

"Ecrêtement" 

The first Community formula for unequal tariff cuts became 
universally, though not very appropriately, known as "écrête-
ment," meaning "leveling of the peaks." In fact, if adopted, the 
suggestion would have resulted in a smooth progression of tariff 
reductions, approaching 50 percent in the case of very high rates 
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and reaching zero at the lower end of the scale. Target rates were 
to be established: 10 percent ad valorem for manufactures, 5 per-
cent for semimanufactures, and zero for raw materials. Then 
each existing tariff was to be reduced halfway to the target. Table 
4 will illustrate how the scheme would have worked in the case 
of manufactured products. 

Table 4. Hypothetical results of the EEC's écrêtement formula (differ-
ences in absolute and percentage reductions at selected start-
ing tariff levels). 

Percentage 
Starting points Reduction, in Reduction, as a 

rate above percentage percentage of 
(ad valorem) target points" starting rate 

50 40 20 40 
30 20 10 33.3 
15 5 2Vi 16.6 
10 0 0 0 

'One-half of amount in second column. 

The commission fought almost as hard to obtain acceptance of 
its suggestion as it would have if it had been a formal proposal. 
Based on the premise that the tariffs of other major participants 
(the US and UK) were substantially higher than the Common Ex-
ternal Tariff (CXT) of the Community, its representatives argued 
that a uniform percentage reduction in all three tariffs would pro-
duce an unbalanced result. This premise was probably closer to 
the truth than that of the witnesses who reached the opposite 
conclusion in the Ways and Means Committee hearings. But the 
commission was on still firmer ground when it maintained that 
tariffs of the United States and the United Kingdom had many 
more very high rates than the Common External Tariff of the 
Community. These high tariffs, it argued, would be protective even 
after being cut in half, whereas the community's moderate tariffs 
would have been reduced to impotence. The claim that such a 
result would be inequitable was based almost exclusively on the 
argument that it would leave the six without bargaining power for 
obtaining the future reduction of those American and British 
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tariffs that would remain at highly protective levels even after 
having been cut in half. 

The Embattled Tariff Averages 

Much of the debate set off by the écrêtement proposal con-
cerned the relative height of the tariffs of the United States and the 
Community. It was bound to be inconclusive both because of the 
inherent difficulty of measuring the protective incidence of in-
dividual tariffs and because of the impossibility of arriving at mean-
ingful tariff averages. In its simplest terms, the problem of measur-
ing protective incidence centers about the wide differences 
between products in their price elasticities of supply and demand.4 

The problem of averaging is equally difficult. A simple arithmetical 
average of tariff rates overlooks, of course, the vast differences in 
the commercial importance of different items. O n the other hand, 
as has long been recognized by students of the subject, the weight-
ing of each tariff by the country's import trade in that item under-
states the importance of high rates that seriously inhibit trade. A 
prohibitively high tariff would, of course, receive no weight in 
such an average. 

During the debate over écrêtement, important sections of the 
European press asserted that the US tariff was much higher than the 
Common External Tariff of the Community. US spokesmen were 
equally firm in contending that the average level of the US and 
EEC tariffs was about the same. In fact, neither claim could be 
proven. A number of more or less contemporaneous calculations 
found the average levels of the CXT and the US tariff to be within 
less than five percentage points of each other. But which was 
found to be higher and which lower depended on whether agricul-
tural tariffs were included or not and on whether the average used 
was unweighted or weighted, as well as on the method used for 
weighting. 

Whatever the merits of the argument about tariff averages, one 
fact was not in dispute: the US tariff contained a much larger 
number of high rates than did the common tariff of the EEC. Ac-
cording to a study submitted by the United States Delegation to the 
Tariff Reductions Working Party, the unweighted distribution of 
US and EEC tariffs was: 
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Percent of tariff items 
Ad valorem incidence US EEC 

0 - 9.9 
10-19.9 
20-29.9 

38 
30 
14 
18 

28 
58 
13 

1 30 and over 

100 100 
In brief, there was a much higher concentration of community 

tariff rates in the "moderate" range, while the dispersion of the 
US tariff on both sides of the moderate range was much greater. 

Tariff Concentration versus Tariff Dispersion 

The concentration of EEC tariffs within a middle range was, of 
course, the consequence of the manner in which the CXT had 
been established: most rates had been determined by a simple 
arithmetical average of the rates in force in the member states.5 

Both unusually high and unusually low rates of member states 
were moderated in the process. The Community argued that, 
whatever the averages might show, this concentrated tariff struc-
ture would place them at a disadvantage if all rates were reduced 
by an equal percentage. In its most primitive form, the argument 
consisted of the assertion, impossible to prove, that moderate 
rates, when cut in half, would no longer be protective; whereas, 
the protective effect of the many high rates in the US tariff would 
survive a 50 percent cut. The United States attempted to counter 
this argument by the equally debatable contention that halving a 
high rate of duty could have more effect on trade than the same 
percentage cut in a low or moderate rate. 

A somewhat more sophisticated argument occasionally used 
by Community spokesmen was based on the theory, expounded 
by Bertrand,6 that, ceteris paribus, the greater the dispersion of a 
country's tariffs from their mean, the higher the average effec-
tive rate of protection. Since the dispersion of the rates in the CXT 
was clearly less than that of the United States, the relevance of this 
argument to the debate was obvious. The applicability of Bert-
rand's argument to a comparison between the US and EEC tariffs 
has, however, been challenged by Cooper.7 
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Like most debates of this kind, the position taken by various 
protagonists was determined not by theory but by their perception 
of their national interests. The écrêtement formula proposed by 
the EEC would have required the Community to make very few 
tariff reductions of more than 25 percent. All of its major nego-
tiating partners — the United States, the United Kingdom, and 
Japan — would have contributed many more reductions approach-
ing a full 50 percent cut. Their adverse reaction to the Commu-
nity's proposal was not surprising. While opposing the EEC form-
ula, Japan, however, advanced its own suggested sliding scale for 
tariff reductions. Under this, only those tariffs that were 44 percent 
ad valorem or above would be reduced by a full 50 percent. Those 
below 44 percent would be reduced by varying amounts, depend-
ing on their starting height, with rates of below 10 percent being 
reduced by only one-fifth. 

The European countries that had in the past argued that low-
tariff countries were at a disadvantage in item-by-item negotia-
tions naturally displayed some sympathy for the concept of differ-
ential tariff cuts but could find little reason for supporting the 
proposal of the Community. They had much more to gain from 
a deep reduction in the tariffs of others, especially the common 
tariff of the EEC, than in maintaining the existing levels of their 
own rates. What was decisive, however, in depriving the Commu-
nity of support and in isolating it from all the other negotiators 
was the fact that its formula would, from the outset, have doomed 
the Kennedy Round to results almost as meager as those of the 
Dillon Round. The US delegation calculated that, under the EEC 
formula, the average of the CXT would be reduced by only 10 
percent and that of the US tariff by only 12 percent — results that 
cast doubt on whether the proposal was seriously meant or only 
put forward for bargaining purposes. The impression that the pro-
posal was not serious is borne out not only by what is known of 
the circumstances in which the commission was authorized to 
bring it to the GATT working party, but by one of the arguments 
used in its favor by the Community spokesman — namely, that 
under the écrêtement formula the EEC would forego the right to 
except any tariff from automatic reduction if others would do the 
same. Since it was public knowledge that US legislation made 
some exceptions mandatory, it was clear that the Community's 
challenge would not be accepted. 
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The May 1963 Ministerial Meeting 

In late May 1963, the Contracting Parties met at the ministerial 
level in an effort to resolve the many differences that had emerged 
over the rules for the Kennedy Round. One of their most pressing 
tasks was to find a solution to the problem of tariff disparities. 

The chairman of the conference was Hans Schaffner, Federal 
Counselor of Switzerland. Christian A. Herter, who had been ap-
pointed by President Kennedy as his Special Representative for 
Trade Negotiations, led the delegation for the United States. The 
European Economic Community was represented by Commis-
sioner Jean Rey. The United Kingdom was represented by Fred-
erick Errol, President of the Board of Trade. The two most influen-
tial member states of the EEC, France and the Federal Republic 
of Germany, sent, respectively, Giscard d'Estaing, Minister of Fi-
nance, and Ludwig Erhard, Minister for Economy. 

Among the governmental representatives, the position of Erhard 
was a pivotal one. West Germany as a nation and Erhard as an in-
dividual were as interested as the United States in a major liberal-
ization of trade, at least in industrial products. And Germany, 
while more limited than France in its freedom of action, occupied 
a position of political and economic importance in the Commu-
nity that gave it powerful leverage if it was prepared to use it. In 
April Germany had used this leverage to obtain agreement in the 
EEC council to a program for the synchronization of future steps 
toward the completion of common economic policies within 
the Community.8 This decision made further progress in the devel-
opment of a Common Agricultural Policy and the Association of 
African States — major demands of France — dependent on 
progress in other fields, including positive participation in the Ken-
nedy Round. At the May 1963 ministerial meeting, Erhard was in 
a position to invoke this agreement in his dealings with D'Estaing. 

The treatment of "tariff disparities," though not necessarily 
more important than other areas of disagreement faced by the 
ministers, was the most contentious. This was the issue over which 
the ministerial meeting appeared, at various points, close to total 
collapse. Both the European and the American press sensed this 
possibility. Calculated press leaks and delegation press confer-
ences became standard tools of negotiation. Headlines used the 
vocabulary of conflict. The words "clash," "crunch," and "dead-
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lock" were frequent. The Observer of May 18 led its story with 
"the SIX against Herter." The Journal de Genève9 used the lead " le 
dessein de Gaulle s 'oppose au dessein de Kennedy." A correspon-
dent of the Christian Science Monitor wrote "a French spokesman 
has remarked that this is the crucial meeting of the United States 
with the realities of a new economic situation in which Europe 
has again at least equal power."10 

The issue over tariff disparities no longer pivoted about the 
écrêtement proposal. Early in the ministerial meeting, EEC spokes-
men made it clear that they would not insist on écrêtement for 
bringing disparate tariff rates closer together. The United States 
also moved a bit from its earlier position and agreed that there 
might be cases in which a disparity would justify departure from 
percentage equality in tariff reductions. But desertion of their 
former positions still Left the two major protagonists far apart. The 
United States, with substantial support from others, insisted that 
the basic rufe should be equal linear cuts. Any deviations would 
require clear evidence that a disparity between the respective 
rates on the same product was such that equal cuts could not 
achieve reciprocity. The EEC, however, demanded that disparities 
be dealt with by some formula that would be automatic and not 
subordinated to qualitative appraisal. 

That was where the disagreement remained until the ministers 
achieved the semblance of a truce by a judicious mixture of those 
two most valuable instruments of diplomacy: postponement and 
ambiguity. 

The Ministerial Compromise of 1963 

Although the compromise was generally credited to Erhard, the 
executive secretary had played a leading role; it was precariously 
reached in two postmidnight sessions among the main protagon-
ists. The ministers decided that " in those cases where there are 
significant disparities in tariff levels, the tariff reductions will be 
based upon special rules of general and automatic application."11 

This language, standing alone, would have been too flagrant a 
postponement of the issue. For its force hinged on the meaning of 
"significant." Was significance to be measured by an arithmetical 
comparison of tariff levels or by economic criteria? The fact that 
the ministers also agreed to instruct the Trade Negotiations Com-
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mittee to propose criteria was, of course, no solution. That com-
mittee would have to be given guidance or the whole debate 
would have had to be renewed from the beginning. But it was 
typical of the temper of the meeting, and of the resistance by 
each side to any formulation proposed by the other, that the 
answer, though negotiated in advance, had to be attributed to a 
ruling by the chairman and not incorporated in the text of the reso-
lution attributed to the ministers themselves. Thus, appended to 
the document recording that resolution was the following quo-
tation from the chairman: "the Chairman understands that.. . 'sig-
nificant' means 'meaningful in trade terms,' and that this is accept-
able . . . the purpose of the special rules mentioned . . . is among 
other things to reduce such disparities and this is acceptable." 

The American negotiators had gained their principal point. No 
mathematical formula could be substituted for economic criteria 
in determining whether a disparity was "meaningful in trade 
terms." Therefore, the automatic application of the rules referred 
to in the body of the resolution could only refer to the manner 
of dealing with those disparities that survived the process of 
identification and not to that process itself. 

After the ministerial meeting, the battle shifted to the Trade 
Negotiations Committee, where it continued with undiminished 
spirit for most of another year. But the ministers' decision had 
made it possible to divide the debate into two parts: the first, 
and much the easier, was over the formula for the identification of 
those disparities large enough to be worth considering; the second 
was based on reaching agreement on criteria that could be used 
for eliminating, from among these prima facie disparities, those 
that did not meet the test of economic significance. 

The "30:10" Formula 

The first proposal made by the Community to the Trade Negotia-
tions Committee for the prima facie identification of significant 
disparities was to include all cases in which the higher tariff of 
the pair being compared was 30 percent more ad valorem, and 
there was a difference of at least 10 percentage points between it 
and the lower tariff. Initially, this proposal would have required a 
comparison of all tariffs of each linear participant with those of all 
others, but before long the EEC sought to increase its acceptability 
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by suggesting that it be limited to a comparison of the tariffs of 

certain " key participants": the United States, EEC, and the United 

Kingdom. In thus focusing its fire on the allegedly higher tariffs 

of the United States and the United K ingdom and ignoring the 

many high tariff rates of others, especially Japan, the architects of 

the disparity formula may have hoped to drive a wedge between 

the "Ang lo -Saxons " and the rest. But this modification failed to 

gain the adherence of either Japan or the smaller EFTA countries. 

For they stood to lose as much as others if, as a result of disparities 

between the CXT and the tariffs of the United States and the 

United Kingdom, the EEC should be excused from deep tariff re-

ductions on hundreds of tariff positions. 

In a paper submitted to the work ing party, the UK delegation 

analyzed the effects of the EEC proposal. Consider ing only a 

comparison between EEC and US rates, it found that 557 subhead-

ings in the CXT of the Communi ty wou ld qualify as prima facie dis-

parities under the " 3 0 : 10 " formula. But, it argued, the C o m m u -

nity's rationale for raising the issue had been to avoid the loss of 

bargaining power that might occur if it and the United States were 

to reduce these tariffs by the same percentage. This rationale 

was inapplicable in the many cases in which the Communi ty was 

not a substantial importer from the United States. The British 

delegation was able to identify only some 190 products in which 

at least 20 percent of the EEC imports came from the United 

States and also amounted to as much as $50,000. For the rest, it 

pointed out the bizarre situation that wou ld follow if the EEC 

and third countries should maintain relatively high duties against 

each other for no better reason than the existence of a still higher 

US tariff, even though the United States might not be a material 

exporter of the goods in question. The conclusion, of course, was 

that any automatic formula could be ludicrous, and its cumulative 

effect severely restrictive, unless each case was subjected to care-

ful screening based on an examination of the actual effects that 

could be expected to follow from an equal reduction of disparate 

tariffs. 

Switzerland carried the British analysis further and illustrated 

the potential impact of the Community ' s formula on innocent by-

standers. The Swiss representative claimed that, of the 190 po-

tential disparity cases in wh ich the United States was an important 
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supplier to the Community, in 27 cases the principal supplier of the 
product was the United Kingdom and in 20 cases, Switzerland. 
Swiss exports to the Community endangered by the proposed 
disparity formula amounted to $176 million annually. 

"Double Ecart" Formula 

Of course, some of the limiting effects of the "30:10" formula, 
especially the adverse impact on the interests of third countries 
such as Switzerland, could be ameliorated if the list of prima facie 
disparities that emerged were to be subjected to a rigorous ex-
amination to determine their economic significance. The effort to 
find agreement on criteria that could be more or less automatically 
applied in such an examination soon claimed the principal atten-
tion of the negotiators. 

But before the debate over economic criteria could be carried 
far, the Community withdrew its "30:10" proposal and replaced it 
by a new formula. Under this so-called "double écart"™ test, the 
30 percent minimum to be applied to the higher rate was replaced 
by a ratio of 2:1 between the rates being compared. To qualify as a 
prima facie disparity, the higher rate had to be at least twice the 
lower, and the spread between them at least 10 ad valorem per-
centage points. In the case of semiprocessed goods, however, the 
latter requirement would not have to be met. 

There is no evidence that the Community's new formula was in-
tended as a concession either to other "key" countries or to third 
countries whose interests were threatened. It is true that, for cases 
in which the higher rate was 30 percent or above, the new formula 
would have identified somewhat fewer disparities than the earlier 
formula. But in cases where the higher rate was below 30 percent 
many prima facie disparities would have been identified that 
would have been eliminated from consideration under the 
"30:10" formula. Even rates as low as 10 percent might qualify as 
"high," and in the case of semiprocessed goods there was no 
lower limit. 

In an effort to appraise the effects of the new and older formulas 
suggested by the Community, a fact-finding group was established. 
Considering only the disparity claims that could be made by one 
of the three major negotiators against another, it concluded that 
the double écart formula would permit the invocation of dispari-
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ties in many more cases than wou ld the " 3 0 : 10 " formula. It also 

concluded that under double écart the EEC wou ld appear to be 

able to invoke prima facie disparities for about half the headings in 

the industrial sector of the C o m m o n External Tariff.13 

Whatever may have been the reason for this new proposal by 

the community, the Trade Negotiations Committee recorded that 

most of the other participants preferred a "cutoff," that is, a stan-

dard rate below which no tariff wou ld be considered " h i g h " for 

purposes of identifying a disparity.14 However, the committee al-

lowed the Communi ty ' s new proposal to lie on the table while 

they turned their attention to the more important question of the 

qualitative criteria to be used in reducing to manageable size the 

number of "mean ing fu l " cases to be identified from among the 

formidable number of prima facie disparities revealed by either 

formula. 

The Qualitative Criteria 

The formulation of criteria to be used in determining whether a 

disparity was actually "meaningful in trade terms" was bound to 

be difficult, since most of the participants disputed whether there 

was any economic reason for taking disparities into account. H o w -

ever, accepting the rationale on which the Communi ty had placed 

the greatest stress — namely, the loss of future bargaining power 

that wou ld be suffered by the lower-tariff country if disparate tar-

iffs were reduced equally — they vied with each other in propos-

ing criteria to be used in reducing the list of disparities to workable 

proportions. If all of these criteria had been accepted, a disparity 

wou ld have been automatically excluded from special treatment 

where any one of the fol lowing circumstances existed: 

1. the low-rate country imported little or none of the product 

concerned; 

2. the high-rate country imported substantial quantities of the 

product in spite of its higher tariff; 

3. the low-rate country had no domestic production; 

4. the high-rate country was not the principal supplier to the 

low-rate country; 

5. a "third country" participant was a major supplier to the low-

rate country. 
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The Community, more anxious than the others to reach agree-
ment on a disparity formula, went part way toward meeting the 
general demand that the list of prima facie disparities be narrowed 
by some qualitative criteria. In its counterproposals, however, it 
accepted only the less important of the criteria proposed by the 
others. A disparity would be eliminated from consideration where 
there were no imports, or only negligible imports, into the low-
rate country, provided this condition did not result from the main-
tenance of quantitative import restrictions by the low-rate coun-
try; or, where the low-rate country was not a producer of the prod-
uct and had no short-term plans to undertake production. 

In addition, the Community indicated that it would be prepared 
to discuss with third countries whose trade prospects were threat-
ened by the invocation of a disparity the possibility of limiting the 
adverse effects on them. A similar offer to consult was also prof-
fered to a high-rate country in those cases where it imported sub-
stantial amounts of the product from the Community at existing 
tariff levels. 

These counterproposals were generally attacked as inadequate. 
The qualification regarding quantitative restrictions would "re-
ward" the low-rate country for the maintenance of a form of trade 
restriction outlawed by the GATT. The offer to consult affected 
third countries did little to reassure them, as there was no way of 
knowing in advance what reciprocal concessions might be de-
manded of them as the price of obtaining the linear reduction of 
tariffs on products of special interest to them. And to the "key 
countries," the same offer raised the specter of special bilateral 
deals which might damage their interests or the Kennedy Round 
as a whole. The United States, supported by Japan, Norway, Swe-
den, Switzerland and the United Kingdom, also vigorously op-
posed the offer to consult with the high-rate country where its im-
ports of the product were already substantial and demanded that 
this criterion be automatically applied, taking into consideration 
imports from any source and not simply those from the low-tariff 
country. 

The only EEC offer that was accepted as meeting one of the de-
mands of the majority, though even this somewhat warily, was the 
offer to exclude products which the community neither produced 
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nor had any present intention of producing. So far as the mathe-
matical formula for identifying prima facie disparities was con-
cerned, opposition to the community's proposal concerning semi-
processed products — that only the relative height of the two tar-
iffs be considered and the requirement of a 10 percent ad valorem 
spread not apply — continued unabated. The effect of this pro-
posal would have been to make disparity treatment possible even 
in cases where the spread was absurdly small, as, for example, be-
tween rates of 3 and 1.5 percent. 

Treatment of Disparate Rates 

Throughout most of the debate over the identification of dispar-
ities, it had generally been assumed that when a disparity had been 
accepted as "meaningful in trade terms" the treatment originally 
proposed by the Community would be applied: namely, that the 
lower rate need only be reduced by half the standard reduction, 
this is, by 25 percent if the linear reduction should be 50 percent.15 

Nor were the majority, which remained unconvinced of the under-
lying logic behind any special treatment of disparities, greatly con-
cerned by the fact that so simple a formula might have ludicrous 
results. For example, it was at least theoretically possible that the 
rates of the three key countries on the same product could be 
such that two of them could claim a disparity vis-à-vis the highest 
rate country and each would then have the right to reduce its tar-
iff by only 25 percent even though one of the two might have had 
a right to claim a disparity against the other. Even if its basic prem-
ise were accepted, the plan lacked internal logic. To forestall criti-
cism on these grounds, the EEC submitted a proposal for a sliding 
scale of duty reductions in which the depth of cut by the low-rate 
country would depend upon the ad valorem level of its existing 
rate; the reduction of the lower rate would range from 15 percent, 
for rates already below 6 percent ad valorem, to 35 percent for 
rates between 25 percent and 30 percent ad valorem. This proposal 
was not a reversion to écrêtement. For the suggested deviations 
from the 50 percent, linear reduction would have applied only 
where the existence of a disparity, in comparison with the rate of 
another key country, had been established. 

The Community 's sliding-scale formula added one more element 
of disagreement to be carried forward to the opening of the Ken-
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nedy Round. While the majority conceded that this formula might 
be revised so as to be workable, it was criticized both on the 
ground that it did not itself fully avoid anomalies16 and that it 
would result in an even lower average tariff reduction than the 
rough-and-ready 50-25 percent formula. But any accurate calcula-
tion of the overall results depended on what rules were agreed for 
identifying disparities, and the debate was suspended. 

The Ministerial Meeting of 7964 

In May 1964, the Trade Negotiations Committee met at minis-
terial level for the formal opening of the Kennedy Round in an 
atmosphere that was far from cheerful. Since May of the previous 
year it had cleared up a number of minor differences over the ne-
gotiating plan, but no progress had been made in the two most im-
portant areas: agriculture, which will be discussed in another chap-
ter, and the form that linear tariff cuts should take. In the latter 
area, tariff disparities were at the heart of continued and total dis-
agreement. 

The prospects of reaching agreement on the disparity issue 
looked as remote as a year earlier, unless a way could be found to 
move the debate from the plane of abstraction and principle to 
one of concrete negotiation. This course was suggested by the 
executive secretary: "agreement has not yet been reached on those 
important elements in the negotiating plan, and I would cite in 
particular the question of tariff disparities and the rules regarding 
agriculture. This is disappointing and it would be foolish to pre-
tend otherwise. However, we have found that in the course of try-
ing to elaborate negotiating rules we have inevitably been led into 
some of the basic issues which need to be resolved in the negotia-
tions themselves."17 

The principal protagonists were so deeply dug into their respec-
tive positions that retreat by either side would have involved an 
unacceptable loss of face. The only possible solution was to bypass 
the abstract issue of disparities and leave it to be fought out later if 
necessary in the negotiations that were to take place over the ex-
ceptions lists. The Committee agreed to this procedure, with both 
sides reserving their positions concerning disparities. It is true that 
they also agreed to cooperate in a continued effort to resolve their 
differences. But the Committee decided that exceptions lists 
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should be tabled on September 10, 1964, that these exceptions 
should be held to a bare minimum, that they should be limited to 
cases that were necessitated by reasons of "overriding national in-
terest," and that they should be subject to "confrontation and jus-
tification."18 This decision effectively precluded any chance, prob-
ably nonexistent in any case, that there would ever be agreement 
on automatic rules governing the handling of tariff disparities. If 
the issue remained alive at all, it could only arise on a case-by-case 
basis in the negotiation of the exceptions lists and the search for 
reciprocity to which all participants continued to give their alle-
giance. 

The Community had fought hard for a general rule. It had been 
outnumbered. And, while not admitting defeat, it had demon-
strated its interest in the negotiations by bowing to the majority. 
The true negotiations would not begin for another six months, but 
by May 6, when the committee reached its decision, it was clear 
that there would be a Kennedy Round, at least so far as the tariffs 
on industrial products were concerned. 

Other Rules for Linear Reductions 

The disparity issue, though by far the most difficult problem en-
countered in drawing up the linear rules, was not the only one. 
When the Trade Negotiations Committee met in May 1964 it was 
able to solve some issues that had been contested from the start, 
but more often it used the same technique as in the case of dis-
parities and left the issue to be fought out in the negotiations that 
were to follow. The procedural compromise that was arrived at for 
dealing with the depth of the linear cut accomplished its purpose 
of bypassing an issue that was more formal than real. But the other 
issues discussed below were only temporarily shelved and per-
sisted as problems through much of the Kennedy Round. 

Depth of Linear Cut. One of the curiosities of the May decisions 
was that they did not succeed in elevating the 50 percent target 
for linear cuts to a firm undertaking. If there had actually been 
much doubt about it, the decision to table exceptions lists would 
have been meaningless. Nevertheless, the EEC continued to with-
hold its formal approval, presumably in the hope of increasing the 
credibility of its reservation concerning disparities. The formula 
adopted was that "exceptions lists will be tabled on the basis of 
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the hypothesis of a 50 percent linear reduction."19 This could only 
mean that the failure to list a product as an exception would be 
the equivalent of an offer to cut the tariff in half. But, as will be 
seen later, it did not preclude offers of less than 50 percent on par-
ticular products so long as they were made explicit either at the 
time of tabling exceptions or in the subsequent bargaining for 
reciprocity. 

Base Dates. If linear reductions were to be made, it would have 
been logical that they should be made from the rates in force on a 
single date applicable to all. Such a date should also, logically, 
have been late enough to include the results of the Dillon Round 
but early enough to prevent participants from raising their un-
bound rates before the base date for bargaining purposes. As so 
often proved to be the case, however, not all participants were 
prepared to accept the logic of the linear approach. The difficulty 
arose in the case of rates not already bound and rates on which 
bindings had been granted at higher rates than were actually in 
force. Within both these groups there were cases in which a coun-
try had "temporarily" reduced or suspended a duty. To such a 
country it seemed logical that its tariff reductions should be based 
on its permanent or statutory rate. Similar reasoning influenced 
countries that in previous negotiations had reserved the right to 
raise a rate to a specified level but had not yet exercised that right. 

Both the EEC and Sweden argued against the use of actual rates 
in those cases. In fact, the issue had no great importance except in 
one case, that of the tariff rates of the European Coal and Steel 
Community. Although this problem remained to add to later ne-
gotiating problems, the committee again decided, probably wisely, 
that it could not be solved in the abstract and that "it would be 
left to each participating country to propose the basis for its own 
cuts."20 If its proposal were not acceptable to others, that would 
be one more issue to be resolved in the negotiations. 

US Exclusions and the Problem of Petroleum 

From the beginning of the discussion of the linear rules, the 
United States took pains to avoid the need for including petroleum 
in the calculation of its total exceptions. The administration was 
precluded, by Section 225(a) of the Trade Expansion Act, from 
offering a tariff concession on petroleum or on those petroleum 



202 Sparring over the Rules 

products subject to import quotas imposed for "national security" 
reasons. Venezuela, the largest supplier, was neither a GATT Con-
tracting Party nor a participant in the Kennedy Round. Canada also 
was an interested supplier but, as a contiguous neighbor, received 
favored quota treatment. In any event, as a nonlinear participant, 
Canada was not in a position to influence the rules that would 
apply to exceptions lists. The United States, therefore, was em-
boldened to propose that a country might exclude from its linear 
cuts products principally supplied by nonparticipants without in-
scribing these products in its exceptions list. 

Although the proposed rule could not have any practical effect 
on the negotiated results, this effort at window dressing by the 
United States received little support. But, like other issues, it never 
became the subject of a formal decision. When exceptions lists 
were finally tabled, the United States adopted the rule it had pro-
posed; others did not. About the only result was to remove from 
the area of discussion, at least on the part of the United States, a 
sector involving very substantial trade but one in which the height 
of the US tariff was not of serious interest to its negotiating part-
ners. 

Scope of the Linear Negotiation 

By far the most important question raised by the linear approach 
was whether it should apply to all tariffs, subject to exceptions, or 
only to the tariffs on industrial products. But a discussion of this 
issue primarily involves the position of agriculture in the negotia-
tions. 



10 

Agriculture 

Before the ministerial meeting in 1963, the full extent of the differ-
ences concerning the part of agriculture in the negotiations had 
not come to the surface. The EEC had been unable to resolve its 
interna! differences over the form and timing of its Common 
Agricultural Policy; accordingly, its spokesmen, while not inhibited 
from opposing the proposals of the agricultural exporters, were not 
in a position to advance counterproposals.1 

The initial position of the principal agricultural exporters, such 
as the United States, Canada, Australia, and New Zealand, was at 
best visionary: agricultural tariffs should, like industrial tariffs, be 
subjected to across-the-board reductions of 50 percent. The ex-
ecutive secretary had earlier taken a more realistic position when, 
in his suggestions to the working party, he had drawn a distinction 
between those agricultural products that were protected only by 
tariffs and those in which other forms of protection or support 
were dominant. The exporters had some logic on their side when 
they argued that the elimination of nontariff barriers should sup-
plement, but could not be a substitute for the reduction of agricul-
tural tariffs. But, as the later debates showed, this position ignored 
the interrelationship between the nontariff measures maintained 
by exporting countries and the protective policies of importers. 
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To the large agricultural importers, determined to preserve at 

least a part of their indigenous farm production, the case for linear 

tariff reductions was not persuasive. The United k i ngdom and 

Japan were not prepared to cut agricultural tariffs as a whole by 

the 50 percent projected for industrial tariffs. The EEC had more 

complex reasons for v igorous opposit ion to the inclusion of agri-

culture in any linear assault on tariffs, whatever the depth of cut. 

The six saw in the proposal to reduce and bind all agricultural tar-

iffs a threat to the use of the variable levy system, and, therefore, an 

attempt to undo the results of the "Article XX IV : 6 negotiations" in 

which the Communi ty had withdrawn the bindings granted earlier 

by member states on products for which a C o m m o n Agricultural 

Policy was projected. 

Since the original position of the exporters was clearly an im-

possible one, they tacitly abandoned it fairly early in the discus-

sions of the committee, at least for those agricultural tariffs which 

the EEC had not re-bound in the " X X I V : 6 negotiations" settlement. 

In its place the United States, with the support of other exporters, 

proposed, first, that those agricultural tariffs which the EEC had not 

explicitly reserved from the " X X I V : 6 negotiations" should be sub-

ject to the linear tariff reduction; and, second, that negotiations on 

the reserved items should be postponed until the EEC had formu-

lated its regulations. But, in the meantime, the Communi ty should 

provide interim assurances that the existing level of imports into 

the C o m m o n Market of those products wou ld not be permitted to 

decline as a result of the protective measures, often including vari-

able levies, that the member states had adopted pending the for-

mulation of Communi ty regulations and c o m m o n prices.2 

The Communi ty ' s delegation did not, however, permit itself to 

be trapped by the logic of its position. In spite of its failure to ob-

tain even tentative instructions from the council, it had two good 

reasons for resisting any effort by the exporters to break the im-

passe so simply. Probably the less important of these reasons was 

the knowledge that Italy was dissatisfied with the position ac-

corded to fruits and vegetables in the agricultural plans of the 

commiss ion and of the other member states. Tariffs on fruits and 

vegetables had not been unbound in the "Article XX IV: 6 negotia-

tions," but Italy was still trying to persuade its partners that it was 

entitled to the same impregnable position for its principal agricul-
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turai products that France was to receive for cereals and animal 
products. Until this internal disagreement could be resolved, the 
Community's negotiators were hardly in a position to prejudge the 
outcome by accepting so clear a distinction between agricultural 
products already reserved for the CAP and others. 

Probably a more important reason for refusing to accept the po-
sition of the exporters was that the commission was in the course 
of developing an original approach to the agricultural negotiations 
— an approach that would shift the emphasis away from import 
protection and focus attention on the entire range of controls and 
supports affecting agricultural production and trade. 

"Montant de Soutien" is Foreshadowed 

Irr late 1962 and early 1963, the commission's embryonic plan 
for the agricultural negotiations had not yet been revealed, if, in-
deed, it had already been fully formulated. But in informal conver-
sations representatives of the commission and France made clear 
their adherence to the philosophy that had been enunciated at the 
1961 GATT ministerial meeting by the French representative. In 
simple terms, this was that world agricultural prices did not reflect 
the free play of market forces and could not be made to reflect this 
simply by the removal of barriers to imports. All countries, includ-
ing the major exporting countries, controlled the prices of the 
agricultural products with which they were most concerned. Ne-
gotiations that addressed themselves only to restrictions by im-
porters would be dealing with but part of the problem affecting in-
ternational agricultural trade. The solution proposed was to raise 
world prices to a level that would permit producing countries to 
maintain production without subsidy and that would commit all 
countries to defend those prices through both- thek import and 
export policies.3 

Agricultural "Croups" 

By the eve of the ministerial meeting the working party had only 
been able to agree that agriculture as a whole "presented special 
problems." There were, however, two limited sectors of agricul-
tural trade for which procedures for the negotiations, if not their 
objectives, had been formulated. In these cases some progress had 
been possible because the commission and France had together 
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established the direction in which they wished to move. French 
spokesmen had for some time made it clear that their approach to 
the solution of problems in agricultural trade was based on the ne-
gotiation of commodity agreements that would control competi-
tion and subordinate it to what was euphemistically called "organ-
isation du marché."4 As was to become clear from Commissioner 
Mansholt's later initiatives, this approach was also embraced by 
the commission; the Community's delegation made it clear that its 
demand for a postponement in the adoption of rules for the nego-
tiation of agricultural tariffs did not prevent it from exploring the 
possibility of comprehensive commodity agreements in key agri-
cultural sectors. 

While their objectives bore little resemblance to those of the 
commission, the major exporting countries welcomed the chance 
to move the discussions on agriculture from the abstract to the 
concrete. It was possible that the agreements that gave some satis-
faction to the commission's desire to control competition and to 
limit the use of price supports and subsidies by exporting countries 
might also provide some assurance of continued access to the mar-
kets of countries that were still net importers. In any event, if a start 
could be made in this direction, it would represent the first breach 
in the defensive position of the Community. It was comparatively 
easy for the working party to reach agreement on a recommenda-
tion: that two ad hoc groups be established to explore the possibil-
ity of arriving at some sort of global "arrangement," in cereals and 
meats, respectively, possibly to be followed later by similar groups 
for other agricultural sectors. This was the extent of the progress 
the working party was able to report to the meeting of ministers in 
May 1963. It had to report failure to reach agreement on most of 
the important issues that would have to be resolved before the rest 
of agriculture could be included in the negotiations: interim as-
surances by the EEC on CAP items; the manner of dealing with 
non-CAP items; and the depth of tariff cuts, if any. 

The Ministerial Meeting of 1963 

The meeting of GATT ministers in May 1963 failed to resolve any 
of these issues. The Community remained deadlocked over impor-
tant details of the CAP. Germany was either unable or, because of 
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the weak competitive position of high-cost German farmers, un-
willing to press EEC council to provide the commission with a 
less defensive mandate. The exporters, while maintaining a united 
front on the necessity for reducing barriers to agricultural trade, 
were also unable to agree on the details.5 The principal accom-
plishment of the meeting was to obtain the formal acknowledg-
ment of the protagonists that they had abandoned some of the 
more extreme salients of their initial positions. Governor Herter 
agreed that, for those products in which commodity groups had 
been formed, the United States would be willing to deal with more 
than the question of market access. "My government is prepared 
to negotiate within the context of such agreements its production, 
price, export and import policies on a reciprocal basis."6 And the 
EEC, without commitment as to how it was to be achieved, ap-
peared to agree that "access" was to be one of the objectives of 
the general negotiating plan. The concluding resolution of the min-
isters gratefully turned over to the Trade Negotiations Committee 
the responsibility to "elaborate a trade negotiating plan" and to 
seek agreement, among other things, on "the rules to govern, and 
the methods to be employed in, the creation of acceptable con-
ditions of access to world markets for agricultural products in fur-
therance of a significant development and expansion of world 
trade in such products." The ministers also decided that: "the Spe-
cial Group on Cereals and Meats shall convene at early dates to 
negotiate appropriate arrangements and a Special Group on Dairy 
Products shall be established."7 

The task assigned to the Trade Negotiations Committee was 
formidable. In mid-1963 all progress was still blocked by the re-
fusal of France to agree to grant the Commission any negotiating 
authority in the field of agricultural products until the common 
prices of grain in the Community and the date for putting those 
prices into effect had been agreed upon among the member 
states.8 Even if the internal problems of the Community were 
solved, there was no assurance that France would agree to tariff 
reductions. In June, the French Minister of Agriculture, M. Pisani, 
told a group of agricultural journalists at Grignon that negotiations 
on agriculture should take place not in the GATT but in an ad hoc 
agricultural conference.9 However, this potential irritant to US-
Community relations passed virtually unnoticed in the atmosphere 
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of suspicion and contention that had already been generated by 
the "Chicken War," then nearing its climax.10 

In November 1963, the European commission made an effort to 
solve the internal and external deadlocks simultaneously. It pro-
posed to the Community's Council of Ministers, and announced 
to the press, two proposals dealing with agriculture, which came 
to be known as "Mansholt I" and "Mansholt II."11 The first of these 
proposals was only indirectly concerned with the Kennedy Round, 
though one of its advantages, according to the commission, was 
that its acceptance by the council would make possible the start 
of agricultural negotiations in Geneva.12 

The Mansholt Plans 

"Mansholt I" was a proposal to establish common Community 
prices for cereals promptly and in one step and to make this ac-
celeration politically possible for the member states whose prices 
would have to be reduced in order to reach the common level. 
This was to be accomplished by compensating their farmers by 
direct payments out of Community funds.13 The claim that accept-
ance of this proposal by the member states would facilitate nego-
tiations in the Kennedy Round proved to be unduly sanguine. It is 
true that some settlement of outstanding differences within the 
Community was a prerequisite to any international negotiation 
affecting agriculture, but any solution acceptable to all member 
states of the EEC was sure to erect new obstacles to an agreement 
between the Community and other countries interested in access 
to the Common Market. 

There can be little question that the commission used the favor-
able attitude of some of its members toward the Kennedy Round as 
a spur to obtain their agreement to the first of Commissioner Man-
sholts proposals. But the two proposals together contained fea-
tures designed to appeal not only to those who wanted a success-
ful Kennedy Round but also to those who would be satisfied if, at 
least in the agricultural field, it came to little. 

"Mansholt II" 

Although the commission had exposed its GATT negotiating 
plan to the press in November 1963, it was not considered by the 
EEC council until December. Together with the instructions to the 
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commission concerning the industrial side of the Kennedy Round 
negotiations, Mansholt II was the subject of bargaining in the 
council, which ended only two days before Christmas with a pack-
age deal. As has so often been the case with Community dead-
locks, Germany yielded to France, both on the internal issue con-
cerning the financing of the Community's agricultural fund and on 
the mandate for the GATT negotiations.14 While not all of the 
commission's proposals survived the council meeting in their ori-
ginal form, the negotiating proposal for agriculture was not 
changed in any material respect, and it was formally submitted to 
the Committee on Agriculture of the Kennedy Round in February.15 

The community's proposal for negotiating on agricultural prod-
ucts consisted of two distinct elements: a method of measuring 
the margin of protection or support provided by each country to 
its agricultural producers; and a proposal that a binding of those 
existing margins take the place of the negotiation of customs 
duties. 

The "Montant de Soutien" 

The first of these elements, generally called in English "the 
margin of support," became better known by its original French 
formulation, montant de soutien. To use the words of the Com-
munity's spokesman: "The margin of support for a given agricul-
tural product is equal to the difference between the price of the 
product on the international market and the remuneration actually 
obtained by the national producer."16 

This conceptually simple yardstick, applied to the agricultural 
price structure of each participating country, was intended to pro-
vide a means of cutting through the maze of tariffs and nontariff 
barriers, price supports, and export subsidies, and to establish a 
common base from which negotiations could commence. From 
the point of view of the Community, pressed by the United States 
and other exporters to put its tariffs and variable levies on the ne-
gotiating table, it had the advantage of directing attention to the 
support mechanisms employed by others, especially the export 
subsidies and import quotas of the United States. It served to 
dramatize the Community's thesis that the level of protection re-
quired by the EEC was affected by the extent to which other coun-
tries produced or exported at prices that were determined by other 
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than free market forces. But as a yardstick that could be applied in 
actual practice it had serious deficiencies. Its economic validity de-
pended on the existence of a truly competitive world price for pur-
pose of comparison. But existing world prices for the major agri-
cultural products were themselves influenced by the domestic 
price support and subsidy measures employed by exporting coun-
tries and the protective devices employed by importing countries. 

To this theoretical weakness in the approach were added the 
practical difficulties arising out of the wide variety of grades and 
qualities and differences in the degree of preparation for market 
that exist for each of the products concerned. 

The Negotiating Plan 

In spite of these difficulties, the proposal to reduce to a common 
denominator all governmental measures that influence price and 
to obtain a rough gauge of the resulting distortion by measuring 
the difference between world and domestic producer prices had 
much to recommend it. If the proposal had been to negotiate 
"margins of support" downward and to bind the result firmly, it 
is conceivable that it might have been accepted even though it 
would have involved a radical departure from previous negotiat-
ing methods and would have disturbed deeply entrenched domes-
tic policies. But what ensured that Mansholt II would meet with 
violent opposition from the exporters was that the Community 
proposed that the montant de soutien be used not as a basis for 
further negotiations but as a substitute for them. Tariff bindings 
would have been replaced, in effect, by a binding of minimum 
import prices, which each country would remain free to defend 
by any level of import protection required for the purpose. The 
Community 's proposal contained the following elements:17 

1. Each participant would " b i nd " against increase during a 
three-year period its margin of support for each product, that mar-
gin being defined as the difference between the remuneration ac-
tually obtained by the national producer and a "reference price." 
The reference price was to be either: the price on the interna-
tional market; or, a price negotiated between the contracting par-
ties concerned " in the event that recorded prices do not seem 
satisfactory." 

2. If actual offering prices at the border should fall below the 
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"reference price," protection at the frontier could be increased to 
the extent necessary to maintain the price received by domestic 
producers from which the original margin was calculated. 

3. Unlike bindings resulting from other tariff negotiations, the 
binding of the montant de soutien would be reviewed after three 
years in order to make "any necessary adjustments." 

In the course of the intensive discussions that followed, some of 
the obscurities in this proposal were elucidated by the commis-
sion, but none in such a way as to make it more attractive to the 
exporting countries, which still hoped that the Kennedy Round 
would bring a reduction in agricultural protection. The most im-
portant clarification was that relating to the possible negotiation 
of a reference price. Since the Community had suggested that the 
reference price need not necessarily be the world price, hope was 
entertained for a while that the protective effect of the system 
could be limited by negotiation. If the margin between the refer-
ence price and the price received by domestic producers, were 
bound and the reference price then negotiated downward, the 
effect would be to reduce the level of the price support and to 
limit the stimulation that would be afforded to uneconomic do-
mestic production. In response to questions on this score, how-
ever, the commission made it clear that, at least so far as products 
subject to the Common Agricultural Policy were concerned, it 
was improbable that the Community "would be able to go further 
than to bind the situation resulting from the Common Agricultural 
Policy."18 

With this further clarification, it became clear that the Com-
munity's negotiating plan was not in fact a proposal for negotiating 
the "margin of support." What was proposed was not a negotiation 
but the freezing of the status quo. And the status quo to be frozen 
was not the "margin of support" but rather the level of remunera-
tion to domestic producers. The margin of support was simply 
another name for the variable levy. 

In the debate set off by "Mansholt II," the depth of the philo-
sophic difference between the Community and most other nego-
tiators became clearer than it had been when the Kennedy Round 
was proposed. Thus, when the US delegation objected to the 
Community's proposal that the margin of support be altered if 
world prices should change, the commission replied that exporting 
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countries could avoid any increase in the Community's levy if they 
discharged their obligations to observe the reference price and to 
refrain from offering products at lower prices.19 Since the Com-
munity proposed this quasi binding of the montant de soutien as 
the universal method of dealing with agriculture in the Kennedy 
Round, the US delegation objected that its adoption would extend 
the variable levy system far beyond those products earmarked for 
the Community's Common Agricultural Policy, to include even 
those for which the EEC had bound fixed tariffs in the Dil lon Round 
negotiations. The Community, for its part, accused the United 
States of rejecting the Mansholt Plan because it was unwilling to 
include American domestic agricultural policies in the negotiating 
process. 

Some of the heat generated by this debate resulted from the 
failure of either side to state its proposals with precision. For ex-
ample, the US delegation, seeing that the variable levy system 
could not itself be dislodged, attempted to preserve the existing 
share of US exports in the European market by proposing that the 
Community permit imports to compete for a stated share of the 
EEC market. This was interpreted by some Community spokesmen 
and by most of the European press as American insistence on a 
"guaranteed share" of the European market. For its part, the Com-
munity, influenced by disagreement among its members concern-
ing the ultimate limits of the variable levy system, made no effort 
to dispel the impression that it was proposing to extend it through-
out the agricultural sector. 

Deadlines Missed 

The meeting of the Trade Negotiations Committee in May 1964, 
intended to signal the formal opening of the negotiation, was able 
to do little more in the field of agriculture than confirm its failure 
to agree on negotiating rules. " In view of the importance of this 
subject to the success of the negotiations," it added optimistically, 
"the necessary rules and procedures shall be established at an 
early date."20 That was all, except to note that negotiations had 
been initiated in the cereal and meat groups "with a view to the 
formulation of general arrangements."21 

During that spring and summer, efforts continued in the hope 
of agreeing on a basis for the exchange of agricultural offers that 
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could take place when the industrial exceptions lists were tabled 
in the following fall. The Community's representatives concen-
trated on assuring the agricultural exporters that they had misun-
derstood the purpose and effect of their negotiating proposals. 
They were pressed for assurances that if their own "offers" were 
cast in the montant de soutien model the reference prices would 
at least be negotiable. But in August, in reply to questions put by 
the US delegation, the commission again had to confess its help-
lessness in light of the Community's own disarray: "It is improb-
able that, generally speaking, the Community would be able to go 
further than bind the situation resulting from the Common Agri-
cultural Policy . . . Since the Community's margins of support are 
not yet known22 any categorical judgment as to the value of the 
undertakings given by the EEC would be premature."23 

It was true that by August the EEC did not yet know the Com-
munity's level of support for any of the products covered by the 
Common Agricultural Policy. No progress had been made in reach-
ing agreement on unified Community prices for cereals. Nor were 
the prospects for early progress bright. Relations between France 
and Germany were deteriorating and were exacerbated later in the 
year by General de Gaulle's flirtation with the USSR and Eastern 
Europe.24 The Community seemed to be headed for another pe-
riod of paralysis in which decisions could not be reached. 

The most immediate effect on the Kennedy Round of the deep-
ening freeze within the EEC was to rule out any possibility that the 
Community could table agricultural offers in November 1964, the 
latest date for the exchange of industrial exceptions lists. Reluc-
tantly, the other negotiators accepted this as a fact and, as has been 
noted, proceeded with the industrial tabling even though agree-
ment on the agricultural rules was no closer than it had been when 
the ministers met in May. 

The struggle between France and Germany over the level of the 
unified Community price for cereals was sharpened by the diver-
gence in their attitude toward European political integration and 
toward Europe's relations with the outside world. To France, Ger-
many's acceptance of US leadership in NATO and its support of 
President Johnson's proposal for a Multilateral Force (MLF) ap-
proached disloyalty. The issue over the common price to be estab-
lished for grains, however, involved differences that were almost 



274 Sparring over the Rules 

as serious. The Erhard government was unwilling to accept the 
political cost of a reduction in cereal prices that might endanger 
its position with German farmers in the Federal elections due to 
take place in the autumn of 1965. From the viewpoint of France, 
on the other hand, the ideal Community price was one that would 
be high enough to support the existing levels of French production 
but low enough to discourage high-cost German production. Such 
a level would permit French producers to take a large part of the 
German market, while any remaining surplus could be disposed of 
in world markets with the aid of a moderate subsidy. A proposal 
made by the European commission in October was acceptable to 
France, but rejected by Germany. Once again a threat by De Gaulle 
to destroy the Community was wielded effectively,25 and, in a 
marathon meeting of the Council of Ministers in December 1964, 
the German government yielded to France on most of the impor-
tant points. 

For a while, the resulting settlement appeared more auspicious 
for the Kennedy Round than if the agreed community price for 
grains had been at a higher level. But a potential offset was the 
decision in principle obtained by Italy: that fruits and vegetables, 
which had hitherto been excluded from the C A P and on a num-
ber of which the United States had obtained tariff bindings in 
1962, would receive "Community preferences" comparable to 
those given to C A P products. Neither the grains decision nor that 
concerning fruits and vegetables, however, went into detail. In 
both cases the definitive arrangements were left for future settle-
ment under an agreed timetable. 

Once again, the resolution of internal difficulties in the Com-
munity proved to be short lived. But it created enough optimism 
in Geneva to encourage the executive secretary of GATT in Janu-
ary 1965 to submit his own proposal for negotiating agricultural 
products in the Kennedy Round.26 After suggesting procedures for 
moving from the technical to the negotiating phase in the special 
groups for cereals and meat and proposing a date for convening 
the similar group for dairy products, he suggested a procedure for 
dealing with other agricultural products that was reminiscent of 
his successful proposal for bypassing the dispute over tariff dispari-
ties in the industrial sector. The effort to obtain agreed rules for 
the agricultural negotiations was dropped. The confrontation be-
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tween the advocates of "market access" and stabilization of prices 
was ignored. He proposed simply that each participant should, on 
April 1,1965, table "a list of offers on individual products." These 
offers were to relate to "all relevant elements of agricultural sup-
port or protection or to the total effect of these elements" and 
should be designed to achieve "acceptable conditions of access." 
Thus the Community obtained an oblique reference to one facet 
of the montant de soutien but not to the variable levy, and the 
agricultural exporters were given the word "access" but no ex-
plicit reference to the reduction of tariffs. 

The EEC objected to the executive secretary's proposition, but 
two months later accepted a slightly revised version, with the date 
for tabling agricultural offers postponed to September 16, 1965. 
The revised proposal also provided that the interval before Sep-
tember 16 should be devoted to discussions among the partici-
pants which should attempt to "identify the relevant elements of 
support" to be dealt with in the negotiations.27 This amendment 
was, of course, calculated to make the procedure more acceptable 
to the Community since it at least implied that offers would not 
be limited to tariffs, but would take into account the domestic 
policies of the participating countries. 

The 1965 Community Crisis 

The renewed hope of progress was again overtaken by crisis. In 
1964, the conflict had been between France and Germany. In 1965, 
De Gaulle's even deeper antagonism against the European Com-
mission and President Hallstein touched off a new attack of paraly-
sis. The immediate occasion for the crisis was French dissatisfaction 
with the EEC council's failure to agree upon the future financing 
of the Common Agricultural Policy. But later developments suggest 
that De Gaulle's primary motivation was to force a revision of the 
majority voting provisions which, under the Treaty, were to be 
progressively introduced. Majority voting would have weakened 
France's veto power and have strengthened the role of the com-
mission.28 

France boycotted most Community meetings from early July 
1965 until January 1966, including all meetings of the European 
council, the only body with authority to decide on Community 
offers in the Kennedy Round. When it became clear that the boy-
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cott would prevent the Community from submitting its agricul-
tural offers on September 16, as agreed, the other Kennedy 
Round participants were faced with the question of whether to 
proceed on their own. Most of them, in the interest of restoring 
some momentum to the negotiations, decided to do so, but tried 
to minimize any future negotiating advantage this might give the 
Community by withholding offers on products of particular ex-
port interest to the member states. If they also permitted them-
selves to hope that this action might exert pressure on France to 
return to the negotiating table, they were disappointed. But their 
own exchange of offers did permit "technical" discussions to pro-
ceed among them. For the major agricultural products, however, 
meaningful negotiations without the EEC were impossible. Once 
again, the Community (involuntarily, so far as most of the mem-
bers were concerned) demonstrated that its assent was essential 
not only to the achievement of the more ambitious goals of the 
Kennedy Round but even to a useful agreement among the re-
maining contracting parties. 

The Luxembourg Compromise 

During the fall of 1965, it was widely suggested that the nego-
tiations be resumed on a conditional most favored nation basis, 
leaving the door open to eventual adherence by the EEC.29 But in 
January 1966, the Community reached a compromise that restored 
the hope of negotiators in Geneva that it might still be possible 
to conclude a useful Kennedy Round based on unconditional MFN. 
It is true that the terms of the "Luxembourg Compromise" ensured 
that France would continue to exercise a de facto veto over vital 
Community decisions. But such a veto would have existed as a 
practical matter in any event, so long as France was able to per-
suade its partners that it was prepared to leave the Community if 
overridden on a question it considered vital. In exchange, Ger-
many had obtained a commitment that, in any settlement later 
reached on the details of agricultural pricing, a decision would be 
reached on the agricultural offers to be made by the EEC to its 
Kennedy Round partners.30 

Another five months were required before it was possible to 
convert this agreement into action. But, on July 24, 1966, the 
European council agreed on enough of the outstanding questions 
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concerning the Common Agricultural Policy to clear the decks 
for approval, three days later, of the Community's Kennedy Round 
offers in the agricultural sector. Two and a half years after the of-
ficial opening of the negotiations, the bargaining over agricultural 
protection could begin. 
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Industrial Tariffs 

There is one notable difference between the emphasis in the ne-
gotiations so far chronicled and those in the phase to follow. Be-
fore industrial exceptions lists were exchanged or agricultural 
offers were tabled, the maneuvering had centered around two 
concerns: the United States and some others had sought to pre-
judice the rules in favor of a maximum overall liberalization of 
trade; and, all the participants had sought to ensure that they 
would receive reciprocity from the application of the rules, with 
a minimum need for subsequent negotiation. Once the rules had 
been agreed to or agreement had been reached to proceed with-
out specific guidelines, however, attention shifted to individual 
products, and each negotiator attempted to extract a maximum 
of concessions from his negotiating partners with a minimum of 
concessions on his own part. The search for reciprocity moved 
from the abstract to the concrete, from the blackboard to the 
bazaar. 

In May 1964 the GATT ministers had agreed to table their ex-
ceptions lists in September of that year. The deadline was post-
poned twice because of the inability of the six to reach agreement 
among themselves in the agricultural sector and the initial unwill-
ingness of the United States to permit the industrial and agricul-
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turai negotiations to get out of phase. When this objection was 
withdrawn, agreement was reached on a new deadline: November 
16 of the same year. 

The absence of any agreement on rules to govern disparities in-
troduced a large measure of uncertainty into the meaning of the 
exceptions that were to be listed, especially the meaning of the list 
to be submitted by the Community. Would the EEC take disparities 
into account and except items that would have been eligible for 
disparity treatment under its proposed formula? If so, would it 
distinguish between these products and those excepted because 
of considerations of "overriding national interest"? Or would 
it keep its freedom of maneuver by explicitly reserving products 
for future offers? As will be seen, the Community chose the last 
of these courses. 

Uncertainties arising from the lack of a disparity rule were not 
limited to the meaning of the EEC exceptions. In July, Sweden 
made it known that it would submit no list of exceptions, and 
this position was soon adopted by the other Nordic countries and 
Switzerland. The decision was clearly tactical. It is hardly possible 
that the low-tariff countries expected that their example would 
inspire their larger partners to make linear reductions without 
exception. There could be no doubt that at some point in the 
negotiation they would announce the massive withdrawal of offers 
in order to obtain the reciprocity they had always demanded. The 
low-tariff countries must have believed that their inadequate bar-
gaining power could be enhanced if their more powerful partners 
were kept in doubt as to their final contribution. Uncertainty con-
cerning the course the EEC would take about disparities and the 
outcome of the discussions it had undertaken with "third coun-
tries" was probably the deciding factor in the adoption of this 
stratagem. It is significant, though, that such a transparent depar-
ture from the spirit and letter of the linear rules met with no 
criticism from other negotiators. The original linear concept had 
suffered too much damage for a further departure to arouse 
indignation. 

The Tabling of Exceptions List 

On November 16, as scheduled, the representatives of the linear 
participants and Canada met in the office of the executive secre-
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tary and simultaneously exchanged exceptions lists. The partici-
pants tabling exceptions were the EEC, the United States, the 
United Kingdom, Japan, and Finland. The remaining Nordic coun-
tries, joined by Switzerland and Austria, confirmed that "subject 
to obtaining reciprocity from their negotiating partners," they were 
not tabling exceptions.1 Canada tabled a list of positive offers, and 
Czechoslovakia announced its intention of doing the same. 

In accordance with an established GATT tradition, the contents 
of tariff offers — and, therefore, the details of exceptions lists — 
are confidential. The agreement of each participant to observe 
such secrecy was at the time reasonably well observed. It was, 
however, to receive a more severe test when each participant 
submitting a list was subjected to the procedure of "justification" 
previously agreed upon. 

The Justification Procedure 

In the following month, December 1964, the same countries met 
in order that each might justify its exceptions in accordance with 
the criteria previously approved. It was a dreary procedure. What-
ever purpose could have been served by the confrontation had 
been accomplished before it took place. Only if the negotiation 
had been truly "linear" would there have been any chance of ob-
taining an improvement in exceptions lists on the ground that they 
did not meet the agreed criteria. As it was, those criteria were sim-
ply not consistent with the universal reservation of the right to de-
mand reciprocity. And even if there had not been a general, though 
tacit, acceptance of this fact, the absence of agreed rules covering 
many points at issue in the negotiations provided a reason for 
ignoring the criteria. 

The Press Takes a Hand 

If the proceedings behind closed doors were languid, the at-
mosphere in the corridors was lively enough. Excluded from the 
meeting room, journalists tried to piece together the contents of 
exceptions lists from such crumbs of information as they could 
obtain from delegates in the hallways of the Palais des Nations. 
Sometimes a delegate could be persuaded to talk, especially if 
challenged with an untruth attributed to one of his negotiating 
partners. And once a fact or another untruth, so extracted, had 
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appeared in print, the most conscientious delegation was apt to 
feel that the record had to be set straight by a judicious leak to a 
favored journal. On the whole, the secrecy rule seems to have 
been kept well enough to prevent lobbyists and pressure groups 
from obtaining the sort of detail they needed in order to operate 
effectively. But it did not prevent a careful newspaper reader from 
making a shrewd guess as to the basis on which the next stage in 
the negotiations was about to bégin. 

Most of the news stories agreed that the list of exceptions sub-
mitted by the EEC was especially heavy.2 It also became widely 
known that the Community's list included many items designated 
as "partial exceptions," for which the offered tariff reductions were 
not specified, and that it also contained an especially high pro-
portion of products of export interest to the Nordic members 
of EFTA.3 On the other hand, the EEC had its loyal defenders 
among the European press. Le Monde of February 11, for ex-
ample, paraphrased in detail the arguments presented by the EEC 
spokesman in his justification of the Community's list. 

One of the most detailed appraisals of the exceptions lists of 
the EEC and the United States appeared in the New York Times of 
January 20, 1965. According to this account, imports covered by 
the American list represented about 18 or 19 percent of total 
dutiable imports of industrial products; the figure given for the 
Community's list was 40 percent. The latter, however, included 
the steel items for which the Community had offered a 50 per-
cent reduction from what United States negotiators insisted was 
a fictitious base rate — evidence that the source of the Times 
story was sympathetic to the US side of the controversy. If these 
steel items were not considered exceptions, the EEC list was said 
to represent about 29 percent of dutiable industrial imports. The 
New York Times story, however, did not specify how the products 
which the EEC had listed as "partial exceptions" were dealt with in 
these calculations. Nor did it say whether the calculation for the 
United States included those products which the United States 
recorded as "exclusions" rather than exceptions because they 
were principally supplied by countries not participating in the 
GATT or in the Kennedy Round.4 

Nevertheless, contemporary leaks to the press did establish one 
fact of considerable importance: the negotiating phase of the 
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Kennedy Round was to be inaugurated on the basis of offers 
generally more liberal, in terms of both trade coverage and depth 
of cut, than the offers that had launched any previous negotia-
tions. Hard bargaining lay ahead, but the customary process of ex-
tracting offers, one by one, from a reluctant partner had been 
partly circumvented.5 

The Bilateral Negotiations 

After the linear participants had expended a decent quota of 
time and energy on the justification procedures, the negotiation 
of industrial tariffs moved to the bilateral stage. With the exception 
of a few efforts at multilateral negotiations within certain sectors, 
they remained essentially bilateral until almost the end of the 
negotiations. 

Facts about the bilateral negotiations were more closely guarded 
than the justification procedures. Even during the largely bilateral 
phase, however, the effort to achieve multilateral agreement in 
certain industrial sectors resulted in further leaks. 

Negotiation of Industrial Sectors 

The sectoral approach had not been part of the tariff negotiat-
ing plan originally conceived by the GATT ministers. But the bi-
lateral confrontations that followed the examination of exceptions 
lists soon revealed important groups of products in which the dif-
ficulties were unlikely to be resolved in bilateral bargaining. Each 
of these sectors had characteristics that set it apart from the 
others, but most shared the common problem that a major par-
ticipant had made any worthwhile concessions conditional upon 
obtaining some specified concession from one or more of its 
negotiating partners. 

Steel. The sector of iron and steel products was affected from 
the outset by the fact that the major importers were also substan-
tial exporters; none was prepared to open its markets to increased 
imports unless it could see concrete benefits for its own industry 
in doing so. The steel sector was also set apart by the special prob-
lem of the base rate used for the European Community's offer af-
fecting those products that fell under the jurisdiction of the Euro-
pean Coal and Steel Community.6 After the establishment of the 
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EEC in 1961, its members had obtained a waiver from the Con-
tracting Parties to permit the necessary departure from their MFN 
obligations.7 That waiver was based, among other things, on an 
assurance by the member states that, under the ECSC, their har-
monized tariffs would be less restrictive than the general incidence 
of their duties and other import restrictions before its institution.8 

According to an estimate presented by the Community during the 
Kennedy Round, the arithmetical average of those tariffs at the in-
stitution of the ECSC had been 14.4 percent. By 1962 that average 
had been reduced to 6.7 percent. But it had been temporarily in-
creased to about 9 percent in 1964.9 The Kennedy Round offer by 
the Community was to reduce the rates on all ECSC items to 50 
percent of their pre-ECSC levels, and to reduce by something less 
than 50 percent most of the remaining steel items, that is, those 
not under the jurisdiction of the ECSC. 

Not only were other steel exporters unwilling to recognize a 50 
percent reduction from pre-ECSC levels as a full linear cut, but 
the United Kingdom maintained that it had "paid" for the reduc-
tion to the 6.7 percent level when, in 1958, it had agreed with the 
ECSC to the mutual reduction of steel tariffs.10 The United King-
dom conditioned the maintenance of its own linear offer on an 
improvement in the Community's offer. To complicate the prob-
lem still further, the Community, which had not harmonized the 
rates of the member states, insisted that four tariff schedules (those· 
of Benelux, France, Germany, and Italy) should be negotiated 
separately; a common external tariff would only be established at 
some later date. The other participants in the steel sector nego-
tiations insisted that common external tariffs should be established 
and bound in the Kennedy Round itself. 

The offer of the European Community was not the only source 
of contention. Although the United States had offered a linear 
reduction on all steel items, Japan maintained that the value of 
this offer was impaired by the restrictive nature of US antidumping 
procedures and conditioned the maintenance of its own linear 
offer on a liberalization of those practices. 

The United States, whose average steel tariff was already lower 
than that of the EEC, would have had a good deal to gain from 
an agreement by the steel producing countries to bring their tariff 
rates into closer alignment. "Harmonization" would have brought 
a substantial reduction in the Community's tariff, while bypassing 
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the dispute over the appropriate base rate to be used in a linear 
reduction. Such a reduction by the Community would have paid 
additional dividends, for it would have met the British argument 
and permitted reduction of the British rates. Of perhaps greater 
interest under the conditions prevailing in the mid-1960's, it 
might have diverted to Europe some of the low-priced Japanese 
exports that were contributing to the growth of protectionist sen-
timents in the US steel industry. 

Given these complexities, the judgment of the director general* 
that steel was a prime candidate for sector negotiations was jus-
tified, at least in the sense that bilateral negotiations held little 
hope of achieving anything better than the status quo. However, 
efforts at negotiation in a multilateral framework failed to break 
the deadlock over the problem of the base date, and a compro-
mise was not worked out until the closing phase of the Kennedy 
Round. 

Chemicals. The issues in the chemicals sector were less com-
plicated than in steel but in some ways even more difficult.11 In this 
case, the United States, rather than the Community, stood at the 
center of attack. Although the former had offered a full 50 percent 
reduction in virtually all chemical, tariffs, the resultant rates in the 
case of those benzenoid chemicals that were competitive with 
US production would still have been subject to the American Sell-
ing Price.12 Both the EEC and the United Kingdom reserved a sub-
stantial number of chemical products from their linear offers and 
made abolition of ASP a condition for any concessions in the 
chemical sector. At the time there were differing views as to 
whether Sec. 201 (a) (2) of the Trade Expansion Act would have 
permitted the President to alter a standard of customs valuation 
established by law. But there was no room for doubt that the eli-
mination of ASP, combined with a 50 percent reduction in rates, 
would have exceeded the administration's authority. Even with 
more attractive offers by other countries than had been proffered, 
the US delegation would have been unable to meet the demands 
of the other chemical exporting countries. The resulting dead-
lock appeared to be insoluble during most of the rest of the Ken-
nedy Round. 

For a while, there did appear to be some prospect that the US 

*The title of executive secretary was changed to director general on March 
23,1965. 
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offer of a linear cut would prove sufficiently attractive to bring a 
compromise. Benzenoid chemicals represented only about 8 per-
cent of the total output of the US chemical industry, and imports 
of all other chemicals were subject to normal standards of valua-
tion. According to the chairman of the US delegation,13 out of 
some eight hundred chemical rates in the US tariff, only seventy-
one were inflated by the application of ASP. But ASP had become 
a symbol of American protectionism not only for European gov-
ernments but for the European press and public. It would surely 
have been difficult for those governments to accept even a highly 
advantageous bargain in the chemical sector if it did not include 
some assurances concerning the removal of ASP. Thus, ironically, 
the EEC and the United Kingdom had themselves conferred upon 
the removal of ASP a bargaining value far out of proportion to 
the increased trade that could result. 

Under the circumstances, the obvious strategy for the US dele-
gation was to extract the maximum offers obtainable in return 
for removal of ASP and then to ask the Congress to ratify the bar-
gain. But if this strategy had been adopted in so simple a form, the 
authority Congress had already delegated to the President would 
not have been used and might have been lost. Presumably with 
this in mind, the US delegation offered a chemical settlement in 
two "packages." One agreement would have been concluded as 
part of the Kennedy Round and would have involved generous 
reductions in chemical rates by the United States but not the re-
moval of ASP. A separate package, conditional on congressional 
action, would have been based primarily on the removal of ASP in 
exchange for further benefits to American exports, both inside 
and outside the chemical sector. 

During most of 1965 and 1966 the EEC and the United Kingdom 
resisted the "two package" approach and continued to insist on 
a promise to do away with ASP as a precondition to any chemical 
negotiations. In late December of 1966, the director general made 
an effort to break the impasse. In a paper submitted to the chem-
ical sector group, he reviewed the positions of both sides. He ex-
pressed understanding of the reluctance of the Europeans to ac-
cept the idea of two packages; they naturally wanted to leave the 
United States no incentive for settling without repealing ASP. 
Nevertheless he suggested that they could accomplish their pur-
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pose by making the "second package" the more attractive to the 
United States! He therefore recommended that, in an ad referen-
dum agreement: The United States would maintain its 50 percent 
offer on non-ASP items, convert ASP tariffs to non-ASP rates yield-
ing the same ad valorem equivalent, cut the converted rates by 50 
percent, and make reductions of more than 50 percent where 
the resulting rate was still high. The EEC would reduce all chemi-
cal tariffs by as close to 50 percent as possible and offer a worth-
while concession to the United States in some important non-
tariff barrier. The United Kingdom would maintain its 50 percent 
offer on most chemicals, negotiate a reduction of more than 50 
percent on those rates over 331/3 percent ad valorem, extend its re-
ductions to include plastics, and grant the United States a nontariff 
barrier concession such as the liberalization of restrictions on the 
use of imported television programs. Switzerland would grant 50 
percent reductions on all chemical tariffs and also grant some non-
tariff barrier concession. 

In the end, the European countries did agree to a dual settlement 
along the lines of the director general's proposal. Since this was 
part of the final compromise that made the Kennedy Round agree-
ment possible, the details appear in a later chapter. 

Pulp and Paper. The key issue in the paper sector was pri-
marily between the EEC and the Scandinavian countries, the chief 
source of pulp for the Community's paper industry. The EEC 
withheld any offers to reduce its paper tariffs until it could obtain 
assurance of improved access to Scandinavian pulp; its export 
prices, the EEC contended, were being held at artificially high 
levels by the Scandinavian countries.14 

The resultant disagreement between the Community and the 
Nordic countries affected all negotiations in the paper sector, 
since the Community argued that its paper industry could not 
compete with others while it was being denied a source of pulp 
at competitive prices. It therefore withheld offers even on paper 
items of primary interest to Canada and the United States. An early 
transfer of negotiations into a multilateral group proved impracti-
cable because of the Community's insistence on a solution to its 
pulp supply problem before it would discuss tariff concessions. O n 
the other hand, the EEC-Nordic discussions led to serious concern 
among the suppliers of paper that they would result in some 
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kind of "special deal" under which Scandinavian paper exporters 
would receive preferred treatment in the Common Market in 
exchange for lower pulp cost to EEC importers.15 In fact, according 
to Congressman Thomas B. Curtis, such a plan was proposed by 
a combination of large Community paper producers16 but, per-
haps because of opposition from the United States and Canada, 
was never consummated. 

Until very late in the Kennedy Round, continuing bilateral dis-
cussions between the EEC and the Scandinavian producers pre-
cluded multilateral negotiations. The United States had an interest 
in obtaining tariff reductions from the EEC in such capital-intensive 
products as linerboard. From the United Kingdom it wanted re-
ductions in linerboard and kraft paper in order to reduce the 
preferential tariff margins enjoyed by Canada and the EFTA coun-
tries. But the United Kingdom was not willing to move before the 
EEC did. In the end, the Community did grant appreciable reduc-
tions in items of interest to the United States, and Britain made a 
moderate reduction in its MFN rate for linerboard. These were, 
however, results of bilateral negotiations. The multilateral tech-
nique cannot be credited with whatever success was achieved in 
the pulp and paper sector. 

Cotton Textiles. O n February 9, 1962, the Contracting Parties 
principally involved in the import or export of cotton textiles and 
clothing had drawn up the Long-Term Arrangement Regarding 
International Trade in Cotton Textiles (LTA),17 which entered into 
force on October 1 of that year. The stated objective of the ar-
rangement was the "orderly" expansion of international trade in 
cotton textiles, but its most important operative articles provided 
that: 

a. If imports from a participating country "should cause or 
threaten disruption" in the market of another participating coun-
try, the latter might ask the exporting country to restrict its ship-
ments. 

b. If no agreement on the level of restraint were reached, 
the importing country might, regardless of the provisions of the 
GATT, impose quantitative restrictions on imports from the ex-
porting country in those categories of textiles causing the market 
disruption. 

c. Any import quotas so imposed could be no lower than the 
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level of imports in the year ending three months before the 
request. Where such quotas were maintained for more than one 
year they were required to be increased by at least 6 percent each 
year.18 

During the first year of the LTA, the United States had invoked 
its restraint provisions to justify restriction of imports from ten 
countries, most of them less developed. Canada had restricted im-
ports from six countries; Germany, from one. Those countries im-
posing import quotas at the time of the arrangement were obliged 
simply to increase their quotas each year by 5 percent from the 
levels specified in the arrangement and were not required to in-
voke "market disruption" to justify their maintenance. 

By the opening of the Kennedy Round, the exporting countries 
had made clear their dissatisfaction with the manner in which the 
LTA was being administered. They complained that restraint re-
quests by some importing countries, including the United States, 
had become an automatic reflex to increased imports whether or 
not "disruption" was actively caused or threatened. The pattern of 
restraint requests gave substantial support to this charge. 

The dissatisfaction of the exporters had reached such a pitch 
that the major importers had reason to fear that the LTA, in its 
existing form, would come under heavy attack during the review 
of the agreement, scheduled for the fall of 1965, and that it would 
not be renewed when its five-year term expired in October 1967. 
If the arrangement were not renewed, the importers could con-
tinue to restrict imports only at the cost of violating their GATT 
commitments. With this danger in mind, the United States and the 
EEC conditioned their Kennedy Round offers in cotton textiles 
upon renewal of the LTA. With this qualification, United States 
offers were full linear reductions. Those of the EEC consisted in 
part of reductions of less than 50 percent. Canada, while not mak-
ing a similar condition explicit, simply offered to reduce tariffs on 
many cotton textiles "if other countries do so also." The United 
Kingdom did not refer to the LTA, but indicated that its offers in 
the sector, which were limited to "mixed duties" on goods con-
taining cotton and man-made fibers, would be reviewed in light 
of the outcome of the negotiations in the sector as a whole. 

It was clear not only that no significant results could be obtained 
from the bilateral negotiation of tariff rates in the cotton textile 
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sector but that the key to a successful outcome was the renewal of 
the LTA. But those countries that were primarily exporters did not 
seem to have been convinced that they would receive, in the form 
of higher prices, any substantial part of the reduction in duties that 
was offered. And, since they could anticipate that any potential 
increase in their exports due to tariff cuts would be frustrated by 
quotas, they did not consider a tariff reduction adequate recom-
pense for continuation of the LTA. In fact, if tariff reductions had 
been the only inducement to the exporters to agree to renewal, it 
is more than doubtful that they would have agreed to that con-
tinuation as, in the end, they did. A more persuasive form of pay-
ment was used to accomplish this result when, as permitted by 
Article IV of the LTA, the United States and other importers nego-
tiated, with individual exporting countries, increased levels of im-
ports of specific products to be admitted under a renewed agree-
ment. These negotiated quotas were above the minimum levels 
required by the existing agreement. 

The strategy of negotiating improved quotas with individual ex-
porting countries, in lieu of a basic change in the long-term ar-
rangement, was successful in obtaining the agreement of the ex-
porting countries to renewal even though the major importing 
countries failed to apply the full linear tariff cut to cotton textiles. 
But the details of the tariff settlement arrived at in the Kennedy 
Round itself belong to the account of the closing phase of the 
negotiations. 

Aluminum. Six industrialized participants — the United States, 
the EEC, the United Kingdom, Japan, Canada, and Norway — par-
ticipated in negotiations concerning primary aluminum.19 Because 
of the extent to which the major producers of primary aluminum 
had internationalized their operations, early in the negotiations 
there appeared to be a fair prospect that a free-trade agreement, 
at least in unwrought aluminum, could be negotiated. The three 
largest American aluminum companies, for example, had among 
them subsidiaries or affiliates producing unwrought aluminum in 
Australia, Brazil, Greece, Germany, India, the Netherlands, Nor-
way, Spain, Surinam, the United Kingdom, and Venezuela. Alumi-
nium, Ltd. of Canada had producing affiliates in Australia, India, 
Italy, Norway, and Sweden. The French complex of Pechiney-
Ugine had affiliates in Greece, Spain, and the United States. Simi-
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larly, most primary producing companies had not only integrated 
their operations vertically in their own countries, but had acquired 
outright ownership or stock interest in semifabricating capacity in 
other producing countries. Thus, the Reynolds Company had semi-
fabricating affiliates in Germany, the Netherlands, Belgium-Luxem-
bourg, Italy, and Japan; Kaiser in Germany, Italy, and Japan; Alcoa 
in Japan; and Pechiney in Belgium-Luxembourg and the United 
States. 

The international connections of the largest producers did not 
mean, however, that their interests were identical. While two of 
the three great American producers had semifabricating capacity 
in a number of EEC countries, none of them had affiliates in France. 
All three were represented in Japan, but no Japanese company had 
major primary or fabricating affiliates anywhere abroad. The 
United Kingdom, the United States, and the EEC were both large 
importers and large exporters of aluminum, but the EEC and the 
United Kingdom were also importers of unwrought and exporters 
of wrought metal. The large export balance of the United States in 
wrought aluminum was more than offset by its import balance in 
unwrought metal. Canada and Norway had heavy exports of un-
wrought and small imports of wrought metal. 

In spite of the unbalanced pattern of trade, the prospects for 
achieving free entry for unwrought aluminum did not seem bad. In 
most countries the domestic producers of primary aluminum were 
either heavy exporters or needed imports, often from their own 
facilities abroad, to supplement their domestic supplies. 

Industries in the largest exporting countries — Canada, Norway, 
and the United States — seemed quite ready to accept any possible 
increase in imports that might result from the removal of their tar-
iffs on unwrought aluminum. Canada made a formal offer to elimi-
nate its duty if others would do the same. The United States offered 
the full linear reduction, which would have resulted in a duty with 
an ad valorem equivalent of less than 3 percent. Norway, a sub-
stantial net exporter, and the United Kingdom, the largest net im-
porter, already admitted unwrought, unalloyed aluminum free of 
duty. But Japan, a marginal net importer, excepted primary alu-
minum from its linear offers and undertook to reduce its rate only 
from 13 percent to 10 percent. 

If Japan had been the only exception to a general desire for free 
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trade in unwrought aluminum, the others might still have been 
able to agree (with US agreement subject to implementation by 
Congress) to free trade or at least to harmonization of tariffs at 
around 3 percent. But France's interest coincided neither with that 
of the other negotiators nor with that of its EEC partners. Although 
a Pechiney affiliate had substantial semifabricating capacity in the 
United States and might have welcomed duty-free treatment for 
unwrought metal in this country, it also had a promising export 
market in the rest of the EEC. In 1964 the EEC, excluding France, 
imported some $85 million of unwrought aluminum over exports. 
France already had an export balance within the EEC and stood to 
gain a substantial part of the growing markets in Germany and Bel-
gium if competition from third countries could be restrained. 
French opposition throughout the negotiations frustrated the hope 
of Canada and Norway, in particular, that aluminum might serve as 
a demonstration of what could be achieved in sectors in which in-
dustrial integration had developed along international lines. In the 
final settlement, only slight improvements were obtained in the 
original EEC and Japanese offers. 

The Role of the European Community 

The pace of both the sector negotiations and bilateral bargaining 
was largely a function of the fluctuating ability of the commission 
to obtain new instructions from the Council of Ministers of the 
Community. Since all tariff decisions required unanimous ap-
proval, the structural impediment to decision making in the Com-
munity was formidable at any time. But it was compounded during 
the first half of 1965, since France prevented any movement toward 
further European integration except in matters of particular interest 
to France. These evidently did not include progress in the Kennedy 
Round.20 The frustrating delays of the first half of the year were 
followed, as we have noted, by the almost total paralysis resulting 
from the French boycott of nearly all Community activities, a pa-
ralysis that was promptly transmitted to the Kennedy Round and 
lasted until the "Luxembourg Compromise" in mid-January 1966.21 

During much of 1965 and some of 1966 the Community's repre-
sentatives in Geneva were unable to negotiate in any real sense of 
the word. It is difficult to avoid the impression that many of the 
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"technical discussions" held during that period could have been 
dispensed with had real negotiations been possible. Their prin-
cipal function seems to have been to provide governments with a 
sense of activity and an excuse for the continued presence of their 
negotiators in Geneva. It is true that, in February 1966, there was 
again some reason to hope that the major roadblock had been 
removed and that true negotiations could get under way, provided 
governmental positions had not become irrevocably frozen by 
constant repetition. Encouraged by the breaking of the deadlock 
in the EEC, the director general, in his capacity as chairman of the 
Trade Negotiations Committee, initiated a series of maneuvers de-
signed to move the negotiations off dead center. 

In February 1966, Wyndham White visited the capitals of the 
principal negotiating countries in the hope of transmitting to gov-
ernments some of his own sense of urgency and his conviction that 
a basic change of attitude would be required if industrial bargain-
ing were to get under way and agricultural negotiations were to be 
opened. 

The Appraisal of Offers and "Withdrawal Lists" 

In June 1966, the director general took the unusual course — but 
one that seems to have been justified by the circumstances — of 
intervening more directly in the negotiating process. Only a year 
remained before the deadline by which the final agreement would 
have to be signed, that is, before expiration of the President's ne-
gotiating authority under the Trade Expansion Act. But it was then 
believed that, once an agreement in principle had been reached, 
three months would be needed to put it into legal form, translate 
and check the thousands of individual tariff concessions, and pre-
pare the necessary documents for signature. Thus, in about nine 
months, the participants would have to accomplish far more than 
they had achieved in the previous three and a half years. In the 
face of the occupational reluctance of any negotiator to seem more 
anxious to reach agreement than his opponents, the director gen-
eral found it desirable to play the role of gadfly and even to pro-
pose to the negotiators how they should conduct their bargaining. 
On June 3, he proposed to the Trade Negotiations Committee 
that, later in the year, a new kind of confrontation should take 
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place. At that time, the head of each negotiating delegation should 
communicate to the other delegations his appraisal of the then 
outstanding offers of all participants and indicate what improve-
ments in those offers he considered indispensable, if his own offers 
were to be maintained, and which of his own offers he would have 
to withdraw if his demands were not met. Probably the most im-
portant purpose of this proposal was to force the Community to 
face up to the need for granting more negotiating authority to its 
commission. It might, it was hoped, do so in anticipation of the 
proposed "warning" exercise. But, if not, the combined pressure 
exerted during that exercise might lead to an improvement in the 
Community's offers at a later date. At a minimum, a multilateral 
presentation of "withdrawal lists" would precipitate the belated 
but inevitable submission of a list of exceptions by the Scandina-
vian and Swiss delegations, so that all negotiators would know 
what offers they could take seriously in determining their own 
negotiating positions. 

After some initial disagreement over the date, the director gen-
eral's proposal was accepted and the multilateral confrontation 
began at the end of November and lasted through the first half of 
December. In the meantime, the Scandinavian delegations organ-
ized themselves to make maximum use of the opportunity offered 
and decided not only to pool their withdrawal lists but thereafter 
to negotiate as a unit under the leadership of the Swedish Repre-
sentative, Ambassador Nils Montan. 

The country submissions were, of course, subject to the general 
rule of secrecy and not divulged in detail to the press. But the totals 
of the withdrawals that were threatened were a less closely 
guarded secret, and enough became known to reveal that the EEC 
was the almost universal target of attack. The Nordic countries 
promptly took the offensive and presented a list of potential with-
drawals; between $700 million and $1 billion of imports from the 
EEC would be affected, as compared with $80 million from the 
United States. The United Kingdom also concentrated most of its 
fire on the EEC, as did Switzerland. All of the threatened with-
drawals by Canada were directed against the EEC or Japan. Japan 
also came in for criticism by the United States both for its inade-
quate tariff offers and for its continued maintenance of quantita-
tive import restrictions. The relatively temperate assaults on the 
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United States by the United Kingdom and Japan were concentrated 
on nontariff barriers: the administration of the antidumping law 
and the ASP. 

Even in this relatively easy and negative kind of bargaining, the 
institutions of the Community were apparently unable to function 
efficiently. The EEC submitted neither appraisals of the offers of 
others nor a withdrawal list of its own, though the Community's 
representative did announce that he hoped soon to submit a de-
finitive list of disparities that the Community proposed to invoke. 

At the end of 1966, it was still too early to say whether the direc-
tor general's strategy would work. But if there had ever been any 
doubt within the Community that the other negotiators as a 
whole considered the positions taken by the EEC to be the prin-
cipal obstacle to a successful Kennedy Round, that doubt must 
have been dispelled. 
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Agriculture 

On July 24,1966, after two years of more or less continuous paraly-
sis, the Community placed itself in a position to reach decisions in 
the field of agriculture when the member states agreed on the 
Common Market regulations for dairy products, beef, sugar, fruits, 
and vegetables. The common prices arrived at, however, did not 
hold much promise for international trade. The Dutch and French 
considered them too high.1 According to Le Monde, these prices 
were "much more protectionist" than the proposals that had been 
made earlier by the commission.2 The decision did, however, make 
it possible for the EEC to table its positive offers on agricultural 
products two weeks later. These offers included some tariff reduc-
tions, ranging for the most part between 5 and 20 percent of exist-
ing rates. But, the binding of a reference price was all that was pro-
posed for the CAP products and for some others, including those 
products for which special negotiating groups had been formed. 

Following their receipt of the Community's offers on August 5, 
1961, the other Kennedy Round participants tabled additional 
agricultural offers of interest to the Community. But when the 
agricultural offers as a whole were considered in the Agricultural 
Committee in mid-September, all the major participants except 
Japan expressed dissatisfaction with the Community's contribution. 
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For his part, the EEC spokesman complained of the offers made by 
the United States on the ground that they were limited to tariff 
concessions and did not deal with other instruments of US agricul-
tural policy. 

At last, the negotiations concerning agriculture in general could 
get under way. But the fundamental divergence between the ob-
jectives of the EEC and those of the agricultural exporters had not 
been removed. Nor was there much optimism for the future; 
there was no reason to believe that any member state would risk 
another Community crisis for the sake of the Kennedy Round. 

Bulk Product Croups 

More than two years earlier, the participants had exchanged spe-
cific proposals that had enabled them to begin "negotiations" in 
wheat and coarse grains. They had also begun "technical discus-
sions" that gave promise of leading to negotiations on meat and 
dairy products. These "group" products had already been ear-
marked by the Community for variable levies, and the exporters 
had grown used to the idea. Furthermore, under prescribed GATT 
procedures, the EEC had withdrawn the tariff bindings formerly 
granted by the member states on these products. Application of 
variable levies to t-hem did not, therefore, threaten existing con-
tractual rights as did the Community's apparent effort to obtain 
international sanction for a disregard of its tariff bindings in other 
agricultural products. That the United States had this distinction 
very much in mind was shown by its indignant reaction to an EEC 
suggestion in the fall of 1964 that a group be formed to negotiate 
a commodity agreement in oilseeds. One of the oilseeds, soybeans, 
the duty-free status of which the EEC had bound in 1962, con-
stituted the fastest growing and one of the largest of US agricul-
tural exports to the Community. 

True, there still seemed to be a possibility that the group nego-
tiations (covering cereals, dairy products, and meat) might pro-
vide access assurances of some value, though one influential Amer-
ican farm organization, the Farm Bureau Federation, apparently 
discounted even this possibility. In September 1966, Charles B. 
Shuman, president of the federation, wrote to Christian A. Herter 
urging that the United States withdraw all its offers, both industrial 
and agricultural, and not resubmit them "until the European Eco-
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nomic Community agrees to present meaningful offers."3 

In the case of the products for which the Community had 
adopted variable levies, exporting countries were faced with ac-
cepting the commodity agreement approach, or nothing. But that 
approach also had certain attractions for some. If it should result 
in a limitation of US wheat subsidies, it could benefit Canada; New 
Zealand might gain from regulation of the subsidized competition 
that was limiting its export earnings from meat and dairy products 
in a number of major markets; and, as mentioned earlier, Australia 
was in favor of higher wheat prices. 

The Cereals Group 

While there was little dissent as to the need for a world grains 
agreement, the written proposals submitted by all participants 
shortly before the formal opening of the Kennedy Round in May 
1964 showed wide divergence of view concerning its objectives. 

In its submission to the Cereals Group, the EEC emphasized the 
need for achieving an "equitable balance" between the interests 
of exporters and importers, the establishment of "equilibrium" be-
tween production and demand, and the stabilization of prices. It 
proposed that the central feature of the arrangement should be the 
binding by each participant of its montant de soutien ("margin of 
support").4 

A group of major exporters (the United States, Canada, Australia, 
and Argentina) advocated an agreement that would preserve to 
cereal exporting countries the opportunity to compete "for at least 
their present share" of the consumption of the importing coun-
tries. 

The United Kingdom submitted an evenly balanced compromise 
between the extreme positions of the EEC and the exporters. Japan 
obviously had no enthusiasm for any international regulation of 
markets in grains and took the position that if an importing coun-
try granted reasonable access to its market it should be free to 
adopt such domestic policies as it chose. 

These conflicting positions were reported by the Cereals Group 
to the Trade Negotiations Committee just before it met at minis-
terial level in May 1964.® The group was able, however, to record a 
greater measure of agreement on one facet of the proposed ar-
rangement: the coordination of the "noncommercial disposal of 
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surpluses." Many details, however, of what was later to become 
one of the principal features of the agreement remained to be 
worked out, especially the problem of the nature of the contribu-
tion to food aid by those participants without surplus production. 
It was presumably in anticipation of the demands that would be 
made on it later that Japan in principle objected to the injection of 
food aid into the Kennedy Round. 

These disagreements over the general purpose and structure of 
a grains agreement provided adequate material to occupy further 
meetings of the group until the impasse within the EEC over the 
Community's wheat price effectively prevented further progress. 
But after harmony was temporarily restored in December 1964, 
discussions were resumed, and the commission was able to agree 
the following March to the director general's proposal that the 
negotiations be resumed the following May "on the basis of spe-
cific proposals, including concrete offers by participating govern-
ments." This date was met, and negotiations on the basis of defi-
nite proposals were at last possible. 

The Community's position had not changed. Its "offer" con-
sisted of a proposal that all participants bind their existing "mar-
gins of support." The United States, of course, opposed this 
approach and argued that the freezing of existing differences be-
tween the domestic prices of the respective participants was un-
likely to achieve the objectives the Community had itself es-
poused. But before the debate could be carried much further, the 
French boycott of Community meetings began and was extended 
to include attendance at meetings of the Cereals Group, effectively 
preventing further progress until the "Luxembourg Compromise"6 

in January 1966. When negotiations resumed, the participants still 
had to find agreement on all of the major issues: limitation of do-
mestic subsidies and price supports, competitive access to import 
markets, an internationally accepted price or range of prices, and 
a system for coordinating noncommercial disposal of surpluses and 
the pooling of food aid. 

The Self-Sufficiency Ratio 

The first sign of a possible breakthrough over the issue of market 
access for cereals came as the result of a proposal by the commis-
sion to the European council that the Community offer to limit its 
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domestic production to an agreed percentage of domestic con-
sumption. France at first opposed this proposal, but later agreed 
to have the commission explore the question in the Cereals Group. 
As outlined to the group in July 1966, the idea was welcomed by 
the exporters but not at the level or in the form proposed. The EEC 
offer set 90 percent of current consumption as the target for indige-
nous production, reserving for imports a somewhat lower percent-
age than had actually entered in recent years. Furthermore, the 
ratio would have become operative only when the council of the 
Cereals Agreement determined that a world surplus existed. Fi-
nally, the EEC reserved the right to supply, from indigenous pro-
duction, any increase in Community consumption above existing 
levels. 

At the same time, however, the Community did reveal its ac-
ceptance of one request to which the US negotiators attached 
great importance: the principle of joint responsibility for food aid. 
On this issue, the interests of France and the United States, as sur-
plus producers of wheat, coincided. Both would be better off if 
other countries were to share in the cost of food aid, especially if 
that contribution included payment for surpluses produced in 
North America and Western Europe. 

During the final year of the Kennedy Round, the efforts of the 
exporters in the Cereals Group were largely concentrated on per-
suading the Community and the United Kingdom to accept a self-
sufficiency ratio that would operate automatically and that would 
reserve some part of increased domestic consumption for imports. 
The desired automatism was to be achieved by provisions to re-
quire a country that exceeded its ratio to remove the excess from 
the market, by purchase for the food aid stock if necessary. 

As the negotiations proceeded, the position of the United King-
dom, the largest importer of wheat, moved closer to that of the 
EEC. In 1964, in order to limit the cost of deficiency payments, the 
United Kingdom had negotiated bilateral agreements with the 
major countries exporting grain; these provided that Britain's sup-
port of domestic production would be curtailed if imports fell 
below an agreed percentage of domestic production and that 
"equalization fees" would be charged on imports if world prices 
fell below a stipulated minimum. These fees resembled the Com-
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munity's variable levies, but they were made more palatable to ex-
porters by the limitation placed on the level of domestic produc-
tion to be supported. In the early days of negotiation in the Cereals 
Group, the exporters often cited the British system as an example 
of the way in which a variable levy could be made acceptable. But 
when, during the first year of these bilateral agreements, the share 
of imports into the United Kingdom in fact fell, the United King-
dom made only a minor reduction in the price guaranteed to do-
mestic farmers and increased the quantities eligible for deficiency 
payments.7 And, in the latter stages of the group negotiations, the 
United Kingdom joined the EEC in resisting the demands of ex-
porters for better assurances of access. 

Japan continued to object both to the concept of the self-suffi-
ciency ratio and to the sharing of responsibility for food aid. 

Both exporters and importers were divided among themselves 
as to the desirable maximum and minimum levels for world prices. 
But this issue did not appear as intractable as the problems of ac-
cess and at no time threatened the breakdown of the negotiations. 
Though there was still disagreement at many vital points, by the 
end of 1966 the possibility of achieving some sort of grains agree-
ment seemed reasonably hopeful. 

The Meat arid Dairy Product Croups 

The groups established to negotiate agreements covering inter-
national trade in meat and in dairy products got off to a consider-
ably later start than the Grains Group. Six months before the last 
possible date for closing the Kennedy Round, they had not pro-
ceeded beyond the stage of "technical discussions." Their prog-
ress, or lack of progress, for a while paralleled that of the agricul-
tural negotiations in general and was influenced by the same factor 
— the inability of the Community to reach agreement on its in-
ternal policies and prices. But even after that deadlock had been 
broken and the EEC was able to table its overall agricultural offers, 
these two groups could not agree on a date for the submission of 
concrete proposals. Thus, the optimism that had generally been 
felt at the beginning of 1967 concerning the possibility of reaching 
an agreement on grains did not extend to the other two bulk prod-
ucts in which the technique of group negotiations had been tried. 



244 The Struggle for Reciprocity 

Summary 

The agricultural products involved in the special groups in-
cluded most of the products that loomed largest in international 
trade. But the emphasis that was justifiably placed on the group 
negotiations should not be allowed to obscure the fact that tariff 
reductions were negotiated on a significant volume of agricultural 
trade. In the agreement that was reached in the late spring of 1967, 
tariff concessions by all participants affected some $870 million of 
US agricultural exports. And, while comparatively little in the 
way of concessions was obtained from the EEC on products dealt 
with in the agricultural groups, the United States did receive from 
the community tariff reductions, largely of modest depth, on about 
$238 million of exports to the EEC. At the end of 1966, however, 
none of these results had crystallized into a final settlement, and 
several months of hard bargaining still lay ahead. 



13 

Other Issues 

It must be apparent that the Kennedy Round resembled a many-
ringed circus with the action in the two central rings — linear re-
ductions and agriculture — overlapping but not synchronized with 
each other. In the first ring, the exchange of exceptions lists in 
November 1964 has been taken as the end of the preparatory pe-
riod. In the second, the comparable period was not reached until 
September 1966. The dates have in common the fact that they 
marked the beginning of the period when confrontation over trade 
barriers affecting particular products could begin. 

At the cost of some loss of symmetry, a chronological discussion 
has been abandoned in the case of the "secondary" rings of the 
circus:1 the participation of less developed countries, participation 
of countries having "special economic structures" and the negotia-
tion of nontariff barriers. The present chapter summarizes the ne-
gotiations in each of these areas, from the opening of negotiations 
and, where this can be done without obscuring the essential ele-
ments of the overall settlement, through to their formal conclusion 
in June 1967. 

The Participation of Less Developed Countries 

At no time during Kennedy Round planning had there been any 
serious expectation that the less developed countries would par-
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ticipate on the same basis as most industrialized countries, that is, 
through linear reductions of their own tariffs. Nor did anyone ex-
pect that these poorer countries would be able to match even the 
"nonlinear" developed countries in tariff reductions. Thus, the 
ministers, meeting in the spring of 1963, were able fairly easily to 
agree that "every effort should be made to reduce barriers to ex-
ports of less developed countries but the developed countries can-
not expect to receive reciprocity" from them.2 

Defining the contribution to be made by the less developed 
countries to the Kennedy Round was, however, more difficult. 
Many spokesmen for these countries argued vigorously that they 
were not in a position to grant any tariff reductions. They main-
tained that the contributions of less developed countries to the ne-
gotiations would be automatic — that, regardless of the level of 
their tariffs, they would have no choice but to expend any in-
creased export earnings on increased imports. And from these 
premises they argued that products exported by the less developed 
countries had no legitimate place in the exceptions list of any de-
veloped country. Most developed countries, however, wanted at 
least a token contribution by those less developed to the objec-
tives of the negotiations, even if it were to consist only of measures 
that were desirable, in any event, in the interest of their own eco-
nomic development plans. 

One factor that complicated the discussion was the treatment to 
be accorded less developed countries not participating in the ne-
gotiations. This issue was closely related to a more general ques-
tion that was still unresolved: Should linear tariff reductions be 
made in the case of products of interest to participants but prin-
cipally supplied by nonparticipants? If these products were to be 
excluded from the linear rule, one had to be able to distinguish a 
participant from a nonparticipant. This implied that some affirma-
tive action would have to be taken by a country if it wished to be 
recognized as a participant. The insignia of participation promised 
to have more than ceremonial significance. 

Distinguishing Participants 

The question of how a less developed country would obtain the 
status of a participant first had to be faced in connection with the 
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plan for the distribution of exceptions lists to be tabled by "linear" 
countries and the arrangements for confrontation and justification 
of those lists. Among the nonlinear countries, only Canada, which 
tabled positive offers at the same time, was permitted to partici-
pate in the confrontation. For a while, the less developed countries 
insisted that, as a corollary of the "no reciprocity" rule, they too 
should be permitted to receive and criticize the exceptions lists of 
the linear countries. To have acceded fully to this demand would 
have raised a serious question as to whether other nonlinear coun-
tries should have the same privilege. The compromise procedure 
finally agreed upon was that: 

1. Each less developed country had the right to submit to the 
developed countries as a whole a list of products on which a maxi-
mum tariff reduction was considered to be of special importance 
to its export trade; the linear countries would take these lists into 
consideration and make every effort to avoid including the prod-
ucts listed in their own exceptions lists. 

2. Any one of the less developed countries could establish its 
status as a participant by notifying the director general of its inten-
tion to contribute to the negotiations, with no requirement that 
the nature of that contribution be detailed at that time. 

3. Each linear country would deliver to each of the "participat-
ing" less developed countries a list of those items on its exceptions 
list that were also on the list submitted by that less developed 
country of items of special interest to it. 

4. As soon as possible after the completion of the mutual con-
frontation and justification meetings among linear countries, those 
countries would subject themselves to a similar confrontation by 
the participating less developed countries. 

5. Developed countries could then submit to any less devel-
oped participant their suggestions as to the nature of the contribu-
tion (not necessarily to consist of tariff reductions) that the latter 
might make to the overall objectives of the Kennedy Round with-
out endangering its own economic development. 

6. Following the receipt of these suggestions, each "participat-
ing" less developed country would submit to the other participants 
a statement of the contribution it proposed to make, and bilateral 
negotiations could then begin.3 
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The Requests of Less Developed Countries 

In accordance with the procedures decided upon, twenty-five 
less developed countries indicated their intention of participating 
in the negotiations, and a number of them submitted lists of prod-
ucts they hoped would be omitted from the exceptions lists of the 
linear participants. Among the self-designated participants were 
several countries which were not universally recognized as less 
developed and therefore as entitled to special treatment. The de-
veloped countries, which had until then generally avoided the 
issue of where the line should be drawn between "developed" 
and "less developed," had to decide to which countries they 
would disclose their selected lists of exceptions. In the absence of 
an agreed list of less developed countries, each linear country was 
in a position to make its own determination. The United States at 
this stage declined to submit its list of exceptions to Israel, Portu-
gal, Spain, or Yugoslavia, all of which claimed less developed 
status. It also declined to submit its list to Greece and Turkey but, 
as associates of the EEC, these countries had undertaken to align 
their tariffs, over time, with the Common External Tariff of the 
Community and therefore could not be expected to offer inde-
pendent tariff concessions. 

When, in mid-1965, the linear countries met with the less de-
veloped countries to justify their exceptions lists, the latter made 
clear their disappointment at finding in those lists a number of 
products of importance to their exports. They were not, however, 
able to compare the treatment they had received with what the 
linear countries had accorded to each other since they did not 
have access to the complete lists. 

In the case of the US exceptions list, the principal complaints by 
the less developed countries had to do with products which were 
either mandatorily reserved from negotiation by the provisions of 
the Trade Expansion Act, such as lead and zinc, or were excluded 
because the principal supplier was not a participant in the negotia-
tions. But the US list was also criticized because it included, as total 
or partial exceptions, wool textiles, some leather footwear, rub-
ber galoshes, and certain handmade articles, which were excepted 
by administrative decision because of the danger of injury to com-
peting domestic industries. 
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The Offers of Less Developed Countries 

The statements of the less developed countries concerning the 
contributions they were prepared to make included some offers 
of modest tariff reductions, but more frequently consisted of state-
ments that their imports would necessarily rise in response to any 
increase in their export earnings. Among those offering some tar-
iff reductions were Argentina and the United Arab Republic. India 
indicated that its partial loss of tariff preferences in the United 
Kingdom as a result of British MFN tariff reductions represented 
the extent of the sacrifice it could make and that this would leave 
India with a net loss from the negotiations unless developed coun-
tries should improve their offers. One improvement requested by 
India was that the developed countries grant tariff reductions of 
more than 50 percent on products of interest to less developed 
countries. Indonesia offered tariff reductions on cloves and raw 
jute, both of interest solely to other less developed countries. The 
majority of the countries that indicated their intention to partici-
pate either limited their offers to some liberalization, often un-
specified, of nontariff restrictions or made no offers. 

Tropical Products 

The program for the voluntary and uncompensated elimination 
of duties and excise taxes on tropical products, initiated by the 
Contracting Parties in the late 1950's, had met with some success 
but had not yet achieved its full objective.4 Special procedures 
were therefore adopted that were designed to carry the program 
further in the Kennedy Round. 

A joint proposal by the Nordic countries led the Trade Negotia-
tions Committee to create a Tropical Products Group and to de-
cide that each developed country should notify the group of its 
intention concerning any restrictions it still maintained against im-
ports of tropical products or any taxes still imposed on their in-
ternal sale. 

The key to maximum progress in this field was the EEC, for the 
authority vested in the US administration to eliminate tariffs on 
noncompetitive tropical products was conditioned on comparable 
action by the European Community. When the EEC unveiled its 
Kennedy Round intentions for tropical products, its offers included 



250 The Struggle for Reciprocity 

a substantial number of 50 percent reductions. But the largest vol-
ume of trade was covered only by bindings of present duties; in 
no case was there an offer to eliminate the tariff. 

The Community explained that it was unable to do more be-
cause of its obligation to maintain meaningful preferences for the 
benefit of its African associates. The attitude of those associates, as 
expressed in a meeting of the Tropical Products Group, confirmed 
that the Community was indeed under pressure from them to 
minimize its concessions to other less developed countries. The 
existence of British Commonwealth preferences reinforced the 
conflict of interest between different categories of the less devel-
oped countries, though the beneficiaries of those preferences 
placed less emphasis on preserving them intact than on demand-
ing that they be compensated for their loss. 

Results of "Negotiations" by Less Developed Countries 

No myth concerning the Kennedy Round has proved more durable 
than the widely accepted view that the less developed countries 
received little or no benefits as a result of the negotiations.5 At the 
closing meeting of the conference, the participating less developed 
countries issued a joint statement that made no reference to the 
positive.results they had obtained but catalogued the benefits they 
had hoped for but had not received: "elimination of duties on 
products of particular export interest to developing countries, 
tropical products, commodity agreements, compensation for loss 
of preferences and removal of nontariff barriers."6 

At the time this statement was made, little detailed information 
concerning the results was available. But in the fall of 1967, the 
GATT secretariat, under the direction of the Committee on Trade 
and Development, prepared an analysis of the concessions of value 
to the less developed countries granted by six major industrialized 
participants. The study covered seven sectors representing 65 per-
cent of the dutiable imports into the six markets from the develop-
ing countries.7 It showed that tariffs on 58 percent of those im-
ports were reduced in the Kennedy Round. About seven-eighths 
of these reductions were by 20 percent or more and over two-
fifths were by 50 percent or more, including those items on which 
the duty was entirely eliminated. 
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The results differed greatly, however, in different sectors. Table 
5, derived from the GATT study, summarizes these differences. The 
sector that saw the smallest proportion of reductions of 50 percent 
or more was that of cotton textiles and clothing, a reflection of the 

Table 5. Kennedy Round tariff reductions on imports from less de-
veloped countries in important commodity groups (1964 im-
ports into US, EEC, UK, Japan, Sweden, and Switzerland). 

Kennedy Round action 

Reduced Reduced Reduced 
No less by more 

Group reduction than half half than half Eliminated 
(percent of imports in group) 

Tropical 
products 50.5 34.5 4.0 4.5 6.0 

Processed 
foods 43.5 13.0 33.5 1.0 9.0 

Nonferrous 
metals and 
products 37.5 27.0 33.5 0.0 2.0 

Cotton yarn 
and fabrics 22.5 73.5 4.0 0.0 0.0 

Clothing' 19.0 71.5 7.0 0.0 0.0 
Other textiles 12.5 29.0 7.0 0.0 51.5 
Leather and 

manufactures 23.0 22.0 53.0 1.0 1.0 

Source: GATT Doc., COM.TD/48/Rev. 1, Nov. 21, 1967. 
'Information unavailable for 2.5 percent of imports in this group. 

apparent willingness of the exporting countries to accept increased 
quotas into the Common Market as a substitute for deep tariff re-
ductions. The sector involving the greatest shortfall from pre-Ken-
nedy Round expectations was that of tropical products, where tar-
iffs on only 6 percent of dutiable imports into the six major markets 
were eliminated in spite of the special tropical product authority 
(Section 213) that had been granted to the US administration in the 
Trade Expansion Act. Because of the rather narrow definition of 
tropical products in the act and the limitation of the authority to 
products not produced in significant quantities domestically, the 
maximum that could have been accomplished was not great. But 
some of the available authority was nullified by the failure of the 
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EEC, under pressure from its African associates, to agree to com-
parable reductions on its part, a statutory condition to the use by 
the President of the authority in Section 213 of the act.8 In spite of 
this, by using the authority to reduce very low tariffs to zero, the 
United States did eliminate duties on 15 percent of its tropical 
product imports. 

In contrast with these moderate accomplishments, the record in 
some sectors was impressive. More than half of the dutiable trade 
of less developed countries in textiles other than cotton was freed 
from any tariff restrictions. When the Kennedy Round concessions 
are in full effect only 21 percent of these noncotton textile im-
ports from the less developed countries into the six markets will 
encounter any duty.9 In leather and leather manufactures, tariffs on 
55 percent of the dutiable trade were reduced by at least the full 
linear reduction of 50 percent. This leaves 75 percent of leather 
imports still subject to duty, but only 20 percent are subject to 
post-Kennedy Round rates of more than 10 percent ad valorem.10 

This analysis, of course, does not in any way reveal whether the 
results obtained by less developed countries were comparable with 
those obtained by developed countries. The significance of such a 
comparison would be open to question, in light of the fact that 
few less developed countries participated actively as negotiators. 
Nevertheless, the UNCTAD secretariat did attempt it and con-
cluded that the reductions in tariffs faced by exports from the less 
developed countries were substantially less than in those faced by 
members of the OECD.11 The UNCTAD study was based on a 
sampling technique and divided imports of the EEC, the United 
States, the United Kingdom, and Japan between those in which 
less developed countries had expressed a particular interest during 
the Kennedy Round and those in which they had expressed no 
interest. Considering manufactured products alone, it found that 
the average tariff reduction in "products of interest" to less devel-
oped countries was 29 percent compared with 38 percent for other 
products. Taking all imports, manufactured and primary, the per-
centage reductions were 26 and 36 percent, respectively. 

Because of the differences in methodology and presentation, a 
direct comparison between the GATT and UNCTAD studies cannot 
be made. Neither, however, supports the common belief that 
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the benefits of Kennedy Round reductions were systematically 
withheld from less developed countries, whether the emphasis is 
on products they actually export or on those in which they are 
believed to have an export potential. There is, of course, no way 
to estimate the future importance to them of tariff reductions in 
products in which they have not as yet developed exports. If the 
less developed countries should succeed in achieving their goal of 
diversified production, any Kennedy Round tariff reduction could 
improve their prospects. 

Most of the less developed countries that did not participate in 
the Kennedy Round shared in the benefits of the reductions re-
vealed by these studies since the developed GATT countries extend 
the benefit of their tariff concessions to virtually all of them 
whether or not they are GATT Contracting Parties. This was at least 
partially offset in the case of those countries that lost some part of 
the margins of preference they had hitherto enjoyed. 

Relatively few of the twenty-five less developed countries that 
achieved recognition as "participants" actually engaged in nego-
tiations. Only nine of them, for example, negotiated with the 
United States.12 Of these, Argentina negotiated for admission as 
a full contracting party, and Chile negotiated to obtain the right 
to modify previous tariff bindings where this was necessary to per-
mit the adoption of a new and simplified tariff schedule. 

Detailed data are not available to determine whether the de-
veloped countries in general complied with their promise not 
to expect reciprocity. There are, however, data from which to 
compare the concessions granted to less developed countries and 
received from them by the United States. Direct concessions (con-
cessions granted in response to requests) by the United States to 
nine active less developed participants covered about $700 million 
of US imports from them. Their own imports from the United 
States affected by the concessions they granted in the Kennedy 
Round came to about $200 million. Almost all of the US conces-
sions consisted of duty reductions of 50 percent or more. On the 
other hand, all but $20 million of the concessions granted by the 
less developed countries consisted of the binding of existing 
tariff rates13 and only about 3 percent of the tariff reductions were 
by as much as 50 percent. 
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Countries With Special Economic or Trade Structures 

It will be recalled that Canada, Australia, New Zealand, and South 
Africa had claimed recognition as countries that could not be 
expected to make linear tariff reductions. Australia and New 
Zealand objected that their industries had not developed to a 
point that would enable them to compete in their domestic 
markets with low-duty imports and also predicted that any linear 
tariff reduction adopted was unlikely to affect appreciably the 
general level of agricultural protection in their principal export 
markets. South Africa, too, asked to be considered semi-indust-
rialized. 

Canada also vigorously denied that mutual linear tariff reduc-
tions would result in a balance of advantage to its trade. This 
denial rested less on the agricultural content of Canada's exports 
than on the vulnerability of its industries to competition from the 
United States. 

The major industrialized countries, which had in principle al-
ready committed themselves to the linear method, were under-
standably reluctant to excuse such highly developed countries 
from a similar obligation, not so much from fear of an unbalanced 
outcome (the right to withdraw items from their initial linear offers 
to obtain reciprocity was adequate safeguard) but because of 
the danger it might pose to the depth and scope of the final agree-
ment, already threatened by the dilution of the linear approach. 

Fear that the adoption of a special rule for Australia, New 
Zealand, South Africa, and Canada might curtail the results to be 
expected from the negotiations was reflected in the May 1963 
ministerial meeting, at which the ministers merely referred the 
problem to the newly formed Trade Negotiations Committee. 
The committee, however, had little real choice. The most likely 
alternative to admitting the borderline countries on their own 
terms would have been to give them most of the benefits, under 
their MFN rights, with no compensation at all. To this considera-
tion, which was probably decisive, was added the growing realiza-
tion that the pessimism of the agricultural exporting countries 
concerning the likelihood of their achieving substantial benefits 
from the negotiations was well founded. Thus, before the ministers 
met a year later, in May 1964, to open the negotiations, the Trade 
Negotiations Committee had been able to reach agreement on 
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procedures that would permit the participation of these four 
countries in the negotiations. 

Canada volunteered to table positive offers simultaneously 
with the tabling of exceptions lists by the linear countries. These 
offers were to be subject to the same justification and confronta-
tion procedures as the exceptions lists of others, and Canada 
would be treated as a full participant when the lists of linear 
countries were examined. 

Australia, New Zealand, and South Africa were to follow the 
same procedure, provided that the rules governing agriculture 
were settled soon enough to permit them to assess the benefits 
they were likely to receive in time to enable them to table offers. 

When the date for the tabling of exceptions lists was reached, 
Canada adhered to the timetable. But agreement on the rules to 
govern the agricultural negotiations was still far in the future, and 
the three countries whose offers had been made contingent on 
that agreement at first invoked their right to postpone their own 
offers. As has already been seen, the effort to arrive at any rules 
for agriculture was eventually abandoned in favor of the tabling of 
selective agricultural offers in September 1965. When it became 
clear that the Community would not be able to meet that date, ad-
herence to the logic of their earlier position would have required 
these three "special structure" countries to postpone their offers 
once more. But, perhaps in an effort to induce the EEC to be more 
forthcoming in the field of agriculture or perhaps in order to per-
mit them to begin negotiating with the other linear countries, 
Australia and New Zealand tabled industrial and agricultural offers 
in September 1965, and South Africa followed in December of the 
same year. 

The negotiations between the "special structure" countries and 
their linear partners largely followed the traditional pattern of 
item-by-item negotiations. Because of their almost wholly bi-
lateral character, few details concerning their negotiating sessions 
are public knowledge. But some of the principal issues can be de-
duced from the final Kennedy Round results. These countries were 
not as far out of the mainstream of the multilateral negotiations 
as their abstention from the linear negotiations might suggest. All 
of them were, of course, deeply involved in agricultural negotia-
tions in general and in one or more of the special agricultural 
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groups in particular. Canada and Australia were key participants 
in the grains and meat groups. New Zealand was involved in the 
latter and pinned much of its Kennedy Round hopes on achieve-
ment of a dairy products agreement — hopes that were destined 
to be disappointed. In the industrial sectors, Canada would also 
have had an important role to play if it had been possible to reach 
a sector agreement in aluminum or pulp and paper. The contribu-
tions made by the special structure countries to the final results of 
the Kennedy Round must be judged in light of the extent to which 
the agricultural groups and industrial sectors of concern to them 
achieved their purpose. 

Nontariff Barriers 

At their meeting in May 1963 the G A T T ministers decided that 
the forthcoming trade negotiations should "deal not only with 
tariffs but also with nontariff barriers."14 Individual nontariff bar-
riers had occasionally been the object of negotiations in the past, 
especially where the value of a tariff concession was directly 
affected. But the Contracting Parties had never before in nego-
tiations given these barriers a status comparable to that of tariffs. 
The lack of previous experience in this field, however, was not the 
most difficult problem the negotiators were to face. 

As a subject for negotiation, nontariff barriers raised a number 
of problems that did not exist in the case of tariff negotiations. 
One was that no single category of nontariff barrier was as univer-
sally applied as the tariff. Thus, it was easy for most participants 
to single out for attack barriers used by others and not by them-
selves. This, perhaps, was one reason why it was much easier to 
initiate discussion of nontariff barriers than to engage in negotia-
tions for their removal. But it was not the only reason. Many gov-
ernmental practices that can have a restrictive effect on trade are 
also essential to the protection of domestic health, safety, or secur-
ity; only when they are unnecessarily restrictive are they potential 
objects of negotiation. And, even in those rare cases where there 
was no dispute about the existence or the restrictiveness of a bar-
rier, its negotiation suffered from the difficulty of measurement. 
There is no such common yardstick as the ad valorem equivalent of 
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tariffs to help the negotiators formulate their bids and offers or 
to provide them with a mathematical basis for defending at home 
whatever bargain they might strike. 

The 1963 GATT ministerial meeting provided comparatively little 
guidance to the Trade Negotiations Committee when it assigned 
the committee the task of drawing up rules and methods to be 
employed in the negotiation of nontariff barriers. Furthermore, 
in the year that elapsed between that meeting and the formal 
opening of the negotiations the committee itself was too deeply 
involved in the controversies over tariff disparities and agricul-
ture to devote much attention to resolving the problem. It did, 
however, take the first step of trying to identify those barriers that 
particular participating countries wanted removed or modified by 
their negotiating partners. 

In October 1963, in response to a general invitation by the ex-
ecutive secretary, the United Kingdom, Japan, the United States, 
and Sweden submitted simple lists of measures they considered 
should be the subject of negotiations. These initial submissions 
for the most part refrained from naming the offending country or 
countries. As summarized by the secretariat, the topics covered 
were: escape clauses, antidumping policies, state trading, gov-
ernment purchasing policies, customs valuation "including use 
of arbitrary or excessive values," administrative and technical 
regulations including marking rules and consular formalities, "re-
sidual" quantitative restrictions, discriminatory import restrictions, 
border tax adjustments, sanitary regulations, restrictive import 
policies on coal, and the US "Wine Gallon Assessment."15 

Soon after the Kennedy Round was officially declared open, the 
negotiation of nontariff barriers began. Each participant was in-
vited to designate in writing those nontariff barriers that it wanted 
other named participants to modify or eliminate.16 

Government Procurement 

The United Kingdom, the EEC, and Japan complained of US 
regulations under the "Buy American" law. In return, the United 
States asked for more open procedures by government procure-
ment agencies of other countries in advertising and awarding con-
tracts. 
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Arbitrary Valuation of Imports 

Many complaints were registered against the American Selling 
Price and the use of "foreign value" for items in the US "Final 
List." But Canada, Australia, New Zealand, and South Africa were 
also cited for practices similar to "foreign value" assessment. 
Finally, the United States received requests that it abolish its 
"Wine Gallon Assessment" basis for determining the excise tax 
and duty on distilled spirits and its "standard of strength" basis for 
assessing duties on certain dyes. 

Administrative and Technical Regulations 

The United Kingdom registered a number of complaints against 
restrictive administrative practices: against the United States for 
permitting various states to require the seal of the American So-
ciety of Mechanical Engineers (ASME) on boilers and pressure 
vessels, a seal which ASME does not issue to foreign producers; 
against the requirements enforced by the US Interstate Com-
merce Commission for seamless gas cylinders, which could be 
met only by inspection in the United States; against the US law 
that prohibited the use of foreign-built dredges in American 
waters; against German standards for electrical equipment, which 
precluded internationally recognized certification by foreign au-
thorities; and against the French standard for gasoline pumps 
which, it contended, was so administered as to preclude any im-
ports. 

Internal Taxes 

Austria, Belgium, France, and Italy were the targets of complaints 
by the United States that their road-use taxes burdened US makes 
of automobiles, as compared with the automobiles of other coun-
tries, out of proportion to any differences in their size or value. 

Quantitative Restrictions 

Although many contracting parties continued to maintain some 
quantitative restrictions not justified under GATT rules, the United 
States singled out for special consideration measures that impeded 
import of coal into Belgium, Canada, France, Japan, the Nether-
lands, Spain, the United Kingdom, and Germany. 

Negotiating groups consisting of participants expressing an in-
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terest in the barriers concerned were established to attempt to 
deal with each category. In addition, the United States put the 
other participants on notice that it might insist upon the establish-
ment of two more groups: one to deal with protection through 
state trading, and one to reexamine the GATT rules concerning 
border tax adjustments. In neither case did it follow this up with 
a formal request, at first because of the difficulty of formulating 
concrete proposals for dealing with these complex cases and 
later because the lack of progress achieved in other groups pre-
sumably discouraged the initiation of negotiations that had even 
less prospect for success. 

It is obvious that the measures selected for attention in the 
Kennedy Round fell short of representing a complete roster of non-
tariff barriers.17 It would appear that the United Kingdom was 
more thorough than other participants, with the possible exception 
of the United States, in canvassing its businessmen for informa-
tion about the practices of other countries that impeded their ex-
ports. But the fact that US practices were more frequently the sub-
ject of complaint than those of others was at least in part brought 
about by the peculiarities of the American constitutional structure. 
First, the separation of executive from legislative authority in the 
United States has meant that the details of customs administration 
and governmental procurement practices, to take two examples, 
have had to be committed to statute, while in most countries the 
government officials concerned exercise much wider discretion. 
In addition, the constitutional rights of individual states in this 
country have created a twilight zone of jurisdiction within which 
some states have adopted laws or regulations that conflict with the 
policy and even with the international commitments of the federal 
government. 

The nature of the United States constitutional system presented 
other obstacles as well to successful negotiation of nontariff bar-
riers. Most of the US barriers that were the subject of complaints 
by others were contained in laws which the administration had no 
power to change. It was, of course, theoretically possible for the 
US delegation to offer modifications of these laws, subject to the 
approval of the Congress. The delegation did, in fact, grasp this 
nettle in the case of the American Selling Price issue in the chemi-
cal sector negotiations. But the unfavorable reaction of many con-
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gressmen and senators, if presented with a fait accompli, was pre-
dictable. In general, the US delegation understandably avoided 
negotiating ad referendum changes in US laws, even in exchange 
for very real benefits to American exports. 

Even if the United States delegation had had greater power 
to negotiate, however, the nontariff barrier negotiating groups 
would still have had other formidable obstacles to overcome: the 
absence of an unambiguous line between practices that are neces-
sary and those that are excessively protective; the diversity and un-
equal distribution of restrictive practices among the Kennedy 
Round participants; and the absence of a common denominator to 
use in comparing the effectiveness of different barriers in restrict-
ing trade. Because of the combination of all these difficulties, the 
negotiations for the most part did not progress beyond the agree-
ment to establish negotiating groups. There were, however, two 
notable exceptions to this general failure: the modification of cer-
tain nontariff barriers, combined with tariff concessions, in the 
settlement reached in the chemical sector, which is discussed in a 
later chapter; and the agreement on a code of behavior in the field 
of antidumping practices. 

The Antidumping Code 

The negotiation of an antidumping code was entrusted to a 
Group on Antidumping Policies, which was established in July 
1965 and which proceeded rapidly to a consideration of the issues. 
Its task was eased by the fact that all the principal participants 
were members of the O E C D , which in 1964 had conducted a quite 
detailed examination of the antidumping legislation and practices 
of its members. Much of the necessary study and analysis having 
been accomplished, governments were able to exchange expli-
cit proposals soon after the Kennedy Round group was formed. 

The suggestions for a new code left the basic provisions of 
Article VI of the GATT (discussed in chapter V) generally intact and 
were designed for the most part to give them greater precision. A n 
effort was also made to deal adequately with certain matters con-
cerning which Article VI was silent: the application of provisional 
measures while a charge of antidumping is under investigation, 
elimination of the possibility that antidumping duties might be im-
posed on goods entered before the initiation of an investigation, 
and the adoption of standards to require disclosure of information 
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concerning the basis of an antidumping charge and to require that 
interested parties be given an opportunity to present their views. 

Certain proposals that would have extended the scope of Article 
VI obligations still further were considered but not pressed by any 
participant, one of these being a provision that would have re-
quired an importing country to take action against dumping when 
the resultant injury was not to its own producers but to those of 
another exporting country. 

The differences between the objectives of the United States on 
the one hand and of Western Europe (including the United King-
dom) on the other were clear cut. The Europeans wanted, above 
all else, a substantial modification in the United States practice of 
withholding customs "appraisement" during protracted investiga-
tions. In fact, the original proposal by the United Kingdom was for 
the total outlawing of the withholding of appraisement, even 
though the imposition of a provisional duty pending completion 
of an investigation would have been permitted. This suggestion 
could have been accepted by the US delegation only had it been 
prepared to ask Congress to amend the US law. But the proposal 
was not pressed, and the United Kingdom retreated to an effort to 
obtain amelioration in American withholding practices: a commit-
ment that appraisement would not be withheld without a prima 
facie finding of injurious dumping, and the assurance that inves-
tigations would be carried out more expeditiously. 

The United States concentrated on obtaining a commitment that 
antidumping cases would be so conducted that the importer would 
know the basis for the investigation and be given adequate oppor-
tunity to present his defense. In the end, each side achieved a sub-
stantial measure of its objectives, and agreement was reached in 
substance well before the final phase of the Kennedy Round. 

The code that emerged and that was accepted, subject only to 
the satisfactory settlement of the Kennedy Round as a whole, clari-
fied and amplified the provisions of Article VI of the GATT con-
cerning the circumstances under which antidumping action may 
be taken.18 It provided for more expeditious handling of cases and 
for a preliminary examination of evidence both that goods were 
being dumped and that the dumping met the "injury" criterion of 
Article VI before any provisional action could be taken, whether 
that action consisted of the withholding of appraisement or the im-
position of provisional duties. It required adequate notice to inter-
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ested parties, the disclosure of all information except where its 

confidential nature was established, and the granting of adequate 

opportunity to interested parties to be heard and submit evi-

dence. It imposed specific limits on the imposition of antidump-

ing duties retroactively, that is, to cover imports that were entered 

before an investigation was completed. And, finally, by incorporat-

ing the provisions of Article V I of the GATT, it insured that all 

signatories, whether or not previously exempted from the appli-

cation of that article under the Protocol of Provisional Application, 

became subject to its provisions. 

Polish Accession 

In M a y 1963, Poland, which had participated in the work of the 

GATT since 1959 without having achieved the status of a Con -

tracting Party,19 announced its desire to negotiate in the Kennedy 

Round as a prelude to full accession. Poland's recognition as a par-

ticipant wou ld improve the chance that products in which that 

country had an export interest wou ld be included in the tariff re-

ductions of others. But Poland had even more to gain from acces-

sion — a legal right to the benefits accorded by the General Agree-

ment, including most favored nation treatment, which had hitherto 

been denied it by most European countries.20 

The director general gave Poland's application his enthusiastic 

endorsement, and the ministerial meeting in M a y 1964 decided 

that the Nontariff Barrier Subcommittee should explore with Po-

land the kind of commitments it could undertake that wou ld con-

stitute a meaningful quid pro quo for the privileges Poland wou ld 

receive as a contracting party. It was obv ious that, in the absence 

of a competitive price economy, tariff bindings by Poland wou ld 

be neither meaningful nor enforceable. Poland recognized this 

difficulty and proposed that its contribution to the negotiations 

and its " payment " for the privilege of full GATT status should be a 

guarantee of a specified annual increase, the amount to be ne-

gotiated, in its total purchases from the Contracting Parties as a 

whole. The division of this total among exporting countries wou ld 

be determined by commercial considerations. 

In considering Poland's proposal, the Contracting Parties were 

for the first time forced to confront the problem of how a system 

of rules designed to govern commercial relations among private-
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trading countries could be adapted to economic systems in which 
trading decisions were made by the state and in which there was 
no necessary relationship between internal and external prices.21 

After the Havana Conference, Wilcox had written: "As a matter of 
logic, it must be recognized that the fundamental problem is in-
soluble: complete collectivism does not fit into the pattern of free 
markets and multilateral trade."22 Nevertheless, facing the prospect 
that the Soviet Union would become a member of the Interna-
tional Trade Organization, the United States had, in its original 
proposals for the ITO, included a provision for an annual purchase 
commitment by members having a complete state monopoly of 
foreign trade. After the Soviet Union failed to attend either the Lon-
don or the Geneva preparatory meetings for the ITO, the proposal 
was dropped.23 However, Poland's proposals for paying its way 
into the GATT and for compensating contracting parties for MFN 
treatment were consistent with that early American suggestion. 

In the Kennedy Round the most difficult obstacle proved to be 
not this fundamental problem but the reluctance of the member 
states of the EEC, and the United Kingdom, to forego the privileged 
position for their exports that they had derived from their bilateral 
trade agreements with Poland. In those agreements they had been 
able to extract specific purchase commitments in exchange for 
granting import quotas for Polish goods. If Poland were to ac-
quire the right to MFN treatment, they could, of course, no longer 
apply to Polish exports licensing requirements that were not im-
posed on the exports of other countries; the bilateral agreements 
would have to be terminated. On the other hand, the United States, 
which had not resorted to bilateral agreements, had no com-
mercial advantage to lose by granting Poland MFN treatment and 
had something to gain from termination of Poland's bilateral agree-
ments. 

In spite of the reluctance of Poland's bilateral trading partners, 
the Trade Negotiations Committee, prodded by the director gen-
eral, agreed in early 1965 to invite Poland to submit specific of-
fers and, from the date of that submission, to accord it the status 
of a participant in the Kennedy Round. The offers were submitted 
in April of the same year. 

In its final agreement with the Contracting Parties,24 Poland 
undertook to increase the total value of its imports by not less 
than 7 percent each year, subject to annual review and renegotia-
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tion. Poland also undertook all the obligations of a contracting 
party except the requirement that it enter into a special exchange 
agreement with the International Monetary Fund. But the commit-
ments of other contracting parties toward Poland were qualified in 
two important respects. It proved impossible to obtain agreement 
on the immediate dismantlement of bilateral quota agreements, 
and countries that, on the date of the protocol, applied such quotas 
to imports from Poland were given the right to continue to apply 
them until the expiration of a transitional period, the termination 
date for which was to be set during the third of the annual consul-
tations to be held with Poland under the terms of the protocol. 

The Contracting Parties as a whole protected themselves against 
the possibility that Poland would dump exports into their markets 
under conditions which would not permit the price comparisons 
that would enable them to apply antidumping duties. Poland 
agreed that, if another contracting party should find that increased 
imports from Poland caused or threatened serious injury to its 
industries, it would have the right to restrict them, subject to pro-
visions for consultation between the parties concerned. 



14 

The Brink 

At the beginning of 1967, some thirty-two months after the 
formal opening of the Kennedy Round, the negotiators finally 
came to grips with all of the more fundamental issues. In agri-
culture, the offer list of the EEC, and the counter offers of others, 
had at last been tabled. The Cereals Group had identified their 
more important causes of disagreement, and the Meat and Dairy 
Products Groups were finally engaged in those technical discus-
sions that were an essential prelude to the commencement of bar-
gaining. In one category of nontariff barriers — antidumping prac-
tices — some genuine progress had been made. 

Finally, in the all-important area of industrial tariffs the open 
declaration of the "minimum" demands of all the participants had 
opened up the prospect that bilateral negotiations over exceptions 
lists could begin to make headway. 

Any tally of the progress made up to January 1967, however, 
would simply have underlined how much remained to be done 
in the time remaining. Only six months were left before the last 
day on which President Johnson could sign an agreement re-
ducing tariffs under the authority of the Trade Expansion Act, and 
an agreement would have to be reached in substance many weeks 
before June 30 if the necessary protocols were to be ready for 
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signature. The generally accepted target for the close of bargain-
ing was mid-April, only three and a half months away. More 
progress would have to be made in that time than in the years that 
had elapsed since the opening of the negotiations. More than two 
years after the exchange of exceptions lists, hundreds of millions 
of dollars of trade still separated the positions of the participants 
over linear tariff cuts, the sine qua non of any settlement. The 
chemical sector negotiations remained deadlocked over their cen-
tral issue — American Selling Price — and the steel sector over the 
base date for tariff reductions. The aluminum and pulp and paper 
sectors had made no progress in closing the chasms they had re-
vealed. Tariff negotiations in the textile sector had been repeatedly 
postponed as attention had concentrated on the negotiation of 
quotas under the Long-Term Cotton Textile Arrangement.1 As for 
agriculture, the negotiation of tariffs on products not dealt with in 
special groups had been underway for less than six months. The 
only group in which any progress had been made, that dealing 
with cereals, still faced profound differences over the level of the 
proposed self-sufficiency ratio, over price levels, and over the re-
spective shares of the participants in the fund for aid through 
food. 

If the timetable were to be met, there would have to be drastic 
changes in the positions of at least some of the major participants 
in the weeks to follow. The locus of those changes and the form 
they would take would depend on why the positions had been 
held for so long. Was it because of a suspicion that the claims of 
others were tactical, leading to a determination not to yield until 
it could be demonstrated that the opponent would hold his 
ground at any cost? O r did the positions occupied by the opposing 
forces mark the territory they were determined to hold at any 
cost? In all previous dramas the heroine had been snatched from 
the brink just in time. Would it happen again? 

The Community's Response 

The central question on which the success of the Kennedy 
Round appeared to hinge as 1967 opened was the effect the De-
cember withdrawal exercise would have on the attitude of the 
European Community. Would the demonstration of its isolation 
bring a more flexible negotiating mandate to the commission or 
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would it provide the more protectionist elements in the Commu-
nity with an argument for a still stiffer position? 

For a while it looked as if the latter was to be the answer. Some 
voices both within the governments of member states and in 
the European press cited the GATT withdrawal exercise as a further 
illustration of the brutal negotiating tactics of the Anglo-Saxons 
(the Nordics, who had presented the most massive withdrawal list, 
were generally exempt from criticism). The EEC was urged to meet 
these tactics with stiffened resistance. Le Monde, on January 24, 
commented editorially on the "blunder that the Americans have 
certainly committed in threatening" the EEC — a move that had re-
sulted in "irritating Washington's best friends within the Common 
Market." 

The EEC Council of Ministers met on January 12 to consider what 
to do. There was little doubt in the minds of the other participants 
that France would insist on a firm stand against the demands of 
the English-speaking delegations, perhaps because it preferred 
a "thin" agreement to a substantial one, perhaps because it felt 
that the time for compromise had not yet been reached. Germany 
could be counted on to favor an improvement in the Community's 
contribution to the Kennedy Round; the question was whether 
it would defend its view to the point of precipitating another crisis 
in the council. When the time came, Germany chose to avoid a 
crisis. The council's task was made easier by Jean Rey, the com-
missioner responsible for the negotiations, who reportedly did 
not ask it to do much more than reassert its earlier positions.2 Its 
decisions were described at the time as "a middle way between 
the starting position of Germany (which wanted firm decisions on 
some improvement in the Community's offers) and that of France 
(which believed it desirable to exclude all possibility of im-
provement, at least until the problem of 'disparities' and 'with-
drawal lists' of third countries was resolved)."3 

The compromise within the Community was achieved when all 
members, as well as the commission, agreed to make an effort to 
appease the continental EFTA countries and, at the same time, 
decided to stand fast in their negotiations with others. France, 
and the council as a whole, recognized that the lengthy exceptions 
list of the EEC, while designed to help the community's bargaining 
power against the United States and Great Britain, had incidentally 



268 The Struggle for Reciprocity 

threatened to deprive its smaller European neighbors of much of 
the benefit they might have derived from the Kennedy Round. 
They agreed that the commission might engage in conversations 
"with the other European countries" in an effort to find a better 
balance of reciprocal offers.4 But the EEC council showed no 
such tenderness toward other key countries. It instructed the com-
mission to hold its ground on all important points, including the 
issues on which the negotiations almost foundered during the 
next few months. 

Multiple Roadblocks 

Not all the problems threatening the Kennedy Round involved 
the linear negotiations or the triangular confrontation of the EEC, 
the United States, and the United Kingdom. One of the most in-
tractable issues in the grains negotiation found Japan ranged 
against the United States and the other cereal exporters. In the 
industrial sector negotiations, the Nordic countries were joined by 
the United States and Canada in the quest for free trade, or at 
least tariff harmonization, in aluminum. The search for com-
modity agreements in meat and dairy products found the EEC 
pitted against New Zealand, Argentina, and Australia. The cotton 
textile negotiations were threatened by a rumor, later to be proved 
correct, that the EEC was no longer prepared to reduce its tariffs 
by 50 percent, even though renewal of the LTA was already as-
sured. Negotiations had not been joined with Australia, which 
had not as yet tabled an offer list. And, in the chemical sector, 
the United States found itself faced by a united front of other de-
veloped countries. 

Accommodation — and Disappointment 

Like so many deadlines in Geneva and Brussels, the mid-April 
target for reaching an agreement in substance had to be aban-
doned; and, with it, the hope of having time to record the results 
in an orderly manner before June 30. Nevertheless, the first four 
and a half months of 1967 did see the beginning of some genuine 
negotiation and compromise, almost the first since the Kennedy 
Round began. The withdrawal exercise of December did not at 
once result in a more flexible negotiating mandate for the EEC 
commission. But it began the decline of the era during which it had 
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seemed that all negotiators would merely repeat their initial 
speeches until time ran out. In a new atmosphere of give-and-
take, new concessions were granted, and many hitherto imperative 
demands were abandoned — a movement in which the Commu-
nity's negotiators were able, belatedly, to join. Two of the most 
hotly embattled areas, however, were disputed until almost the 
last possible moment. 

The EEC did not abandon at once its efforts to contest the 
withdrawal lists of others. In late March it submitted to the United 
States a list of "disparities" it proposed to invoke that would have 
resulted in the withdrawal of offers affecting some 130 positions in 
the Common External Tariff and about $181 million of US trade. 
Many of these disparities, in the US view, were not "significant in 
trade terms." But that criterion, like the formulas for identifying 
disparities, had ceased to have importance. The new list was, in 
effect, no more than an EEC response to the withdrawal lists of 
others and was quickly subsumed within the more general maneu-
vering for reciprocity. 

The Community's effort to patch up its differences with the 
smaller EFTA countries had only limited success. The exploratory 
discussions the commission had been authorized to conduct with 
them ended, so far as the Scandinavian countries were concerned, 
in an exchange of accusations that reached the pages of the 
European press and with final withdrawals by them of offers 
affecting a half-billion dollars of EEC trade. 

Renewal of the Cotton Textile Arrangement was assured when 
the EEC agreed to increase its import quotas, but withdrew its 
former linear tariff offer and substituted a general reduction of 
20 percent. The evidence seems clear that this was accepted at 
the time by the less developed exporters but not by Japan, which 
was the only one to protest. It was the turn of the less developed 
countries to be unhappy, however, when other industrialized 
countries, including the United States, also reduced their cot-
ton textile tariff offers in response to the action of the Community. 

The United Kingdom helped make a steel agreement possible 
by an improvement in its offers which, in turn, led to a substan-
tially improved offer by the Community. 

Two potentially serious barriers to an overall settlement were 
removed when, to the bitter disappointment, especially of New 
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Zealand and Argentina, the effort to arrive at commodity agree-
ments for meat and dairy products was abandoned and the nego-
tiating groups disbanded. 

In the field of nontariff barriers, final agreement was reached 
on an antidumping code, but most of the remaining requests that 
had not been transferred to the chemical negotiations were 
dropped. One exception was the US demand for general recogni-
tion that an increase in border tax adjustments might impair the 
value of tariff concessions, but in the end the US delegation was 
content to put a unilateral statement to this effect in the record. 

Thus, when faced with the danger that time would be "called" 
before any agreement was reached, the negotiators proved will-
ing to modify demands which they had declared irreversible at 
the end of the previous year. But the deadlocks over grains and 
chemicals persisted until well into May and threatened, until only 
six more weeks remained before the June 30 deadline, to endan-
ger the entire negotiation. 

The Cereals Compromise 

In the Cereals Group, one more "deadline" — April 30 — had 
passed without agreement. Only two weeks remained before the 
date that all negotiators agreed was the last possible time for 
reaching an agreement in substance. But the grains negotiations 
remained on dead center. The Community had not agreed to a self-
sufficiency ratio for wheat below 90 percent of consumption and 
would not consider means of making even that ratio self-enforcing. 
Then came the first genuine break in the impasse. 

Late in April, the Special Representative for Trade Negotiations, 
William M. Roth,5 and his deputy, W. Michael Blumenthal, who 
headed the US delegation, flew from Geneva to Washington to 
confer with President Johnson. There they obtained authority to 
make a completely new proposal. It was a simple one: The United 
States, and other exporters, would abandon the effort to obtain in 
the grains arrangement any assurances of access to import markets. 

This was not the major concession to the EEC that it may at first 
appear, for any hope of truly competitive access had been aban-
doned long before. Even if the Community had agreed to the ex-
porters' demand that 13 percent of EEC consumption be supplied 
by imports, the variable levy system would have denied them the 
opportunity to compete for any larger portion of that market at 
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any price. And, in exchange for this dubious concession, the United 
States would have lost the "negotiating rights" which it had sal-
vaged from the Dillon Round.6 What the EEC would stand to lose 
as a result of the new American proposal was any hope of using 
the grains arrangement as a means of obtaining international rec-
ognition of variable levies or agreement to the "organization 
of markets," to which both France and the European commission 
were deeply attached. 

The new US proposal worked. Each side abandoned the demand 
to which it had attached the greatest importance. And that mutual 
abandonment cleared the way for agreement on lesser points. A 
price range was agreed, which was to be implemented by a re-
newal of the International Wheat Agreement (IWA). The new range 
was about 21.5 cents per bushel above the minimum and maxi-
mum levels in the existing IWA. Finally, the arrangement was re-
duced in scope to one on wheat alone, as the EEC abandoned its 
more or less desultory effort to include coarse grains in the agree-
ment, products in which the United States was already highly com-
petitive and was likely to have more to lose than to gain under 
international regulation of prices. 

The principal benefit obtained by the United States was the 
provision for sharing food aid. To obtain agreement, it receded 
to a more realistic total aid commitment by the participants. In 
turn, the Community raised its previous offer, and agreement was 
reached at four and one-half million tons of wheat to be donated 
by the members as a whole, of which the Community's share was 
about one million tons.7 

The EEC and the United States were not the only participants 
who receded from their earlier positions. Australia and Canada 
had to be satisfied with a lower price range than they had wanted; 
the United Kingdom and Japan, a higher one. Finally, Japan aban-
doned its previous opposition to any commitment involving a 
contribution to the food aid fund, though the nature of its un-
dertaking later became a new source of dispute. 

Chemicals 

During the first four months of 1967 there were signs that the 
negotiators for the European Community were gambling on an 
extension of the final deadline. In the corridors of the Palais des 
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Nations, European delegates expressed disbelief that the US ad-
ministration would allow the negotiations to fail because of lack 
of time. There were predictions in the European press that the 
Congress would be asked to extend the deadline of June 30. So 
long as this seemed a possibility, the Community's negotiators held 
firm to their insistence that any tariff concessions in the chemical 
sector be conditioned on the abolition of ASP. 

By the end of April it must have been clear that, given the glacial 
pace of the American legislative processes, the time remaining 
was too short to permit an amendment of the Trade Expansion 
Act. And the fact that the administration had submitted no re-
quest to Congress was convincing evidence that it had no intention 
of doing so. For the first time the dangerously approaching dead-
line seemed to have exerted its full force on the negotiations. The 
failure of the administration to ask for an extension was probably 
interpreted as a sign of strength. It had been carried close to the 
brink of failure and showed no sign that it was willing to compro-
mise its position. O n May 2 the commission asked the EEC Counci l 
of Ministers for carte blanche to explore with other delegations all 
possibilities for an agreement. The council granted this request on 
condition that the commission return a week later for final instruc-
tions. 

Using its new freedom, the commission abandoned its total 
opposition to the "two-package" approach for a chemical settle-
ment. This enabled the discussion to focus on what would be the 
nature and level of the offers of each side in those packages. At 
this point, Wyndham White — either on his own initiative or at 
the suggestion of one of the principals — stepped in with a de-
tailed proposal that neither side could safely have made to the 
other without risking rebuff. Based on the two-package concept, it 
was, briefly: In the Kennedy Round settlement the United States 
would reduce by a full 50 percent all but its lowest chemical 
tariffs, and the United Kingdom and EEC would reduce most of 
their rates by only 20 percent. But the disparity in the depth of 
reductions would be balanced by the much greater volume of US 
exports affected by the tariff reductions to be conceded by its 
partners. 

In the second package most of the advantages derived from 
the reduction of normal tariffs would go to the United States, but 
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it would give up ASP. After abolishing that method of valuation 
and converting the benzenoid tariffs to rates that would yield 
equivalent duty under normal standards of valuation, it would re-
duce the converted rates so that in the two packages combined 
they would, generally, result in a reduction of 50 percent. For their 
part, the EEC and the United Kingdom would reduce their re-
maining chemical tariffs so as to match the US reductions in the 
two packages combined. As further compensation for the elimina-
tion by the United States of an onerous nontariff barrier, the EEC 
would eliminate the discriminatory aspect of its automobile road 
taxes, and the United Kingdom would reduce its tariff prefer-
ence for commonwealth tobacco. The entire package was to be 
contingent, of course, on action by the US Congress to abolish the 
American Selling Price for benzenoid chemicals. 

The director general's plan was not accepted in all its details, 
but, for the first time, it brought the positions of the two delega-
tions within negotiating range of each other. For practical purposes 
the last and most intractable obstacle to agreement seemed to 
have been removed. 

The Final Crisis 

On May 15 the director general was able to announce that all 
major issues had been resolved, and the world's press hailed the 
result as the completion of the Kennedy Round.8 It may well be 
that a public announcement of the success of the negotiations was 
essential to force the negotiators to come to grips with the for-
midable problems of detail that were still outstanding. In any 
event, the declaration that the major points of difference had been 
solved did release the negotiators from earlier restraints and en-
abled them to tackle many lesser issues that had formerly been 
suppressed in favor of a supreme effort to meet the May 15 dead-
line. These issues could no longer be ignored when it became 
imperative to commit the agreement to writing. 

A series of disagreements immediately developed, reaching a 
crescendo in a major dispute betwen the United States and the 
EEC. On June 2, EEC Commissioner Jean Rey was reported to be 
"furious" over the withdrawal by the United States of offers on 
"several hundred million dollars of imports" that it had not spe-
cified in the "settlement" of May 15. The United States had, in fact, 
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withdrawn offers in order to achieve reciprocity with other major 
participants, principally Japan. What evidently happened was that 
the attention of the two giant participants and of the director 
general had been so focused on reaching agreement between 
them that the remaining problems involving other negotiators had 
temporarily been set aside. There followed intensive discussion 
between Rey and Ambassador Roth in an effort to save the agree-
ment. On June 15, Peter Dreyer reported in the Journal of Com-
merce that the trade coverage of US offers was still $250 million 
short of the amount the Community had understood to be firm. 

But the EEC charge of surprise withdrawals by the United States 
was not the only cause of the threatened unraveling of the "agree-
ment" already reached. The grains settlement came close to falling 
apart over a disagreement between Japan and the wheat exporters 
concerning the food aid commitment that Japan had made. Japan 
insisted that it had not agreed that its contribution would be made 
in the form of purchased grain, or cash earmarked for that purpose, 
but had reserved the right to donate the equivalent in other essen-
tials, such as fertilizers. This moderate threat to the principal 
benefit the United States had expected to receive from a grains 
agreement was intensified when the Nordic countries refused to 
accept obligations that were not accepted by Japan. The EEC, 
whose participation in food aid was a sine qua non, also threatened 
to withdraw its commitment if Japan were excused. Argentina, too, 
threatened to withdraw from the arrangement for the same reason. 

Even the chemical settlement threatened to dissolve. Last min-
ute efforts by the United States to obtain compensation from 
Japan for the benefits the latter would receive if ASP on rubber 
soled footwear and canned clams were abolished made no prog-
ress and led to an exchange of further threats of withdrawal. Aus-
tria and Sweden also objected to the sector agreement on chemi-
cals, in the negotiation of which they had not participated. 

The apparent agreement concerning the depth of cuts to be 
made in the ECSC steel tariffs threatened to break down over the 
question of staging. Although it had been agreed that the final Ken-
nedy Round reductions would bring the average level of ECSC du-
ties to 5.7 percent, France now insisted that reductions toward this 
level begin at 11.4 percent, thus maintaining a consistent position 
that the Community's offer represented a 50 percent reduction. 
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The United Kingdom threatened in return to delay the staging of 
its own steel concessions. In mid-June, a joint meeting of the EEC 
council and the high authority of the ECSC failed to resolve the 
problem, with France holding out against the other member states, 
who wanted to offer to stage the reductions from 9 percent. 

The misunderstandings and disagreements that threatened the 
Kennedy Round in these closing weeks were not all between 
"linear" participants. Both Australia and Argentina claimed that 
the EEC had failed to live up to an earlier commitment to reduce 
and bind the levy on frozen meat, an accusation that the Commu-
nity denied. And Denmark accused the EEC of ignoring an earlier 
agreement concerning the entry of live cattle. 

Finally, the cotton textile settlement was threatened by the Com-
munity's insistence on a reservation that would have enabled it to 
restore its pre-Kennedy Round duties if the LTA should be allowed 
to expire at the end of the three-year renewal period already es-
tablished. This stipulation was consistent with, but went further 
than, the condition the Community had from the beginning at-
tached to its cotton textile offers. If it were to be formalized in the 
final agreement, as the EEC now insisted, many delegations would 
have to obtain new, and in some cases extremely difficult, instruc-
tions during the few days left before the protocol concluding the 
Kennedy Round had to be signed. 

Reciprocity to the Last 

In virtually all of these misunderstandings it is easy enough to 
discern the part played by the universal insistence on reciprocity. 
In spite of the resolution of the GATT ministers, the major negotia-
tors still insisted on reciprocity, not only in the aggregate but bi-
laterally. This intensified the chain reaction that was set off each 
time the commitment of final offers to paper revealed the omission 
of a concession which a participant believed had been previously 
agreed. The compensatory withdrawals that were then threatened 
often affected third parties, and their efforts to redress the balance 
further widened the circle of those who felt that reciprocity could 
be preserved only by still further withdrawals by them. 

What is remarkable, under the circumstances, is that it was pos-
sible in the short time that remained to salvage an agreement that 
suffered relatively little from the misunderstandings, the threats, 
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and the counterthreats that developed following the false settle-
ment of May 15. It seems certain that, once again, the authority of 
the director general played an important role. As at the time of the 
earlier "agreement," the key to a solution lay in narrowing thé dif-
ference between the Community and the United States. This was 
the most important task, not only because of the volume of trade 
conducted by them, but because for each of them something ap-
proaching a bilateral balance with the other was a political neces-
sity. In the final settlement each had to give up some of what it 
thought it had obtained in mid-May in order to make an agree-
ment possible. But most other participants were also involved in 
the final accommodation. Japan yielded important points on food 
aid. The Nordic countries receded from their insistence on qualify-
ing their own food aid commitment, as did Argentina. The Com-
munity agreed to drop its formal cotton textile reservation and 
tolerated a withdrawal of concessions by Denmark designed to 
compensate for loss of some of the agricultural benefits the latter 
had understood it was to receive in the markets of the six. 

These accommodations, and many others, finally permitted the 
Contracting Parties on June 30 — the last day possible under the 
President's authority — to complete and sign the protocol incor-
porating the results of the Kennedy Round, nearly five years after 
the passage of the Trade Expansion Act and more than four years 
after the GATT ministers had decided to conduct the first linear 
tariff negotiation. 

Postmortem 

It was, of course, no coincidence that the apparent settlement in 
May came at so nearly the last possible minute. The political and 
economic stakes of the United States in achieving maximum results 
were incalculable, and the American negotiators had reason to put 
off a final compromise until they were certain that no further con-
cessions could be extracted from others, especially the EEC. As for 
other negotiators, the conviction that the United States could not 
afford to let the Kennedy Round fail must have encouraged the 
belief that the American negotiators would finally be forced either 
to increase their own concessions or accept a level of offers from 
others that they had previously rejected as inadequate. The tactics 
of the Community until quite close to the May 15 "settlement" 
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suggest that such considerations did in fact enter into their calcula-
tions. The leisurely pace of the commission in asking for, and of 
the council in granting, more flexible negotiating authority could 
be interpreted as a calculated tactic to force the United States to 
choose between capitulation on outstanding issues and postpone-
ment of the deadline. Under either choice, the United States could 
have been expected to lose. Postponement on US initiative would 
simply have confirmed the impression that the one outcome the 
United States administration could not accept was breakdown. 

In the days just before May 15, however, any hope that the Com-
munity or others may have had of exploiting the American need 
for a successful Kennedy Round must have faded. The failure of the 
US administration to ask for an extension of Trade Expansion Act 
authority may have provided the most convincing evidence. And 
this demonstration was reinforced when the United States began 
its campaign to ensure a balanced agreement by the withdrawal of 
offers that had remained on the table throughout the negotiations. 

There is no evidence that delaying tactics played any part during 
the six weeks that remained between the May 15 "settlement" and 
the expiration of the President's authority. These were weeks in 
which the negotiators ceased to stake out new positions for bar-
gaining purposes. The most difficult problems arose out of the 
many ambiguities in the false agreement so hastily reached. If the 
atmosphere of the preceding three years had continued in June 
1967, there would have been no chance of reaching the accommo-
dation that was ultimately achieved. Certainly the fact that time 
had all but run out was of key importance in the result. But it could 
not in itself have reconciled such divergent positions unless all the 
major participants had considered a breakdown of the negotia-
tions less acceptable than compromise. 

To conclude that the negotiators in these closing days were 
united in the determination to reach a positive result of some sort 
leaves many questions unanswered. Was it also true that the same 
determination would have existed if the deadline had been 
reached much earlier — in 1965 or 1966 — instead of 1967? Was 
the intransigence of those years entirely a function of the time re-
maining? Or were the laborious processes of more than three 
years an essential prelude to the compromises that were hastily 
contrived in the closing fortnight? Did the exasperating delays, the 
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stubborn repetition of arguments, or the alternating tactics of 
tempting offer and disappointed withdrawal change in any de-
gree the nature of the bargain that would be acceptable? Or did 
they serve only to convince each participant that no further con-
cessions could be extracted from his opponents? 

Any answers to these questions must be advanced with reserve. 
But it is possible in the light of the history of those years to develop 
some plausible hypotheses. To begin with, it should be noted that 
the essential work that was accomplished between May 1963 and 
May 1967 could not have been compressed into a few months. 
Only if a truly linear negotiation had proved possible could much 
of it have been dispensed with. 

But it is equally true that much of the time that elapsed after the 
initial decision to negotiate made little direct contribution to the 
negotiating process. Many of the delays arose out of structural fric-
tions in the internal machinery of one participant — the European 
Community. The Kennedy Round was a play within a play, and the 
denouement of many a conflict in the principal plot had to await 
the resolution of differences in the subsidiary play — differences 
among the member states of the EEC. 

While the multiple personality of the Community was respon-
sible for much loss of time, it may have enhanced the influence 
exerted on the final agreement by the passage of time. The "suc-
cess" of all multilateral tariff negotiations, that is, their failure to 
terminate in disagreement, owes something to the length of time 
devoted to the negotiating process. After many months, even years, 
of valuable time and work have been expended, negotiators ac-
quire a vested interest in success that is unrelated to the economic 
benefits that can be expected. A participant who might have ac-
cepted a breakdown after a few weeks of bargaining is less likely 
to be willing to sacrifice the investment involved in a lengthy 
negotiation. 

Probably more important than the direct effect on participants 
of the cumulative psychological cost of failure is its indirect effect: 
the perception by each participant of the price he will have to pay 
in loss of goodwill if he is held responsible by the others for a 
breakdown. This indirect effect may well have been reinforced by 
the split personality of the European Community. A member state 
that was held to be responsible for a breakdown would incur not 
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only the wrath of the other negotiators in the Kennedy Round but 
that of his Common Market partners. 

However much weight is given to these speculations, one fact 
seems clear. Within the range of those compromises that seemed 
likely as time came close to running out, all of the negotiators must 
have preferred a positive result to failure. Whether this would 
have been true two or three years earlier is not nearly so certain, 
even if the negotiators had then been faced with the necessity of 
concluding in a few weeks. The nearness of the deadline must have 
had a decisive influence on the timing of the denouement. But the 
fact that agreement was reached at all must be attributed to a com-
plex of factors: the real economic advantage that most participants 
saw for their own economies in a reduction of trade barriers, the 
psychological cost to all of them of failure, and the backlash of 
resentment that any participant had a right to expect if he were 
believed to be the party responsible for the loss of the enormous 
expenditures that all his partners had invested in a positive out-
come. 



15 

The Results 

In the absence of a reliable technique for forecasting the trade 
effects of tariff concessions, a quantitative appraisal of the results 
of the Kennedy Round may seem an unproductive exercise. How 
much it might reveal about the extent of the achievement is lim-
ited. It certainly cannot settle the question of whether reciprocity, 
in the sense of balanced increments of trade, was achieved. An 
examination of the statistics that are available does, nevertheless, 
make possible a rough comparison between the trade coverage of 
the Kennedy Round and that of previous negotiations. 

A comparison of the weighted averages of tariff reductions is 
useful for certain purposes, but conclusions based on such a com-
parison are treacherous if used as a gauge to measure the degree 
of reciprocity obtained. What cannot be measured is the judgment 
of each negotiator as to the "quality" of any concession, or his 
estimate of its probable effect on future trade. Whether that judg-
ment is based on a conscious effort to estimate the relevant price 
elasticities or on informed guesses concerning market behavior, it 
is an essential element in each negotiator's perception of the 
weight to be given any concession offered or received. It is for-
tunate, in fact, that these qualitative judgments by negotiators are 
not uniform. Without a considerable latitude for differences be-
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tween them, it would be much more difficult for each negotiator 
to return to his capital persuaded that he had obtained at least as 
much as he had given, and probably more. 

This chapter wil l rely primarily on calculations made by others 
and wil l venture only a modest addition to available quantitative 
analyses of the results. Its main purpose wil l be to provide some 
further insight into how the issues with which the negotiators 
grappled were resolved.1 

Trade Coverage 

The volume of trade affected by concessions in the Kennedy 
Round has been estimated at $40 billion.2 While this represented 
less than a quarter of total world trade, it was a substantially larger 
percentage (about 40 percent) of the imports of the industrialized 
countries that participated and a still larger percentage (perhaps 
80 percent) of the trade in products "available for concessions," 
that is, those not already bound free. Figures are not available to 
permit a direct comparison of this world trade coverage with that 
achieved in previous negotiations. But, leaving aside for the mo-
ment the question of the depth of tariff reductions, some idea of 
the dimensions of the accomplishment may nevertheless be ob-
tained so far as United States participation is concerned. In what 
was by far the most important of previous multilateral tariff nego-
tiations — Geneva in 1947 — the United States had reduced tariffs 
on products constituting about 54 percent of its total dutiable im-
ports. The comparable Kennedy Round percentage was 64 percent. 

The 1947 negotiations, of course, involved fewer participants. 
Two major trading partners of the United States — Germany and 
Japan — were absent, which imposed a limit on the concessions 
that could be granted if nonparticipants were to be denied un-
requited benefits.3 Against this fact may be set the existence in 
1947 of many more tariffs at a redundantly high level, which could 
be reduced without fear of injury to domestic producers. Probably 
the decisive reason for the greater commodity coverage of US tar-
iff concessions in the Kennedy Round was the linear method of 
establishing the offers from which the negotiation began, in con-
trast to the highly selective approach pursued in the 1947 nego-
tiations. 
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The Depth of Tariff Reductions 

In a study prepared shortly after the conclusion of the negotia-
tions4 the GATT secretariat found that a selected group of indus-
trialized countries (the EEC, Japan, Sweden, Switzerland, the 
United States, and the United Kingdom) had made tariff reductions 
on $25.7 billion of imports out of total dutiable imports of $37 bil-
lion. Reductions on $16.4 billion were of 50 percent or more, on 
$21 billion were over 20 percent, and on $4.2 billion were 20 per-
cent or less. 

A rough measure of overall accomplishment in tariff negotia-
tions is the average duty reduction weighted by imports of the 
items reduced, as a percentage of total dutiable imports.5 Among 
its disadvantages is that it does not take account of tariff conces-
sions in the form of the binding of existing tariff rates or duty-free 
treatment. But, as a result of the previous negotiations in which 
most major trading nations have participated, the proportion of 
unbound rates had declined to a point where, by the opening of 
the Kennedy Round, it no longer had great importance. It has been 
estimated that the weighted average of the Kennedy Round re-
ductions on all dutiable nonagricultural items made by the linear 
countries was 35 percent of the prenegotiation rates.6 Authorita-
tive estimates of the contribution of the various participants to this 
achievement are fragmentary, but those that are available corres-
pond reasonably well with each other and show no great differ-
ences in the respective contributions of the major linear par-
ticipants. 

Estimates of tariff reductions affecting nonagricultural imports, 
in Table 6, are taken from the official US report7 and the British 
White Paper8 issued after the Kennedy Round. The tariff reductions 
granted by the United States, and the EEC, on nonagricultural im-
ports from all participants were 35 and 33 percent, respectively, of 
their pre-Kennedy Round levels. Comparable figures for the re-
ductions granted by the United Kingdom and Japan are not avail-
able. But UK tariffs on dutiable nonagricultural imports from the 
United States were reduced by about 33 percent, and Japanese tar-
iffs on all dutiable imports from the United States, agricultural and 
nonagricultural, were reduced by about 35 percent. By way of 
comparison, at the first GATT negotiations in 1947 the United 
States granted tariff reductions averaging 20 percent on all dutiable 
imports.9 
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Although the tariff reductions in nonagricultural products 
achieved in the Kennedy Round were unprecedented, they fell 
substantially short of the goal the GATT ministers had set: 50 per-
cent across the board, with a bare minimum of exceptions. If, for 
example, it had been possible to limit exceptions to 10 percent of 

Table 6. Weighted average reduction' by "linear" participants of tariffs 
on dutiable nonagricultural imports (percent). 

Reduction 
granted by— 

On imports from-

Reduction 
granted by— 

All 
participants US EEC Japan UK 

All linear 
participants 35 

US 35 — 37 38 (41Γ 30 
EEC 33b 33 — (36) 
UK 33 — 

Japan 35" — 

"These average tariff reductions do not include concessions negotiated 
in the ad referendum agreement concerning chemicals. Implementation 
of that agreement would increase materially the level of concessions by 
the EEC and the United Kingdom on imports from the United States. 

'Including agricultural imports. 
'Percentages in parentheses are estimates in UK White Paper. 

dutiable industrial trade, and all reductions had been by a full 50 
percent, the weighted average reduction would have been 45 per-
cent. What is of interest from the viewpoint of this study is to de-
termine where the shortfalls occurred to prevent this optimum 
result. 

The part played by total and partial exceptions, respectively, dif-
fered widely among negotiating countries depending upon the 
tactics they followed. As has been seen, the EEC at the outset listed 
a large number of "partial exceptions" and revealed its actual 
offers on these only as the negotiations proceeded. At the oppo-
site extreme, the Nordic countries originally listed no exceptions 
and, as was generally expected, made massive withdrawals during 
the later stages of the negotiations. 

Nearly all the products on which the United States granted no 
reduction were those included in its initial exceptions — and ex-
clusions — lists. Nearly all US reductions of less than 50 percent 
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were on products on which original 50 percent offers were later 
modified in the interest of reciprocity. As shown in Table 7, these 
partial exceptions played an important part in the overall departure 

Table 7. Distribution of principal US exceptions from 50 percent reduc-
tion (number of tariff positions in the tariff schedule of the 
United States on nonagricultural products with imports of 
$100,000 or more in 1964). 

Exceptions 

Percent 
Total No Less than of 

Product group in group reduction 50 percent Total group 

Wood and related products 
Except paper 86 13 3 16 19 
Paper and products 50 0 0 0 0 

Textiles and textile 
products 296 66 99 165 56 

Chemical and related 
products 

Subject to ASP 27 0 0 0 0 
Not subject to ASP 236 16* 28 44 19 

Nonmetallic minerals and 
related products 191 31b 7 38 20 

Metals and metal products 
Iron and steel 80 32 36 68 85 
Basic aluminum 10 0 6 6 60c 

Other 476 48 10 58 12 
Miscellaneous 501 74 38 112 22 

Source: Report on United States Negotiations, II, pts. 1 and 2. 
"Eight of which are petroleum items. 
bA!l but two of the exceptions are in the categories of ceramics, china, 

or glass. 
T h e six accepted items represent all but 2 percent of imports of basic 

aluminum. 

from the 50 percent target, their number exceeding total excep-
tions in textiles, chemicals, iron and steel, and aluminum. Count-
ing full and partial exceptions together, the most frequent de-
partures from a full 50 percent cut came in three of the same sec-
tors — textiles, iron and steel, and basic aluminum. In aluminum 
no reductions of 50 percent were granted. 
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The ASP Package 

The results summarized above do not reflect the supplementary 
agreement reached in the chemicals sector, which could come into 
effect only if the Congress were to take favorable action. The 
chemical package, as finally agreed, included the following ele-
ments: 

1. The United States would eliminate the American Selling Price 
as the basis for assessing duties on benzenoid chemicals. After con-
verting the post-Kennedy Round rates on these chemicals to higher 
rates calculated to yield the same amount of duty at present prices 
under normal valuation standards, they would further reduce most 
of these new rates to 20 percent ad valorem in the case of many 
products, to 30 percent in the case of most dyes, and to 25 percent 
in the case of sulfa drugs. O n chemicals that bore tariffs of 8 per-
cent ad valorem or less before the Kennedy Round (on which a 20 
percent reduction was granted in the main negotiation) they would 
reduce all tariffs by an additional 30 percent of the pre-Kennedy 
Round rate. 

2. In return, the United States would receive from its principal 
negotiating partners much deeper reductions in the chemical sec-
tor than those they had granted in the Kennedy Round. Thus, in 
the ASP Agreement, the EEC agreed to reduce by an additional 30 
percent most rates which it had already reduced by 20 percent in 
the Kennedy Round, bringing its weighted average reduction on 
imports from the United States to 26 percent for the ASP package 
alone and 46 percent for the two agreements combined. The 
United Kingdom agreed to further reductions in favor of the 
United States to 47 percent. For the EEC, the United Kingdom, 
Japan, and Switzerland combined, the weighted average reduction 
granted on imports from the United States would rise from 26 per-
cent in the Kennedy Round to 49 percent upon the implementation 
of the ASP Agreement.10 

The point has been made earlier that, in addition to resulting in 
higher import charges than those yielded by application of normal 
valuation standards, ASP also serves as a potent nontariff barrier 
because the exporter cannot be sure in advance of the price on 
which the tariff will be assessed. Foreign governments made much 
of this nontariff aspect during the Kennedy Round. In return for its 
elimination in the ASP package they agreed to ameliorate some of 
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their own nontariff barriers: The EEC agreed to eliminate discrimi-
nation against US types of automobile in the road-use taxes of 
member states; the United Kingdom agreed to reduce by 25 per-
cent the margin of commonwealth preference for tobacco; and 
Switzerland agreed to eliminate quantitative restrictions on im-
ports of canned fruit preserved in corn syrup. 

On the assumption that the relation of US prices to those of 
foreign exporters remains the same as that on which the conver-
sion from ASP rates was based and, therefore, that the elimination 
of ASP did not in itself represent a reduction in the ad valorem in-
cidence of tariffs on benzenoid chemicals, the United States chem-
ical industry as a whole stood to gain from this conditional chem-
ical package a much deeper reduction in the post-Kennedy Round 
tariffs impeding its exports than in the tariffs protecting its domes-
tic markets. Furthermore, after these reductions, the resulting level 
of the chemical tariffs of the United States would remain substan-
tially higher than those faced by its principal chemical exports. For 
an industry which, as indicated by its net export position, is well 
able to meet foreign competition in most products, this would 
have seemed to be an attractive exchange. But industries, like gov-
ernments, are often prisoners of the positions they have taken in 
the past, and almost as soon as the results of the Kennedy Round 
became known, spokesmen for the chemical industry as a whole 
declared their opposition to congressional approval of the ASP 
Agreement. 

Other Sectors 

The results of the negotiations in those products that had been 
selected for application of the sector technique were generally 
disappointing. In the basic aluminum sector, instead of the free 
trade that had been the hope of most exporting countries, average 
tariff reductions fell short of the results for industrial products as a 
whole. The United States reduced its tariffs by 20 percent. The 
United Kingdom granted a 50 percent reduction. But the reduction 
of 22 percent by the EEC applied only to imports within a "tariff 
quota" of five thousand tons per year. Tariff reductions affecting 
wrought aluminum were more substantial: 24 percent by the EEC, 
27 percent by the United States, and 40 percent by the United King-
dom. The reductions by major participants in both the textile and 
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iron and steel sectors, according to one estimate, averaged about 
27 percent. In spite of the decision to negotiate on pulp and paper 
in a multilateral group, the unresolved differences between the 
EEC and the Scandinavian countries meant that those negotiations 
did not progress beyond the bilateral stage. Nevertheless, reduc-
tions in the tariffs of importance to US exports ranged from 25 per-
cent to a full 50 percent. 

O n balance, in nonagricultural tariffs the sector experiment 
failed to yield results as substantial as those of the overall negotia-
tions. But this fact proves nothing about the potential usefulness 
of the technique, as it was used only in sectors in which one or 
more of the participants had exhibited more than usual resistance. 
If these sectors had been dealt with solely in bilateral bargaining, 
the results might well have been still less substantial. 

Negotiations with "Special Trade Structure" Countries 

The average tariff reductions conceded by those developed coun-
tries permitted to participate on a nonlinear basis fell considerably 
short of the estimated average cut of 35 percent in industrial tariffs 
by the linear participants. But the item-by-item bargaining em-
ployed yielded results that were respectable by traditional stan-
dards in some cases. The United States and Canada, for example, 
conceded substantial reductions in tariffs on products of interest 
to each other. Except that the traditional bilateral request lists were 
dispensed with, the techniques employed by both Canada and its 
negotiating partners closely resembled those of previous tariff con-
ferences, with traditional reciprocity dominating the play. Indeed, 
in the view of one Canadian observer, the Canadian delegation 
achieved the ideal of tariff negotiators and obtained something 
better than a balanced agreement: "Canadian negotiators man-
aged a remarkable 'tour de force' . . . Over three billion in Cana-
dian exports stand to benefit . . . while Canada has agreed to re-
duce on some two and a half billion of imports. Nearly half Can-
ada's present dutiable imports remain untouched."11 

The official United States report on the negotiations, while not 
attempting to denigrate the ability of Canada's negotiators, pre-
sents a somewhat different picture, at least so far as Canada's ne-
gotiations with the United States were concerned. According to 
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that report, Canada's tariff concessions covered $1.4 billion, or 60 
percent, of its dutiable imports from the United States.12 The re-
port further claims that a good part of the $1 billion of imports on 
which tariffs were not reduced consisted of items on which the 
tariff was not significant or of products which Canada does not 
produce and must in any case import. On the other hand, the re-
port places the trade coverage of US tariff reductions of value to 
Canada at $1.3 billion. Finally, it introduces a further consideration 
which the Canadian negotiators had insisted upon during the ne-
gotiations: that reductions in Canadian MFN duties have the addi-
tional value for the United States of narrowing the margins of 
preference accorded to other members of the British Common-
wealth.13 

In spite of the misgivings that resulted from Canada's original 
decision not to participate on a linear basis, the Kennedy Round 
made more important inroads into the barriers to trade across the 
border than had any previous negotiation, beginning with the 
first bilateral agreement with Canada concluded in 1936. In the 
most recent multilateral negotiation, the Dillon Round, the trade 
coverage of US concessions to Canada had been less than $65 
million.14 

An important volume of concessions in both directions con-
sisted of the mutual elimination of duties on products in which 
there was significant two-way trade between the two countries. 
The United States eliminated duties on products involving $480 
million of imports from Canada, while tariff eliminations by Can-
ada covered $100 million of imports from the United States. The 
average preagreement rate eliminated by the United States was 
about 2 percent ad valorem, while the average of the Canadian 
rates eliminated was much higher, with individual rates ranging 
from 5 to 20 percent.15 

One of the significant Canadian contributions to the Kennedy 
Round was its acceptance of the "antidumping code." Canadian 
law and practice in the field of antidumping measures had in the 
past deviated more than that of other major trading countries from 
the standards laid down in the General Agreement. Canada's ac-
ceptance of a new code therefore promised to remove a long-
standing source of annoyance to American and other exporters 
and an irritant in US-Canadian commercial relations. 

Except for Canada, the "special trade structure" countries made 
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little more than a token contribution to the results of the negotia-
tions. Concessions granted by New Zealand covered only about 7 
percent of its imports and by South Africa only 2.7 percent. Aus-
tralia was the only participating contracting party that did not con-
clude a negotiation with any of the major participants. But if these 
countries originally hoped that exemption from the linear rules 
would bring them a negotiating advantage, they must have been 
disappointed. For example, New Zealand's concessions, mostly 
less than 50 percent, on some $16 million of imports from the 
United States were matched by US reductions of 50 percent on 
only about $12.5 million of imports from New Zealand. And the 
US imports covered by these concessions were only about 8 per-
cent of the value of all US imports from that country in 1966. The 
results of United States negotiations with South Africa were even 
more meager in both absolute and relative terms.16 If the United 
States can be considered representative of the linear participants 
in general, it would seem that, except for Canada, the effect of the 
abstention of the "special trade structure" countries from the 
linear negotiations, combined with the continued insistence of the 
linear countries on receiving reciprocity, played a significant part 
in reducing the amount of trade on which the linear countries 
eventually reduced their duties by the full 50 percent. 

Agricultural Negotiations 

The results of the negotiations in the Grains Group were incor-
porated in the Memorandum of Agreement on Basic Elements for 
the Negotiation of a World Grains Arrangement, which, for its 
signatories,17 was made an integral part of the Kennedy Round 
agreement. After the completion of the Kennedy Round, the par-
ticipants incorporated the results in a new International Grains Ar-
rangement (IGA), thus replacing the expired International Wheat 
Agreement.18 This new agreement required the consent of the 
Senate for ratification by the United States. The remaining agricul-
tural "groups" failed in their original purpose, and the negotiation 
of such tariff reductions as proved possible was merged with the 
negotiation on those products that had not been set aside for pos-
sible multilateral commodity agreements. Thus, except in the case 
of wheat, agricultural negotiations in the Kennedy Round differed 
from those in previous negotiations only in the substitution of ini-
tial multilateral offer lists for the traditional bilateral exchange of 
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requests and offers. Bargaining was bilateral and on selected prod-
ucts. There was no negotiation of nontariff barriers nor any use of 
the linear approach. 

In view of the repeated obstacles encountered in the agricul-
tural negotiations, the results achieved fell considerably short of 
accomplishments in the area of nonagricultural products. They 
were greater than had appeared possible in the fall of 1966, how-
ever. In September of that year, as recounted earlier, the president 
of the Farm Bureau Federation had asked that the entire negotia-
tion be called off because of the absence of meaningful agricul-
tural offers by the community. Others, while not recommending 
so drastic a course, also saw little hope of obtaining meaningful 
concessions from the EEC.19 These appraisals proved unduly pessi-
mistic. 

The statistics available to the public do not permit a complete 
comparison between the accomplishments of the Kennedy Round 
in agricultural products and those in industrial products. The offi-
cial United States government report20 does not present a weighted 
average of the agricultural reductions granted either by the United 
States or by the other participants as a whole. It does, however, 
provide useful information concerning the results in terms of the 
bilateral agricultural trade between the United States and each of 
its principal negotiating partners. Simply by observation of the 
trade coverage and of the individual tariff reductions shown in 
these summaries, it is possible to conclude that the results of the 
agricultural negotiations were far from negligible.21 

It is difficult to describe a football game or a cricket match with-
out implicitly accepting the standard of scoring used by the play-
ers themselves, however illogical it may seem. The problem in-
volved in discussing whether reciprocity was or was not achieved 
is similar, but with the added disadvantage that there is no official 
scorekeeper. Nor is there any way to know all the factors that have 
entered into the value judgments of the players. Nevertheless, in 
discussing a negotiation in which all the major negotiators insisted 
on obtaining reciprocity from each other, there is little choice but 
to use the vocabulary of bargaining for reciprocity, even at the risk 
of seeming to concur in a scoring system in which the reduction 
of a tariff by one's opponent is counted as a gain and the reduction 
of one's own tariff is scored as a loss. In reading the following para-
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graphs, it should be borne in mind that such expressions as "con-
cessions granted" or "concessions received" are used without any 
implication of economic loss or gain. 

The volume of US exports affected by the agricultural duty re-
ductions granted by some of the more important participants, with 
the comparable volume of trade affected by reductions granted by 
the United States, is shown in Table 8. If trade coverage alone is 

Table 8. Trade between the United States and selected trading partners 
affected by tariff reductions on dutiable agricultural imports. 

US imports from Imports by others 
others (1964) from US (1964) 

Percent of Percent of 
Country Total value dutiable Total value dutiable 

(millions) imports (millions) imports 

EEC $93.7 45 $220.4 49 
United Kingdom 4.9 68 56.4 28 
Canada 65.6 57 87.3 50 
Japan 21.9 95 219.3 75 
Denmark 62.8 14 8.0 55 
Switzerland 8.1 96 20.1 58 

Source: Report on United States Negotiations, I, pt. 1. 

considered, the exchange of agricultural tariff reductions was heav-
ily in favor of the United States in the cases of the EEC, the United 
Kingdom, Japan, and Switzerland. The balance with Canada was 
more nearly equal. Only Denmark obtained from the United States 
concessions on a larger volume of agricultural products than it 
granted in return. On balance, these comparisons confirm the im-
pression to be derived from observation of the give-and-take that 
made it possible to achieve the final compromise. In spite of the 
original distinction between the linear negotiations in industrial 
products and the nonlinear negotiations in agriculture, the agricul-
tural sector was called upon to redress any imbalance in the reci-
procity achieved in the other. If the United States granted a full 
linear reduction on a larger percentage of its dutiable industrial 
imports than some of its negotiating partners, it obtained greater 
benefits for its agricultural exports than it conceded. 

The official US report on the negotiations gives the distribution 
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of agricultural tariff reductions according to the depth of cut. The 
aggregated reductions granted by the countries included in Table 
8 on US imports show well over half of those concessions to have 
been by 50 percent or more. The same was true of United States 
agricultural concessions to the countries concerned. But no US 
reductions were greater than one-half, whereas nearly 41 per-
cent of the concessions granted by the others to the United States 
were of more than 50 percent. US reductions were much more 
heavily concentrated in the 25 to 50 percent range than were those 
of the others, which was a natural result of the limitations imposed 
by the Trade Expansion Act. 

The potential effect of tariff reductions in agriculture on future 
trade will depend, of course, on many variables that cannot be 
presently measured, including the influence of nontariff barriers. 
One fact that is not brought out by the aggregates summarized 
above is that no worthwhile concessions were obtained by the ex-
porting countries from the EEC on those items subject to the vari-
able levy, such as grains, flour, rice, poultry meat (other than 
canned), and eggs.22 And, although the United Kingdom made 
deep reductions in most of the agricultural tariffs on which it 
granted any concessions, it was constrained from taking any action 
on most bulk products, both by reluctance to reduce preferential 
margins on products of importance to its Commonwealth partners 
and by reluctance to bind low rates on products that would be 
subject to the variable levy system should Britain obtain admission 
to the European Common Market. 

Staging of Concessions 

In view of the staging requirement in the authority granted by 
the Trade Expansion Act, the basic rule that was applied to tariff 
concessions of all participants provided that tariff reductions be 
put into effect in annual installments, with the final installment to 
be made not later than four years from the date of the first. For 
those countries able to make the first reduction on January 1,1968, 
subsequent reductions of one-fifth of the total were to be made on 
the first day of each of the four following years. But some coun-
tries were not able to act with sufficient speed to meet the first 
date and were given the option of putting two stages of their 
reductions into effect on July 1, 1968, instead of January 1, 1968, 
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and January 1, 1969. Regardless of the dates chosen for the first 
two installments, all signatories would put their remaining reduc-
tions into effect in uniform annual installments beginning January 
1,1970. 

Among the larger participating countries, the United States and 
Canada chose to begin their tariff reductions on January 1, 1968, 
and the EEC, Japan, and the United Kingdom chose to begin with 
a double cut on July 1 of that year. 

One of the requests made by the less developed countries was 
that developed countries at once put into effect their full tariff 
reductions on products of special interest to them. The developed 
countries undertook to do this "where possible." The Trade Ex-
pansion Act permitted this action in the case of concessions 
granted under the tropical products authority (Section 213). Ac-
cordingly, the United States on January 1, 1968, put into effect 
all its full tariff eliminations, amounting to $61.4 million of 1965 
trade. Most other developed countries also advanced some of their 
tariff reductions benefiting less developed countries.23 

Initial Negotiating Rights 

There has been a good deal of emphasis in these pages on the 
many points at which the Kennedy Round deviated from the linear 
approach to tariff cutting envisioned when the Trade Expansion 
Act was enacted, but some of the departures from the item-by-
item bilateral procedure of former negotiations are also significant. 
One such departure took place toward the end of the negotiation 
and created little stir. It may'not have had much more than sym-
bolic significance, but it did represent a further step away from 
bilateralism in tariff negotiations. 

After every previous negotiation, pairs of negotiators had ex-
changed memoranda in which each designated those tariff conces-
sions it had granted directly to the other and for which it recog-
nized the other as an "initial negotiator." Since, by the fact of their 
own adherence to the GATT, all contracting parties have a con-
tractual right to the tariff treatment that others have bound in 
GATT schedules,* the reason for this procedure may not be readily 
apparent. The agreement permits a contracting party, under special 

*The one exception to this is where Article XXXIII has been invoked. See 
chap. iii. 
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circumstances, to withdraw a concession, generally after consulta-
tion and negotiation with other contracting parties with which the 
concession was initially negotiated and with those having a prin-
cipal supplying interest.24 A country with which a concession was 
initially negotiated is automatically entitled to be a party to such 
renegotiation, but the substantial interest of others must be deter-
mined by the Contracting Parties before their contractual rights 
can be converted into concrete compensatory benefits. 

As has been pointed out before, the major Kennedy Round de-
parture from the traditional form of item-by-item negotiation 
was the omission of the preliminary bilateral exchange of requests 
and offers. This would have made it difficult, without injecting 
a further complication into the negotiations, to identify the coun-
tries that could be said to have been most active in extracting a 
given concession and were therefore entitled to be recognized as 
the "initial negotiators." 

By the time the Trade Negotiations Committee came to grips 
with the problem, on June 28,1967, there was in fact no alterna-
tive to the solution it adopted, namely, to recommend to the Con-
tracting Parties the following decision, which the latter adopted 
at their session in November 1967: "In respect of the concessions 
specified in the Schedules annexed to the Geneva (1967) Protocol, 
a contracting party shall, when the question arises, be deemed for 
the purposes of the General Agreement to be the contracting party 
with which a concession was initially negotiated if it had during a 
representative period prior to that time a principal supplying in-
terest in the product concerned."25 

This solution, however, was agreed to only after the expression 
of concern by some of the smaller countries. A country such as 
Finland, Norway, or Israel may be heavily dependent upon exports 
of a given product and yet not be the principal supplier. The Con-
tracting Parties therefore agreed that countries might, if they 
wished, conduct discussions with others after the Kennedy Round 
in order to obtain recognition as initial negotiators of concessions 
on products important to them. 

A Backward Glance 

In spite of much backsliding, the Kennedy Round did achieve a 
modest step in the direction of introducing multilateralism into 
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tariff negotiations. But it fell short of a clean break with other re-
straints imposed by the heritage of over thirty years of tariff bar-
gaining. The name of the game was changed; its rules were new. 
But the prize — reciprocity — remained the same. Its meaning 
was unaffected by the seemingly radical change in emphasis and 
objectives implied in the adoption of the linear approach. 

In the final compromise, the refusal of each major participant to 
contemplate any potential increase in its imports that was not 
offset by a predictably equal increase in its exports ran head-on 
into the rule of MFN and established the limits of the contribution 
each would make to the final result. Japan was unwilling to accept 
as great a measure of increased competition as the United States 
was ready to risk. And the resulting reduction in US offers to Japan 
affected concessions of interest to the EEC and brought a further 
reduction in the concessions which the Community had agreed 
upon in the false "settlement" of mid-May 1967. Still further with-
drawals became a real threat, which could have forced others — 
the EFTA countries, for example — to pick up some of their own 
chips. Not only were the participants' appraisals of reciprocity in-
volved, but the pride of negotiators was engaged, thus affecting the 
willingness of any of them to propose compromises that would 
bring the process to a halt. If the director general had not relieved 
them of that onus, the unraveling might have gone even further 
than it did. 

Emphasis on how much more might have been achieved had 
the participants been willing to accept the full implications of a 
truly linear negotiation should not be allowed to obscure the 
unique accomplishment of the Kennedy Round. Credit has already 
been given to the simple effect of the passage of time — to the in-
fluence exerted on the negotiators by more than four years of 
labor they had invested in the enterprise. But perhaps not enough 
has been said about the influence of the linear method of tabling 
offer lists. The presumption in the industrial negotiations that a 
participant's failure to include an item in its exceptions list was 
the equivalent of an offer to reduce its tariff by 50 percent and the 
need to justify exceptions on grounds of overriding national in-
terest were the clearest departures from past negotiating tech-
niques. Even though the potential achievement was diluted by 
later withdrawals, these departures did much to foster the unpre-
cedented results obtained. 
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It is doubtful that the shortfalls in the nonlinear sectors of the 
negotiation could have been avoided by different methods. If it 
were possible to replay the Kennedy Round with the aid of ex post 
facto knowledge of where it went wrong, the results in the agri-
cultural sector and in nontariff barriers would not be greatly dif-
ferent — unless the environment in which the negotiations were 
conducted could somehow have been radically changed. 



Part Five: Aftermath and Legacy 
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The Changing Climate, 1967-1970 

The euphoria generated by the successful conclusion of the 
Kennedy Round in the summer of 1967 was short lived, and it was 
soon replaced by serious doubts that the agreement could with-
stand the forces being mobilized against it. That mobilization had 
begun even before the negotiations had been concluded. The Sup-
plementary Chemicals Agreement had come under direct fire 
before its final shape was known to the negotiators themselves. 
While the negotiations were still in progress, the US Senate passed 
a resolution clearly designed to warn the President against tamper-
ing with ASP. This resolution declared it to be the sense of the 
Congress that the President should negotiate no agreement for 
which authority was not expressly provided in the Trade Ex-
pansion Act.1 

The attack on the chemicals agreement was shortly followed by 
offensives on many other fronts. Before the year was up, dozens 
of bills had been introduced in one or the other house of Congress 
providing for the imposition of quotas against imports. Many of 
them were directed toward the protection of specific products, 
such as steel, textiles, mink pelts, and strawberries. But others, 
such as the Fair International Trade Bill,2 introduced by Congress-
man Herlong, were designed to prevent imports of any product 
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that might reduce the share of the domestic market enjoyed in the 
recent past by American producers. 

While congressional and private attacks in the United States 
threatened the Kennedy Round, the malfunctioning of the inter-
national monetary system led to different and more widespread 
threats. O n three occasions within a year of the conclusion of the 
negotiations, a monetary crisis developed which, if not contained, 
could have led to a general unraveling of the Kennedy Round 
settlement. 

In the fall of 1967, even before the first stage of tariff cuts 
could be put into effect, speculation against sterling forced the 
United Kingdom to devalue the pound and thus to reduce the 
value of Britain's tariff concessions. 

O n January 1,1968 — the day on which the first stage of conces-
sions by the United States became effective — President Johnson 
released a public statement on the crisis facing the US dollar.3 

While the President's statement refrained from recommending 
new barriers to US import trade and placed a substantial share of 
the blame for the crisis on inflation in the United States, he 
pointedly referred to the nontariff barriers of other countries 
and singled out for special attention their border tax adjustments. 

O n July 1,1968, the EEC was due to put into effect the first stage 
of its Kennedy Round reductions. Like the United States six 
months earlier, it met its engagement. But, only a few weeks 
earlier, serious domestic disorders in France had been settled at 
the cost of a substantial increase in wages, thus further endanger-
ing the French balance of payments, which was already strained 
by a speculative flight from the franc. In the first week of July, the 
French government announced a series of measures designed to 
offset the effects of these wage increases on its trade balance: 
a subsidy to most exports, designed to compensate for the wage 
increases; a further decrease in the especially favorable rediscount 
rate granted to exporters; and the imposition of quotas on the 
importation from all sources of automobiles and certain house-
hold appliances. The US Bureau of Customs promptly announced 
that it was considering the imposition of countervailing duties. O n 
August 8, it ordered a 2.5 percent charge on those imports from 
France that were subject to the subsidy.4 
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Protectionism in the United States — 
and Foreign Reaction 

Throughout the second half of 1967 and all of 1968 the ex-
plosion of protectionist sentiment in the United States appeared 
capable at almost any moment of undoing the results of the 
Kennedy Round. Foreign governments were concerned with the 
sensitivity of the American democratic process; they were afraid 
that Congress would not, or could not, withstand the intense 
pressure being brought to bear on it by industries and labor unions 
seeking protection. They also showed that they took seriously the 
possibility of a move by the administration itself to correct the 
balance of payments deficit by direct action affecting the trade 
balance. 

There was, in fact, good reason for the latter concern. For the 
implications of President Johnson's message of January 1 were 
soon made more explicit. During the first few months of 1968, 
foreign capitals were hosts to a succession of official American 
missions, sent to explain the trade measures being considered in 
Washington. One possibility that was prominently brandished was 
the adoption by the United States of its own border tax adjust-
ments, to be based on "estimates" — necessarily arbitrary — of 
the average incidence of indirect taxes (federal, state, and local) 
paid by producers of domestic products that were exported or 
that competed with imported products. An alternative that aroused 
equally little enthusiasm abroad was the contemplated adoption 
of import surcharges and export rebates, at a uniform but even 
more arbitrary level, unrelated to domestic taxation. 

In March 1968, in an effort to forestall unilateral action by the 
United States, the EFTA countries offered to accelerate their Ken-
nedy Round reductions without parallel action by the United States 
if the EEC would do the same. The EEC soon made an acceleration 
offer of its own, hedged with stiffer conditions. Finally, under the 
guidance of Eric Wyndham White, the two European trading 
blocs, together with Canada and Japan, reached agreement on a 
joint plan. They offered to accelerate their own Kennedy Round 
cuts by one stage at the end of 1968 if by that time the United 
States had adopted no protectionist measures and had taken the 
necessary action to implement the ASP Agreement. The United 
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States was not required to accept or reject their offer, but the ad-
ministration dropped consideration of early direct action to affect 
the trade account and concentrated its efforts on preventing the 
passage of protectionist legislation. 

Ways and Means Committee Hearings of 7968 

Marathon public hearings held by the Ways and Means Com-
mittee of the House of Representatives in June and early July of 
19685 recorded a climate of public and congressional opinion 
strikingly different from that revealed by the hearings that had pre-
ceded the passage of the Trade Expansion Act six years earlier. To 
some extent, this may have resulted from differences in the terms 
of reference of the two hearings. In 1962 the theme had been a 
bold and imaginative legislative proposal advanced by a popular 
President. In 1968, there was also, it is true, an administration bill 
to be considered.6 But, except for the controversial provision to 
repeal the American Selling Price, it was limited to restoring the 
expired tariff cutting authority of the Trade Expansion Act — for 
"housekeeping" purposes — and to liberalizing the criteria that 
must be met by firms or workers seeking adjustment assistance. 
It was hardly calculated to arouse the ardor of the forces of freer 
trade. 

In addition to the administration bill, the 1968 hearings had a 
far more lively subject — the multiplicity of quota and other pro-
tectionist bills that had been accumulating in the Ways and Means 
Committee's docket since the previous fall. This fact could account 
for the vastly greater amount of time devoted to demands for the 
curtailment of imports in 1968 than in 1962. But, even allowing for 
the difference in the content of the two hearings, there is ample 
evidence that in the interval between them a massive shift of align-
ments had occurred. 

During the four weeks of hearings the committee heard scores 
of public witnesses and a hundred of their colleagues from the 
House and Senate. Of that hundred, only eight testified in favor 
of the administration's bill, against proposed quota bills, or in 
favor of freer trade. Support for the administration's position came 
primarily from importers and public interest groups. The national 
farm organizations gave general support, seasoned with some ad-
verse comment on the results obtained for agriculture in the 
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Kennedy Round.7 But the overwhelming weight of the testimony of 
representatives of more specialized farm groups, as well as that 
of industry and labor unions, was cast on the side of quota bills 
designed to restrict imports. In terms of the number of witnesses 
produced, no one industry had a clear advantage. Steel, oil, tex-
tiles, shoes, lead and zinc mining, consumer electronics, and 
chemicals were all strongly represented. Specialized agricultural 
interests were also present in force, especially in favor of stricter 
quotas against imports of meat, dairy products, and mink. 

Perhaps the most conspicuous shift in position was that of 
organized labor. In the past, specialized labor unions had often 
joined forces with their employers in demanding higher protec-
tion, but nationally organized labor had provided some of the 
most powerful backing for trade agreements legislation. In 1968, 
the spokesman for the AFL-CIO again supported the administra-
tion's trade proposals, but much of his testimony was devoted to 
insistence that the United States require of its trading partners, as a 
condition for the continuance of a liberal trade policy, prompt 
action to eliminate nontariff barriers and to raise their labor stan-
dards to a level closer to that of the United States. Equally urgent 
in his view was the need to curtail the export of American capital 
which has "cost American jobs, cut into American exports and 
added to imports."8 

When the Ninetieth Congress adjourned before the 1968 elec-
tion, the Ways and Means Committee had failed to take action 
either on the administration's trade bill or on any of the quota bills 
before it. But the reprieve for relatively unrestricted trade was 
clearly only temporary. It did not reflect the prevailing sentiment 
of Congress. What it did reflect was the political judgment of the 
chairman of the Ways and Means Committee that the passage of 
any quota legislation would open the flood gates to dozens of 
competing bills. Early the following year, Chairman Mills publicly 
expressed both his sympathy for the claims of the domestic textile 
industry for special protection and his attitude toward the general 
use of quotas: "The Congress always has trouble approving 
import quota legislation affecting a single industry. However sym-
pathetic individual Representatives or Senators are to the textile 
import problem, there are other industries which are seeking the 
same form of relief and which also have supporters in the Con-
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gress. Thus, it appears difficult, if not impossible, to work out an 
import quota law for one industry and prevent its extension to 
the products of other industries."9 

The Ways and Means Committee hearings resulted in a draw — 
for the time being. No quota bill was reported out. And, in the 
absence of action on the administration's bill, the American Sell-
ing Price Agreement could not be implemented. As a result, the 
EEC, EFTA, Canada, and Japan were not called upon to make good 
their offer to accelerate their Kennedy Round cuts. From the point 
of view of American international relations, it may be well that 
they were not. For it is doubtful, after the French balance of pay-
ments crisis, that the EEC would have been able to keep its part of 
the bargain. 

Though the hearings failed to result in concrete action, either 
favorable or unfavorable to trade liberalization, the ten volumes 
of testimony do suggest some of the new forces that future trade 
policy is going to have to take into account. Some of these rep-
resent changes in the economic environment that have occurred 
since 1962. Others are more subjective. But the policymakers of the 
1970's can no more afford to ignore the change in popular attitudes 
than they can the more concrete developments that have altered 
the conditions of international competition. They cannot, for ex-
ample, fail to take into account the almost universal belief, held by 
businessmen, both domestically and internationally oriented, that 
the nontariff barriers of foreign countries have mushroomed since 
the Kennedy Round and have replaced the tariff as the preferred 
device for strangling trade. Nor can they ignore the very real in-
crease that has taken place in United States direct investments 
abroad nor the conviction of some domestic industries and of or-
ganized labor that this trend isdepriving the United Statesofacom-
petitive answer to the lower wage rates of the rest of the world. 

Tariffs Versus Nontariff Barriers 

The assumed escalation of foreign nontariff barriers colored 
the testimony of most public and congressional witnesses in the 
1968 Ways and Means Committee hearings. A typical example 
is the following excerpt from the statement of Congressman Peter 
W. Rodino of New Jersey: "It has come to my attention and to the 
attention of many other Members of the Congress that many of our 
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trading partners abroad have already increased their border taxes 

to levels that more than offset the current reductions which they 

agreed to make at Geneva, so that the net effect, once again, is all 

give on our part and all take on their part. Their cost of entering 

the US market is substantially reduced, but our cost of entering 

their market remains approximately the same. This tampering with 

border taxes cannot be ignored because it poses a serious threat 

to our already troublesome balance of payments and negates even 

the pretense of reciprocity in the Geneva agreements."10 

These remarks were made in the context of a vigorous attack 

on the ASP Agreement. It is not surprising, therefore, that their 

author was disposed to conclude that the United States had lost 

the Kennedy Round. But it is difficult to dismiss as special pleading 

a similar view expressed by Congressman Curtis in an address 

generally favorable to the further expansion of international trade: 

" M a n y of us like to think that the decades since the war have been 

marked by a continuing movement toward freer world trade and 

payments. The Kennedy Round in this vision is seen by short-

sighted persons as the crowning achievement of the drive forward 

for freer trade, but they have ignored the fact that as tariffs have 

been dismantled . . . quotas, licenses, embargoes and other rigid 

and restrictive trade barriers have been created."11 

Charges of massive cheating by America's trading partners 

found fertile soil. They helped explain the unsatisfactory perfor-

mance of American industry in international competition. Even 

those who attributed the deterioration in the US trade balance 

to more fundamental changes in the structure of international 

trade found no logical difficulty in espousing at the same 

time a thesis that cast doubt on the equity of the Kennedy Round 

settlement. 

M u c h of the original impetus for the conviction that foreign gov-

ernments were to blame, however, came from the Johnson admin-

istration itself. In order to explain the decline in the balance of 

payments without placing all the onus on the cost of distant adven-

tures, terrestrial and extraterrestrial, it was natural for the adminis-

tration to emphasize the responsibility of foreign governments. 

Also, in the fight against protectionism at home, it served the 

administration's immediate interest to demonstrate its vigilance by 
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challenging the trespasses of other countries. In the complex of 
governmental measures affecting trade, shortcomings are never 
hard to find. But the efforts of the European Community to har-
monize the internal taxes of the member states provided a par-
ticularly timely target.12 

The charge that European border taxes had impaired tariff con-
cessions granted in the Kennedy Round did, in fact, have a slight 
basis in fact. In its search for a means of tax harmonization, the 
Community decided in April 1967 to put into effect, gradually, a 
uniform system of indirect business taxes, for which the French 
tax on value added (TVA) was to serve as the model.13 Germany 
made the first move to carry out this decision when, on January 1, 
1968, it adopted a domestic value-added tax of 10 percent. At the 
same time it adopted a 10 percent tax on imports and a 10 percent 
rebate on exports, the latter to be put into effect gradually during 
a transitional period. Six months later, both were increased to 11 
percent. The German action was interpreted by some American ex-
porters as equivalent to the adoption of a tariff of 11 percent. 
Others complained only of the increase — averaging a bit more 
than 6 percent — above the level of the previous German border 
tax. But both complaints ignored the fact that German products 
at the same time became liable to the full 11 percent tax. 

What, then, is the basis for the view that Germany's adoption 
of the TVA was restrictive of imports? The most solid basis is the 
fact that the previous turnover tax was, on the average, undercom-
pensated at the border. Under the TVA, for the first time, the taxes 
on domestic and imported products are equal. The former average 
undercompensation, automatically eliminated by TVA, has been 
estimated at 2.4 percent ad valorem for imports and .6 percent for 
exports.14 

The other, more speculative, basis for the claim that imports 
suffered a net disadvantage from the change is related to the doc-
trinal controversy over tax shifting. If any part of the increased 
tax on domestic production in Germany were absorbed by the pro-
ducers and not shifted forward to the price of the product, the 
effect of an increased tax on both domestic and imported products 
would be a further obstacle to imports. It is impossible to attach 
any precise value to this factor. But if any allowance is made for it, 
the tariff equivalent of the change in the German tax system must 
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range, by the end of the transition period, between a minimum of 
2.4 percent ad valorem and something higher. The maximum pos-
sible effect, even under the highly unrealistic assumption that 
no part of the increased tax is shifted forward, would be 6.4 per-
cent.15 

Other than the German tax action and the less important border 
tax changes of other Common Market countries in preparation for 
the adoption of TVA, the only other significant developments to 
support the impression of a general escalation of nontariff barriers 
were the adoption by the United Kingdom and France of measures 
designed to check serious declines in their monetary reserves. The 
French measures, aimed primarily at stimulating exports, have 
been described above. In December 1968 the United Kingdom 
imposed a requirement that importers deposit with customs 50 
percent of the value of the goods imported, to be returned with-
out interest after six months.16 

Thus, the common American belief that other developed coun-
tries have undertaken a massive escalation of their nontariff bar-
riers since the Kennedy Round appears to rest on the incidental 
protective effect of a changeover in the domestic tax systems of 
certain European countries and upon extraordinary measures 
taken by the United Kingdom and France in response to monetary 
crises. 

The Reputed Obsolescence of Tariffs 

The corollary of the belief in the predominance of nontariff bar-
riers since the Kennedy Round is the conviction that customs du-
ties have now been reduced to negligible levels. Such facts as are 
available cast serious doubt on this belief as well. According to a 
recent calculation,17 the weighted average level of tariffs on duti-
able items in the United States, the United Kingdom, Japan, and the 
EEC ranges from 9 percent to less than 13 percent, with the United 
States tariff at the bottom of the scale, Japan's at the top, and that 
of the EEC averaging one percentage point above that of the 
United States. 

These overall averages, of course, conceal the existence of 
higher tariff averages in particular sectors. If Chapters 25 to 99 of 
the Brussels Tariff Nomenclature are considered separately (that is, 
all the chapters other than agricultural), the average rate exceeded 
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15 percent in twelve chapters for the United States, five for the 
EEC, eight for Japan, and eleven for the United Kingdom. Within 
these chapters there are much higher rates on individual products. 
Except in the case of the EEC, which has the lowest dispersion of 
tariff rates of the countries compared, each of the major Kennedy 
Round participants still applies tariffs of over 25 percent ad va-
lorem to more than 5 percent of its dutiable imports, after giving 
effect to the reductions granted in the Kennedy Round. 

Some idea of the level at which a tariff is conceived by govern-
ments to be high enough to restrict trade can be obtained from 
observing their behavior in tariff negotiations. That observation 
fails to reveal any tendency to establish a floor below which a fur-
ther tariff reduction is considered valueless. In the Kennedy Round, 
reductions of rates already below 10 percent ad valorem appear 
to have been as frequent as reductions of higher rates.18 Since ne-
gotiators seldom granted unrequited concessions, no matter how 
little the cost to them, it is a fair conclusion that their negotiating 
partners must have considered reductions in these relatively low 
rates worth paying for. In fact, some of the most vigorous bargain-
ing in the entire Round was over tariff levels of less than 10 per-
cent. Few disputes in the Kennedy Round exceeded in acerbity the 
argument as to whether the European Community would reduce 
its steel tariffs to 6 rather than 7.5 percent. 

These facts suggest that there is still a long way to go before tar-
iffs cease to restrict trade, even before taking into account the dif-
ference between nominal and effective rates.19 The fact that a tariff 
was reduced to a very low nominal rate in the Kennedy Round does 
not necessarily mean that the effective protection it affords is low. 
It is not even correct to assume that effective rates were automati-
cally reduced when the corresponding nominal rates were re-
duced. If the tariffs on imported components were reduced more 
than those on the end products, the result could of course be to 
increase the effective rates on the latter. Melvin and Wilkinson 
have estimated effective rates of protection before and after the 
Kennedy Round, at the industry level, for thirty-two selected 
Canadian manufacturing industries and have concluded that near-
ly a third of those industries were protected by higher effective 
rates after the Kennedy Round than before.20 
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In spite of the fact that both the increase in the incidence of 
nontariff barriers and the decline in the incidence of tariffs remain-
ing after the Kennedy Round have been greatly exaggerated, there 
are persuasive reasons for believing that the focus of attention in 
future trade negotiations will have to be very different from that 
of the past. The relative importance of nontariff barriers has un-
questionably increased as a result of the Kennedy Round reduc-
tions in tariffs. Furthermore, the fact that the great majority of the 
tariffs maintained by the major trading nations are now bound 
against increase intensifies the temptation to introduce new or 
more restrictive nontariff barriers, especially those that are not 
prohibited by present GATT rules. 

The fact that nontariff barriers are widely perceived as instru-
ments that foreign countries are able to use to nullify tariff conces-
sions makes it unlikely that any American administration could 
obtain authority from the Congress to engage in a major trade 
negotiation that did not promise to achieve their substantial cur-
tailment. To this reason for predicting a qualitative change in the 
character of trade negotiations must be added another factor — 
the growth of the multinational corporation and the related revo-
lution in the international mobility of production factors. 

The Revolution in Factor Mobility 

Since the beginning of the decade of the 1960's, one of the most 
striking developments affecting international economic relations 
has been the growth of the multinational corporation. The direct 
investments of US corporations overseas have multiplied in the 
last ten years. In 1967 they were over $60 billion. Annual sales by 
US affiliates abroad are now over three times the value of total US 
exports.21 

However this phenomenon is viewed, it has opened up new 
territories that will have to be explored and conquered in future 
international negotiations. Both the threat and the challenge that 
American direct investment implies to the host country have been 
popularized by Jean Jacques Servan-Schreiber in Le Défi Améri-
cain.22 To the investing country multinationalization poses both 
general problems related to national jurisdiction over foreign sub-
sidiaries and, in the case of the United States, special problems 
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concerning the future application of US antitrust and other regu-
latory legislation.23 The aspect that attracts most of the attention of 
the US Treasury is the flow of capital exports, which is the most 
immediate effect. The flow can be temporarily shut off when the 
country's balance of payments needs correction, but at an inde-
terminate longer-term cost in the form of the sacrifice of dividends 
and of potential exports that would have been generated if the in-
vestment had been permitted. 

In the United States, the internationalization of American enter-
prises has furnished domestically oriented business and organized 
labor with reason for genuine concern and with arguments for 
higher tariffs and import quotas. In the past, the contention that 
the United States cannot compete on even terms with low-wage 
producers abroad has been blunted both by the existence of a 
large US trade surplus and by the demonstrable fact that US labor, 
in combination with other productive factors available to it, was 
the most productive in the world. But, in 1968, advocates of import 
restrictions were able to point to the rapid decline in the US trade 
surplus and to offer a superficially plausible explanation for it: 
capital, technology, and management were no longer a peculiarly 
American endowment. Through the medium of the multinational 
enterprise they had become as mobile as merchandise.24 

To organized labor the new mobility of productive factors added 
up, quite simply, to the export of American jobs; US companies 
established production abroad either in order to produce goods 
for foreign markets that could otherwise have been exported from 
the United States or in order to satisfy American demand through 
foreign low-wage production. The course proposed by the AFL-
CIO was that "the export of U.S. capital and its effect on interna-
tional trade should be thoroughly investigated, and appropriate 
supervision and necessary controls should be instituted by Gov-
ernment authorities."25 In this proposal it was implicit that if capi-
tal controls were not imposed organized labor might turn to the 
support of trade restrictions. "AFL-CIO support for the expansion 
of trade does not extend to the promotion of private greed at pub-
lic expense, or the undercutting of U.S. wages and working condi-
tions."26 

A favorite subject for dispute between internationally oriented 
businesses and their critics is whether the exports generated by for-
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eign investment — in the form of shipments of capital goods and 
components and of merchandise to fill out the lines produced 
abroad — are greater or less than the exports that would have been 
possible had the capital stayed at home. But, to the policy maker, 
it should make little difference who has the better of this debate. 
The arguments for permitting the freest possible international 
trade in goods apply equally to the need for maximizing, within 
the limits imposed by time and space, the mobility of the factors 
of production. If governments should seriously interfere with that 
mobility, the result would be to stifle the growth in economic wel-
fare that is otherwise possible. 

There are, however, severe limits to the extent to which any one 
country can permanently prevent others from sharing the fruits of 
economic and scientific advance. If the United States could pre-
empt the lion's share of capital, technology, and managerial skills, 
it is theoretically possible that it might benefit. But this is no more 
a practical possibility than that a country can permanently improve 
its terms of trade by means of a tariff. What is required is that 
others stand still, which they will not do. At most, rigid controls 
over capital exports, communication, and the movements of per-
sons might impede, but could not stop, foreign countries from 
applying more capital and improved technology to their produc-
tion. The probable result of an effort by the United States to slow 
this development would simply be that it would obtain a smaller 
share of the global benefits. 

Trade and Investment Policy 

The increased mobility of productive factors, nevertheless, is 
creating both domestic and international problems that will need 
to be dealt with. Domestically, it may require an acceleration in 
the rate at which innovations in product design and production 
methods are introduced if the United States is not to lose its com-
petitive position.27 And to avoid undue hardships to firms and 
workers, as well as to facilitate this acceleration, it may require that 
governmental assistance to firms and workers be made more read-
ily accessible and more effective than that provided by the Trade 
Expansion Act of 1962. 

Internationally, if the United States is going to benefit to the 
maximum from increased factor mobility, it will probably have to 
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take positive steps to ensure that its own willingness to permit in-
vestment capital to flow from the United States is not frustrated by 
the refusal of others to admit American firms. 

An example of factor protectionism has been the refusal of 
Japan to permit American automobile companies to establish 
affiliates in that country. In 1968 negotiations with the Japanese 
government led to a nominal relaxation of this restriction, but no 
American company has yet found it worthwhile to comply with 
the conditions attached by Japan. 

At least during the decade of the 1960's few impediments were 
erected to prevent US-based enterprises from participating in the 
phenomenal economic growth of Western Europe. In fact, Ameri-
can affiliates were often quicker than their European competitors 
to take advantage of the creation of a new and unified market com-
parable in size to that of the United States. The existence of that 
market acted as a check on the latent opposition in any one mem-
ber state toward permitting American direct investment. For, if 
one member refused the American company access to its territory, 
another member was likely to welcome it, and the product of 
American capital and technology would flow freely within the 
Common Market. 

There is no assurance that this European tolerance of American 
investment will endure. The EEC is engaged in a search for some 
means of reducing existing barriers to capital mobility and cross-
boundary mergers within the Community, possibly by the estab-
lishment of a unified company law. It may be necessary for the 
United States to negotiate with the EEC in order to ensure equal 
treatment of American-based enterprises under whatever Com-
munity rules emerge. In exchange, the United States will almost 
certainly have to cooperate by removing the irritation caused by 
the conflict of jurisdiction over the affiliates of American-based 
multinational corporations. 

Restrictive Business Practices 

A by-product of greater factor mobility may be an intensification 
of private practices that restrict the freedom both of trade in goods 
and in the right to do business across international boundaries. As 
enterprises extend their interests across national frontiers, their in-
creasing size and the declining importance of the frontiers them-
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selves may increase both the incentives and the opportunities to 
repress competition. 

The member states of the European Economic Community rec-
ognized this possibility when they drew up the Treaty of Rome. 
They could not escape the logical contradiction between the crea-
tion of a common market and a continued toleration of cartels. 
Article 85 of the Treaty of Rome prohibits "agreements between 
enterprises, decisions by associations of enterprises and any con-
certed practices" which prevent, restrict, or distort competition 
within the Common Market. Enforcement has been less than com-
plete, a result which is hardly surprising in countries in which com-
binations in restraint of trade have traditionally been accepted as 
a normal, and sometimes beneficial, way of life. 

Both the GATT and the OECD have made tentative efforts to 
come to grips with what may eventually have as great importance 
as the nontariff barriers erected by governments. But private re-
strictive practices, while sharing the complexity of nontariff bar-
riers, are even more difficult to deal with because of the difficulty 
of ascertaining the facts. It is hard to see how governments will be 
able to avoid the problem in future negotiations. But it is equally 
hard to visualize either the method of approach or its end result. 
It may be, as Vernon has suggested,28 that the only practical 
method will be to deal with restrictive business practices, one in-
dustry at a time, in the context of sector negotiations, directed to-
ward the removal of trade barriers in general. 

The Future of Reciprocity 

From whatever angle future negotiations are viewed, one conclu-
sion emerges: the reciprocity of Cordell Hull and of the early GATT 
negotiations has lost its relevance to the problems of the late 
1960's and the 1970's. Even the efforts of the Kennedy Round to 
abandon it in substance, while continuing to make ritual obeisance 
to it, offer no satisfactory guide to the future negotiation of indus-
trial tariffs. 

Under the Luxembourg Compromise of January 1966, in spite of 
the provisions of Article 111, 3, of the Treaty of Rome, a change 
in a tariff rate still requires unanimous agreement among the mem-
ber states of the European Community. If the object of a negotia-
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tion were solely to obtain a maximum reduction of industrial tar-
iffs, the experience of the Kennedy Round suggests that the 
chances would be greatly improved under an automatic formula, 
or at least a formula much more nearly automatic than the quasi-
linear approach used in the Kennedy Round. 

The negotiation of tariff reductions by formula, however, en-
counters two obstacles that under today's conditions appear al-
most insuperable. On the one hand, so long as the policies of gov-
ernments are dominated by concern with short-run balance of 
payments effects, some deficit country whose participation is a key 
to success is almost sure to insist on the right to accept or reject 
the results in light of its appraisal of the net effect on its trade bal-
ance. On the other hand, and only indirectly related to the prob-
lem of balance of payments, it is becoming increasingly unlikely 
that any major country, least of all the United States, will be pre-
pared to enter a negotiation directed only toward the reduction of 
industrial tariffs. And it is all but impossible to visualize a way in 
which nontariff barriers, agricultural policies affecting trade, rules 
governing international direct investment, and restrictive business 
practices could be reconciled with an automatic approach to the 
reduction of industrial tariffs. 

While these complications cast serious doubt on the feasibility 
of an automatic formula, they nevertheless help drive the final 
nails into the coffin of traditional reciprocity. The dismantlement 
of agricultural protectionism cannot be much more rapid than the 
progress of governments in the elimination of domestic price sup-
ports; domestic agricultural policies will have to be the object of 
negotiation and progressive change. 

There is no common gauge for measuring the incidence of non-
tariff barriers that is nearly so useful an aid to tariff bargaining as 
the unsatisfactory yardstick provided by nominal rates in the case 
of tariffs. The indirect effects of investment restraints on commod-
ity trade are even farther from the reach of existing techniques of 
measurement, while it is difficult to see how the balance of ad-
vantages that has formed the basis of tariff negotiations is relevant 
at all to the direct welfare effects of a free flow of capital and tech-
nology. There will no longer be even ritual significance to the 
time-honored yardstick — trade coverage times depth of tariff cut 
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— that has served negotiators in the past as a rough gauge for 
approximating a negotiating balance. 

All this is not to say that the word "reciprocity" will disappear 
from the language of commercial policy. But its meaning will have 
to change. One possibility is that it will come to mean simply that 
a negotiator will be expected to make a contribution that is related 
in some immeasurable way to the stock of antisocial practices with 
which it enters the negotiation. This concept, while entirely lack-
ing in precision, would be philosophically consistent with that of 
traditional reciprocity. What seems a more probable interpreta-
tion, however, and one that can be applied with much more pre-
cision, would be one based on equality of result rather than equal-
ity of contribution. "Reciprocity" may well come to mean: the 
adoption by all participants of uniform levels of, or even the aboli-
tion of, restraints against the free flow of goods and the factors of 
production. 

A New Free-trade Area 

A realization of some of these complexities must have motivated 
the many free-trade area proposals that have been published since 
the end of the Kennedy Round.29 In each of these, a free-trade 
area, "Atlantic" or "multilateral," would have as a nucleus the 
United States, Canada, and the EFTA countries. To this charter 
membership, some blueprints would add Japan and the rest of the 
independent Commonwealth. The proponents of all of them at-
tempt to meet the charge that such an area would be a divisive 
force within the elusive Atlantic partnership by proposing that the 
door be kept open to the EEC for its adherence when it should be 
ready. 

A critique of these proposals will not be attempted here, other 
than to say that they do not seem to offer, in the near future, a 
realistic alternative to negotiations based on the MFN principle.30 

But if they were feasible they would offer a way to cut through 
many of the complexities of future trade negotiations. An interna-
tional agreement to achieve the goal of total free trade within a 
fixed timetable would remove the most powerful incentive for de-
manding reciprocity — the need to preserve bargaining power. 
Similarly, while not removing all problems concerning agriculture 
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— witness the many struggles within the EEC — the adoption of 
the goal of free trade would at least predispose the participants to 
submit their domestic policies to negotiation. And, as both the 
EEC and EFTA have found, it would be easier to achieve uniformity 
in the use of nontariff barriers, in rules to govern restrictive busi-
ness practices, and in the application of measures affecting the in-
ternational mobility of capital and labor. 

Sector Negotiations 

Another approach to future liberalization that has respectable 
backing in trade circles is the multipurpose negotiation limited to 
a particular industrial sector.31 In spite of the very modest accom-
plishments of the experiment with sector negotiations in the Ken-
nedy Round, there is a very persuasive argument in their favor. 
They would divide into smaller bites the indigestible mass of detail 
that would inevitably be involved in a negotiation involving tariffs 
and nontariff barriers, international investment, and restrictive 
business practices. Their disadvantage is likely to lie in the asym-
metry of benefits and sacrifices. This asymmetry would be likely 
to raise demands for reciprocity that could rarely be met if the 
negotiation in any one sector is self-contained. 

In a few industrial sectors, however, the process of industrial in-
ternationalization may already have been carried to a point at 
which all the countries whose participation is essential could agree 
on the objective of total freedom of trade and the removal of re-
maining impediments to the flow of capital and technology. If the 
fear of rising Japanese competition could be allayed, the automo-
bile industry might be a candidate for such industrial disarmament. 
But, with a few such exceptions, at the present stage in the growth 
of multinational enterprises it does not seem likely that sectoral 
negotiations can be successfully concluded in watertight compart-
ments. What is more probable is that they will prove a useful tech-
nique for dividing a more general negotiation into manageable 
segments, a negotiation in which each participant will reserve the 
right to reject all the results if the negotiations in all sectors, taken 
together, do not yield satisfaction. 

To the future policy maker, this conclusion is bound to be dis-
appointing. It offers no easy way to avoid the exhausting confron-
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tations of the Kennedy Round. And, it implies prolonged prepara-

tory work before a general trade and investment negotiation can 

safely be launched or the necessary legislative authority can be 

asked of the Congress. 

Perhaps its greatest disadvantage is that it does not offer oppo-

nents of protection a simple and dramatic program about which 

they can rally and which would divert the fire of their adversaries. 

These disadvantages should not, in themselves, be insurmount-

able. But they are serious enough to suggest that the negotiators of 

another round would need a solid institutional framework on 

which to build and a healthy climate in which to work. If these 

conditions should reappear in the 1970's, the first step should be 

an intensive discussion of ways and means among the prospective 

negotiating partners. The negotiations of the future can at least 

avoid the total blackout that came perilously close when prepara-

tions for the Kennedy Round, in the United States and abroad, got 

seriously out of phase. 



17 

The Twilight of the GATT? 

In the preceding chapter there was an implicit assumption that the 
institutional and legal framework that has facilitated the conduct 
of multilateral trade negotiations since World War II wi l l continue 
to exist. But developments of the 1960's raise sober doubts as to 
the permanence of GATT, and this last chapter explores the 
grounds for these doubts. 

The present threats to the survival of the GATT, if they really are 
threats, are not the direct result of the Kennedy Round itself. For 
nearly five years, however, the negotiations did provide a buffer 
against pressures for protection against imports and a truce in 
trade controversies. Only in the aftermath of the Kennedy Round 
did some of the differences between the GATT of the 1950's and 
that of the 1960's and 1970's become obvious, and it is in this sense 
that the Kennedy Round may emerge in the perspective of history 
as the twil ight of the GATT. 

The GATT Credo 

When the GATT was drawn up in 1947, its charter members incor-
porated in its text some of the lessons they had learned from the 
depression. The foundation of the structure was nondiscrimina-
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tion. Almost equal to it in importance was the prohibition against 
quantitative trade restrictions, which was based on the belief that, 
in a world where some protection of domestic producers was in-
evitable, a system of stable but negotiable tariffs would do the least 
damage to a multilateral trading system and to the optimum alloca-
tion of resources. 

Finally, in translating these principles into their program for the 
postwar world, the GATT founders acted upon the conviction that 
no country could apply them in isolation. Unless jointly bound by 
a set of unambiguous rules all countries would, like lemmings, rush 
into the sea of bilateralism and trade paralysis that had engulfed 
them during the depression. 

By the end of the 1960's these articles of belief continued to set 
the tone for the publicly displayed policies of GATT governments. 
There were also, however, solid bases for questioning whether 
they exerted nearly so decisive an influence as they had during 
the first decade of the General Agreement. 

Nondiscrimination 

During and after the Kennedy Round the tendency, already ap-
parent in the first half of the 1960's, for countries to join together 
in preferential trading blocs gathered new momentum. Between 
1963 and 1969 new notifications to the GATT of "interim" customs 
union or free-trade area agreements1 included: the Arab Common 
Market; the Central African Economic and Customs Union; the 
New Zealand/Australia Free Trade Agreement; the Association be-
tween the EEC and the African and Malagasy States; the Nigeria 
Association with EEC; and the Caribbean Free Trade Agreement. 

In addition, one new preferential area that was neither regional 
nor made any pretense of meeting the requirement of GATT Ar-
ticle XXIV was created: the Trade Expansion and Economic Co-
operation Agreement between India, the United Arab Republic 
and Yugoslavia.2 

By the beginning of 1969 the list of regional arrangements claim-
ing GATT cover under Article XXIV, together with preferential 
agreements submitted to the Contracting Parties for their concur-
rence, had swelled to seventeen and involved more than eighty 
member countries. During 1969 and early 1970, however, the pro-
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liferation of regional preferences began to look less like a trend 
than a nuclear explosion as the effects of the association agree-
ments already concluded by the European Economic Community 
began to be felt by a widening circle of its neighbors. The prefer-
ences granted by the EEC to Greece and Turkey threatened the 
traditional European markets of other countries in the Mediter-
ranean basin. Those who had been left out demanded some form 
of association that would entitle them to equal treatment, and the 
Community found this insistence irresistible — if, in fact, it was 
disposed to resist. In late 1969 and early 1970 the EEC concluded 
preferential agreements with Spain, Israel, Tunisia, and Morocco 
and held preliminary negotiations with Malta, the United Arab 
Republic, Algeria, and Lebanon. 

What really shook the complaisance of the trading world out-
side of Europe and Africa, however, was the renewed prospect of 
a bridge between the Common Market six and the EFTA seven. De 
Gaulle's departure from power had removed the most serious ob-
stacle, and by the beginning of 1970 it appeared almost certain 
that the United Kingdom, Norway, Denmark, and Ireland would 
achieve full membership and that some form of association would 
be worked out for the EFTA neutrals. One result, of course, would 
be a quantum jump in discrimination as regional free trade spread 
throughout most of Western Europe. But it was also certain that the 
acceding countries would have to assimilate those preferential and 
association agreements previously negotiated by the Community 
with peripheral countries; hence, the increasing urgency with 
which those Mediterranean countries that were still unassociated 
pressed their own suits for some form of liaison. 

Three years after the Kennedy Round the structure of interna-
tional trade was very different from the prospects that faced ne-
gotiators in 1962. The share of world trade to which MFN duties 
applied had already diminished noticeably, and the impending 
enlargement of the Community promised a further drastic con-
traction. 

Generalized Preferences for Less Developed Countries 

As the decade of the 1970's opens, the prospect of the spread of 
trade discrimination is not confined to regional preferences. Al-
though the major developed countries have not yet reached agree-
ment on the details of a "generalized" preference scheme for the 
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benefit of less developed countries, they have agreed "in prin-
ciple." 

When these commitments are carried out, a further portion of 
world trade will be outside the orbit of MFN. It does not neces-
sarily follow, however, that the change will be all in the direction 
of trade diversion and away from the optimum allocation of world 
resources. Those less developed countries that previously enjoyed 
preferential entry to particular developed countries — for exam-
ple, the British colonies or the EEC's African associates — would 
have to compete with the other less developed countries on equal 
terms, at least to the extent that export products of the latter 
are not excepted from the new scheme. This broadened discrimi-
nation in favor of all less developed countries might even turn 
out to be a net gain for trade competition, but it will represent 
a further step away from the universal nondiscrimination that was 
a key objective of the founders of the GATT. 

Quantitative Restrictions 

The second basic principle that helped shape the rules of GATT — 
the outlawing of quantitative restrictions — has suffered less ob-
vious damage. But it, too, has been shaken, if we class, along with 
import licensing systems and quotas, other measures that have the 
same effect. The "voluntary" limitation of exports at the request 
of an importing country does not technically come under the GATT 
ban. But most readers will find it hard to see any real distinction if 
the exporter is coerced into volunteering by the threat that, if he 
stands on his GATT rights, even more damaging measures will be 
used against him. 

When the United States proposed the "Long-Term Arrange-
ment" substituting regulation for competition in the trade in cot-
ton textiles,it argued that the circumstances of that industry were 
unique and that the cotton textiles arrangement would not be a 
precedent for other products. But in the 1968 presidential cam-
paign Richard Nixon made essentially the same pledge to the 
synthetic and wool textile industries that John Kennedy had made, 
during his campaign, to the cotton industry. 

Nixon's administration, during its first year and a half in office, 
proved less successful in fulfilling its pledge than did Kennedy's. 
But this was not because it failed to use similar tactics. Japan was 
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left in no doubt that the alternative to a voluntary agreement 
would be unilaterally imposed quotas. Members of Congress 
joined in the clamor for action. Other American industries wish-
ing protection can hardly be blamed for assuming that voluntary 
restraint agreements, extracted from exporting countries on pain 
of something worse, are a settled feature of the commercial policy 
of the United States. In fact, the sponsors of some of the quota 
bills introduced in the Ninety-first Congress made it clear that 
their purpose was to provide the President with bargaining power 
with which to extract voluntary agreements from exporting coun-
tries. 

Evasion of GATT commitments by coercion appears to have 
been largely an American invention although, in the case of cot-
ton textiles, the United Kingdom and the EEC did not let principle 
keep them from sharing in the spoils. The EEC also provided its 
own contribution to the popular game of frustrating the original 
expectations of the drafters of the GATT. No one has yet produced 
a convincing brief that the Community's variable import levies 
violate any explicit provision of the GATT, but it is clear that they 
have insulated one of the world's two most important agricultural 
markets from the price competition contemplated by the GATT 
founders. The price EFTA countries will have to pay for admission 
to membership in the EEC will be the extension of the variable 
levy system to their own agricultural imports, which will then 
remove the important British agricultural market as well from 
the reach of GATT. 

Such ingenious and quasi-legal devices for frustrating the pur-
poses of the ban on quantitative restrictions have been supple-
mented by more open derogations of the GATT and by strained 
interpretations of the exceptions with which the General Agree-
ment is already generously endowed. The US "Oi l Import Pro-
gram" is an undisguised system of oil import quotas. Although the 
official rationale is that these restrictions are necessary in order 
to encourage domestic exploration, and that they are, therefore, 
justified under the national security exception of the GATT, their 
most aggressive proponents are domestic oil companies that ap-
pear more interested in securing a peacetime market for their 
already developed reserves than in hoarding oil underground 
against a possible national emergency. 
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Japan, for its part, has not found it necessary to invent new 
forms of restriction. There has been nothing subtle about her 
long-delayed and fractional compliance with her obligation to 
discontinue quantitative restrictions that were originally justified 
by balance of payments difficulties. Even where quotas have been 
formally removed, licensing requirements and administrative pres-
sures to discourage prospective importers have generally been 
effective in protecting domestic producers from inconvenient 
competition. The deliberate pace with which Japan has responded 
to US pressures for compliance with GATT obligations has, in its 
turn, provided a plausible justification to those American busi-
nessmen and members of Congress who demand the erection of 
new barriers against the products of Japan's efficient and progres-
sive industries. 

The Score Board 

The point was made earlier that there is no reliable means of 
measuring the amount of trade that is diverted from its natural 
channels by discrimination. It is equally difficult to gauge the po-
tential trade that is entirely prevented by quantitative restrictions. 
But even in the absence of statistical proof it is apparent that, 
simply in terms of the amount of trade affected, the departures in 
1970 from a multilaterally competitive trading system are less 
serious than those that existed when the GATT was founded. This 
static comparison would suggest that progress has been made and 
that the state of the GATT's health is good. But this conclusion 
could well be different if the direction of recent change is con-
sidered. 

In the early and mid-1950's, most of the larger GATT countries 
were engaged in removing the discriminatory element from their 
quantitative restrictions, or in dismantling those restrictions al-
together. The 1960's, on the other hand, witnessed a change in 
this direction. The omen for the 1970's is for still further depar-
tures from the original GATT model for world trade. 

The changes that have taken place in governmental attitudes are 
even more significant. Until fairly late in the decade of the 1950's, 
the universal expectation of those dealing with foreign trade 
policies was that GATT obligations would be observed whenever 
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possible; in no case would they be ignored. Where discrimina-
tion, or the imposition of quotas not explicitly sanctioned by a 
GATT exception, was unavoidable, the contracting party respon-
sible sought, as a matter of course, the approval of the others as 
provided in the General Agreement. Thus, the United Kingdom 
asked for and obtained a waiver so that it might be free to raise an 
unbound rate of duty without being required to impose a duty 
against those dependent territories that had traditionally enjoyed 
duty-free entry.3 Similarly, the United States obtained a waiver 
to permit the imposition of agricultural quotas that Congress had 
made mandatory in an amendment to Section 22 of the Agricul-
tural Adjustment Act.4 

Anyone conversant with the GATT of the late 1960's and early 
1970's will recognize the contrast between these cases and recent 
practice. When Canada,5 and later the United Kingdom,6 im-
posed surcharges for balance of payments reasons, instead of the 
quotas sanctioned for that purpose, they refused to request 
waivers; their actions were nevertheless tacitly condoned by the 
Contracting Parties. The latter could not bring themselves to 
agree that the preferential agreement with the former French col-
onies (the Yaoundé Convention) established eighteen separate 
free-trade areas, as claimed.7 But they took no action to outlaw it. 
The EEC, in notifying the GATT of its recent preferential agree-
ments with Tunisia and Morocco, claimed that they were in full 
accord with Article XXIV in spite of the absence of any commit-
ment to achieve a customs union or free-trade area within a stated 
period. When members of the working party that considered the 
agreements offered to give them legal cover by means of a waiver, 
the offer was refused. The agreements — and the discrimination — 
remained. 

In a still more recent but almost certainly not final example, 
the EEC concluded agreements with both Spain and Israel that 
from the first were openly called "preferential" by community 
spokesmen. By mid-1970 the EEC had not yet revealed whether it 
intended to seek a waiver. But even if it should, the contrast with 
the attitude that prevailed during the early years of the GATT 
would remain. It would be hard to find anyone in GATT circles 
who believes that, if the Contracting Parties should disapprove, 
the Community and its partners would abandon their agreements. 
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The Outlook 

There is, of course, a possibility that the falling tide of expecta-
tions in the GATT will turn and that somehow the perception of a 
common interest that inspired the original signers of the agree-
ment may be reborn. Perhaps a precondition for this is that the 
GATT be renegotiated to take into consideration the realities of 
today. 

If the GATT were to be written ab initio in 1970, a number of its 
provisions would probably be quite different in detail, if not in 
intent, from the 1947 text. An obvious example is Article XXIV, 
which limits the sanction provided for regional trading arrange-
ments to cases where the participants are prepared to commit 
themselves to virtually unlimited competition within the region. 
If the purpose of the original drafters had been to encourage re-
gional economic integration instead of to accept it only where 
it was inevitable, some less heroic safeguards against abuse might 
have sufficed. They might, for example, have avoided the danger 
of selective preferential agreements disguised as free-trade areas 
by providing that any exchange of tariff preferences involve an 
equal percentage reduction for all products or, in the case of a 
quasi-customs union, that the members adopt a common internal 
tariff. 

Another area in which the GATT rules have proved unrealistic is 
that of the trade adjustments permitted for the correction of bal-
ance of payment difficulties. The drafters were motivated by the 
conviction that payments disequilibriums should normally be cor-
rected by fiscal and monetary means and that trade measures 
should be avoided except in extreme cases. What they accom-
plished, however, by specifying quantitative controls as the sole 
trade measure permitted was not to discourage the use of trade 
measures but to ensure that the GATT rules would be disregarded. 
Countries that have suffered renewed monetary disequilibrium 
since the liberalization of their postwar controls have typically re-
sorted to other devices, such as prior import deposits or import 
surcharges, rather than invite the headaches of quota adminis-
tration. 

There are other instances in which the GATT rules might benefit 
from modernization. But we must ask whether this would restore 
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its effectiveness as an international code of trade behavior, or 
whether, in fact, it is possible to re-create the perception of mutual 
interest on which the GATT was founded. 

Probably the only way to be sure of the answer is to try. But 
the environment in which such an effort would have to be made in 
1970 is certain to be less congenial than it was in 1.947. Not only 
have some of the earlier incentives become dulled, but new and 
formidable obstacles have arisen. In the immediate postwar pe-
riod nobody wanted to cling permanently to wartime controls. 
Since prewar bilateral trading commitments were casualties of the 
war, the founders of GATT could begin with a nearly clean slate. 
The war also provided the United States with the prestige and 
financial power to exploit and direct this mood. Finally, and of 
decisive importance, few American industries felt any pressure 
from foreign competition, so there was no effective opposition 
to the administration's plans for committing the country to a re-
gime of liberal and multilateral trade. 

In 1970 the United States no longer holds the helm; nor is there 
the unanimity of 1947 regarding the direction in which it should 
steer. Some of the country's traditionally most self-confident in-
dustries have acquired strongly protectionist views. There have 
even been signs recently that the automobile industry is becoming 
more concerned with preserving its domestic market than with 
its sales abroad. Nationally organized labor, which, since the days 
of Cordell Hull, consistently supported the renewal of trade agree-
ments legislation, has crossed the aisle. 

True, the present wave of protectionism in the United States is 
a by-product of the war in Indochina and the accompanying in-
flation and could prove transitory. But we would still have to look 
to the climate in those other countries whose active participation 
in the rejuvenation of the GATT would be essential. Here, even 
more fundamental changes have occurred since 1947. The roster 
of participants itself has drastically altered, the most important 
change being the numerical preponderance of less developed 
countries whose enthusiasm for free and multilateral trade, if 
any, is subordinate to their insistence on having the unimpeded 
right to develop their infant and unborn industries and to their 
desire for preferential access to the markets of rich countries. But 
a fundamental change has also taken place among the countries 
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that led the fight for multilateral trade in the 1940's and 1950's. Al-
most any issue that involved a threat to the GATT system once 
found the United Kingdom, Benelux, Switzerland, the Scandi-
navian countries, and, later, Germany arrayed on the side of global 
multilateral trade. In 1970 they still see their interests tied up 
with multilateral trade. But, as an alternative to global 
multilateralism, there is the new prospect of membership in a 
more limited but vast and growing area of regional free trade. 
Even though some of them — Germany and the United Kingdom, 
for example — would probably prefer to combine the benefits 
of both systems, they will be preoccupied for perhaps another 
decade with the effort to perfect their enlarged common market. 
Suppose the United States, freed of the millstone of Indochina, 
were to attempt to re-create the spirit of the original GATT. This 
time it would probably find its natural partners with their minds on 
closer, and perhaps even greener, pastures. 

To suggest attainable goals for the United States under these 
circumstances, or the strategy to be used in pursuing them, would 
require a self-confidence unjustified by present knowledge. Two 
conclusions do seem safe, however. Of the actors on the stage of 
world trade in the 1970's, only two — the United States and the 
EEC — come close to having the economic power required to lead 
the world toward the revival of a genuine multilateral trading 
system. Of these, the EEC, whether or not enlarged, is unlikely to 
have the necessary incentive for a long time to come, and the 
United States is certain to have neither the will nor the power until 
it has conquered the causes of inflation and domestic strife. 
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excellent reporting bulletins of the EEC and EFTA. 
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